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LOGISTICS, SUPPLY CHAIN MANAGEMENT AND
CONCEPTUAL PERSPECTIVES OF THEIR RELATIONSHIP

Goran Milovanovi¢
Nada Barac
Aleksandra Andelkovi¢

Abstract. The aim of this paper is to analyze evolutionamgnagerial and
conceptual dimensions of logistics and supply ché&inst, the impact of
certain events on the evolution of logistics angpdyl chain and an increase
in their importance for the competitiveness of basses are presented. Then,
the importance of supply chain management in iatigg core business
functions of different companies into a single higinformance operating
system is explained. Also, we evaluate the rolgaglitional logistics, lean
logistics, lean manufacturing and informational heclogies in efficient and
effective conversion of partners’ resources in @pdy chain. Finally, we
assess the business implications of the four cdnakperspectives of the
relationship between logistics and supply chain agment.

Keywords: logistics, supply chain, traditional logisticgdn production, lean
logistics, conceptual perspectives

Introduction

Logistics and Supply Chain Management (SCM) ardlehging areas we
encounter on a daily basis. Although these areaanhe popular in the mid-1980s,
their roots originated much earlier. Regardlestheffact that logistics theory and
practice originate from the manufacturing secta,are witnessing their increasing
and very successful application in the businestmséut theirsignificantuse is
also in the nonprofit and the public sector. Tha af this paper is to analyze the
evolutionary dimensions of logistics and supply ichenanagement from the
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perspective of contemporary theoretic insights adl \ws to present the four
conceptual perspectives of the relationship of dtigg and supply chain
management.

From the perspective of structure, the paper caaprifour logically
structured and conceptually interdependent patts.fiFst part of the paper points
to the evolutionary dimensions of logistics and @ychain. It also emphasizes
that the notions of logistics and supply chain ng@maent are not synonymous and
that they are not absolutely independent. Moreotles, paper emphasizes the
impact of major events on their development as weslithe growth of their
importance for the competitiveness of companies.

Management supply chain forms the second parteoptper. It points to
the fact that the management of supply chain rénolized certain business
spheres, that it is much more complex both in goptaary literature and business
practice, and that it is the notion used more tlthe@ notion of logistics
management. Supply chain management encompassextiities related to
procurement of resources, and the conversion skthesources with coordination
among all partners in the supply chain, with then @f integrating the major
business functions of the company in a high-peréorce business model.

The third section analyzes the interdependenceaditional logistics, lean
logistics, lean manufacturing and supply chain rganzent. Certain information
technologies and the basis of integration procesgsdetermine the success of
supply chain management are also presented.

The focal point of the last part of the paper ame four conceptual
perspectives of the relationship of logistics angpty chain management. Bearing
in mind the broadness and depth of the concepumblg chain management, the
conceptual perspectives differ significantly.

1. Logistics and Supply Chain — the Evolutionary Dinension

From historical perspective, the term "logisticsigmates from the Greek
word logistiki (Aoyiotikn) that is referred to as "the art cdiculation.” However,
the modern interpretation of the term "logistics' related to the activity of
supplying troops located at the front, with ammianitand material resources.
Therefore, the initial conception of the term "mgsis logistics" was based on a
military analogy, and mainly concerned with the gibgl movement of goods.

During the 1960s, the engineering perspedtivemphasizedh context of
logistics management. So, logistics has becomeobrpiantitative science. The
principles of analysis ofogistical supportwere set up. However, different
functions which included logistics as a scientific disangiin the 1960s and
early 1970s, treated separatehy differently.
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The systemic approackias applied in logisticé the 1970s and 1980s.
Logistics, as an art and science waewed as a set of many interrelated
activities. However, until the mid-1980s the maoncern of logistics managers
was to ensure that goods reached their destinatiggood condition and at the
lowest possible cost. The shortening of the tratimag was pursued, but only when
it came to perishable products, or in the caseyargent supplies when additional
costs were justified.

However, for the most of products the long tramisite was acceptable.
During the 1980s and 1990s, business logisticatddeas a very important process
that aims to meet consumer’s needs has becomendicgigt area of corporate
strategy. Managers of companies have increasimglglg to shorten the transit
time.

In the early nineties of the ®@entury high quality became a standard and
organizations have begun to differentiate themsebased on the performance of
their own logistics activities. The explosive growof research in the field of
logistics manifested itself and importance of oigations was emphasized.
Logistics began to apply new information technolegydevelop the capacity and
protocols for efficient and responsive flows of erals and ultimately to meet the
growing consumer’s needs. Also, the treatment afictions that logistics
comprises is radically changed, because the compgmegan to realize the
importance of integration and cooperation.

Understanding of the term logistics has evolvedlayy its broad meaning
is frequently encountered. This term includes miy @ll the activities associated
with the physical movement of goods, both in thettgam segment (supply) and
downstream segment (sales), but also the managerheettain relationships with
suppliers and customers. The term logistics cotr@dransformation of quantity,
type and characteristics of goods and the handdihgoods. It covers all the
activities that are planned, implement and continel space-time transformation
properties.

The concept of supply chain as a result of intemeation of organizations
to increase levels customer services, market shemdsprofits emerged in the
1980s. Supply chain comprises sequentially relatages and activities which are
involved in creating and as well as ensuring produ@ilability to customers.
Also, we can consider the supply as a value chaintd all stages of supply chain
adding value. If the same activities observed istngam segment than the supply
chain and demand chain are treatgentically.

Martin Christopher, professor of marketing and $tigs at the Cranffild
School of Management, considers supply chain asaank organizations that are
involved, through upstream (from the original sugpland downstream (to the
end user) connections, into the different processesactivities that create value
(products and services) in orderder to meet consumer demar{@gure 1).
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Christopher Martin argues that instead of the usuaar representation (as in
Figure 1) supply chain appears as a multidimensioatwork of entities which
cooperate within. Such network can be more fulldamstood if it is treated as a
system, since the systemic approach emphasizdasatéraction between different
entities. In theory of the logistics supply chaimese different entities are marked
as links (e.g. transport services) and facilitieg)(warehouses). Links and nodes
can, at the same time, play different roles in ssh&ipply chains. Similarly, the
term "echelon" is sometimes used to refer to ceéfieparts of the supply chain.

Figure 1: Evolution of an Integrated Supply Chain

Fragmentation Evolving Integration ,
(1960s) (1980s) Total Integration

Various Separate Functions
- transport

- warehousing .
- purchasing Supply Chain
- marketing
- finance
The Supply Chain
Upstream Materials Downstream

%‘ Manufacturing ()  Distributors ..@

Information and Resources

Terms of integrated supply chain and integratedstms are often used as
synonyms. However, an integrated supply chain aader term than integrated
logistics. The essence of integrated logistice igtegrate procurement, production
and delivery to meet consumer needs, because tteeycracial in marketing
business concept. Integrated company supply chasnelvolved from integrated
logistics as a form of internal supply chain arsdrélationships with suppliers and
consumers who are kind of external supply chainc&the supply chain includes
not only the purchase and sale but company rekliipa to suppliers,
intermediaries and consumers, one can argue thatlysichain management
consists of activities outside the scope of logssti

In the supply chain different flows are present, iolth make its
bloodstream. The following are key flows in the glypchain:

* Physical material, flows,
* [nformation flows,
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* Flows of equipment, financial and human resources,
« Flows of intangible resources - for example, goelhtions between the
companies are very important ingredients of eféiectupply chains.

In relation to the concept of logistics, supply icheoncept has a broader
meaning. The concept emphasizes the importanceigglys chain relationships
between companies and the company influence orldmeents and processes of
the external environment (boundary-spanning). Ehevant literature is present or
the broader understanding of the concept of sugipdyn. However, we often meet
broader version in practice and mutual benefitenfiaformation exchange and
coordinated up and down decision making in suppgjirt

2. The Revolution of Supply Chain Management

It is difficult to precisely define the term suppihain management, given
that it is relatively new in the world of scientifliterature. It is believed that the
term was first used by Keith Oliver (2003), presidef the London office of
international consulting firm Booz Allen Hamiltom i1982. Keith Oliver is the
term used to develop a vision for the demolitiontloé so-called concept of
functional silos which involves the separation abdguction, marketing and
distribution. The concept of supply chain managerieith Oliver has applied for
the first time while he was working with the Dutelectronics giant - Philips (Booz
Allen Hamilton 2004).

Martin Christopher makes a distinction between §uppain management
and vertical integration. He regards the term sppghain management as
relationships. He regards the term supply chain agament as managing
relationships with suppliers and consumers in otdeteliver added value, under
lower costs across the whole of supply chain. Tévecept of vertical integration
assumes ownership, or at least control over upst®sppliers and downstream
entities, while the concept of supply chain manag@mdoes not assume
compulsory ownership or controlling partners in@ypchain with suppliers and
consumers in order to deliver added value, undeeldocosts along the whole
supply chain. The concept of vertical integrati@suames ownership, or at least
control over upstream suppliers and downstreantiesitiwhile the concept of
supply chain management doesn’t assume compulsengrship or controlling
partners in supply chain.

In the late 1990s, many universities in the U.Sg.(eArizona State
University) introduced the subject titled "Supplyra@n Management" as part of
their Master's studies program. Also, in the |a@0s manifested itself in the
increasing number of companies that implementedctiveeept of supply chain
management. Wal-Mart has perfected the conceptestldping a worldwide
network and relationships with suppliers in orderiricrease the reliability of
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material flow by reducing inventories. Many managand researchers state that
the company Wal-Mart is a pioneer in implementingy chain management
concept, because the company proved that it is tableiild a global network of
suppliers, warehouses and retailers that operatesalas one company with the
flow of information in real time (Webster 2008,Ffjedman 2006, 151).

In the last decade there have been a growing nuoflmempanies that have
nominated high executive chairman in supply chaéims trend has manifested itself
in companies of all sizes, regardless of regioncanohtry of origin.

Supply chain management implies “end-to-end” logfplication. The
essence of this logic in the managing of all fldnsn upstream to downstream
part insupply chain. Depending on the industry and thelyughains belong to,
the following terms are used to describe their “sndend " logic: "From farm to
fork, and "From cradle to grave".

Global presence and revolutionary role of supplgithmanagement was
described proficiently by Thomas L. Friedman. le thook “The World is Flat”,
supply chain management and the revolution in médion technology, which he
initiated, Friedman considered the basic changélerglobal economy. He called
efficient Wal-Mart global supply chains “symphomyfew poses — without final”

The reorganization of international professionajamizations which are
dealing with problems of supply chains, occurredamuary 2005. At same time,
the Council of Logistics Management has changech@se to the Council of
Supply Chain Management Professiof@SCMP). Then the logistics is treated as
part of the supply chain and focused to the folfayvactivities: transportation,
warehousing, material handling, fulfilling delivesi, designing logistics network,
inventory management, planning supply and demandnaénterprise level and
managing outsourcing strategies.

3. Logistics Management and Supply Chain Management

Logistics management is the process of strategiocusement
management, materials and parts transport needgqudduction and storage and
distribution of finished products through marketiclgannels so that the profit is
maximized through effective system orders (Crises 2005, 4). An important part
of this process is information management whichratated to all logistics
operations within the company.

Supply chain management is a much broader condept togistics
management. Unlike the logistics management, suppigin management is
primarily directed towards consumers. Also, it @gzes the marketing relevance
because it represents a new philosophy and strémeghich the planning of all
segments of the movement of goods and informahdhe process of distribution
predominate.
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Figure 2 presents the transition from t@ncept that refers tcassical
logistics tothe concept relating teupply chain management as well as key
components of supply chain management. Classiagistios deals with the
procurement, storage and distribution of matetialghe right buyer get the right
product, the right quality, in the right way, aethight time, the right place, in the
right condition, in the right quantity and at thght price.

Figure 2: Evolution of classical logistics, lean lgistics
and lean manufacturing in supply chain management

Supply Chain Managemen
Basic - Alliances
Logistics . - Information technology
g Lean Logistics and - Lean manufacturing
Having the right item in the Lean Production - Lean logistics
right quantity at the right time - — - Business processes integratjon
at the right place for the right Replacing inventory * Product development
o ; " with information. * Demand management
price 'r? th_e r:'ght condition * Coordination of planning and
to the right customer. production management
* Customer order management
* Product support

In today's economy, wholesalers, distributors, rfecturers, retailers,
suppliers and all the members of the supply cha@mtwo reduce their costs,
shorten the time of execution of orders and redieentory levels in order, while
meeting the requirements of its customers, be tplwé. The best way to achieve
this is to implement lean concept the essence afhndliminates all activities that
do not add value. This concept is best applied vaeenand is relatively stable and
when the demands of their customers are similaanleogistics is focused on
eliminating wastes from internal and external suypphain through: reducing
excess inventory, shorten the time of fill and @hating unnecessary costs. Fill
with lean inventory supply chain is based on a padic. Lean Logistics is an
especiallybig challenge for the global-oriented company, giveat their shipments
are transported to remote destinations and mosma@tions may be involved in the
transfer of each consignment. Implementing the ephof lean logistics in extended
multi-transaction chains in such companies is wEmyplex, because activities that
do not add value appear and therefore inevitahlgeavastes.

Lean Logistics is the logistics dimension of leaaduction. The term lean
logistics is applied in the field service (Baudi@02, 30). The concept of lean
production involves constant efforts to reduce waahd elimination of all
activities that do not add value in the planningpduction, distribution and
customer service. The concept was developed bychiaDhno (1912-1990),
executive manager of Toyota during the post-waomstuction of Japan. For its
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popularization of a particular importance is theokdLean Thinking" (rational
thought) written by J. P. Womack and D. T. Jone4986. Shortening lead-time
can be enough to lean manufacturing.

Supply chain management seeks to incorporate etsnwénlean in the
entire supply chain. For example, supply chain rgarmeent encourages training
employees, meeting internal customer requiremepxiuct movement through
the manufacturing system, the exchange of infoonatin end customer demand
and production planning in supply chain. In addificnanagement is trying to
optimize inventory levels in the entire supply chaiAll of these elements,
incorporated by lean supply chain management, aippasted by lean
manufacturing.

Without the use of information technology, supplyain management
cannot be imagined. Information technology actarasntegrator of supply chain.
Functional areas within an enterprise use a comotabase. Partners in the
alliance share data. Accuracy, flow rate, relevaaceessibility and availability of
information to determine the success of the supphain. Supply chain
management, among others, provides: electronicngotechnology products,
software for enterprise resource planning (ERRGtednic data interchange (EDI)
and software to evaluate and improve supply cheifopmance.

1. The technologies of electronic product coding (ER@): bar cording,
optical scanning and radio frequency identificatigRFID). These
technologies are used to uniquely identify and kiracoducts, boxes,
pallets and vehicles in the supply chain using aadiequency
identification. EPC structure is defined by EPC T&fa standard which
can be downloaded for free from site EPCglobal, (hiternet izvor). EPC
has a resemblance to today's bar code, but offeck more potential uses
of bar codes. Today, the use of electronic enasyppiroduct is limited to
boxes and pallets. With increasing accessibilityhie technology and the
benefits it provides, its application to individuabntainers can be
expected. EPC is designed as a flexible network ¢ha support many
existing coding schemes, including many encodirigeses that are now
used with barcode technology. EPC tag will nevengletely replace the
full text and bar coding, given that manufactureeguire robust and
sufficiently secure tags. Until December 2010 thevere no cases
identified completely substituted by other RFID talgeling. MIT Auto-ID
Center was created by EPC, a consortium of overgl@@al corporations
and university laboratories. EPC identifiers arsigieed to identify each
manufactured product, unlike bar codes that idgmmanufacturer and
product class. EPC system managed by EPCglobal dnsubsidiary of
GS1. As one of the industry standard for the glaisal of radio frequency
identification, EPC is a core element of the EP@gliNetwork
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2. Enterprise resource planning software — enablecegsing all over
transactions in every functional area as well aes& to enterprise data
base in real time. ERP stands instead of traditioriarmational systems
that were created for years swiftly and cobble tiogreby manufacturing,
finances, marketing, engineering, supply, etc. ifi@hl information
systems were limited, hard to be associated whbrdunctional areas and
couldnt follow changes in supply chain.

3. Electronic Data Interchange (EDI) and the Interfatilitate creating
business environment that enables partners to egehanformation
relevant for decision making in supply chain.

4. Supply Chain Analytics (SCA) is software for supplyain performances
evaluation and improvement. It can evaluate misiza#a between
capacities, inventory, and consumers demand, oestablishthe most
responsive transporters and distribution centers

About twenty years ago, one of the main obstactesorganizations
cooperation was hardware incompatibility, whereaslay it is software
incompatibility. There are two possible solutions $oftwareincompatibility. The
first one implies that all relevant software apglions for, e.g. supply
management, transport management and warehousimageraent, to be delivered
by one vendor (single integrator approach). An edans using Microsoft Office
or some other programme from the same complex afrddoft Company. One
advantage of this solution is that there is coatlam between the various
applications (Wisner et al. 2005). The other sohutinvolves selecting the best
applications for a specific function (best-of-bresggbroach) (Wisner et al. 2005). It
means, for example, that the organization of trariaion management uses
software by one company but for warehouse manageusss software by other
company. However, integrating these different agpions is often impossible
without additional software packages. Also, nordgnated different applications
often cause serious business problems. For examdplshey Foods, a company
known for producing sweets from Pennsylvania, didotceed to integrate several
specialized software packages for supply chain smdnanage inventory and
warehouse successfully in 1999. Simply, the compdesshey didn’'t implement
the ERP system worth about 115 million dollars, mosrketable time of year
about the Christmas time and famous holiday Haleawel'he company has also
implemented all modules extremely complex ERP systé the company SAP
from Germany, together with the CRM (customer refeghip management) with
packagecompany Siebel, and with a package of logistics gamg Manugistics.
When such a system failed, the company was unabldulfill customer
requirements. The company faced with increasingveigl times and higher
inventory level as well as consumer’s disturbaméarphy, Wood 2008, 43) which
resulted in a decline in sales for about $ 150iomlSidhu 2010). Volkswagen
Company had similar problems in implementing ER8gpms (Stedaman 2000).
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Business process integration, both within and betwene of several
companies, is crucial for supply chain managent@usiness process integration is
a complex category and includes: product developméemand management,
coordination of planning and production managemeargnagement of customer
orders and product support aftersale (Figure 2).

Improving present products and faster developménew ones manages
business processes integration. It is especiallyoitant for development and
complex products successful market presentatioplaists, cars and computers.

Modern supply chains are called pull systems asedriby consumer
demand. Ability of the focal firm in terms of sugphust bereconciled with the
known and predicte@atterns of consumer demand in the downstream sggme
of the supply chain. Management of all businesggsses and functions in such a
supply chain is based on data on demand in rea tmon current forecasts.
Therefore, this significantly reduces supply chaicertainty, promotes responsive
material flows in all its segments and creates itimms for improving customer
service while reducing inventory.

Manufacturing planning and management coordinatiosupply chain is
based on business plans exchange and inventoriégsdamand information
exchange in real time. Also, collaborative planniagd forecasting integrated
business processes functioning in supply chainréfbee, a conclusion is that
supply management concept requires the abandonwferine of industrial
economy concept, whose maxim "produce store" aodpance of the information
economy concept, which implies that productionlileaels reflect the balance of
supply and demand.

Data exchange, continually insight in supply qusngéind location, and
modality and intensity cooperation advancing betwsepply chain members
allow more flexible and efficient customers orderanagement. Modern supply
chains enable developing system for continuousacgmhent and fulfilling orders
that can satisfy or overcome customers expectations

Effective and efficient customer service with clgssducts and services is
a key aim of supply chain management. To achieaegbal, it is vital to develop
activities network for responsive post-sales produpport. Though, that kind of
support is not possible without: providing adequatigare parts, warranty
procurement, up keeping and product calibration setfing up conditions for
returning products.

4. Logistics and Supply Chain Management Relationsh Perspectives

Experts in the field of logistics and supply chamanagement have often
focused on their own views about the differencesveen these fields, which
caused numerous debates among them. We appropitate conceptual
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perspectives analyses, that, based on internatitmggdtics and supply chain
management surveys of experts in the field of m#gonal logistics and supply
chain management, have been identified by Larsah Haldorsson (Figure 3,
Figure 4, Figure 5 and Figure 6) (Larson, Halldons2004).

Supply chain management has evolved in many wags) fogistics and
therefore was treated assubset of logistics, i.&&CM is just one small part of
logistics (Figure 3) byraditionalist schoolLogistics has engaged a "supply chain
analysts" to focus on cross functional and inteaorzational problems. According
to Stock and Lambert the logistics specialists haveled to view supply chain
management as a "logistics outside the firm" (Staaknbert 2001).

Figure 3: The traditional perspective

Supply Chain
Management

For traditionalists the supply chain managemera istrategic aspect of
procurement. They stress the need to develop pahips with suppliers at the first
and second levels. In addition, they add supplynch@mnagement to procurement
and supply management and/or procurement manageifieey emphasize that
corporate department for procurement can hire pplguchain analyst" to study
the relationship with suppliers of other levels.

The traditional approach, which included procuremesegmented
treatment, was developed during the period of ixeastability of the business
environment. Increased internationalization, whiels significantly increased the
level of political, social and market uncertaintgdauncertainty in supply has
imposed the need to go beyond the traditional qanaEprocurement (traditional
procurement) and introducing the concept of integtrgupply management.

Traditionalist's attitudes are conservative andraowar Peter Kraljic,
McKinsey consultant, in his article entitled "Pussing Must Become Supply
Management”, indicated in 1983 that the purchasg&cfasing) as a tactical
function, must be transformed into a strategic fimmc integrated throughout
organization, i.e. in supply management (Kraljic83Q This change in
organizational terms enables companies to quicklpond to changes in the
environment. Noting that the procurement functibowd leave the role of back
office and to gain a strategic role, i.e. to ensopémal supply, Kraljic laid the
basic principles of modern strategic supply. Indeitiyears later, we witness the
reality of his vision. However, supply managemenhot just about changing the
name of the department, as some companies stiéiratahd.
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Some authors have advocated for renaming (re-tadelinew labeling)
logistics into supply chain management (FigureShmetimes the term transport
and logistics term are used as synonyms. For exantpe vehicles of some
companies for transportation of heavy products, weed "logistics" is written
above the words "transportation"! However, a compdmat has acquired a
professional status in the field of logistics, itish do more than just date change,
the term transport into logistics. Also, some atghput an equal sign between
terms supply chain term and logistic network (Siifiatvi et al. 2000).

Figure 4: New labeling perspective

“Logistics “Supply
Manager” Chain Manager”

The attitude of some authors is that the logigtied of a largeentity, i.e.
supply chain management (Figure 5). For examplajtkée J. and otheisclude
in supply chain management all the traditional bess functions: marketing, sales,
research and development, forecasting, productiprgcurement, logistics,
information systems, finance, customer service (aret al. 2001, 1-25).

Figure 5: Union perspective

“Supply Chain Management = Procuremer’v

Logistics + Production + Marketing + ...

The following figure indicates the overlap of lagts and supply chain
management (Perspective of intersection). Howelagiistics and supply chain
management have parts that are separate and differe
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Figure 6: Perspective intersection

Supply chain concept is much broader than the qurmfelogistics due to
focuses on the relationships between the compamedighlights the company's
connection with its external environment. If looklwmore detail at the definition
of logistics and supply chain management, listeddwest papers in these areas,
such statement will be clear to us.

Supply chain management takes into account théegtca integrative
elements from several functional areas (logistm®curement, production and
marketing). However, it does not deal with tactiel@ments, such as withdrawn
from inventories in the warehouse in order to futfiders.

Despite the popularity of the concept of supplyichaanagement in
literature some confusion is still present wheooines to its meaning (Mentzer et
al. 2001, 2). Also, it seems that there is no cesise among theorists on the
relationship between logistics and supply chain agament. More than decade
ago, Cooper, Lambert and Pagh concluded that dserar and practitioners
understand the concept of supply chain managensest axtension of logistics, as
well as logistics, or as a comprehensive approachusiness integration. These
authors stated that the management of the supjpiy dan involve managing all
business processes (Cooper et al. 1997, 1, 5).

These four perspectives vary according to the waltld depth of the
concept of supply chain management. Perspectivenuand the perspective
intersection are broad concepts, since there is ctivecept of supply chain
management which includes more features. The ipadit perspective and the
perspective of the new labeling are narrow conceptshey stress adjustment of
supply chain management with a single functiorgidtics. As for depth, it is small
in the case of the traditional perspective, as lsumthain management is
understood as a subset of logistics. The oppositthe case of new labeling
perspective, because it implies that the concepsugply chain management
encompasses all elements of logistics. Union diesplirge because it implies that
the management of supply chain includes all thenefds (strategic and tactical)
for a number of functions. Finally, the depth pexdjve intersection is small
because it includes only the supply chain focusimy strategic, integrative
elements from more than one function.
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Table 1: Width and depth of supply chain managementoncept

Width
Depth Small Large
Small Traditional perspective Intersection perspective
Large New labeling perspective Union perspective

Table 1 shows the width and depth of the concepiplgu chain
management through four conceptual perspectivedisttussions about the scope
of the concept of supply chain management logistiesmainly sought by its broad
(multi-function) and deep (strategic and tacticelivéties) understanding (union
perspective). Given the strong connection of loggstwith procurement,
manufacturing operations and marketing, it is mopgsing that it provides a broad
view of supply chain management.

Conclusion

The terms of logistics and supply chain are nobaymous. Supply chain
is more complex category than logistics. Events lizave decided their evolution
confirm that the first term is older, but simpleah the other.

Besides the fact that in the last three decadesmnie to serious conceptual
and organizational changes in business logistiogjstics manager’'s role in
essence remained the same: to ensure that wantetd gath adequate quality,
safely, on time, under acceptable price get tadtstination by efficient managing
logistic activities (transportation, package, stgretc.). Supply chain management
focuses on inventory, information and resources fltanagement within upstream
and downstream organizations network, which enafting value in shape of
product and/or services.

In contrast to the individual companies and prosiuittday there are more
and more competing supply chains. This indicateshange in the traditional
paradigm in the treatment of the global businesgr@mment.

Lean manufacturing, as business philosophy, endblediminate wastes
and creates additional value. Company that focasdke global market must form
a project team to create a lean logistics systemeh & system would be cost
effective because it will help everyone involvedtie supply chain to understand
the needs of the company to eliminate potentiategis the supply chain.

Regardless of its depleting, in literature therstiis confusion regarding the
understanding of the concept of supply chain mamagé There is a lack of a
consensus among theoreticians about relationshiyeba logistics and supply chain
management, too. Nevertheless, the identificatforlevant conceptual perspectives
might contribute significantly to the complex rendgpn of similarities, differences
and connections between logistics and supply ahaimagement.
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LOGISTIKA, MENADZMENT LANCA SNABDEVANJA |
KONCEPTUALNE PERSPEKTIVE NJIHOVIH ODNOSA

Rezime: Cilj ovog rada je da se analizaju evolutivhe, meeaske i
konceptualne dimenzije logistike i lanca snabdewvahajpre se prezentira
uticaj odre@lenih dogdaja na evoluciju logistike i lanca snabdevanja kao
njihov zna&aj za konkurentnost kompanija. Zatim se obrazlabeta
upravljanja lancem snabdevanja za integrisanjengtaposlovnih funkcija
razlicitih kompanija u jedan poslovni sistem visokih penfiansi. Takde,
analizira se uloga klasie logistike, lean logistike, lean proizvodnje i
informacionih tehnologija u efikasnoj i efektivnépnverziji resursa svih
partnera u lancu snabdevanja. Kéma, procenjuju se poslovne implikacije
cetiri konceptualne perspektive odnosa logistike eénadzmenta lanca
snabdevanja.

Klju éne reti: logistika, lanac snabdevanja, tradicionalna likgs lean
proizvodnja, lean logistika, konceptualne perspekti
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Abstract: The huge losses of energy in buildings in Serb#ve negative

impact on the economy and standard of living. Tdiat®n could be greater
use of energy efficiency measures in the whole topuEach project of

energy efficiency in buildings can bring signifitdenefits to both, investors
and the community. With proper implementation aft-&enefit analysis, the
costs and benefits resulting from implementatioprofects of this type, can
be recognized and measured from the standpoitteofdmmunity.

Keywords: Cost-benefit analysis, energy efficiency, buiginprojects.

1. Introduction

In recent years, the domestic and internationalipiifas often mentioned
the concept of energy efficiency. Some of the dl@sablems such as exhaustion
of nonrenewable energy resources (oil, gas, caal), éhe insufficient level of
economic viability of "clean" technologies for eggr production, increase
environmental pollution and the impact of globalrmang and frequent economic
crisis on regional and global level are responsibtethe growing importance of
energy efficiency. Serbia is affected by theseaalyementioned global problems,
still there are a few of "its" reasons why it stbuhcreasingly turn to energy
efficiency. In the first place, Serbia is highly port-dependent country when it
comes to high-quality fuels. Also, energy consumptin buildingsis among the
highest in EuropgAgency for Energy Efficiency of the Republic ofrBa 2011),
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which significantly affects efficiency of the ecang and standard of living. In
addition, the electro-energetic system surviveshenverge of endurance, because
there are not enough funds to build new and maingisting facilities, which
brings to frequent failures in the system and Hogses in electricity transmission.
Do not forget the air pollution, which is espegiglfonounced in large cities.

What is the definition of energy efficiency in klihgs? This is a set of
technical measures and behavior, with the ultimgdal of minimum energy
consumption in buildings with the same or greaggel of comfort forend users of
these buildings (The Project “Energy efficiency Montenegro” 2011). The
concept of energy efficiency is usually found inotweanings, one is related to
devices, and the other to the actions and behadviater the power-efficient device
is considered to be one that has a high degre#igéacy, and small losses during
the transformation of one form of energy into arottWhen it comes to measures,
the energy efficiency means measures applied taceednergy consumption. No
matter, are they technological or non-technicalsuess or changes in behavior, all
measures include the same or even higher degreentbrt achieved. The results
of increased efficiency in energy use are significgavings in financial terms, but
quality of working conditions and natural environment is dleportant (Agency
for Energy Efficiency of the Republic of Serbia 201

Substances which include and describe building gemeant are
buildings, the most widespread form of objects,chiiuman builds for many of
his/her activities and life functions (Popovic 2062

With analysis of energy consumption in Serlfiagency for Energy
Efficiency of the Republic of Serbia 2011), it wasncluded that the highest
energy consumption is in buildings, and that thera great scope for achieving
savings. Implementation of measures for energyieffty in buildings is often
very complex, so for successful realization it iscessary to apply project
approach. This will ensure quality of implementatiof measures for energy
efficiency by achieving the minimum of cost and maxm of benefits for
investors and the community.

Projects of energy efficiency in buildings haveraag social significance.
Many benefits which are realized by implementatainthe project are not of
material nature, but they are very important fa& tommunity. If you want to
measure these benefits, you must use cost-benefitsas. This analysis is used to
properly assess the validity of each project ofgyefficiency in buildings.

2. The State of Energy Efficiency in Buildingsin Serbia

Serbia is one of the countries with very low enezfficiency. The reasons
for this are the use of outdated, energy ineffictenhnologies in industry, building
sector and infrastructure, inadequate legislatiothis area, low standard of living
and low awareness of population for environmerifale scope and structure of
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energy reserves and resources in Serbia are vdayarable. Reserves of high
quality energy such as oil and gas are symbolicrapdesent less than 1% of the
total balance reserves of Serbia, while the remgi®i9% of energy reserves are
various types of low-quality coal, which is domiedtby lignite with an estimated
share of about 90% oifie total balance reserves (Ministry of Mining d&ergy of
the Republic of Serbia 2005, @jotal annual finaknergyconsumptiorin Serbia is
about 8.2 Mtoe (one toe - the amount of energyithegleased by burning one ton
of oil, 1 toe = 41.868 GJ = 11.63 MWh) (Ministry bfining and Energy of the
Republic of Serbia 2009, 10). The share of buildingstruction in the total final
energy consumption is 48%, which 65% refers tards@ential sector (Agency for
Energy Efficiency of the Republic of Serbia 201IM)e rest is related to the tertiary
sector (commercial, industrial and public buildipndserbia has 2.7 million housing
units, of which 54% are in urban areas (Agency Emergy Efficiency of the
Republic of Serbia 2011). Total area of residentialldings in Serbia is 190
million m? and the average floor area is 60-65Agency for Energy Efficiency of
the Republic of Serbia 2011).

Commercial and public buildings in Serbia spreadver 40 million m
(Ministry of Mining and Energy of the Republic oé®ia 2005, 21). Calculation
leads to the conclusion that the final energy conion in the building sector is
about 3.93Mtoe. Structure of energy consumption in this asegiven in Picture 1.

Picture 1. Structure of energy consumption in buildings

+1%

0%

EHeating energy B Electrical energy

Source:Oka et al. 2006,6

Data on adverse energy situation should direcattemtion of the state and
people to rational consumption of energy. Howewegording to the criteria of
energy efficiency, Serbia is among the last coestrin Europe. Energy
consumption in buildings in Serbia, was on averager 200 kWh / rm(Agency
for Energy Efficiency of the Republic of Serbia 201In buildings built under the
new regulations in Poland, a country with a monreese climate than ours, specific
energy consumption amounts to 90-120 kW (Agency for Energy Efficiency
of the Republic of Serbia 2011).In Sweden, with dodder climate and longer
heating season, the fuel consumption is 120 kWhend in the newest buildings
with the lowest requirements for power generatibrdoes not exceed 60-80
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kWh/nt (Agency for Energy Efficiency of the Republic of rBa 2011). The
electricity consumption pehousehold in Serbia is 6.000-7.000 kWh per year
(Electric Power Industry of Serbia 2011), while somption in the EU amounts to
3.500 kWh (Europe’s Energy Portal 2011).

3. Measures of Energy Efficiency in Buildings

Measures for improving energy efficiency are thecpdures which
increase the degree of efficiency and reduce lossdbe work with electrical
appliances and installations for heating, and preleakage of heat in buildings.

Some of the primary areas in buildings where iuseful to apply the
measures of energy efficiency are shown in Tab@phportunities of savings that are
presented in the table are typical for Western peird’he assumption is that the
savings in Serbia, because of the age of buildingsequipment, will be higher.

Table 1. Opportunities of energy saving measuresin public buildings

Sector of energy consumption Economic potential savings

Heating up to 35%

Hot water supply 10% - 30%

Lighting up to 30%

Electrical appliances up to 40%

Internal measures about 25%

Air conditioning about 10%

Ventilation 10% - 30%

Source:Ministry of Mining and Energy of the Republic oéi®ia 2007, 85

According to the amount of funds required for inmpéntation of energy
efficiency in buildings there exist (Ministry of King and Energy of the Republic
of Serbia 2007, 85-88):

* Measures of the host energy management (most fslenbut sometimes
implies a low cost, usually up to 100 euros).Theseasures include:
closing the doors and windows in rooms that ardeu#eooled, reducing
the room temperature from 22 tol] ° C during the heating season,
improving the tightness of joints of windows andods) turning off the
lights in the room when it is not needed, a worknafchine laundry/dishes
when they are full, etc.

» Low-cost measures of energy efficiency (include snees that cost up to
1.000 euros).These include: installation of thetiaiss valves for heating
bodies, insulation of pipes and tanks for hot wateducing heat loss
through windows by installing shutters and addaiomindows, use energy
efficient light bulbs, buying electrical appliancasergy class A, etc.
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* Big-cost measures of energy efficiency (include sneas that cost over
1.000 euros).These measures include: replacemenoileirs or furnaces
with new, gas heat recovery boiler, replacementremonstruction of
joinery (windows, doors), add a layer of insulationexternal walls and
the pitched roof, the use of phase regulator Ilightinstallation of solar
collectors for heating sanitary water, etc.

4. Projects of Energy Efficiency in Buildingsin Serbia

The project of energy efficiency in buildings coulbi defined as a
complex, unique enterprise of application of eneedficiency measures on the
current building, which is implemented within théipslated time and with
projected costs, with a view to saving energy wille same or better living
conditions for users of the building. Projects némgy efficiency are in the group
of investment projects. They are characterized Imgles or rarely multiple
investments funding at the beginning of the proputl often a series of effects
during the long period of the project exploitation.

Most projects of energy efficiency are implemenieda similar manner
(Picture 2).
Picture 2. Phases of the project of energy efficiency in public buildings

‘ Awareness of the potential energy savin#s

Preliminary survey of the building structure
characteristics and energy flow

Detailed survey of the building structur
characteristics and energy flow

‘ Development of Cost-Benefit analysis

‘ Development of technical documentation|as

the basis for the project

‘ Fundraising ‘

The call for participation in the tender for the
provision of energy saving services

Consideration of received tender documents
and selection of the bidder

‘ Contracting the implementation ‘

Implementation of measures of energy,
efficiency

‘ Control of implementation ‘

v

Measuring the results
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The main reasons for the development and preparaifoprojects of
energy efficiency are (Ministry of Mining and Engrgf the Republic of Serbia
2007, 80-81):

« Economic reasons (high expenditures for energy taedhigh costs of
current and capital maintenance);

* Achieving a higher quality of comfort (temperatdighting, humidity, etc.);
e Technical reasons;

e Environmental protection (reduction of greenhousseg and solids);

e Legal restrictions.

5. The Definition and Procedur e of Application of Cost-Benefit Analysis

Investment process is characterized by single oltipies investments,
which are made in the present, and usually a sefieffects that are expected in
the future. In order to really, examine and evauhe justification of the project of
energy efficiency, it is necessary to identify amélyze the overall effects that will
be made by implementation of the project.

The most common classification of effects whiclngrimplementation of
projects of energy efficiency is on economic and-aoonomic effects. The
economic effects of investments of this type arpressed through savings in
energy consumption; the most common are term eesilexploitation and the
easiest to measure and display. Realization ofept®jof energy efficiency, in
addition to economic, brings non-economic effelott th some cases may be more
important than economic effects. Also, the effedich are brought by the project
may be important not only for investors but alsotfe whole country.

This method of evaluation allows the cost-benefialgsis, which takes
into account all social benefits and costs whick project brings for realization.
Cost-benefit analysis is a method that is used @king investment decisions,
which exert influence on the development of theanvidommunity - a certain
region, the economy, the country in general. Thachidea of cost-benefit analysis
is to be taken into account and calculate or eséirath the social benefits and costs
of a project, and on basis of the comparison ofral/eost-benefit, assesses the
profitability of projects. Only those projects, vdeototal benefits exceed total
costs, will be acceptable to implement (Jovanovial.€2005).

Cost-benefit analysis is a complex and often gextensive analysis, with
a lot of estimates, calculations, predictions amngarisons. Therefore, the
application of cost-benefit analysis in evaluatihg validity of one or more often
the choice between more projects of energy effayerequired to comply with
certain procedures based on several basic phaséspsr One of the most common
procedures in the last ten years is the procedutedeuropean Union (Pictuf3).
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Picture 3. The procedur e for applying cost-benefit analysis
of the methodology of the European Union

Socio-economic context and objectives

A 4
2. Project identification

h 4

3. Feasibility analysis

v

4. Financial analysis
- Investment costs;
- Maintenance costs;
- Savings;
- Funding sources;
- Financial performance indicators.

h 4

5. Socio-economic analysis
- From market to account prices;
- Inclusion of non-financial effects;
- Economic performance indicators.

If the social net present value is less than If the social net present value is more
zero, society is better off without the than zero, society is better off with the
project project

A 4

6. Risk assessment
- Risk analysis
- Sensitivity analysis

Sourceupdated, European Commission 2008, 27

Below, each of the phases will be further explained
5.1 Socio-Economic Context

The first step in assessing the validity of thggubof energy efficiency in
buildings is the understanding of social, economa institutional context in
which the project is implemented. The possibilifycoedible estimates of future
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costs and benefits of the project largely reliestlua accuracy in estimating the
macro-economic and social conditions in the regiorountry. It is important to
determine does project affect only on the immediaéa or on country as a whole.
Another option is that project accomplisttes international effects (Jovanovic et
al. 2009). The assessment of socio-economic convéxprojects of energy
efficiency in buildings should include data on 8P of the municipality, region
or country, the number and structure of buildingsyironment, transport and
energy infrastructure, energy consumption per wfitmeasure, national and
international regulations in the field of energwatural resources, unemployment,
demographic situation, average wages, structuedotation and the prospects of
further economic development.

5.2 Project I dentification

In this stage the most important is to determitlgespecific variables of
project of energy efficiency in building construeti such as vision and mission of
the project, specific objectives, shape and typeroject, stakeholders, measures
of energy efficiency which are suitable for implartagion, etc.

5.3 Feasbility Analysis

Feasibility analysis aims to examine the possieditof the project of
energy efficiency, and to compare the possiblertieelh solutions, and measures of
energy efficiency that would be applied in the pobj Feasibility analysis of the
project includes several types of analysis as\dlto

* Analysis of investor’s development potential,
e Analysis of project end users;

* Analysis of measures of energy efficiency;

* Analysis of project personnel, etc.

5.4 Financial Analysis

Financial analysis of the project of energy effidg aims to assess the
financial viability of the project from the standpb of investors. This analysis
should include the costs of the project, mainteeacasts, energy savings and
funding sources. Energy savings are calculatedhasdifference between the
current and future estimated (lower) power consionptSavings in the financial
analysis are treated as income. Funding sowaese: their own resources, loans,
donations and public-private partnership (MinistdyMining and Energy of the
Republic of Serbia 2007, 73-74)he analysis consists tifiancial flow, plan of
the inflow and outflow, and calculations of finagcindicators such as net present
value, internal rate of return and payback period.
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5.5 Socio-Economic Analysis

The inclusion of non-financial benefits and costshie analysis is perhaps
the most important feature of cost-benefit analysis

Apart from financial, projects of energy efficienegay achieve many
other benefits, primarily in the areas of environita¢protection and improving the
feeling of comfort for users of the facility. Thedmenefits are recognized,
quantified and included in themcio-economic analysis.

To measure the effects which the project of enexfigiency brings in
buildings, cost-benefit analysis uses correctedkatgrrices, which are commonly
called accounting prices, and they are often siamtly different from market
prices. Market prices which are used in financrallgsis are not able to accurately
measure and express all the social effects of gigjand are not suitable for use in
cost-benefit analysis. Accounting prices represemiay to correct distortions and
imperfections that exist in market prices, eithecduse of imperfect markets, poor
economic policies of the country, the existencenwnopoly or other reasons
(Jovanovic et al. 2005¥or the purpose of conversion of the market prices
accounting prices conversion factors are used. duing price is reached by
multiplying the market price of project inputs withe appropriate conversion
factor (European Commission 2008, 50-57).

Beside input prices, in practice it is often neaegdo adjust interest rates
for the loans, because some investors have thertopity of favorable loans from
international funds, which would not be the casthéy borrowed on the domestic
market (European Commission 2008, 50- 57).

The basic principle used in the evaluation of mgjef energy efficiency
using cost-benefit analysis and defining approeratteria for evaluation is that,
regarded from the standpoint of the community,dierall benefits of the project
must exceed the total project costs, that woula lpositive assessment (Jovanovic
et al. 2005). Some of the most commonly used @ifer socio-economic analysis
are (Jovanovic et al. 2005):

* The criterion of present value of net benefits;

e The criterion of economic rates of return;

e The ratio of benefits and costs;

e The criterion for time of the return of investment.

5.6 Risk Assessment

Risk is inherent in every project and represerggibssibility that the goal/
objectives will not be reached because some urderesevent occurred. Risk
management is the process of identifying poterrigts; assess their potential
impact on project, development and implementatioplans to reduce the negative
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consequences of risk events. Risk management ptandsinclude the type of risk,
risk description, probability of occurrence, impaatportance of risk and plan of
responses to risk (Jovanovic et al. 2007, 123).65ofithe most present risk in the
project of energy efficiency in buildings are: tthelay work on the implementation
of measures of energy efficiency, failure to achieanticipated savings, the
occurrence of additional costs, the occurrencehef ‘rebound” effect in the
behavior of users (users are prone of greater ogptson, as a response to the
application of measures of energy efficiency), etc.

Sensitivity analysis of success criteria of thejgubof energy efficiency is
a computational procedure that examines how chaimgesme input size, due to
poor forecasting or other reasons, affect on theievaf certain criteria and
evaluating the whole project (Jovanovic et al. 2000-52). Some of the input
variables that can affect the criteria of succegsthe discount rate, electricity
prices, fuel prices, the costs of the project, financial benefits, prices of
greenhouse gases on the stock exchanges, etchdé-arate of observation and
interpretation of results of sensitivity analygisesentation of results is done in
tables and diagrams.

6. The Analysis of the Coststo Ener gy Efficiency Projectsin Buildings

Projects of energy efficiency in buildings are amothe investment
projects. In some cases, the project required fiigni financial resources. The
amount of those assets primarily depend on the &ymknumber of measures of
energy efficiency which are used, the charactesstf the building, climate,
available energy infrastructure, etc. If it is anplementation of a measure of
energy efficiency, costs can be, depending on tiject of several thousand, to
tens of thousands of euros per property. When dojecobapplies a variety of
measures, the cost can reach several hundred titbeseos.

The costs of projects of energy efficiency can baldd into:

* Costs of project implementation;
* Maintenance costs;
e Lost benefits.

The following is a detailed description of theseugs of costs.
6.1 Costs of Project | mplementation
The costs of execution of the project have the ésgghare in total costs,

which are related to energy efficiency project uildings. The costs of execution
of the project include:

* The costs of preparation and making of project dwmntation;
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* Costs of obtaining approvals and permits;
e Material costs (equipment, materials);

e Labor costs;

e |nsurance costs;

* Consulting services;

* Financial costs;

e Costs of promotion.

Technical and project documentation that is usedthas basis for
implementation of energy efficiency projects tygligancludes:

* The daily records of the energy system of the inijd
* Floor plan of the building;

* Wiring, heating, cooling and ventilation systems;

* Pipe and channel distribution of energy in thedini;
* Project schedule;

* Plan of resources, etc.

The preparation and design of technical and praecumentation can be
realized by the investor in accordance with his/heman resource capacities.
Also, this part of job can be finished by consugtiorganizations which provide
those kinds of consulting services.

Some of measures of energy efficiency in buildiags covered by the
Law on Planning and Construction of the RepubliGefbia. Measures of energy
efficiency which are related to the installation oFplacement of complex
equipment for heating, and replacement windows @wmats, include the capital
maintenance facility, and therefore under the lartlel5 of the Act, it is necessary
to obtain a decision approving the implementatibthese activities. The application
for the decision shall be accompanied by proofvafiership, preliminary design and
proof of payment of administrative fees. On theeotlhand, placing thermal
insulation on external walls is one of the act@stiof the reconstruction and for that
IS necessary a building permit. According to agtitBSof the Act, the application
for a permit, shall be accompanied by proof of owhip, the project in three
copies, the location permit, proof of relationshiygulation in respect of payment
of compensation for construction land and progb@fment of administrative fees.
The biggest part of financial funds is necessarypi@liminary and final project
design (Official Gazette of the Republic of Serlnia,72/09).

The material costs are different types of materdald equipment used in
the project of energy efficiency in buildings. Ma&é costs in these projects are
almost alwaysvariable. The amount of equipment and material gydndepends on
the characteristics of the structure. For examplke,amount of insulation material
required for building insulation depends on thefae of the outer walls. The
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material costs would include costs of transportatbmaterials and equipment, as
well as the cost of the electricity needed for agdg or installation of equipment.

Given the low level of energy efficiency, Serbiguges huge resources
for every building to apply some of the measures &xample, for replacing
windows in all buildings in Serbighe following funds are needed (Agency for
Energy Efficiency of the Republic of Serbia 2011):

* 936 million euros for the multi-family residentiadiildings;
* 1,326 million euros for the one-family residentiaildings.

When it comes to improving the thermal insulatidtaildings, it is
necessary to invest the following amounts (AgemeyEnergy Efficiency of the
Republic of Serbia 2011):

* 341 million euros for the multi-family residentiadiildings;
e 498 million euros for the one-family residentialldings.

The quality of implementation of certain measurésiergy efficiency
largely depends on skilled workers. In some catbesmanufacturer or distributor
provides the work force, with the cost deductednfritie total cost of supply. A
good example are companies for production and liagtam of PVC joinery or
thermal insulation, which in addition to materialsd equipment, provide workers.
In such cases it is not necessary to separateottie of materials from labor costs
in the analysis. They may be integrated as costeadization measures of energy
efficiency.

The implementation of projects of energy efficienoyay lead to
unforeseen eventthat may lead to a significant increase in cos@uiiment
needed for successful implementation of certainsmess of energy efficiency is
often very expensive. The achievement of projegeailves may be ensured by
providing the following types of insurance: insuranof equipment, materials,
installations, equipment and works against thesrisk accidents such as fire,
breakdown of equipment, prefabricated accidentigdefswlt or works, the choice
of materials, accidents during the probationarjqgaeretc. Investment is ensured
on the sum of insurance, which should be equal edtimated value of project.
The Insurer undertakes to reimburse the actual obstorks and materials
necessary to achieve the same state of projeciviebefore the damage occurred
(DDOR Novi Sad 2011).

Investors rarely have adequate knowledge about uremsof energy
efficiency and their implementation, and thereféoe this type of projects are
necessary to engage relevant experts. Consultinges in this area carried out an
expert or a team of experts with complementarylsskih the field of civil
engineering, mechanical engineering and energy.

Providers of consulting services are:
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* Companies specialized in providing consulting smwiin the field of
energy efficiency;

* Companies specialized in providing energy servi¢Esergy Service
Companies - ESCO);

* Banks which offer consulting services and loans ifoproving energy
efficiency.

The financial costs of projects of energy efficigme buildings date from
the annual interest on their loans. Interest ratngd for projects of energy
efficiency in buildings inefficiency in Serbia amounted to 84 fixed or variable
from EURIBOR 3M+5.75% to EURIBOR 3M +7% per yeartlwa repayment
period of up to five years, including a grace ped up to two years (Banca Intesa
Belgrade 2011).

As part of energy efficiency project a number adrpotional activities are
usually implemented in public buildings. These \atis are usually part of a
wider campaign to raise awareness on the benéfisergy efficiency.

6.2 Maintenance Costs

This type of expenditure is characteristic for meas of energy efficiency
that include installation of equipment and instiédias. For efficient operation of
equipment, it is necessary to review the poweresygsind carry out certain checks,
replace worn parts and make some adjustmentssatdeee per year.

6.3 Lost Benefits

Electric Power Industry of Serbia (EPS) producesual36,000 GWh of
electricity per year (Electric Power Industry ofrl§ia 2011) which is its production
boundary.This amount meets the needs of the domestic méokahost of the
year, but electricity shortages often happen duwirger. This is caused by rapid
obsolescence of equipment and constant increasgeatricity consumption. It is
estimated that demand for electricity in Serbiatha year of 2015, will reach
39,047 GWh(Ministry of Mining and Energy of the Republic oéi®ia 2005, 29).
This amount exceeds the current production capa€iBPS, a disadvantage can be
offset by reduced consumption or construction of new capaftity electricity
generation. For some of these facilities projgetumentation has already been
prepared, including hydropower plants on the Drimajew thermal power plant
blocks, etc. The construction of these facilitieeuld create new jobs, which
would lead to significant economic benefits for tbemmunity. With energy
saving, there is no need to build new capacity dlactricity production, and
therefore there is no possibility for new jobshattarea.
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7. The Analysis of the Benefitsto Energy Efficiency Projectsin Buildings
7.1 Economic Benefits

For most investors economic benefits are the nmygbritant reason for the
implementation of projects of energy efficiency.esh kinds of benefits are
tangible and easily measurable. In addition, treyycthe largest share of the total
benefits of the project.

Implementation of measures of energy efficiencypuiidings is aimed at
the rational consumption of heat and electricityedduresaimed at stopping
excessive leakage and improving energy efficientyelectrical appliances and
heating systems.

7.1.1 Reduction of Energy Consumption

Electricity is consumed in buildings for the neeafs appliances and
lighting in households and other buildings. Onet fHrthe electricity in some
facilities is spent on heating, but this aspect bgladdressed in a separate section.

The average household Serbia spends about 7000 kWh of electricity
(Electric Power Industry of Serbia 2011).

Annual electricity production in Serbia in 2009 amted to 36,112 GWh
(Electric Power Industry of Serbia 2011). It haeédalmost entirely produced for
the domestic market. During the heating seasonofi@ctMarch), occasionally
comes to importing electricity. It should be notbdt EPS engages in the limit of
their technical capabilities of electric power gyst Electricity savings in
households, which would be achieved through theceded application of
appropriate measures of energy efficiency in Seev@unted to around 3.7 TWh
per year(United Nations 2007, 109). Just replacing the butball buildings in
Serbia, would be realizeahnualsavings in the amount of 701 GWh (Agency for
Energy Efficiency of the Republic of Serbia 201Mpuseholds and users of public
and commercial buildings would also realize signaifit benefits. Each household
can replace old inefficient appliances and lighbbwith new efficient, to achieve
significant savings on an annual basis. Consiségmlication of measures of
energy efficiency, the domestic market for powemldobe fully met, and there
would be no need for imports. Also, there would @esignificant surplus in
production, which could qualify for the export.

Selling price of electricity in Serbia was aboui €.cents/kWh in 2011 ar
(Electric Power Industry of Serbia 2011). The prafeelectricity in Serbia is
heavily influenced by socio-economic situation e ttountry, and adapted to the
population living standards. The actual economist ob electricity is close to the
price in other Balkan countries and some EuropeaiorJ countries, ranging
between 9 and 10 € cents/kWh (Europe’s Energy Pafial). At this price it
would be possible to export electricity to all thwerounding countries, as well as in
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the European Union. Application of measures of @peefficiency could
compensate for the lack of electricity in the systend achieve a surplus, of which
exports would be a profit of several hundred milleuros per year.

The first step in calculating the economic saviogs be collecting data on
the current consumption of each electrical devicparticular. By the measures of
energy efficiency in this area, all equipment iplaeed with new equipment less
power, but the same or greater efficiency. The ndewvices, which are
recommended to be energlass A, achieve up to 45% less power than class D
devices (The project “Promoting energy efficienecyOroatia” 2011). The difference
in consumption, which is expressed in kWh per yeaultiplied by the price of
electricity, and in this way results in total anheeonomic savings are expressed in
monetary units. For example, the substitution af tregular" bulbs (with carbon
fiber) with fluorescence realized annual savingsladf8 €. If every household
replaced one half of ordinary light bulbs with emesaving, it would save enough
energy for a complete street lights in the cou(fdgvic, Dimitrijevic 2010, 73).

Cost-benefit analysis should contain one more fofraconomic benefits.
Specifically, it dealt with the lack of energy irei®ia. This disadvantage can be
offset by building new power plants or applicati@h measures of energy
efficiency. It is estimated that to build the capato generate electricity was more
expensive than the application of measures of gneffficiency in buildings. This
would achieve an economic benefit of giving up ¢bastruction of electric power
plants and therefore no exposure to unnecessagns&p.

7.1.2 Reduction of Energy Consumption

Citizens of Serbia are heated in two ways, theyoarne heating and using
a remote system. In Serbia, in 2009, in heatingitpld 25,000 tons of oil fuel,
95,000 tons of light distillate 0i}84 million nt of natural gas and about 190,000
tons of coal are consumed (lvosev, Vesovic 20TBgre is no precise data on the
amount of energy required for self-heating. It islivknown that the consumption
is dominated by wood, coal and electricity. Quagitof wood in fully meet
domestic demand, while crude oil, natural gasd even coal have to import
(Ministry of Mining and Energy of the Republic oé®ia 2009, 2-5).

Depending on the type of building and of the amplieeasures, it is
possible to decrease total heating energy consamfiir up to 50%. In addition to
large benefits for investors, it is possible toiaeé significant economic benefits
to society as a whole. For example, if the wholenty carried out replacement of
existing windows and doors with PVC windows, it woblead to the following
annual savings of energy used for heating (AgencyEhergy Efficiency of the
Republic of Serbia 2011):

e 4.05 TWh for multi-family buildings;
e 3.35 TWh for one-family buildings.
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If all sites in Serbia improved external walls’ lstion, the savings would amount
to (Agency for Energy Efficiency of the Republic®érbia 2011):

e 1.9 TWh for multi-family buildings;
e 1.6 TWh for one-family buildings.

Reducing these values to amount of energy consum®drbia would lead
to reduced imports of crude oil and gas and ine@asports of coal and wood.

The calculation of economic benefits in this areadone in accordance
with the method of heating the building, its owrsteyn or remotely. At first it is
necessary to collect data on current energy consompequired for heating. The
following step would be the estimation of futurgperditures which might occur
after the use of measures of energy efficiency.

The difference in energy consumption before anerafhplementation of
measures of energy efficiency is the quantity adrgn saving. This difference is
then multiplied by the price of this energy in tharket that would gain monetarily
savings in energy consumption.

7.2 Environmental Benefits

The vast majority of world scientists in the fieddl ecology, agree that
human activities are the main causes of climateghand global warming.

According to their claims, carbon dioxide, methaselfur and nitrogen
oxides, that are emitted by burning fuels in indakplants, power plants, power
stations, residential buildings, public buildingsdacars, lead to the greenhouse
effect, which results in increase of average teatpees in the atmosphere. Also,
fuel combustion creates some other harmful by-prtsdsuch as ash, mercury
toxicity, and other compound in smaller amounts.

One way to achieve reduced emissions and partecutadtter is the
application of measures of energy efficiency wherét's possible. In Serbia, the
energy is mostly produced by non-renewable ressuttés natural to expect that
the reduction of energy consumption leads to redocof pollution. Table 2
compares products of fuel combustion.

Gases and solid particles, in addition to contiifgutto the greenhouse
effect, lead to many other adverse effects on humeaitth and the ecosystem.

Greenhouse gases like carbon dioxide, nitrogen sutidir oxides, and
solid particles have their market value. This vatiees not depend on their use
value, but is formed in a specific way.

Throughout the world there are specialized emmss$iading schemes for
air pollutants. For exampl&yithin the European Union Emission Trading Scheme
for harmful gasses pollution, the European Uni®ués special permits for the
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level of pollution of the members states in orademeet the obligations undertaken
by the Kyoto Protocol. Then, the states establisbta)to certain industries that
emit the most greenhouse gases into the atmospbengpanies that emit smaller
guantities than those specified in permits, magldrtne differences in the market
with companies that exceed given limits, which mles a favorable financial
treatment to any company that takes care of enwiesrtal pollution(Rakic 2008,
2). Similar exchanges exist in the United States)dda, Japan, Russia and others.

Table 2: Specific emissions of harmful gases and particles during fuel combustion

Products of combustion
Fuel ;
Particle
€0 =2 NO, matters
Lignite 2.3 kg CQ/kg 51 g SQkg 3.5 g NQ/kg 92 g PM/kg
Wood 1.4 kg CQ/kg 0.2 g SQkg 1.4 g NQ/kg 15.3 g PM/kg
Qil 3.2 kg CQ/kg 18.8 g S@kg 5.6 g NQ/kg 1.2 g PM/kg
Nzt;lsral 1.92 kg CQ/nm® 0 g SGQ/nm° 4.48 g NQInm’ 0 g PM/nni

Source:U.S. Environmental Protection Agency 2011

Prices on the exchange are formed on the basisipglys and demand.
However, as a basis for pricing, are estimateshefdost recovery of future air
pollution and the ecosystem in general, violatioheuman health, adverse impact
on tourism, etc.

Calculation of environmental savings in heating cgpatarts with the
assessment of reduction of energy consumption fesdtkating the building using
some of the measures of energy efficiency (in measent units of energy). The
difference in the amount of energy consumed is theitiplied by the values of
specific emissions given in Table 2. In this wag get the total quantity of stored
gas and solid particles. In the next step, thisuarhts multiplied by the current gas
price per unit in the global market of pollutantsthis way, a total energy saving
generated by reduced emission is expressed inialaieits.

Serbia, in 2009, produced 36,112 GWh of electricByeater part, namely
25 019 GWh (70%), is produced by work of thermalvpo plants which use coal
as fuel (Ministry of Mining and Energy of the Republic ofe®ia 2009, 6).
Combustion of one kilo of coal in a power plant guwoes about 2 kWh of
electricity (U.S. Energy Information Administrati@®11). With the help of Table
2, it can be concluded that during the productibrl MWh of electricity in a
power plant emits 1.15 tons of carbon dioxide, 26lés of sulfur dioxide, 1.75
kilos of nitrogen oxides and about 46 kilos of mdet matterslt is recommended
that all quantities of gas emissions multiplieddy (30% of energy is produced in
hydro power plants, which do not emit harmful geead particles).
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The first stage in the calculation of ecologicalisgs by rational use of
electricity is the collection of data on total cangtion, and consumption of the
devices in the building (in kWh or MWh per yearheélnext phase is calculation of
the difference between the annual electricity comstion before and after
implementation of the measures of energy efficiendyis difference, which is
expressed in kWh or MWh is then converted to thewr of greenhouse gases,
which would be emitted if the given quantity of ahicity would have been
produced. The total quantity of stored gas is theitiplied by their price on world
markets.

7.3 Social Benefits

Many public buildings and households are faced with problem of low
temperatures in the building during the winter, @aoad high temperatures during
the summer. These buildings, consume relativelgelammounts of energy for
heating or cooling, and yet fail to achieve theimptn room temperature.
Realization of the energy efficiency projects leatts savings in energy
consumption, but also improves comfort in the boddwhere the project has been
implemented. The project of energy efficiency ofteisults in raising the room
temperature, eliminating drafts and roof leakingg @ase of handling the heating
system. The effects of measures of energy effigi@applied to the end users are:

» Better comfort for users of the facility;

¢ Impact on the health of users;

* Impact on employee productivity;

* Feel of comfort in the house.

* Raising public awareness about rational consumuti@nergy.

7.3.1 Impact on Health

Inadequate conditions in the facility are often ttaeise of a number of
health problems among users of the building. Lawperature, humidity and draft
are suitable for the development of respiratoryedtibns and inflammation of
joints and other internal organs. Most patientssatina general practitioner
seeking medical help and each medical examinatigrublic health facilities and
prescribed medicines are a burden on the Repub8eria’s budget

Serbia has not yet done the analysis of correldigween the inadequate
conditions in the facility and the number of casésome of the above-mentioned
diseases. Therefore, in order to make a quanttassessment of influence of
conditions in the facility on the users, only enyal data from the past can be
used, and based on them an assessment to reduceirtier of patients after
implementation of measures of energy efficiency lbamade.
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When the schools concerned, if the temperaturbdmtdoes not exceed 5
°C, it's possible to claim that a large number ddeices is the direct consequence
of inadequate thermal conditions. General praciioin the treatment usually
prescribes rest for a period of one week. During week these students make
about 30 absences. If the cost of treatment igrbeglical examination + prescribed
medications), we can say that one absence willtbesstate € 0.16.

When the difference between the current and theageenumber of
absences in schools is multiplied by the cost gkabe, the total potential savings
of this type in the school is calculated, which abolbe the result from application
of measures of energy efficiency.

When the assessment of the prevention of otheaskseis in question,
there is a need for cooperation with experts adtyah the assessment of influence
of poor conditions. For example, how many employaesin the drafty office, and
how many of them can in the foreseeable futurealygent from work due to
stiffness and pain in the muscles. If the numbenustiplied with the cost of their
treatment, the saving resulting from implementabbenergy efficiency measures
would be expressed in material units.

7.3.2 Impact on Productivity

Numerous studies have shown that the temperatuneikrooms have a
significant impact on employee productivity. Tooglhi or too low operating
temperature causes the increase in error, slowadizagon of work, frequent
injuries and etc.

There have beeseveral studies in the world of the impact of terapee
on productivity. The results of these studies &@w inPicture 4, where the right
side indicates the authors and year of study.

Picture 4: Effect of temperature on productivity
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By implementation of measures of energy efficiettoy optimal thermal
conditions in the facility are achieveBroductivity gains that would arise in such
circumstances, depends primarily on the naturéefatork which is performed in
the building covered by the project.

7.3.3 A Sense of Comfort

It is believed that for a pleasant stay in thelitgcioom it is necessary to
achieve temperature &0 °C to 22 °C. Failing or exceeding this temperature
would make the room in the house at the very leagteasant. It is possible to say
that the comfort level is an important reason whgtemers implement measures
of energy efficiency.

Comfortis the psychological state of satisfaction withrtha conditions
in the facility. In addition to thermal conditionspmfort in the case of projects of
energy efficiency may include the feeling of sattdfon due to the reduction of
environmental pollution.

Benefits such as the comfort of the one who liveghe building and the
satisfaction because of environmental protectiendficult to quantify because of
their subjective and intangible nature. Therefdcg, the purposes of monetary
expression of subjective feelings it is necessarggply the method of consumer
surplus (Friedman 1986, 109-112). The basis of nieshod lies in the theory of
utility. According to this theory, thautility indicates satisfaction, subjective
pleasure or benefit that the user has by consuraingood or service (von
Neumann, Morgenstarn 1953, 15-30). Users, deperainthe situation in which
they are located, have a different subjective fgebf the same material goods.
Plastic showing, it would mean that a glass of whases a different utility to man in
the desert and a man who is drowning in the seasdfs do not have a material
good, they may be asked, how much they are witlingay for the possession of it
(willingness to pay - WTP) (Hanemann 1991, 638).the case of projects of
energy efficiency, WTP means the amount of funds thsers of building are
willing to set aside for implementation of measumdsenergy efficiency. The
amount of these funds usually different from the market valuef measures of
energy efficiency. This deviation can be positivenegative. If it is a negative
deviation, then market value is higher than the Waml it is not reasonable to
implement the project. When a WTP is higher tham tarket value, a positive
deviation in this case is of additional value farstomers, and represents an
intangible benefit that potential users will engifyer the project is implemented

For larger projects, it is desirable to carry dus$ aanalysis and include it in
the assessment of project feasibility. Swiss Fédexehnology Institute from Zurich
and the University of Lugano, conducted in 2005dihdlar research on a sample of
305 households. The findings, presented in Tableh8w the amount of funds
(expressed as percentage of the value of prophy)the users in Switzerland are
ready to set aside to implement some measureedgf\eafficiency.
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Table 3: WTP for measur es of energy efficiency in Switzerland

M easur es of ener gy efficiency

WTP (expressed as a per centage of
mar ket value of property)

Insulation of windows

1%

Installation of new windows

13%

Thermal insulation

%

Painting of facades

3%

Modernization of ventilation

8%

Source:Banfi et al., 514

WTP values obtained by the survey are quite higlec8ically, the market
value of the offered measures of energy efficierscynuch smaller than WTP.
High consumer surplus in Switzerland is due prilpaio higher aspirations for
comfort because of harsh climate, and developeit@maental awareness. The
assumption is that Serbian citizens are less wiltm pay for measures of energy
efficiency, primarily because of lack of awarenabsut the benefits of measures
of energy efficiency, poorly developed environmémaareness, low purchasing
power and mild climate.

7.3.4 Raising Awareness of Energy Efficiency

The realization of projects of energy efficiency gaositively affect on the
population’s awareness of rational consumption wérgy and environmental
protection. Each project implemented with propempotion can be a step closer to
achieving energy-efficient society.

The current practice of implementation of projeat®energy efficiency in
Serbia is followed by certain promotional actistielrhey were usually part of a
wider campaign to raise awareness on the bendéfdapplying measures of energy
efficiency. Some of the promotional activities usedthis purpose are the placing
of information to the media about the implementegjgets of energy efficiency in
public building, setting up a table in front of theilding with a description of the
applied measures, lectures in schools about erfigiency, etc.

It is difficult to assess the effects of promotibaetivities for total raise of
awareness on energy efficiency. The reason is yhergistic effect which is
achieved by using a several types of promotionavites at the same time. The
benefits of raising public awareness are manifestedhe form of increased
number of implemented projects of energy efficien€he influence of certain
promotional activities within a specific projectnche measured solely on the basis
of empirical estimates.
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8. Conclusion

Energy efficiency in buildings is a set of measumaed ways of behaving
aimed at lowering power consumption with similar k@tter living comfort of
building occupants. This concept is known overéhdecades in Western Europe.
In Serbia, the projects of energy efficiency inlthuigs began to be increasingly
realized only a decade ago. Therefore, it is ngir&ing that Serbia is among the
last countries in Europe in this field. First stépaard the improvement of energy
efficiency in Serbia have been made, but therdilisnsuch to do to become an
energy efficient country. In the next decade aarisive application of measures of
energy efficiency in a large number of housing tertiary sector is expected and
therefore large investment funds are needed. Ieram spend these funds more
efficiently, but also to comprehend all the finad@nd non-financial effects of the
implementation of projects of this type, it is ashble to use a project based
approach and cost-benefit analysis.

In a world where non-renewable resources of enargyapidly depleting,
and pollution is a growing threat, mankind is fafcéo embrace rational
consumption of energy for its own survival. Withclieasing frequency and
deepening of economic and environmental problemglementation of projects of
energy efficiency becomes more valuable for theroamity. For this reason cost-
benefit analysis will be more applicable in thildiin the future.
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Rezime: Ogromni gubici energije u zgradarstvu u Srbiji,velikoj meri
negativno utiu na stanje privrede i zZivotni standard stanovaiSReSenje
problema bi mogla biti @ primena mera energetske efikasnosti na nivou
Citave zemlje. Svaki projekat energetske efikasnastigradarstvu moze
doneti znaajne koristi kako investitoru, tako i Siroj drustwg zajednici.
Valjanom primenom cost-benefit analize mégye sagledati i izmeriti, sa
aspekta druStvene zajednice, sve troSkove i kdeigé nastaju realizacijom
projekata ovog tipa.

Kljuéne regi: Cost-benefit analiza, energetska efikasnost, zgstb,
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Abstract: New business environment and the driving factorterms of the

information revolution, technology and globalizatidead to significant
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Introduction

The planning process involves defining the goaission and vision of the
organization, its strategies and directions of tgwment, as well as ways and
means to achieve them. If plan, as the primary eleisnanagement process, is
performed properly, it is necessary to provide vate and reliable information
support, which is the responsibility of accountpignning. The task of accounting
planning is reflected in the preparation of permoplians. Budgets are prepared for
different time periods and thereby may use differepproaches. Namely, the
accounting techniques for planning have evolved thwe years in accordance with
changes in the environment and the needs of theageament process.

Traditional budgeting systems are based on thecaltmn of overhead
costs by more specific organizational units ancectisj with a basis of spending
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related to the physical volume of production, reggss of whether it caused it.
Traditional budgeting systems for the allocatioroeérhead costs use direct labor
costs, labor hours or machine hours. Under newnbasi conditions, which are,
among other things, characterized by increased emassoverhead costs, whose
formation is not caused by the physical volume afdpction, this approach to
budgeting is considered inadequate. In this sénkas explored the new, so-called
alternative systems of budgeting, the most importeeing the zero-based
budgeting (Zero-Based Budgeting - ZBB) and actisifgsed budgeting (Activity-
Based Budgeting - ABB).

Accordingly, in this paper, first, we will talk abbaccounting planning as
the basis for successful enterprise managememtillitthen be pointed to the
traditional accounting approach to planning, whiblows some weaknesses, as the
basis for successful planning of the modern enwgpiSpecial attention will be
devoted to the zero-based budgeting and activisgthebudgeting as alternative
budgeting systems, in order to draw attention ®&rthignificance and eligibility
for management of the company in the changed dondit

1. Accounting Planning as the Basis
for Successful Management of the Enterprise

Budgeting is an important instrument of enterprisenagement. It
translates general and specific objectives andeglies of the enterprise into
guantitative projections that become a startingnfp@nd a significant help to
managers in carrying out their activities. In tbense, budgeting is a process of
preparation of data for careful directing of adtaés of the enterprise and tracing its
path toward the desired goals, directions and ¢lalevelopment strategies
(Novicevi¢c 2005, 18). As effective management requires repossed on future
information, budgeting moves a manager perspefiive the present to the future.
In this way, managers are in the position to begigroit the offered opportunities,
anticipate problems and take necessary steps\e g@m. Many enterprises have
adopted the following budget cycle (Brihmani, HoergrDatar 1999, 467):

e preparing plans for the entire organization andtfoparts,

e providing a framework for comparison expectationsthwactually
occurring events,

* researching changes of plans and corrections and

» replaning including feedback and changing busicesslitions.

Budgeting, then, represents a projection of thetrappropriate source of
financial funds by which the defined goals andtetfies of enterprise should be
realized.The result of the budget is a budget tearesents the "quantitative
expression of the proposed plan of action undentékemanagement in the future
period of time and helps in the coordination anglementation plan” (Horngren,
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Foster, Datar 2002, 210). Managers who work withgahs do not have clearly
defined goals, but without goals they will not hadefined directions of

development. Budgeting is closely linked with theledating authority and

responsibility in the enterprise, as well as syst#mmotivation and reward. Top
management is directly responsible for the impleiat#on of the budget of the

enterprise which they manage, but also must urateisind support the budget in
all its aspects. As the budget is standard forogoerdnce, it would be a good
measure of employee achievements and significdptiheghe motivation for the

efficient performance of delegated tasks.

For the successful realization of the budgetss inécessary during the
budgeting process to meet the following requiremévitnDerbeck 2007, 294):

* managers must clearly and precisely define thesgufahe enterprise,

« the goals must be realistic and possible,

« Because of the future orientation, managers mu& tato account the
impact of external factors on business operati@ssumed economic
growth, business climate etc.)

* the budgets must be flexible enough to adapt tahlamges and

* responsibility for planning must be clearly defined

Time period for which budgets are drawn up is nmecsely defined, but
depends on the technological characteristics of ghterprise, the ability of
managers to predict future economic conditions gilenygy in the economy ect.
Whether you are prepared for a period of one yenmmer period of time, the role
of an effective budget management of the enterpasgreat. It is reflected in
(Merchant, save 2007, 329):

* planning,

* monitoring of managers,

» evaluating the performance of enterprises,
+ the allocation of limited resources,

e communicating with external stakeholders.

Budgeting process provides a proactive controls treducing the risk of
potential problems in the business. As the budgetgss provides a significant
incentive for managers of enterprise that will daghem to better understand the
opportunities and threats in the environment, giten and weaknesses of the
enterprise and on this basis to draw up budgetstreespond to the reality.

An effective budgeting process requires the prdjmraf the budget for
the organizational units and for the enterprisa agole. Thus, top managers will
be in a position to control the managers at lowe®els through constant review.
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The values stated in the budget represent theiariter comparison with
the achievements and for assessing business parfoenAny deviation in the
values shows the success of managers in plannidgeaterprise in performing
defined activities. As the resources that the ente has are limited, budgets
allow targeting of resources towards the most @itra investment and encourage
the most productive use of resources.

All stakeholders require projections of future @iems in order to find
enough arguments to testify about the justificabbthe investment. Budgeting, in
this sense, is an instrument of effective commuitnawith external enterprise
stakeholders.

In preparing the budget different approaches camskbe. Some enterprises
implement a system of continuous budget (rollinddmt). Basically, this approach
is budgeting for a certain period, say one yead, then when one month expires,
adds a new month at the end of the budget, saatlaty time in the organization
there is budget for the next 12 months (Growth&@@@9, 195). It is also possible
to apply an incremental approach to budgeting tk®basis of the new budget, the
previous budget is taken, which is corrected iroetance with the general rate of
inflation in the economy. In addition to the adwges this approach has, and which
are reflected in the simplicity and reduced amafntime spent in the budgeting
process, we can state the following shortcomingsv@orpe 2009, 195):

* Such a wide and general approach to applying thme $avel of increase in
a variety of budget items may result in an unfaltagosition of the same
department or activities.

e Applying an incremental approach to more than ardgbt period can lead
to serious discrepancies of some parts of the hualigle conditions in the
real world.

e This approach requires slight control of the budg#dtich can lead to the
fact that the inefficiency is repeated over a lertent of years.

In any case, the basis of budgeting representadbeunting information.
Historical data about revenues and costs can lm®a gfarting point for managers
to define future goals. In this regard, effectivaddeting requires well-built
accounting information system of the enterpriseccAmtants transform the plans
to managers in the periodic reports that provide thasis for measuring
performance and comparing the actual with planned.

2. Traditional Accounting Plan as a Basis of Enterpse Management
in the New Business Environment

Under the new business conditions, the role of atiog, as the
information base of budgeting is complicated. Thenditions under which
enterprises do business, are subject to more fnécared more intense changes.
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Significant changes are taking place in the entpand its environment. The
business environment of modern enterprises is fgignily changed, and the
literature often referred to as the new businessr@mment and examines the
factors driving it. The following three most criicfactors in driving new business
environment are most often pointed to: informatrewolution, technology and
globalization (Coulter 2010, 49-55).

Information revolution, which is the maximum extepted a new business
environment does not cease, because research stimwsthe amount of
information generated, absorbed and transferreddigital format is growing at a
rate of 57% per annum (Coulter 2010, 49). The amsbunt of information is
available to anyone, without the space and tempon#ition. The possibility of
immediate access to information has made the sati@aksuccess factor and the
preservation of competitive advantages. The apdicaof new production and
information technology significantly affects the grovement of efficiency and
competitiveness of enterprises. At the same tirhe, fall of prices, growth
performance and ease of application make themadblaito the enterprise. With
their application the enterprise achieve strategials, more quickly solve
everyday business problems, respond to consumeardtsrfaster and with more
quality, etc.

Globalization as a process that includes in addito economic, other
spheres of social life as well is a phenomenomefate 20th and early 21st century.
Holders of globalization are the most developednties with their multinational
companies. Under these conditions, the traditidinasion into local, regional and
national markets is lost and the whole world besenbig potential market.

General implications arising from these driving tées are: constant
changes, decreased need for physical assets, ovegcespace and temporal
limitation and vulnerability (risk exposure) (Caaidf 2010, 55-56). If an enterprise
wants to successfully operate under the changeditcmrs, it must accept change,
be creative, be innovative and flexible, and susftdly respond to the demands of
consumers and other stakeholders.

These changes made traditional accounting appred@ohglanning, as the
basis for successful management of the enterpstsmy some weaknesses. The
traditional approach to budgeting works well inidties where there is a clearly
defined relationship between inputs and outputs,tred the consumption of
resources changes in proportion to the change lame of final products or
services (Kaplan, Norton 2001, 289-290). Otherwisaditional budgeting is used
only as an approval of certain level of consumpfmreach cost item.

Traditional budgeting systems are oriented primpasit inputs rather than
output. In modern operating conditions such origmtais not adequate. The
necessary activities and resources must be in foctghe output must be planned
starting from the demands of customers. Budgetsctwhre produced by the
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traditional budgeting systems, are difficult to nent with the enterprise’s strategy
and its goals. Although, top managers are respleniib the enterprise’s strategy,
employees must be familiar with it because theytlaeeones who create value in
the enterprise. Another criticism of the traditibegstem of budgeting refers to a
lack of cooperation between the organizational parft the enterprise, which
prevents the exchange of knowledge and informadiodh leads to a feeling that
some organizational units are not useful in achigdefined goals and strategies.

Much more important for traditional budgeting syss$eis cost reduction
rather than the tendency of creating value. Ttaddeo the neglect of requirements
of customers. Costs are allocated, but they arassmiciated with the activities that
caused the costs.

Orientation to the effects, not causes, as welthasinability to timely
determine the places where resources are unneibessgent, is some more
shortcomings of traditional budgeting systems.

3. Zero-Based Budgeting as an Alternative System 8udgeting

In order to adapt the planning process accountirephtemporary business
conditions the new, so-called alternative approa¢bédudgeting were found. One
of the alternative systems of budgeting is zeretdsidgeting.

3.1. The Concept and Essence of Zero-Based Budgeting

The zero-based budgeting, first applied in 1969T@xas Instruments,
quickly became an important tool of management $&yal 997, 23). The focus on
zero-based budgeting are the activities and progrearried out in the enterprise.
This system of budgeting is not based on the eaghieved for the year, but from
the zero level. Zero-based budgeting ignores allpfevious budgets and from the
managers demands justifcation for every item of oothe budget. This approach
of budgeting starts from the premise that therecasts and activities which should
be included in plans for the next accounting perinecause of these costs and
activities exist as elements of the past and ctupenod. Namely, what should be
included in the budget must be reconsidered antifigds This system of
budgeting can be very complicated for the managetBe enterprise just because
it interrupts the continuity of its activities, abeécause there are no activities that
are "sacred" in the enterprise. From the deferaicthe traditional system of
budgeting, which in that the focus have a functinero-based budgeting are
oriented towards activities and programs carriediothe enterprise. This focus on
activities and programs of the enterprise is venpdrtant for planning and
controlling costs. First, identify the activitidsat are associated with the corporate
goals for which are carried out, and then calcaliie value added by each activity.
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Preparation of zero-based budgeting implies theviahg (Grasso 1997, 23):

e appreciation of the planned development,

* making decisions and discussing activities in thiesy

e preparing "decision packages",

¢ ranking "decision packages",

« allocation of resources based on the ranking offithekage of decisions" and

e assessment of performance using measures in thpteadddecision
packages."

An enterprise is a system, which consists of aelamgmber of subsystems
and there is the problem of harmonizing the goalsompanies with the goals of
its subsystems and provision of resources to aetaéh\goals. In this sense, if there
is a problem in defining the priorities it is dfilt for zero-based budgeting to find
its place there. In any case, it is necessarythigahims and tasks of the enterprises
are set up in the function of development, and tereloped and explained to all
employees. Clearly defining goals and tasks thatulshbe performed in the
enterprise as a prerequisite for future developnaent explaining the tasks for
achieving the goals to the employees are especadtynmended if the zero-based
budgeting is first introduced.

After defining the future development of enterpsisthat are the
responsibility of top managers, making individualsiness decisions should be
delegated to managers of a lower hierarchical Ieliis ensures that the lowest
level which participates in achieving the taskenferprises, are familiar with the
activities to be carried out and the purpose tleeyed.

Many of the activities of the enterprise exceed lilets of production
departments in the traditional system of budgetiray. this reason, when it comes
to zero-based budgeting, units for making decisemesformed. Decision-making
units will prepare a "decision package" that wélate eather to existing activities
and those that should be done in the future. "Dmtipackages” are brought by
managers at the lowest hierarchical level suchhasproduction manager etc.
Within the "decision package" one should consither benefits of each activity,
alternative for performing certain activities angrformance measures, as well as
the consequences if an operation is not performidcision packages” must
(Grasso 1997, 23):

+ describe the activities,

» formulate the goals of the organization which agelized by described
activities,

« explain the most acceptable approach to activities,

e analyze the consequences for non-performance pmpgra

« define performance measures for the assumed deneld@and

e assess the resources required for performing tiesivi

369



Ljilja Anti ¢, Bojana Noviéevié

After defining the "decision packages" managerthirrdevelop and rank
these packages by priority with the help of costdfi¢ analysis. This ranking of
“decision packages” is usually done at higher midvigal levels. Senior managers
rank "decision packages" in accordance with theinddf objectives of the
organization. The problem occurs when in one ertarthere is a large number of
"decision packages" which should be ranked. Thesefdt is suggested that
"decision packages" which contain the same aa®ishould be reduced to one
"decision package” and then send for a score tbenidevel managers. Senior
managers can set up a system that would immediagbrove high-ranking
"decision packages", while those of lower rank dowdturn to lower hierarchical
levels. In this way, senior managers will be ablelévote more attention to more
important "decision packages". In any case, fiost-®enefit analysis of "decision
packages" will allow getting answers to these qaest(Innes 2004, 210):

* Are these activities really needed to enterprise?

» Can some of the activities be combined?

e Can activities be performed in any other way?

» Can some activities be eliminated?

e What is the minimum level of performance of eaclivag?

The importance of "decision packages" will depemdtioe outcome of
cost-benefit analysis. If there is a large deviatio the range of individual
"packets", senior-level managers need to explaia the lower managers so that
they can continue to do effectively their jobs. t@mly, it is desirable to give
chance to a lower lever of managers to choose siecipackages" in order to
make the analysis more comprehensive. The numbBilecfsion packages" which
should be ranked, and the time for analysis depentie size of the enterprise and
the number of organizational levels.

The priority list of "decision packages" is stikad for the allocation of
enterprise resources. However, resources of eigergre limited, so one must take
into account the adequacy of "decision packagdsis possible to divide the
defined level of resources for performing the del@¢decision packages”, but also
it is possible through acknowledging the minimuritecia of cost-benefit analysis
to allocate the resources to all "decision pacKagé&dficient allocation of
resources is based on real needs and benefitsesaliles managers to find cost-
effective way to improve their activities.

Assessing performance using measures in accepemisiah package" is
the last step in the zero-based budgeting pro@éssaim of defining the measures
for evaluating "decision packages" is to preveidefaeporting about success of
individual "packets". This is because the managees expected to achieve a
condition that they predicted.
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3.2. Advantages and Disadvantages of the Zero-Based Budgeting

The system at zero-based budgeting has been dedefop better control
of direct and indirect costs. When applying thipraach of budgeting, every
manufacturing function is seen again, and all egpenmust be approved by
superiors, then ranked and finally increased. is sknse, the benefits of applying
the zero-based budgeting are the following (Ka@@o7, 73):

* helps in creating organizational environments inciwhthe changes are
accepted,

* helps managers to focus on enterprise goals aksl, tas

« focus more attention on the future rather than, past

* helps in identifying inefficiencies and outdatedimess of the enterprise,

* provides a framework to ensure optimum utilizatidmesources according
to priorities in terms of business activities,

< can help in motivating management at all levels,

e provides a plan by which the work will be availalen there is more
financial resources and

* determines minimum requirements for departments.

An important feature of the zero-based budgetifgrseo the fact that the
existing activities of the enterprise reexaminedié@tail to propose new activities.
In this sense, all activities are associated with defined strategy and corporate
objectives. The largest contribution to the zersdobbudgeting is reflected in the
possibilities of finding new ways to perform acties of enterprises and the
achievement of defined goals. With better commuitoa managers at different
hierarchical levels achieve a clearer insight ith® spending of enterprise
resources based on defined priorities of "decigackages”, and also help is
provided in assistance in defining the mission cestters and linking these goals
with the goals of the enterprise as a whole. Thatiom between initial and final
elements of cost-benefit analysis ultimately |letwsnproved performance of the
enterprise and individual managers.

Disadvantages of zero-based budgeting are thewfioitp (Accounting for
Management, 2011):

« difficulties in defining the units for decision-mal and "decision
packages",

« focusing on the justification of every detail reldtto costs,

« the need for training of managers,

e comprehensiveness of data in large enterprisedec@hto the neglect of
important information and

« the honesty of a manager in assessing the achiesgalls is questioned.
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The time that managers spend in preparing zerodbbedgeting is far
longer than is the case with the traditional systérinudgeting. This is because all
management activities are based on a zero basejssaecessary to study them
well. Given that some activities cross the bouretamf production units, it is
difficult to determine individual responsibility fgproblems that happen in the
enterprise, because those responsible for thegdtiastare in more units. Also,
much more work is needed to define "decision paegador different levels of
performance activities. Ranking of "decision padsigand their connection with
the organization's goals on first sight seems smphere is often no adequate
information which will provide reliable cost-bentedinalysis.

Finally, a great amount of time is necessary te pasee the benefits and
improvements from the use of zero-based budgelisgocuse on the short-term
aspect disables managers to spend more time ad Ewpport it.

4. Activity-Based Budgeting as an Alternative Systa of Budgeting

Activity-based budgeting is one of the alternatsystems of budgeting,
appropriate for new business conditions, which grilm takes into account the
costs of activities necessary to produce the pitsdacd services. Activity-based
budgeting is based on forecasting the number afymts and services, the number
of customer and level of services offered to them.

4.1. Concept, Process and Models of Activity-Based Budgeting

According to some authors (Turney 2000, 46), agtivased budgeting
has the potential to transform the management efscso radically in the 21
century, as it was done by calculating the costagévity (Activity-Based Costing
ABC) in the late 20th century. The power of thisdablies in determining the
target level of performance based on customer needs

Kaplan and Cooper (Kaplan, Cooper 1998, 303) empéativity-based
budgeting as a process that follows the verticadetision of the ABC model.
Budgeting based on activities starts from the mhgselling the enterprise, whose
purpose is to evaluate the sale of products inufp@oming period in order to
determine the volume of production. Although Kapdard Cooper argue that ABB
coincides with the vertical dimension of the ABC,is different. The vertical
dimension of the ABC concept refers to the allaraif costs. Key terms are the
resources, activities and cost objects, but alsocttmsumption of resources and
activity drivers. It allows obtaining informationhich can give answers to the
following questions (Turney 1997, 85):

* What activities are causing high costs?
* What are the possibilities for the developmentrodpcts and services and
to reduce costs?
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* What are the possibilities for changing the focumnf the non-profit on
profitable products, services or customers?

However, activity-based budgeting has a wider rathge ABC. This is
because it fits, and faces with management funstidheir requirements and
outputs that must be taken into account when fagrsiystem ABB. ABB is a part
of the process of strategic planning and the aem@nt of enterprise goals. This
process is focused on improvements that shoulddoe é the next accounting
period. ABB is often called the reverse ABC. Itrtdo spiral upward through the
vertical dimension of the ABC looking for balancetween the resources that are
necessary for the next phase of operations andnasmthat are currently available
for the enterprise. In this sense, the original AB®del follows these steps
(Kaplan, Cooper 1998, 303):

« estimates the expected level of sales and produictithe next period,
« forecasts demand for organizational activities,

« calculates demand of resources to perform activitie¢he enterprise,
» determines the available resources to meet denrahd a

« determines the capacity of activity.

Assessing the expected level of sales represerdsaring point for
activity-based budgeting. Prediction refers notyaial the products and services
that will be sold in the future, but also to indival customers and groups of
customers who will buy the products of companies.

The second step of the process of budgeting refethe prediction of
demand for organizational activities. Here, it iarary to predict the volume of
activities which should be implemented in the gmise to meet anticipated
demand. Activity-based budgeting provides the deméor indirect and for
supportive activities.

When managers know the volume of activities caroedin the enterprise,
they can calculate the demand for resources tg caitractivities in the enterprise.
Effective performance of activities in the entesprivill be the basis for predicting
demand for resources.

The next step of the activity-based budgeting peds the analysis of
resources which is available in the enterprise. Hssessment of available
resources is done for each activity performed & émterprise. Activity-based
budgeting establishes the relationship betweenladblairesources and necessary
resources for carrying out activities.

The last step in the activity-based budgeting idet®rmine the capacity of
activity. ABB has two forms of capacity, one isthe level of activity, and the
other at the level of resources. Orientation ondatigitional capacity to deal with a
variety of mix and volume of activities and resascand allow the budgeting
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process from forecasting sales to the impact oal t&source costs to progress
undisturbed is a significant feature of activitysbd budgeting.

If the activity-based budgeting is carried out maequate way managers
will be able to timely detect the problems and dipancies, and to take
appropriate measures to overcome them.

If the organizations realize the selected stratagg defined goals, it is
necessary to establish the operating balance igubatity required and available
resources. This operating balance and financiarnual can be achieved using an
advanced activity-based budgeting model, which aiost seven instead of five
steps. The steps of advanced activity-based budpetiodel are as follows
(Bleeker 2001, 9):

e determining the perceived demand for each product,

< Identifying rates of consumption activities,

« determining the volume of required activities,

< identifying rates of needed resources,

e determining the amount of resources needed,

e converting the total amount of resources needeithéncost of necessary
resources and

e accumulating the total cost of resources requiceth¢et the demand for
the products.

This model is being hailed improved because of awpments that
occurred in the fifth and the seventh step. Onteigethe budgeting system based
on activities must be constantly reviewed and impdo Iteratively of this process
made it possible by doing step by step, check theectness of assumptions, and
in case errors and discrepancies are detectech ibegossible to go back to the
beginning and start again with the process. Imposetivity-based budgeting
model is given in Figure No. 1.

The first step of an improved ABB model is detenmiynthe assumed
demand for each product and service of productiwhsales range. Products and
services are cost objects, and endpoint on whiehctists of activities are being
transferred. The assessment of assumed demanddmpeoduct and service from
the production and sales range means the evaluafiaime characteristics of
customers who will buy products from companies. @hsessment should include
details about the process of ordering productsoi®einoving to the second step of
the process of activity-based budgeting, i.e. om determination of rates of
consumption of activities, it is necessary to datee which activities are
performed in the enterprise. Some companies usseulttorg agencies for help in
determining the activity, while some enterprise’anagers are responsible for
carrying out this task. The choice of activitiesbi® carried out in an enterprise is
determined by the organizational structure of thtemprise, its size and type of
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activity engaged (More on the choice of activite=e: Nouevi¢, Anti¢ 2010,
245). After defining the activities carried out time enterprise one should begin
with determining the rates of consumption of eachivily because certain
actitivites are in the several production departisieRror such an activity, it is
necessary to define activity costs pulls.

Figure No. 1. Improved ABB model

7. Accumulate the total cost of the resources required to
RESOURCES meet the project demand for cost object.
7' 6. Convert the total of the resource requirements
(quantity) needed into the cost of the resources
needed.
Resourse . il IS Calculate Quantity of
Consumptlon Rate Resources Needed 5. Multiply the total amount of the activity requirements
A (quantity) by the resource consumption rates to
calculate the quantity of resources needed to meet the
project demand for cost objects.
ACTIVITIES
(Quantities Only) 4. Identify the resource consumption rates (i.e., the
A quantity element of a resource driver rate).
Activity Calculate Quantity of 3. Multiply projected demand for a product or service by
Consumption Rate . i Activities Needed the activity consumption rates to calculate the activity
r'y requirements (quantity) needed to meet the projected
demand for cost objects.
COST OBJECT 2. Identify the activity consumption rates (i.e., the
COST quantity element of an activity driver rate).

—_

. Determine projected demand for each product or
service (i.e., cost objects).

Start ——p PROJECTED DEMAND

Source:Bleeker 2001, 10.

Determining the activity consumption rate is thecosel step of an
improved model. Activity-based budgeting estimathe expected volume of
activity for each driver of activity. In this waynanagers know either assumed
volume of production and sales, as well as aatisithat will be the production and
sales achieved. In defining the costs object dkities, it is necessary to comply
with the following criteria (Innes 2004, 221):

* activity drivers should be supportive of desiredhdgor of
employees,

» activity drivers of each activity must correspond the real
situation,

» activity drivers of each activity should be measlgaand

» should choose the best criteria of capacity of eativity.
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Activity drivers for cost of activity preparing atbe hours of preparing,
for the costs of quality that is control numberr, ioe activities of procurement and
receipt that are orders etc.

Multiplying the assumed demand for products andvises with the
activity consumption rate the scope of requiredivdigs will be given.
Determining the scope of required activities is theed step of an improved
activity based budgeting model.

When you get all the information about the acteatihat will be carried
out in the enterprise to meet perceived demandag&s remain to determine the
rate of required resources and their quantities @eds required for performing
these activities. Forecasts of the necessary researe based on the assumption
of efficient performing of activities. In this cat, the central place in the activity-
based budgeting system have the resources of gatgrinat which the enterprise
has, and those which are necessary for the pratuptiocess. Managers need to
determine a satisfactory level of resources toeachtdefined objectives. They must
know that the amount and type of resources they farethe assumed volume of
activity. Costs of resources are changing with ¢hanging volume of activities.
Activity-based budgeting defines three ways of béfm of resources to the
change of volume of activities: variable, fixed amixed (Innes 2004, 308).
Variable resources (e.g. energy required to opemsehines) are linear with
change of volume of activities. Fixed resourcefiagthe production hall does not
change if the volume of activities of the entempris changed, while mixed
resources increase or decrease in defined areas thlee volume of activity
increases or decreases.

The fifth step of an improved model is to determitie amount of
resources needed. The amount of needed resouroésaised when multiplying
the volume of activity with the rate of needed rgses necessary to ensure that
products and services are produced by enterpfisesfifth step was taken as the
first improvement of the model. In this regard, drder to achieve operational
balance, it is necessary that needed amount ofires® for carrying out activity is
continuously compared with the amount of resourtteg is available to the
enterprise. Accordingly, activity-based budgetirgiablishes a link between the
demand for activity and demand for the resourcexssary to carry out these
activities. As resources are the basis for carrgingthe activities, managers must
continuously compare the resources they need forpemactivities of enterprises
and the resources available. In the final, a coisparof resources will lead to
finding the optimal amount of offered resources tloe next period. Comparing
necessary and available resources managers wilbke to assess the expected
changes in the consumption of resources in theduithe based of comparisons of
resource is the model based on activities. Inwayg, model-based on activities is
becoming a major tool for planning and control exeEmn of plans. If it happens
that the amount of required resources is not at@theunt of resources currently

376



Zero-Based Budgeting and Activity-Based BudgetingssAlternative Systems of Budgeting

available to the enterprise should add or elimirsatme of the resources. If it is
determined that there is a lack of resources, masagust find additional funds
for providing those resources. However, if it isedtmined that there is an excess of
resources, it is necessary to reduce them, oreddthem to other production
departments in the enterprise. To achieve thissheorild go back to the start and
reset inputs, to obtain the level of appropriasoueces that the system will return
to balance. Comparison of the resources needed thv@ghcurrently available
resources continues until the managers are ndifisdtiand confident that the
changes in the level of resources are economicilhjle (Bleeker, 2001, 11).

If the amount of needed resources is equal to theuat of currently
available resources in the enterprise it is betie@t the resources are in balance
and moving to the sixth step is proposed. In tix¢thsstep, the total amount of
needed resources to carry out activities is transfd into the costs of necessary
resources.

In the last step of this model the total cost &f tieeded resources to meet
anticipated demand are accumulated. In this s@mesmprovements have also
been achieved. To determine the financial equiliariof the system part of the
ABC system is used for allocating costs and vdrtdimmensions of the ABC
concept. Total cost of the offered resources therevidentified in the fifth step,
apply to activities and cost object. Thus, cal@datosts will be deducted from the
profits of enterprises, and the results are contpani¢gh defined objectives. If it
turns out that the defined objectives are achiethgd,system is in equilibrium and
it is considered reasonable to use it. If nofs pprioposed to go back to step five and
correct input and offered resources to achievenfira balance of the system.

4.2. Advantages and Disadvantages of Activity-Based Budgeting

Activity-based budgeting extends the applicatiomdivity-based costing.
This in the sense that ABC, primarily determinedtfee calculation of the costs of
individual products and pricing, can be used focamprehensive system of
planning and control of the enterprise. ABC produdetailed reports on the past
and current costs of the enterprise and expandiddse to ABB system, the
relevant data for estimating future costs are vecki

Activity-based budgeting represents a sort of lessrtechnology planning
that allows managers to balance between the retjaird available resources, and
to identify resources that are needed. Access tB fdBecasts and the allocation of
overhead costs is more suited to the new busir@sditons than when the direct
labor costs, hours of work and machine hours aed.uBhis system is equally clear
to managers and direct executors who are direedpansible for carrying out
business activity and the consumption of resources.
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Practical application of activity-based budgetings hshown that these
systems can (Innes 2004, 222):

« Dbetter identify the necessary resources,

« identify deficiencies in budgeting,

e associate costs with the products and performance,

e enable the participation of employees in prepattiegbudget,

e clearly indicate the relationship between costs agsbonsibilities of
employees and

e provide valid feedback.

Activity-based budgeting directly fits into the abtquality management
program. It associates the cost of activity with kavel of provided services. This
system makes it easier to make decisions abouwtllibeation of resources because
of the disposing with information on the costs ofi\aties. Determining costs for
each product finally can provide monitoring of thend of costs over time. Taking
into account the effects of level of activity o tfesource costs supports a program
of reducing costs and provides better businesstsesu

The introduction of activity-based budgeting asssimsoftware
development and training of managers for their tgh cost and complexity of
installing the software is considered one of the@nnidefects of activity-based
budgeting. Although under modern business conditiotihe technology has
advanced and is available to users, however, thee pand complexity of
technology are determining the choice of managdustier to apply it in the
enterprise. Be sure that small businesses thatupeodne or a small number of
products will not be interested in expensive systeihbudgeting and they will
deem them unnecessary waste of limited resourcine afnterprise.

Also, the system spends too much of the orgaoizaki resources of
analytic functions. There is primarily considerg tfme that managers spend on
making this budget. Although it is major improverheompared to the traditional
budgeting system, ABB is resented for ignoring loeign aspects. The focus of the
activities that are currently performed in the gmtise may have negative long-
term consequences on the enterprise.

Conclusion

Budgeting is the process of preparing the datdahercareful guidance of
the enterprise's activity, or following its paththe desired goal. It forces managers
to think in advance through the formulation of plang their tasks and
responsibilities, determining the final expectasioproviding the best instruments
for assessing the performance and coordinatiothéend of the period for which
budgets are prepared, the control of the execuatidhe budget is carried out, the
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possible deviations are established and correctiveasures are proposed.
Traditional budgeting systems, are primarily orgehto inputs, costs reduction, the
effects, rather than on causes. As such, they oamnespond fully to information
requirements of managers in the new business emagot. New business
conditions demanded the finding and applicatiomef approaches of budgeting.
Among them the most significant are zero-based étilnly and activity-based
budgeting.

Zero-based budgeting ignores all the previous bisdgad starts from the
zero level and requires the managers to justifyryeitem of cost in the budget.
This system forms the so-called "decision packagelsith help managers in
planning. The basic idea is to encourage managetiirik about priorities, and
considering the current and future activities. Timee that managers spend in
preparing this budget is too long, but finite, pesi effects of applying this
approach of budgeting are significant. The contrdsuof this system of budgeting
refers to either the establishment of a range eftidion package" and on the
grounds of that deployment of limited resources.

The goal of activity-based budgeting is to anatg the needs of
businesses in the coming period, whereby the nassisletermined by expected
demand for products and services. In this way, @nigs approve and control the
resources necessary for caring out activities, aseanticipated demand for the
activity. Activity-based budgeting system connected overhead costs of the
enterprise with pulls of the costs of actions anthwhe cost objects. For the
allocation on the cost objects activity-based btidgeis used by activity drivers,
among which there is that those are connectedtom who have nothing with
the physical volume of production. Although its ieypentation requires a lot of
time, the reality of the budget, which it produciss far more significant.
Specifically, identifying the need for resourcesl dmeir comparison with available
resources, linking costs to the performances ofagament and participation of
employees are a significant contribution of thavitgtbased budgeting system to
the business enterprises.
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BUDZETIRANJE NA NULTOJ OSNOVI | BUDZETIRANJE
ZASNOVANO NA AKTIVNOSTIMA KAO ALTERNATIVNI
SISTEMI RA CUNOVODSTVENOG PLANIRANJA

Rezime: Novo poslovno okruzenije i pokreta faktori u vidu informacione
revolucije, tehnologije i globalizacije dovode dmafmjnih promena u
poslovanju preduza. lzmelu ostalog, promene su dovele u pitanje
tradicionalne pristupe &anovodstvenog planiranja, kao osnove za uspesno
upravljanje preduzem. U radu se analiziraju budzetiranje na nultojoosi
budZetiranje zasnovano na aktivnostima, kao altemia sistemi
ratunovodstvenog planiranja prila¢eni novim uslovima poslovanja.

Klju éne redi: budzet, aktivnosti, troSkovi, stopa potroSnje reaurstopa
potroSnje aktivnosti, budZetiranje na nultoj osndwvidZetiranje zasnovano na
aktivnostima
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Abstract: Transfer pricing is considered important by bothltimational
companies and tax authorities. The majority of §dglarade is global and
involves multinationals, giving cross-border trangans the potential to
create transfer pricing issues and affect both bheolved countries’ tax
revenues and the TNC's net income. The authorsusistransfer prices
particularly in the context of their application ideveloping countries.
Evidence is provided by examining transfer pricaacpice used by a
multinational corporation operating in the RepubditSerbia.
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I ntroduction

Globalization is one of the most important featud#scontemporary
business conditions. In order to achieve competitadvantage in the global
market, companies begin to expand their businegsnoethe borders of one
country. With the establishment of entities outsitie country of origin, the
companies grow into multinational companies, antbbee more serious "players"
in the modern, highly competitive market. Multimatal companies achieve a
competitive advantage thanks to the use of allatieantages the geographical
dislocation offers, such as production organizatdere the production resources
are the cheapest, and product placement where dsgsiopportunities are the
biggest. Such a strategic focus is motivated byntlaén goals of any company -
creating added value for shareholders. The rateghath the exchange of goods
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and services among its subsidiaries is performedramsfer prices, are a very
important factor in the business of multinationanpanies. The choice of methods
for determining transfer prices is a crucial stepléfining the financial strategy of
multinational corporations, because it definesdbenomic relations between the
branches and directs resource allocation withintimational company as the
entity. The chosen method largely depends on thepaay's orientation towards
short-term or long-term business goals.

What makes transfer rates a particularly intergstiopic in economic
theory and practice is their use in the profitsifsefbetween countries in order to
minimize taxes. This aspect is controversial sitiee fact that the income tax is
one of the most important sources of the statennea® and its avoidance directly
threatens the budgets of the countries in whichtinratlonal companies operate.
Under such circumstances, in order to maintainstieal, economic and political
stability, countries are forced to find new waytotect their income. In addition
to legislation in the area of corporate income thg, states resort to more stringent
revisions of multinational companies’ operations1 iscreasing attention to this
area is paid by global organizations, which, by &d®ption of guidelines and
frameworks for transfer prices determination, temestablish a more harmonized
approach to this problem.

In accordance with the above mentioned, the subjécthe author's
research are the transfer prices as a factor ofbilmness of multinational
companies. The first part examines the types anthade of transfer prices
determination, with a special emphasis on theegjfatorientation of companies as
a factor of transfer prices. The second part dedlsthe fiscal aspect of the use of
transfer pricing by multinational companies, andegi a review of measures
employed by the state and some multilateral orgdioizs in order to reduce tax
evasion by applying transfer prices. Having analyitee factors determining the
choice of transfer pricing in developing countrigsthe final section the authors
outline the institutional framework for the applioa of transfer pricing in the
Republic of Serbia and examine its application imatinational company that
operates in the domestic market.

1. Typesand Methodsfor Transfer Prices Determination

Transfer prices are prices at which goods or sesviare exchanged
between the two entities within the same compamgufm). This means that the
transfer prices are used in the exchange of gondsservices between the parent
company and its subsidiaries or between two brandfethe same company.
Transfer price can be defined as "the opporturosst of a product or service, or a
neglected value by non-use of a transferred produts next best alternative use"
(Figaro 2007, 224). An important feature of trangfdces is that they are largely
immune to the influence of market forces. Sincepghechase transactions between
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the branches are performed according to the trarmieing, their definition
establishes economic relations between the subuohitaultinational companies
and also directs the allocation of resources. ldeses their relevance and a great
interest in the phenomenon of transfer pricing. Téwults of numerous studies in
which transfer prices are ranked as one of the mtetesting area in international
accounting (Sands, Pragasam 1997, 187-202) iltestrat the transfer prices are
quite actual topic in modern corporate finance. €benomic theory and practice
recognize different types of transfer pricing anetimods of their determination.

OECD (rganization for Economic Co-operation and Develepin
recommends that Member States use the followindhodstto determine transfer
prices (Bekaert, Hodrick 2009, 687-689):

1. Comparable uncontrolled price method,
2. Method of retail prices,

3. Cost-plus method,

4. Comparable profit method.

According to Plasschaert (1994), the two most wideded methods in
business practices of multinational companies eenmethod of market transfer
prices and the cost-plus method. Comparable undtedrprice method can be
applied in cases where the good that is a sulijeicaimsfer between branches is at
the same time a subject to sales by multinatiooadpanies on the external market,
or if this good is an item of buying and selling tefo independent companies.
Problems regarding the application of this methoal elated to difficulties in
identification of identical transactions of buyirgnd selling goods, particularly
when it comes to selling goods on order. The metbfocktail prices suggests a
reduction of a certain amount of retail sector ipr@r distributor profit) from the
retail price. However, if the retail sector largétypacts the selling of given product
(e.g., post-sales services it offers), it is diffido determine the appropriate amount
of profit that should be deducted from final sgheise to determine the appropriate
transfer prices. According to the cost-plus metthedappropriate amount of profit is
added to the costs of producing goods. It is maiskd for the exchange of finished
products. The amount of profit is, whenever possidietermined by comparison
with the corresponding uncontrolled price. As baeadreal costs, the cost-plus
method is recommended by the tax authorities, Isecuits most to market price
from the previous classification. Comparable proféthod involves comparison of
the profitability of the company conducting the saar similar activities with the
profitability of a branch using transfer prices,dait is most often used in
combination with previous methods of determiniramsfer prices.

Transfer prices define the economic relations bebatée two branches of
multinational company, by directly determining itheome of the branch that sells
those products, and the level of costs for the dirathat buys the products.
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Therefore, the choice of transfer pricing modelswhich the exchange of goods
or services within multinational companies is rzadi, directs the allocation of
resources and profits within the group and thuscaéf the achievement of the
objectives of individual branches and the compasa avhole. This is one of the
reasons why transfer prices are referred to adegica tool for achieving
competitive advantage in the economic literaturak(ai 2002, 196). Transfer
prices are indivisible part of the managerial, oigational and cultural
characteristics of a company, which is closelyédiko overall corporate strategy
and performances.

In the selection of transfer pricing models it ssential to define whether
the objective of the company is profit maximizing the short term or creating
values in the long run. The answer to this questdlirectly related to the transfer
pricing model that will be used for the exchangeyobds or services. In defining
the limits between which the transfer prices cawvend is necessary to start from
the level of utilization of existing capacity (Amthy, Govindarajan, 2007). When
the branch that sells products fully utilizes tlagacity, the opportunity cost of unit
product presents the market price. It represemsuiper limit for transfer costs,
because the branch that purchases has no inteigesf for products at a price that is
higher than the market. If the branch is workingadével lower than full capacity
utilization, the opportunity cost of unit produdjuals its marginal cost. Marginal
cost is the lower limit for the determination cdrsfer prices, because it would not
be worth for the branch to sell products at pribes are below marginal cost.

In the case the branch that sells realizes coshgsdue to procurement
within the group (multinational company) and nanfr external markets, and then
sells these products to another branch by thefeapsces that are equal to market
prices, the entire previously achieved savingsrgits favor. Conversely, if the
branch sells products to another branch by thesfiearpricing based on marginal
costs, overall savings go in the benefit of brawbich buys products.

Apart from the transfer prices based on marketegrior marginal costs,
there are many possible variations of these altes®a So, it is possible that in the
case of full capacity utilization, the branch sgisducts at a price that represents
the market price reduced by the savings realizet inter-company purchase. For
the branch that sells the same effect will be agdeas with sales on the external
market, while the branch that buys would be alloweg@urchase at a lower price
than the market price. When capacity utilizatiofess than full, a branch may sell
at prices above marginal costs. This choice ofsfearprices leads to a reallocation
of profits to a branch that sells, while for thefich that buys it is still a cheaper
option than buying in the external market, for tliference between the transfer
prices and market prices (Adams, Drtina 2008, 4172)4
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Which of the aforementioned two models of trangfieces multinational
company will opt for depends entirely on whethee #tompany is focused on
achieving short-term or long-term goals. The relatbetween the transfer prices
models and the objectives of multinational compzeny be summarized as follows:

e Transfer prices based on marginal costs lead tfit praximizing in the
short term for the branch that buys and the compasa whole, but
prevents the investment in the expanding capadit@ebranch that sales,
which could lead to the fact that the branch thatsbmust settle some of
its needs on the external market. This leads tddse of future inflows
which would be generated from the new investments.

» Transfer prices based on market prices providedhkzation of long-term
values for the branch that sells and the multimaticompany as a whole.
In this way, the resources for investment and dapaexpansion are
provided in order for the branch which sells to tradkthe requirements of
the purchasing branch, and there would be no reeehtize the purchase
outside the group. Thus, for the branch that bhgsffects are the same as
if it has purchased on the external market, whiknbh that sells ensures
that future inflows will be generated by new invashts.

It is clear that these alternatives exclude eatferotThere is no single
model of transfer prices which would enable thei@m@ment of short- and long-
term goals at the same time. If the multinationampany chooses the first
alternative, its value will increase over the ldagn with the possibility of further
investments at the expense of short-term profitscdse of choosing the other
alternative, the company will maximize profits iretshort term, with no possibility
of long-term value creation. The choice of trangfgces in the final depends on
the business aims of multinational company. Starwuith the generally accepted
view that the primary objective of business corfiors is the achievement of
long-term values for shareholders, the transfeceprbased on market price, is
imposed as a choice. It allows the formation ofglberm shareholder value and
provides sufficient funds for future investmentdjieth are a source of future cash
inflows and the initiator of further company growth

A particular problem which is related to the exigte of transfer prices is
the impact of their application to the work of brhnmanagers of multinational
company (Petroéj Derti¢-Mihajlov 2010, 61). Transfer prices that do ndteet
the real costs of transactions between branchesrodis centers by multinational
companies do not provide an adequate picture optbitability of branches, and
thus influence the motivation and commitment ofirtliexecutive managers. If the
transfer prices are used at the level of multimaticompanies to manage working
capital, or for the tax purposes, it is necessamadify the system of performance
evaluation of individual branches to reflect trestual profitability.
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2. The Application of Transfer Pricesin Tax Management

The business goal of every corporate enterpriseréating long-term
values for shareholders. One way to increase tihaevior shareholders is to
minimize income tax. To this end, the multinatiormmpanies use various
mechanisms. Multinational companies can influeheeinternational allocation of
the profits expressed by accounting, by arranghey financial structure of the
branches. The aim is financing through loans dtdrignterest rates in the branches
that operate in the regime of high tax rates, whiak as a result the minimization
of the total paid tax on the group level. Seconds ipossible to reallocate the
common costs (from the multinational company ascug such as research and
development costs, marketing, etc.) into countwéhl high taxes on profits, thus
reducing profits for the taxation of the branchest toperate in those countries. The
mechanism of transfer prices is also used to ghiffits from countries with high
tax rates to countries with low tax rates, throdigh cost maximizing in the first
and the incomes in the other countries. In this, wag minimization of income tax
and maximization of after-tax profits at the lew#l multinational company are
provided.

The possibility of profit transfer from states witigh to states with low
tax rates originates from the ‘freedom’' to deteentiansfer prices, which is due to
the company subjectivity in the costs allocatiomgesss. Minimizing taxes by
exporting capital to the 'best location' allow diffnces in the rates of income tax
between the states as well. Each state indepegpdétttrmines the amount of tax
rates. They differ considerably from country to iy, so the income tax rate in
the U.S. is 35%, in the UK 28% in Germany 15.8%,59%2 in Ireland, etc.
American Tax Notes reported that Ireland is the tnposfitable country for U.S.
corporations. The profit made by the U.S. compamdseland has doubled since
1999 to 2002, from 13.4 billion to $ 26.8 billio®n the other hand, in the same
period, the U.S. corporate profits in Canada, Fea@ermany, Italy and the UK
fell by 25%. That it is all about the profit movirigrough transfer prices show the
data that in these five countries in 2002, the ddporations accounted for 44%
of foreign sales, possessed 44% of facilities agdipegnent and paid 56% of
salaries to the employees in foreign branches,thed recognized the profit of
25% of the total profits abroad. In addition, ther¢he fact that, in countries where
the income tax rate was reduced, the U.S. corpguatiits would be drastically
increased. After the Danish income tax rate deeckedom 23.9% to 7.6%, the
U.S. corporate profits increased by 200%, whil8&hgium with a reduction in tax
rate from 26.6% to 12.5% the profit increased byo684Similarly, with the
reduction in tax rate from 26.1% to 12.7% in Spdire U.S. corporate profits in
this country jumped by 26% and the decrease inakeate from 21.5% to 9% in
Portugal has resulted in profit growth of 65%. &asing the profits of the U.S.
companies in New Zealand by 200% was caused biptering of tax rates in the
country with 36.7% to 10.3%. American companiegestia their defense” that the
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income tax rate in the U.S. is too high, and tlme profit realized in foreign
branches is legitimately channeled primarily to ioye the financial position and
achieve values for shareholders (source: www.ftifgc

Since the differences in the rates of income tawéen the countries are
one of the major stimuli of shifting profits thrdudransfer prices mechanisms,
there were suggestions for the establishment of uhiguie tax rates in all
countries. Of the many reasons why it is almostassible to put in practice,
eliminating differences in tax rates would sigraintly reduce the mobility of
capital, manpower, resources and so on.

The studies show a correlation between the sizéimatibnal companies
and their intensity of using transfer prices to imize taxes paid (Conover et al.
2000, 189-211). An analysis of these relationsmpdrtant for several reasons.
First, it shows which companies (in terms of sizg@nsely transfer profit for the
sake of lower tax, which may focus the state amchtahorities to the solution of
this problem. Second, the analysis suggests tkatlthity of companies to respond
to changes in tax rates depends on their size,hwdfiould be taken into account
when assessing the impact of new legislation ouréutiscal revenue. In addition,
the potential trade-off is shown in an indirect viatween tax and non-tax factors
that influence the amount of profit on which thaeaficial report is made. The
relocation of the profit between branches determihe internal performances of
the branches, and thus the amount of bonuses foageas. The potential problem
is that a wide range of users of financial statemenhthe branches can not make
the difference between the planned transfer ofifgréd minimize taxes and the
real decline in profitability.

Surveys conducted in the U.S. suggest that largamational companies
increasingly use transfer prices to minimize psoiiit relation to small companies.
The higher volume of transfers and the greaterdifference in tax rates, the
companies have more incentive to shift profit bemveountries through transfer
price and therefore the effect of profit transketarger. This in turn leads to higher

differences in profitability between the branchek tbe same multinational
company.

2.1 Measures of I ndividual Countriesto Prevent Tax Avoidance
through Transfer Prices

As the income tax is one of the most significatdtes incomes, its
avoidance directly violates the balance of theesbaidget. More intensive process
of globalization and the associated growth of maliional companies have made
the problem of tax evasion even more relevant.ak heen shown that transfer
prices are not just an accounting technique, bet rtiethod of allocation of
resources that directly affect the distribution in€ome, wealth, risk, and thus
determines the quality of life. Transfer prices sa@ to be "the most problematic
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area of international taxation." There are threasoas for this opinion. First,
globalization creates an integrated business withigh level of international
transactions, while tax systems continue to opeatitihe national level. Second,
the government considers that globalization offardtinational companies a lot
more opportunities to manipulate transfer priced #re minimization of taxes,
than it was possible in the past. Therefore, dsessary to pass more stringent
regulations to govern this area. Third, the taxhaewties also require stricter
regulation of transfer prices to protect incomerfiacome tax (Eden et al. 2001, 1).

Developing countries, as a rule, avoid introducamy control of transfer
prices, fearing a negative impact on foreign diresestment inflows. Another
reason is the experience in the implementation aftrol mechanisms and
procedures to prevent arbitrariness in the useaosfer pricing. The simplest way
for the states to prevent income tax avoidance utfiro transfer pricing
manipulation is the adoption of relevant corporat®me tax laws. Necessary step
in this process is the establishment of appropsatercement mechanisms.

Many countries have resorted to new pieces of ltigs that will allow
the tax authorities subsequent correction of fir@nstatements in the case of
incorrectness in relation to transfer prices and tbat basis additional tax
collection. Thus, the tax authorities in the U.& allowed, in accordance with
section 482 of théaw on Internal Incometo make an additional sharing revenue
and cost between the controlled entity if it is essary to prevent tax evasion
(Sikki, Willmott 2010, 343). In 2009, U.S. tax aatities hired 1200, and in 2010
800 additional persons working on detailed contifotransfer prices. In the UK,
due to subsequent adjustment of transfer pricestath authorities made 1724 tax
calculation corrections in the period from 20026®6. In the period from 2005 to
2007, subsequent adjustments have resulted in & armount of 1.1 billion
pounds of tax paid, while from 2007 to 2009 additib2.1 billion pounds were
paid. Thanks to the revision of transfer pricesnfr2001 to 2005, the Australian
government billed an additional $ 2.5 billion faxes (Sikki, Willmott 2010, 343).
The Chinese government announced on its officidisite the fact that 60% of the
total multinational companies’ tax is not collectaeer transfer prices. Therefore,
China has introduced a much more aggressive afidituttinational companies,
which gave very good results.

2.2 Measures of Multilateral Organizations Applied to Prevent
Tax Avoidancethrough Transfer Prices

A generally accepted view is that the adoption mifarm regulations of
transfer prices on the global level was a crudiep sowards the solution of this
problem and also towards the harmonization of thiermational accounting
practice. The implementation of new directives $thdae flexible enough not to
affect adversely the global business, and at theegame strict enough to minimize
the risks that the use of transfer prices impl@&bally accepted methods of
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determining transfer prices are the comparable ningled price method, the
method of retail prices and the cost-based meth®dteoretically, the correct
transfer price is the one which is calculated kg ke of one of these methods to
allocate profits from the transfer, so as to engairerecognition of taxable income
of each party (Borkowski 1997, 322). To narrow fleedom in defining transfer
prices, global organizations, such as OECD and UAIThave resulted in many
frameworks and guides for the formulation of transprices. Special attention
should be paid toOECD Guide for Multinational Enterprises and Tax
Administration(2009 This guide was originally approved by theGQDEN 1995. In
the period 1996-1999, the guide has been suppledentith additional
instructions, regarding international services,amgiible property, Advanced
Pricing Agreements APA and so on. In 2009, an edition of the amesatis to
chapter IV was published, concerning the latestdsein this area. The OECD is
working on substantial revision of Chapter I-llljtva focus on the analysis of
comparability and methods of profit distributio@ECD 2010).

OECD Guide for Multinational Enterprises and Tax Admirasion in
2009 is based on the so calledm's length approacho determining transfer
prices.Arm's length approacks being developed in the U.S. as a principle Wwhic
should provide a fair allocation of income and exgas between related parties.
The approach assumes that the transfer prices csloautespond to the prices
which would be used in transactions between twoptetaly independent parties.
The easiest way to determine these prices is toplgomwith the following
principles during the defining moment of transfaces:

1. Prices should be comparable to prices for the sam&milar products
which have been agreed between two completely amdgnt parties in the
same or comparable circumstances, and

2. Prices must at least be comparable with the ptaeshich some of the
branches of multinational companies sell the samedyct to an
independent third party under the same or compac@iiumstances.

Following these principles, the comparable uncdietiioprices method is
actually applied, which is recommended as the nmsferred by the tax
authorities. However, it is difficult to apply ihipractice, because there are often
no comparable transactions in the market. It isrefore, necessary to use other
methods for the determination of transfer pricesagtordance with tharm's
length principle which usually requires considerable time.

As one of the ways to stop transfer price maniputathe OECD states a
full disclosure of details regarding transfer psida theNotes to the Financial
Statementss an integral element of the annual financial regccording to the
OECD, this disclosure should exceed the discloseqgeirements prescribed by
IAS 14 - Segment reportingand, IFRS 8 Operating Segmentby which IAS 14
has been replaced.
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Even though there is a large number of studies espanses of
multinational companies in the existing or potdntiagulation in the field of
transfer prices, one of the studies of UNCTAD frd895 deals with the opinions
and suggestions of the states, regarding the daai$ithe mentioned problem. The
study has been based on responses collected quéstionnaire about the current
developments in the field of accounting and repgribf transnational companies
and other enterprises, which was sent to all merstages of the United Nations.
Selection of persons who answered the questionsndiep on the decisions of the
governments of those countries, so that some oh tivere members of various
ministries, representatives of the institutes fartiied public accountants,
university professors and so on. Some of the nmistesting observations are the
following (Borkowski 1997, 324-336):

* Manipulation of transfer prices completely distdfie picture presented in
the annual financial statements (Belgium);

* Instead of charging income tax in the country, 4fanprices manipulation
lead to an outflow of profit from foreign operatomoutside the country
(Grenada);

e |t is important that multinational companies acteiradisclose the results
of their operations. Transfers at prices below magyrices increase the
risk for the lenders and creditors and the losses the country
(Zimbabwe);

e Each country should adopt policies and procedumesensure the
application of reasonable and fair transfer pri€agrus);

* An international criteria for transfer prices omaltilateral basis should be
established by the global organizations such a®®#eD (Japan);

* A higher degree of disclosure of transactions ghbel required in order to
ensure transparency and the reduced suspicioneirtrémsfer of profit
(Zambia);

* The OECD transfer prices model should be adoptkd.€émployees in the
tax authorities must have sufficient experience padnanently improve
themselves (Finland).

A common attitude of all countries is that it iscassary that the transfer
prices are at reasonable levels in order to probecstate’s right to taxation and to
prevent tax evasion.

3. Factors Determining the Choice of Transfer Prices Methods
in Developing Countries

In the economic literature there are a numberwafiet that analyze factors
that influence the choice of methods for deterngriransfer prices in developing
countries (literature review given by: Chan et 2004). Before analyzing the
factors, we should recall the essential featurenathods of market transfer prices
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and transfer pricing method based on cost, as tamceptually completely
different methods applicable in developing coustrilarket transfer prices are
assessed to be less manipulative and as the prigieh due to its objectivity
minimize disagreements between the branch managensltinational companies.
They are also considered fair prices and pricesttietax authorities have less
interest for. On the other hand, the applicatiothef method based on cost, due to
its arbitrariness, gives much more space to maimgizafter-tax profit and
minimizing operational risks.

Several factors have been evaluated by managemeangponents for the
selection of transfer price models in the multioadél companies operating in
developing countries (Chan et al. 2004, 1994):

» The differences in the income tax rates,

* Minimization of the customs,

e The interests of local partners,

e The control of the exchange rate and the assodistes]
« Restrictions regarding repatriation of profits,

« Risks from expropriation and nationalization,

e Good relations with the local government.

The differences in the income tax ratéss previously analyzed, by
defining the appropriate transfer prices, multimaél companies use the
differences in the tax rates in different countriesthe minimization of income
taxes and, thus, for the maximization of profitieatax. As income tax is more
considered by management a significant variabketrdinsfer prices are used more
as a means for its reduction, especially the methddinsfer prices based on costs.

Minimization of customsThe customs are one of the areas where, with the
application of appropriate transfer prices, therafpeg results of corporations may
be directly affected. As in most developing cowsra relatively high tariff rates
are applied, the using of a lower transfer pricey @ffect the reduction of tariffs
in nominal terms. If this variable is consideredrenmportant by the management,
the companies will more often apply the transfécgs method based on cost.

The interests of local partner§he greater participation of local partners in
the capital of multinational companies means lowarticipation of foreign
investors in the capital of the same. This direttlgds to the transfer of small
amounts of profits outside the national borderstartthie retention of larger profits
in the country of origin. Therefore, to protectithaterests, local partners must be
actively involved in creating the policy of transfaices, which reduces the impact
of foreign investors. If management of corporatbmmsiders important the role of
local partners, it will plead for the reductiontbe conflict between the two sides
using market transfer prices (as the method thatoie objective and fair and that
provides less room for manipulation).
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Thecontrol of the exchange rate and the associatedsri§ke control of
the exchange rate which is applicable in develogiogntries is the stimulus for
the application of transfer prices and their useriher to transfer profits. The use
of transfer prices allows the exchange rate riskagament by reducing the level
of liquid assets in the branches which operatéhindountries where there is the
control of the exchange rate. In the case multnali companies use transfer
prices based on costs as a method that providesegiféexibility in achieving the
control of the exchange rate.

Restrictions regarding repatriation of profitdn order to ensure faster
progress, developing countries generally applyrg s#ict limit when it comes to
the repatriation of capital. As restrictions onaefation of capital, the limits for
the amount of profit that may be transferred todbentry of origin are generally
used, as well as high tax rates on all types afsaeations with the capital to the
country of origin. Such restrictions prevent mutional companies from
achieving their goals. One of the effective wayovercome these barriers is the
application of transfer prices based on costs.

The risks arise from expropriation and nationalipat Multinational
companies are often faced by political risk in depgng countries, and the
associated possibility of expropriation and natiimasion. That is the reason why
multinational companies seek to achieve as rapadlypossible the return of
investment, where transfer prices are used. Climaexample, enacted a number
of laws attempting to secure the rights and interesforeign investors. China has
signed bilateral investment agreements with over céOntries, by which it
guarantees that it will not implement the exprajpriaof the property. However, as
far as the possibility of expropriation or natidmation is reduced to a minimum,
the states still retain the right to extraordineirgumstances in which it is possible.
For this reason, multinational companies tend tmitreas many resources as
possible from branches located in developing caesitiwvhere the political risk is
generally more expressed. An effective mechanisracimeving this goal is the
application of transfer prices based on costs.

Good relations with the local governmem order to avoid the various
bureaucratic obstacles and to be in a position égotiate and influence the
government measures to create business conditiotisei country, multinational
companies tend to keep as close relations as ®sgith the local government
and its organizations. If the companies give thigdr more significance than the
others, they are opting for market transfer priaesa more objective and fair
version with which they prevent any possible misrsthndings and conflicts with
state institutions.
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4. The Application of Transfer Pricesin the Republic of Serbia

The area of transfer prices application is regdlate the Republic of
Serbia by thé.aw on Corporate Income TgXhe Official Gazette of the Republic
of Serbia no. 25/2001, 80/2002, 43/2003, hereinafterred to as the Act). By the
Law, related parties perform the adjustment to egpe on the basis of transfer
prices based on the difference (if any) betweerbiled charges for transfer prices
and the calculated expenses at market rates. ®msction, which aims to prevent
reduction of the tax base, affects the taxablenmeaonly if the transfer prices are
higher than market prices (The Association of Aettants and Auditors of Serbia
2010, 29). The Law also specifies that a party eoted with the taxpayer is the
individual or a legal person whose relationshiphwihe taxpayer raises the
possibility of controlling or a significant influee on business decisions. The
possession of more than 50% or individually mosttef shares or interests is
considered to enable the control over the taxpaVyke influence on business
decisions appears when the person associated hdtkakpayer owns more than
50% or the biggest number of votes in the payealsagement. A party associated
with the taxpayer shall be considered a legalemtitvhich, as with taxpayers, the
same individual or legal persons directly or indile participate in the
management, control or capital. The status of ¢teted parties is associated with
the legal entities that are owned by the taxpayetaed legal entities (Article 59
of the Law).

The transfer price is defined as the price created¢onnection with
transactions of funds or the creation of liabiitieetween related parties (Article
59). The law provides that the taxpayer is requi@dlisclose the transactions
between the related parties particularly in its lalance by making the calculated
costs based on transfer prices entered in the ppat® form ofThe Tax Balance
Also, the taxpayer shall be obligated, in the patéir Tax Balance to show
transactions with related parties at prices thatld/de realized on the market of
such or similar transaction that this was not alihét associated parties (the
principle of arm length). Calculated expenses atkataprices are recorded in a
special raw in the Tax Balance. The difference betwthe billed charges based on
the transfer and market prices, if greater tham,zex shown separately in the
appropriate line of Tax Balance. In the case witeeedifference is positive, which
occurs when the transfer prices are lower thanmheket prices, one should not
enter data (Association of Accountants and AuditdrSerbia 2010, 30).

According to Article 5 of thdRegulation on the Content of Tax Balances
and Other Issues of Importance to the Method ofeaining the Corporate
Income TaxOfficial Gazette RS, No. 139/2004), for the detigration of market
prices comparable prices in the market are usediwdoen it is not possible, the
prices determined by the method of cost plus norpraffits or the prices
determined by the method of the resale prices. Goafgle price on the market is
the price of the same or similar goods or servimetsveen a seller and buyer, or
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between operators and customers of services, vdremot connected parties in
the sense of the Law, at, or about the same timetha realized transactions
between related persons. If this method can identdre comparable prices on the
market, which are significantly different, the ccangble price in the market is
considered to be the lowest established price.pflee determined by the method
of cost plus normal profit is the price determirdthe basis of actual total costs
of production, or the cost of the services provjdeds the normal profit (margin),
or commission. Common earnings (margin) or the c@sion are the earnings in
the same or similar transactions between unrelpgéggons, at or about the same
time. The price based on the method of resale pigcthe price that the customer-
related party realizes through the sale of the sgowgls to an unrelated person,
reduced for the common profit (which is definedhia above sense).

The Law stipulates the correction of income froansfer prices based on
the difference between income calculated at mgykees and incomes calculated
by transfer prices. This correction, which also @itm prevent the impairment of
the tax base, affects the taxable income only & starts from the assumption that
the calculated incomes on the basis of transfeeprare lower than the income that
would have been calculated had the transactions baeied out at market rates.
Like the disclosure of costs, the Law requires thattax income separately reveals
income based on transfer prices and income basathdtet prices, as well as their
differences, if the income based on transfer prisdswer than the income based
on market prices.

We have analyzed the application of transfer pribgsmultinational
companies operating on the territory of the Repubfi Serbia on the example of
the Company XY, which is among the top ten commamethe world by market
share, operates in over 180 markets worldwide, sl 55 thousand employees
and more than 40 factories located in 40 countiiée. company is present in the
Serbian market since 1996, and the production iictbegan a few years later,
with the realization of international acquisitiongnder the applicable criteria of
the Law on Accounting and Auditingrije Official Gazette of the Republic of
Serbia no. 46/2006this entity is classified as a large enterprise.

Like most multinational companies, the company X\Xusing transfer prices
for the exchange of goods and services betweemnits. The dominant forms of
exchange are the exchange of intermediates oreléteon: produced unit - produced
unit and the exchange of finished goods on thdioalgroduced unit - commercial
unit. Commercial units are entities specializedhia sale of products outside the
group and only these units deal with selling présloa the external market.

As a basic principle in determining transfer prigbgarm's lengthpricing
is respected. To determine the transfer prices,ctimapany XY uses cost plus
method, which considers transfer price calculatlased on the cost of products
with included profit of 10%. The structure of trérsprices in the company XY is
given in the following way:
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1. Material costs,

2. Manufacturing costs

| Product cost (1+2)

3. Profit (10% of the product costs),
4. Transport costs to the buyer.

Il Transfer price (I +3 +4)

Transfer rates are calculated in the process attiogea financial plan for
the next year (for example, transfer prices for12@te calculated in the period
August-September 2010). Thus, transfer prices lv@lbased on costs that will be
found in the planne@rofit and Loss Statemefudr the next year. The goal is that
the projection of costs is as realistic and as ratelwas possible. Cost calculation is
based on the latest assumptions about all the alsmeénich determine the costs,
available at the time of determining transfer gidéey elements are the sales and
production volumes, foreign exchange rates (otaitencies in which production
inputs are acquired), prices of materials for puotiden, energy prices, planned
operating mode and so on. As for the relationsketween a production unit and a
commercial unit, the XY model is set up so thatgbal of the production unit is to
manufacture products by as lower costs as possibieh will mean lower transfer
rates. So, the basic measure of performance gbribduction units is the product
cost or transfer price, not profit. On the othendhaa key measure of performance
for commercial units is profit. The greater thfaliénce between the transfer price
(under which the commercial unit buys the produeirfthe production unit) and
market prices (at which the commercial unit settlsdpcts to external markets), the
higher profit will achieve the commercial unit (atetrefore the group as a whole)

Transfer pricing adopted in the financial plan dired and their
application ranges from January 1 next year. Thayot be changed during the
same business year, even in times of radical clsapfggtarting assumptions. If the
transfer prices were changed during the year, tildv@ause many problems in
preparing the consolidated balance sheet at thepdewel. If during the fiscal year
the production of new products, which has not q@anned at the time of creating
the financial plan starts, the transfer price ikcwdated just before the start of
production and also remains unchanged until the @nthe year. If there are
changes in the product as a result of marketingites (for example, changes in
design for small series of products), the prodadréated as an existing, or, the
calculated transfer price is used for the basi@awaof the product.

The company XY has two entities in Serbia. Due ke tspecific
relationship between the production and commetrsiéb, which are related to the
inequality of legal and business entities in Serliee company does not use
transfer prices in Srbia. The production unit sptisducts at market prices directly
to the distributor. So, this transaction does notude the commercial unit, and it
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is recorded as a purchase transaction betweenvanyntdependent companies in
the books kept by local regulations. However, wlifate the consolidation of the
balance sheet at the group level and make it nemkstic, XY covers the same
transaction under the transfer prices simultangauasthe group's books. Here we
have the classic relationship between two entitif® multinational company.
Therefore, the production entity sells productgratsfer prices to the commercial
entity, and the commercial entity sells them at ketuprices to the distributor.
Since transfer prices are determined in accordaiitethe arm's lergth principle,
and are based on real costs, it can be concludedhd XY company does not use
transfer prices to shift the profit between thertdes and to minimize the income
tax. Speaking about the Serbian market, this piiggils excluded by the fact that
the product exchange is still covered at markéinggprices.

Conclusion

Limited and expensive resources in one country hasulted in the
internationalization of business and the establesttnof multinational companies.
With business expansion beyond the borders of atpgunultinational companies
tend to overcome all the limitations typical of &genarkets. Thanks to the great
financial strength, multinational companies aredogiag an important factor of
international economic relations.

The exchange of goods and services between thechHmsnof the
multinational company is done at transfer pricasn$fer prices are not a market
category, and are often independent of the inflaesfcmarket trends. There are
several methods for determining transfer priced,rmnst widely used are methods
recommended by the OECD: the comparable uncondrgliece method, the
method of retail prices, the cost-plus method drm domparable profit method.
The choice of methods for determining transfergsits one of the most important
steps in defining the financial strategy of a nmational company. First, it defines
the economic relations between the branches, dsawe¢he key measures of their
performances. Second, it directs the allocatioresburces within the multinational
company, determining the level of income of thenbhathat produces and sells
products within a group, and the cost level ofkh@nch that buys goods and then
sells them in the external market. Third, thera tgght causal connection between
the method of transfer pricing and the companyisntation toward long-term or
short-term goals. If the company's strategicallyingpto maximize profits in the
short term, they apply transfer prices based orgimalr cost, whereas in the case of
the orientation towards profit in long term the gamies resort to market transfer
prices.

However, what qualifies transfer prices as onénefgreatest challenges in
international accounting is their use in profitnséers to the "tax havens" countries
with the aim to minimize taxes and maximize after-profits at the group level.
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This further strengthen the multinational companmakes local companies non-
competitive, and most importantly, it directly thtens social welfare and the
quality of life in different countries by reducirgjate revenues. The states are
struggling with this problem by making new laws ttliggve power to the tax
authorities to apply the additional checks of $ed@sactions between the branches
and the subsequent charges of an avoided tax. dRigandependent audits of
financial statements are being introduced and léetaequirements for disclosures
about transfer prices prescribed in the notesnanttial statements. Multilateral
organizations such as OECD and UNCTAD work on thdopton of
methodologies and policies that will ensure a havimexl approach to the solution
of this problem on a global scale.

All this suggests that the transfer prices muséd®en as an essential factor,
not only for the financial business operations efitmational companies, but also
for the economic, political and social stability @duntries where these companies
operate.
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TRANSFERNE CENE U TEORIJI | PRAKSI POSLOVANJA
MULTINACIONALNIH KOMPANIJA

Rezime: Primena transfernih cena vazno je pitanje kakostmovista
multinacionalnih kompanija, tako i sa stanovistagskih viasti. Veliki deo
trgovine odvija se danas na globalnom nivou i ukljg multinacionalne
kompanije kojima je omog@no da u prekogratiim transakcijama putem
transfernih cena utii na neto dobit koju ostvaruju, ali i na fiskalnihod
rezidentnih drzava. Autori ohtaju problematiku transfernih cena, sa
posebnim osvrtom na njihovu primenu u zemljama zvapu. Ispitivanje
teorijskih stavova &injeno je na primeru primene transfernih cena oanst
multinacionale kompanije prisutne na teritoriji Rpike Srbije.

Kljuéneredi: Multinacionalne kompanije, transferne cene, ppfaktori.
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Abstract: Adoption of business and financial decisions, dsew activity of

the company’s management and multi-disciplinarycpss, includes several
interrelated stages and requires management toodispof relevant and
reliable information. The most common problem fgdihe management of
company is the selection of production-sales progrthat enables the
realization of maximum profit. When choosing thémoal production-sales
mix one should take into consideration a numberaoistraining factors that
determine the decision. By proper definition of pineblem and introduction
of linear programming, as an important quantitatiezhnique, the problem
of selection of production-sales program with thelphof information

technology is solved quickly with saving time dmel¢company’s resources.

Keywords: business and financial decisions, information, valg costs and
benefits, linear programming, objective function.

Introduction

The contemporary business environment is charaetéhy dynamism and
constant changes which require a management’s timeglction. The changes
occur within and outside the company, so the mamagé must reply to them, and
make business decisions that allow the companysé& apportunities and avoid
threats. The adoption of business and financiaisaets is causing great interest
and includes a complete definition of objectivesijteda, conditions and
constraints, collecting and processing of relevaftrmation and the selection of
method for decision making.
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In the process of making business and financialstats one starts from
the previously established company objectives toickvhdecisions cannot
contradict. The accounting information system {r@vides relevant information
has a crucial role and importance in making busirzesl financial decisions. The
relationship between accounting information systemith the functions of the
company and environment enables decision makingchwhvill be based on
constraints, chances and market opportunities.

The paper aims to highlight the important rolerdbrmation processed by
management accounting and of the application odalinprogramming, as an
extremely useful quantitative method in the processmaking business and
financial decisions regarding the selection of mpti production mix. To be
precise, we have withessed a number of market onist, and because most of
the problems in the economy can be formulated a&s rfaximization or
minimization of an objective function for the givéimited resources and mutual
constraints, method of linear programming can keduer their solution. In the
paper for solving linear programming functions ®olwill be used, because of its
wide availability and because it quickly finds thyaimal solution model.

1. The Role of Accounting Information Systemand Management Accounting
in Business Decision Making

Accounting for decision making is a special appmat management
accounting to information challenges of managenaetivity in making individual
business and financial decisions. It is the acdngnanalysis for demands of
alternative business decision making in which antiag handles the future
differential values (Stefanaviet al. 2007, 35). The problem of business decision
making exists in practice only if behind it starte dilemma of choosing between
at least two future competitive directions of aityiv Solution to the problem is
selection of the best alternative.

For making good business and financial decisiond,thus to effectively
manage the company in the contemporary busine$ament, personal acumen,
experience and intuition of managers is not eno@e needs to have access to
and use a lot of information on relevant factorst thct from the environment, as
well as on the events within the company. Withalevant, reliable and timely
information, contemporary company does not haveynpassibilities for survival
and development (Ar&i2008, 387). The information that is the only reletvfor
the decision is the one that changes as the plapremkdures change. Costs,
revenues and other factors that do not change thi¢thchanging of alternative
procedures are not relevant to the decision (Mégsgs 1999, 1195).

The source of relevant information necessary fokinta business and
financial decisions requires creation of an adexjuddtabase, that is to say
possession of information system that would integedl data from the company
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and environment. Frequently, the basis of compamfemation system makes
Accounting Information System (AIS), which inforngernal and external users
of the relevant data, indicators and informatiopeeglly in the part of divisional
accounting for the needs of various and frequest-lbenefit analysis, motivation,
internal, transfer prices and generally pricingigoland the like (Malirdi 2001,
41). Satisfaction of various information needs @nagement, relevant to making
business and financial decisions, is stressed famdamental task of AlS, and
especially management accounting as part of the RIS generally known that
AIS is a part of information system and the systdmaompany’s management. In
other words, it is considered the heart of inforgnaystem, since it is an integrator
of information about the company, the verifier béit existence and guarantee of
their relationship. In addition, it is the factdr adompany’s management language
unification. It is based on the coherence and ritie@s the basic principles of
information system organization and managementesydbased on them. The
principle of coherence indicates the correlationdata and information into a
single database that is used for managing busiesem, where AIS includes
common elements of company, to multiple criteriad amultiple functions
(Novicevi¢c 2009, 235). Many negative impacts would, withooiherence, lead to
the company power distortion.

Figure 1: Coherence of AIS with Executive Function

MANAGEMENT

Accounting
Information System

I

ACCOUNTING
STATEMENTS
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The successful managerial accounting support tméss decision making
requires establishment of an adequate continuousdmy and coherence between
AIS on the one hand, and internal executive funstiand external interest groups,
on the other hand. By realizing their goals and&gaAlS establishes previously
highlighted two-way relationship. It is necessanatcurately and precisely define
the relationships, on the one hand to specify dogiirements of AIS in relation to
other segments, but it is also necessary for Al&tept all their demands, to adapt
to the maximum it can and implement them. In tha/wcontinuous relationship
and coordinated operation of all the functions imitthe company is established.
Represented relationship of AIS with executive fions in the company can be
shown as in Figure No. 1.

It is evident, from the figure, that there is a tway connection between
AIS and the executive functions of the companyoAtmmunication between the
executive functions is required in order to promptéact to changes in the
environment and to make good decisions at the tighd. From the example of
supply function the two-way relationship betweeraitd AIS can be best seen.
Supply receives information from financial accouogti analytical accounting and
management accounting, and also provides informatiche AIS that are further
processed and made available to all interesteiepart the company. If there is a
high level of communication and connection, the pany will be able to solve
problems on the fly and to successfully achievenenuc goals. Therefore, it
should not be surprising that the more and moreimkm attitude is the one in
which information should be “knowledge” on which kiveg the right business
decisions should be based.

In any case, the activities of managers in the gge®f making business
and financial decisions are conditional and limited the first place by
characteristics, structure and relations in the pmomg, as well as by the
environment in which business activities take placel conditions that act in them
and processes that take place (Laldnilipovi¢ 2009, 297).

2. Business and Financial Decision Making Using Laar Programming

In addition to relevant and timely information imet process of business
and financial decision making, the use of quantitatmethods is needed, which
will facilitate and accelerate the process, by eeipg all constraining factors. One
of the most commonly used quantitative methodausirtess and financial decision
making is linear programming. Most problems in asdng for decision making
may be formulated as the maximization or minimatof an objective function
for given limited resources and mutual constraititthe objective function can be
defined as a linear function of certain variabled & we can set constraints on
resources as well as equality or inequality of eéheariables, then the problem can
be solved using linear programming. Linear programgns a tool that can be used
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in the problem of rationalizing limited capacitiasd the problem of rationalizing
resources among many alternative uses, in a whying optimum benefit. It tries
to find possible combinations of production thatl waximize or minimize the
objective function. The objective function is reltto the quantification of
objective and usually takes the form of profit rmigation or cost minimization
(Drury 2000, 1031). Nowadays it is a standard that has saved much money of
many enterprise or medium-sized enterprises inouarindustrialized countries,
where its use spreads quickly in all sectors ofetpc

The majority common type of application of lineaogramming includes
the general problem of allocation of limited resms to competitive activities, in
the best possible, that is to say, optimal manherear programming includes
planning the activities to obtain optimum resuits,, the one that will among all
feasible alternatives choose the best for the cosnpahile respecting the
constraining factors. Symbols that are mostly usadark different components of
a linear programming model are listed below, alwitfp their explanation for the
problem of allocating resources to activities.

Z = value of overall measure of performance;
X; = level of activity j (forj=1, 2,..., n);

¢, = increase in Z that would result from each unttréase in level of
activity j;
b = amount of resource i that is available for adkoen to activities (for i =

a; = amount of resource i consumed by each unit wfigg.

There are numerous examples in practice that denad@she impact of
linear programming to the profitability of compasién the world. Example of
PONDEROSA INDUSTRIAL (Hillier, Lieberman 2005, 6@G% plywood
manufacturer based in Anhuac, Mexico shows that itnpact of linear
programming is “tremendous” in the selection ofdarct mix on a monthly basis.
Ponderosa linear programming system was interg@venanagement received an
answer to their “what-if questions” about the ieffice of encountering parameter
values that differ from those in the original moddlanagement effectively used
the technique of linear programming to come todvatecisions than the “optimal”
product mix from the original model. Increase ohgel profitability by 20% is
attributed to improved product mix decisions. Otlentributions of linear
programming included better using of raw materigdpital equipment and
personnel.
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3. Optimization of the Production Mix
with the Application of Linear Programming

One of the most common business decisions in thetipe of modern
business is related to the problem of selectiothn@foptimal product range, that is,
production-sale mix. The right choice, given itplivations on the financial result,
is a complex and at the same time very importak ¢d company’s management.
The problem comes to establishing optimal relatibesveen the products of the
range, that is, those relationships that will easachieving maximum financial
results (Maliné 2008, 255).

As today's business world is dominated by multidociion companies,
the number of potential combinations of productd aervices in production-sale
mix is great. In scattered production-sale prograemagers must very carefully
manage, in order to find the optimal program thall allow companies to
maximize business profits. In search for such alipation, managers are faced
with numerous constraints.

Discussion on the problem of establishing optinsdtions between the
existing products within the production-sales pamgrassumes a clear recognition
of at least three situations in which businessndémprise, in addition to bandwidth
market, that is to say demand (Stefadatial. 2007, 419):

* is not exposed to the effects of any other intecoaltraining factors,

* is exposed to the effect of at least one interaaktraining factor and

* is exposed to the simultaneous effect of larger bemof internal
constraining factors.

Given that the first two situations are very rardgtie companies and their
solution does not require a lot of time, in thetlier text emphasis will be placed
on the third situation in which the optimal solutidor the production-sales
program is searched through a set of simultanegusit®ens shaped in linear
programming technique.

When choosing the optimal production-sales progwnath the application
of linear programming, we should also follow thesaisprocedure applied in the
process of making business and financial decisiondeciding between alternative
choices managers often use the five steps listdeigare No. 2 (Blocher et al.
2008, 317).

Thefirst stepin making business and financial decisions isyany, the
most important and refers to the proper definitionsetting of a problem. In the
setting of problems in linear programming we bebin defining the decision
making variables. After identifying clearly the dg#on variables, objective
function is formulated. From the aspect of the cany it is very important to
avoid decisions which would be good only for shiertn and which would not take
into account all variables of decision making.
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Figure 2: The Decision-Making Process
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SourceBlocher, E., Stout, D., Cokins, G., Chen, K. (2008)
Cost Managment A Strategic Emphasisw York: McGraw-Hill/lrwin, 317

The second stepelates to the specification of criteria with winithe
decision will be made. Frequently it seems that rten objective is easy to
quantify, but manager is often forced to reflectroore strategic objectives at the
same time, and how to maximize profit, increasestment reimbursement, and
reduce costs and so on. This step in linear progiamrefers to the specification
of all constraints that affect the objective fupati For a proper formulation of
linear programming problem, it is necessary thiathel constraints are given in the
form of equality or inequality. If it is about thehoice of the optimal production
program with the application of linear programminlge objective is to choose
production-sales program that will achieve maximuesult, i.e. the objective
function will be max Z.

In thethird step manager performs analysis in which he/she desehopl
analyses relevant information, using the relevarst @nalysis and strategic cost
analysis. This step involves three sequential aietsz the manager (1) identifies
and groups the relevant information in connectionthie decision, (2) makes
predictions about the relevant information andd@)siders the strategic issues of
the decision. In linear programming this step idelst

» clustering of all constraints related to the madedne place,
« selection of methods for solvihgnd

! For details on methods for solving linear programgwproblem, see: (Hillier, Lieberman 2005).
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» solving problems with the chosen method of predicthe future value of
the objective function.

Fourth, based on the analysis of relevant costs and gicatest analysis,
manager selects the best alternative and implenitetslinear programming this
step involves determining the values of varialihes will give the best result in the
objective function while respecting all constrairits the case of selection of the
optimal production-sales program that means detengiproduct mix that will
maximize the result of the company.

In thefifth and final stepmanager evaluates the efficiency of implemented
decision that serves as the basis for feedback ferview of this decision and the
elimination of possible mistakes in the future.

3.1. Definition of Linear Programming Problems
in Selecting the Optimal Production Mix

Linear programming is particularly useful when tldecision about
production mix consists of three or more consteifor correct, that is, optimal
selection of production-sales program, using liragramming, one of the major
issues is certainly the proper setting of the moblwhich allows manager to focus
on the objective function, respecting all constirajnfactors. Way of defining and
setting the problem is given in the hypotheticahraple of a manufacturing
enterprise that has four products in its produetiale program, for which we need
to find the optimal product mix.

Example: Let the production company has in its productialegrogram,
four different products, product A, B, C and D whieve the following marginal
result per unit as follows: A = 100 €, B = 10.000CE= 400 € and D = 800 €. On
the basis of technical-technological process it végtermined that for the
production of product A it takes machine hour, to produce product B it taRes
machine hours, to produce product C it tal&gnachine hours and for the
production of D it take$ machine hours, and maximum capacity of this compan
is 50.000 machine hours. Based on a market resatxeas found that the market
can sell a maximum of 2.500 units of product B,hwihe condition to supply
market with at least 10.000 units of product A.Keep the demand for all products
on one of the major markets, it needs to produdenaarket at least 1.000 pieces of
product C. Bearing in mind the capacity of machiaesl connection between
process of production of C and D products, for feduction of these two
products, it is possible to consume a maximum od@D machine hours. Purchase
price of materials to be spent for the productidrpmduct A is 70 €, for the
product B is 6.000 €, for the product C is 200 € &or the product D is 400 €,
while available funds for the purchase of the comypaaterial are at the maximum
amount of 20.000.000 in monetary units. Bearingiind the market demands and
constraints concerning capacity and costs it isessary to determine the
combination of products that will bring maximum miaval result to the company.
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In accordance with the assumption of linearity, start from the fact that
the contributions per unit for each product and olkeesources per unit are the
same, regardless of the amount of produced andostfait within the range under
consideration.

The procedure that follows the definition, settiagd solving of this
problem is the following. First, it is necessary formulate the problem
algebraically by assigning variables. Variablesassigned in accordance with the
terms of the problem by “personal discretion”, louice assigned variable must
have the same meaning in criteria (objective) fiancas well as in each of the
given constraints.

In this example, the logical assignment of varialie of unknown values
would be:

X1 - The amount of produced product A,
X, - The amount of produced product B,
X3 - The amount of produced product C and
X4 - The amount of produced product D.

As the goal is maximization of marginal result, tngeria function will feature the
following form:

max @) = 100¢; + 10.000, + 400X; + 800X,

However, in order to achieve this goal, it is neeeg to maximize
marginal results respecting constraints that aaeqal before the company by the
market, capacity and financial service.

The first constraint - A common constraint for all the four products ie th
maximum capacity that company has, which is 50.6@chine hours, which
means that company within given capacity has toenmakductive combination of
products, so the first constraint is:

1X; + 2X; + 3X3 + 5X, < 50.000

The second and third constraint -The company can sell a maximum of
2.500 units of product B in the market, providedttthe market is supplied with
10.000 units of product A, and as for the productad the product B takes 2
machine hours, and for the product A takes 1 machiour, the following
constraints are performed from this:

2X,< 5.000
X1 >10.000
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The fourth constraint - As for the production of products C and D can be
consumed up to 20.000 machine hours, the followonstraint is performed:

3X3 + 5%, < 20.000
The fifth constraint - Another constraint imposed by the market is that i
must produce and market at least 1.000 units afymtoC, for which is needed
3.000 machine hours, and it is possible to perfitierfollowing constraint:
3X3>3.000
The sixth constraint - The last constraint is imposed by financial service
of company, and is related to costs, and fundirgjlabie to the company, which

are planned for supply and which amount to 20.GD.@onetary units. As the

purchase price of materials spent for the prodnotibproducts A, B, C and D is
known, the last constraint is performed which state

70X; + 6.000% + 200X + 600X, < 20.000.000

Summing up all represented, the problem definedh vigrminology of
linear programming is:

max (Z) = 100<; + 10.000K,+ 400X;+ 800X,

with constraints:

X; + 2% + 3% + 5% < 50.000
2X < 5.000

X1 2 10.000
IK+ bX < 20.000

3X 2 3.000

70X; + 6.000% + 200X + 600X, < 20.000.000
subject to: X1, X,...,.% >0

3.2. Solving Linear Programming Problems Using Excel

Excel is a easily accessible tool for analyzing asalving linear
programming problems. The main features of a lingaxgramming problem,
including all its parameters, can be easily dispthpn a spreadsheet in Excel.
Excel can do more than just show data. If we inelsdme additional information,
the spreadsheet calculations can be used for guiakysis of potential solutions.
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For example, a potential options can be checkedl,ifai is feasible we can see
what is involved in the realization of Z value (maeofit or min cost). In addition,
much of the force of Excel lies in its ability tastantly show results, in the
solution, of any changes made in the model.

In solving the named example, function Solver, Maoft Excel, will be
used, because of its wide availability and becadliseExcel Solver can fast apply
the simplex method to find an optimal solution tbe model. This tool can be
easily installed when we install Excel, Solver vaiipear as an option in the Tools
menu (Blocher et al. 2008, 337).

The first step is to enter data related to a gipevblem. Figure No. 3
illustrates one of the possible ways to enter @nwisl in the Excel spreadsheet. The
main motive is to present the problem in a fornmat will suit the problem and
satisfy specific demands of the Solver procedure.

= = Valie of the Teft
& i side of constraints

50.000
5.000
10.000
20.000
3.000
20.000.000

A {IV{IA |1V (IA{1A]

s 2o = e[ [« o o[

a1 (Sl 2 S (a7 le

As shown in the table, criteria function and alhswaints are entered,
where the cells, E13, F13, G13 and H13 are providedolution, that is, after
applied Solver procedure, the amount of produc{X®), B (X2) , C (X3) and D
(X4) that company should produce will be shown hem, respecting the
constraints and which will bring him maximum mairresult which will be
located in the 113 (selected cell in Figure No. 3).

After we enter data to the right of the appropridata cells (to the right of
the column H) and to the left of the constraintslymn J) we enter equations in
column I and rows from 6 to 11. Excel equationstf@se six fields are:

409



Slobodan Malini¢, Vesna Janiji, Mirjana Todorovi ¢, Dejan Jovanové

Io E6*E13+F6*F13+G6*G13+H6*H13,
I7 = E7*E13+F7*F13+G7*G13+H7*H13,
I8 = ES*E13+F8*F13+G8*G13+HS8*H13,

19

E9*E13+F9*F13+G9*G13+H9*H13,
110 = E10*E13+F10*F13+G10*G13+H10*H13 i

111 = E11*E13+F11*F13+G11*G13+H11*H13,

where each asterisk indicates multiplication. Inlifon to these Excel equations
and in a cell provided for the solution (selectell 13), it is also required to enter
the Excel equation as follows:

113 = ES*E13+F5*F13+G5*G13+H5*H13,

After the entered data and Excel equations, the step begins by
choosing the Solver procedure in the Tools menwoSing Solver opens Solver
dialog box (“dialogue box” Figure No. 4). As can been in Figure No. 4,
procedure requires the cell address in which thhageh whose value is optimized,
is typed in (cell 113 in which marginal result wile shown), then, the cell
addresses in which the variable values that thegtwea calculate are stored
(quantities of products A, B, C and D) in the exéampf cell E13-H13, and since
the goal is maximization of marginal result, optinax should be selected.

Figure 4: Running Solver Procedure from the Tools Mnu
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The next step is to enter the cell addresses, wiunlain phrases related to
constraints, in th8ubject to the Constraintdialogue box” with theAdd option. It is
important to emphasize that it is not allowed tteethe phrases, in Solver, that
represent constraints but only the cell addreskas dontain phrases related to
constraints. That is why the spreadsheet, in Fiblare3, contains the column Value
to the left side of constraints. With its namesitsuggested that it contains typed
phrases that are on the left side of each of thetcants of the problem. It may be
noted that their initial value is zero, becausevllae of variables;, %, % andx,is
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not given, while the limits are given in the columihfree members b (column K).
Cells which contain functional constraints shoutddpecified in the Solver dialog
box by choosing thaddbutton in theSolver parametergialogue box”.

If there are more functional constraints to add,n&ed to click on th&dd
button to bring up a newdd Constraintdialog box. When completed the entry of
constraints, the next step is choosing @€ button to return to the Solver dialogue
box.

Before we “ask” Solver to solve the model, we neethke another step.
Clicking on theOptions button brings up the dialog box shown in Figure Ho
This box allows us to specify a number of poss#ahitions to the problem. The
most important of all the options are tAesume Linear Modeind Assume Non-
Negative Both options are checked, which means that & groblem of linear
programming and that values in the changing cedisdnto satisfy non-negativity
condition. Once we accept the default values bgkitlg on theOK button the
program returns us to the Solver dialog box.

Figure 5: Determining Possible Solutions
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Finally, we should choose the optiSolvein the Solver dialog box to start
the process of solving the problem in the backgdouiter a few seconds Solver
will indicate the outcome. If the model has no fel@sor optimal solution, the
dialog box will state that “Solver could not findesasible solution” or “The set cell
values do not converge”. When the Solver finds lat&m to the problem and
chooses the optimal product mix, the solution Ww#l shown as in Figure No. 6
(Render et al. 2009, 280-320).

Figure 6: Solution to the Problem
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3.3. The Economic I nterpretation of Solution

Linear programming model had a goal of maximizing total profit of all
products in range. The model's constraints includbd various resource
constraints as well as other relevant restrictismsh as the minimum sum of a
product that must be provided to regular custontBessmaximum sum that can be
sold, the maximum utilization of capacity, and theximum savings in raw
material costs. The given model represents a diegblpicture and includes 4
variables of decision making and 6 functional caists, as opposed to models
that are applied in practiée.

What should be pointed out is that when we getéialt it is important to
give proper interpretation and explanation of theuiting solution. The proper
interpretation depends on how much the analystagemis conversant with the
problem itself, that is, we need to know the olyectfunction, constraints and
consistent with that, to give the economic intetgtien of the solution to the
problem of linear programming. The results obtainsthg the Solver, shown in
Figure No. 6, can be interpreted as follows.

The given production company, with respect to camsts dictated by
market, financial situation and the available cégaavill maximize marginal
result if it produces 25.000 units of product A 625.000), 2.500 units of product
B (X, = 2.500), 1.000 units of product C4X 1.000) and 3.400 units of product D
(X4 = 3400). Bearing in mind the marginal result pait,uthe company will
achieve maximum marginal result in the amount 0630.000 €.

Following the given constraints and the solutiameg in Figure No. 6, we
can give the interpretation of the obtained refeuleach of these constraints.

The first constraint is respected and the company will use available
capacity of 50.000 machine hours in full.

The second constraintis also respected and refers to that that company
can sell a maximum of 2.500 units of product Bhie tarket, which is also the
most profitable, and company will use the oppottutihat market provides and
produce 2.500 units of product B.

The third constraint is connected to the second and is related toaitte f
that if company wants to produce product B, thahé most profitable, it has to
produce and market at least 10.000 units of productn order to maximize
marginal result, company will need to produce 26.00its of product A, which is
15.000 pieces more than the minimum set by markgtdth it the third constraint
is also respected.

2 Selection of a product mix of Ponderosa industci@npany had 90 decision variables and 45
functional constraints. Details can be seen in (&ad 1982).
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The fourth constraint relates to the production, capacity and technical
and technological features of the products C andnid it indicates that it is
possible to spend up to 20.000 machine hours tduge the two products. This
constraint is also respected and company will haspend all the 20.000 machine
hours if it wishes to maximize marginal result.

The fifth constraint is imposed by market and refers to the fact that i
company wants to keep one of the largest markatsugt produce and place at
least 1.000 units of product C, for which is nee®@00 machine hours. The
solution given in Figure No. 8 indicates that th@nstraint is respected and that
company will produce 1.000 units of product C.

The sixth constraint is imposed by financial service of company and
refers to the limitation of funds available to th@mpany, which are intended for
supply and which amount to 20.000.000€. As the lmse price of the used
materials for the production of products A, B, @ &his known, it is observed that
company will not use all the means at its dispbsaithe amount of 18.990.000 €.
Unused amount of 1.010.000 € company can use footu@r purpose.

This system of linear programmingirgeractive so management receives
an immediate response to its “What-if questionsjualihe impact of encountering
parameter values that differ from those in theindgmodel. What if we carried
out quick purchase of raw materials necessary fadyction of the higher
purchase price? What if product prices were taflae in a certain way? A variety
of such scenarios can be investigated. Managenantuse this power to reach
better decisions in the event of changes in makdtcompany business.

Two factors can be singled out that help this aagion of linear
programming do so successfully. The first factoithiat anatural languageof
financial planning system integrated with the rutasfinding an optimal solution
for the linear programming model. Using natural glamge preferably than
mathematical symbols to display the parts of thedr programming model and its
output made the process understandable and relésambanagers making the
product mix decisions. Reporting to managemenhe language of managers is
essential for the successful application of lirgagramming.

The second factor is that this system of lineagmmming isinteractive
As mentioned earlier, after having obtained thenogit solution for one version of
the model, it is possible to ask a variety of “wifaguestions and get responses.
We often come to better decisions by exploring otilausible scenarios and this
process also gives managers more confidence thatdbcisions would perform
well under most foreseeable circumstances.

It should not be further emphasized that the psE®sn real life are
somewhat more chaotic and less precise. Manageestirtonsiderable time and
effort in trying to predict future events and trendut information on such matters

413



Slobodan Malini¢, Vesna Janiji, Mirjana Todorovi ¢, Dejan Jovanové

are, of course, extremely speculative. Even unaedétg of current events and
trends can be a great challenge. Managers workniiromments that change
rapidly and are filled with difficulties and uncairities. It may be necessary to
change plans at the last minute to react to unéeregvents. Information systems
that serve managers need to be efficient and td theeneeds that are changing
rapidly, but it is not always the case in the neakld. Management accounting
systems in practice can often be very rigid, andagars can be forced to quickly
make decisions based on inadequate informationheit disposal. Luck and

favorable circumstances may subsequently confirm p@rhaps disprove) the

correctness of decisions, (Growthorpe 2009, 10yv Hpproaches to contemporary
business decision making, with contemporary integranformation systems enable
the extraction of relevant information necessaryntake the right decisions. They
include new research directions via Data warehaunsk data mining (knowledge

discovery). The basic idea of these approachesrisveal interesting phenomena of
system behavior from the large amounts of datarder to conduct the same toward
correct business and financial decisiGugic, Suknové 2003, 210).

Conclusions

Satisfaction of various informational needs of ngErmaent in connection
with making of individual business and financialcidéons is emphasized as
fundamental task of differential accounting, whiokolves comparison of costs
and benefits of individual business alternativescd&ise of the great importance of
information in the process of business decisioninigkmanagement expects to
dispose of relevant, accurate, timely and qualifgrimation in order to be able,
based on them, to create adequate action direciomed at achieving the
company objectives. Information should be regardesdknowledge which is
necessary to direct the activities of company @right way and to right business
and financial decisions. Therefore, in contempolarginess, information becomes
key premise of the company’s accounting informasigstem.

Selection of the optimal production-sales progrdrat twill maximize
profit or minimize costs has the key effect on campprofit, in a dynamic market
environment in which managers are faced with nuog@nstraints. Bearing in
mind that the problem can be reduced to objectinetion of profit maximization,
linear programming is a powerful tool that can lpleed in such a way that
optimum benefits can be derived with the help o thathematical technique.
Interactive linear programming system and applicatExcel to solve problems
allows management to receive response to theirtignesabout the impact of
encountering parameter values that differ froméehoghe original model.

By linear programming procedure we can obtain ehawjable data for
optional analysis and making the right and timedgisions at all levels of company
management, especially in the current era of iatedr computer technology and
developed software that reduce these proceduths tevel of routine.
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UPRAVLJA CKO RACUNOVODSTVENA INFORMACIONA PODRSKA

U OPTIMIZACIJI PROIZVODNO-PRODAJNOG ASORTIMANA
PRIMENOM LINEARNOG PROGRAMIRANJA

Rezime: DonoSenje poslovno-finansijskin odluka, kao &ha aktivnost
menadZzmenta preduze i multidisciplinarani proces, obuhvata viSe
meiusobno povezanih faza i zahteva od menadzmenta adpolaze
relevantnim i pouzdanim informacijama. Negi problem sa kojim se
suactava menadzment preddzeje izbor proizvodno-prodajnog asortimana
koji omoguwava ostvarivanje maksimalnog profita. Pri izboruimplnog
proizvodno-prodajnog asortimana treba uvazavatogiantavajwih faktora
koji determiniSu odluku. Pravilnim definisanjem plema i uvdenjem
linearnog programiranja, kao vazne kvantitativnbntke, problem izbora
proizvodno-prodajnog asortimana, uz p@maformacione tehnologije, se
reSava brzo Stedevreme i resurse preduize

Klju éne reti: poslovno-finansijska odluka, relevantni troSkokiristi i
informacije, linearno programiranje, funkcija cilja
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Abstract: The process of improving public sector efficiengyits nature is
very complex, demanding and time consuming. Thigzowement requires
the creation of opportunities for rationalizatioffi public spending, reducing
budget deficit and public debt, establishing oftaumable social functions of
the state (through the reform of pension, healtth social protection system),
raising the efficiency of public organizations thgh privatization, better
management, more productive use of resources agid depoliticization.
Therefore, the network of organizations (institnsp in the public sector
requires effective and efficient performance manag@ system. Such a
system should not only adequately monitor and nmreagarformance and
provide appropriate reallocation of resources, baiso identify the key
factors that are obstacles for the improvementuiflig sector efficiency and
eliminate their negative effects on living standadd quality of public
services. The aim of the paper is to explore soeyedspects of managing
performance in public sector organizations, esplciathe quality
measurement problem and monitoring the effectisedf activities.

Keywords: public sector, reform, public sector managementfgomance
management, public sector organizations.

Introduction

Public sector organizatiorsve different goals. Depending on the area of
their activity, every organization in the publiccs® defines its objectives. For the
most of the public organizations, the following tpoanay be relevant: maximizing
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the volume of public services provided from theoteses available, the targeted
(predetermined) use of resources aimed to bettetingethe broader social needs,
maximizing revenues and financial surpluses, cotapest covering and subsidies
minimizing, maximizing potential funds for achiegimefined goals, maximizing
customers (services and goods users) satisfaetsonell as creating the image of a
socially responsible organization in public. Prablef the reform necessity in the
public sector arises precisely because organizatiomot achieve their goals in an
effective and efficient manner.

In most public organizations, there is almost gligbssibility to determine
optimal levels of spending budgetary funds. In ssittation, responsible persons
in public organizations tend to spend as much asajpproved budget allows,
although the projected budget amounts may be higbmparing to objectively
needed. For this reason, many public organizagoasnarked as inefficient, so the
need to change this point of view on public orgatians is justified. For this
purpose, great importance is given to budgetarytrabior to rational spending
control compared to public organization’s financiplan (budget). This is
particularly pronounced in situations when cerfaiiblic organizations, which are
financed by the state, have difficulty to obtaigher fund volume in comparison to
the previous year. This problem causes a policytightening the belt” and
increasingly emphasizes changes in the way of ithgnkf their management as
well as of their “key sponsor” — the state.

Recently, professional circles have expressedeéhdeincy to reform the
traditional approach to the budgeting process iblipisector organizations or its
shift to results or performance based budgetings{@02003, 11). Such budgeting
systems require a more developed performance nexasuot system which
includes, next to the input (spending) measurescoote measures, quality of
services measures, effectiveness and efficiencysunes. Their proper application
is very important as a support in the process @hig planned - budgeted goals
or control of budget execution, because it is aguesite for adequate resource
allocation in the future. Without adequate set efffrmance measures (criteria),
the responsible persons in public organizationsatiacate resources according to
their personal attitude or feeling, personal arobgior as a sort of response to the
political pressure.

In the public sector, information about budgetaoalg achievement are
especially important for making decisions aboutgpending (investment) amount
in the public sector as a whole and its particyarts. Governments may be
particularly interested in evaluating realised stmeent effects in certain
particularly important segments of the public sect8imilar information may be
required by other institutions and individuals whiprovide funds for the other
sorts of non-profit organizations, as their legdim right is to know how
economically their money is spent. All above memid confirms the relevance of
adequate implementation of reforms in the publatee
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Public Sector Management Reform in the Function of
Creating Rational Public Resource Allocation System

The functioning of the public sector has significémplications for the
private sector efficiency, citizens' living standlaand the performance of the
economy as a whole. By creating an institutionalimnment for private sector
transacting, the public sector affects the leverafisaction costs in the economy.
The state is the largest employer in the econohgy,consumer of tax revenues
(Thornhill 2006), and provision of public goods asdrvicesis regarded as a
crucial task of the public sector. Among the masportant categories of public
goods, the literature has identified: environmdmalth, education, security and
governance (UNIDO 2008). The level and qualityhef aforementioned categories
of public goods in one country have large repeiouss on: economic
development, in terms of strengthening the capaditiie economy, stability of the
economic growth and its environmental sustainabitite citizens' quality of life,
and thus indirectly the labour quality; the pobilistability, peace and prosperity at
the national and global level. Therefore, the @ficy problem of public goods
provision and distribution is recognized as onéhefcentral elements ttie public
sector’s reform.

For these reasons, the public sector is constamipsed to pressures to
increase rationality in the public spending, enleaiie efficiency of public goods
provision and improve the quality of public serdac@Nebb 2010). Efforts to
modernize and reform the public sector are prefenhe entire two decades, in
the form of a unique platform for managing the frkctor, the so-called “New
Public Management” (Hood 1998). Although this isvade range of different
measures, all of them are based on aspiratiomgrimdiice the principles of market
economy into the public sector, and to improvedfiigiency and effectiveness of
public administration, mainly through the applicatiof management tools, applied
successfully in the private sector. Measures takeraise the efficiency of the
public sector are based on (Hagen, Sitter 2006):

« Division of public organizations into the functidnaits and separation of
functions of policy making, supervision and prowisiof public services;

* Introducing competition in public sector organieas, in the aim of
achieving efficient outcomes and offering wider ickdo the citizens;

» Emphasizing the motivating mechanisms of public leyges.

As it is constantly emphasized that the objectivéhe reform is to reduce
the public sector’s inefficiency, to minimize thadget deficit, to stop the misuse
of public funds, to improve the quality of publi@rgices and increase user
satisfaction, it is clear that the modern statese fa huge challenge, whose
importance is increasingly described by the terniethationalization of public
sector management" (Ohemeng 2010). This includgsraling the concept of
reform from developed to developing countries arahdition economies. This
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way, the public sector’'s reform is becoming a globeonomic phenomenon,
aimed at achieving a higher degree of accountaliiimanaging public resources.

The initial problems in defining the necessary nef® are related primarily
to the centrally regulated system of public seryoavision. Since the preferences
of individual users of public services in one coyrdiffer in terms of intensity of
need for a specific product or service (educatloeglth care, social programs),
ignoring the heterogeneity of demand for public dgpds now untenable. It is
necessary to transform the mechanism of public ggwdduction into the system
that would be adjusted to customer requirements.tl@n other hand, public
employees have no special incentive to increaseqtiadity of public services,
since users of these goods - services are notdegjao be "customers”, compared
to profit organizations which are dependant on #Haisfaction of the their
products’ users. Also, public employees are notivatgd to reduce the production
costs, given the presence of “soft budget congtaifKornai et al. 2003). One
public organization in excess of its own budgetst@nts, or with chronic losses
can always count on support from state authoritidsy will intervene and use
financial subsidies to "save" the organizationg 8pend more than they should.
This affects the managers of public organizationsignore basic economic
principles.

In this regard, the reforms should serve as thdsbfms introducing
elements of choice, incentives and competition th® public sector. The public
sector’s reform should take the following threeedtions (Brown, Waterhouse
2003): “transition from hierarchical to economicskd structures, from regulatory
to economic-based processes and from legally dasecbnomic-based values”. In
other words, the public sector's reform is focused translating the centrally
administered system to public systems that areedrivy the desire to achieve
better performance in public service delivery (BgslGhatak 2003). The main
attributes of such management system are: the aocwf roles and objectives;
responsible management; incentives to improve pedoce; systems of
performance planning and management-control sysimed at the targeted,
socially reasonable performance; accountability amahsparency; adequate
capacity of employees and a new value system caooipatith the goals of the
organization. Initiatives to reform public sectoamagement especially emphasize
the necessity of creating flexible, decentralizedd aspecialized public
organizations, whose performance will be easienaoage.

The new concept of public sector management emptmghe role of
competent managers in public sector organizationgroviding high quality
services valued by citizens, while insisting on tmiigation of control by
government agencies. The performance-orientedrayisteolves the measurement
and analysis of performance in public institutioasd individuals within it, and
rewards according to realized performance.
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Principal-Agent Problem in Public Sector Performan@ Management

An important aspect of the public sector’s reformliides the introduction
of performance management system, aimed at megsuaimd improving
performance of public institutions, strengthenirge taccountability of public
servants and elected representatives (Kettl 20@&)ever, not all countries have
with equal success achieved this transformatiopublic sector management. The
introduction of performance measurement systema &l for assessing public
sector efficiency under conditions of ongoing referis hampered by various
factors.

In modern democratic states, making decisions kbécove interest, which
include the decision about producing adequate diemntof public goods, is
governed by political means. Citizens, as benefeta of public goods and
services, choose a number of their representativgsvernment, who then on their
behalf directly participate in the work of statedi®s in making decisions on public
policies and laws. The government formed this wapds between consumers and
producers of public goods, so it is clear that fgwis can occur firstly between
consumers and their elected representatives (gowert), and also between
government and producers of public goods. Namelgryeorganization is in fact a
network of principal - agent relationships. Accability structure defines the
rules, i.e. the chain of command and control, af a®& formal authorities that
manage each individual member of this structurehi network of interdependent
relationships, problems of information asymmetrgd amonitoring activities occur,
so that the key issues to be addressed in desigimngrganizational structure are
in fact - to motivate the agents to act in accocdawith the objectives of the
organization and to coordinate the activities ahetous participants.

In the standard principal - agent model, there i/ @ne principal, to
whom all the agents are responsible for perforniagy activities. For example, in
private organizations, all the agents are, in fimstance, responsible to their
owners, in terms of profit that the organizatiohiages. However, organizations in
the public sector are different from this at Ifastthe following three reasons: the
presence of multiple principals, the obligatioratthieve many different goals and
difficulties in measuring the performance of thgaization.

The first of these specific features of the pulskctor means that public
employees are accountable for their activities users of public goods and
services, those that pay for goods and serviceHeret government
representatives, professional organizations (Pmppé@ison 2003). By its very
nature, public goods produce direct external eff@cproduction and consumption,
so that the society as a whole can also be comsidere of the principals.

The multiple principals problem creates the probtErmultiple tasks for
employees in the public sector, i.e. the fact thatlic employees should achieve
different goals. They are often expected to achhegh efficiency, but also equity
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in public goods provision. The conclusion is thas idifficult to create an adequate
structure of incentives when employees have moadsgtf the employees' salaries
are tied to performance of those functions whosellef achievement can be
measured easily, they will focus their efforts dmatt side, neglecting those
activities which, although important, are not sfieally measurable, which may
result in a loss of efficiency.

Thus, we come to the third specific problem in public sector, which
refers to the difficulty in measuring its perforncan As the services provided by
the public sector are complex and multidimensiortale goals of public
organizations are somewhat imprecise. Furtherndre to the problem of multiple
principals and objectives, the goals of public argations can be contradictory,
and thus aggravate the possibility of assessimgdyr complex performance of the
public sector, i.e. make them difficult to measure.

For these reasons, introducing performance managesystem requires
recognition of the specificity of public organizats and adjustment of
management tools to specific conditions. Althougiblig organizations are not
established with the aim of making profit, so thefjp is not considered to be their
performance, public sector organizations realizeiokinds of performance, both
financial and non-financial. A higher level of pemihance means a higher degree
of fulfilling the purpose of establishing and fuiotting of these organizations.
Therefore, the management structure of public sextganizations should manage
the performance systematically and properly. Thdopmance management of
public organizations is not significantly differendm performance management in
private organizations, and includes the followimgges:

» Planning the performance - defining their targeels,

* Measuring performance of public sector organizatignstitutions), and of
individuals at different levels and functions,

* Analysis of performance - identifying deviationsorir the objective
and reporting on performance and continuous ingmrant actions.

The specificity of measuring performance in publi@rganizations

The fact is that measuring performance of publgaaizations iglifferent
than in the commercial organizations in the privatector. Namely, the
measurement in public organizations is much monmpticated because it is
associated with numerous methodological problenexpfessing certain variables,
as well as with specificities of public organizat®functioning.

Generally considering, the specific character dbliguorganizations has
led to the situation where it is not possible te nseasures which calculation is
based on profit (earnings), such as return on invest and a set of other financial
indicators that are derived and based on accountingept of earnings (e.g. EPS —
earnings per share). That is why it has been poimgt that in most public
organizations such performance measures are ndt (dsghony, Govindarajan
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2007, 628). In addition, many of public organizatidhave such goals, that success
in their achieving can hardly be monitored by quanve and financial measures.
Within those organizations a serious control prnoblis an absence of unique,
relatively satisfactory quantitative and aggregagormance indicator, such as the
return on investment in profit-oriented organizatio

The specificity of performance measurement androbnb profit and
public (non-profit) organizations is reflected iifferent interpretation of realized
net financial result in the income statement. lofiprorganizations larger net
financial result — profit (earnings), generally meagreater business success. In
public (or non-profit) organizations, net financiabult should usually be relatively
small, or slightly above zero, since great netltesan indicate to funders that such
organizations failed to provide certain level oeded services or goods that were
required and primarily took care of its earningenests. On the other hand, if a
non-profit organization shows high loss (defidttjid not justify the confidence of
funder (state), which can lead to reduction of tigectives and programs.
Although financial performances are not a domirgmdl of public organization,
their monitoring and measurement is necessary.

In addition, success of public organizations, immie of effectiveness and
efficiency, cannot be accessed according to theuatnof surplus. Local health
institutions (health centres and hospitals) camesas an obvious example for that.
Increased surplus (profit) of such an organizatam reflect increased spread
between income and expenditure, or growth of efficiy as performance indicator,
but does not mean that effectiveness of operatiasseen realized and improved.
On the contrary, it is even possible that suchthezlre organization is ineffective,
in terms of failure to meet certain goals, suchfas,example, the extension of
waiting list of the surgery, specialist examinatiam, in turn, the deterioration of
other indicators of the level of patient care. Hfere, the success assessment of
such an organization must be made in the contextefwider picture based on
various financial and non-financial measures.

Measuring the efficiency in profit-oriented compasiand their units
(profit and investment centres) assumes relatingaa®utputs with inputs. For
these companies this is not a problem, compargulilttic organizations, where it
can be a problem since outputs often don't havekebaralue or are generally
difficult for measuring. Apart from that, many piglorganizations provide
services that are very difficult to calculate ageraosts for.

In fact, measuring performance of public organ@aiis quite complex
because assessing their overall operating succesione in the context of
achieving the mission of those organizations anddefined strategic (non-
financial) objectives. Additionally, the performananeasurement problem in
public organizations, like in profit organizationgmposes the necessity of
analysing the benefits of alternative investmentsaliernative directions in
performing core activities (Merchant, Van der St2@e3, 639).
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Measuring Performance in Public Sector Organizatios

Measuring performance in public sector organizatibears specificities
which mainly come from the purpose of their existerand limitations (political,
social, legal) in their functioning, since organi@aas should primarily achieve
results that arise from their mission and that @oé measured exclusively by
financial criteria or quantified by some traditibrfinancial indicators (Brujin
2007). Thus, relevant non-financial performanceicaibrs are of much bigger
importance within these organizations. One of #esons for that is the fact that
public organization’s product or service is, in nogses, intangible and difficult to
measure. Therefore, these organizations need chesive system of adequately
selected and balanced non-financial and finan@diopmance measures, which is
usually different from the measurement system ahmercial, profit-oriented
organizations in the private sector. So, the sysiEperformance measurement in
public organizations should be designed considddangkey dimensions:

* Alignment of objectives and resources for theircaplishment,

» Alignment of resources volume and their spending,

* Balance in satisfying the interests or needs ofsgme and future
generations of users,

e Sustainability of public sector organizations (pded if three previous
requirements are fulfilled).

System of measuring performance of public sectgamizations should
include different quantitative and qualitative m&as, as well as financial or non-
financial indicators, which are selected accordmgype, sort and need of public
organizations. Considering the differences in tleas of activity and specificities
of public organizations (that determine the measerg process and system), the
following groups of performance measures can betifiled (Krstic, Sekule 2007,
482):

* Input measures,

» Outcome measures,

» Service quality measures,
* Measures of effectiveness,
* Measures of efficiency.

Input measures represent a set of indicators thantdy objectively
needed and actually used resources in public argaoins. Those measures can be
expressed in physical, i.e. natural measure unitsber of teachers, number of
hospital beds, number of classrooms etc.) or imeagde and universal manner in
financial expression — monetary.

Outcome measures (results or output measures)sae o express the
results of the public sector organization actigitia the form of provided goods
(services) or specifically determined results oftaie programs (for example,
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number of training programs, number of seminarsnber of patients examined,
number of investigated criminal cases, etc.). Hselt can be also measured by the
so-called measures which are designed accorditigeteffects of particular service
providing process in certain period (e.g. from tlunber of investigated criminal
cases comes out the number of solved criminal casesber of court processed or
arrested persons etc.). In the field of academicaiibn it can be a number of
graduates, a number of graduates with excellendegoint average, etc. For
example, in some local government bodies, numbsered citizens in the sense of
issuing certain documents can be taken. In hospita effects of provided services
are measured by the number of realised hospitas, daymber of completed
specialist examinations, the number of implantedioa support devices etc.

Apart from measures that indicate quantity (volumiservices provided,
it is essential to measure their quality. For tidason, a particularly important
group of performance measures within public orgativns — measures of quality
services are pointed out. Services’ quality caimie@sured from different aspects
such as: reliability, time, i.e. speed, accuragygusity, continuity etc. Often,
measures of service quality are based on operptingedure standards which are
established for the process of service providimgcdses where it is difficult to
express the output (service) in a more certain wegvided service quality cannot
be measured directly Because of that, the evaluation of service quait
measured by user satisfaction. These measuresisihsaon are methodologically
conceptualised and implemented differently (quesiire, satisfaction index
based on personal attitudes of users using diffefi@mensions of service quality,
number of user complaints etc.).

Measure of effectiveness is used to quantify ttgreein realisation of a
goal which is measured as ratio (quotient) of dcaffect (result) and planned
effect (result). In addition to this approach, meas of effectiveness are often
used for evaluating the success of particular progrfor a certain public
organization or organization specifically estal#gdtand operated for a continuous
realisation of that type of program. For examplegpam for juvenile delinquency
can be evaluated based on the measure of effeeisenhich is calculated as a
percentage of the total number of young people vegularly attend school or a
percentage of juveniles (of all registered offesjievho are rehabilitated and are
not reperpetrators of criminal activity. Such sfieally designed measure may be
included in the previous group of measures — measaf effectiveness, which
public organization ought to provide through itstigalar program.

Measures of efficiency are used for controlling thegree of resources
(inputs) utilisation by quantifying the relationphbetween actual outputs (effects,
results) and inputs (resources). Therefore, theieficy of public organizations is

! This is the case, for example, when measuringyttaity of services provided by primary schools
where it is difficult, almost imposible, to measugeality trought the generation of students in
improving the skils of writing, reading, mathemaktimowledge, etc.
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higher if they achieve larger outcome (value, quyuaf public good/services) per
unit of input (budget expenditure). The efficienof a public organization is
typically measured by productivity, but also by eomical resource spending
(Flynn 2007, 130). Productivity of public organipat is measured by the volume
of provided public services as an output per urditr@source (usually per
employee). In public organizations, economy or eoaisal spending of resources
means appropriate use of resources. So, it is deedmeasure cost efficiency by
comparing actual and planned (approved) expensgéghars the degree of plan
execution is measured. In addition, economy of ipulriganization is calculated as
the ratio of provided services quantity (volumel arosts of their provision. The
intention is to provide the necessary volume ofvises (often standardized
quality) with the lowest cost (expenses). Thesaa@xpenses per service (i.e. per
user) should be at the level of objectively necgssstandard or the so-called
allowable (approved) expenses.

Practical Aspects of Managing Performance in Publi©rganizations
on the Example of SMG

The specificities of public organizations amseélecting a performance
measurement system for strategic and operationatratoare illustrated by the
example of “Seoul City Government” (“Seoul Metropamh Government” - SMG),
and two of its departmentsDépartment of Economy and Industrghd the
“Department for Environmental ProtectionSMG has initiated the concept of
performance management and creating systematiorperhce measurement and
planning across all levels of Korean state admiati®in. The performance
measurement system consists of two parts: ManagemeDbjectives - MBO and
Performance based Budgeting (Kim, Kang 2002).

The purpose of introducingfanagement by objectivest rate the level
of contribution of individual departments to the G\joals. Planning and Budget
Office”, a separate institution within the SMG, which dihg controls the mayor,
is the key institution for performance monitoring al departments within the
SMG. In order to develop "MBO systems Seout&' Officehas collaborated with
experts from the Seoul Institute for Developmenth defining the primary
objectives of SMG. Based on these objectives, ttenagers of individual
departments define secondary goals. This way, {stes only monitors the
performance of the responsible persons at the tiepat level.

2 Considering the specific non-profit and public erigations, their variety of activities, one can
ascertain that the design of performance measuefficiency and effectiveness is a lot more difficu
because it presupposes certain problems. Firsli,ahis is a problem of output measurability, and
also a problem of specificities in inputs. So, widesigning specific measures of efficiency it nest
taken into account which variables (categories) @ue in quantitative relation in order to gain
economicly understandable, i.e. meaningful measure.
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The primary objectives are related to the implemmigon of the reform of
all departments as well as improving core actigjtighile the secondary objectives
relate to the execution of operative activitieseTerification of goals is done
using several criteriathe goals adequacy, cost-benefit analysis, apprafal
supervisors and subordinates, compliance with ttevipusly defined goals and
timing of goals definingThe contribution to achieving the objectives M& is
identified by monitoring performance of managers individual departments,
based on a composite index of Manager Performa@a( Management Score* -
GMS) at the department level (Table 1). The levieachievement of individual
goals, as evidenced by a formula, is determinethbyegree of achievement of
objectivesweightandratio manager contributions to the organizatiorjesitives

GMS =} (degree of objectives achievement « wetghtio)

The degree of objectives achievement is subjeabjective verification
with the aim of goal assessment and examiningethe! lof their achievement. The
weight represents the relative significance of teéermined goals. In order to
evaluate the level of achievement of objectivebe following five indices are
calculatedthe index of output (based on the indicatorsefmoads construction),
the index of efficiency as the ratio of inputs aoudputs (such as the percentage of
cost reduction per kilometer), the index of theliyaf public services (such as
meeting drinking water quality standards), the xaé social change generated by
public services and index of public services uséisfction.

Table 1. The lllustration of the composite index GN&

Individual goals . Manager
Goals L(_evel of Change Total Weght | Ratio performance
achievement

Primary A 90 +5 95 1,2 30% 95x1,2x0,3=34,2
goals B 80 80 1,1 10% 80x1,1x0,1=8,8
Secondary C 90 90 1,0 30% 90x1,0x0,3=21
goals D 80 80 1,0 20% 80x1,0x0,2=16

E 70 -2 68 1,0 10% 68x1,0x0,1=6,8
Composite 100% 92,8
index

Source:Kim, Kang 2002

"The Department of Economy and Industryhias defined active
encouraging of developing new industries in Seadl effective policies to reduce
unemployment as its primary objectives. Secondhjgabives are to attract foreign
investment, institutional and financial support $mall and medium sized
enterprises, protection of the interests and rigifitsonsumers, stable supply of
energy, encouraging organic production of agricaltuand marine products,
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promote the construction of the wholesale tradeeceor agricultural and seafood
products in the southwest area of Seoul and hamaton of relations between
employees and management. The level of objectivelsieeement of this
department is determined by the degree of achienenfeobjectives, weight and
ratio, where the degree of objectives achievenwpsiablished for each objective
within globally defined objectives and their sum snibbe equal to one. So, for
example, the overall objective of effective pol&cigainst unemployment involves
performing public works, supporting employment peogs and training and
reducing unemployment rate, with the respectiveesbf0.4, 0.4 and 0.2.

“Government Performance and Result Act — GPRpfovides the
integration of performance measurement and budgetiocess by introducing the
obligation of approving the budget for the nextrykased on actual performance
of the previous year.Performance based Budgeting Systenhsive the dual
objective: efficiency of budget execution and rawible financial management.
The basic elements oPérformance based Budgetingte individual departments’
mission and strategic goals, preparation of busipiss, design and management of
budget and performance assessment within the SM&:don the mission of each
department, offices and bureaus define strategjectizes, priorities and target
performance, as well as strategies for achieviogdlgoals. The next step consists of
preparing business plans for achieving objectivad defining indicators for
evaluating the achieved level of goal realizatBased on business plans, the plan of
necessary funds for the realization of goals is enatbllowed by the
implementation of specific projects, for targetfpanance to be achieved. Finally,
the last step is the assessment of performancehanigvel of achievement of the
defined goals, determining the deviations and giyiroposals for corrective action.

Figure 1 presents a close link of the mission, tstia goals, the
corresponding key success factors and key strafggiects necessary for the
successful realization of the objectives of tHeepartmentof Environmental
Protection”. In accordance with the formulated and developedtegy, this
department determines the appropriate system dbrnpesnce measures that will
assist in monitoring the success in realizatioohafsen strategy.

Starting with a clearly definethission based on the following aims: to
preserve a clean environment, to create a city wigh-distributed economic
resources, to provide greenery and parks and peeslee ecological system, the
“Department of Environmental Protectiosét as atrategic goalthe preservation
of clean environmentKey success factor®r achieving this goal includehe
construction of Millennium Parlandbetter air quality In close connection with
the first key success factor are the following tsg& projects: the adaptation of
land, opening ecological park and green space elodation of population, and
with another increase in the number of ecologiégl buses, reduction of gas
emissions, reduction of ozone and reduction of.dust
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Figure 1. Performance Plan for Department of Environmental Protection

Mission
e Maintain a clean environment
e  Create a city with well-distributed economic res@src
*  Provide greenery and parks and preserve the ecalagistem

Strategic goals Key success factors Strategic projects

Adaptation of land

Construction o

Millennium Park 1 Opening ecological park and
green space

Relocation of population

Opening the World
Cup in ecology

Increase in the number of
ecological city buses

Reduction of gas emissions

Better air quality Reduction of ozone

Reduction of dust

Source:Kim, Kang, 2002

SMG is investing substantial resources and timeorider to develope
performance measures system in accordance withrndesd objectives and
chosen strategies. Integral elements of the pedonoe measuremant system are
determined depending on the key success factorsn&meduced strategic projects.
Accordingly, the Department of Environmental Protectiorthosethe degree of
land adaptation, the number of newly built parksd gmopulation size irthe
targeted locationas the measures of appropriate monitoring otdrestruction of
Millennium Park andthe number of city buses using natural gas and the
percentage of reduction of the presence of undelgrparticles as the measures
of air quality.
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Conclusion

As a special segment of the comprehensive refoomshich the public
sector organizations have been subjected to fdatteéwo decades, measuring and
managing public sector performance is increasingdyrded as a basic mechanism
for improving efficiency and effectiveness of puablisector organizations.
Considering that one of the essential roles of ipudgctor is provision of public
goods and services, which has broad repercussiotieedunctioning of economic,
political and social aspects of society, the peobbf efficiency of public services
provision is especially important. In this senseblfc organizations are pressured
to introduce the market principles, competition amdnagement systems and
principles that are features of profit organizasiom the private sector. The
introduction of planning and performance measurénteat are based on the
results of public sector organizations is an esglestep in the transformation of
hierarchically structured and legally regulated ljubrganizations, to systems that
are driven by the aim for achieving better econopgdormance and the rational
use of budget funds.

The main problem in creating a system of perforream@anagement in
public organizations is the very character of thesgmnizations, in the sense that
they are essentially non-profit, and that theirlg@ae set taking into account the
wider social interests. Also, it is difficult to @emine the optimal level of resource
spending and force the organization to the ecoranuise of budgetary resources,
given the frequently applied solution of "providisgelter” by the state, in terms of
"soft budget constraints". The paper points out Key specificities in the
functioning of public organizations, in terms ofoptems of collective decision-
making in the political process, the presence ofltipla principals and therefore
more goals, often mutually opposed, and finallye throblem of measuring
performance that results from the preceding f&ads these reasons, it is concluded
that the introduction of performance managementesysin the public sector
requires recognition of its specific characterstirganizations and application of
management tools that will respond to their spedilbjectives, functioning and
funding sources.

In this sense, the paper suggests a possible doatdmmework of the
performance measurement system in public sect@nargtions, which includes
both quantitative and qualitative, i.e. financiadanon-financial measures adapted
to the type, nature and need of the public orgdieiza management. The
specificity of various public sector organizatiortbeir purpose and function,
determines the different systems of performancesaorea in them. The proposed
conceptual framework should serve the public oiins management as the
initial framework for selecting performance measutleat will adequately serve
their control and management needs.
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ODREDENI ASPEKTI MERENJA PERFORMANSI
U ORGANIZACIJAMA JAVNOG SEKTORA

Rezime: Proces unaptienja efikasnosti javnog sektora po svojoj prirai j
vrlo slozen, zahtevani dugotrajan. To undprge zahteva stvaranje
moguwnosti za racionalizaciju drzavne potrosnje, smgajebudzetskog
deficitai javnog duga, uspostavljanje odrzivih igdnih funkcija drzave
(kroz reformu penzionog, zdravstvenog i sistemajaloe zastite), podizanje
efikasnosti javnih preduze kroz privatizaciju, kvalitetniji menadZment,
produktivnije korigenje resursa i njihovu depolitizaciju. Zbog togameezi
organizacija (institucija) u javnhom sektoru potmebafektivani efikasan
sistem za upravljanje performansama. Takav sisersamo Sto treba da
adekvatno pratii meri performanse i vrSi adekvatealokaciju resursa,
ve¢ i da identifikuje kljgne faktore koji su prepreka paamju efikasnosti
organizacija u javhom sektoru, takoi da usmeratidaojanje njihovih
negativnih efekata po drustveni standard i kvaligenih usluga. Cilj ovog
rada je da istraZi neke kiine aspekte vezane za upravljanje performansama
u organizacijama javnog sektora, posebno za prokiatitetnijeg merenja i
pratenja efekata njihovog funkcionisanja.

Klju €éne refi: javni sektor, reforma, menadzment javnog sektopeawvdjanje
performansama, organizacije javnog sektora.
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THE ROLE OF TRADE IN THE IMPROVMENT
OF SERBIAN FOREIGN EXCHANGE
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Abstract: In recent years, the retail trade has been expeiren major
changes and shifts from a passive intermediaryaking an active role in
relations between producers and consumers. Alotig tive wholesale trade,
which is revitalizing its intermediary role, retdilas been taking a growing
part in the foreign trade of countries, includingre. Consumer goods are
sold through retail sale to end users, while agftietal and primary products
are sold through wholesale, as evidenced by theentistatistics. The aim of
this paper is to determine their place in the tramfeour country through
modern trends in retail trade and wholesale, priityar through
internationalization, foreign direct investment the trade sector and the
growing importance of trademarks. In accordancehvtite set objective, the
research will be divided into four parts. The firglart shall apply
mathematical and statistical methods to examindi8artrade with foreign
countries. The second part analyzes the featurestail trade in our country
and their importance for foreign trade. The subjettthe third part is the
wholesale and flows that characterize it. In thstlpart, an attempt is made
to project the exposed retail and wholesale flowsough the prism of
improvement and prospects of further developmerforgign trade in our
country.

Keywords: trade, internationalization, foreign direct invesnt, trademark,
visible transactions
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Trade is the primary market institution and a clentinrough which
various products are placed in the market. Viewetkttims of type and quantity of
products, there is a difference between the whigeaad retail trade. Thus,
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consumer goods are sold through the retail, whiteaigricultural products and raw
materials are placed through the wholesale trauehé past, trade used to be
considered a classic intermediary between produm@isconsumers, while now it
takes an active role, establishing strong cooperatlationships with both sides.
In addition, in recent decades the trade sectoruhdergone significant changes
expressed in creating added value for consumenssghra wide range of products
and services. Proceeding from this, it is logicaéxpect the active participation of
retailers and wholesalers in the scope and stricvisible transactions of any, as
well as our country. However, despite the growiolg of trade as an intermediary
in the foreign trade of a country, theorists anacptioners often disregard the role
of this sector. It is the aim of this paper tot"#f shadow" from the trade as an
intermediary of consumer and other goods, in theexa of Serbian foreign trade,
especially because of the importance of this issugeating future foreign-trade
policy. Focusing on the role of trade in visiblartsactions is intended to provide a
better basis for assessing the impact of marketdilzation on the trade sector. In
this context, first the trends and characterisbicthe retail trade will be analyzed,
based on internationalization, which acquired asrf of expression by the arrival
of well-known international retail chains and famei direct investment, and
particularly by the growing importance of tradensrlgiven the tendency of
increasing its participation in the structure of thssortment of many companies.
Special place in the work shall be occupied by @alyesis of the wholesale trade,
bearing in mind that its revitalization as internaed is necessary. The importance
of retail and wholesale trade will be observed tigiothe prism of Serbian foreign
trade. The ultimate goal is to chart the futureeclions and prospects of
development of foreign trade of Serbia, as an atdicof national competitiveness.

1. An Analysis of the Level of Serbian Foreign Trade

In order to comprehend the role of trade in Serbfareign-trade
transactions more completely, we shall start with analysis of its level, based on
actual statistical data. First of all, we will pbiout the balance of visible
transactions (Table 1), exports and imports in seiwh development level of
countries (Table 2) and in terms of affiliationd@rtain sectors (Tables 3 and 4).

Table 1: Balance of foreign trade

Year Valuein mill. US$ Net trade balance
Export Import Export minus Export, % of
import, mill. US$ import
2006. 6428 13172 -6743 48,7
2007. 8825 18554 -9728 47,5
2008. 10973 22875 -11901 47,9
20009. 8344 16056 -7710 51,9

Source:Statistical Yearbook of the Republic of Serbia 20289
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We can see that in the period from 2006 to 200@radtof increasing both
exports and imports was registered, but that diffee was negative, resulting in a
deficit in foreign-trade balance. In 2009, thereswa decrease in imports and
exports, but there is a deficit in foreign trade.

Table 2: Exportsand imports of commaodities, relative to development level of countries

Export, in mill. US$

Import, in mill. US$

2006. | 2007. | 2008. | 2009. | 2006. 2007. 2008. 2009.
Total 6428 | 8825| 10973 8344 | 13172 | 18554 22875 | 16056
: nd._ 3509 | 4620 5504 | 3968 6928 10146 11939 | 9102
countries
-EU 3361 | 4452 5304| 3797 6293 9207 10811 81
-EFTA 61 72 115 92 172 267 270 263
- Others 87 96 85 79 463 672 858 645
Developing
countries | 2919 | 4205 5469| 4376 6245 8408 10936 | 6954

Source:Statistical Yearbook of the Republic of Serbia 20290

Table 2 shows that Serbia from 2006 until 2008dased its export and
import of goods from industrial and developing cii@s. Certain reduction of
exports to other industrial countries (excluding Bhdd EFTA) was recorded in
2008, as compared to 2007. 2009 records the reduofi the import and export
activities to these countries.

Table 3: Export of commodities by sectors, in millions of US dollars

’ : . Machinery

v Fooq Drinks Raw Mineral | Animal and Chemical | Processed and
ear Total andlive | and fuelsand vegetable Other
animals fobacco matters lubricants fats products | products transport
products

2006. 6428 1065 114 278 225 31 650 241§ 711 9B6
2007. 8825 1355 176 409 231 98 915 3085 1244 1292
2008. 10973 1484 250 457 373 149 1111 360y 1902 1640
2009. 8344 1509 249 291 390 122 661 2182 1477 1836

Source:Statistical Yearbook of the Republic of Serbia @0297

It can be noticed that, in view of the observed omdity sectors, the
period from 2006 to 2008 showed an increase in mgpfsom our country.
Decrease in exports was recorded in 2009.
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Table 4: Import of commodities by sectors, in millions of US dollars

Drink . . Machinery
Fooq sand Raw Mineral - \Animal and Chemical | Processed and
Year Total and live fuelsand vegetable Other
h tobac | matters . products | products transport
animals lubricants fats
co products
2006. 13172 650 160 627 2595 40 1867 2743 3377 1113
2007. 18554 841 159 679 3195 43 2605 4049 5341 1641
2008. 22875 1107 179 896 4671 61 3164 4544 6228 2024
2009. 16056 751 117 461 2383 45 2036 2644 3239 1#15

Source:Statistical Yearbook of the Republic of Serbia @98

It is noticeable that, in view of the observed camdity sectors, the period
from 2006 to 2008 showed an increase in importth wslight decrease related to
the imports of drinks and tobacco in 2007 comp&oetie year of 2006. Reduction
of imports was recorded in 2009.

2. The Implications of Retail Trade Development in the World and in Serbia

In the nineties of the last century, the proceggmbenf fundamental retail
trade restructuring in the EU countries. The restning is expected to be
continued in the future, with implications for Epean countries and the primary
influence on the entire European market. The rétaile restructuring includes not
only changes in horizontal relationships amongilestg but also new forms of
relationships with suppliers, as well as expangbractivities beyond national
markets, which is ultimately reflected in changessirategies, relationships and
business operations. Thus, retailing takes an eatole in relations between
producers and consumers, it becomes an integral gbathe supply chain by
coordinating all its activities, from productionransport and logistics, to
distribution and finance. For many consumer gooelsiling is a leading entity in
the supply chain, which also affects the changimgds in international trade,
which will be discussed later.

In an attempt to systematize the basic changeseimdtail trade sector, a
famous scholar in the field of trade, commercialnegement and marketing,
Dowson, pointed to four basic changes in this se@awson 2001, 68)

1. Faster growth of large corporations in relatiorhi® sector as a whole. - In
recent years, major European retail chains haverded a high growth
rate, through entering new markets, diversifyirggitt supply "packages”
and increasing sales volumes. Positive examplehinrespect are the
companiesKEA, Carrefour, H & M, Schwarzetc.

2. Strategic approach to managerial decision makir®frategic approach to
decision making has consistently been recognizetthénsector of trade.
While there is a visible difference in strategi¢ise general business
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strategy is still widely present with its opera@éination through
functional marketing strategies, assortment, premant, branding, human
resources, finances and so on. A broader stratggicoach is reflected in
the mission, market positioning and formalized apph to relationships in
the sales channels.

Increased complexity of the organizational struetuiWith the new role of
retail trade and increased size of companies, thanational structure
becomes more complex. This is particularly evidemtthe area of
international  activities of companies, thus reaquri different
organizational structures in different countriesoirder to meet various
demands of consumers.

Higher degree of coordination in the value chaiin recent years, with
changes in retail trade, the nature of the valwéncts changing as well.
The emphasis is on coordination and establishnferdaperation between
trade and its suppliers. The aim is to reduce astisgive consumers more
value.

Previously exposed changes in the retail trade osettave their

implications, which are reflected in the followin@awson 2001, 70-71)

1.

Increase in market concentration. - The emphasiplased on large
commercial companies, which are practically beaddrshe process of
concentration in trade. Thus, numerous empiriaadies have shown that
in the 15 largest EU countries first five tradirgmpanies which sell food
lines control 53% of the entire retail market. (HoW006, 188-210)
Finland had the highest degree of concentraticioad retail trade (93%).
Sweden followed with 78%, while the lowest levelcohcentration was in
Italy, making 12%.

Reducing the number of smaller firms. - It is aedirconsequence of the
market concentration and the growing role of largding companies.
Changing the balance of power between retailerssapgliers. - Trading
companies in developed market economies becomagtnes of economic
growth because of the evident migration of capitaipwledge and
information from the sphere of production into tkphere of trade.
Therefore, the opinion that "retailer is the kinghd that a real trade
revolution is underway can often be seen in tleedtture. (Lovreta 2005, 8)
Increase in the international activities of retedlde. - Given that national
markets have a high degree of saturation, largenancial firms decide to
seek sources of generating revenue in foreign nmrke this way,
internationalization becomes the business pattefnlaoge trading
companies.

Increasing the volume of sales under the trademamkl/ith decreased
purchasing power of consumers, as a result of libleafjeconomic crisis,
trade companies introduce products with trademarkihieir assortment,
with the increased sales volume of these products.
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As they grow and develop, many trading companiesnaore and more
forced to compete in foreign markets, which prowigdem with new opportunities
and possibilities for generating revenues and asirgy competitive advantage.
Therefore, the presence of trading companies arnational markets is risky and
challenging, but it can potentially contribute sfgrantly to their growth and
development. On the other hand, suppliers are diveropportunity to export to
new markets, which is important for the definitiohinternational trade flows, so
this issue will be considered separately. In addjtthe subject of special analysis
in this section will be the question of tradematdking into consideration the
products to which it applies and their participatio export-import operations.

Internationalization, as a strategy of growth amdeopment of trading
companies, reached its peak at the turn of theuge(awson, Larke, Mukoyama
2006, 2). Powerful and integrated trading compahiege the necessary financial
resources, information and human resources to ssfitdly manage their
businesses. They have met the demand of natiomietssand achieved maximum
benefits from mass production. Owing to informattechnologies, they are well
informed about their foreign customers whose belraand expectations are more
and more similar to those in the domestic markhis &llows them to homogenize
a group of consumers, which is one of the conditifmm faster internationalization
of trade Cuzovi, Sokolov-Mladenow, 109-121).

With regard to internationalization, the practi@stshown that this strategy
is largely immanent to big trading companies. Tikisindoubtedly proved by the
results of recent research on the turnover voluhthelargest trading companies.
The analyses included the following: (www.delo@tten/consumerbusiness) 1) in the
list of 250 (Top 250) largest trading companiegréhare the companies that have
internationalized their operations; 2) trade congmmvhich had business dealings
with more than 10 countries in the period 2004-2@@®rded average annual growth
rates that were by 2% higher as compared to thag@d)operated in only one or
two countries; 3) in 2009, the profit margin folode companies that operated in
several countries was 3,5%, while it was 2,3% Her trading companies that made
business in one or two countries.

With the liberalization of the Serbian market af2€00, an opportunity
was created for faster entry of foreign trade camgm that is, for the
internationalization of their activities. On thehet hand, it has exerted influence
on domestic trade and domestic trade companiesgchwirvere encouraged to
change and modernize their business models, asaseib satisfy the needs of
consumers more fully. From the aspect of intermatidrade flows, the supply of
domestic suppliers was instigated and their sharexports to countries where
international trade companies have their headousantas stimulated.

! Thus, many companies saw Serbia as an opportfaritiurther growth and development through
the internationalization of business. Currently, folowing foreign trade companies (from the
segment of foodstuff sales) are operating in thdiSe market: a) IDEA d.o.o. (from the Croatian
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The importance of the arrival of these companiesishbe reflected in the
intensification of trade flows between the courstrighere these companies have
their headquarters and our country. Such expeowtare due to the common
practice of leading retail chains, which are prityaiocused on a limited number
of local suppliers in the process of internatiaretion of their activities, but
eventually intensify cooperation and purchase prtedumainly from a greater
number of local suppliers, encouraging them in ¢y to export to new markets,
especially those in which the incoming company rimtéonalizes its business
dealings. One of such examples is the U.S. retailncwWal-Mart which, having
entered the Mexican market, developed cooperatitim lacal suppliers of soaps
and detergents to the extent that the Mexican gmgplbecame significant
exporters to the U.S. market. (Javorcik, Kellerbdyt 2006, 25) Another positive
example is related to the British retail chascowhich, upon entering the market
of Thailand, stimulated the expansion of exportsnirThailand to Great Britain.
This confirmed the hypothesis that internationaldé chains stimulate exports
from the host country to the countries from whibbege companies come, but also
to the countries where they expanded their business

The assumption is that this practice also existsha Serbian market,
where several foreign retail chains are runningrimss. We will try to illustrate it
through the example of the compagtro. Namely, it is the third company from
the Top 250 list that operates in our market. Thieentered our market by means
of the strategies of foreign direct investmentptiyzh investing huge amounts of
funds and hiring a significant number of workerenfr our labor market. The
company is known for its long-term relationshipghasuppliers and customers,
with such practices being fostered in our countsyweell. Below we give an
example of the Companietro Cash & Carry with a focus on developing
relationships with local suppliers and encouragih@ir inclusion into the
international market.

Metro Cash & Carryis the world leader in the wholesale with 600
wholesale stores located in 28 countries worldwhMetro Cash & Carryoperates
within the fourth retailer in the world (by turnaveolume), Germametro Group
which realized a turnover of 60 billion euros ir0BOMetro Groupconsists of five
trading members who independently operate in theketa the wholesale
METRO/MAKRO Cash & Carrywhich is the biggest member of t@eoup, Real
Hypermarkets- retail food chainsMedia Markt and Saturn - European market
leaders specialized in the retail of media and rogthectrical devices anGaleria
Kaufhof- modern department stores (www.metrogroup.de).

Metro Cash & Carrystarted with its operations in Serbia seven yagos
Currently, the company manages five distributiontees in Belgrade, Novi Sad,

market), b) INTEREX (from the French market), c) MERFOR (from the Slovenian market), d)
METRO Cash & Carry (from the German market), ) VEROROB (from the Greek market), i f)
TUS (from the Slovenian market).
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Kragujevac, Ni§ and SuboticMetro Cash & Carrycooperates with more than
1,000 suppliers and manufacturers in Serbia, andatitilities offer over 25,000
different products. Up to 80% of the foodstuff rangonsists of products of
domestic manufacturers. Since the start of its aijmers in Serbia, the Company
Metro Cash & Carryhas been conforming to the highest internatioteahdards
and applying the strictest quality control measufdse procedure of receiving
goods and quality of goods and services are equall theMetro Cash & Carry
stores, all over the world.

When it comes to relationships with local supplighe CompanyMetro
offers its most successful producers in the Serbiarket opportunities for
placement of their products in the markets of ottmemtries where it operates. The
company's modest contribution to encouraging ddmestppliers to approach
foreign markets can also be illustrated througtistia data that indicate a tendency
of increasing the participation of Germany (thertopof Metro headquarters) in the
export policy of Serbia. This tendency can be se¢ne Table 5.

Table 5: Participation of Germany in the exports of the Republic of Serbia

Value of total Value of exports The percentage
Y ear exportsin mill. to Germany share of Germany in
USs$ in mill. US$ total exports
2006. 6428 637 9,9
2007. 8825 937 10,6
2008. 10973 1142 10,4
2009. 8344 871 10,4

Source:Statistical Yearbook of the Republic of Serbia @91

In the above table we can observe a slight tendeficycreasing the
participation of Germany in the export policy ofr&ia, with the expectation that
this trend will continue in the coming period, witlgher intensity.

Contribution of theMetro Company to encouraging exports of our country
may also be seen in its participation in the Ptoj&upport to Enterprise
Competitiveness and Export Promotion" (SECEP) (wsiepa.gov.rs; Progressive
Magazine 2010, 8). The aim of this project is teistssuppliers of international
companies that are present in the market of Sedspecially to small and
medium-size enterprises. This help is reflectedevaluating the efficiency of
current business activities and advising on chatigggsshould be implemented in
these enterprises to enable competitiveness af phedlucts in the markets of EU
countries. Specifically, through this projedetro has the intention to allow its
suppliers to improve their manufacturing processes overall business operations
and comply with the requirements of foreign markets
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Based on the said, we can see the impact of intenadization and foreign
direct investment into our commercial sector onftbes of international trade, or
on the stimulation of exports to the markets whamming market chains are
operating. The internationalization of trade issely related to the increased
volume of sales under the trademark, developedbyforeign and domestic retalil
chains. On the other hand, for the purposes ofaoatysis, the question arises of
the effect of this trend on our country's tradingwioreign countries.

In an attempt to answer this question, we willtstam the research of the
well-known consulting firm ACNielsen which studied the development of
trademarks on the sample of 36 countries and cantbet conclusion that the
increased sales under the trademark reduces impaofrtsfood products
(www2.acnielsen.com/site/index/html).

In the context of analyzing the trademark, it igportant to note that in
circumstances where commercial enterprises arentingomore powerful in the
market, branded products, that is, trademarks r@ated by the trade. Trademark
(private label, own label, dealer brand, store yaepresents a distinctive sign or
name designed by a certain trading company, a tiaatés more profitable for the
trading company, leading to customer loyalty.

There are many reasons why a trading company deoidets own brand
of products: (www.acnielsen.com)

e increase in sales volume (for example, in the @& Canada sales of
products with the trademark makes 20% of the &akds volume),

* price reduction, increased coefficient of the twero of stocks and
increased profits,

* recognizability among consumers (in the U.S. foaragle, 80% of
products with trademark are recognized by consumers

* increased share of branded products in the oyenafit of the company,

e protection from aggressive competition,

» increased reputation of the company,

» increased bargaining power in relation to producers

e consumers' loyalty to the brands that directlyeefi on the loyalty of
consumers to the trading company, etc.

Contemporary theory and practice indicate thatihense competition in
the domestic and international market stimulataditig companies to include their
own trademark or brand in the structure of themgeaof products. This business
orientation involves the creation of a brand, whi¢tas the following
characteristics: (Alexander, Doherty 2009, 310)

e itis different from the competition,

» itreflects the image of good quality at a low pric
* it exists independently from the company,

» it provides significant value for consumers.
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Every creation of a successful brand by a tradioghgany implies
respecting the principle of differentiating the gweats from the competition. In this
regard, companies that are characterized by otientéo brands have to regard
their entire organization as an entity that is &smion creating a brand. This may
be illustrated by the observation of Bridson andis/(2004, 403) who regard the
brand orientation, in the context of trade, as dtidimensional synthesis which
includes organizational values, beliefs, behaviansl practices. Consequently,
creation of a brand requires capacities such aergity, functionality, quality,
added value and symbolic value for consumers.

Trademarks tend to increase their market shareuntdes across Europe.
Thus, in Germany, France, Belgium, Austria and Sphie market share of
trademarks was 40% in 2009, while with us, thisasheas 20%. Specifically, the
retail chains in the Serbian market develop tradkséor different categories of
food and non-food products. Good practices of stoaed development have been
elaborated by domestic retail chaibelta Maxi Familija, DIS, as well as by
foreign retail chains, such &#erex Mercator, Idea Metro (Market 2009, 34).

From the viewpoint of trade between Serbia andidorecountries, a
particularly important aspect is the trademark twaent by the international
retail chains because of their focusing on domeptimducers. Following the
practices of developed market economies, this shoahtribute to reducing the
import of products made under a trademark, in paldr food categories, bearing
in mind that these products are most often solceutite trademark, which is also
witnessed by business policies of known foreigairehains in our country.

To test the hypothesis about the impact of tradkroarreducing imports
of food products, we will use the official statestj which can be seen from Table 6.

Table 6: Thetrend of imports of major food products

Year Food import in mill. Im_port of vggeta_ble and
Uss animal fatsin mill. US$

2006. 650 40

2007. 841 43

2008. 1107 61

20009. 751 45

Source:Statistical Yearbook of the Republic of Serbia@0298

Based on the above Table, we can see that in tiedfeom 2006 to 2008
there was an increase in imports of major food pctx] which is contrary to the
established practice in developed market econorfodlewing the trend of
trademark development. Practically, it tells uswbitve low level of trademark
development and the need to work more intensivelythis segment in the next
period. It is encouraging that 2009 recorded thelimke of imports of major
agricultural products.

442



The Role of Tradein the I mprovment of Serbian Foreign Exchange

3. The Implications of Wholesale Trade Development
intheWorld and in Serbia

Wholesale trade represents an important item irdisteibution system of
a country. The key role of wholesale pertains tooanmercial and/or logistic
mediation in the trade of goods from supply to dedhain the segment of
distribution flow related to the wholesale trads.rble is particularly manifested in
the creation of added value by providing serviégsughlan, Anderson, Stern, El-
Ansary 2006, 484).

In the second half of the last century, there wasibstantial restructuring
of the wholesale sector in the distribution syst#frdeveloped market economies,
which, on the other hand, opens the question difipation of the existence of
wholesale and its distinction from retail trade. &ddition, due to a rapid
development of the retail sector, in many caseswhelesale is avoided as an
intermediary in the distribution system. All thiashopened a theoretical discussion
of (un)justification for the existence of wholesalgbserved through the terms
disintermediation versus reintermediation (Rosemtlo2007, 327-339). Thus,
disintermediation points to the elimination of wesdle as an intermediary in the
distribution channel, while reintermediation emphes the reformulation and re-
engineering roles of wholesale in the distributirannel. Which situation will
take precedence depends on the efficiency andtieffeess of performing the
wholesale functions. In the event that wholesaleotprovide the superior level
of services at lower cost than other members of dmannel, there is
disintermediation, otherwise reintermediation appedbut with the use of
innovative and flexible business operations.

Contemporary theory and practice emphasize the epbncof
reintermediation, because of two key advantagegholesale dealers, compared to
the other members of the channel (Rosenbloom ZEBW);

1. economies of scale - as they purchase large gesntif goods from
producers, wholesale dealers are able to redued &igsts per unit;

2. strategy of focus and specialization - due to piong specialized services
and focusing on the distribution system and suppBin, wholesalers are
able to find innovative ways to create added vdlughe distribution
system;

3. the use of strategic supply - it is to provide oustrs with the efficiency of
the buying process, resulting from the followingtiaties: a) the
concentration of purchasing to a smaller number podducers; b)
maximizing the reduction, through standardizatioh groducts and
purchase of brands; c) achievement of the lowasepin all locations; d)
automation of the procurement process and reductién human
intervention.
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The thesis of reintermediation is supported bydbtmecept of "new trade",
developed by the renowned scholar Dawson. In dodetake the role of wholesale
in the distribution system more completely compretitde, Dawson pointed out
the key features of the new trade: (Dawson 200}, 73

1. Traditional role of producers, retailers and whaless are beginning to
overlap, with the coordination of their functions;

2. Non-price factors of competition vary more widelgp that trust,
reciprocity, loyalty, and the like become importdat the operation of
distribution channels. Socially responsible relagitips become as
important as market relations;

3. Horizontal and vertical networks and alliances laeeoming the basis of
organizational structure;

4. Companies are increasingly operating within muitipdistribution
channels;

5. The convergence of information and communicatiahielogies becomes
important for the functioning of the whole distritmn channel,

6. Economy of scale takes the primary place;

7. International activities are becoming the standdiousiness operations.

In the context of the previously defined new ecopowholesale trade has
experienced its transformation to assume the réleoordinator of the entire
supply chain. It performs its functions of mediatidout also of added value
creation, alongside with the reengineering of thére distribution system. Its
legitimate presence (reintermediation) is the tesdl greater efficiency and
effectiveness compared to other members of thalzlision system.

For the purposes of our analysis, the questionesrizs to how the
wholesale sector participates in the flows of tréddween Serbia and foreign
countries and what is its contribution. Startingnfr the common practice that
wholesale trade sells agricultural products and maaterials, its participation in
foreign trade of our country is reflected in expactivities. Namely, the point here
is the founding of export trading companies in terkets that have been accessed
by our producers. Export trading companies, selivitplesale goods, represent
independent entities in export markets, and thexye aonsiderable share in the
practices of the U.S. and other developed econolflesg, York 2001, 327).
These export agents control the flows of distrimuithannel, implement marketing
strategies, conduct market research and entercoritvacts for the sale of certain
product categories. Key performances of theserradrates are the following: 1)
they undertake the sale of products made in theehooantry and render various
services; 2) they are familiar with foreign markatsl export procedures.

If we look at statistics that illustrates the expafragricultural and primary
products in recent years (Table 7) we registerightstendency of growth. This
allows space for more active engagement of the dooneholesale trade sector in
the export activities of our country, but with getior marketing performance.
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Table 7: Export flows of agricultural and primary products

Year Foodgrain Sugar and Rolled products
products sugar cane

2006. 75.328 155.589 685.724

2007. 91.102 152.045 831.404

2008. 111.176 152.731 1.104.446

20009. 100.145 149.679 389.800

Source:Statistical Yearbook of the Republic of Serbia 2(8@1-303

The table shows that the export of major agricaltand primary products
recorded a slight increase in the period from 2008008, with a certain reduction
of the 2009. Since the wholesale is a sector thronbich marketing of these
products is performed, it is expected to be morensively involved in trade flows
in the future.

4. Prospectsfor Further Development of the Serbian Trade Sector
with a View of Improving Foreign Trade

Based on previous comments, it may be noted thattthde sector
(wholesale and retail) represents a marketing adflaohproducts in the foreign
trade process. Relying on the practice of markeeldped countries where many
commercial companies are involved and the expgobiinpolicy of the country,
the role of trade sector in our foreign trade it {@® reach its peak. Such
expectations are the outcome of a certain degreackwardness of our trade with
respect to the trade in developed economies, asesged by the research results
presented in the studtrategy and Policy of Trade Development of Sarb2008
(2008, 45).

Bearing in mind the deficit in foreign trade of czowuntry, as well as the
observations presented in previous parts of thieipave will make an attempt to
trace the strategic directions of further developmef trade sector aimed at
improving the foreign trade of Serbia. They shaelitect in the following:

1. Intensifying the internationalization of trade thgh the arrival of trading
companies coming from different countries. - Thevat of foreign retail
chains brings about the intensification of compmtit the employment of
various means of competitive struggle and eventadliction in retail
prices, of which the ultimate effect belongs to suimers for whom the
price represents the essential instrument of psecla the conditions of
crisis. Viewed from a macroeconomic perspectivegitm trade companies
need to develop a network of primarily local suprdi As modern theory
and progressive practice show, these companiegallitmaintain
cooperation with local suppliers at the level ofassical buy-sell
relationships. In later stages, with the increasedidence among business

445



Sreten Cuzovié, Svetlana Sokolov-M ladenovié

4.

partners and with the compliance of standards bgllsuppliers, foreign
trade companies encourage them to export thesaigtotb the markets
where they come from, as well as to the marketsrevhibey have
internationalized their business. Such businesstipeawas implemented
in our country by the companyetro, with the announcement that the
companiegnterexandMercator will follow. Given that trading companies
from neighboring countries are operating in our keaexceptMetro), it
will be necessary in the future to intensify theival of foreign trading
companies from other developed countries, whichulsh@ontribute to
improving the export policy of Serbia through thmepiementation of a
local network of suppliers (Strategija za péaeje izvoza Republike Srbije
2008-2011).

Intensification of the arrival of international tiag companies through the
strategy of foreign direct investments that prodousétiple effects on the
economy of our country. - Foreign direct investmenthe trade sector is
important for our economy and society as a wholer&fore, a substantial
project should follow, designed by the state in direction of arrival of
foreign retail chains through FDI;

Further development of trademark. - Trademark isobeng a business
pattern of trading companies, but since its devekt is at a lower level
compared to developed market economies, its inttomu will have to be
intensified in the next period. In the processs fhilicy should be followed
by both domestic and foreign retail chains, whidiowd ultimately
contribute to reducing imports of food productsjalhare most often sold
under the trademark;

Well designed marketing approach of trading congmnmvhile appearing
in target foreign markets, that is, overcoming titzglitional foreign-trade
operations, which should contribute to the improgatrof trade (Table 8).

Table 8: Dimensions of classical foreign trade and inter national marketing

Classical approach to

Dimensions . International marketing
foreign trade
Exponents States Enterprises
Term Short term Long term
Logic Sell existing products abroad Satisfy the foreign market

requirements

Competitiveness

Price based

Price and non-price based

Marketing target

Maximization of trade

Stable marketing position

I nfor mation sour ces

Foreign trade statistics

Secondary and primary
(all sources)

I nvestigation of
environment

Neglected

Included and necessary

Market research

Seldom and incomplete

Continuous and comprehen

sive
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Classical approach to

Dimensions X I nter national marketing
foreign trade
Market choice Without systematic selection Selection baged on
comprehensive research
Planning Current, inertness Comprehensive, projection
Alternatives Neglected Present and valued
Mainly for the domestic Recognizing the demands of 4l
Product development market potential markets
. Cost-oriented and supported | Target-oriented based on all
Prices .
by local prices factors
Sales channels Independent and beyond Part of the marl_<et|ng system
control and constantly in contact
. Rare, mostly personal selling| Continual and professional in
Promotion . s
and intermediaries all forms
N Activities organized from the | Activities organized where the
Organization .
home country effect is greater

Source:Rakita 2002, 19

Realization of the above activities is just onensegt of the overall set of
measures that should be undertaken by our govetntoards the improvement
of foreign trade. Domestic trade sector, usingdpgortunities and overcoming all
the threats it is encountering, can representrfgignt link in the entire chain of
improving our country's export policy. This sholdd an important task for future
economic policy makers, as well as for the managkeiisding companies.

Conclusion

Trade is one of the most vital and most sensitaeas of any, as well as
our economy. The vitality and sensitivity of thade sector is particularly visible
in the process of economic transformation and maegniowards European
integrations, as is the case of our country. Thinouty this entire process, a lot of
sensitive and important questions have been ramgease resolution is of strategic
importance for the inclusion of Serbia in EU integwns, as well as for the
creation and maintenance of national competitiveaathge. One of them is the
foreign trade deficit with which our country hassheaced for several years. This
paper is an attempt to highlight the contributidnttee domestic trade sector in
reducing this deficit through its participation &timulating exports and export
policies. For this reason, the analysis was seglgrahade for the retail and
wholesale trade sectors. Bearing in mind the dant changes that have marked
the retail trade, the emphasis is placed on thernationalization of trade,
especially the arrival of foreign trading companieough the strategy of foreign
direct investment, which develop a network of lom#bpliers by encouraging them
to export to the countries where the aforementioceahpanies are present. In
addition, the trademark was also pointed out, beeaxi the common practice in
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developed market economies to reduce in this wayntiport of food products. As

for the wholesale trade sector, there is revitdtipaand reengineering of its

functions in the entire distribution system, whishdetermined in literature as

reintermediation. Viewed from a macroeconomic aspes necessary to intensify

its presence in the export policy of our countrythe last section of the paper, an
attempt was made to trace the directions for furtleeelopment of the trade sector
towards the improvement of foreign trade. This idycone of the elements for

creating future policy of Serbian foreign trade elepment, in which the trade

sector occupies an important place.
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THE ROLE OF TRADE IN THE IMPROVMENT
OF SERBIAN FOREIGN EXCHANGE

Rezime: Poslednjih godina trgovina na malo dozivljava kregpromene i od
pasivhog posrednika preuzima aktivnhu ulogu u odnasiizmeu
proizvodaga i potroSga. Zajedno sa trgovinom na veliko, koja revitalezuj
svoju ulogu intermedijatora, trgovina na malo imast€éu ulogu u
spoljnotrgovinskoj robnoj razmeni jedne zemlje,i p@Se. PotroSna dobra se
plasiraju kroz trgovinu na malo krajnjim potré8aa, dok se poljoprivredni
proizvodi i reprodukcioni materijali plasiraju da trgovinu na veliko, o
¢emu svedde i aktuelni statistki podaci. Cilj ovog rada je da kroz
savremene tokove trgovine na malo i veliko, pre gavekroz
internacionalizaciju, strane direktne investicijergovinski sektor i rasti
znaaj trgovinske marke, sagleda njihovo mesto u robragmeni naSe
zemlje. U skladu sa postavljenim ciljem, istraZjeaie biti podeljeno @etiri
dela. Prvi de@e kroz, matematko-statisttke metode, izvrSiti pregled robne
razmene Srbije sa inostranstvom. U drugom deluesai® se obelezja
trgovine na malo u nasoj zemlji, i njihov Za@ za spoljnotrgovinsku robnu
razmenu. Tré& deo za svoj predmet ima trgovinu na veliko i te&dkoji je
karakteriSu. U poslednjem delu radénice se pokuSaj da se izloZeni tokovi
u trgovini na malo i veliko projektuju kroz priznunapréenja i perspektiva
daljeg razvoja spoljnotrgovinske robne razmene riasl

Kljuéne redi: trgovina, internacionalizacija, strane direktneveisticije,
trgovinska marka, robna razmena
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Abstract: Foreign investments attract special attention okign legal and

physical persons - potential investors, but alsatha countries benefiting
from foreign capital. Faced with the problems obreeomic reforms, the
former socialist countries turn to foreign capital an attempt to overcome
the encountered difficulties, Serbia being amorenthForeign investments
are of strategic importance for the Serbian econobscause they are an
incentive for industrial development, as well as dohieving technological

independence and attaining higher competitivenéssuo production in the

international market. So, foreign investments bexomn important

determinant in achieving the economic growth andetment of our

country.
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Introduction

Thanks largely to the chosen privatization meth@adse of businesses by
auctions and tenders) Serbia is undergoing transitiith the growing inflow of
foreign direct investments. The inflow of investrtserinto Serbia has been
significantly increasing since 2005, greatly bodstey the big international
companies coming to Serbia, such as Telenor, Mai)dPhilip Morris, and other
foreign legal and physical persons who invested tiesources in Serbia. Surely,
the world economic crisis that has affected th@emiorld since its onset in 2008,
had a significant impact on the inflow of foreigimedt and portfolio investments
into Serbia which was at its peak in the period®20®008. At the end of the first
decade of the 21thentury the inflow of foreign direct investmentsD{Fin the
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Serbian economy is dissatisfactory, which is ndy anreflection of the economic
crisis, but also an outcome of a long-lasting inlstapolitical situation in our

region, incomplete institutional and legal refordarge-scale unemployment, low
levels of accumulation, shadow economy and comupti

Bearing in mind that foreign direct investmentsdndésecome an important
determinant of the economic growth and developroé&terbia, this paper intends
to take into consideration the tendencies, formd affects of foreign direct
investments into Serbia and to make an overviewtheir role in achieving
economic growth and development in the forthcontiegade.

1. Tendencies in the Inflow of Foreign Direct Invesnents into Serbia

Until 1970s the Serbian economic literature waskexdiby an attitude that
foreign investments are actually the most soplistit form of capitalist
imperialism that narrows the space for the devebamnof the domestic industry
(Vojinovi¢ 1972, 47).

It was only in the last decade of the previous usnthat a belief prevailed
that foreign investments actually play an importaihé in the technology transfer
and achievement of economic development.

Foreign investments are important for the Serbizanemy because they
bring forth an array of incentives for industriabvélopment, as well as for
achieving technological independence and accesbidnternational market, i.e.
contributing to the increase of international cofiiweness of the Serbian
industry. The factors serving as development iricestare:

» transfer of new technologies,

« inflow of the capital that does not affect the gase of the country’s debts,

e stimulation of innovations at the level of localfggvernments;

e networking of domestic and foreign companies,

« professional education of labor through trainingirses and specialized
seminars,

e an access to the international goods and capitkanha

* widening of the scope of industrial goods export,

e production costs decrease,

e growth of domestic industry productivity,

» strengthening of domestic producers’ competitivenete.

Aside from the positive effects of foreign investtse on the Serbian
economy, the foreign companies are also benefitmmgp a number of advantages
given to them in order to invest in Serbia. Theb&ar market is convenient for the
placement of consumer goods, hence, the compariesare the first to invest are
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likely to get a more favorable market position. Tdiker factors that make Serbia
attractive to foreign investors are: availability ratural resources, cheap labor,
preferential treatment for exports to EU, Russi@tFTA, EFTA and some
Mediterranean markets, etc.

Beginning with the end of the previous centuryyehigas been a noticeable
increase of activities aimed at attracting foreigvestments to Serbia. Particular
significance is attached to the activities aimeattoact transnational corporations
(TNC) willing to set up international productiontwerks in order to exploit the
advantages of new markets and production factdre. Basic forms of setting up
international production networks are mergers anduisitions. They enable
dislocation of production capacities via affiliat@s foreign countries. Such
processes have been enabled in Serbia thanksvatipation and liberalization of
investments, with regional integratiores special triggers of foreign investment as
they facilitate setting up of regional producticetworks.

In order to attract foreign investments into Serlgjaite a few measures
have been taken, such as:

« harmonization of the legislation with EU practices,

* carrying out privatization and structural econochenges,

» establishing relations with the Paris and Londaglof creditors,

e attempts to establish microeconomic stability tigtoumeasures such as
inflation suppression, stabilization of the exchangte of the Serbian
dinar, increase of foreign currency reserves aadikie,

e participation in regional integrations within CEFTa&nd signing of the
Feasibility study,

e revision of the regulations underlying the areafafeign investment,
introducing VAT Law allowing for internationalizath of legislation
concerning conclusion of contracts and solving pbsslisputes,

< limitations and discriminatory business practicesvjpusly applied by
transnational companies (TNC) were banned on tlses lmd standardized
legislation in line with the standards of the Woildade Organization
(WTO),

e requirements concerning the behavior of foreignreas and limitations of
domestic companies in their cooperation with fandigisinesses have lost
their mandatory character,

« limits concerning foreign stake remained in plaoé dor legal owners in
the sectors of strategic significance for the maticeconomy and defense
or in the case of privatization of a part of coytgtimonopoly.

! Regional integrations are: EU, NAFTA, MERCOSUR, APEGEAN and others. A particular
significance in Serbia is attached to the signihiloltilateral CEFTA Agreement in 2006.
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However, statistical data reveal that our econoemgained on the margin
of foreign capital interest, even though the aboweasures were taken so as to
provide for a more favorable milieu for FDI. In tperiod from the year 2000 to
February 2010, the total FDI inflow into Serbia amted to 15.1 billion USD. The
following graph shows the expected net FDI inflomtoi Serbia for the period
2000-2010 in millions of USD:

Graph 1: Net FDI inflow into Serbia, 2000-2010 (imillions of USD)
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Source:Serbian National Bank, statistics of the natiaa@lounts

A comparison of FDI inflows into the Western Balkaountries in the
period 1970-2008, leads to a conclusion that Seibiaot the most attractive
destination for the placement of foreign capitalshown in Table no. 1 with the data
on the total FDI inflow into the countries of thegion for the mentioned period:

Table 1: Total FDI inflow into Western Balkan countries in the period 1970-2008
(in millions of USD)

Country TOta(Inlqr;lf.loL\Jng)FDl Total per capita (USD) (Slr(l,(rjllo(i:gil)
Albania 11.349.9 3.783.3 1.7
Bosnia and 32.217,1 8.260. 3.7
Herzegovina
Croatia 160.6232 35.641.4 16.1
Montenegro 3.2344 5.390.7 2.4
Serbia 16.387 4 2.214.9 1
Macedonia 20.494|9 10.247.4 4.6

The above table reveals that the total FDI inflowoiSerbia in the period
1970-2008 amounted to 16.5 billion USD which is @neount ten times lesser than
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the amount invested into Croatia or two times thss the inflow into Bosnia and
Herzegovina.

Such dissatisfactory FDI inflow into the Serbianr@amy is a consequence of:

* long-standing political instability in the region,

* macroeconomic disbalance in the sphere of employrfetors (high
unemployment, high interest rates on business Jdawslevel of domestic
accumulation, etc.)

» unfinished institutional reforms (justice systenforen, high level of
shadow economy, pronounced corruption, etc.).

In order to become more attractive for foreign stees, Serbia must put an
effort to simplify its legislation, reform the just system, implement certain
measures for the consolidation of the financialkegrmobilize domestic financial
resources and eliminate shadow economy and casrupti

In the last three decades, the largest FDI thateceomSerbia originated
from: Austria (2,982.3 million USD), Greece (1,7B65million USD, Norway
(1,556.0 million USD), Germany (1,537.0 million UgMolland (1,332.2 million
USD) and Italy (998.8 million USD).

Table no. 2 presents the twenty largest investdrs $erbiain the period
2001/20009:

Table 2: Twenty largest investors into Serbia in tk period 2001-2009

Amount of
Company COUF“TV of Line of business| . Type of investment
origin investment (in mil. of EUR)
Telenor Norway TelecommunicatiofRrivatization 1.60p
Gazprom Neft Russia Energetics Privatizatign 947
Fiat Group Italy Car industry Joint venturg 100
Philip Morris USA Tobacco industry | Privatizatior] g30
Mobilkom Austria Telecommunication&reenfield 57
Ali InBc\ Belgium Food industry Acquisition 530
Banca Intesa Italy Banking Acquisition 508
Acquisition
Salford Investment Furi@reat Britain | Food industry and 500
Privatization
Slada Germany Pharmaceutical inficquisition 475

2 Due to the lack of official data on the heightimfestment per company, the data presented above
were acquired on the basis of a research carriedyo8IEPA, and include both realized and planned
investments. Although SIEPA tries to provide foe thigh level of data accuracy, the Agency does
not accept responsibility for possible errors conitey the data. Source: SIEPA
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Amount of
Company CO“F“FV of Line of business| . Type of investment
origin investment (in mil. of EUR)
National Bank of Greeq&reece Banking Privatization 4p5
Acquisition
Eurobank HFG Greece Banking and 400
Greenfield
Mercator Slovenia Retail trade Greenfield 300
Credit Agricole France Banking Acquisition 264
Fondiaria SAI Italy Insurance Privatization 420
U. S. Steel USA Metal industry Privatizationf 220
Lukoil Russia Energetics Privatizatior 410
Pepsi Co. USA Food industry Acquisition 410
Alrica Israel
Corporation i Tidhar  |lzrael Real estate Greenfield 400
Group
Blok 67 Associates Austr_|a and Real estate Greenfield 180
Serbia
Holcim Switzerland Construction ind. | Privatizatiop 017

Source:Gagovt, N. 2010, 71

2. Basic and Special Forms of Foreign Investment i8erbia

Foreign investors can invest their capital into doenestic economy in two
basic ways: by setting up a company or making apiattion of stake or shares of
an existing company. In both cases the foreignstoreacts alone or with other
foreign or domestic investors. The basic formsaoéign investment are regulated
by the founding or investment contract concludedbviiting, i.e. by the founding
decision also in writing. The law does not makergtsdistinction between direct
and portfolio investments, as the tefoneign investmentapplies to both of them
(,acquires a stake or shares of the basic capaadl ,any other property right by
means of which the foreign investor accomplishes Wisiness interests®). In
regulating the field of application (,activities thithe aim of profit gaining“) and
basic forms of foreign investment, the legislat@dhin mind foreign direct
investments, i.e. capital investment on a propmyetmsis, without excluding the
investments on contractual-legal basis. The foré@ignestor acquires the property
right over a company that he has set up in our ttpumhether he has done it
individually (and is, hence, the owner of his owompany on the basis of
investment) or together with other investors (joweinture). Both cases involve
corporate capital investment.

The Law on Foreign Investments also sets forth farons of foreign
capital investment into the domestic economy, ascigp modes of foreign
investment inflow. The first way is to grant a pérfconcession) to the foreign
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investor to exploit a natural resource and goodgeneral use or to conduct a
business of general concern, in compliance withldie The second special form
of foreign investment is to grant the foreign ineesa permission to build, operate
and transfer (B.O.T.) specific facilities, instélteas or plants, as well as
infrastructure and communication facilities. Speéams of foreign investment
are regulated by the Law on Concessions, as wédkass such as financing of the
projects based on the B.O.T. system that is reezedrs a mode of concession in
the mentioned law.

Just as it is the case with B.O.T.-based investythet Law on Foreign
Investments recognizes concession investment astiactl form of investment.
The issue of concession investment is regulated Iby specialisi.e. by the Law
on Concessions. According to the Law on Concessiomscession is the right to
exploit a natural resource and goods in generalous® conduct a business of
general concern, granted by the competent govermagancy (the Grantor) to a
domestic or foreign person (the Concessionairepfepecified period of time, on
the terms set by this Law and against payment ofrecession fee. Investments
based on the B.O.T. system, including constructipmeconstruction, as well as
financing of a complete facility, installation olapt, its operation and transfer of
the title to it to the Republic of Serbia are urstieod as concession investment.
Both the Law of Foreign Investment as a basic lad/the Law on Concessions, as
a specific law, in the field of foreign investmenemabled the presence of foreign
investors in practically all fields of conduct.

A foreign investor can be granted permission tédywiperate or transfer a
certain facility, installation or plant, as well agrastructure and communication
facility. The relations among the participantsiimahcing the projects based on the
B.O.T. system are regulated by a contract on prajaplementation concluded
between the Government and the concessionairetorv@gasiljevic 1997, 277-
279). A foreign investor can be granted permissmhuild, operate and transfer a
B.O.T. certain facility, installation or plant, asell as infrastructure and
communication facility.

3. The Effects of FDI on the Serbian Economy

The countries in transition, including Serbia, aharacterized by a high
level of technologically obsolete capital equipme@ne of the priorities is
modernization of their technological base, whicla iield where FDI may play a
huge role. The previous period has shown that tanges in the technological
base were more intense in the countries with atgwé&dI inflow. The experience
of more progressive countries in transition showt tlvith the first signs of
recovery of industrial production (the middle 1990ke production growth rates
of more technologically advanced sectors were highan the average growth
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rate. At the same time, this caused positive chamgehe structure of industrial
production in such countries toward an increasedtigi@ation of more
technologically advanced sectors (electronic, gl@dtengineering, car industries,
fine mechanics industry) in the total industriabguction. The mentioned sectors
had previously (and simultaneously) undergone anghain the proprietary
structure, as evidenced in the fact that the aféB of big transnational
corporations have significantly increased theitipgration in the total sales in the
mentioned sectors (the percentage is differentifferdnt countries, but it is
generally around 50 % and above, except for Hungahere the percentage is
significantly higher), thus enabling operations hwitew technologies (Gagavi
2010, 69).

The introduction of new technologies is one of &ssential elements in
the process of restructuring the existing busiredsethe Republic of Serbia.
There are several positive effects that FDI carehavthe mentioned process:

1) when purchasing existing businesses, transnatiooigdorations usually
bring forth new technologies that modernize andrageg their operations.
What is perhaps even more important is that foréngestors, as a rule,
also bring forth modern managerial and organizatidmowledge in the
fields of marketing, finance and strategic plannitigit the Serbian
companies, which are in the phase of adapting ® harketing
conditions, generally lack.

2) the process of restructuring requires significagitl investments aimed
at different advancements. One of the reasons ¢hased different
dynamics of restructuring in specific countriestriansition is the lack of
financial resources as a result of poor domestianitial systems.
Differently from the domestic businesses which rhigave problems in
acquiring capital, foreign investors can get thedssl capital from foreign
banks in a much easier way and under more favoi@iditions, or can
simply invest a part of their own free resourclsstlowering the costs of
acquisition of the needed capital.

3) usually, foreign investors already have a well duted global
distribution network which provides an access taeifgn markets to the
privatized businesses, serves as a strong stinfiatuan increase of the
quality of business operations, of exports (dir@etl intercompany) and
enables attaining of economy of scale effects.

Some researches of this issue show significanttsfigf FDI on the scale
of restructuring. Introduction of new productiomds, technological upgrading,
reorganization, growth of productivity, employmengles and exports is by far
more present in the companies under foreign owigertten in the companies
under domestic ownership, and particularly statmpamies. FDI may have an
even greater effect on the process of restructwintile economies in transition,
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through their influence on the entire industriahfwhes (and not only on the
privatized companies), namely: through a boost ahmetitive pressure in the

domestic market, networking with domestic producadvancement of the human
capital in the country, ,demonstration effect”,exfs on the balance of payments
of the host country...

The inflow of FDI into certain branches can bobst tompetitive pressure
and force the existing domestic companies to sdardfe way of improving their
business operation. The effect of coming of tratisnal corporations is even
greater for the local economy if the market positid the domestic companies had
been satisfactory before TNC ever came (from thain point of view), so that
their motives for the increase of productivity anttoduction of new technologies
were kind of small. This particularly applies tcetimarkets of the countries in
transition which were marked by extremely high leasr for entrance in the
previous period. Differently from most domestic qanies, TNC can easily
eliminate the given barriers and boost the levalarhpetition in such markets.

The effect of FDI on the competitiveness in the dstit market does not
necessarily have to be positive because of theigkgthat TNCs may eliminate
domestic competitiveness due to their privilegesmitig of TNCs may cause a
decrease of sales of the domestic, Serbian conganmfdch can exert a negative
influence on the rate of utilization of their capigs and chances of using the
economy of scale effects, which results in the el®e of productivity of the
domestic companies as well as of their capacitecdmpetition fight. Also, the
presence of TNCs may affect the ability of the &rltompanies to provide for
the financial and other necessary resources duhetogrowing competition in
financial and acquisition markets. This can lead ttanger of creating monopolies
which are, from the point of view of the domestaoeomy, even less favorable
than the situation when a domestic company hasnaindmt position, because
TNCs can transfer the acquired profit, on the baiheir monopoly position, to
their motherland which leads to an outflow of dotitesesources to a foreign
country. The effect can be even worse if the TNGg @ transfer pricing
mechanism to decrease their tax base. This negaftfeet will be even more
pronounced if TNCs are protected from the competitf other foreign companies
due to the protectionist foreign trade policy af thomestic authorities (which will
be even more emphasized if the only motive for &as to avoid customs duties
and conquer the local market). The domestic authsrimay also cause negative
consequences if they give too big benefits for Biifich is a frequently used way
of attracting FDI). That can cause uneven yieldshenside of domestic capital and
thus exert a negative influence on the competitamlity of the domestic
companies, while the TNC affiliates are given andeato operate with profit and
improve their market position without any signifntdaransfer of new technologies.
Too strong competition from TNCs lowers the abibifithe domestic businesses to
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undertake new investments which has a negativaienfie on the level of
investments in the country (crowding-out effecthother thing that is essential to
bear in mind is that FDI inflow may lower the levef concentration in the

domestic market and strengthen competition in tbgirming, but still the total

(dynamic) effect can be negative if the mentiomagidents take place.

The effect of FDI inflow on the domestic economyyrmiepend on the
form of FDI at the point of entering.

Greenfield FDI, generally, increase the number ahpanies in certain
sectors and intensify competition, although oneuhdear in mind that, due to
the privileges they have against the domestic comgsa these FDI may
eliminate domestic businesses and increase comati@mntin the branch.

Aside from their positive effects (previously indted), acquisitions of
domestic businesses (through privatization) mayrtexegative effects as well.
This is most often a case if acquisition enables thvestor to acquire a
monopoly position, which kills the incentives forore intensive transfers of
technologies, know-how, etc. The example of TeleéoriR Yugoslavia, now
Republic of Serbia, is the best illustration of th®resaid. Acquisitions can,
also, bring forth some negative effects when urademn not in order to
accomplish strategic, long-term objectives, bubiider to eliminate competition
and acquire instant profits (the examples of sdvavmpanies in Hungary and
other countries, which were purchased only in ortkebe closed, support the
above assumption).

Strengthening of competition due to the coming NICE may also render
positive effects on the national competition inesasvhen a part of domestic
companies get eliminated. If inefficient domestenpanies that would not be able
to exist under normal market conditions vanish friiva market, a competitive
pressure of TNCs may liberate a part of domessources that have not been
appropriately used and allow for a better allocattbdomestic resources in future,
which can be a solid basis for more permanent enangrowth. The total effect
of FDI on the domestic economy and its potentialdoonomic growth can vary
depending on the capacities of the domestic commpaand the measures of
economic policy of the country receiving FDI. If TY enter a market where
domestic companies have technological, financial ather capacities to fight
competition, the effect of heightened competitioil Wwe positive. However, if
TNCs enter a market dominated by technologicallg &nancially weak local
companies, with opportunities for differentiatiohpsoducts and realization of the
effects of economy of scale, there is a big chahae TNC monopolies will be
created and domestic companies limited to certarket niches. This may lead to
a two-tier economic structure where big TNCs standpposition to small local
entrepreneurship, a situation that significantlwdeos resistance of the domestic
economy. However, if the economic authorities @f tountry pursue the policy of
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competition that involves liberalization of exterfilmws, efficient antimonopoly
legislation, lessening the barriers for accessimg market and if they have a
strategic approach to FDI that involves their sed¢trgeting and (temporary)
limitation of their access to some sectors, itosgible to expect that the presence
of FDI in the domestic market can yield positivefeefs on the domestic
companies. Heightened competitiveness of domestinpanies means that the
technological gap between them and TNC affiliaegetting lesser, which can
lead to a decreased demand for the TNC producshipy them toward higher
motivation for the transfer of new technologies.

According to the estimates made by most of thevagieinstitutions (WB,

IMF, EBRD), Serbia has successfully overcome tret fihase of transition reform.
The next phase involves the so-called ,institutiophase of the reform” that
includes wider privatization and upgrading of thenditions for new greenfield
investments, restructuring of companies, policibat tstimulate competition,
privatization of banks and development of the fiiahmarket. Besides, a special
objective is maintenance of political stability arstrengthening institutional
capacities, state administration and judiciary artipular, aiming at increasing
their efficiency, effectiveness, transparency aggponsibility. Serbia is expected
to continue to attract significant and increasiogrees of long-term capital for
investment into enterprises as economic and legavergence continues in the
medium to longer term (EBRD 2010, 25-32).

4. The Role of Foreign Investments in Attaining
Stable Economic Growth and Development in Serbia

In the period 2000-2010, the inflow of foreign diranvestments was
motivated by the purchase of the local monopoliesligopolies in the field of
finance, retail trade, energy commodities, cigargiroduction, cement, etc.
However, only a few of the above examples causgdramease in production by
moving their affiliates to Serbia.

Foreign investment inflow should contribute to te&engthening of
domestic investment potentials. In the period 2P0Q9, the average FDI
participation in Serbia amounted to 34.7% in th@ltcapital investments. The
same percentage applies to B&H, while in Maceddniaas 24.6%, in Croatia
22.5%, in Slovenia 10.4%, in Bulgaria 63.8%, in Roma 23.4%. Such a result in
Serbia is an outcome of a relatively low absolutepe of FDI. The current
situation in Serbia is dissatisfactory since thereasing trend of foreign direct
investments continues (the inflow dropped from &3i8ion of EUR in the first
half of 2009 to 522 million of EUR in the first laif 2010). The height of foreign
direct investments at the turn of 2010-2011 shefieshd on the sale of Telecom,
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realization of the plans for modernization of thiSidomplex, reconstruction of the
Fiat plants, coming of IKEA and the like.

The inflow structure is particularly significant daise it influences the
effect of the inflow on the trade balance and tdtalance-of-payments of any
country. In these years of crisis, in Serbia tivesis an increase of the share portion
of processing industry in the total foreign dir@otestments from 12% in 2007 to
31.8% in the first quarter of 2010. As far as gfiedsh projects are concerned, Serbia
is ranked as 44th destination in the world if tlegght of investments is taken into
account, i.e. between 75th and 110th position lieofcriteria (population, GDP,
import and export of goods and services) are alsertinto account.

If one takes all the aforesaid into account, theu$oin the forthcoming
period should be on attracting foreign direct inpemnts into the fields of
processing industry and agriculture. During thé tes years, the decrease in the
number of employees was the highest in industri@dypction; hence, it is
necessary to invest into production and, on accotititat, achieve higher export
scope. A restrictive fiscal policy (salary and pgendreeze, realistic depreciation
of the dinar against euro and the like) enabledrtgrof imports and opened an
opportunity to stimulate exports. All this shouldighten competitiveness of the
Serbian economy. Yet, whether it will happen or depends on the trend of the
dinar exchange rate, as well as on the rise oegraf food and energy products,
span of inflation... Still, it can be asserted tte stabilization of the dinar and a
mild increase of demand could be a recipe for etitrg foreign direct investments
in the forthcoming period.

~Serbian Post-Crisis Economic Growth and Developmiglodel 2011-
2020 (FREN 2011) was made by the experts of theuléa of Economics in
Belgrade and the Fund for Development of Econormieri&e within the Faculty of
Economics. It should be a base for the coming lengr strategy of development
of Serbia in the forthcoming decade based on ecamaogy investments,
modernization and restructuring aimed at creatirgjanable economy and export
increase. This model highlights three pillars o ttuture economic growth of
Serbia in the decade to come: increase in invessi{private and public), support
for economy (particularly for its part involved iexport production), and
investments into infrastructure. The state mustpettpprocessing industry and
agriculture, because they constitute the part afnemy that is capable of
providing for the national export growth, genergtisconomic development and
helping Serbia to become competitive in the regiurppe and world.

In the given model, the key issue is to shift fraconsumption-
to investment-driven growth. The authors expechiaer of the GDP investment
rate to 25% in 2015 and 28% in 2020, and a decrefabe consumption rate from
92% in 2011 to 81% in 2020. Graph no. 2 shows geption of the annual FDI
inflow into Serbia in the period 2011-2020.
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Graph 2: Projection of annual FDI inflow into Serbia in the period 2011-2020
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The post-crisis model also forecasts that expdrgmods and services as
% of GDP shall increase from 27.6% in 2009 to 6592020, while the balance-
of-payments deficit should be lowered from 7.1% GBR009 to 3.3% in 2020.
This is essential to do in order to achieve theage annual percentage growth rate
of GDP of 5.8%. Until the end of the following deea some 430,000 new
workplaces should be opened, while the employmetet should go up by 16.9%.
The model also anticipates the growth in induspralduction to the level of 6.9%
in the forthcoming ten years, but only if the inweents increase from 4.9 billion
of EUR in 2009 to 15 billion of EUR in 2020, and Fi2ach an average annual
amount of 2.3 billion of EUR per year. Also, fisaificit should decrease from
5% to 1% of GDP in the forthcoming five years, poaldonsumption should be
restructured toward public investments, uncontdoligowth of the public debt
should be suppressed, and the growth of demanddsheuslowed down (from
5.8%, demand should go up maximum 4.7% in the Bpdqeriod).

The alternative is the pro-social model, the s¢edalpopulist scenario®.
Such a model involves the annual economic growth3%f with a declining
dynamics. It would lead to inflation and weakenaidhe national currency, and as
soon as in 2013, the foreign exchange reservesdwmilsignificantly decreased.
The payment of the external debt would take awayol the attained GDP.

In order to implement the post-crisis model, itnecessary to create
favorable business milieu in Serbia in which th#oim of foreign investment
functions as a key determinant in the attainmenheffuture economic growth and
development.
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Conclusion

The inflow of foreign investment into the Serbianoeomy gains on
topicality with the approaching end of the tramsitiand privatization processes.
The inflow of foreign investments into Serbia waghe constant increase until the
onset of the world economic crisis, mostly becaigéanternational companies like
Telenor, Mobilcom, Philip Morris and other foreidgegal and physical persons
came to Serbia. The onset of the big economicscins2008 interrupted the steady
upward trend of FDI inflow into Serbia, so that tlairrent situation is
dissatisfactory (the inflow went down from 893 iaifi of EUR in the first half of
2009 to 522 million of EUR in the first half of 20l The foreign direct
investments into the processing industry stand iouparticular, and as far as
greenfield investments are concerned, Serbia kerthas 44th world destination if
the height of investment is taken as a criterionthle period 2000-2010 the total
net inflow of foreign investment into Serbia amatto 15.1 billion USD.
Compared with the inflow of foreign investment itibh@ Western Balkan countries,
the amount is ten times less than the one invest€doatia or two times less than
investments in Bosnia and Herzegovina. Such anvordhle FDI inflow into the
Serbian economy is a result of: long-lasting ingtapolitical situation in the
region, macroeconomic disbalance in the spheremgfl@ayment and unfinished
institutional reform.

In order for Serbia to become more attractive t@ifpm investors, it is
necessary to simplify its legislation, reform thustjce system, implement certain
measures for the consolidation of the financialkegrmobilize domestic financial
resources, eliminate shadow economy and corruption.

In the future, FDI should become an important deieant of the
economic growth and development in Serbia. It wdddlesirable if FDI could be
directed to the processing industry and agricultdfeat would have a positive
effect on the employment level, increase in expantd heightening of competition
potentials of the Serbian economy. In order toaattr=Dl, it is, first of all,
necessary to ensure stabilization of the natiomakacy, mild increase of demand,
and to suppress inflation. For the period 2010-2020,Serbian post-crisis
economic growth and development model“ was madeedam economizing,
investments and restructuring. The model rests loret pillars: increase in
investments, support for economy, and investmenitsinfrastructure. This means
that FDI are actually one of the key determinaritshe future stable economic
growth and development. The alternative is thegm@al model which would lead
to modest economic growth, weakening of the nationeency, a decrease of the
foreign exchange reserves and increase of thenatdebt. That is a less desirable
alernative, so in order to stabilize the Serbiannemy, it would be better to
embrace the post-crisis model and create suchiagsgsmilieu which would allow
for the best positive effects of FDI.
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STRANA ULAGANJA KAO DETERMINANTA
STABILNOG PRIVREDNOG RASTA | RAZVOJA U SRBUJI

Rezime: Strana ulaganja priig posebnu paznju i stranih pravnih i &kah
lica - potencijalnih investitora, ali i zemalja kamika stranog kapitala.
Suaiene sa problemima u toku privrednih reformi, neKajia socijalistike
zemlije okréu se stranim sredstvima u pokuSaju daduzaz nastalih
poteSkéa, a mdu njima je i Srbija. Strana ulaganja postaju cajea za
priviedu Srbije jer podstu razvoj industrije, njeno tehnolosko
osamostaljivanje i doprinose porastu konkurentnosie proizvodnje na
medunarodnom trziStu. Tako postaju Zama determinanta u ostvarivanju
privrednog rasta i razvoja naSe zemlje.

Klju é€ne redi: Strana direktna ulaganja, rast, razvoj
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What is the use of philosophy today? What is theammg of
philosophising and of philosophy itself today? Woan philosophy offer a modern
man? These are the self-imposed questions whickaa@s soon as contradictory
truth — that anti-philosophical spirit, which dorates our everyday life and is
opposed to undeniable human need for philosophyaasevers to philosophical
questions, becomes the object of our reflexion.idgkthe question about the
meaning and the reason of the existence of philpsdpday becomes a serious
philosophical problem if it is asked thoroughlyijtifs also supposed to answer the
question how significant philosophy is in the wooidknowledge, for science and
for scientific studies — especially scientific eoanc studies and, necessarily
connected to it, academic education, productionediicational staff and the
process of education of new economists.

The meaning of the question about the need obgtilhy today derives
from the essential characteristics of philosophgmf what philosophy has always
been. That is why the human need for philosophyinging from his generic
constitution, is the need for philosophical cordemthich themselves represent: the
universal cultural value, the thought of their tjrtfee view of the world, the critical
awareness, the utopian thought, the founding kreiydeand the educational science.
So, what is the use of philosophy today in thesiépdilosophical times, as a
universal cultural value, as the thought of itsetimas a view of the world, as the
critical awareness, as the founding knowledge & world of knowledge? And,
especially, what is the use of philosophy todayhia educational process, on the
pyramid of knowledge, as the educational sciencefeMpecifically — why does a
future economic expert need any philosophical custat the threshold of the world
of work? We can also formulate this question lkis:thow can a future economist
benefit from studying philosophical contents as enegal theoretic, cultural,
educational, human, propedeutic, funding, supppdimd complementary discipline?

Discussing the reasons and meaning of the existehghilosophy, its
significance for the humans and the social exigefdoday, for humanity as well
as for the world of scientific knowledge which hhg dimension of axiological
approach since its value relation with philosopisyalways the discussion about
reasons and meaning of philosophy as the “eduddtisnience”. For, what
philosophy can offer man as an intelligent, soaaltural and working being, can
be done most adequately within institutional framiesthe first place, in the
process of philosophical education. Preciselyhim ¢ase of economic education,
within the shelter of university.

Cognitive interest, which derives from man’s ned#cknowledge, is the
most essential interest of human intellect. Thatrast can be most completely
fulfilled in the educational process, on the lesklniversity teaching. University —
the micro universe, the universe of science, isgtitbering space and the meeting
point of sciences — natural, social, psychologin@thematical and philosophical;
theoretical and empirical; fundamental and applied also the universe of wide
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range of scientific knowledge, traditional and modésathered together under the
same roof is the integral scientific knowledge wha@xistential meaning takes
place in a unique process of systematic and thérayethering and transfer.

University is the place where studying, studiouprapch to science, scientific
knowledge, thorough acquisition, adoption and cestof knowledge take place.
The kind of knowledge which is not shallow, inadety false, incompetent,

wrong, full of imperfections and paradoxes, butt jtise opposite — relatively

complete, wholesome, coherent, harmonised and &mapsive. But it is also a
demand, actually the imperative of our times, at esocial-historical, especially

economic processes, whose contemporaries we ageroldnthat human (political

and economic) subject has given to himself in fognand reforming of social

objectivism puts accent on the importance of kndgée which means- the

importance of university staff, the ultimate mastef understanding and changing
of existing reality.

The choice of profession, of doing a job whosel oo attain a certain
social function, requires the awareness about #ezl io gain competence, as a
successful functional linking of knowledge. Chogsito be an economist today
means a choice, a personal decision led by theedési accomplish personal
ambition and affirmation. Education, the processgafning a wide range of
knowledge, as a threshold of the world of work, dtigprepare experts, precisely —
economic experts, for successful management ofameienaffairs. The obvious
flood of «instant» universities and the productiof experts of narrow
specializations and pragmatics and their involvenmesociety, in the management
of business, deprived of vision and ability to @éve and predict the possible
consequences of such engagement, add to the pmdaad reproduction of crisis
within the field of economics — the formation ofliey as a frame and a cause of
human discontent. If the lack of critical and smifical awareness, ability to
consider the wholeness of economic processes amgitdéom consequences of
partial and pragmatic moves, inspired by shalloighlly specialised knowledge
arrests economic development, which seems to beabe, then the “mission” to
overcome crisis and shape a better, more prospemaismore promising social
reality should be assigned to economists — inteidds, highly and broadly
educated experts, visionaries and true humanists.

Celebration of knowledge, so typical of new-erdgsophy, has not been
diminished yet. Just the opposite! Our contemptyragkplicitly and more than
ever shows and proves the power of knowledge, df agethe inability of
ignorance in managing social affairs, especiallgnecic. Knowledge is power!
Those in possession of knowledge are in possesdiggower too — economic,
political, ideological. The one who has the powdes the planet. He has the rest
of the world in his hand. The processes of globbs which have shaped the
contemporary history only highlight that fact. Umedng the phenomenon of
knowledge as power, of use and abuse of power oflatge in international
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relationships is, in fact, the uncovering of thadency to conserve the state of
things: since the basis of economic developmeapfsdied scientific knowledge, it
turns out that the wealthier and more economiaddlyeloped a state is, the more
money there is in the science development buddathabrings about even more
rapid economic growth. And so, the circle closaghe

So, it is not about some kind of knowledge, butwtscientific knowledge,
applied scientific knowledge, since that is theyvareaning and reason of the
existence of science — the practical applicatioitsofesults. The deeper humanistic
meaning of science is to realise and objectivigsekimowledge so that it becomes
useful to man, to improve his well-being. Apartrirdeing theoretical knowledge
which explains reality, sciences tend to performirtipractical function. Applied
scientific knowledge is more significant if it isiployed by economics.

How about philosophy and philosophical knowled@#h philosophical
speculation contribute to the well-being and welfaf people and thus fulfil its
practical function? In particular, can we declatélgsophy to be in service of
economic practice? Dialectics of philosophy andaaeality is reflected, on the
one hand, in social reality as being a subjecteasundf philosophy, and on the
other, in the fact that philosophy is a part ofiagbreality. Since the whole social
life is essentially practical (Marx), the point wghether or not philosophical
knowledge can be applied to concrete forms of $pcactice? Can philosophy, as
knowledge, be regarded as “applied knowledge ‘tomemic affairs, for example?

First-hand applied knowledge, as we can witnessem from providing
well-being, also produces and reproduces problevhg;h, in a way, annul and
decrease positive results. That is why differentkiof science, economic science
as well, ethically speaking, have to share thet guitl accomplish the “saviour”
mission by finding solutions to the problems ofithmvn making. Anyway, the
power of directly applied knowledge is proportionalthe produced social well-
being, to the obvious use people make of it inrtleeryday lives. Unlike scientific
knowledge, applied philosophical knowledge cannaidgpeople such direct and
obvious benefit. We can discuss the use of philogags knowledge for human
life, in the first place, if it functions as a pasf some particular scientific
knowledge, such as the knowledge of a certain psada. Thus, business ethics
cannot be conceived other than applied moral ptydbg and the theory of rational
deciding (or acting) as applied logic.

This is how we directly reach the conclusion thatilosophy as
knowledge, as philosophical education of economipeds, is in service of
economics and, in the first place, economic sucddisisosophy serves economics.
Having on mind the domination of economics, ecomoptactice in social reality
and the science of economics in the process dbitsing and reforming, as well
as the dominant patronizing approach to philosoifsyjmportance and role in
society, we might ask a question whether philosoigshgolely meant to be the
servant of economics. If we accept Peter Koslowsk&pinion that, unlike other
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sciences, philosophy is not the knowledge of cdriub the science of education
(Koslowski 2003, 11) we can only emphasize the imgree of this question
which itself is the expression of radical change pafsition and destiny of
philosophy today. Especially, as highlighted instldiscussion, the position and
destiny of philosophy on the pyramid of knowledgethe process of education of
economic experts.

The development of natural sciences, which hamgly marked the new
era, at the very beginning was the expressionladdnsequence of changes within
the society, of the birth of a new social and eodicmrder. The emerging capitalism
produced and reproduced the assumptions of itstgrowspace and time and the
natural science of that time was faced with thk tadearn completely the secrets of
nature, to discover the natural necessity ancetive bf natural phenomena. This way
man was supposed to fulfil his wish to become theolute ruler of nature.
Mastering nature and its forces his growing needs laring about the growth of
social welfare. The goal of scientific research ahivas formulated in the 17th
century- contribution to the human welfare, hasbesn abandoned since. Dialectics
of the historical progress reveal that the prooéssaking man’s dream of complete
mastery over nature, in order to satisfy his nunrenmweeds, coming true is actually
the basis of economic growth of human race.

The process of mastering nature as a goal, tadksanse of natural
scientific knowledge reveals man’s aspiration faastery. But, this aspiration is
not only obvious in relation to nature, but alsootber humans. The history of
mankind has been the history of mastery with itsovs manifestations and it has
marked the whole of man’s historical existence.

Although the purpose of social scientific knowledipes not end with the
mastery of its subject, it, as an intention, canbetdenied as its permanent
characteristic. It is especially obvious in econorscientific knowledge. The
knowledge of economic reality, it “subjective” atabjective” sides, as a complex
phenomenon of processes, relations and acts, pseg to explain and describe
the sides of that objectivity but also to be usé@fupractical mastery over it — in
introducing man’s complete control over all segraerit economic reality. Homo
oeconomicus, not saving his reason and knowledgsenyday errands, fulfils his
goal: as a superior being becomes a complete nafsteituation”. In other words,
absolute control over everything — economic flowsgeneral, market, prices,
economic laws and human beings.

Language covers but also discovers — in the mgasfinvords there is the
essence of what they signify. That economics istemads obvious to read: for
example, “gospodarstvo” (mastery) (“gospodar-stgiaster-y) - means in
Croatian “ekonomija”, “privreda” (economy, industryOur word “gazdovanje”
(mastery) (“gazda” (master) contains within itselie same meaning -
gospodarenje (mastery). Also, the Russian wordug@astvo” = state (gosudar =
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master ) points to the fact that the social lifepebple takes place in the form of
mastery. Economics as mastery contains withinfitseglation, dialectics between
a subject and an object, which takes place withi relationship of man and
nature, man and economic phenomena and procesdesham and man. The
medium of economic practice fulfils the human nédubdue nature, economic
movements and other people.

Contemporary economics is mastery actualized assnmeed of absolute
control of everything and as absolute managemeunlildhe aspects of economic
life. Management is the key word of economic rhietarttered in various contexts:
“company resource management “, “human resourceagaanent”, “performance
management”, “money flow management”, “logistics nagement”, “supply
management”, “distribution management”, “developmeranagement”, “growth
management”, “company management”’, “knowledge mamagt’, “cultural
diversity management”... and even — “economic rishanagement”.(!)
Management is a magic word which signifies the qrot@ince of economic reason

in the sphere of economic growth.

The knowledge of simple truths such as that copsiom is the engine of
production, or that production is the assumptiomg@fieral social survival or that
economic development is the prerequisite of gensoagial advancement, has
evaluated into a development of (scientific) ecoimoconsciousness which, at this
level and with its term structure as a key to ustderding the totality of economic
life, starts overwhelming every single form of sddieality. The process of self-
awareness of modern homo oeconomicus took placegdtine growth of his
awareness of the importance of the dominating eoamephere for the wholeness
of human experience. That process was nothing ttréflection of the real
process — the growing presence of economics i ggiteeres of social life.

Economics is the region where (economic) reasies and makes it possible
as such. Human micro-cosmos, which is a dominaathnicalized and
economicalized world, rationally organised and ngaxa constantly reproduces itself
due to objectifications of the technical and ecoicomman. The consequence:
everything human takes place within techno-econaimicodus Vivendi. Or, as
P.Bubanja formulated this problem: “technical amdr®mic terms of the human
world become, in a way, mastering terms in thead/@actice” (Bubanja 1999, 318).

The process of planetary spread of capitalism lasah economic order
which has been going on for centuries, with thaetarof its manifest forms, the
expansion of the *“capital kingdom” which is markeédday as “economic
globalisation” in its dialectic movement and in dsntradictory motion, shows one
of its sides in the shape of imperialism. This ptary imperialism which has
realised itself in modern human history as the g@gscof unity of continuity and
discontinuity and as the unity of its manifest ferns not only exposed today in the
shape of dominance, expansion and mastery as ibefase, but is also exposed in
the way suitable for contemporary level of scient@ind technical development.
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Economics, before and above everything. But notyjoas necessity for
human survival, but also as a cause and a consegjugesia means and a goal, as a
rule of profit, as “perpetuum mobile” - the contous flow of production for the
sake of consumption which is the essence of pramhycas trade with all that can
be traded with, as buying and selling of all thah de bought and sold, as an
endless spreading and presence within all whickoisal, as dominance in all
spheres of social life and dominantly the most ificant area for the destiny of
human society, as permeating social practice pteseall other spheres of social
practice. Economic affairs are, thus, the most ifgmd ones and marketing and
management, which celebrate homo oeconomicus aretc ratio, are the most
interesting, the most wanted and the most powards of work industry.

The unstoppable expansion of economics and itsipyesence within
society, the totality of life covered by econométations and the spheres of work
and free time, of public and private, represent pinecess which marks our
contemporarity which has necessarily been refleatethe economic, empirical,
pragmatic and scientific consciousness.

Critical economic scientific thought states themittance of economic
science and the spread of its influence in the dvofiscientific knowledge. In the
same manner, S. Manin her rather inspiring book “Controversies abecbnomic
methodology” stresses that phenomenon and qualiftesas “economic
imperialism” (Man¢é 2009, 143). S. Mabhi also perceives the importance of
philosophy for the development of economic-scientihowledge and pleads for
the establishment of a new relation within phildspp- economic science. In
addition, she reflects upon the existence of pbjpby as an obligatory scientific
discipline in the process of economic educatiorp@jte to the dominant negative
and degrading thought of economic intellectualsun region, there are thoughts
which affirm the necessity of the existence phifgrigoal content within the
educational process of economic studies and by philosophy its dignity. We
may understand as such the words of S. Kaagcording to who “ the study of
philosophy might be reinforced as obligatory, a8l @& relevant parts of history of
ideas of particular disciplines, etc.” (Mard009, 152).

The more radical the problem of relation to plolasy in the world of
knowledge of today becomes, be it science or acadeshcation, the easier it is to
conclude that its position is not stable at allthe context of this problem, with the
borrowed phrase “economic imperialism” we imply éeomic scientific
imperialism” by which | would like to highlight, directly, dominant anti-
philosophical spirit of modern economic (econongiestific) consciousness.
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Evil fate doomed philosophy. Degrading treatmenpldlosophy, present
within scientific circles, due to its alleged usseess, reflected the educational
system itself. Philosophy, if it has ever existed the first place, slowly
“disappears”, vanishes, “is annulled” from non-phphical curricula. The same
doom happened to philosophy, as an academic disgjpat the departments
educating future economists. At best, it was offeas an optional discipline. Why
is that so? Why is philosophy, where it is preseithin economic studies, treated
as just an optional subject? Why is its importaigeored and degraded? The
reasons why philosophy as a scientific disciplinesinot participate in the process
of economic education definitely are not cognitbireeducational. They are “on the
other side” of cognitive interest. And “on thissidf bad and evil. “

The scheme of the problem is: actual social sealiscience — education,
or, to be more concrete, economic reality — econostience — economic
education. Economic reality is the subject and dbetent of economic science,
whereas economic science with its descriptive, ieappye and anticipating
statements on one side, and as a form of inteéaxeation on the other, is a
finished piece of work, the result of this creafitime content and the constitutive
part of economic education. It is an undeniablé¢ tiaat economic science achieves
the purpose of its existence via educational pscesin educational and
pedagogical industry, that universities are plaed®re scientific resource is
produced and that education, with its educatiomaitents, represents a part, an
area of social reality. These reasons suffice emdag me to claim categorically
that the system of economic education is an impodaterminant of growth in the
sphere of economic reality. That is how we witnbsse this cause and effect
dialectic as the dialectic of modern economic pecacind of the process of transfer
and acquisition of knowledge within the frame ofdemic teaching. A thorough
vertical and horizontal comparative analysis oftipalar social realities and their
own educational systems would confirm my statem€ontemporary “historical
situation” has already confirmed it.

In the economics — education relation, economiss always the
presumption of education. What is more, the charaat economics is imprinted
on education, shaping it. On the other side, asedglfack, education crucially
influences the state of economics.

The massive growth of everything is a civilizaabfeature of today. The
massive growth of the process of interiorising klemlge within university
education is the imperative of our times. Conterapgrworldwide, economic
society coming into shape constantly creates aingasged of economic experts.
But, the massive production of highly-educated eaain experts becomes a
problem since there is a dimension missing in tratess — general educational
knowledge. Contents which offer that kind of knotside are regarded as redundant
and needless and, thus, useless. This is a plgdtanomenon.
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“Economic (economic-scientific) imperialism” inghworld of scientific
knowledge and, above all, in economic education, igpresentative characteristic
of the “spirit” of our time. The present state obnd economy directly indicates
that. That is why the criticism of actual economaality should be at the same time
realised as the criticism of the incomplete andceptually inappropriate system of
economic education. However, it is not directeddicational environments whose
programmes of studies contain general educatiomml hBumanistic, hence
philosophical, disciplines. P. Bubanja clearly tigihted this fact when he said “it
is enough...to fragmentary point at the level ohagal education of economic
experts in the developed countries of the worldtyJt France, Germany, Brazil,
Japan, the United States of America, the Russidergton, Israel, China, and at
their advance in educational curricula and prograsmmhich provides information
about the state of ideas in the world which are ortgnt for a relatively
satisfactory meeting of culture and economic ratiityi’ (Bubanja 1999, 386).

A complete renaissance of awareness of restoigrgtg to philosophy on
the pyramid of knowledge is needed. A completerretnf philosophy and its
adequate presence in the process of academic edusaheeded. However, those
high-educational systems with the tradition of pmdg broadly (hence
philosophically) educated economic experts could gagadigmatic in those
environments which have forgotten the reasons veople need philosophy.

According to Kozlowski, “the state of thought tgdes marked by the
return of philosophy” (Kozlowski 2003, 19). “Thisturn“, says Kozlowski,
“opposes the thesis about the end of philosophychyhéince Hegel, has been
marking philosophy and science” (Kozlowski 2003).18ccording to him, the
return of philosophy “took place... due to threasans: a theory of wholesome
reality is needed, applied ethics in science isdedeand it is also necessary to
answer the question about the relationship betweenorms of particular sciences
and different areas of culture, because partic@dences do not offer a satisfactory
answer to that question” (Kozlowski 2003, 19).

The return of philosophy which Kozlowski discussesuld be, of course,
understood also as the return of philosophy intnemic and scientific thought,
i.e., as the reaffirmation of the importance ofiggiphy for economic science. But
this is not evident in all scientific environmemts as its reflexion, in the process
of academic economic education.

Taking a standpoint and representing the antiegbjphical point of view
when the question of the importance of philosophgliscussed is what will doom
the fate of philosophy on the pyramid of knowledgmce the phrases such as:
“redundant”, “useless”, “futile”, “boring”, “not iteresting” etc have been attached
to it. Philosophy is conceived as ballast. Thatly, being obligatory, independent
scientific discipline with clearly defined boarddéines within the system of
economic education, it is believed that philosophguld not exist at all. But this
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attitude to philosophy is essentially opposed te ¢inowing awareness, among
economists themselves, that it is necessary taectm@adly educated economic
experts. Also, the importance of culture for ecopamhighlighted as well. What

has been forgotten is, however, the most impottang — that philosophy and its
contents has always been a constitutional pate€tlture of mankind.

A significant contradictory of our times is eviden the obvious dominant
presence of anti-philosophical spirit, in the regien of philosophy and its
annihilation (of course, not philosophy as sucht philosophical cultural and
educational content in educational process) athamg and in flaring so-to-speak
“omnipresence” of philosophy in our contemporargiabreality, in economics in
the first place, on the other. We could say thabpbphy is present everywhere, in
various economic affairs, and thus we could corelddat the character of
economic management is “philosophical”, i.e. imellal, that economic
management is intellectual and that economic piaxasganised on the same bases
too. But it is just the looks. And only artificigllas intellectualism is repressed for
the sake of anti-intellectualism, is the philos@ahispeech replaced by imposed
“philosophy”, by self-creations of “philosophicalamagers” which they promote as
the secret of their success. The boundless imEeniabf economic ratio which
pretends to be intellectual, allowed itself to gaiilosophy for what is not or can
ever be

Economics is the sphere of rationality. Valuedrfrihe perspective of the
utopian mind, it is the kingdom of non-intellectu@he state of modern economy
just reinforces this statement. The growing platygpaoblems such as: poverty and
famine in the world, wars, violence, injustice,KHaaf equality, different forms of
non-existing freedom, modern slavery, exploitati@ification, pseudo-humanism,
men'’s irresponsible relation to nature, the maripoih of human needs and the
global crisis as modus Vivendi of modern man aeestnongest and the most valid
evidence of the fact that modern world is not oniyt close enough to the
accomplishment of the divine philosophical ideatwf intellectual organisation of
social life, but also that it has never been furtinem that goal. Economics, the
kingdom of non-intellectualism, exists in the foohself-regeneration, i.e. exists
as the self-reproduction of non-intellectualism.isTis so because philosophy,
which is human awareness and intellectual relaiiothe world, is not present in
the world of economic reality. It exists solelytime world of economic rhetoric.
Within economics, philosophy exists only as a wortle rhetoric of economic
success inevitably contains phrases in which pbilbg represents something
inevitable for successful business. Philosophyegarded as something which
guarantees and maintains success. The secret nobramo success lies in the
philosophy (of success), which is the “product’ac$uccessful economic subject.
This is how a successful chocolate manufactureimslathat he has his own
philosophy of making chocolate, and also a sucaegely manufacturer, who
exhibits his philosophy of making toys into a fewirgs. And so on. Since every
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philosophy is the result of the meditation of al@ophical subject, we could
conclude that successful businessmen are, indhitbsophers.

The use of a word presupposes knowledge of itsnmgaUttering the
word “philosophy” within the sphere of economic gfee thus presupposes the
philosophical knowledge, presupposes the awareonésthe term itself and
demands previous grasping of the definition of ggobhy. This way the relation
between adequate and inadequate and meaningfuhaadingless usage of the
word “philosophy” is completely the same as thatteh between knowledge and
ignorance about what philosophy is and is not ahdtw cannot ever be.

Considering the multi-dimensional relation betwephilosophy and
economic science through the medium of criticaltuate towards “economic
imperialism” presupposes stressing the multi-megfnincharacter of this phrase:
first of all, imperialism is a real and objectiveopess, as old as class society. In its
contemporary meaning it is associated with capitali According to Lenin,
imperialism is the highest stage of capitalism (het®60). It is a process apparent
in various forms while the economic forms shape @ébsence of capitalism in a
certain stage. These economic forms of imperialisam be identified as
“economic imperialism”, which is the basis of allher forms of imperialism
(political, cultural, linguistic). The term impelism is always determined by other
phrases such as: expansion, conquest, enslavingiinaece, colonisation,
exploitation, aggression, supremacy, war, violenagsurpation, mastery,
instrumentalisation and manipulation. Critical tgbtiabout these contemporary
globalising processes, which are nothing but pkmyespreading of capitalism,
labels them as “neo-imperialism” (Zuidervaart 20028). This neo-imperialism
also has its own economic dimension which is sedlivia various forms of
economic enslaving; contemporary capitalism, howeslees not exist only as a
planetary and international system which is comirtg being, i.e., as economic
globalisation most of all (economic neo-imperialjsiout also as an order, as an
established, economical and political system. Anificant feature of the
contemporary capitalist society is the dominanceecbnomy, the tendency to
expand economy within the space of social totalitfissemination of the influence
of economic systems on other non-economic formgrattices and institutions
(Zuidervaart 2007, 120), the merging of other sphef social life with economic
relations, aggression of economy on politics, celtunedia and education. In a
word, the process of economic imperialism withipitaist society is taking place;
the “conquest” of all other spheres of life, thelanisation of the world of life
(Habermas) (Zuidervaart 2007, 128); this realigtiocess is reflected upon the
level of economic consciousness as the consciosisnésabsolute power of
economy and homo oeconomicus, who, using the pofvéis (economic) ratio
suppresses all other types of consciousness. Invdiiel of scientific knowledge
the problem of the dominance of economics withm idlation between economic
science and other social sciences is considerewldem and is labelled with a
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phrase “economic (economic-scientific, economiwthkécal) imperialism”; within
the relation between philosophy and economics theblem present in the
relationship between economic science and philgscph be also labelled by the
phrase “economic (and economic-scientific) impésral. What is more, seen
from the point of view of the relation between pbibphy and economics,
hypertrophic economic ratio in its superiority aalgsolute freedom allows itself
to use the phrase “philosophy” meaninglessly ammbrmaling to its own discretion
and in all possible circumstances since it pretdndse intellectual. But, in the
sphere of economics there is only a surrogate gjly, a word void of its real
meaning, a shell without its content. Anti-philobaal and anti-philosophically
practiced economics is propped

Creating the relation between philosophy and ecic® we face a
problem evident in contemporary economic-sciensfieech, much more than in
everyday, non-scientific and the speech belonginthé realm of economic life.
Paradoxically, there is no philosophy, it has vaeds it has been “abolished”,
“erased”, because, so they say, it is redundardless and unnecessary for
economic education. But philosophy is still herecéhese its omnipresence is
characteristic of economic-scientific literaturs.it a surrogate which is supposed
to replace real philosophy? Or is it a hint of theaissance of the awareness that
economists need philosophy?

Uncovering the essential character of a complebatiom between
philosophy and economics shows that this relationone of its dimensions
manifests itself as a rare and specific case obrfemic imperialism”. The
relationship between realistic imperialism, whichatendency becomes obvious
in modern capitalism, and “economic imperialismhigh is the state of economic
consciousness, has already been pointed out. Whetd in mind here is, above
all, the current, concrete and patronising attittmeards philosophy in the world
of economic knowledge, also, the repression ofogbibhy, denying or ignoring the
real importance of authentic philosophical contdéotseconomic education and, at
the same time, the “presence” of philosophy in ecain— scientific contents
which manifest themselves as frequent and randoen aisphrases in which
“philosophy” is the key word, use of philosophidarminology, philosophical
terms, names of philosophers, quotations from phjdical literature, also as
“absorbing” philosophy, possessing and adopting ifstrumentalisation of
philosophy and its “colonisation”, “merging” inEconomics (economic science),
which gradually makes philosophy an economic disa(!)

My critical reflexions aim at the destruction afomomic speech which
easily and largely uses the word “philosophy” iffedent phrases, while those who
utter these phrases do not care about their mefahinge at all. Identifying and
criticising this manner points to the necessityréstore dignity to philosophy,
which was lost due to its excessive and inadedipagsence” in economic reality
and economic science. Destruction of economic $péeeming with the word
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“philosophy” should be a kind of apology to philpsy and, in this way, a kind of
criticism of “economic imperialism.”

The “presence” of philosophical within economicsaplines itself
suggests inner and functional attachment of econaeience and philosophy and
the fact that economic disciplines gain their tle¢ioal dignity due to philosophy;
thus, philosophy is necessary to economic theory.oAe hand, it affirms
philosophy itself. But at the other hand, as losgtehas to fulfil the intellectual
demands and to satisfy the interest in knowledgenguhe academic process of
economic education, it cannot offer much becausethiorough explanation of
philosophical within non-philosophical (economigestific) contents is the aim
and the task of philosophy. And this fact highlggttie necessity of the existence of
philosophy as an independent academic disciplitigimeconomic education.

Systematical study of logically ordered contentishiw the system of
economic education, including philosophical onesaithey are foundational and
supportive, within its role, among other thingsethucate for the sake of humanity,
would prove that the educational process compldtgfils its purpose — creates
widely educated experts, able to find answers ¢octiallenges of their times and
participate in the creation of a more prolific andre humane world.

The categorical standpoint which is being discdskere and which
regards philosophical contents as generally-edutali generally-cultural,
humane, founding, supportive and complementary jadsots at the fact that they
should be necessary and constitutive parts of ¢idued contents contained in the
studies of economic faculties and demands argutiemtand proof of these
undeniable facts which support the thesis itsetiwklver, what we have in mind
here are the studies of particular authentic castenthe form of one or more
separate educational disciplines, and not the sdjlbical contents within
economic disciplines.

The role of philosophy on the pyramid of knowledgéhin the system of
economic education derives from the task that pbjny has always had — to give
a thorough explanation of what has belonged toshwere its very beginning- of
philosophical concepts. What is more, “ philosoghthe only academic discipline
which is focused on explaining concepts”. (Earl 2030) That is why it is
necessary for other academic disciplines, economas as well.

The phrase “pyramid of knowledge” stands for thHafigly and
meaningfully built system of educational discipnehich in its unity forms the
structure of a harmonious unit of knowledge, fumadilly connected and
consistent. The “pyramid of knowledge” is a “modeperformance” supposed to
show the idea of a system of knowledge as a b&®slurational process. It is a
“building” made within the process of consistenaligation of the principle of
systemacy (which is the basis of every educatipnatess), due to methodically
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achieved gradual and deductive way in classifyiognemic education, from the
bottom to the top. The idea of the “pyramid of kiedge” is the basis of economic
education and contains the thesis that philosophynécessary within such
education — philosophy as an independent discipliitie precisely marked limits
of its content, and is not supposed to be undelstmo pyramidal hierarchy of
disciplines, but only as a thought about philosoghontents within economic
education, a kind of non-economic knowledge witbugpose to derive economic
(economic-scientific) knowledge.

Existing within economic reality, we live in fanait surroundings. But, if
something is known, it does not mean that it isausihod. That is the sole purpose
of educational process — to make familiar undedsble. The purpose of
economic education is to take the known — actuaheaic reality, to the level of
the understandable. Meanwhile, economic scienaenggishes its task in the field
of scientific knowledge — researches and explacmnemic reality. Within the
pedagogical process which is realised as methdglicedanised and lead transfer
of knowledge, economic-scientific knowledge fulfits goal by becoming the
content of the consciousness of the listeners, lwhrigpresents internalised
knowledge in the form of economic education

Gaining and having wholesome, precise and ceitaiowledge about
something presupposes human reason. And “reagmmeéyally”, to cite Hegel one
more time, “an important moment in education. Ameded man is not satisfied
with nebulous and undefined, but only with strictlgfined subjects, whereas an
uneducated man often wanders and floats in thefunede and very often it is
rather difficult to communicate with such a man ged him to focus on the point
in question.” (Hegel 1973, 162)

Following Hegel, we can conclude that during tdecational process of
future economists we should respect the demandsasbn. It imposes on us the
obligation to use every single phrase preciselggadtely and meaningfully in our
educational contents, to avoid implied meanings tndse clearly defined and
precise ones. In other words, it is important thadry single term is precisely and
clearly defined, according to the definition ruleghich eliminates the possibility
of ambiguous interpretations. This is, actually,ssimg in the “presence” of
philosophy in professional economic literature.

Indeed, economic literature is full of phrasesvinich the word philosophy
should suggest an intellectual management of ecignaffairs. Here are a few
examples: “management philosophy”, “marketing polghy”, “business
philosophy”, “new quality philosophy”, “new corpaize philosophy”... The answer
to the question how meaningful or meaningless tphbsases are lies in the “return to
the beginning”, in asking the question about thamirey of philosophy. It seems that
here, in the context of professional speech, ecanagatio has decided what
philosophy is, as if the question what philosoghgnd what it is not is not primarily

a philosophical question since it is the subjegitolosophers themselves.
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Phrases in which “philosophy” is the key word amkich are related to
certain forms of economic practice, “philosophy” ised as a synonym of
“concept”, “conception”, “understanding” or “thedry Here we have a scientific
concept, scientific understanding and scientifieotly, but not a philosophical
concept, philosophical understanding or philosoglhizeory.

The difference between philosophical and non-gbitdical (especially
scientific) theories is obvious in the very defimit of theory: “...while general
theory is a relatively coherent system of attitide an organised set of internally
linked kinds of knowledge and facts with the pumés make possible to explain
certain facts, areas of reality or the world ashele, philosophical theories should
be distinguished from narrowly-specialised scigntdnes because they are of
highly general character and all-embracing and thas concepts are difficult or
even impossible to verify .... Philosophical theoris a set of internally linked
attitudes of the most general character which ptesertain knowledge about
totality, in subjective or objective sense. Outlodse attitudes we might create or
we might use them to link and embrace less germgtitildes, which brings about
the establishment of a meaningful relation betwphitosophy and specialised
science” (Zajearanové 1992, 38).

Negation or ignorance of the relationship betwggitosophy and economics
taking place in intellectual circles, and which heesulted in the denial of
philosophical education within the educational eysintended for economists, in my
opinion, should be understood as the presencecohtnic-scientific imperialism”, a
negative tendency within economic-scientific coogsness, which is the reflexion of
the real, objective economic imperialism. The lesgale “presence” of most various
kinds of philosophy, in phrases in which philosojpgyhe key word, does not deny
this tendency. Just the opposite! It emphasizegeit more.

Arguing for the complete return of philosophy inteinking, and in
accordance with it, for the necessity to reaffirmhilgsophy as “educational
science” of today, in anti-philosophical times ihieh economic ratio has the
absolute rule, is a counterargument for a wideapthesis that people and society
are not at a loss because philosophy is completgyessed and replaced by
science. At one hand, this statement is the re$dévelopment and application of
scientific knowledge. At the other hand, it is ttesult of a kind of negation of
philosophy present in the wing of positivistic tkimg within philosophy. Positivist
(and neo-positivist) understanding of philosophyrraxas down the possible
philosophical thinking, demanding philosophy to amwithin the framework of
science and use scientific criteria and methodasTive may conclude that
“economic-scientific imperialism”, which is evidem the relationship between
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philosophy and economic science, is partially “sarpgd” by “anti-philosophical”
positivistic philosophy, i.e., by the influence whithis movement has had on
economic science.

Critical discussion about the relationship betwephilosophy and
economic science starts with the assumption thdbgaphy simply is not the
science among sciences, one of the sciences willinsystem of scientific
knowledge since the essence of philosophy surpasse$ classification.
Philosophy cannot be reduced to mere science, bedhe questions it asks and
provides answers to surpass the knowing powersngf stientific attempt to
explain its content matter. On the other hand, $bmg which belongs to
economic science - an idea, theory, understantiegjs, standpoint, concept etc.,
which in its character is essentially economicsiifie, cannot (and must not) be
identified with and called philosophy. But, thesedn (undeniable) relationship
between philosophy and economic science and ibeafiscovered in the works of
great theoreticians, both philosophers and ecoriemis

The bond between philosophy and economics (ecandeias) can be
followed, retrospectively, since the Antique onvgardhis bond is the most
obvious in the teaching of Karl Marx, but it camrs@lbe found in Hegel's
philosophical system. While dealing with this iss@yorgy Lukacs wrote in his
book Young Hegel, trying to stress the historicahehsion of the bond between
philosophy and economy, that “ it is obvious that bond between economics,
social science, history and philosophy did nottstéh Hegel “, and that “isolation
of economy from other areas of social sciencepga} of the development of the
descending period of citizenship. Important thiskefrfrom XVII to XVIII century
included in their works all areas of social scieraewell as the work of important
economists such as Petty, Stewart, Smith, etc.iratloeir representations of this
bond they managed to exceed the borders of ecosomits basic sense” (Lukacs
1959, 353-354). Contemporary return to this probkrould be understood as a
reminder of something which was noticed long ago.

The effort which tends to show the necessity tturre dignity to
philosophy as an educational science of the pyrahkhowledge, is in fact the
effort to highlight the essential relation betweasilosophy and economic science
and the meaning of the existence of philosophicaitents within educational
processes of creation of economists. The questioot whether an economist-to-
be needs philosophical education, but which phpbsmal contents should be
represented, how much and in which year of study.i® other words, which
philosophical contents should constitute knowledtyéch should fulfil its purpose
of achieving the ideal of our times — a widely eated economic expert.

To remind ourselves that teaching within the etanal process on the
level of academic education should be a harmonimesging of knowledge
(episteme), abilities and skills (techne) in whictowledge should “outweigh” is,
at the same time, to remind ourselves what knovdeddorm of theories offers to
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people. The dominant atmosphere today is the onghich one may hear that
theoretical knowledge is redundant because it islegs, or that it is over-
accumulated within academic educational content®raas those contents which
aim at the mastering of certain professional skille under-accumulated. This is
all typical of superficiality and shallowness ofmig as far as the understanding of
the reality is concerned. Scientific and philosgphitheories explain the world,
they are keys to the understanding of everythinghvbxists. Economic-scientific
and philosophical-economic theories, for exampleeindp united and
complementary, offer a relatively complete, finidHeowledge about the totality
of economic world of life.

The dominance of “economic imperialism” which égiwithin the relation
between philosophy and economic science is posgibleccomplish, in my
opinion, in the form of the return of philosophytte world of economic-scientific
knowledge, due to the renaissance of awarenests dbunding importance for
science. The position that philosophy occupies iwithe system of knowledge
determines its founding position within the systefineducational disciplines. Since
the disregard of this fact, present within sciéntitircles, reflects on the
educational process itself, the argument for thermeof philosophy into thinking,
especially scientific one, as well as into econestientific one which is stressed
in this paper, is at the same time the argumenthernecessity of the return of
philosophy as an academic discipline into the systd academic economic
education.

In the system of academic disciplines which shtaie process of economic
education, philosophy, sociology and mathematics, general educational
disciplines, have the founding importance. Sindad&unding, these disciplines,
as propedeutic ones, should be placed at the vettprb of the “pyramid of
knowledge.”

A thorough explanation of the relation betweerlgdaphy and economic
science, as an attempt to oppose “economic imperigl could reveal that this
founding importance of philosophical (ontologicalpgical-methodological,
philosophical-anthropological, historical-philosagdi, philosophical-historical,
ethical, etc.) contents for every single econonigcidline. A close or distant,
direct or indirect, inner or outer character of thlationship between philosophical
and, especially, economic contents could be rededMhat is highlighted is the
importance of philosophy, as philosophical knowkedgr strictly scientific, in this
case economic, knowledge within educational proceke issue about functional
knowledge is understood here, in the first placethe issue about possibility of
functionally applicable and applicable knowledgee.,i on the level of
interiorisation — understanding and appreciatingilogsbphical knowledge,
depending on its participation in economic knowledwithin the very process of
gaining and acquisition of scientific economic kiedge. In other words, the
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question is: what is the use of philosophy, of aatit philosophical contents, for
the students of economic scientific studies, wtdod treated, within the complex
of educational disciplines, as separate dimengibasique economic issues?

The elaboration of the thesis about the bond batwehilosophy and
economic science, and thus the necessary existéngkilosophical contents as
propedeutic ones (thus obligatory) within the pescef economic education,
should include a thorough analysis of presencehat which has always been
philosophical in non-philosophical, more precisebenomic, literature. The
presence of something philosophical in non-philbsogd contents is itself an
argument for this claim. Because, the presenceowiething unexplained which
presupposes previous explanation definitely doed nontribute to the
accomplishment of pedagogical demands. To explamething philosophical is
not a task to be accomplished within the non-pbibbgcal, here economic,
contents of educational process, outside philosapliducational system. Giving a
previous thorough explanation of everything coneatisvithin philosophy is the
goal of philosophy itself or of philosophical edtioa. It should not be otherwise.
Interiorised economic knowledge which contains pesly unexplained
philosophical terms is incomplete knowledge. Thesternce of ample number of
philosophical phrases within economic literaturajcts as : “ontology”,
“ontological”, “gnoseology”, “gnoseological”, “egismology”, “epistemological”,
“logic”, “being”, “dialectical method”, “metaphyss”, “essence”, “existence”,
“axiology”, “axiological”, etc. demand previous dapation within philosophical
educational process, since these are not foreigmdsvto be translated, but
philosophical linguistic phrases. According to géling, economic science cannot
do without philosophy, without “utterly” philosopal, and this fact provides
economic science with the dignity of being theaadtone. But, if we overlook the
necessity of their previous philosophical, thusf@ssional, explanation within the
context of educational contents, this will be deéntal not only to philosophy, but
to economic education as well.

Finally, one more time, let us ask: what is tise of philosophy on the
pyramid of knowledge, in the process of economiacation? Or, to be more
concrete, - what is the use of philosophical, akemtic philosophical content of a
differentiated educational discipline, when thesprece of philosophical within
non-philosophical is evident? Identification of loisiophical terms within
professional economic literature is strong and futeble evidence of the
unbreakable bond between philosophy and econonime and, thus, of the
necessity of previous philosophical explanationttese terms. Without it, their
presence within economic contents is a mere “enmétt” and “decoration” with
philosophy. Contents of economic educational dis@g become “enriched”,
“decorated”, “embroidered” and “spiced” with phitgghy. Again, only true and
complete knowledge, previously obtained, and cotepl&knowledge of
philosophical terms, which is supplied by philosppmakes their presence within
economic disciplines meaningful.
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It is clear, although often denied, that econosgience cannot do without
philosophy. But, are not the definitions of econongrms via philosophical ones
or the presence of, for example, logic within et logistics obvious examples of
the unbreakable bond between philosophy and ecan@oonomic science)? The
dominant presence of the spirit of “economic ingdesm” which determines
economic thinking of the relation between philogppind economic science, as
something inferior, withdrawing and retreating, op@d to something superior,
ebbing and spreading, blurs and slurs the real mganf the use of term logic in
the definition of a scientific discipline. The obuis everyday use of the words
“logic logistics” on transport vehicles suggestsgical relationship between logic
and logistics. On theoretical grounds, this ideasupported by one of the
definitions of logistics: N. Barac and G. Milovanévin their book Strategic
Management of Logistics offer a definition accogdito which “logistics, as an
important expansion of physical distribution...aértlogic manages the use of
financial and human resources engaged in physisikaition, production support
operations and supply operations" (Barac, Milova6o2006, 6). A complete
understanding of this definition presupposes th@aation of the term logic, and
this belongs to philosophy. Here, “logic” is defely not referred to as a
philosophical discipline, as a science about timgkibut the word “logic” is used
in its figurative meaning, signifying rational, smmable, common-sense (Vujaklija
2002, 497). However, even in this case it is de#@h a philosophical term whose
“birthplace” is antique philosophy. It requirestiieing to the beginning”, to antic
Greece and its philosophy, Aristotle’s in the fingkace. Also, in order to
understand the term “logistics” in its original maay, we need to return to ancient
Greece, since the origin of “logistics” is assoiatvith “logists”, antique clerks
who analyzed needs of the state (Vojna Enciklopel®j73, 118).

Defining one term by the other, one presupposesprding to the
definition rules, clear and unambiguous definitadrthe initial term. This leads to
the conclusion that the presence of philosophiaaitents within economic
education is necessary if these terms, which agd tesdefine economic terms, are
philosophical. However, the presence of phraseshith philosophy is the key
word in professional literature implicates previoasvareness of readers of
philosophy as such, as well as of the fact thatopbphy as a form of spiritual
creation exists as a union of various philosophaas, theories, systems, schools,
orientations and directions. Also, awareness olugehnumber of philosophical
disciplines is implicated. Anyway, the use of pkdphical (ontological, logical,
gnoseological, philosophical-anthropological, asgital, ethical, etc.) terms in
economic-scientific discourse without previous pbdphical explanation, within
appropriate concepts of a separate discipline, doesaccomplish the concept of
integrity of education. The integrity principletlse foundation of every educational
process and represents a process of realisaticertaiin system of knowledge.
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Methodically organised and led educational proeess tool of spiritual
development of people. Philosophical contents appased to contribute to that
development. But, the statement about spiritualelbgment via philosophical
education does not answer the question about thefyshilosophy on the pyramid
of knowledge within the system of economic educati@he answer to this
question can be obtained as soon as we illumiratglex relations on the level of
knowledge - between philosophy, as a specific fofrknowledge, and economic-
scientific knowledge. A deep, unbreakable bond betwphilosophy and economic
science which can be observed and explained witlgrsphere of spiritual creation
should be made as necessary and relevant withispthere of education — on the
level of academic disciplines, in the sphere afgfarring, gaining and acquiring of
philosophical and economic-scientific knowledge eTineaning of creating and
illuminating this bond is the acquisition of knowtge about the bond itself, the
growing awareness of people here, of future econ@xperts, about the justified
existence of philosophical contents in economiccatian and, above all, the
awareness of the founding importance of philostgdhknowledge for economic-
scientific knowledge itself.

Detection and development of a creative dimensiai personality,
cultivation of gifted people, education of theiregispositions, for example for
scientific research, which is considered, in theolpof intellectual dominance of
scientific knowledge and practically applied sdigntesearch, the imperative and
the goal of academic education which should beeaeli by involving students
into scientific work. This, however, presupposeseirth methodological
qualifications for scientific research and theiadimess to enter the world of
science. This, on the other hand, represents thefutiable argument for
incorporating philosophy into economic educatioie Tcharacter of philosophy
compared to scientific knowledge is expressed baghlogical and general
methodological knowledge since it, as previous HKedge and previous
philosophical (logical — methodological) educatiorgkes possible the existence of
concrete, economic-scientific, methodological krexge. Logical and general
methodological contents, if related to specificadlgientific (here economical)
contents, represent a basis which provides forhéurtdevelopment. Certain
methodological demands and principles are prerigsiisf any kind of scientific
work. Just like logic and general (philosophicakthodology, philosophy deals
with defining the rules and conditions of authetkiimwledge and methodological
principles and offers them to other sciences whiae to obey them if they want
to have successful research results. Every sdientist obey these demands, rules
and principles in his work. Also, every kind of siaised scientific research, as
well as every approach to science as knowledgeacaagiiring specialised
knowledge, presupposes previous philosophical kedgé about basic forms of
thinking: concept, judgement and conclusion, algdinition and classification as
well as about basic methods of knowledge. From gbmt of view of logic,
economic-scientific knowledge, as knowledge, issult of a complex thinking
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process which goes on as understanding, judging aomtluding and itself
represents a system of concepts, judgements and clusams.
Since these basic forms of thinking make possilid #orm the structure of
economic-scientific knowledge, to fulfil the pedagml demand of wholesome
knowledge they should, first of all, obtain necegdmowledge about them and
then be logically competent in order to do sciémtiork; thus these basic forms
represent a gate or a hall, an introduction towoeld of scientific research or
scientific knowledge within the educational procddsderstanding the concept of
goods, for example, presupposes previous knowledgrit the concept itself.
Also, complex mental activities of defining and sddying and their result-
definition and classification have founding impaorte for every kind of thinking
aspiring to be a scientific one. From logical-metblogical point of view,
scientific research is, among other things, a cempirocess of defining and
classifying, which presupposes previous knowleddewbat definition and
classification are. We should understand the defmi of “definition” and
“classification”, as well as the rules of definiramd classifying, which is an
important condition for a competent scientific @ or acquisition of complete
scientific knowledge about something.

Application of principles of dialectical methods Bconomic-scientific
research, which is often and reasonably done, direlsuppose a clear awareness
of the dialectical method as a general philosopheathod which is essentially
different from the other general philosophical neeth metaphysical one. So, in
this case as well, presence of something philosapkiithin the un-philosophical
(economic-scientific work) within the context of mplete and wholesome
knowledge, leads to philosophy, to necessary phjlbical explanation of
something which has always belonged to philosofiliglectical method, just to
remind ourselves, is neither sociological nor ecoigescientific, but philosophical
method, but within specialised scientific reseaitshmethods can be particularly
applied. This supports the thesis about the ndgessphilosophy as propedeutic
discipline within the system of economic educatiSimce the dialectical method,
as a general philosophical method, is in unity vgéneral philosophical theory,
when we discuss it and its principles we necegsanilst discuss general theory of
reality and its basic principles. Thus philosopheducation, as propedeutic one,
should contain previously defined philosophicalt@bogical) categories necessary
for economic-scientific thought necessary for a plate explanation and
understanding of economic reality.

What is, as a methodological content, necessamglif&inds of science and
philosophy itself, is also the subject of general logical (philosophical)
methodology and thus, since belonging to philosppbiyould represent an
important area within philosophical education diufe economists. The presence
of dialectical method or basic methods such asyaisabr synthesis, induction and
deduction etc., within specialised scientific, liistcase economic, methodological
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contents, should be understood as accent on th®ortance for particular
economic research. If otherwise, it is a casextbrtion and appropriation, of
“economic-scientific imperialism” at work.

Explaining economic reality by categories of una —human importance
since they refer to significant dimensions of huneistence, what economic
science tries to achieve, explains the usage oésglsr in economic-scientific
speech such as: “sustainable development”, “freedliochoice theory”, “economic
subject”, “theory of games”, “business ethics”, fillan essence”, “human nature”,
“human species”. But, does not “sustainable demaknt” presuppose a
philosophy of development? Does not “freedom ofieldheory” presuppose a
philosophy of freedom? Does not “economic subj@cg'suppose a philosophy of
subject? Does not “theory of games” presuppodalagophy of games? Does not
“business ethics” presuppose a philosophy of m@rAlwd, finally, do not “human
essence”, “human nature” and “human species” asrablgm of economic-
scientific thinking presuppose a philosophy of mand a philosophy of
anthropology as their basis?

Frequent presence of phrases such as: “humarehdtunman essence” or
“human species” in economic literature and, whatare, definition of political
economy by philosophical-anthropological concepffered by Alfred Marschall
in his book Principles of economics. According tionh political economy or
economics is “a study of human species in everydak in life” (Galbraith 1995,
4) which brings about the conclusion that it isessary to highlight philosophical-
anthropological presumptions of economic sciencicesS referring to these
concepts is nothing but implicit demand for pregownderstanding of
philosophical-anthropological bases of the studgadinomic life of the world and
homo oeconomicus as its participant. In other wdtrids a demand for an answer
to the previous question “What is man?”. the andaeéhis question is provided by
philosophical anthropology or philosophy of manjathstudies man’s essence, his
significant characteristics which define him amaiger creatures and which make
him sui generis being. The answer to the questiomy whilosophical-
anthropological contents should be contained widdanomic studies is that it is
impossible to understand economic reality withontvipus understanding of
human essence. Philosophy of man answers the gueaskiat man is. Since the
philosophical picture of man is based on econorierdific thought, this picture
determines character and orientation of an econsmentific approach.
“Subjective” sides of economic totality are basedphilosophical-anthropological
theories. Also, since objective economic reality ssuctured upon people,
individual subjects, grasping and understanding tijectivity is not possible
without a certain theoretical (philosophical) piretwf man. Modern understanding
of economic science as the science of rational @oan choice determines the
direction of economic-scientific research demandig) to focus on people’s
behaviour and to rely on psychology as a suppodisgipline. At the same time it
is obvious that no form of human behaviour is event for understanding of the
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world of economic life and that an attempt to ustEnd economic behaviour of
people leads us back to philosophical anthropoladpch discloses dimensions of
human essence which are manifested in various faimsuman behaviour of

homo oeconomicus in various circumstances. In otiwerds, a complete

knowledge about homo oeconomicus (especially homasumens), which

economic-scientific thought aspires to, presuppdbesawareness of economic
reality, starting with man understood in his tdjaliThis, again, means the
awareness of the founding importance of philosadraothropology for economic

science. Of course, this philosophical anthropol@gy a successful synthesis
consolidates all existing pictures of man and do®gond all simplifications and

exaggerations. It observes man as an integral essas a complex, multi-layered
structure and as a dialectical unity of regulatjomiseverything which makes a
human being sui generis.

What is the use of historical-philosophical cotgewithin the process of
education of future economists? How important bhey for the study of economic
theory? The answer to this question can be foundh& approach Wilhelm
Windelband. According to him, history of philosopHyeaches us how forms of
concepts, which we all use to think about and jutigeworld of our experience
and our everyday life, as well as specific sciencegre shaped” (Windelband
1978, book I, 48). This is why, according to hirknbwledge of the history of
philosophy a necessary prerequisite not only feengific education, but also for
education in general” (Windelband 1978, book I, .48)so, there is another
argument which supports the thesis about the naigepsesence of philosophy as a
separate, propedeutic discipline within the systeimeconomic education-the
philosophical background of economic theoriess lhout the birth of one science,
about the coming into being of economic ideas withhilosophy. This is the
question about the beginning of economics, a saciaince which, alongside with
sociology, separated from the corpus of practitélbpophy in the second half of
18th century (Habermas 1980, 295). Since then,@ugrhas been involved into
individual development. However, the influence dfilpsophy is obvious. All
philosophers as well as all economic theoreticiagsee that the first thoughts
about economic phenomena are present in the tegcbfrthe oldest philosophers,
in Ancient Greece. But, all philosophers (but nibtemonomists!) agree that, in
order to understand a philosophical quotation paraof economic literature, it is
necessary to have previous understanding of basiciples of that philosopher.
To understand the meaning of, for example, Plati®a, or a quotation from State,
which is taken as an example of the developmeneawinomic thought, it is
necessary to be previously introduced to basicsidéhis philosophy. Otherwise —
quoting a sentence by Plato out of its context amdof the content of the whole
State, without previous knowledge of basic ideashisf philosophy, which is
supposed to support the knowledge about his ecana@eas and explain them,
should be a pure instrumentalization of Plato, tlse of Plato for scientific
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purposes, which makes impossible the essentialrstasheling of their meaning.
Philosophy is the thought of its time. Economicattyeis so as well. According to
B. Bo3njak, history of philosophy is “a sum of msibphy...everything which
philosophy has been”, “general concept of philogdpénd “known past of a
development” (Bosnjak 1977, 212) History of philphky, just like knowledge,
should be prior to the discussion about philosofiday because contemporary
philosophical ideas cannot be understood withowvipus knowledge about
philosophy as a whole. We might say that historngadnomic thought is known
past of a development. General attitude today & Kmowledge of the whole
previous past of economic thought is a necessaeyequisite to study and
understand modern currents and tendencies witlinagaic science. That is why
the history of economic theories is a fundamerisdipline in economic education.
But, having in mind the fact that within the systerhtheoretical knowledge
philosophy and economic science intervene andeantta each other for the sake of
mutual fertility of ideas, which is the basis oéthdevelopment, and that history of
economic theory is contained within history of pkibphy, the study of economic
thought includes the understanding of historicak lbetween philosophy and
economic science. This presupposes involvement @edence of historical-
philosophical contents, as propedeutic ones, wighimomic education.

Previous study of History of Philosophy is a neseeg prerequisite not
only for the study of economic thought but also tbe study of complex
philosophical-economic problems which spring frdme tmerging of philosophy
and economics. Philosophy of economics and economiience are
complementary. Two different theoretical levelgegearch share the same subject.
Since a significant condition in order to underdtaphilosophical-economic
problems within the educational process is preWoasquired knowledge basic
philosophical knowledge at one hand, and at thesrptlkconomic-theoretical
knowledge. Philosophy of economics, as an eduddtidiscipline, should be
taught together with non-economic optional completary disciplines in later
years of economic studies. Thus, when we obserilespiphical contents on the
pyramid of knowledge within the process of econong@ducation, basic
philosophical knowledge as previously acquired Keolge and a prerequisite for
understanding of the contents of economic sciemzk @hilosophical-economic
contents is placed at the very bottom of the pydamvhile philosophical-economic
knowledge represents a kind of upper structureameds economic knowledge
with philosophical contents and standpoints regaydcomplex problems of
economic science.

Since it intentionally represents a standpoint wholesomeness,
philosophy of economics regards its subjects inhslesomeness, enlightens and
researches all the dimensions of the concept obrewmics”. But, the goal of
philosophical-economic thought significantly depermh the profile of the one
who does the philosophical research of economicsweyer, intellectual
imperialism of utility and rationality principle @s not only determine the subject
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of modern economic science, but also tends to determine the subject of
philosophical-economic thought itself. The context of philosophical-economic
research is significantly determined by the definition of economic science, so the
reductive character of economic-scientific thought influences philosophy of
economics as well. It is evident that economic imperialism has spread to
philosophy of economics and it is dictating it its subject. Thus, according to
problems and subjects of philosophy of economics, one of the basic questions is the
ability to compare different levels of welfare within different economic concepts as
well as difficulties in achieving functional social welfare and the understanding of
the concept of free economic activity of the market (Blackburn 2005, 109). Basic
categories of this philosophy of economics are prosperity, utility (welfare) and
choice, which narrows down the subject of philosophical-economic thought.
Positivistic and pragmatic approach to philosophy, as well as economic science
itself, is the basis of this reduced definition of the scope of philosophical-economic
thought. The consequence of “economic-scientific imperialism“ is the promotion
of philosophy of economics into economic discipline, which has denied its right to
be what it essentially is — PHILOSOPHY — meta-theoretical thinking, humanist
thought and radical critique. Philosophy of economics is an overall criticism of
economics and it includes economic imperialism in all its forms.
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FILOZOFIJA | EKONOMIJA:
FILOZOFIJA NA PIRAMIDI ZNANJA
(prilog kritici ,ekonomskog imperijalizma®)

Rezime: Predmet ove rasprave jeste problem odnosa preamfiji u svetu
znanja, koji se, konkretno, &ava na relaciji filozofija — ekonomska nauka. Iz
kritickog diskursa o tom problemu izrasta potreba zaymitp sagledavanjem i
dubljim osvetliavanjem ove sloZene relacijie u kaste ekonomskog
obrazovanja. Odnos prema filozofiji u @aim krugovima koji je bitno
antifilozofski reflektuje se na sam obrazovni pyceko da se akademsko
obrazovanje, ovde apostrofirano, ekonomsko obrageyadvija u udljivom,
dominantnom, antifilozofskom duhu - filozofija jehvetena kao nesto
beskorisno i suvisno. RazmiSljanje o nipodaStavalnjignorisanju znaaja
filozofske obrazovanosti ekonomskih sinjaka za samu ekonomsku praksu,
za vaienje ekonomskih poslova, dovodi do zaka o takvom,
antifilozofskom, odnosu prema filozofiji kao o dinmji ispoljavanja pogresne
svesti kojom je opteteno ekonomskonano mislienje. ,Ekonomskonéni
imperijalizam“ koji se moZe konstatovati na reladijpzofija — ekonomska
nauka, bitno od@wje samo shvatanje zfea filozofije za sistem
ekonomskonatnog znanja. |, dok se, na jednoj strani, éelfundirajuéi znataj
filozofije za ekonomskong&no znanje, zbogega filozofija, kao posebna,
propedeutika obavezna akademska disciplingeEava iz nastavnih sadrzaja u
obrazovnom procesu koji produkuje ekonomskecénfake, na drugoj strani
uctljivo je tako-rei sveprisustvo filozofije* unutar samih ekonomskih
disciplina — bezgratini intelektualni imperijalizam principa ekonomske
korisnosti i ekonomske racionalnosti oblikuje saghkonomskonaino znanje
na ndin koji dignitet filozofije dovodi do najnizeg stepa.

Klju ¢ne refi: nauka, filozofija, ekonomija, ekonomska nauka, man
obrazovanije.
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