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VORWORT

Es ist uns ein Vergniigen, das Konferenzband “Interdisciplinary Management Research
XIII/ Interdisziplinire Managementforschung XIII” vorstellen zu kénnen. Ein Buch
aus dieser Reihe ist zum ersten Mal 2005 erschienen, als Resultat der Zusammenarbeit
zwischen der Wirtschaftsfakultit in Osijek, Kroatien und der Hochschule Pforzheim,
Deutschland, und insbesondere durch das Magisterstudium des Management. Die
Zusammenarbeit der zwei genannten Partnerinstitutionen ist unter anderem durch
jahtliche wissenschaftliche Symposien gekennzeichnet, auf welchen interessante Themen
aus verschiedenen Bereichen der Wirtschaft und des Managements vorgestellt und folglich
in einem Band verdffentlicht werden. Jedes Jahr ziehen die wissenschaftlichen Symposien
Akadamiker anderer kroatischer, sowie auslindischer Universititen, einschliefSlich
Australien, Deutschland, Ungarn, Polen, Ruminien, Slovenien, Montenegro, Bosnien und
Herzegovina, Serbien, Kosovo, Indien, Itland, Czechien, Israel, Italien, Sudafrica, Belgien,
Schweiz, USA, Slowakei, Dinemark, Mazedonien, Mexico, Zypern und Grof$britannien
an, die ihren wissenschaftlichen und profesionellen Beitrag zur Diskussion iiber
zeitgendssische Fragen aus dem Bereich des Managements leisten. Die Aktualitit der
behandelten Fragen, der internationale Charakter im Hinblick auf Themen und Autoren,
die hochsten Standards der Forschungsmethodologie sowie die Kontinuitit dieser
Konferenzreihe wurden auch von der internationalen akademischen Gemeinde erkannt,
weswegen sie auch in internationalen Datenbanken, wie Web of Science, Thomson ISI,
RePEc, EconPapers und Socionet, zu finden ist.

Die neueste Ausgabe von“Interdisciplinary Management Research XIII/ Interdisziplinire
Managementforschung XIII” umfasst 93 Arbeiten geschrieben von 183 Autoren. Der
Erfolg fritherer Ausgaben ging iiber die Grenzen der Linder hinaus, deren Autoren schon
traditionell Teil der Reihe waren. Jedes der Autoren leistete einen bedeutenden Beitrag zu
diesem fachiibergreifenden Managementforum.

Als Herausgeber dieses Bandes hoffen wir, dass diese Reihe auch weiterhin Akademiker
und Profesionelle dazu bewegen wird, in Forschung und Beruf die hochsten Standards zu
beanspruchen, und dass es weiterhin als Ansporn zu weiteren Formen von Zusammenarbeit
unter Teilnehmern dieses Projektes dienen wird.

Drazen Barkovié, Professor Emeritus

Prof. Dr. Bodo Runzheimer



FOREWORD

It is our pleasure to introduce the book “Interdisciplinary Management Research XIII/
Interdisziplinire Managementforschung XIII” to you. The first volume appeared in
2005 as a result of co-operation between the Faculty of Economics in Osijek (Croatia)
and Pforzheim University (Germany), particularly through the postgraduate programme
“Management”. The co-operation between these partnering institutions has been
nurtured, amongst else, through annual scientific colloquiums at which interesting topics
in various fields of economics and management have been presented and later published
in the proceedings. Over the years, the scientific colloquiums have drawn the attention
of academic scholars from other Croatian universities, as well as from other countries
including Australia, Germany, Hungary, Poland, Romania, Slovenia, Montenegro, Bosnia
and Herzegovina, Serbia, Kosovo, India, Ireland, Czech Republic, Israel, Italy, South
Africa, Belgium, Switzerland, USA, Slovakia, Denmark, Macedonia, Mexico, Cyprus and
the United Kingdom each making a contribution in academic and professional discussion
about contemporary management issues. Actuality and importance of the issues discussed,
the international character of the book in terms of authors and topics, the highest
standards of research methodology and continuity in publishing have been recognized
by the international academic community, resulting in the book now being indexed in
wotld-known data bases such as Web of Science, Thomson ISI, RePEc, EconPapers, and

Socionet.

The latest edition, i.e. “Interdisciplinary Management Research XIII/ Interdisziplinire
Managementforschung XIII” encompasses 83 papers written by 183 authors. The success
of former editions has echoed beyond the traditionally participative countries and authors.

As editors we hope that this book will continue to encourage academic scholars and
professionals to pursue excellence in their work and research, and to provide an incentive
for developing various forms of co-operation among all involved in this project.

Drazen Barkovié, Professor Emeritus

Prof. Dr. Bodo Runzheimer
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Abstract

Delegation is one of the numerous managerial functions. All manager func-
tions are equally important and they logically follow one another. Managers
are unable to perform all the duties and tasks in the companies by themselves.
A lot of working tasks need to be delegated to their employees. The purpose
of this paper is, through research conducted on a selected sample of respon-
dents (managers of enterprises), to obtain data which will contribute to making
conclusions about the factors which help managers to decide which employees
should be delegated or entrusted with the execution of working tasks in order to
ensure efficient and effective business of the company they lead. The conducted
research will provide the data which will give the information on whether the
business managers decide to entrust the working tasks with their employees
based on their previous working experience, the level of knowledge they possess,
their professional qualification, the trust the managers have in their employees,
the personal effort and engagement of every employee or the amount of work
that needs to be done.

In order to accomplish the success of the company and the speed of providing
services to customers, as well as customer satisfaction, managers need to make

the division of work in the best possible manner, that is, the manner which will

17
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contribute to the success of the company and to the satisfaction of the buyer, as

well as the satisfaction of the employees.

Keywords: delegation, companies, knowledge, employees, managers, success of

the company

JEL Classification: H12, J5, M15

1. HUMAN RESOURCES IN COMPANIES AND
MANAGEMENT SYSTEM

Humans are the only economic and business resource which can self-develop
and whose developing expenses (in time, energy and money) can be completely
transferred to an individual by an organization, or they can be shared between
them; by the rule the organizations never pay for the expenses by themselves.
Besides, human potentials, their knowledge and skills are the only resource
which does not decrease with the usage, but it increases instead. Human poten-
tials are the carriers of all business activities in a company; they are responsible
for growth and development of a company, improvement of business processes,
and satisfaction of final customers. Management of human resources is one of
the primary, but not infrastructural managerial and business function (such as,
for example, marketing, accounting, procurement, etc.) Along with planning,
organizing, management and control, it represents the essence of manager busi-
ness, and it also defines overall and individual managerial success. It is separated
as an individual business function due to its crucial role in the overall success,
but it holds completely different position and role when compared with tradi-

tional business function.

Management systems include organizational structure, control manage-
ment, global banking relationships and, of course, human resources manage-
ment systems for recruitment, selection, training, evaluation and compensation
of its employees abroad. (Dessler, G; 2015, 658). Managers are responsible for
organizing the function of human resources, and also for its management. They
take care of the procurement of human resources, employees’ satisfaction and

efficiency of each employee.

Those at higher levels were better educated, and the first impression about
a company was actually gained when meeting the doorman or attendant — who

usually have the lowest salaries, lowest level of education and usually never at-
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tend seminars. Nowadays, the pyramid has reversed. The most important one is
at the top of the pyramid: the client, the customer. (Marusi¢, S; 2006, 15). Man-
agers and employees give most of their attention to the buyers of their product,
without them companies would not exist, so managers and employees make
great efforts to attract as many satisfied customers as they can with their busi-

ness activities.

2. THE CONCEPT OF DELEGATION AND THE
IMPACT OF DELEGATION ON BUSINESS

Managers of all levels delegate a part of their tasks to their employees. To
what extent will they delegate the tasks depends entirely on their assessment,
and chapter 3 will, based on a research, discover which factors affect manag-
ers’ decisions on delegation. The determination of managerial tasks and func-
tions which are performed in organizations encompasses the human resource
management function (often referred to as “staffing”). Provision of high-quality
staff, their motivation, education and development so they would achieve high
results and contribute to accomplishing organizational goals is becoming the
main managerial task and function. Without it, neither the best plans nor the
organization have effect. (Bahtijarevi¢ Siber, F, 1999, 9). Surely, delegation af-
fects the employees’ motivation. By taking more responsibilities, employees feel
more involved in the business processes. Only satisfied employees will contrib-
ute to the business success of a company. Numerous factors affect the satisfac-
tion of employees, such as salaries, benefits, reward system and so on, but this
paper focuses on delegation through which employees take responsibility for
business processes, as well as the factors crucial to managers in making deci-
sions on the delegation. Managers cannot perform all the tasks by themselves;
part of the activities must be delegated to their employees. To what extent will
they delegate the tasks depends entirely on their assessment. When business is
delegated by leader or manager to their employees, a larger amount of business
will be accomplished in a shorter period of time and business processes will be
accelerated. The needs of the end customers will be met more quickly, and it is
assumed that, if all the employees do the work that they have been given, there
will be less production stagnation, but also overall business stagnation.

The directors are becoming the executives, the executives are becoming man-
agers and managers are becoming leaders. Managers, for example, still have the
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tendency to make decisions based on the directives, they emphasize rationally,
maximize their sources, they plan. Leaders already have the vision of the future,
they emphasize the instinct and intuition, they spread their influence even be-
yond currently available sources, they function according to the current needs.
(Marusi¢, S; 2006, 15). Delegating tasks by managers to their employees con-
tributes to greater efficiency of companies, greater division of business, quicker
customers’ needs satisfaction, and it also increases the employees’ motivation in
their workplace. By taking over the working tasks, the employees feel a greater
degree of motivation in their workplace, more responsibility for business pro-

cesses and for the success of the company.

3. RESEARCH ON FACTORS WHICH AFFECT
MANAGERS’ DECISIONS ON DELEGATION OF
WORKING TASKS TO THEIR EMPLOYEES

Research is conducted on a sample of 50 leader and managers via an online
survey. The request to fill out the survey was sent to random email addresses
and 50 participants responded. The graphical representations of each question

and the results of the research are given below.

3.1. THE DEMOGRAPHIC CHARACTERISTICS OF THE PARTICIPANTS

Diagram 1:

® Women

® Men

Source: made by authors based on the research results

The share of female leaders and managers in this research is a smaller num-
ber, 42%, while the share of male leaders and managers is 58%.
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Diagram 2:

10,00%

® age range from 18 to 24
® age range from 25 to 35
w age range from 36 to 45
®age range from 46 to 55
® age range from 56 to 65

m 65 years and older

Source: made by authors based on the research results

The largest number of the participants is in the 46-55 age range (40,00%).
They are followed by the participants in the 36-45 age range with 28,00%.
22,00% of participants is in the 25-35 age range. There are no participants in
the 18-24 age range or older than 65 years.

3424 ANALYSIS OF THE RESULTS OF THE RESEARCH ON FACTORS
WHICH AFFECT THE MANAGERS DECISIONS ON DELEGATION IN
COMPANIES

Via an online survey, which contained the total of 14 questions, managers
have been asked about the implementation of delegation in their working com-
panies, about the factors which affect the managers’ decisions on delegation,
about the possible negative experiences during the delegation and numerous
other questions which will be demonstrated in the diagrams that follow. The
conclusion will be given and the set hypotheses will be confirmed or rejected
based on the conducted research.

In short: management includes the responsibility for performances; the
responsibility for achieving organizational goals by employing the resources
which exceed the limits of personal resources. Organizations exist to perform

tasks which cannot be implemented without coordinated effort; and manage-
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ment has been developed in order to make an individual or a group of people
responsible for performances and success of coordinated effort in the organiza-
tion. (Pfeifer, S; 2006, 2). The carriers and starters of all business activities in
a company are managers who direct the business, engage all available resources
and delegate businesses to their employees in order to achieve the best possible

business result of the company.
This paper sets the following hypotheses:
H1: managers and leaders largely apply delegation in companies

H2: the most important criterion by which managers and leaders in com-
panies decide on delegation of tasks to their employees is the level of knowl-
edge of the employees.

Diagram 3: Implementation of delegation in companies

35,00% -
30,00% -
25,00% -
20,00% -
15,00% A
10,00% -
5,00% -

0,00%

I do not lrarely Iapply 1 apply llarge
apply apply delegationdelegation apply

delegationdelegation  to delegation
at all medium
extent

Source: made by authors based on the research results

The participants were asked to what extent do they implement delegation
of the work tasks, score 1-5 was offered to them, where 1 stands for the situ-
ation in which manager does not apply delegation, 2 stands for small amount
of delegation applied, 3 means that managers apply delegation to medium ex-
tent, 4 means that managers apply delegation and 5 stands for largely applied
delegation. Most participants circled number 4 with the percentage of 34,00%,
number 3 follows with 32,00%, which means that 34,00% of managers apply
delegation, while 32,00% apply delegation to medium extent. Number 5, which
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stands for largely applied delegation, was circled by 12,00% of the participants.
14,00% of the participants circled number 2 (small amount of delegation ap-
plied), and 8,00% of the participants does not apply delegation at all. The con-
clusion is that delegation in companies can be implemented to a greater extent.
The set hypothesis H1: “managers and leaders largely apply delegation in com-
panies” is rejected because a small percentage, 12,00% of managers and lead-
ers largely applies delegation of work tasks to their employees. This percentage
should have been much higher in order to accept the hypothesis. The highest
percentage of managers and leaders apply or apply to medium extent the delega-

tion in companies.

Diagram 4: The impact of delegation on achievement of better business results

in a company

70,00%
60,00%
50,00%
40,00%
30,00%
20,00%
10,00%

0,00%

Yes, it contributes It sometimes No, it does not
contributes, and contribute
sometimes does

not contribute

Source: made by authors based on the research results

Whether managers and leaders’ delegation affects the business results is ex-
amined by this question in the online survey. A large number of leaders and
managers think that delegation contributes to better business results (64,00%),
while 36,00% of the participants states that it sometimes contributes and some-
times does not. None of the participants stated that delegation does not con-
tribute to achieving better business results. According to managers’ perception,
the delegation of working tasks largely contributes to achieving better business

results in a company.
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Diagram 5: The impact of delegation to the efficiency of the organization of a
company and to achieving business aims

50,00% -
45,00% -
40,00% -
35,00% -
30,00% -
25,00% -
20,00% -
15,00% -
10,00% -
5,00% - - -

0,00%
I agree I disagree I
completely sometlmes completely
agree agree and disagree
sometimes
disagree

Source: made by authors based on the research results

Leaders and managers of companies were asked to express their opinion on
the subject of the impact of delegation on the efficiency of a company’s organi-
zation and on achieving business aims, and the vast majority of the participants
agrees with the statement that delegation impacts company’s efliciency, that is,
46% of them. 24,00% of the participants completely agrees with the statement
while 34,00% of the participant occasionally agree and occasionally disagrees
with this statement.

24




Diagram 6: The impact of delegation on employees’ motivation

60,00%

50,00%

40,00%

30,00%

20,00%
10,00%

0,00%
Yes, it contributes It sometimes No, it does not
contributes, and contribute
sometimes does
not contribute

Source: made by authors based on the research results

Leaders and managers are asked to give their opinion on the manner in which
delegation influences the level of employees  motivation and the vast majority
of participants, that is 56,00 % of leaders and managers think that delegation
contributes to greater employees motivation. 42,00% of the participants believe
that delegation sometimes contributes, and sometimes does not contribute to
employees’ motivation. A very small number of the participants, (2,00%) think

that delegation does not contribute to greater employees motivation.

Maximum use of all human potentials (knowledge, creativity, initiative and
etc.) requires, above all, social changes in the whole organization: changes in
value, climate and culture, management philosophy and style, overall relations,
decentralization, employees” participation and authorization, development of
mutual confidence and respect, and etc. It is sufficient, sometimes, to change
the style and attitude of management towards associates in order to get a totally
different working and economic effect with the same staff and knowledge. Be-
havior and success of people do not just depend on their knowledge and skills,

but also on their motivation which often plays a decisive role.

25

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Zeljko Turkalj * lvana Miklosevic: FACTORS WHICH AFFECT MANAGERS' DECISIONS ON DELEGATION IN COMPANIES

Diagram 7: The criteria which are the basis for managers’ decisions on delega-

tion of tasks

Combination of
emplovees”
qualifications, their
personal effort and
level of knowledge:
42,00%

Other; 4,00%%

Employees” level of
knowledge: 62,00%

Personal effort and
engagement of each
emplovee; 48.00%

Employees” working
experience; 36,00%

Qualification; 8.00%
Increased volume of
; business; 10,00%
48, Customer

satisfaction; 24,00%

Level of confidence;

Source: made by authors based on the research results

One of the most important questions in the online survey is: “Which is,
in your opinion, the most important criterion by which you decide whether
you will delegate working tasks to your employees?” Most of the participants,
62,00% of leaders and managers decide on the basis of the level of knowledge
of their employees. This confirms the set hypothesis H1 that the most impor-
tant criterion by which they decide whether they will delegate working tasks to
their employees is the level of knowledge of the employees. Further criterion is
the level of confidence which managers have for their employees (48,00%) and
personal effort and commitment of every employee (48.00%). Next is the work-
ing experience of employees (36,00% of the participants), customer satisfaction
(24,00% of the participants), increased volume of business (10,00% of the pat-
ticipants) and qualification of employees (8,00% of the participants). The com-
bination of employees” qualifications, their personal effort and level of knowl-
edge was chosen by 42,00% of the participants. Managers make decisions on
delegation primarily based on employees’ level of knowledge which is followed
by the level of confidence, personal effort and engagement of each individual
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employee, in the same percentage. Further criterion by which the managers and
leaders decide on delegation is employees’ working experience. Managers decide
on the delegation by the criterion of increased volume of business and qualifica-

tions of employees.

Knowledge becomes corporate assets without which it is impossible to
achieve success. Only the companies that are based on knowledge have a com-
petitive advantage over others, and the knowledge ensures their continued prog-
ress. Knowledge is the only resource that is not diminished by dividing. Sharing,
transferring and spreading knowledge in an organization increases the overall
knowledge of the organization. (Bahtijarevic’—Siber, E, Sikavica, P, Poloski-
Voki¢, N.; 2008, 596). Delegation of tasks in a company increases the overall
knowledge of all employees. The knowledge becomes the most important re-
source that companies have at their disposal, and through which they can gain
competitive advantage.

Diagram 8: The importance of the level of knowledge of employees in manag-
ers’ decisions on delegation

50,00%
45,00%
40,00%
35.00%
30,00%
25,00%
20,00%
15.,00%
10,00%

5.00%

0,00%

Itisnotat  Itisnot Itis Itis It is very
all important  sometimes important  important
important important

Source: made by authors based on the research results
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The importance of the level of knowledge of employees in managers’ decid-
ing on delegation is examined by this question, in which the majority of em-
ployees (48,00%) answered that the level of employees' knowledge is important,
but also a high percentage (46,00%) of the participants believes that the level
of employees’ knowledge is very important. Only 6,00% of the participants an-
swered that the level of employees’ knowledge is only occasionally important.
None of the participants answered that the level of knowledge is not or not at
all important (0,00%). Managers largely decide on delegation of tasks to their
employees on the basis of their employees’ level of knowledge.

Diagram 9: The importance of employees’ work experience in managers’ deci-
sions on delegation

40,00%
35,00%
30,00%
25,00%
20,00%
15,00%
10,00%

5,00%

0,00%

Itis not at Itis not Itis Itis It is very
all important  sometimes  important  important
important important

Source: made by authors based on the research results

Work experience in making decisions on delegation is very important to a
smaller number of leaders and managers (12,00%). 38,00% of the participants
think that working experience is important to managers when deciding on del-
egation, while 40,00% of the participants think that working experience is oc-
casionally important. A smaller number of participants believe that working
experience is not important when deciding on delegation (8,00%), while the
smallest number of participants believe that the experience is not at all impor-
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tant (2,00%). Working experience is not as important factor which influences

managers’ decisions on delegation.

Diagram 10: The importance of the level of confidence in employees on man-

agers' decisions on delegation
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0,00%
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Source: made by authors based on the research results

Confidence is a very important factor based on which managers and leaders
decide on delegation, and 54,00% of the participants who think that the confi-
dence that managers have for their employees is very important when it comes
to delegation agree with that. 38,00% of the participants think that confidence
is important, while only 6,00% of the participants think that confidence is oc-
casionally important. Very few participants, 2,00%, think that confidence is not
important when deciding on delegation, and none of the participants (0,00%)
have chosen the answer which states that the level of confidence is not at all

important when managers decide on delegation.
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Diagram 11: The importance of employees’ personal effort and engagement on

managers’ decisions on delegation
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Source: made by authors based on the research results

Employees’ personal effort and engagement in making decisions on delega-
tion is very important to 52,00% of leaders and managers, while 44,00% think
it is important. A small number of managers and leaders think that employees’
personal effort and engagement are occasionally important (4,00%), and none
of the participants (0,00%) think that it is not or not at all important. If manag-
ers notice that the employee is trying hard in his workplace and that he is en-
gaged and dedicated to his work tasks, a large percentage will certainly delegate
work tasks to those employees.
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Diagram 12: Negative experiences when delegating work tasks
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Source: made by authors based on the research results

Managers and leaders were asked if they had any negative experiences
when delegating work tasks. A vast majority (62,00%) of managers said that
they sometimes had negative experiences when delegation work tasks. 28,00%
of managers had negative experiences when delegating work tasks, and a very
small percentage of managers (10,00%) did not have negative experiences with
delegation.
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Diagram 13: Impact of delegation on employees’ motivation
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Source: made by authors based on the research results

What do managers and leaders think about the impact of delegation of
working tasks on employees’ motivation is shown in the diagram 12. A small
percentage of participants (8,00%) think that delegation of work tasks strongly
impacts on employees, while the largest percentage (68,00%) thinks that it has
got an impact on the employees. 24,00% of the participants think that it occa-
sionally impacts, and occasionally does not impact the employees” motivation.
None of the participants think that delegation of tasks does not or does not at
all impact employees’ motivation.
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Diagram 14: The impact of delegation on improvement of company’s results
and the division of work
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Source: made by authors based on the research results

The participants were asked to express their opinion on the impact of del-
egation on the improvement of the company’s results and the division of work.
12,00% of the participants think that delegation has got a very strong impact
on the improvement of the company’s results and the division of work. Most
of the participants, 70,00% think that delegation impacts the improvement of
the company’s results and the division of work. A smaller number of the par-
ticipants, 18,00%, consider that delegation sometimes impacts and sometimes
does not impact the improvement of the company’s results and the division of
work, and none of the participants are of the view that delegation has not got,
or has absolutely none influence on the improvement of the company’s results
and the division of work.

4. CONCLUSION

Based on the conducted research, it can be concluded that managers and
leaders in companies apply in medium amount (32,00% of managers assigned
rating number 3 for this statement in the conducted online research) and apply
delegation of working tasks on their employees (34,00% of managers assigned
rating number 4 for this statement in the conducted online research). A small
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percentage of managers and leaders, 12,00%, highly apply delegation of work-
ing tasks to their employees. A large number of managers and leaders (64,00%)
think that delegation of working tasks contributes to the achievement of bet-
ter business results in a company, while 46,00% of managers agrees with the
statement that delegation affects the efficiency of the organization of a com-
pany and achievement of business aims. More than half of participants, that
is, managers and leaders (56,00%) think that delegation contributes to greater
employees’ motivation. Level of employees” knowledge is mostly factor based on
which managers and leaders decide on delegation of tasks to their employees
(62.00% of participants), and it is followed by level of confidence and personal
effort and commitment of every employee. Employees’ qualification is the least
represented criterion based on which managers make decisions on delegation
(8,00%). Work experience of the employees is not very important to a smaller
percentage of managers, while 38,00% of managers thinks that work experience
is important when deciding on delegation of work tasks to their employees.
The level of confidence that managers have for their employees is important
to a large percentage of managers, thus, 54,00% of participants think it is very
important while 38,00% thinks it is important. Personal effort and engagement
of each employee is also important to a high percentage of managers in mak-
ing decisions on delegation, therefore, 52,00% of participants think it is very
important, while 44,00% of managers think it is important. A large number of
managers, 68,00%, think that delegation has an impact on employees’ motiva-
tion, while 70% of managers and leaders consider that delegation has an impact

on the improvement of the company’s results and the division of work.

One of the most pragmatic reasons for turning to human resources and their
better management are working costs, which are becoming more and more sig-
nificant in the overall cost structure of modern companies. The only way to re-
duce them is full development and their better use. Therefore, good management
is trying to extract new and higher profit from intelligence, education, interests,
and even emotions of employees and thus achieve a higher return on investment
(Bahtijarevi¢ Siber, F; 1999, 69). Managers are the main starters of all organiza-
tional activities in a company who take care of procurement, the measurements
of effectiveness and motivation of human resources in companies. Employees’
motivation increases because they feel involved in business processes via delega-
tion of working tasks by managers, and managers make decisions on delegation
of working tasks based on the employees’ level of knowledge.
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Abstract

The process of planning and management is very complex in organizational
systems in which also belongs an overhaul of complex technical systems (over-
haul in the processing and chemical industry, repair of vehicles, machinery
and equipment, etc.). There are numerous examples of projects that have been
called into question by reason of exceeding the set deadline of completion and
thus the project price increase made this investment irrational even before the
beginning of its implementation. Classical methods of planning and manage-
ment are inadequate to such requirements of development so the technique of
network planning has become an indispensable technique for planning and
management of a very complex projects.




The nature of such projects is not often compatible with the assumption of the
estimated duration of activities and thus the total duration of the project as a
deterministic size, so in such cases, the duration of the activity should be ob-
served as random variables, to which should be adapted and the procedure for

calculating time parameters.

By using data from the existing technical documentation, available literature
and practical experience, in this paper was made the analysis of duration time

in relation to costs and cost analysis in relation to the duration of the project by

using PERT / COST method.
Keywords: planning, management, project duration, costs

JEL Classification: C4, C41, C54

1. INTRODUCTION

Modern approaches to the organization of overhaul of technical systems sets
the task for companies rationalization of organization maintenance functions
in order to shorten the cycle time of preparation and consumption of time and
energy per unit of time, but also in the total cost. These approaches improve the
quality of specific work increase the utilization of resources through a system of

planning and monitoring of overhaul.

Today, the management of companies is required to adopt the more reli-
able decisions in shortest possible period. The importance of making timely
and valid decisions can not arise from unreliable and incomplete data, as well
as from inadequate management model. Today’s decisions and the possibility
of meeting the deadlines generally are made by: duration assessment, customer
demands and competitive offerings, without taking into account the actual situ-
ation and the possibilities of its own resources and capacities.

There are numerous examples of large investment projects, which are called
in question by reason of exceeding the set deadline of construction and thus
the price increase of the project of this investment seemed irrational and even
before the beginning of implementation. Classical methods of planning and
management are inadequate to such requirements of development and the tech-
nique of network planning has become an indispensable technique of planning

and management a very complex project.
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Technique of network planning does not break the relationship with classi-
cal methods of planning, but seeks to make it fraught, more resilient so that it
can provide a more complex picture of the project and thus enable more efficient

management of the process.

One of the methods of network planning techniques (TPM) was developed
in 1957 under the name Critical Path Method — CPM according to which are
estimated times of duration of the deterministic size activity. Maintenance and

general overhaul in the chemical (processing) industry planning system was first

developed with CPM method.

However, there are many projects (scientific investigative, developmental,...),
the nature of which was not consistent with the assumption of the estimated
duration time of activities as deterministic size. In such cases, the duration of
the activities should be viewed as random variables, which should be adapted

the procedure itself for calculating time parameters..

The procedure is known as PERT - Program Evaluation and Review Tech-
niqe (method of evaluation and revision of the program) and was developed in
1958, and makes maximum use of the calculus of probability and mathematical
statistics in determining duration time of certain of activities and other network

parameters.

This paper presents analysis of the time and cost with activity duration as
random variables with PERT-COST method on the example of overhaul of a
complex technical system with the use of the information program POM-QM
for windows.

Analysis of the time and cost is performed by the following steps:

- The collection of basic data on activities,

- Assessment of the activity duration and calculation of variances of the

expected duration time,

\

analysis of time and determination of the critical path,
- Determination of time reserve and probability of occasion occurrence

- Determination the optimum direct costs.

2. COLLECTION OF BASIC ACTIVITY DATA
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During the organization of the production process of overhaul, special sig-
nificance is attached to the time factor. Therefore, the basic task of the organiza-
tion during the of overhaul is to choose such a variant of an organization that
allows entrepreneurship (Juki¢, 2000).

For each type of STS is determined the time duration and extent of over-
haul, which is usually expressed in hours.

Technological process of overhaul is also elaborated for each asset. Elabora-

tion of the technological process of overhaul STS is implemented as follows
(Juki¢, 2000):
+ making the general scheme of the technological process with separating
into its constituent elements (phases, operations, procedures),
+ determination of necessary tools, equipment and instruments,
+ determination of the machining parameters (eg. for machines, welding,
metallization, etc..)
+ determining the qualification structure of employees (for each operation),
+ determination of normatives for each phase, operation and procedure,
+ determining the order of quality control of work,

+ making the plan variants of overhaul and selecting the most favorable ver-
sions of the plan.

3. ASSESSMENT OF DURATION ACTIVITIES
AND CALCULATION OF VARIANCES OF THE
EXPECTED DURATION TIME

As it was concluded in the introductory part that there are many projects
whose nature was not consistent with the assumption of the estimated dura-
tion time of activities as deterministic size, and such projects includes the over-
haul, especially when its done for the first time, can be started from the fact
that for each activity and in stochastic terms, can be estimated ultimate lim-
its (minimum and maximum duration) and the most probably duration of the
activities(Stojiljkovi¢, M., Vukadinovi¢, S., 1984). In Table 3.1. are indicated
the estimated duration time of the main activities for the development of time

schedule of overhaul of a complex technical system.
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Table 3.1. Estimated duration time of the main activities for the development

of time schedule of overhaul(POM-QM for windows)

Start | End | Optimistic | MOS! | Pessimistic | Activity | Standard | ,, .
. Likely . . ... | Variance
node | node time o time time | Deviation
i j a,| m, b, t 6 6°
A Task 1 1 2 10 12 16 12,33 1 1
B Task 2 1 3 20 24 30 24,33 1,67 2,78
© Task 3 2 3 0 0 0 0 0 0
D Task 4 2 5 16 16 20 16,67 67 44
E Task 5 2 7 14 14 20 15 1 1
F Task 6 3 4 18 20 22 20 67 44
G Task 7 3 6 25 30 40 30,83 2,5 6,25
H Task 8 4 8 0 0 0 0 0 0
J Task 9 4 10 13 16 22 16,5 15 2,25
| Task 10 5 12 4 4 6 4,33 .33 11
K Task 11 6 7 0 0 0 0 0 0
L Task 12 6 8 0 0 0 0 0 0
M Task 13 6 9 8 8 12 8,67 67 44
N Task 14 7 12 8 8 27 10,17 2,17 4,69
0 Task 15 8 9 13 16 20 16,17 1,17 1,36
P Task 16 9 10 0 0 0 0 0 0
Q Task 17 9 1 8 10 14 10,33 1 1
R Task 18 10 M 14 18 25 18,5 1,83 3,36
T Task 19 11 12 20 22 28 22,67 1,33 1,78
Total of critical
Activities 15,83
Square root
of total 3.94

Where markings mean (Barkovi¢, 2001; Barkovié, 2011):
a,- optimistic time
m, — most probably time
b.— pesimistic time

El P aij+4mij+bij
t, — expected time of duration e = 6

. (b —a)2
Ote = 6

2 .
Ote — variance
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When speaking of optimistic duration of some activity it goes with the as-

sumption that all conditions for activity enforcement are fulfilled.

The pessimistic duration is estimated under the assumption of some dis-
turbance during performance of activities (waiting on parts, hidden defects,

weather conditions, etc.).

For some activities the expected time and optimistic time are equal, ie, some
activities can not be carried out for a shorter time than prescribed (test pressure,

inquiry, etc.)

4, OPTIMIZATION OF THE PROJECT DURATION

Very often the question arises about possibilities of reducing the dura-
tion of the project in the technique of network planning, and the same applies
to shortening of critical path. The reasons for reducing the duration may be
(Majdandzi¢,2001):

+ requisite time of project shortening that the initial plan does not allow,

+ the need of project shortening due to the application for the same capaci-

ties on other projects,
+ the need of shortening the time of new product development, because of
the earlier release of a new product on the market,
Shortening of overhaul plans for the eatliest possible facilities commissioning.
It is possible to affect the project duration in several ways (without reducing
the quality of the system):
+ reducing delays in the work,

+ reducing the active work time introducing sophisticated equipment

(mechanization and automatization),
+ with higher quality training of an implementer,
+ increasing the number of implementer (parallel activities)
+ changing the method of implementation,
+ with better planning and monitoring.
Also, apart from these direct ways, it is possible, while maintaining quality,

significantly affect the project duration by increasing the motivation and stimu-

lation of an implementer.

A1
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Depending on what you have available and what are the limits we can imple-

ment following optimization of the project (Majdandzi¢, 2001):
+ optimization of the time duration compared to the cost,
+ costs optimizationin in relation to the project duration,

+ optimal allocation of limited resources, in particular, capacity as a function

of time,

+ factors ranking that affect the course of the project and optimization from

the most influential factors to the less influential.

Each activity in network diagram has a duration which is estimated in given
conditions of available resources and with technological capabilities of activ-
ity perform. These activity are called activities of normal project enforcement.
Through additional resources investments it is possible to shorten the normal
duration of the activities which are termed accelerated duration or shortened
duration. Shortening can be done up to a certain lenght of duration after which
any additional investment of labor and resources can not shorten more the total

duration of the project.
In further considerations it is defined following:

(bij:nij) pessimistic time equals the normal project enforcement Table 3.1

(aﬁ:uij) optimistic time equals accelerated project enforcement Table 3.1

Table 4.2. shows an example in which each activity is analyzed individually,
the plan is defined also for each activity, the normal and accelerated duration of
activity is determined and costs for normal enforcement and acceleration costs

for each activity are defined.

Depending on the technological process of certain activity shortening costs
are varied and depend on the following: an increase in the number of employees,
the introduction of modern technology, the use of additional tools and devices,

uu)
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Table 4.2 Project costs

S || i qumal Crash Normal Cost | Crash Cost | Crash cost/pd
node | node | time time
i j n, u, C, C, Ac,
Project 143 92
A Task 1 1 2 16 10 1600 2500 150
B Task 2 1 3 30 20 3600 5600 200
C Task 3 2 3 0 0 0 0 0
D Task 4 2 5 20 16 2000 2600 150
E Task 5 2 7 20 14 2800 4000 200
F Task 6 3 4 22 18 2640 3440 200
G Task 7 3 6 40 25 3600 5100 100
H Task 8 4 8 0 0 0 0 0
N Task 9 4 10 22 13 2200 3550 150
| Task 10 5 12 6 4 1200 1700 250
K Task 11 6 7 0 0 0 0 0
L Task 12 6 8 0 0 0 0 0
M Task 13 6 9 12 8 1600 2600 250
N Task 14 7 12 21 8 1600 4850 250
0 Task 15 8 9 20 13 2000 3400 200
P Task 16 9 10 0 0 0 0 0
Q Task 17 9 i 14 8 1680 2580 150
R Task 18 10 i 25 14 3000 4650 150
T Task 19 " 12 28 20 4200 5800 200
TOTALS 33720 52370

Where markings mean:

“,- accelerated activity duration

n, = normal activity duration

C, — costs per TJ for normal activity enforcement

C . — costs per activities for normal enforcement AC:, = Cuij — Cni}'
nij ij _—

. N — U
C,; — costs per activities for accelerated enforcement uoty
AC, - costs of acceleration by TJ
From Table 4.2 in the example is:

The sum of activity on the critical path is also the total project duration.
UVZ (total time stock) activity on the critical path = 0

Critical path (KP):1-3; 3-6; 6-8; 8-9; 9-10; 10-11; 11-12(B-G-L - O

“P-R-T)
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If we mark accelerated duration with [m], and with [M] normal duration, it

can be calculated:

m=2u”~kr=(20+25+0+13+0+14+20)=92T]

Z{ Cuij = 52370 N] - total project cost for accelerated duration

M=Znijkr=(30+40+0+20+0+25+28)=143T]

Z{ Cnij = 33720 NJ - total project costs for normal duration

4.I. SHORTENING TO THE REQUIRED DURABILITY PERIOD OF THE
PROJECT

Duration of activity (completion deadline of the project) can be a value in
the interval between the accelerated duration #, and normal duration n, Activ-
ity duration less than accelerated duration is not possible, and if the duration is
higher than the normal length of the costs will not be lower.

As it is indicated with [m] an accelerated duration, and with [M] normal
duration, it can be written:
m<T <M,

where Tn we call allowable duration.

At the request of investors the project duration is necessary to shorten for
about 20% (earlier commissioning of the drive).

Based on this requirement it is necessary to:

- Create a network diagram (new plan)

- Calculate the costs of shortening and

- Calculate the total cost of the project.
T,=08-M=08-143 =114,4T]J

Duration of the activity in this case can only be an integer, we choose: T =
114 TJ, and shortening of the project is 20,3 % ie., the project is necessary to
shorten for 29 T according to the following rules (Petri¢, 1974; Majdandzi¢
2001.):
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* It starts with shortening of activities on the critical path that has the the
lowest costs of shortening by forward unit, and it is necessary to shorten
by the order to the activities with higher costs

* Shortening is performed to the emergence of a new critical path or to the
the realization of the desired shortening time and achieving anticipated

accelerated activity duration,

* Ifthereis amore critical paths, shortening should be done on the activities
with different critical paths, only for the same value of forward units (if
there is a critical path where we can not shorten any activity, then we can

not shorten any other activity on other critical paths),

* If two actions have the same cost of shortening, and they are on their way
for shortening or they are selected for shortening, first shorten the activity

that has a higher possibility of shortening (for a number of forward units)

* Shortening of activities by these rules shall be carried out until it achieves

the desired objectives:
- required shelf life of the entire project
- Utilization of foreseen (planned) financial resources for the project

- all activity shortened to the accelerated activity duration (all activity
that could be shortened)

List of abbreviated activities and reducing by the individual activities are
listed in Table 4.3 and total direct costs of shortening (acceleration of the proj-

ect duration).
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Table 4.3. Direct costs of acceleration

Start | End | Normal | Crash | Normal | Crash | Crash Crash by Crashing
node | node | time | time Cost Cost | cost/pd cost
i j n, u, C, ¢, | ac, | n,~u, C,
Project 1431 114

A |Task 1 1 2 16 16 1600 | 1600 0 0 0
B |Task?2 1 3 30 27 3600 | 4200 200 3 1400
C |Task3 2 3 0 0 0 0 0 0 0
D |Task4 2 5 20 20 2000 | 2000 0 0 0
E  |Taskb 2 7 20 20 2800 | 2800 0 0 0
F |Task6 3 4 22 22 2640 | 2640 0 0 0
G |Task7 3 6 40 25 3600| 5100 100 15 1500
H |Task8 4 8 0 0 0 0 0 0 0
J |Task9 4 10 22 22 2200| 2200 0 0 0
| Task 10 5 12 6 6 1200 1200 0 0 0
K | Task 11 6 7 0 0 0 0 0 0 0
L |Task 12 6 8 0 0 0 0 0 0 0
M | Task 13 6 9 12 12 1600 | 1600 0 0 0
N |Task 14 7 12 27 27 1600 | 1600 0 0 0
0 |Task 15 8 9 20 20 2000 | 2000 0 0 0
P |Task 16 9 10 0 0 0 0 0 0 0
Q |Task 17 9 11 14 14 1680 | 1680 0 0 0
R |Task 18 10 11 25 14 3000 | 4650 150 11 1650
T |[Task19 11 12 28 28 4200| 4200 0 0 0
TOTALS 33720 | 37470 4550

The project duration after shortening of the individual activities.
Tn =27+254+20+14+28 = 114T]
Critical path:1-3; 3-6; 6-8; 8-9; 9-10; 10-11; 11-12

Direct costs for each activity can be calculated according to:

. For ti<u;
ni—t; C s
— . + titui |
Ca =13 ny ¥ F— Cn For  w; <t <n;
Cn

For t>n;

The total direct costs of the project after shortening amounts: C, = 37470
NJ
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Figure 4.1. Network diagram for T =114T]

4.2, SHORTENING TO THE UTILIZATION OF THE PLANNED ADDITIONAL
FINANCIAL INVESTMENTS

During the planning of activities and the project duration it is necessary to
plan financial investments in the completion of the planned project. The aim
is always to have the lowest costs and also to complete the project in shortest
time. The presence of several criteria (time and costs) has the consequence that
only in rare cases you can determine the so-called perfect solution that would
ensure extreme, ie ideal values simultaneously for all criteria functions. When
the perfect solution does not exist, the optimum solution is considered to be a
collection of all efficient solutions among which selects one final solution (sub-
optimal solution or the preferred solution). In the example that is processed in
the paper, for accelerated project duration (m = 92 TJ ) it is necessary to take
additional 18650 NJ, and on disposal there is 10000 NJ. From the cost restric-

tions the following question arises:

What is the optimal project duration after additional investment of 10000
NJ 2

Abiding by the rules of shortening it begins with the shortening of those
activities on the critical path that has the lowest costs of shortening and we

shorten to the funds utilization.

After shortening of the activities according to the table 4.4. the total dura-
tion of the project is 98 TJ, consumption is 6950 NJ, but another critical path
appeared and network diagram; Figure 4.2.:

KP1: 1-3; 3-6; 6-8; 8-9; 9-10; 10-11; 11-12
KP2:1-3; 3-4; 4-10; 10-11; 11-12
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Table 4.4. Shortening to the new KP (POM-QM for windows)

Start | End | Normal | Crash | Normal | Crash | Crash cost/ | Crash | Crashing
node | node | time | time Cost Cost pd by cost
i j n, u, C, C, ac,  n-uloC,
Project 143 98

A | Task 1 1 2 16 16 1600 1600 0 0 0
B |[Task? 1 3 30 20| 3600 5600 200 10 2000
C |Task3 2 3 0 0 0 0 0 0 0
D |Task4 2 5 20 20 2000 2000 0 0 0
E |Taskb 2 7 20 20 2800 2800 0 0 0
F|Task 6 3 4 22 22 2640 2640 0 0 0
G |Task7 3 6 40 25 3600 5100 100 15 1500
H |Task 8 4 38 0 0 0 0 0 0 0
J |Task 9 4 10 22 22 2200 2200 0 0 0
| |Task 10 5 12 6 6 1200 1200 0 0 0
K |Task 11 6 7 0 0 0 0 0 0 0
L |[Task12 6 8 0 0 0 0 0 0 0
M | Task 13 6 9 12 12 1600 1600 0 0 0
N |[Task 14 7 12 21 21 1600 1600 0 0 0
0 |Task 15 8 9 20 19 2000 2200 200 1 200
P |Task 16 9 10 0 0 0 0 0 0 0
Q |Task 17 9 11 14 14 1680 1680 0 0 0
R |[Task 18 10 11 25 14| 3000 4650 150 11 1650
T |Task19 M 12 28 20| 4200 5800 200 8 1600
TOTALS 33720| 40670 6950

Figure 4.2, Network diagram for T =98 T] (POM-QM for windows)

In accordance with the rules of shortening, if more critical paths occures,
shortening should be done on the activities of the different critical paths, only
for the same value of forward unit (if there is a critical path where we can not

shorten any activity, then we can not shorten any activity in other critical paths).

Shortening of the activities O (8-9) and J (4-10) for per 6 T] was done in the

example because in the previous shortening the total project duration amount-
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ed 98 TJ and accelerated duration is 92 T and the final result of reduction is
shown in the Table 4.5. and the network diagram in Figure 4.3.

Table 4.5. The final result of shortening (POM-QM for windows)

Start| End | Normal | Crash | Normal | Crash | Crash cost/ | Crash | Crashing
node | node | time time Cost Cost pd by cost
i j n, u - - ACU, n,—u, C,
Project 143 92
A | Task 1 1 2 16 16| 1600| 1600 0 0 0
B |Task 2 1 3 30 20| 3600| 5600 200 10 2000
C |Task 3 2 3 0 0 0 0 0 0 0
D |Task 4 2 5 20 20| 2000| 2000 0 0 0
E |Task5 2 7 20 20| 2800| 2800 0 0 0
F |Task 6 3 4 22 22| 2640| 2640 0 0 0
G |Task7 3 6 40 25| 3600| 5100 100 15 1500
H |Task 8 4 8 0 0 0 0 0 0 0
J | Task 9 4 10 22 16| 2200| 3100 150 6 900
| |Task 10 5 12 6 6| 1200 1200 0 0 0
K |Task 11 6 7 0 0 0 0 0 0 0
L |Task 12 6 8 0 0 0 0 0 0 0
M | Task 13 6 9 12 12 1600| 1600 0 0 0
N |Task 14 7 12 21 211 1600| 1600 0 0 0
O |[Task 15 8 9 20 13| 2000| 3400 200 7 1400
P |Task 16 9 10 0 0 0 0 0 0 0
Q |[Task 17 9 11 14 14| 1680| 1680 0 0 0
R |Task 18 10 11 25 14| 3000| 4650 150 11 1650
T |Task 19 11 12 28 20| 4200| 5800 200 8 1600
TOTALS 33720 | 42770 9050
A '/—‘3';;;-,-.-::: 59‘*= —
] ,,-—"/ \ B Y / e T -
i G Y \>( P O e P
'S e, .\ , 4}}3)_.._:;39 - d___d@'—f: == )
“ap, ,-'f 2 e -t
™ NS 7
{}—-f""‘" P e5

Figure 4.3. Network diagram for T =92 T] (POM-QM for windows)
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Although it was available 10000 NJ, after the maximum acceleration of ac-
tivities on the critical path it has been spent total 9050 NJ, and the total project

duration is equal to accelerated duration ie. Tn = m.

Through further investment in the acceleration of certain activities total
project duration would remain the same and the funds would be used for short-

ening activities which have time reserve and that is not advisable.

5. CONCLUSION

In the plan of overhaul of the complex technical system (the project), in
which is conducted the deployment of resources and time on the level of sched-
uling according to tasks of overhaul, which was created by the method of net-

work planning, parameters and also the boundary conditions and constraints
p 2 p Y

are defined.

This paper explores the possibility of connecting the impact disorder (exten-
sion / shortening of the duration and / or reduction / cost increase) in design-

ing and implementing the plan using the PERT / COST method.

It is logical that any shortening increases the cost of by forward unit, in-
creases costs of operations, which grow with the increase of forward units be-
cause the normal length of days for normal working conditions: increasing the
capacity of the performance of the operation leads to lower capacity utilization.

Since there is no perfect solution (min. cost = min. duration), a final solution

based on defined parameters was elected.
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DIE NULLZINSPOLITIK DER
EZB UND DEREN FOLGEN FUR
DEN DEUTSCHEN BURGER UND
DESSEN VORSORGESYSTEME

Urban BACHER, Ph.D.

Pforzheim University, Business School, Germany

Abstract

The aim of this work is to illuminate the dilemma of zero-interest rates on the

German citizens and their savings and pre-retirement system.

The coordinated zero-interest policy of the most important central banks en-
tails distortions on the money and capital markets. As existing assets such as
shares, real estate and art are traded on the asset markets, the “cheaper” money
is directed to these goods. Their prices are inflated by inflation and a bubble

formation is not excluded

The zero-interest policy shifts the coordination system for investment forms
and their risks. There are winners and losers. The traditional savings and pre-

occupancy systems yields an oblique position.

The idea of boosting loans through low interest rates and thus investment is
fundamentally praiseworthy, yet too simple. In the international credit market,
the German lending rate has been very low for very long time (Bacher, 2015).
What is right is that low-interest loans are becoming cheaper and the annual

interest rate is thus becoming more affordable.

Keywords: Zero-interest rate policy, Interest rate decisions, Money policy,
Savings and pre-occupancy systems

JEL Classification: G2
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1. PROBLEMSTELLUNG

Money for nothing! Die Zinsentscheidungen der EZB machen den Traum
vom kapitalistischen Schlaraffenland wahr. Ein Leitzins von Null-Prozent bie-
tet den Banken zunichst einmal kostenloses Zentralbankgeld. Auch Staaten
konnen sich fast endlos verschulden, ohne dass sie dafiir bezahlen miissen. Der
Dumme ist der Sparer. Er erhilt fiir seinen Konsumverzicht keinen Ertrag
mehr. Im Gegenteil: Wer viel spart und sein Vermogen auf seinem Giro- oder
Festgeldkonto lisst, wird bestraft. Institutionelle Investoren wie Versicherun-
gen, Pensionskassen und Firmenkunden miissen fiir ihre Kontoguthaben Straf-

zinsen bezahlen.

Mario Draghi, Chef der EZB, hat am 28. September 2016 vor Bund-
estagsabgeordneten seine Nullzinspolitik gerechtfertigt. Seine Argumente:'
Die Geldpolitik der EZB gewihrleiste Preisstabilitit und wirke einer Depres-
sion entgegen. Nach Ansicht von Draghi greifen die Maflnahmen der EZB seit
Jahren: Die Wirtschaft hitte sich erholt, durch den niedrigen Zins werde der
Export und die Bauwirtschaft angekurbelt, Arbeitsplitze entstehen und die
Staatshaushalte werden dadurch direket entlastet. Es entstehe also Wohlstand.
Die Zinspolitik wirke wie ein verstecktes Rettungspaket, von dem auch Rent-
ner und Sparer profitieren. Durch die lang anhaltende Niedrigzinsphase ger-
aten Banken — gerade Einlageninstitute — in eine Ertragsfalle. Mit Hinblick
auf die Ertragssituation bei den Banken stellt Mario Draghi lapidar fest: ,Die
Geldpolitik der EZB ist nicht der Hauptfaktor fiir deren geringe Rentabilitit.”

Ziel dieser Arbeit ist das Dilemma von Nullzinsen auf den deutschen

Normalbiirger und dessen Spar- und Vorsorgesystem zu beleuchten.

2. DAS VERMOGEN DER DEUTSCHEN

Deutschland ist ein reiches Land. Die Bundesbank ermittelt regelmifig das
Vermdgen der deutschen Haushalte:* Das private Volksvermdgen beliduft sich
auf etwa 13 Billionen € und ist damit etwa 4 Mal so grof3 wie das Bruttoso-
zialprodukt. Etwa die Hilfte ist in Immobilien, also in Grundstiicke, Hiuser,

! Vgl. Draghi, Introductory remarks at Deutscher Bundestag, Berlin 18.09.2016.

% Vgl. Bundesbank, Vermogen und Finanzen der privaten Haushalte in Deutschland, in: Monatsberich-
te der Bundesbank 3/2016, S. 61-89; Allianz, Das Geldvermdgen privater Haushalte in Deutschland,
Economic Research, Miinchen 2016; Bacher, Bankmanagement, 2015, S. 197.
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Wohnungen, Wiesen und Wilder gebunden. Etwa 10 Prozent machen Gebr-
auchsgegenstinde aus — vor allem sind das Autos, Mébel, Schmuck und Kunst-
gegenstinde. Die verbleibenden 40 Prozent sind Geld- und Wertpapierverma-
gen. Von diesen 40 Prozent sind wieder 40 Prozent Bargeld und Einlagen bei
Banken, 30 Prozent Anspriiche gegeniiber Versicherungen, 20 Prozent Wert-
papiere, 10 Prozent sind Pensionsanspriiche gegeniiber der Firma und Son-
stiges. Durchgerechnet machen Aktien und Aktienfonds nur etwa 6 Prozent

des Volksvermdgens aus.

Das Vermogen der Deutschen ist sehr ungleich verteilt: 30 Prozent der
Haushalte haben gar kein Vermdgen, 5 Prozent besitzen mehr als die Hilfte
des Gesamtvermdgens. Das Vermdgen sitzt vorwiegend bei ilteren Menschen
in den alten Bundeslindern in den Ballungszentren Miinchen und Oberbayern,
Stuttgart, Frankfurt, Diisseldorf und Hamburg. Minner besitzen durchschnit-
tlich ein Drittel mehr als Frauen.

Die abgestimmte Nullzinspolitik der wichtigsten Zentralbanken bringt
Verwerfungen auf den Geld- und Kapitalmirkten mit sich. Da an den Verma-
gensmirkten bereits bestehende Vermogensgegenstinde wie Aktien, Immobili-
en und Kunst gehandelt werden, wird das billige Geld auf diese Giiter gelenkt.
Deren Preise werden inflatorisch in die Hohe getrieben, eine Blasenbildung ist

dabei nicht ausgeschlossen.

Die Aktienmirkte sind seit dem scharfen Einbruch in 2007/2008 stark ges-
tiegen, lediglich in 2011 und 2015 gab es Korrekturen. In den USA verzeich-
nen Anfang 2017 die Aktienindizes Allzeithochs, in Deutschland fehlt hierzu
noch ein letzter Schub. Gemessen am Kurs-Gewinn-Verhiltnis sind Aktien in
Deutschland nicht iiberteuert! Ganz anders ist es auf dem Immobilienmarkt.
Bereits im Februar 2014 gab es eine erste Warnmeldung der Bundesbank fiir
Wohnimmobilien in Ballungszentren:® In der Summe gibe es Uberbewertun-
gen, in Ballungszentrum seien die Preise um rund 25 Prozent zu hoch. Sei-
ther sind die Preise noch weiter gestiegen. An vielen Orten wird fiir eine Im-
mobilie das 25-fache, teilweise sogar das 40-fache der Nettokaltmiete bezahlt.
Ubersetzt heiflt das: Ohne Wertsteigerungen und Zinseszinseffekte braucht
man 25 bzw. 40 Jahre bis die Anschaffung einer Immobilie iiber Mietertrige
zuriickflieflt.

3 Bundesbank, Preise fiir Wohnimmobilien, in: Monatsbericht der Bundesbank 2/2014, S. 65-67.
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3. SPAR- UND VORSORGESYSTEM DER
DEUTSCHEN

3.1 SEIT MEHR ALS ZWANZIG JAHRE FALLENDE ZINSEN

Lange Zeit lagen in Deutschland die Renditen fiir langfristige erste Ad-
ressen (Staatsanleihen, Pfandbriefe, Anleihen von Landesbanken etc.) bei 6 bis
9 Prozent. Der Zins fiir kurzfristiges Geld — der Geldmarktsatz — lag tiblich-
erweise 1 bis 2 Prozentpunkte darunter. 1990 ist der Zins fiir zehnjihrige Sta-
atsanleihen unter die Schwelle von 6 Prozent gefallen, 2010 unter 3 Prozent.
Seit 2015 pendelt die Rendite der deutschen Staatsanleihen um die Nullmarke
(vgl. Abb1).In 2016 hatte iiber die Hilfte der Staatspapiere sogar eine negative
Rendite.
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Abb. 1: Rendite der 10 jihrigen deutschen Staatsanleihen seit 1999 (Quelle
Bloomberg Febr. 2017)

Gewdhnlich wird auf dem Geldmarkt noch weniger bezahlt als fiir lang-
fristige Kapitalmarktanleihen. Seit Jahren gibt es am Geldmarkt weniger als
1 Prozent Zins, seit 2012 steht dort die Null und seit 2014 herrschen dort
fiir den Euro negative Zinsen vor. Grund hierfiir ist, dass der Geldmarketzins
mafSgeblich vom Leitzins und den weiteren geldpolitischen Instrumenten der
Zentralbank abhingt. Infolge der Finanzkrise senkten die Zentralbanken welt-
weit ihre Zinsen, seit zwei Jahren verlangt die EZB sogar eine Strafgebiihr,
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wenn Banken bei ihr Gelder einlegen (vgl. Abb. 2). Aktuell betrigt diese Ge-
biithr -0,4 Prozent. Noch dramatischer ist die Zinssituation mit -0,75 Prozent
in der Schweiz. In den USA ist seit einem Jahr eine vorsichtige Zinswende
erkennbar. Offen bleibt, ob und wann die europiischen Zentralbanken diese

Zinswende mitgehen.

Abb. 2: Leitzinsen der EZB (,€“) und der FED (,$”) seit 1999 (Quelle Bloom-
berg 2/2017)

3.2 DiE VERLIERER DER NULLZINSPOLITIK

Durch die Nullzinspolitik verschiebt sich das Koordinatensystem fiir An-
lageformen und deren Risiken. Es gibt Gewinner und Verlierer. Die traditio-
nellen Spar- und Vorsorgesysteme geraten in eine Schieflage. Private Haus-
halte (,Sparer”) sind die Dummen dieser Zinspolitik und werden langfristig
ihr Sparverhalten anpassen. Sie werden in andere, riskantere Anlageformen
gedringt oder werden kiinftig weniger oder schlichtweg nicht mehr sparen.

Wichtige Vetlierer dieser Politik werden nachfolgend kurz beschrieben.

3.2.1 Verlierer: Die Kapitallebens- und Rentenversicherung

Die private Altersvorsorge der Deutschen baut auf Lebensversicherungen

auf (Kapitallebens- bzw. Rentenversicherungen). Lange Zeit konnten Lebens-
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versicherungen ihren Kunden gute Zinsen auf den Sparanteil der Lebensversi-
cherung garantieren. Meist bezifferte sich die Garantie in der Vergangenheit auf
3 bis 4 Prozent. Bei einem Zinsniveau von 6 Prozent und mehr konnte dieses
Versprechen auch leicht umgesetzt werden. Bis weit in die 90er Jahre hinein
gab es fiir Versicherungen von der Zinsseite her auch wenig Grund zur Sorge.
Doch seit zwanzig Jahren wird die Situation von Jahr zu Jahr enger.* Alte An-
leihen mit hohen Kupons laufen aus und miissen mit Schuldscheinen mit ganz
niedrigen Kupons ersetzt werden. Seit Jahren fillt die laufende Verzinsung um
etwa 0,2 Prozent pro Jahr und liegt 2016 nicht einmal mehr bei 3 Prozent. Nur
durch Hebung von Bewertungsreserven, Umschichtungen oder durch Neube-
wertungen konnen die Lebensversicherungen in der Kapitalanlage noch ein
Nettoergebnis von mehr als drei Prozent darstellen. Fiir Neuvertrige werden
die Garantiezinsen immer weiter gesenkt, ab 2017 betrigt diese Garantie nur
noch 0,9 Prozent. Die Aufsicht verlangt, dass fiir die alten Zinsgarantien bilan-
zielle Vorsorge getroffen wird. Diese Zinszusatzreserve bringt ein Drittel aller
Lebensversicherer in wirtschaftliche Bedringnis. Das Neukundengeschift von
Kapitallebensversicherungen alter Prigung ist praktisch nicht mehr existent, je
linger die Niedrigzinsphase andauert, desto mehr Lebensversicherer werden
infiziert. Immer deutlicher wird, dass die ganze Branche unter dem Druck der
fallenden Zinsen leidet. Fiir Pensions- und Unterstiitzungskassen stellt sich
das gleiche Problem. Mehr noch: Weil diese Kassen nicht der Aufsicht bzw.
dem strengen Aufsichtsregime unterliegen und eher wenig Eigenkapital haben,

ist deren Situation noch dramatischer.

3.2.2 Vetlierer: Die Pensionszusage (betriebliche Altersvorsorge)

In der Nachkriegszeit hat sich die deutsche Industrie erfolgreich iiber
Pensionszusagen an Mitarbeiter finanziert. Ideal sind die Effekte in der Einfiih-
rungsphase dieses Pensionssystems, die bis zu 30 Jahre dauert:® Die Mitarbeiter

erhalten ein Versprechen auf eine Betriebsrente, das Unternehmen hat dadurch

* Vgl. Bafin, Jahresbericht der Bundesanstalt fiir Finanzdienstleistungsaufsicht, Bonn und Frankfurt
2016, S.17/18 und 205 ff.

® Zum Finanzierungssystem der betrieblichen Altersversorgung grundlegend Bundesbank, Die betrie-
bliche Altersversorgung in Deutschland, in: Monatsbericht der Bundesbank 3/2001, S. 45-61 und
Bundesbank, Effekte der zinsbedingten Erhéhung der Pensionsriickstellungen, in: Monatsbericht der
Bundesbank 12/2016, S. 60-63; zur Finanzierung aus Pensionsriickstellungen vgl. Bacher, BWL
kompake, 2016, S. 278-282.
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Finanzmittel in unvorstellbarer Hohe steuerfrei zur Verfiigung. Spitestens
nach einer Generation hat sich das System eingeschwungen. In dieser Konso-
lidierungsphase gibt es keine Finanzierungseffekte mehr: Mitarbeiter gehen in
Rente und werden durch neue Mitarbeiter ersetzt, die jihrliche Zufiithrung fir
die neuen Mitarbeiter entspricht in etwa den Pensionszahlungen. Das System
kann dann in eine Schieflage kommen, wenn Personal abgebaut wird und/oder
sich die Bedingungen indern. Mittlerweile haben die Groflunternehmen re-
agiert und die Neuzusagen reduziert und versuchen die Altersversprechen aus
der eigenen Bilanz ,auszulagern”. Mittelstindische Unternehmen haben dieses
Instrument meist nur fiir ihre Geschiftsfiihrer eingesetzt und sind von dem

Finanzierungsrisiko nur schwach betroffen.

Bilanztechnisch miissen fiir diese Pensionszusagen Riickstellungen gebildet
werden, die handels- und steuerrechtlich lange Zeit mit 6 bzw. 5,5 % Prozent
abgezinst wurden. Da diese Zinssitze nicht mehr realistisch sind, miissen die
Riickstellungen neu bewertet werden. Durch die fallenden Zinsen sind enorme
Aufstockungen fiir die Zusagen aus der Vergangenheit fillig. Da jede Riickstel-
lung mit einer Aufwandsbuchung einhergeht, sind der Gewinn und damit auch

das Eigenkapital des Unternehmens (= Arbeitgeber) direkt betroffen.

An einem einfachen Beispiel erklirt es sich so: Nehmen wir einen 45jihrigen
Geschiftsfithrer, dem die Gesellschaft ab Pensionierung eine kleine lebenslange
Rente in Hohe von 500 € zusagt. Gehen wir davon aus, dass der Geschiftsfiih-
rer noch etwa 20 Jahre nach seinem Ausscheiden lebt, brauchen wir ab Renten-
beginn — vereinfacht — ein Kapital von 120.000 € (20 Jahre * 500 € pro Monat).
Zur Anschauung des Problems verdichten wir das Riickstellungsproblem stark
vereinfacht auf ein Jahr. Zeitpunke soll der 55. Geburtstag des Geschiftsfiih-
rers sein, also 10 Jahre vor Rentenbeginn. Bei 6 Prozent Zins miissen fiir diese
120.000 € - vereinfacht mittels Abzinsung - etwa 67 T€ zuriickgestellt werden.
Andert sich der Zins von 6 auf 3 Prozent, so muss die Riickstellung um ein
Drittel auf mehr als 89 T€ aufgestockt werden. Bei einem Null-Zins miisste
man die ganzen 120.000 € zuriickstellen. Ergo: Die Zinsen wirken bei langen
Laufzeiten wie ein Hebel.

3.2.3 Verlierer: Private Krankenversicherung

Auch die Private Krankenversicherung basiert auf guten Zinsen. Im Alter
benotigt der Mensch eine héhere medizinische Versorgung. Gerade die Zeit
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vor dem Tod bindet einen Grofiteil der Versicherungsleistung. Die Beitrige der
9 Millionen Krankenversicherten mit privater Vollversicherung sind hierauf
ausgerichtet und auf Lebenszeit kalkuliert. Konkret muss ein junger Versicher-
ter viel hohere Beitrige leisten als er momentan braucht. Ein wesentlicher Teil
des Beitrages wird fiir das Risiko in Alterungsriickstellungen gebunkert — ak-
tuell sind das 220 Mrd. €. Der Rechnungszins betrug lange Zeit 3 Prozent
und mehr. Tatsichlich werden sogar héhere Zinsen erwirtschaftet, die iiber das
Kapitalergebnis der Versichertengemeinschaft zufliefft. Analog der Problema-
tik bei den Lebensversicherungen fillt aber die Verzinsung stetig, jetzt auch
unter den Rechnungszins, der bei Neutarifen jetzt unter 3 Prozent liegt.® An-
fang 2017 wurden fiir viele private Krankentarife enorme Beitragsanpassungen
fillig. Grund hierfiir sind steigende Medizinkosten, hohere Lebenserwartungen
als kalkuliert und fallende Zinsen. Berechnungen zeigen, dass bald die Hailf-
te der Beitragserhohungen auf das niedrige Zinsniveau zuriickgeht. Insgesamt
schlechte Aussichten fiir die Zukunft fiir die Versicherten.

3.2.4 Verlierer: Bausparkasse

Das Bausparmodell basiert auf einem kollektiven Zwecksparen mit einer
Option auf einen kostengiinstigen Kredit.” Das Modell hat ein festes Tarifwerk
mit garantierter Zinsmarge und funktionierte auch dank einer ausgefeilten
Sparforderung iiber Jahrzehnte hinweg glinzend. Man spart iiber die Jahre 50
oder 60 Prozent einer Zielsumme an (Bausparsumme), beispielsweise zu einem
Guthabenzins von 2 Prozent. Nach einigen Jahren erfolgt dann die Zuteilung
des Bausparvertrages. Bei Zuteilung kann der Bausparer iiber das angesparte
Guthaben samt den staatlichen Primien verfiigen, er hat zudem das Recht, ein-
en Kredit bis zur Hohe der Bausparsumme zu beanspruchen - im Beispielsfall
einen Kredit zu etwa 4 Prozent Nominalzins. Die Kreditkondition des Baus-
parmodells war iiber Jahrzehnte hinweg fiir einen Kreditnehmer eine attraktive
Darlehenskondition. Auch die Bausparkasse hatte mit der garantierten Marge
von 2 Prozent und weiteren Gebiihren ein sehr gutes Auskommen. Nachdem

die Zinsen heute auf ein nie vorstellbares Null-Niveau gefallen sind, geht das

® Vgl. Bafin, Jahresbericht der Bundesanstalt fiir Finanzdienstleistungsaufsicht, Bonn und Frankfurt
2016, S. 207-209.

7 Vgl. Bacher, Bankmanagement, 2015, S. 328-329.
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Modell nicht mehr auf.® Der Bausparkredit ist zu teuer, weil man heute Geld-
mittel fiir sein Eigenheim fiir etwa 1 bis 1,5 % am Markt problemlos besorgen
kann. Niemand nimmt mehr bei diesen historischen Niedrigzinsen von seinem
Optionsrecht auf einen Kredit Gebrauch. Ergo: Das Bausparmodell etledigt

sich mit dem Zinsniveau von Null immer mehr von selbst.

3.2.5 Verlierer: Sparkassen und Kreditgenossenschaften

Das einmalig deutsche Banksystem mit flichendeckend starken Sparkassen
und Kreditgenossenschaften und dem privaten Kreditgewerbe hat sich in der
Banken- und Eurokrise bewihrt. Die Nullzinspolitik der EZB zerstort dieses
stabilisierende System in ihren Grundfesseln. Sparkassen und Volksbanken le-
ben von der Zinsmarge. Etwa die Hilfte der Zinsmarge erwirtschaften sie durch
die Steilheit der Zinskurve bei einem angemessenen absoluten Zinsniveau. Das
flache Zinsniveau um die Nullachse treibt die regional verankerten Banken-
verbiinde immer mehr in eine Zinsfalle.’ Die S-Finanzgruppe (,Sparkassen”)
und die genossenschaftliche Finanzgruppe Volksbanken Raiffeisenbanken sind
durch ihr realwertbezogenes Geschiftsmodell (Einlagen- und Kreditinstitut
fiir die regionale Realwirtschaft) von der lang anhaltenden Niedrigzinspolitik
systemisch betroffen. Wenn der Chef der EZB Mario Draghi und der EZB-
Direktor Yves Mersch den Sparkassen und Kreditgenossenschaften antwor-
tet'’, sie sollen ihr Geschiftsmodell anpassen, klingt das wie Hohn. Sollen diese
bodenstindigen, dezentral organisierten Institute der Biirgerinnen und Biirger
sowie des Mittelstandes vielleicht wie GrofSbanken oder Investmentbanken
agieren? Ein Strategiewechsel weg von hergebrachten Erfolgsfaktoren ,Filialen

und Kundennihe” brichte fiir sie viel mehr Risiken als Chancen.

Das Geschiftsmodell einer Einlagen- und Kreditbank geht wie folgt: Biirger
sparen in der Regel kurzfristig und legen ihr Geld in klassischen Bankprodukten
wie Tages-, Fest- oder Spargelder an. Der deutsche Sparer liebt diese Produk-

te, weil er sich dabei nicht lange binden muss und jederzeit auf das Ersparte

§ Vgl. Bafin, Jahresbericht der Bundesanstalt fiir Finanzdienstleistungsaufsicht, Bonn und Frankfurt
2016, S. 17, 146.

® Vgl. Bafin, Jahresbericht der Bundesanstalt fiir Finanzdienstleistungsaufsicht, Bonn und Frankfurt
2016, S. 16, 136, 141 ff.

1 Vgl. Draghi, Introductory remarks at Deutscher Bundestag, Berlin 18.09.2016; Mersch, Rede vor
dem Bayerischen Sparkassenverband, Miinchen 27.01.2016 und viele Presseberichte z. B. Sieden-
biedel, Banken und EZB geben sich gegenseitig Schuld, FA”Z vom 05.10.2016.
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zugreifen kann. Braucht seine Familie aber Geld iiber das Ersparte hinaus, so
wihlt er einen Kredit mit langer Zinsbindung. Beim Autokauf sind 3 bis 5
Jahre Standard, beim Hausbau werden 10 Jahre oder mehr Laufzeit mit festen
Zinsen nachgefragt. Da der langfristige Zins in der Regel 1 bis 2 Prozent iiber
dem kurzen Zins liegt, macht die Bank aus kurzem Sparergeld langes Kredit-
geld und verdient hierbei im Schnitt 1 Prozent Zinsmarge (,Fristentransforma-
tionsmarge”). Normalerweise gibt es in 70 bis 80 Prozent der Fille eine steile
Zinsstruktur. Das Zinsprinzip ,mache aus kurzem Sparergeld langes Kredit-
geld” geht in den allermeisten Fillen gut auf.

Kritisch wird es aber fiir die Banken dann, wenn die Zinsstrukeur flach ist,
zumal dann die Bank fiir die Fristentransformation nicht belohnt wird. Be-
sonders kritisch ist der Fall dann, wenn das Zinsniveau ,flach” und bei ,Null®
ist. Wenn es fiir einen Sparbetrag keinen Zins mehr gibt, ist der Preiswett-
bewerb gewdhnlich hart, der Sparer kimpft um das letzte Zehntel Zins. Die
Zinsspanne lisst sich in diesem Fall fiir die Bank oder Sparkasse dauerhaft
nicht halten, das Kreditinstitut gerit in eine Zinsfalle. Kurzfristig halt sie das
aus. Wenn diese Zinssituation aber lang anhilt, muss die Bank einen Strat-
egiewechsel mit weitreichenden Konsequenzen einliuten. Sie wird Filialen
schlieflen, Mitarbeiter entlassen, an der Gebiihrenschraube drehen oder eine

Fusion anstreben.! Das alles ist schmerzhaft und ungewiss.

Steigen die Zinsen, was alle hoffen, kommt die Bank mittelfristig aus der
Falle wieder heraus. Steigen die Zinsen aber schnell, fallen die Kurse von An-
leihen, eine Kapitalmarktkrise droht. In diesem Szenario muss die Bank Ab-
schreibungen auf ihre Finanzanlagen verbuchen, was direkt ihr Eigenkapital
belastet. Noch kritischer: Steigen die Zinsen zu schnell, verlangen die Sparer
von ihrer Bank oder Sparkasse fiir ihre Einlagen schnell héhere Zinsen. Auf
der anderen Seite werden die Kreditnehmer der Bank gemif3 der langfristigen
Zinsbindung noch lange auf niedrige Zinsen pochen. Das Zinsprinzip ,mache
aus kurzem Sparergeld langes Kreditgeld” belastet in diesem Szenario die Et-

tragslage der Bank sehr, die Bank sitzt fiir die nichsten Jahre erst recht in der
Zinsfalle,

' Vgl. Bacher, Die Zinsfalle — worunter dezentrale Kreditinstitute seit 1995 leiden, in: Kreditwesen

7/1999, S. 342- 345.
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4. DAS REZEPT ,NIEDRIGE ZINSEN = MEHR
INVESTITIONEN“IST ZU EINFACH

Die Idee, durch niedrige Zinsen Kredite und damit Investitionen anzuku-
rbeln, ist grundsitzlich lobenswert, dennoch zu einfach. Im internationalen
Kreditmarke sind die deutschen Kreditzinsen schon seit langem sehr niedrig.'
Richtig ist, dass durch niedrige Zinsen Kredite sich verbilligen und der jihrli-
che Zinsdienst damit erschwinglicher wird. Entscheidend sind die Zinskosten
fir ein Unternehmen nicht. Unter allen Aufwandsposten schligt der Zinsauf-
wand im Gegensatz zu den Material- und Personalkosten sowie sonstigen Auf-
wendungen praktisch nicht durch.” Gemessen am Umsatz machen die Zinsen
durchschnittlich 1 bis 2 Prozent aus. Sie sind damit fiir die Ertragslage eines

Unternehmens nicht entscheidungserheblich.

Gerade in der Bankenkrise 2008 grassierte die Angst vor einer Kredit-
klemme.'* Unter den Banken war man sich aber schnell klar: Es gibt keine
Kreditklemme, sondern einen Mangel an guten Kreditengagements. Ein gu-
tes Firmenkreditgeschift lebt viel mehr von der Kreditwiirdigkeit als von ei-
ner billigen Kondition. Die personelle Kreditwiirdigkeit ergibt sich iiber die
Zuverlissigkeit, die Erfahrung, Managementfihigkeiten und Charaktereigen-
schaften des Unternehmers. Materiell erschlief3t sich die Kreditwiirdigkeit tiber
nachhaltig solide wirtschaftliche Verhiltnisse. In erster Linie zahlt hierzu eine
realistische Zielvorstellung iiber das Investitionsobjekt, gutes und aktuelles Da-
ten- und Zahlenmaterial,”® eine gute Planung und solide finanzielle Verhilt-
nisse. Aus den Zahlen der letzten drei Jahresabschliisse und der Erfahrung der
Hausbankverbindung heraus priift die Bank, ob der Cashflow zu jeder Zeit den
Zins- und Tilgungsdienst decken kann und ob das Unternehmen geniigend Ei-
genkapital fiir etwaige Durststrecken hat. Entscheidend fiir die Kreditierung ist
also die nachhaltige Kapitaldienstfihigkeit. Die Bank priift dabei, ob der Kre-

ditnehmer zu jeder Zeit den vereinbarten Zins leisten und die Kreditsumme

2 Vgl. Bacher, Bankmanagement, 2015, S. 20 ff. und 339 ff.

3 Bundesbank, Ertragslage und Finanzverhiltnisse deutscher Unternehmen, in: Monatsbericht der
Bundesbank 12/2016, S. 57-77.

4 Bundesbank, Die Entwicklung der Kredite wihrend der globalen Finanzkrise, in: Monatsbericht der
Bundesbank 9/2009, S. 17-36; Bundesbank, Die Entwicklung der Buchkredite, in: Monatsbericht
der Bundesbank 9/2011, S. 61-82.

1> Die letzte Bilanz darf nicht ilter als 12 Monate alt sein. Bei Privatleuten und Freiberuflern ist die
Vorlage einer Vermdgensiibersicht mit laufender Einnahmen-und-Ausgabenrechnung vorteilhaft

(,Status”); vgl. hierzu: Bacher, Bankmanagement, 2015, S. 373 ff.
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tilgen kann. Sicherheiten spielen dabei auch eine Rolle, sie werden aber wie die
Kondition fiir die Entscheidungsfindung eines Kredits iiberschitzt.

5. FAZIT

Seit iiber zwanzig Jahren sinken die Zinsen auf ein unvorstellbar niedriges
Niveau. Seit 2014 gibt es das Phinomen der Negativzinsen. Die Nullzinspoli-
tik der Zentralbanken und das Anleiheankaufprogramm der EZB beschreiben
eine Extremsituation, die es so bisher nicht gegeben hat. Kurzfristig hat diese
Politik die Finanz- und Schuldenkrise beruhigt. Langfristig bringt diese Strat-
egie mehr Probleme als sie 16sen kann. Die Entscheidung der EZB, ,Geld fiir
Null” in den Markt zu pumpen und Anleihen ad infinitum anzukaufen, setzt
falsche Anreize und zerstort auf lange Sicht bewihrte Spar- und Vorsorgesys-

teme. Zusammenfassend ist folgendes erkennbar:

1. Mit den niedrigen Zinsen setzt die Zentralbank Fehlanreize. Die Er-
sparnisbildung wird gestort, die Nullzinspolitik verindert die Risikoal-
lokation. Haushalte und Investoren werden in riskante Anlageformen

gedringt.

2. Immobilienpreise und Aktienkurse werden durch niedrige Zinsen get-
rieben. Wihrend die Aktienmirkte derzeit noch durchschnittlich bew-
ertet werden, sind Immobilien eher iiberteuert.

3. Traditionelle Spar- und Vorsorgesysteme geraten in eine Schieflage. Leb-
ensversicherungen, Pensionskassen, die private Krankenversicherung

und die Bausparkassen werden direkt von den Nullzinsen bedroht.

4. Banken und Sparkassen leben vom Zins und weil dieser nicht mehr ex-

istiert, geraten Einlagenkreditinstitute in eine Ertragsfalle.

5. Die gute Kreditwiirdigkeit (nachhaltige Kapitaldienstfihigkeit) ist fiir
das Kreditgeschift wichtiger als sehr niedrige Konditionen.
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Abstract

Budgeting can be defined as a process of setting up, approving and controlling
budgets. It can be systemized in regards to participation in the process. System-
atization should be made about whether and how to inform subordinate area

managers into the budget creation process

Budgeting remains, despite the partial sharp criticism, too slow, time consum-
ing and costly. Latest development in practice toward better and advanced
budgeting and with abolition of the beyond budgeting movement keeps it as one

of the most important control instruments in companies.

Keywords: budgeting, top down, bottom up, information asymmetry, risk

aversion

JEL Classification: H6

1 EINLEITUNG

Trotz Kritik zihlt die Budgetierung zu den zentralen Steuerungsinstru-
menten in Unternehmen. Budgets werden von dezentralisierten Unternehmen
hauptsichlich zur Planung, Kontrolle und Koordination verwendet, sie haben
dabei aber auch grofle Auswirkungen auf die Motivation der Mitarbeiter im
Unternehmen. Auch die Angestellten haben die Wirkung von Budgets verstan-
den und wissen, diese in ihrem Sinne auszunutzen. So sehen sie sich oftmals
dazu verleitet, Ressourcen am Jahresende zu verschwenden und ihre Budget-
vorschlige fiir die nichste Periode zu ihrem Vorteil zu beeinflussen. Dabei kén-
nen sie Slack in ihr Budget einbauen, was fiir das Unternehmen nachteilig ist.
(Schwering, 2016) [A]Vgl.[1]. Wie das Problem der Slackbildung verhindert
werden kann und Mitarbeiter soweit angereizt werden konnen, im Sinne des
Unternehmens zu agieren, ist zentraler Bestandteil der Forschung zur Budge-
tierung. Hierbei spielt die Ehrlichkeit des Managers eine wichtige Rolle, um zu
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verhindern, dass er seine Budgetmeldung zu seinen Gunsten verzerrt. Eine L3-
sung des Budgetierungsproblems kann in der Ehrlichkeit liegen. Mark Twain
(1910: 342) [B]In der Rede 1901 im Eastman College New York, zitiert nach
(32]. duflerte sich zur Ehrlichkeit in Verbindung mit Geld wie folgt: Honesty is

the best policy - when there is money in it.

2 THEORETISCHE GRUNDLAGEN

Budgetierung kann als Prozess der Aufstellung, Verabschiedung und Kontrolle
von Budgets definiert werden. Ein Budget wiederum ist das Ergebnis der Budge-
tierung und stellt einen formalzielorientierten, in wertmifligen Gréflen formu-
lierten Plan mit Verbindlichkeitscharakter dar. (Gépfert 1993: 590; Horvath
2011: 202) [C]Definitionen entnommen aus:[21]; [25].

Budgetierung kann u.a. hinsichtlich der Partizipation systematisiert werden,
d.h. ob und wie Informationen der i.d.R. besser informierten nachgeordneten
Bereichsmanager in die Budgeterstellung eingehen. Entlang des vertikalen
Informationsflusses konnen drei Arten unterschieden werden. Bei der retro-
graden Budgetierung (Top down) wird das Budget von der Zentrale mittels
Rahmendaten, die aus der strategischen Planung abgeleitet werden, festgelegt
und von den nachgeordneten Ebenen weiter detailliert. Der Informationsfluss
geht von oben nach unten, es werden keine Informationen von den Managern
an die Zentrale weitergegeben. Problematisch dabei ist der hohe Informations-
bedarf der Zentrale. Im Gegensatz dazu erfolgt die Budgeterstellung bei der
progressiven Budgetierung (Bottom up) durch die Bereichsmanager, die Zen-
trale fasst die Budgets der einzelnen Bereiche lediglich zusammen. Diese Bud-
getierungsform sieht eine maximale Beteiligung der untergeordneten Manager
vor, wodurch die besseren Informationen der untergeordneten Manager in den
Prozess einflieflen konnen. Die dritte Variante der Budgetierung ist das Gegen-
stromverfahren. Hierbei handelt es sich um ein iteratives Herantasten an das
Budget mittels Interaktion zwischen Zentrale und Bereichsmanager. (Ewert
& Wagenhofer 2014: 422; Horvith 2011: 206; Jung 2006: 180-181; Wahe,
Déring & Brésel 2016: 196-197) [D]Mehr zur Systematisierung in:[15]; [25];
(27]; [37]. Die Bottom up-Budgetierung und das Gegenstromverfahren wer-
den als Methoden der partizipativen Budgetierung bezeichnet.(Arnold 2007:
70) [E]Vgl.[6]. Wegen des Trends zur Dezentralisation im Unternehmen ist
die partizipative Budgetierung weit verbreitet. (Heinle, Ross & Saouma 2014:
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1025; Ranking, Schwartz & Young, 2008: 1083) [F]Vgl.[24]; [29]. Das Mo-
dell der partizipativen Budgetierung erlaubt dem Manager, seine Informationen
in den Budgetierungsprozess einfliefen zu lassen. Dadurch steigt die Jobzu-
friedenheit und daraus resultierend eine bessere Jobperformance. Das Problem
partizipativer Budgetierung ist die Informationsasymmetrie, die aufgrund pri-
vater Informationen seitens des Managers entsteht. Da die Zentrale die priva-
ten Informationen des Managers nicht kennt, kann sie das Budget in der Top
down-Budgetierung selbst nicht optimal aufstellen und ist somit auf die bes-
seren Informationen der Bereichsmanager angewiesen. Der Manager hat auf-
grund seines Informationsvorsprungs einen starken Anreiz, seine Informatio-
nen verzerrt darzustellen, wenn die Hohe seiner Entlohnung oder (zusitzlich)
die Menge der zugewiesenen Ressourcen davon abhingen. Durch seine besse-
ren, privaten Informationen kann der Manager mehr Ressourcen verlangen und
somit den sog. Slack aufbauen. (Young 1985: 829-830; Waller 1988: 87; Chow
Cooper & Waller, 1988: 111) [G]Siehe dazu[39]; [34]; [11]. Unter Slack wird
ein Uberschuss an Ressourcen iiber die fiir eine bestimmre Tirigkeit benotig-
te Menge hinaus verstanden. (Young 1985: 5; Waller 1988: 87; Stevens 2002:
154; Huang & Chen 2009: 663) [H] Vgl.[39]; [34];(31]; [26]. Um dem Prob-
lem zu entgehen, muss ein Anreizsystem geschaffen werden, damit der Mana-
ger im Sinne des Unternehmens handelt und wahrheitsgemifle Informationen
an die Zentrale berichtet. (Chow, Hwang und liao 2000: 160; Groves & Loeb
1979: 221) [I]Vgl.[12]; [20]. Die bisherige Slackforschung setzt auf der Prin-
zipal-Agenten-Theorie (P-A-Theorie) auf, welche von 6konomisch rationalen
Akteuren mit unterschiedlichen Zielsetzungen ausgeht. Zwischen Prinzipal
und Agenten bestehen Informationsasymmetrien, die ein opportunistisches
Verhalten des Managers begiinstigen. (Gilabert-Carreras & Naranjo-Gil 2014:
55; Stevens 2002: 153.) [J]Vgl.[19]; [31]. Slack als Teil des opportunistischen
Verhaltens senkt den Wert und die Effizienz der partizipativen Budgetierung.
(Douthit & Stevens 2015: 468) [K]Vgl.[13]. Slack im Allgemeinen schadet
dem Unternehmen, da die Kosten steigen oder das Ertragspotenzial sinkt.
(Stevens 2002: 154; Arnold 2007: 71) [L]Vgl.[31]; [6].Weiter kann Slack zu
geringerer Anstrengung des Managers fithren, und dadurch kann die Leistung
sinken. Durch die Messung der niedrigeren Leistung 6nnen Ressourcen falsch
allokiert werden. (Webb 2002: 361) [M]Vgl.[35]. Der Manager allerdings hat
starken Anreiz, Slack in sein Budget einzubauen, um die Wahrscheinlichkeit

der Budgeterreichung zu steigern und sich mit einem Puffer vor Unsicherheit
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zu schiitzen. (Webb 2002: 361; Semrau, Graumann & Jost 2011: 241) [N]Vgl.
(35]; [30].

Die P-A-Theorie baut auf verschiedenen Annahmen auf, die einerseits
eindeutige Vorhersagen und Gestaltungsempfehlungen fiir die Budgetier-
ungsprozesse ermoglichen. Andererseits sind diese eben nur im Rahmen der
zuvor getroffenen Annahmen giiltig, was oft als Angriffspunkt am Modell von
der Praxis dargestellt wird. Die experimentelle Forschung als neuere Forschun-
gsrichtung erweitert die P-A-Theorie um verhaltenswissenschaftliche Aspekte
wie die Analyse der Priferenzen und Fihigkeiten der Akteure. Der Vorteil
darin besteht in der Uberpriifung und méglichen Falsifikation theoretischer
Ergebnisse unter kontrollierten und replizierbaren Bedingungen. Dazu wird
ein theoretisches Modell und dessen Annahmen im Labor exakt abgebildet,
wodurch Unterschiede zur Praxis abgebaut werden konnen und die Analyse
von abweichenden Faktoren vorgenommen werden kann. Hauptaugenmerk bei
der experimentellen Forschung in der Budgetierung liegt sowohl in der Uber-
priifung der theoretischen Erkenntnisse als auch in der Analyse der von stan-
dardtheoretischen Annahmen abweichenden oder nicht abschlieflend erklir-
baren Priferenzen. Somit kdnnen verschiedene Priferenzen der Zentrale und
des Managers (,gegebene” Zielkonflikte) sowie iiber die Gestaltung des An-
reizschemas induzierte (,gemachte”) Zielkonflikte abgebildet und das Verhalten
der Akteure besser nachvollzogen werden. Beispielsweise wird die Ehtlichkeit
als eine Priferenz von vielen Autoren in ihre Modelle eingebaut und analysiert,
weil sie in der P-A-Theorie nicht ginzlich iiber die Informationsasymmetrie
oder Anreizsysteme erklirt werden kann. Gerade in den Studien der letzten

Jahre spielt der verhaltenswissenschaftliche Ansatz eine immer grofler wer-

dende Rolle. (Arnold 2007: 71-72) [O]Vgl. zu den Ausfithrungen[6].

3 EXPERIMENTELLE FORSCHUNG IN DER
BUDGETIERUNG

3.1 ABGRENZUNG DREIER BUDGETIERUNGSSITUATIONEN

Experimentelle Forschung in der Budgetierung wird im vorliegenden Be-
itrag wie bei Arnold anhand der Informationsverwendung der Zentrale kat-
egorisiert. Zentral ist die Frage, ob und wie Informationen nachgeordneter Be-
reichsmanager in den Budgeterstellungsprozess eingehen. Die Antwort dieser
Kernfrage ist davon abhingig, welche Riickwirkungen die Entscheidungen der
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Zentrale fiir die Manager haben, und welche Anreize daraus fiir die Abgabe der
Informationen resultieren. Wie die Zentrale die von den Bereichsmanagern be-
reitgestellten Informationen verwendet, kann in drei Situationen unterschieden

werden. [P]Siehe zur Einteilung die Grafik im Anhang 1!

Abbildung 1: Informationsfluss und Entscheidungswirkung in der Budget-
ierung (Arnold, 2007: 74)

B || B,| .. |Bx B, [|By| ... |By B ||B,| .. |Bx

(i) (ii) (ii)
==-; Informationsfluss — ; Entscheidungswirkung

Es gibt eine Zentrale und n Bereiche, wobei der Fokus immer auf Bereich 1
im Moment der Informationsabgabe an die Zentrale liegt. Hierbei werden die
Informationsfliisse der anderen Bereiche vernachlissigt. Im ersten Fall kommen
die Informationen fiir den Budgetierungsprozess aus Bereich 1, wobei diese In-
formationen nur Einfluss auf die operativen Entscheidungen der anderen Be-
reiche, jedoch keine direkten Folgen auf den Bereich 1 selbst haben. Fiir Be-
reich 1 gibt es lediglich Riickwirkungen iiber die Entlohnung. Konkret bedeutet
dies, dass das Budget zur Planung der anderen Bereiche und als Sollvorgabe
fir die Beurteilung der Manager aller Bereiche dient. Im zweiten Fall betref-
fen die operativen Entscheidungen der Zentrale lediglich den informationsab-
gebenden Bereich, also Bereich 1. Dieser erfihrt Riickwirkungen sowohl iiber
die Entlohnung als iiber die Ressourcenverteilung. Dieser Fall entspricht einer
Ressourcenallokation ohne Ressourcenknappheit, weil die Entscheidung der
Zentrale ohne Auswirkung fiir die anderen Bereiche ist. Im dritten Fall wird die
Ressourcenknappheit beriicksichtigt. Hier wirken sich die Informationen des
Bereich 1 auf die operativen Entscheidungen fiir alle Bereiche aus. Daraus erge-
ben sich Riickwirkungen fiir alle Bereiche sowohl iiber die Ressourcenzuteilung
als auch fiir die Entlohnung. Interessant fiir alle drei Fille bleibt die Frage, ob
und wie die Bereichsmanager ihren Informationsvorsprung ausnutzen und die
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Meldungen abgeben, sodass eventuell Slack aufgebaut wird, was den Managern

zugutekommen kann. (Arnold 2007: 73-76) [Q] Vgl. zu den Ausfithrungen[6].

3.2 OPERATIVE BUDGETIERUNG ZUR PLANUNG UND KONTROLLE DER
UNTERNEHMENSAKTIVITAT

3.2.1 Basisexperiment Young (1985)

Gegenstand der Untersuchungen von Young, dessen Experiment spiter oft
referenziert und von weiteren Autoren vertieft wurde, ist die Frage, wie sich das
Ausmafd der Informationsasymmetrie zwischen dem Manager und der Zent-
rale und die Risikoeinstellung des Managers auf seine Produktivitit, die damit
verbundenen Budgetmeldungen und den Slack in der Bottom up-Budgetierung
auswirken. Dazu werden fiinf Hypothesen aufgestellt, auf die im spiteren Ver-
lauf eingegangen wird. Die Methodik des Experiments basiert auf Weitzmans
Erkenntnissen, wonach der Manager einen moglichst geringen Standard setzen
wird. Dieses relativ geringe Niveau kann er leicht iiberschreiten und somit eine
Bonuszahlung erlangen. Somit besteht ein Anreiz des Managers zur Falschbe-
richterstattung. (Young, 1985: 833; Weitzman, 1976: 252) [R]Vgl.[39]; [36].
Auf diese Weise kann Slack entstehen. Ahnlich Weitzman [S]Das Anreizsche-
ma nach Weitzman fithrt nur zu wahrheitsgemiflem Bericht, wenn der Man-
ager sicher die Hohe des Bereichsergebnisses kennt. Bei Unsicherheit hat nur
ein risikoneutraler Manager keinen Anreiz zur Bildung von Slack, ein risikoa-
verser jedoch schon! Mehr dazu in Weitzman 1976. wird hier iiber die Ge-
samtentlohnung [ T]Die Gesamtentlohnung orientiert sich an der tatsichlichen
Produktion (K1) minus der Differenz (K2) aus budgetierter Produktion und
tatsichlicher Produktion. Sobald K1 und K2 iibereinstimmen, gibt es keinen
finanziellen Anreiz mehr als das Budget zu produzieren. Wird weniger als das
Budget produziert, so wird ein Anreiz zu einer hoheren Produktion gesetzt. ein
Anreiz zur wahrheitsgemiflen Berichterstattung gesetzt. Die Risikopriferenz
wird dabei iiber eine hypothetische Lotterie gemessen. Unsicherheit der Teil-

nehmer besteht darin, wie lange in jeder Periode gearbeitet werden kann.

Das Design des Experiments ist folgendermaflen aufgebaut: Die 40 Experi-
mentteilnehmer haben ein Durchschnittsalter von 25 Jahren. Es gibt ein Treat-
ment mit und ein Treatment ohne Informationsasymmetrie. (Young, 1985:

835)[U]Vgl.[39].
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Die Studie kommt mittels statistischer Auswertung zu dem Ergebnis, dass
die Hypothesen 1 bis 4 bestitigt werden und Hypothese 5 verneint wird. (Young,
1985: 838-839) [V]Vgl.[39]. In den Hypothesen wurden verschiedene Deter-
minanten von Slack getestet. Demnach bilden Manager im partizipativen Bud-
getierungsprozess Slack (Hypothese 1). Slack korreliert mit der Risikoaversion,
was als Slack in Folge von Unsicherheit gedeutet werden kann (Hypothese 2).
Risikoaverse Teilnehmer bauen signifikant mehr Slack in ihre Budgets ein als
risikoaffine. Der soziale Druck ist hoher bei 6ffentlichen Informationen als bei
privaten (Hypothese 3). Der soziale Druck steigt, wenn Slack sinkt (Hypothese
4). Ein méglicher Gegenspieler des Slacks ist der soziale Druck. Sozialer Druck
wird vom Manager als entmutigendes Gefiihl wahrgenommen, dass dieser als
falsch dargestellt wird, weil die Zentrale Informationen iiber dessen Leistun-
gen hat. (Young, 1985: 830) [W]Vgl.[39]. Partizipative Budgetierung mit pri-
vaten Informationen fithrt nicht zu signifikant mehr Slack als bei 6ffentlichen
Informationen (Verneinung der Hypothese 5). (Young, 1985: 840) [X]Vgl.
[39]. Zusammenfassend wurde aufgezeigt, wie sich das Ausmaf3 der Informati-
onsasymmetrie zwischen Manager und Zentrale und die Risikoeinstellung des

Managers auf seine Budgetmeldung und den Slack auswirken.

3.2.2 Erweiterungen zum Basisexperiment

In ersten Experimenten (Waller, 1988; Chow, Cooper & Waller,
1988) [Y]Siehe dazu[34]; [11] im Anhang 2. wurden die Effekte der Risikoa-
version, der Informationsasymmetrie und das Entlohnungsschema als tradi-
tionelle Agency-Variablen untersucht, nachfolgend wird das opportunistische
Verhalten als weitere Voraussetzung der P-A-Theorie genauer analysiert. Ste-
vens (2002: 154-156) untersucht den Einfluss von Reputation[A]Reputation
wird als Wunsch, als ehtlich und fair wahrgenommen zu werden, interpretiert
(S.156). und Ethik als mégliche Kontrolle opportunistischen Selbstinteresses
und deren Auswirkungen auf Slack. Demnach sinkt Slack, sobald Reputa-
tion und ethische Bedenken eine Rolle spielen und dienen somit als effektive
Kontrolle fiir opportunistisches Verhalten.(Stevens, 2002: 169) Eine wichtige
Neuerung kommt von Chow, Cooper & Haddad (1991: 48) [C] VGL.[10]., die
das wahrheitsinduzierende Anreizschema um die Mehrperiodigkeit erweitern
und somit die Theorie an die Praxis annihern, da Arbeitsverhiltnisse i.d.R.
langfristig ausgelegt sind und somit andere Verhaltensweisen auftreten als bei

einmaligen Ereignissen. Auflerdem wird der Effekt von Ratchets auf Slack un-
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tersucht. Ein Ratchet ist ein minimaler Standard fiir das Budget, der auf ver-
gangener Leistung basiert. Durch die Einfithrung von Ratchets sinkt der Slack.
(Chow, Cooper & Haddad, 1991: 57) Somit entspricht der Effekt von Ratchets
einem wahrheitsinduzierenden Schema und steht diesem als effektives Mittel
zur Slacksenkung in Nichts nach. Allerdings sinkt die Uberperformance der
eigenen Leistung mit der Einfithrung von Ratchets, da die aktuelle Leistung zu

einem hoheren Standard in der Zukunft fithren wiirde. (Chow, Cooper und
Haddad, 1991: 50)

Die Erweiterungen zu Youngs Experiment haben bis hierher lediglich die
Bottom up-Budgetierung betrachtet, wohingegen in den nachfolgenden Experi-
menten auch Budgetverhandlungen herangezogen werden. Fisher, Frederickson
& Peffer (2000: 94) gehen der Frage nach, welchen Einfluss eine Verhandlung
und die finale Entscheidungsmacht auf die Slackbildung hat. Eine Verhand-
lung mit Einigung fithrt zu mehr Slack als ohne Einigung bei finaler Entschei-
dungsmacht bei der Zentrale. Bei einer Verhandlung ohne Einigung aber mit
finaler Entscheidungsmacht bei der Zentrale wird der Manager das Budget nur
akzeptieren, wenn es fiir ihn machbar erscheint. (Fisher, Frederickson & Peffer
2000: 101) Daraus kann gefolgert werden, dass die Budgets bei Verhandlungen
mit Einigung leichter erreicht werden kénnen und somit Slack enthalten. Slack
ist also bei Einigung grdfer als bei Top down-Budgetierung oder Verhandlung
ohne Einigung mit finaler Entscheidungsmacht bei der Zentrale.[L]Vgl.[16].
Fisher et al. (2002: 848) [M]Vgl.[18]. untersuchen die Fragestellung, was pas-
siert, wenn das Budget auch zur Ressourcenallokation verwendet wird und wie
sich dabei ein Informationssystem auf die Hohe des Slacks auswirke. Sollte das
Budget zur Ressourcenallokation verwendet werden, besteht ein Anreiz fiir den
Manager, seine Leistung zu iibertreiben, um so mehr Ressourcen an seinen Be-
reich zu binden. Dieser Effekt gleicht den Effekt aus, dass ein Manager bei einer
budgetbasierten Entlohnung seine Leistung unterschitzt. Die entgegengesetz-
ten Effekte der Uberschétzung der eigenen Leistung wegen der Ressourcenal-
lokation und der Unterschitzung der Leistung wegen der Leistungsbewertung
iiber eine budgetbasierte Entlohnung kénnen iiber das gleiche Budget fiir die
Ressourcenallokation und die Leistungsbewertung gelost werden. Im Ergebnis
lasst sich festhalten, dass die Leistung steigt und Slack fast auf Null sinkt, sobald
das Budget zur Ressourcenallokation verwendet wird. (Fischer et. al, 2002: 862)
Auflerdem sinkt durch ein Informationssystem die Informationsasymmetrie, es
wird ein Anreiz fiir wahre Berichte gesetzt und der Slack sinkt, auch aufgrund
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des sozialen Drucks. (Fischer et. al, 2002: 849) Genau diesem Ergebnis widmen
sich Arnold & Gillenkirch (2015: 2), indem sie herausfinden wollen, ob es effek-
tiver ist, zwei einzelne Budgets fiir die Ressourcenallokation und Entlohnung zu
verwenden oder ein Budget fiir beide Zwecke. Die ckonomische Theorie wiirde
zwei einzelne Budgets als Losung vorschlagen, wenn beide Ziele im Konflike
zueinander stehen. Mittels experimenteller Forschung konnten die Autoren aber
herausfinden, dass ein Budget fiir beide Zwecke die Kooperation und Leistung
des Managers steigern konnen. (Arnold & Gillenkirch, 2015: 13)

Als Zwischenfazit kann gezogen werden, dass die standardtheoretischen
Vorhersagen zwar in der Tendenz mit den Ergebnissen der Experimente iibere-
instimmen, nicht jedoch in der Hohe. Ein Grund dafiir ist, dass die Budgetmel-
dungen auch von anderen Motiven abhingen, die in der Standardtheorie nicht
abgebildet werden (ethische Bedenken wegen sozialer Priferenzen oder Prifer-
enz fiir Ehrlichkeit, soziale Interaktion und daraus resultierend die Priferenz,

als ehrlich/fair wahrgenommen zu werden). (Arnold, 2007: 83)

3.3 BUDGETIERUNG ZUR RESSOURCENALLOKATION BEI AUSREICHEND
RESSOURCEN

3.3.1 Antle & Eppen (1985) als Basisexperiment

Antle & Eppen dienen als Ausgangsexperiment zur Investitionsbudgetie-
rung. Die Ausgangslage gestaltet sich so, dass der Bereichsmanager den Ka-
pitaleinsatz und die Rendite eines Investitionsprojekts kennt, wohingegen der
Zentrale nur die Wahrscheinlichkeitsverteilung der Rendite bekannt ist. Die
Kapitalkosten liegen beiden vor. Aufgabe der Zentrale ist es, die finanziellen
Mittel zur Projektrealisierung bereitzustellen. Aufgrund seines Informations-
vorsprungs hat der Manager einen Anreiz, eine niedrigere Rendite als tatsich-
lich zu melden, um mehr Kapital als notwendig von der Zentrale fir das Projekt
zu erhalten. Ziel des Managers ist es, den Slack zu maximieren, wohingegen die
Zentrale den erwarteten Present Value des Investments maximieren mochte,
Die optimale Losung fiir die Zentrale fiir dieses Problem wiire, dass die Zent-
rale dem Manager eine kritische Rendite (Hurdle Rate) vorgibt, die immer gré-
Ber als die Kapitalkosten ist. (Antle & Eppen, 1985: 163-164) [S]Vgl. dazu[2].
Bis zur Meldung dieser Hurdle Rate erhilt der Manager nur eine Minimalent-
lohnung und keine weiteren Ressourcen und muss somit auch keine weiteren
Ertrige realisieren. Ab dieser von der Zentrale festgelegten Hurdle Rate erhilt
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der Manager einen festen Betrag an Ressourcen und muss das Projekt umset-
zen, Im Optimum gilt, dass diese Hurdle Rate grofler als der Kapitalkostensatz
ist, und dass der Manager bei Projektrealisierung stets mehr Ressourcen als
notwendig erhilt, Dieser Vertrag fithrt zu wahrheitsgemiflem Bericht iiber an-

fallende Kosten und Renditen. (Arnold, 2007: 75)

3.3.2 Evans et al. als neues Grundmodell und andere Erweiterungen

Die Studien und vor allem das experimentelle Design von Antle & Eppen
und Evans et al. stellen eine wichtige Grundlage fiir die weiteren experimentel-
len Forschungen dar. Die wichtigste Erweiterung und neue Grundlage fiir viele
weitere Autoren ist die Studie von Evans et al.[U] AUFGRUND DER RELEVANZ
WIRD DAS EXPERIMENT IN ANHANG 3 AUSFUHRLICHER ERLAUTERT. Unter-
suchungsgegenstand im Experiment ist, ob die Priferenz des Managers neben
der Entlohnung auch die Ehrlichkeit beinhaltet und falls ja, ob die Ehrlich-
keitspriferenz den Wert der Kommunikation steigert. (Evans et al., 2001: 538)
Sie kommen zu dem Ergebnis, dass eine Priferenz fiir Ehrlichkeit gegeben ist,
obwohl es dafiir keine finanzielle Entlohnung, sogar einen finanziellen Anreiz

zum Liigen gibt und dies obwohl es an Kontrollen und Reputationseffekten
fehlt. (Evans et al., 2001: 552-553)

Hannan, Rankin & Towry (2006: 889) fithren ein Informationssystem ein
und testen den Einfluss generell und dessen Prizision auf die Ehrlichkeit und
den Abbau der Informationsasymmetrie. Sie kommen zu dem Ergebnis, dass
die Existenz eines Informationssystems die Ehrlichkeit steigern kann, weil die
Informationsasymmetrie sinkt. Ein weiterer Grund dafiir ist das sog. Impres-
sion Management [Y]Beim Impression Management legen Manager Wert da-
rauf, welchen Eindruck sie auf andere hinterlassen, es ist ihm z.B. wichtig, als
ehrlich oder fair wahrgenommen zu werden. Der Manager investiert in Impres-
sion Management ohne finanzielle Anreize, sondern lediglich aufgrund sozialer
Anerkennung (Vgl.[23]). . Beim Impression Management legen Manager Wert
darauf, welchen Eindruck sie auf andere hinterlassen, es ist ihm z.B. wichtig,
als ehtlich oder fair wahrgenommen zu werden. Der Manager investiert in Im-
pression Management ohne finanzielle Anreize, sondern lediglich aufgrund
sozialer Anerkennung. (Hannan, Rankin & Towry, 2006: 891-892) Beziiglich
der Prizision des Informationssystems miissen die Ergebnisse differenziert be-

trachtet werden: Im prizisen System sinkt die Ehrlichkeit verglichen mit einem
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unprizisen System, da die Kosten des Managers fiir noch ehrlichere Berichte
im Vergleich zu Falschen zu hoch werden. Die Ehtlichkeit und der Unterneh-
mensgewinn steigen, wenn das Signal des Informationssystems nicht mit dem
Vertrag gekoppelt ist. (Hannan, Rankin & Towry, 2006: 910-911) Die glei-
chen Autoren testen in einer spiteren Studie, wie die Anzahl der Manager die
Budgetmeldungen beeinflusst. Sie stellen fest, dass mit einer steigenden Anzahl
an Manager die Wahrscheinlichkeit der Projektablehnung durch die Zentrale
steigt. Grund dafiir sind soziale Normen, dass die Zentrale von zu hohem Slack
im Budget ausgeht. Weil der Manager von der héheren Wahrscheinlichkeit der
Projektablehnung weifs, baut er weniger Slack in die Budgetmeldung ein, um
den sozialen Normen zu geniigen. Somit steigt letztendlich die Effektivitit des
Budgetierungsprozesses mit einer steigenden Anzahl an Managern. (Hannan,
Rankin & Towry, 2010: 505) [A]Vgl.[22]. Brown et al. (2014: 237) [F]VaL.
(8]. analysieren den Effekt von Rankings auf die Ehtlichkeit des Managers. Sie
kommen zu dem Schluss, dass die Ehrlichkeit steigt, wenn das Ranking auf den
Unternehmensgewinn basiert und sinkt, wenn es auf der eigenen Entlohnung
aufsetzt. Somit kann die Zentrale unternehmensbezogene Rankings als effek-
tives Mittel zum Kampf gegen opportunistisches Verhalten einsetzen. (Brown
et al,, 2014: 245) Die aktuellste Studie von Cardinaels (2016: 50) behandelt
die Frage, wie die Unternehmenserfolgssituation die Ehtlichkeit beeinflusst. Die
Studie kommt zu dem Ergebnis, dass die Ehrlichkeit im Bericht steigt, sobald
der Kostenbericht des Managers Einfluss auf den Erfolg des Unternehmens hat.
In dieser Situation fiihlt sich der Manager verpflichtet, ehtlich zu berichten, um
dem Unternehmen zu helfen, profitabel zu bleiben. (Cardinaels, 2016: 60)

Im zweiten Fall haben die Entscheidungen der Zentrale direkte Konsequen-
zen fiir den informationsabgebenden Bereich tiber die Ressourcenallokation.
Auch hier spielen Priferenzen, die nicht in der Standardtheorie verankert sind,
eine Rolle. Hier wurde gezeigt, wie solche Priferenzen auch in Relation zum

finanziellen Nutzen gestaltet sind. (Arnold 2007: 91)

3.4 BUDGETIERUNG ZUR RESSOURCENALLOKATION BEI KNAPPEN
RESSOURCEN

3.4.1 Groves & Loeb (1979) als Basisexperiment

Groves erste allgemeine Erkenntnisse zur Teamtheorie wurden von Groves

& Loeb zum sog. Groves-Mechanismus weiterentwickelt. Der Groves-Me-
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chanismus ist fiir die Budgetierungsproblematik erweitert worden und stellt
ein Anreizsystem zur wahrheitsgemiflen Berichterstattung dar. Hierbei wird
jeder Manager auf Basis des tatsichlichen Bereichsgewinns und der gemelde-
ten Bereichsgewinne der anderen Manager entlohnt. (Groves & Loeb, 1979:
226) [K]Vgl.[20]. Die wahrheitsgemifle Berichterstattung entsteht als Gleich-
gewicht in dominanten Strategien. (Arnold 2007: 91) Dieser Mechanismus
ist im Gegensatz zum Weitzman-Schema zur Ressourcenallokation geeignet,
generell vielseitig einsetzbar. (Groves & Loeb, 1979: 230) Spannend bleibt die
Frage, warum der Groves-Mechanismus trotz des theoretischen Optimums an

wahrheitsgemiflen Berichten kaum Anwendung in der Praxis findet.

3.4.2 Testen des Groves-Mechanismus

Waller & Bishop [N]Var.[33]. (1990: 815) analysieren die Situation zur
Ressourcenallokation und vergleichen drei Vergiitungssysteme: den Groves-
Mechanismus (G), eine einfache Bereichsgewinnbeteiligung (B) und eine Be-
reichsgewinnbeteiligung-Plus-Strafe (BPS), wobei die Strafe fiir Unterfiillung
des Budgets gezahlt werden muss. Im Resultat ist G besser als B. Grund dafiir
ist, dass weniger falsch dargestellt wird, weniger Ressourcen suboptimal allo-
kiert werden und der Unternehmensverlust insgesamt geringer ausfillt. Aller-
dings ist BPS mindestens genauso gut wie G bzgl. der Falschdarstellung, Dieses
Ergebnis kann damit erklirt werden, dass BPS leichter zu verstehen ist als G
und unabhingig von der Zusammenarbeit der Manager funktioniert, was eine
Bedingung fiir G ist. BPS ist sogar besser als G hinsichtlich der Kontrolle der
Ressourcenkonsums, da BPS den Manager zur Investition zwingt, damit dieser
sein Budget erreichen kann. (Waller & Bishop, 1990: 826) In einem anderen
Experiment untersuchen Arnold & Ponick (2006: 89) s die Auswirkung an-
onymer Kommunikation auf die Bugdetmeldung in G. Sie kommen zu dem
Fazit, dass signifikant unterschiedliche Meldestrategien im Treatment mit und
ohne Kommunikation auftreten. Ohne Kommunikation kommt es in 44 % der
Fille zu wahrheitsgemifSer Berichterstattung, mit Kommunikation sogar nur
in 22 %. Der Grund fiir den Fall ohne Kommunikation kann auf Verstindnis-
probleme der Teilnehmer bzgl. G zuriickgefiihrt werden, koordinierte Mani-
pulationsstrategien erkliren den Fall mit Kommunikation. (Arnold & Ponick,
2006: 101-102) [Q]Vgl.[5].Somit Lisst sich festhalten, dass Kommunikation
erheblichen Einfluss auf das Verhalten der Experimentteilnehmer hat. Durch
die Moglichkeit der Kommunikation verhalten sie sich kooperativer, entwickeln
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stabile Kooperations- und sogar Manipulationsstrategien. Durch Absprache
konnen die Manager ihre Entlohnung in G steigern. (Arnold & Ponick, 2006:
111) [R]Vgl.[5].

Im Fall 3 herrscht die gleiche Ausgangslage wie in zweiten Fall bis auf die
Ressourcenknappheit. Dadurch entstehen Interdependenzen zwischen den Be-
reichen, weil die Meldung des einen Bereichs Auswirkung auf die anderen Be-
reiche hat. Der Vergleich von G und Weitzman-Schema ist problematisch, da
das Weitzman-Schema nicht zur Ressourcenallokation entwickelt wurde und
somit schon aus standardtheoretischer Sicht nicht zum optimalen Ergebnis in
diesem Fall fithren kann. (Arnold 2007: 93) [U]Vgl.[6]. Als Fazit zu G gilt: In
der Theorie fithrt G zwar zum optimalen Ergebnis aufgrund des wahrheitsge-
miflen Berichts, in den Experimenten konnte jedoch gezeigt werden, dass die
Manager durch Absprache ihre Entlohnung steigern kénnen, sodass G nicht
kollusionsresistent ist. G findet in der Praxis kaum Anwendung. Griinde da-
fir sind u.a. unrealistische Annahmen, Implementierungs- und erhebliche Ver
Die Budgetierung bleibt trotz der teilweisen scharfen Kritik, dass sie z.B. zu
langsam oder zeit- und kostenaufwendig sei, und der neueren Entwicklung in
der Praxis hin zu Better-&- Advanced-Budgeting und sogar zur Abschaffung
in der Beyond Budgeting-Bewegung eines der wichtigsten Steuerungsinstru-
mente in Unternehmen. Aufgrund dieser Tatsache ist und bleibt es fiir Un-
ternehmen von grofler Bedeutung, die Verhaltenswirkung von Budgetierung
auf die Mitarbeiter zu verstehen. Auch deshalb ist es unerlisslich, dass die
Forschung weiter im Bereich der Budgetierung und deren verhaltenswissen-
schafltichen Auswirkungen in die Tiefe geht. Gerade die weit verbreitete ex-
perimentelle Forschung kann mit deren Vorziigen einen grofSen Beitrag dazu
leisten. Dagegen steht die Umfragemethode, die in neuester Zeit Einzug in die
Forschung erhalten hat. Die experimentelle Forschung in der Budgetierung
kommt zu dem Schluss, dass es notwendig ist, die traditionelle P-A-Theorie
um verhaltenswissenschaftliche Aspekte zu erweitern, um Verhaltensmus-
ter der Manager, gerade in Bezug auf dessen Ehrlichkeit und der damit ver-
bundenen Slackbildung, verstehen zu kénnen. Die Studien zeigen, dass das
Weitzman-Schema grundsitzlich zu wahrheitsgemifSen Berichten fithren und
somit Slack senken kann, allerdings nur, wenn die Berichte der Manager nicht
zur Ressourcenallokation verwendet werden. Fiir diesen Fall fithrt der Groves-
Mechanismus zu wahrheitsgemiflen Berichten. Zu besseren Ergebnissen als
das Weitzman- oder Groves-Schema fithren Gesamtgewinnbeteiligung-Plus-
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Strafe oder Gesamtgewinnbeteiligung mit weiteren Kontrollelementen wie u.a.
Ratchets, der Méglichkeit der Aufdeckung durch Audits, Feedback, oder glei-
chgestellte Kollegen. Entscheidend dabei ist die Ehrlichkeit des Managers, die
sich aus seiner Priferenz fiir Ehrlichkeit, seinen ethischen Bedenken oder sei-
nem Wunsch, als ehrlich wahr genommen zu werden, zusammensetzen kann.
Teilweise kann selbst ein starker finanzieller Anreiz zum Liigen die Ehrlichkeit

des Managers nicht verringern.

Die meisten Experimente gehen mit der P-A-Theorie einher, doch teilwei-
se kommt es in den Ergebnissen zu Abweichungen. Einen ersten Schritt zur
Anniherung der P-A-Theorie an die Verhaltenswissenschaft macht Young, in-
dem er sozialen Druck einfithrt und dadurch Slack senken kann. Weitere Un-
tersuchungen (Waller, 1988; Cooper, Chow, Waller 1988; Frederickson et al.
und Rankin et al., 2008) [W]Waller; Cooper, Chow, Waller; Frederickson et
al. und Rankin et al. zeigen, dass die Manager ehrlicher berichten, als in der
P-A-Theorie angenommen. Chow, Cooper, Waller & Waller stellen aufSerdem
fest, dass Slack auch im wahrheitsinduzierenden Schema nicht auf Null sinke,
wie es laut Theorie sein miisste. Stevens erkennt einen Effekt von Reputati-
on und ethischen Normen, die in der P-A-Theorie keine Rolle spielen. Brown,
Evans & Moser fithren noch weitere Beispiele auf, die Anomalien zwischen den
Ergebnissen der experimentellen Forschung und der P-A-Theorie aufzeigen.
Allerdings stellen sie auch fest, dass die P-A-Theorie eine anerkannte Theorie
ist und einen geeigneten Startpunkt fiir die Analyse der partizipativen Bud-
getierung liefert. Die Abweichungen werden an den Vorhersagen der Theorie
gemessen. Generell stehen die meisten Ergebnisse in Einklang mit der Theorie,
es wurden allerdings acht groflere Abweichungen festgestellt, derer es Wert ist,
sie in neue Theorien miinden zu lassen. Man muss in einem nichsten Schritt
empirische Tests anstellen zur Klirung der Vorteilhaftigkeit der neuen, iiber-
arbeiteten Modelle im Vergleich zu den bereits bestehenden. (Brown, Evans &
Moser 2009: 338-342) [X]Vgl. zu den Ausfithrungen[7].

Zu den offenen Forschungsfeldern ergibt sich folgendes Fazit: Gerade die
Frage, wie sich gleichgestellte Manager und Vorgesetzte auf die Ehrlichkeit des
Managers und somit auf die Slackbildung auswirken, birgt Potenzial fiir weit-
ere Forschung., Weiterhin fehlt es an Forschung auf Seiten der Zentrale, also
welche Priferenzen die Entscheidungen der Zentrale beeinflussen. Die Anal-
yse der von standardtheoretischen abweichenden Priferenzen hat sich bis jetzt

lediglich auf die Manager konzentriert, miisste doch genauso auf die Zentrale

7’

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Julia Bacher: EXPERIMENTELLE FORSCHUNG ZU VERHANDELTEN BUDGETS

tibertragen werden. Eine grundlegende Restriktion in den Experimenten ist der
Aufbau des Experiments an sich. Hier miisste untersucht werden, ob sich die
einfachen mechanischen Spielsituationen mit Studenten so auf reale Budgetier-

ungsprozesse iibertragen lassen, gerade in Hinblick auf die Macht der Zentrale.
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Abstract

One-time processes that we call projects have a special role in the survival and
development of a society. The basic characteristic of these processes is that, after
their ultimate goal has been determined and their implementation leads to
their achievement, they cease to exist. Objectives of one-time processes are espe-
cially important and they usually serve to achieve something entirely new that
did not exist before. The greatest human achievements have been accomplished
by using these one-time processes — projects, regardless of which human activity
they are related to (flight to the moon - the Apollo project, the tunnel under the
Mont Blanc, etc.). An investment project is a set of very complex activities and
procedures in which, although all segments are taken into account, undesirable
and unpredictable situations can always occur. In each project, no matter how
similar or even identical to the previous one it may seem, attention should
be devoted to the smallest of details to reduce the risks to the lowest possible
level. Disregard could prove fatal for a company or organisation, and in case
of a large project, it could lead to bankruptcy and liquidation of companies. A
project is, in fact, a unique process, at least with the set object of the project,
so the organisation must adapt to projects that are very different in terms of
object, duration, ultimate goals, purpose, environment in which they appear,
complexity in terms of costs, investments, etc. This is evident when projects
related to new products are compared, projects of building an electric power
plant, overbaul projects, and other.

Keywords: international investment projects, company, competitiveness
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INTRODUCTION

Work in an organisation is traditionally divided into projects and processes,
i.e. operations. A project may be viewed as a final process of the execution of
certain operations or activities that are logically related to the achievement of
subgoals, and further connection of activities based on these goals results in
the ultimate goal. Nowadays, in modern economic practice, they often overlap,
because processes and projects share many characteristics: they have a goal and
a purpose, they are carried out by people, they have limited resources, they are
planned, executed and controlled. The main difference between a project and a
process is uniqueness of the project. Likewise, a process does not have a defined
completion nor clear ultimate goals; only defined tasks and work activities. The
term programme implies planned and organised work undertaken to achieve
long-term goals. It often consists of several related projects that share a com-
mon goal, strategies for its achievement, rules and values. The term project is
used to describe activities that companies or organisations do not perform every
day, but rather periodically and when necessary; they are thus unique and tem-
porary. The term process implies a set of everyday activities in an organisation
that continuously and routinely transforms certain organisational inputs into
desired inputs. In its core, a process means a series of repetitive activities. A
programme in practice often does not fully achieve its goals; instead, goals of
individual projects that are complementary with programmes of the organisa-
tion in which it is implemented are usually achieved in the framework of the
programme.1 Ten generally accepted characteristics of a project: a projectis:2 a
temporary venture that has a beginning and an end, results in a unique product
or service, it is a one-time venture, each with its defined goal and purpose, it is
directed to a specific, pre-defined goal, has its own budget, includes a schedule
of activity performance, i.e. development phases that make the life cyle of the
project, it presents the abilities of sponsors and project manager, sets quality
standards, has its own structure, transforms the current state into future, de-

sired state.

! Omazié, M. A, Baljkas S., Projektni MenadZment, Sinergija, Zagreb, 2005, p. 30-31
2 Dujani¢, M., Projektni menadZment, Polytechnic of Rijeka, 2010, p. 9-11
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1. THE CONCEPT OF PROJECT MANAGEMENT

Project management is based on adequate planning and optimal design and
dedication of the people working on the project, with the use of previous ex-
periences that make organisational knowledge. The process of acquiring new
knowledge is only possible through permanent search for problems and tak-
ing ,ownership” of the problems by the project team. Identifying problems and
solving them makes the key to success in the long run. Also, it is necessary to
identify and solve problems as soon as possible to achieve a better end result.?

Image 1. Deming Project Management Cycle

the planned
activity

Source: Authors according to Deming, W. E.: The New Economics, Massachusetts Institute
of Technology Press, 1993, 35.

The first phase — planning — includes the formulation and consideration of
the planned activity through the implementation of situation analyses, defining
new models and developing an action plan for the transfer of the current state
into the desired state.

The second phase — implementation — the phase of execution of the project

that directly adds value to a product or service.

> Omazié, M. A, Baljkas, S., op. cit., p. 36-37
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The third phase — evaluation — includes a critical assessment of project ef-
fectiveness, as well as the activities (were good results achieved?), and of the

entire process (how effective was process management?).

The fourth phase involves changes in all phases and the application of ac-
quired experiences, i.e. organisational knowledge in order to achieve improve-
ment, i.e. gain a competitive advantage. All of the above is what we call in the
field of quality the Deming cycle, ie. PLAN-DO-CHECK-ACT, or the
PDCA cycle. The process of acquiring new knowledge is only possible through
permanent search for problems and taking ,ownership” by the project team.
Identifying problems and solving them makes the key to success in the long run.
Also, it is necessary to identify and solve problems as soon as possible to achieve
a better end result.

Project management is a management tool that connects hierarchical di-
visions and function-oriented organisational structures in the framework of
project activities and during the execution of the project. This connection is
achieved through organisational forms of management and project manage-
ment according to the project team principle. Project management is both a
problem and a skill — how to carry out a project in co-operation with the people
in the organisation within the set deadline, with limited funds and the desired
effect. It includes integrated coordination and leadership tasks, organisation
and implementation of techniques. The key factor is synchronisation of time,
costs and risk with other requirements, and the project should be organised ac-
cordingly. Namely, project management is responsible, depending on the type of
project, for direct and indirect economic effects in the life cycle of the project. In
project-oriented companies, project management operates in the entire process
of the formation and completion of the project, from tender procedure, execu-
tion of the project, warranty period, to handover to the customer. In projects
that provide revenue and profit to project-oriented companies and, at the same
time, business and other effects for the clients/customers, project management
is associated with responsibility for economic effects. The issue in these cases is
also responsibility in the life cycle of the project.

84




1.2. THE FRAMEWORK OF 7-S PROJECT MANAGEMENT

Management needs planning to assist organisations in successful integration
of various components and initiate constant changes in order to be more suc-
cessful in achieving strategic objectives.

The 7-S model is used as a benchmarking tool and motivates organisations
to continuous development; in the quality system, this is called continuous im-
provement. The model shows how success (or failure) follows the configuration
of seven interrelated elements. If only two or three elements are in order, there

are no benefits for the organisation or project.

Table 1. The 7-S Project Management

ELEMENT DESCRIPTION

STRATEGY The high-level requirements and the means to achieve them

STRUCTURE The organisational arrangement that will be used to carry out the project

SYSTEMS The methods for work to be designed, monitored and controlled

STAFF The selection, recruitment, management and leadership of those working on the projects

SKILLS Managerial and technical tools available to the project manager and members of the project
team

STYLE-CULTURE | The underlying way of working and inter-relating within the project team and the respective
organisation

STAKEHOLDERS | Individuals and groups who have an interest in the project process and its outcome

Source: http://www.kresimirbuntak.com/Utjecaj_suvremenog_projektnog managementa.

pdf (accessed on 03/03/2017)

The elements of the model can be divided into ,hard” and ,soft” consider-
ing the possibilities of their changing. The,hard” elements — strategy, structure
and systems — are easier to define and identify, the management has a direct
influence on them and they are easier to change. The ,soft” elements — skills,
stafl, style, shared values — are more difficult to change directly and their change
requires more time; they are influenced by organisational culture and are im-

portant for the success of the organisation just like hard elements.

2. THE COMPLEXITY OF PARTICIPATION IN
INTERNATIONAL INVESTMENT PROJECTS

The implementation of complex investment projects in other countries, es-

pecially in geographically remote and,,exotic” countries, brings to exporters and
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contractors a number of additional problems, challenges and obstacles which,
in addition to the usual project activities, they need to overcome in order to
successfully complete the projects. The International Chamber of Commerce
in Paris (ICC) supplemented the rules several times (1953, 1967, 1980, 1990,
2000), and the last amendments were published on September 16, 2010. The
amendments took into account important changes in international trade from
2000 to date, the use of electronic communication and changes in the shipping
practice, possibilities of their use in domestic transport, security elements, etc.
Incoterms 2000 prescribed 13 terms, of which each is defined by a three-letter
acronym. Each parity belongs to a certain category (there are four categories
- E, E C, D), and each group indicates a different level of responsibility of the

vendor as follows:*

* Category E — the vendor places the goods at the buyer’s disposal in his

own premises and has the lowest degree of responsibility for the goods.

* Category F — the vendor delivers the goods to the location determined by
the buyer (FCA, FAS, FOB).

* Category C — the vendor agrees to transport the goods, but does not as-
sume the risk of destruction or accidental damage after the goods had

been delivered and sent (CFR, CIF, CPT; CIP).

* Category D — if the parity from category D has been agreed on, the ven-
dor has the highest degree of responsibility and incurs all the costs and
risks of delivery of the goods to the buyer at the final destination (DAF,
DES, DEQ, DDU, DDP).

A particular problem that has arisen in the application of INCOTERMS
was distribution of costs between the vendor and the buyer in relation with the
manipulation of cargo at the destination terminal. The DAT term indicates
that the vendor bears all risks in the movement of goods by the time of their
delivery, i.e. unloading of goods from the vehicle (road, rail, sea or air transport)
and placing these goods at the buyer’s disposal at the agreed specific terminal
in the destination country. The vendor is also responsible for the transit trans-
port of goods through third countries. Accordingly, the biggest changes in Inco-
terms 2010 took place in group D; the above-mentioned parities DDU, DAF,
DES and DEQ were erased, and new parities, DAT (Delivery at Terminal)

* D. Juri¢, J. Mihié, ,Prijelaz rizika s prodavatelja na kupca kod ugovora’; Proceedings of the Faculty of
Law of the University of Rijeka, (1991), v. 33, No. 1, 355-387 (2012)
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and DAP (Delivery at Place), were included. A significant change also occurred
with the FOB term applied in maritime transport and inland waterway trans-
port, and consequently, the terms CFR and CIF. As a risk transfer point, the
term,,ship’s rail” was abandoned, which has eliminated extensive and contradic-
tory interpretations of this term. The risk of damage or destruction of items
now tranfers from the vendor to the buyer at the time the goods arrive,,on board
of the vessel” when the entire shipment is loaded. Incoterms 2010 specifically
indicates that the application of terms in maritime transport and inland water-
way transport of goods (FAS, FOB, CFR, CIF) is not appropriate in case of
container transport of goods. This has been prescribed because the technique of
container transport and container handling does not correspond with the point
of risk transfer determined by these terms. In the process of execution of an
international investment project and use of Incoterms, correct parities need to
be applied for the actual type of transport, i.e. if the goods are shipped by a boat,
adequate parities should be used. It is also very important to indicate the exact
place of destination and the version of the applied ordinance. Knowledge of
Incoterms and parities is also important in the formation of prices in the offer,
i.e. when calculations are made, because, for example, in certain parities (DDP-
Delivered Duty Paid) the vendor delivers the imported and cleared goods to the
buyer, and therefore, these costs (customs duties, taxes and other fees) must also
be calculated in the offer.

2.1. QUALITY AS A COMPETITIVE PRIORITY OF
COMPANIES

Quality management as a competitive advantage is the key success factor.
Entrepreneurs in their business activities often think about how to increase
their competitive position in the market. Except for the price of goods or ser-
vices, a buyer also chooses a higher level of service and his needs keep growing,
and meeting these needs has become more difficult. The most famous interna-
tional business standard that a company can include in its business operations
is ISO 9001:2008, which represents a quality management system for goods
and services. In recent years, the role and importance of quality has increased all
over the world, including Croatia. Nowadays, more and more companies turn

to quality as a business priority.
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Image 2. A Pyramid of Competitiveness (according to the National Competi-
tiveness Council)

INTERMEDIATE PROD!

BASIC FACTORS

Source: https://bib.irb.hr/datoteka/578541.WHP-2007-07-1-01_Kvaliteta_i_konkurent-
nost.pdf (accessed on 03/03/2017)

The microeconomic dimension of competitiveness can be viewed from two
perspectives — effectiveness and quality. The modern view of quality, however,
does not make a distinction between these perspectives, and integrates effective-
ness criteria as well as quality criteria into a unique quality management system.
In the context of the pyramid of competitiveness, it is fair to say that the task
of quality management is to provide the basic factors, manage products and
achieve results. International success of a certain branch of industry or a com-
pany can be achieved only in terms of a positive simultaneous impact of four
characteristics that affect the determination of the environment in the frame-

work of which local businesses compete. These characteristics are the following:

* Earning conditions. The position of the country in terms of sufficiency and
quality of production factors necessary for competition in a particular in-
dustry, such as, for example, skilled labour force or infrastructure.
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* The level and structure of demand. The scope, structure and intensity of

domestic demand for products and services in branches of industry.

* Ancillary industries. The presence or absence of international competition

of suppliers and related branches of industry in the domestic market.

o Strategy, structure and competition of companies. The conditions under
which a country determines the manner of establishing companies, how

they are managed, as well as characteristics of domestic competition.

In order to achieve success on the market, a company needs to take into ac-
count two factors: attractiveness of the activity it is engaged in and in which it
competes, and its relative position in the economic sector in which it operates.
A successful company will be one that achieves a competitive position which in
the best possible way aligns its activities with available resources — the company
must choose the position in which it will best defend itself from the compe-
tition, which is why competitive advantage is linked to current activities and
markets. In achieving competitiveness, a company must invest in its resource
strength. It is an element of company’s success or a feature that increases its
competitiveness.’ This resource strength is the result of learning and experience;
it is not just a specific asset of the company. Therefore, this resource strength is
also called company expertise that results from cumulative learning and devel-
opment of skills of internal activity execution. The basic expertise makes com-
petitive strength more valuable than expertise because it greatly contributes to
success on the market. Specifically, strategic management deals with achieving
competitive advantage in the company’s business activities. Many theories and
approaches study how competitive advantages can be achieved. They assume
different sources of competitive advantage and, accordingly, different bases for

competition and influence among organisations.®

CONCLUSION

It can be concluded that a complex investment project is expensive, has very
complex activities where nothing should be left to chance, and that project man-

agement is therefore very important. Meticulous planning, organisation, man-

® Vrdoljak Raguz, I, Jelenc, L. and Podrug, N.: Izvori konkurentske prednosti u XXI. stolje¢u, Univer-
sity of Dubrovnik, Dubrovnik, 2013, p.10

¢ Sikavica, P, Bahtijerevié—Siber, E, Poloski-Voki¢, N.: Temelji menadZmenta, Skolska knjiga, Zagreb,
2008, p. 199
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agement and control of the execution of tasks are basic preconditions for the
implementation of any project from beginning to end in the framework of costs
and benefits that are defined and planned before the project starts. Project man-
agement includes planning, organisation, monitoring and control of all aspects
of the project, along with management of everything involved in the project to
ensure achievement of project goals within the agreed scope as well as temporal,
financial and qualitative standards. The use of tools and techniques of project
management allows project managers and members of project teams planning,
execution and control of projects within a limited time, budget, and quality re-
quirements. In today’s world of great and rapid changes, it is necessary to adapt
to market demands, keep pace with the competition and fight for every customer.
Company competitiveness is achieved by complementarity of project manage-
ment and implementation of quality. With the development of the world econo-
my and market liberalisation, quality has become a dominant factor of competi-
tiveness, and the goal of every company is to maintain a competitive advantage.
This is why companies invest more effort in improving and enhancing the project

management process, project management, as well as quality management.
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Abstract

In the quest of excellence and innovation, modern management faces the chal-
lenges of creating competitiveness of enterprise. More than ever before, the
pressure on managers and leaders in organizations has been increased to cre-
ate new products and a new value to the organization. The need for constant
growth and development seeks entry into the personal and organizational
change. Here, the key question is how managers and leaders will come to the
inspiration and vision regarding what the organization and the people in it in
the future should do. This is the key question of leadership and strategic man-
agement. Thereat the question what in the future we should do is far more im-
portant than how the organizational changes will be implemented. The man-
ner on how to implement organizational change is more a technical issue, and
the direction where the development of the enterprise is heading an issue which
in itself includes a compass, i.e. in which direction the company is developing.

This paper deals with managers and leaders in the companies, with those that
determine the direction the company is going to and implement the changes,
and how to embed into the dynamic, development and strategic thinking. In the
strategic management, the main challenge was and still is a person who has a

vision of the future development of the company.

The aim of this paper was to explore the variety of intelligence that managers
and leaders have at their disposal, while shaping the future of the company. Be-
sides the types of intelligence, we have identified the four basic levels of the per-

son. For that purpose, it has been studied the achievements of various scientific
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disciplines that are directly related to an individual, especially philosophy, neu-
roscience, psychology, logo therapy, anthropological medicine, to meet through
the various scientific fields and with the help of modern scientific knowledge
could understand how to help persons, such as managers and leaders in achiev-

ing their specific tasks.

The research results reveal that man has four levels of its individuality (biologi-
cal, psychological, anthropological and theological levels), and that the anthro-
pological level is precisely crucial for the development of freedom of thought,
ideas, inspirations, visions, especially freedom from the shackles of limitations
and static reasoning. From an anthropological level rise freedom, creativity,
vision, intellect, character, interpersonal relations and other person’s quali-
ties. These are the very qualities of an individual that have their origin in the
anthropological level of man and its affirmation in the strategic management.
By exploring specific anthropological level we are able to correctly understand
how to achieve inspiration, innovation, vision, intellect and to offer a versatile
help to the managers and leaders in the exercising of their duties, particularly
in the area of strategic development of the company. In conclusion, it is re-
quired to meet the various scientific disciplines to offer a versatile answer to the
question of who the individual is and how he comes to vision, leadership and

healthy, dynamic development.

Keywords: organizational change, strategic management, leader, leadership,

philosophical anthropology.
JEL Classification: 0150

1. INTRODUCTION

In a world that is constantly changing and it is changing more quickly, the
key question is what managers and leaders should undertake in order to keep
companies maintain in the market. So far, the emphasis was placed on flexibil-
ity, change management, sustainable development, and corporate social respon-
sibility, the introduction of new products, the sustainability of supply chains,

innovation, ethics in business and others.

This thesis is about the employees who create change and seek for the an-
swer on the question: how managers and leaders can get into the dynamics,
development and strategic deliberation. The main challenge in the strategic

management was and it still is a person who possesses the strength of vision
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for the future development of enterprises. Thus, the person is the holder of the
vision. In addition to vision, is required and the ratio (intellect) so the vision
could structure and develop a strategic change plan in feasible stages. Thereby, it
is more important where the company is going (how to choose the direction of
a development) than where it is today in the stock market. Therefore, with this
work, it is intended to explore the kind of intelligence that managers and leaders
have available while they are creating the future of the company. Intelligence is
an attribute of a man. Computers too have high IQ, yet they still cannot process
information from the environment of enterprises and intuitively comprehend
the environment. The subjects of study in this thesis are the types of intelli-
gence, human resources and its structure. For this purpose were studied grasps
of various scientific disciplines that touch the person, in particular philosophy
(philosophical anthropology), neuroscience, psychology, logotherapy, anthro-
pological medicine as a kind of novelties that would through the interaction
of various scientific fields and with the help of modern scientific knowledge

understand how to help managers and leaders in achieving their specific tasks.

Research methods used in this thesis: the inductive method, deductive
method, comparison method, detection method, a method of analysis, a meth-
od of synthesis, method of abstraction, concretization method, generalization
method), method of description, the method of compilation.

2. STRATEGIC MANAGEMENT AND HUMAN
RESOURCES

Managers and leaders are trying to provide to the company a competitive
advantage by using strategy. If profit was the only goal of the business things
would seemingly look easy. But since the term competitiveness includes various
business aims the term strategy becomes an extremely complex issue. Especial-
ly when there is strong competition, when the habits and tastes of consumers
change, when the emphasis is on the strategic partnerships and the exchange
of information in the supply chains and when the reputation of the company
is its assets. Managers and leaders are responsible for the achievements of vari-
ous strategic objectives. Thompson et al. considers designing and implementing
strategy as a responsible, comprehensive management job and he cited the fol-

lowing five stages in the process (Thompson et al.; 2008, p. 17):
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a) Development of a strategic vision of enterprise development, which in-

cludes a focus on products, customers, markets and technology,

b) The establishment of targets, which will appraise the success of the com-

pany in achieving its strategy

c) Development of strategies for achieving the goals and guiding enterprise

to the destination specified by the management
d) Effective enforcement of the chosen strategy

e) Monitoring strategy development and implementing corrective actions
due to the new circumstances in the enterprise’s environment, changes

within the enterprise,etc.

It is easy to see, each strategy is based on the development of a strategic vi-
sion of the company. It is important to note that it is extremely diflicult to give
an answer to the question in which direction the enterprise should develop.
Although, the enterprise has a whole set of information on its competitors, cus-
tomers, suppliers, the efficiency of internal processes is still dificult to answer
the question about our next innovation. This often includes decisions on new
markets, new products or services, new technologies, and possibility of new
quality relation to customers, strategic alliance with suppliers. It is more of a
question of superior intuition, intelligence, insight, especially in innovation.

Crucial question that it imposed is how workers can become innovative and

what qualities must have managers and leaders in the process.

Savolainen and Lépez-Fresno (2012, p. 134) concluded that the core of the
leadership is confidence. Confidence in leadership depends on: expertise, integ-
rity, benevolence and credibility. Precisely these qualities of the leadership make

a good basis for a systematic innovation.

Podrug and Ajduk (2015) in their study empirically proved a link, the causal
link between confidence and innovation used to achieve the company’s com-
petitive advantage. As the confidence in the ability grows, integrity and benevo-
lence of the employees and innovation behavior, the development of innovative
products, strategies and processes within the Croatian companies grow, and vice
versa. The authors emphasize the importance of vertical trust -the employee’s
trust in managers and leaders and they affirm the relevance of trust in creating
value for the sake of the innovation and achieving competitive advantages.
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Regardless of the already existing information basis, it is not easy for man-
agers and leaders to determine the direction of long-term development of the
company. The reason for this is in the fact that the environment of the company
is changing rapidly. Therefore decisions of managers and leaders make strategic
vision for the development of enterprises, it is a glance into the future with a
lower or higher dose of imagination and with reasonable and logical explana-
tion why should we go exactly there. (Thompson, et al.; 2008, p. 18). There-
fore, every vision should comprise all the key stakeholders: customers, markets,
products or services, partners, technology, and the values that company inter-

cede for in the future.

Strategic vision must be clear, oriented towards the future; motivating. It
should be vivid, directing, focusing, flexible, feasible, desirable, and easy to im-
part (Thompson et al., 2008, 13). All the employees must accept the vision, only
then it can be a guiding principle in business (Duspara, KneZevi¢, 2017, p. 33).
It is necessary to identify the values that enterprises cherish. Based on the rela-
tions of the company towards its employees, customers, suppliers and others are
values that are leaders and managers creating and that represents their personal
contribution to the company. In that context are often mentioned commitment

to quality, courtesy, corporate social responsibility,

Honesty, confidence among employees, confidence between the company
and its partners, building partnerships, nature conservation, etc. It can be con-
cluded that the company should develope comprehensively, and that includes
the value development system in the company and such a company becomes

an entity that contributes to the common good of society and all stakeholders.

Here is important to mention that the managers and leaders are in the con-
flict of the objectives, considering the pressure for profit maximization and
shareholder satisfaction (short-term horizon), the firm’s survival, strengthen-
ing organizational capacity of the adjustment, human resource development,

building a learning organization (long term horizon).

Possession of an ethical compass by leaders and managers is crucial for both
operational and strategic decisions. Ethical priciples in operations are not so dif-
ferent from general ethical principles (Thompson, et al.; 2008, p. 283).

When speaking of managerial ethics there are three basic categories of man-
agers considering the ethical and moral principles in business (Thompson et al,

2008, p. 284):
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A. The moral managers : Hold high moral stands and expect the same from

their employees

B. The corupted managers : Ignore ethical principles and consider them an
obstical in business, care for their own interenst, are greedy, “will crush
or get crushed’, focus on own gain and organizational gain (short-term
horizon)

C. The amoral managers: here are two subcategories of amoral managers:

Consciously amoral manager: believes that business and ethics do not mix
and believes that in their job they do not need to abide to the moral-ethics
rules. The perception of good and evil goes the way of “all that is not forbidden
is allowed”

Inadvertently amoral manager: Negligent with regard to business eth-
ics inconsistent, and can be blind to the moral-ethical dimension of business

decisions.

Both types of amoral managers believe that it is important to operate ac-
cordingly with the law, but do not see why it is forbidden to do everything that
the law allows.

In the background of unethical behaviour can be observed the existence of
a series of deviant behaviour manager and the leader blind to moral and eth-
ics, greed, “trampeling over others” for survival, short term horizon, creating his
own “sense” of things and self-justification instead of accepting the generally ac-
cepted moral and ethical principles of society. Therefore the company should be
ethical for two important reasons (Thompson, et al .; 2008, p. 298):

a) Indecent strategy adversely affect the character of employees

b) Ethical strategy is in the long-term interests of shareholders and com-

pany owners

Beside the two mentioned reasons, the decisive influence on the value of the
company is its reputation in public: business and general public. Once a com-
pany loses its reputation in the business community, it is difficult to regain it.
As already, mentioned innovation is associated with trust of the employees in
the leaders, trusting their integrity, credibility and expertise. This raises a ques-
tion, what intelligences must managers and leaders have at their disposal when

leading their systems towards achieving competitiveness and sustainability, and
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to achieve multiple objectives. In that sense, it is necessary to learn an interdis-

ciplinary contemporary scientific knowledge of different scientific fields.

3. TYPES OF THE INTELLIGENCE AND THE
CONCEPT OF IQ, EQ AND SQ

Quotient analytical intelligence marked most of the 20th century. Formerly
it was thought that people who have high IQ were destined for a successful
career, and IQ was paid substantial attention. Thus, testing IQ found its place
in most of the selection procedures in the process of search and selection of hu-
man resources for the company. This kind of intelligence is considered responsi-
ble for solving logical tasks. Psychologist Lewis Terman at Stanford University
developed the IQ tests that two million Americans dealt with during the First
World War. (Daniel Goleman, p. 46).

Howard Gardner believes that this concept of thinking based on the IQ
until today permeates the entire society. Howard Gardner mentions seven types
of intelligence (Goleman, p. 46).What experience has shown, and in the 90s
Daniel Goleman had confirmed, is the fact that a high IQ does not necessarily
lead to the success of the individual. Goleman wonders, “What are the factors
at work when people with high IQ torture and perceived failures, while those
with modest IQ progressing amazingly well?” (Goleman, p. 4). Thanks to mod-
ern scientific research, Goleman sees a new kind of intelligence that is called

emotional intelligence and the professional public enters under the label EQ.

D. Zohar and I. Marshall reveal the “third Q’, in addition to IQ and EQ), they
give him a label SQ and call it spiritual intelligence, which we use to estimate
our life processes, create a vision of the future, SQ provides us with a foothold
for growth and transformation (Zohar and Marshall, p. 10).SQ allows us to:
discover new values, take over responsibilities, create vision, creative develop-
ment, innovation, inspiring. Exploring and discovering the SQ, the authors
estimate that in every individual there is a deep self, a highly developed SQ
consciously serves the self. Unlike H. Gardner, Zohar and Marshall think that
there are fundamentally three types of intelligence related to three specific cen-
ters in the brain: IQ, EQ and SQ, and that all other intelligence that Gardner
mentioned, are subcategories of these three intelligence (Zohar and Marshall,
p. 232). Zohar and Marshall in their research refer to a neuropsychiatrist Mi-

chael Persinger, who in 1990 discovered the “divine point” in the brain - a group
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of nerves in the brain that become active when a man is talking about spiritual
topics. To that research, they add discoveries of neurologist VS Ramachandran
who proved that man is able to place the so-called ,core issues ,that holds and

applies a feel for a broader meaning and value.” (Zohar & Marshall, 2002, p. 14).

Spiritual intelligence are investigating the authors of different scientific re-
search areas. For this research were studies the results of scientific researches in

the fields of management and business.

Karimi & Karimi proved that there is a significant correlation of spiritual
and emotional intelligence on the quality of working life (quality of work life)
and engagement at work (work engagement). It was researched a model of the
relationship between emotional intelligence and spiritual intelligence. Both
types of intelligence (spiritual and emotional) impact directly on the quality
of working life, and indirectly, through the quality of working life, positively on
engagement at work (Karimi & Karimi, 2016).

Wang, Xu and Qian (2007) construct spiritual intelligence quotient dimen-
sions and create Ph assessment system. They found a positive association be-
tween the dimensions that constitute the spiritual intelligence quotient with
the research Ph students’ performance (task performance and contextual

performance).

Hacker and Washington (2017) in their study examined the performance
of the curriculum for the leader education after that in the curriculum was in-
cluded the study of spiritual intelligence, in addition to human and emotional
intelligence. Self-assessment of participants (160), it was confirmed the value
of this integrated approach to developing a new generation of persevering lead-

ers with a strong sense of individual purpose, vision and values.

Ahmed, Arshad, Mahmood, Akhtar (2016) in their study emphasized the
importance of a holistic approach to human resources. Logic (IQ) and emo-
tions (EQ) cannot be the only source of development of human potential but in
this development, it is important to include the spiritual dimension (SQ) so the

mechanism of development of human potential would be holistic.

Gage and Smith (2016) pointed out that the post-modern world needs a
new view of leadership and a holistic approach to understanding of the human
intelligence. In a study of the management and effectiveness of school princi-
pals, they emphasized the importance of the so-called Leadership intelligence,
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whose real strength lies in the balance of rational (IQ), emotional (EQ) and
spiritual intelligence (SQ).

Ekegren i Ddderman (2015) in a study that includes 125 participants mea-
sured three types of leadership intelligence (rational, emotional and spiritual)
before leadership training course and after leadership training course. The re-
sults of their study concluded that participants significantly improved average
scores in all three dimensions of leadership intelligence and that such programs

of improving leadership intelligence lead to a higher quality of leadership.

Martins (2011) in his article is committed to the assessment of student
achievement that are based on the theory of multiple intelligences of Howard
Gardner from 1983.Assessment of student achievement of students includes
diversity in the assessment according to the types of intelligence and knowledge
exchange on relations teacher-student and student-student. Preliminary results
indicate that various intellectual potentials of students can be successfully de-

veloped and assessed.

It is therefore necessary to understand the basic types of intelligence and
how they contribute to the success of managers and leaders. As already known
IQ is rational analytical intelligence. It helps managers and leaders, for example,
in how to collect and structure information within the company and outside the
company from competitors, customers, supply chain, how to develop a strategy
and so on. EQ is emotional intelligence and helps managers and leaders in man-
aging relationships with employees, customers, suppliers, etc. SQ is spiritual
intelligence and helps managers and leaders in creating innovative vision and
value system that contributes to the long-term survival of the company. SQ is
the compass of the person, and the compass is extremely important in strategic
management because the company is a part of an overall system of social sys-

tems with multiple impacts on the overall community.

4, THE ACHIEVEMENTS OF THE OF
PHILOSOPHICAL ANTHROPOLOGY,
LOGOTHERAPY, ANTHROPOLOGICAL
MEDICINE AND NEUROPSYCHOLOGY

It is necessary to investigate the specificity of human resources in order to

find an answer to the question who is a man, what is his structure making it one
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specific man, if man instinctively or conceived being, does a man have a need
for reason, why some managers are ethical and other are not. For the answers
to these questions, it is necessary to interdisciplinary research on the results of

various scientific fields.

5. HUMAN FROM A MEDICAL STANDPOINT

A. Jores, internist, and former Rector of Hamburg University, compares the
human diseases with animal diseases and concludes that it is conspicuously

large number of human diseases are unknown to animals.

V. Frankl, the founder of logotherapy, advocates existential analyze and
solving meaningful or frustrating of a humans life through human spiritual di-
mension. D. Amen, psychiatrist concludes that a positive decision, words and
thoughts rehabilitate brain, and every immoral procedure and negative attitude

destroys brain cells. (Ivanci¢, 2006, p. 8)

M. Scheler considers that for the individual and society it is important to live

and cultivate human spiritual dimension. (Ivan¢i¢, 2006, p. 9).

6. THE MAN FROM THE ASPECT OF
PHILOSOPHICAL ANTHROPOLOGY

T. Ivandié, a former rector of the University of Zagreb, priest, theologian and
scientist in his many years of research concluded that man is the unity of matter
and spirit, that “in a man there are spiritual wounds, diseases and traumas and
that they need to be treated” (Ivan¢ié, 2006, p. 4). In his study of the spiritual
dimension, Ivan¢i¢ includes findings of other scientists, as stated below. Both
Rahner and von Balthasar believe that human disease is a sign of a deficit of
the foundations of his being. Haering argues that the disease is a consequence
of the rejection of values. B. Haering argues that the rejection of values, a man
becomes ill and heals when he re-accepts values (Ivan¢ié, 2006, p. 8).

M. Beck in his research concludes that every cell of the human body has a
spiritual dimension and that it is necessary to comprehensively diagnose and
treat diseases based on pneumatic and psychosomatic levels (Ibid, 2006, p. 8).
Exploring the knowledge of scientists in different scientific areas, Ivan¢i¢ in the

light of philosophical anthropology analyzes the philosophical and organic as-
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pect of the spiritual soul, the pathology of the spiritual soul and spiritual therapy
method - hagiotherapy which makes a man a dignified, capable, creative.! First
Ivan¢ié¢ theoretical research and application to hagiotherapy with people con-
cluded that the spirit of “freedom of space and time, transparent, self-conscious,
transcendent, self-reflexive, superior, able to transform all” (Ivan¢ié, 2006, p. 5).
Therefore, human anthropology Ivanéi¢ conculdes, makes the unity of matter
and spirit, and manifest themselves through their own personality and moral
decisions that man makes, in accordance with their own conscience. Conscience
is the voice of the battle and its transcendental. The core is spiritual, and when
a human’s spiritual dimension heals, a man stays being at his core. It is possible
for a man to learn about his core, thanks to its spiritual dimension and structure

of the spiritual soul.

Ivanéié, synthesizing research of other scientists and his work concludes that
a man has four levels Biology (with the plants, animals and man), psychological
(some animals, man), anthropological level (only man, and thats what makes
him a person) and theological level (only human). Anthropological level Ivanci¢
considered the key to all-round development of a person and society. Therefore,
states that there is in a man: biological soul, psychic soul and spiritual soul. The
destruction of a man’s spiritual soul destroys the human existence and the man
becomes sick at his core. Philosophical Anthropology gives answers to the le-

gitimacy of the spiritual soul, proving Ivan¢ié. (Ivan¢i¢, 2006, p. 10).

Philosophical anthropology deals with the issues of the first causes of the
existence of all creation. Reveals that the core of life and that is the same as
existence. (Ivancié, 2011, p. 72).

A man can experiance his core through his transcendental (different types of
beings): goodness (lat. bonum), truth (verum), unity (unum), beauty (pulchrum)
(Relja, 2015, p. 62). The core is one with the truth, goodness and beauty itself
(Relja, 2013, p. 65. Goodness this is not seen as moral and ethical dimension
but as a fundamental reality. (Ivan¢i¢, 2011, p. 72). Unity is understood in the
sense that in its core a person undivided entity in itself, one. The truth is un-

derstood as knowledge of its own core. Beauty is also an aspect of being - the

! Author in his study of the spiritual soul is based on the synthesis of the research results of scientists
Berdyaev, A. Jores, S. Kirkegaard, M. Heidegger, K. Rahner, Urs von Balthasar, B. Haering, CG Jung,
M. Beck, V. Frankl D. Amen, Goleman D., M. Scheler, I. Marhsall & D. Zohar, D. Bonhoeffer, H.
Kueng and many more (up to Ivancié, pp. 7-9). Additionally see Ivan¢ié¢, T. (2011): Hagiotherapy in

the encounter with the man, Teovizija, Zagreb
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core knowledges itself as true and good and that cognition causes a feeling of
comfort, beauty. (Relja, 2015, p. 63). Thus goodness, truth and beauty are tis-
sue of a spirit, core. A person’s psychophysical level is limited, but the man is a

spiritual dimension free.

The spiritual dimension of a man gives him a vision of what can be achieved
and the power to achieve the development. Therefore, the spirit and freedom are

superior human reality (Ivanci¢, 2011, pp 73-77).

Human being exists on the core, but the core alone does not participate in
anything because it is the reality of all realities (actualitas omnium actuum) and
perfection of all other perfections (perfectio omnium perfectionum) “(Relja,

2015, p. 61).

Relying on the strength of a spirit, Ivan¢i¢ claims that man has no limits in
his development, he can achieve incredible results, he should continually de-
velop their talents and vision, be brave, responsible, efficient and capable. Man
is therefore a being of cognition, decisions, creativity, responsibility and free-
dom, and the irresponsible actions of the man creates a sense of frustration,
meaninglessness, depression. The spiritual dimension of a man can stimulate
the development of vision, purpose and creativity. Ignoring the development of
his own talents, the man will hurt himself and others (Ivanci¢, 2011, pp. 77-78).
Man’s spirit possesses consciousness and self-awareness. Consciousness is an
inner light that helps us adopt already discovered realities. Self-consciousness
is knowing yourself and your own actions. Based on the results of scientific
researches of neuroscientists, psychologists, theologians, doctors and other sci-
entific fields Ivan¢ié forms the structure of the spiritual soul through the powers
or functions of the soul in which there is a certain activity and here will be given
some, chosen by the authors, who are the key to a man’s work in the company
and the development of his talents (Ivan¢i¢, 2011, pp. 95-118): Only amanisa
person, the person is the totality of man, the person is a place where man’s deci-

sions are made. Only a man can say: I, has its own self.

Life is the first spiritual organ as a source of the existence (the man exists
while he lives). The other spiritual organ is the conscience - the central organ of
a spiritual life, the place of the cognition of good and evil. V. Frankl a conscience
calls “organ of the intellect” (Ivancié, 2011 ,p 99)

Intellect is the power of cognition, man’s ability of a spiritual cognition. The

intellect is wisdom, without the intellects effort there is no wisdom.
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Free will is the spiritual organ that controls our free decisions, our character

and it treasures our virtues and chastity.

The heart of the spiritual soul is the center of human being, a place of faith,
loyalty, belief, trust, the foundation of the interpersonal relationships, longings.

Free will as the place of man’s decision. If the person is spirit free (not devi-
ant), he is reasonable, wise and a superior being. Man’s spirit is guided by the
laws of “morality and ethics, and the body by the laws of the physical world ...
if we do not obey the orders of our conscience, we despise moral principles and
then we are destroying our human existence and we fall to the level of an animal
that is guided by the instincts” (Ivandi¢, 2011, p. 101). The spiritual character
represents mans moral dignity, virtue and chastity. The man is guided by the
freedom, not by instincts. Therefore, freedom must obey conscience because
conscience unmistakably tells the man what to do and what to avoid. According
to Jores about 70% of diseases are specific human diseases, Ivan¢i¢ concludes
that these diseases have their cause in the spiritual level. (Ivan¢i¢, 2011, p. 103).
Interpersonality is specific organ of the spiritual soul in charge of human in-
terpersonal relationships. Memory and remembrance is the organ for storing
knowledge and creating new forms. Memory is the archive of the knowledge
and remembrance is the ability to remember the knowledge that was stored in
the archive of the knowledge. Here the key role has the human consciousness, to
be here and to be now, to be focused. The intellect is another organ of the spiri-
tual soul whose task is rational cognition, control of all cognitions (emotional,
mental, moral, biological, etc.). The intellect can structure the intuitive cogni-
tion, make something meaningful, find arguments that can be measured and
experimentally proved. The intellect a perceived reality translates into concrete

activities, structure and processes.

The wisdom is the spiritual organ that helps man wonder about the causes
and consequences, development, excellent achievements. Therefore, the wis-
dom is a superior knowledge and superior creativity, “it is a requirement for
becoming an intellectual” (Ivan¢ié, 2011, p. 107). V. Frankl, professor of neu-
rology and psychiatry, inventor of logotherapy, also explores the concept of
freedom and he describes liberty as “feature of human existence oriented to-
wards responsibility, towards giving yourself to another person, according to
the specific task” (Frankl, 2001, p. 12). Frankl believes that psychoanalysists

have too atomistic perspective on the human soul and that way the human soul
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is depersonalized. Instead atomistic view of human soul, he involves existential
analysis and he sees the autonomy of spiritual existence in the person, where
the responsibility is the essential feature of a human existence. (Frankl, 2001, p.
21). According to Frankl life is given to a man as a duty and man is being ques-
tioned about the meaning of the life, not other way. Therefore, man must give
an answer to this question by living his life, by action, by taking responsibility
for his own existence. For Frankl, existential responsibility is always personal
(ad personam) and related to the given circumstances (ad situationem). There-
fore, it is important to lead the man who is in the neurosis, to lead him towards
the awareness that existence is actually a liability. In this interpretation, Frankl
makes difference between the psychoanalysis that awares instinctive and the
existential analysis that awares what is spiritual and that is the notion of liabil-
ity that is at the basis of a human being. (Frankl, 2001, p. 22). Frankl says that
man cannot make up a meaning of his life, he must discover it. If a man is not
able to find a meaning of life, he runs from the meaninglessness that keeps on
following him. In man’s seek for the meaning of life he is lead by his conscience,
which is the organ of sense, and Franklin has defined it as: “the ability to feel the
unique and the single meaning that is hidden in every situation.” (Frankl, 2001,
p. 88).Conscience leads the man towards the responsible choice. One can listen
to the conscience, but one can also ignore the conscience, go into conformity
and totalitarianism. Frankl claims that education for responsibility is needed
now more than ever. The man as a being with a spiritual dimension is able to
transcend himself (overcome), in search for the meaning of life, which cannot be
himself. The hardest part is living with the feeling of “the meaninglessness of his

own life, that existential frustration, not even physical suffering is comparable

with that” (Lukas, 2016, p. 13).

7. CONCLUSION

The role of strategic management is crucial for the competitiveness and sus-
tainability of the company. Every vision must be clear, oriented towards the fu-
ture and motivating. The need for constant growth and development requires
managers and leaders to enter the personal, and later in organizational change.
In this aspect it is key to get to the inspiring is to get to the inspiring vision,
innovation and ideas, especially the value the employees can accept. Research

shows that it is extremely important vertical trust - the trust of employees in
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their leaders and managers. Trust in their competence, integrity, benevolence
and credibility resulting in systematic innovation. With the growth of that
trust, grows innovative behaviour. Managers and leaders realize often mutu-
ally conflicting goals. On the one hand, the increasing pressure to maximize
profits and benefits for shareholders, on the other hand, the increasing pres-
sure for development of organizational adaptability, human resource develop-
ment, building a learning organization. Thus, the possession of ethical com-
pass by managers and leaders is crucial for both operational and strategic deci-
sions. When speaking of managerial ethics there are moral managers, immoral
and amoral managers. The conclusion is that immoral and amoral managers
forms of deviant behaviour of managers (greed, “trampling other” for survival,
self-justification of their own actions where the goals measure behaviour with
denial of generally accepted rules of ethics, a short-term horizon and pursue
their own interests). Therefore, company strategy needs to be ethical because
immoral strategy adversely affect the character of the employees, and ethical
strategy in the long-term interest of the shareholders and owners. Arguments
in favour of the ethical conduct of managers and leaders give the concept of
leadership intelligence, which is made up of rational and analytical intelligence
(IQ), emotional intelligence (EQ) and spiritual intelligence (SQ). The spiritual
intelligence gives humans potentials the need to create a vision of the future,
a foothold for growth and transformation, assessment of their vital processes,
discovering new values, talent development, accountability, innovation, inspir-
ing. In this sense, we can conclude that spiritual intelligence is essential intel-
ligence of every human being, but especially managers and leaders in companies.
Therefore entering the change of organization begins from personal changes,
changes in the value of each person and the development of leadership intel-
ligence. Spiritual and emotional intelligence affects the quality of life at work
and engagement at work. The curriculum for education of leaders and managers
will be required to include the study of all three types of intelligence, especially
spiritual intelligence because previous studies have confirmed the value of this
integrated approach to developing a new generation of sustainable leaders with
a strong sense of individual purpose, vision and values. The post-modern world
needs a new view of leadership and a holistic approach to understanding the
overall human intelligence. The achievements of philosophical anthropology,
logotherapy, anthropological medicine and neuropsychology are going the way
of confirming holistic approaches to understanding the overall human intel-

ligence. The research results indicate that a human has four levels of its per-

105

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Visnja Bartolovic: STRATEGIC MANAGEMENT, ORGANIZATIONAL CHANGE AND REPRESENTATION OF AN INDIVIDUAL IN THE LIGHT OF ...

sonality (biological, psychological, anthropological and theological), and that is
precisely anthropological level key to the freedom of development of thought,
idea, inspiration, vision, particularly the freedom of a sort of limited and static.
From an anthropological level rises freedom, creativity, vision, intellect, charac-
ter, Interpersonal and other qualities of a person. These are precisely the quali-
ties that people have their origin in, the anthropological level of man, and its
affirmation in strategic management. Exploring specific anthropological level
may be the right way to understand how to get inspiration, innovation, vision,
healthy intellect and versatile help managers and leaders in the fulfilment of
their duties, particularly in the area of strategic development of the company.
Therefore, rational intelligence (IQ) and emotional intelligence (EQ) is not suf-
ficient to make people managers and leaders to a complete and wise vision of the
development of enterprises. Only recognition and inclusion of the third kind
of intelligence, managers and leaders allows the creation of a new vision of de-
velopment and they are able to get into the personal and organizational change.
Unethical manager is a sick and deviant person, as such, required a change of
thinking and behaviout, harmful to employees, shareholders, customers, suppli-
ers, society ultimately. Scientific management tends humanization of work and
overall social progress, which is shown through the history of the development
of thinking about management, organizational development, development of
human resources and others. Therefore, scientific management is a human, sus-
tainable and consistent with the general good and, as such, gives an immeasur-
able contribution to the wider human community, the interests of shareholders,
customers, suppliers and the like. Therefore, in order to truly remains such,
socially beneficial, must necessarily recognize the pathological manifestations of
the behaviour leading people in companies that shape company strategy, values.
As a recommendation for further research, it is necessary to discover further
opportunities for development of leadership intelligence and its contribution to

the development of enterprises.
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Abstract

In order to improve competitiveness, companies often benchmark themselves
against competitors. To get the big picture, it is useful to benchmark countries
in order to get insight into the comparative advantages of each. The Glob-
al Competitiveness Index (GCI), published by the World Economic Forum
(WEF), is the accepted tool for evaluating a country’s potential for growth. It
evaluates the productivity and efficiency of countries and can be very important
for attracting foreign investors.

According to “The Global Competitiveness Report 2016-2017"; Croatia’s rank
is 74" among 138 countries in the world. Local entrepreneurs and macroecono-
mists agree that the rank is not sufficient and that, as a member of EU, Croatia
should reach a similar position as other developed western countries. This article
aims to present a current state of the Croatian global competitiveness, to find

the weakest part of it, and to give recommendations on how it can be improved.

Every company has a business model, although many of them are not really
aware of it. Business model represents a way that companies do business, a way
they create and capture value. The goal is to introduce business model innova-

tion as a powerful source of competitive advantage.
Keywords: global competitiveness, innovation, business model

JEL Classification: 03,032




1. INTRODUCTION

Market globalization, international competition and financial liberalization
has gained the importance of the global competitiveness concept. Although
some authors called it a dangerous obsession and argued that the concept is
wrong (Krugman, 1994), competitiveness is recognized as a key driver of
growth. Michael Porter of Harvard Business School argues that national pros-
perity is created, not inherited. He has highlighted competitive advantage as
the key to superior performance not only by firms but also by industries and

economies as a whole (Porter, 1990).

For Croatia, global competitiveness became especially important after join-
ing European Union in July 2013. Economic borders were opened and transi-
tions of goods, services, capital and workforce have become much easier. Com-
petitiveness imbalances between member states have been one of the drivers of
the crisis in the EU (Altomonte & Bekes, 2016). Therefore, improving competi-
tiveness in order to close these gaps is at the heart of the current policy agenda.

This paper will present a current state of global competitiveness of Croatia,

analyze its sub constructs and give recommendations on how to improve it.

2.  MEASURING GLOBAL COMPETITIVENESS

Measuring global competitiveness allows benchmarking among countries
and identifying strengths and weaknesses of the national economies. It helps
foreign investors to decide where to invest, but it also helps local policymakers
in making decisions and discussing strategies for removing obstacles, thus im-

proving national competitiveness.

Although there is no clear consensus on how to measure competitiveness,

three well known indices are substantially prominent:

* The Global Competitiveness Report', prepared by World Economic Fo-
rum (WEEF),

! The Global Competitiveness Report measure the competitiveness of 138 countries in different phases
of economic development, providing insight into the drivers of their productivity and prosperity. The
WEEF has been studying the competitiveness of nations since 1979. For more details visit: www.
weforum.org
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* The World Competitiveness Yearbook?, prepared by Institute for Man-
agement Development (IMD),

* Doing Business® report, prepared by International Finance Corporation

(IFC) and the World Bank Group.

For the purpose of this paper and measuring competitiveness, The Global
Competitiveness Report as the most comprehensive assessment of national
competitiveness worldwide since 1979 will be used. They define competitive-
ness as the set of institutions, policies and factors that determine the level of
productivity of an economy, which in turn sets the level of prosperity that the

country can achieve (WEFE, GCR, 2016).

Building on Klaus Schwab's original idea of 1979, Professor Xavier Sala-i-
Martin in 2004 created a Global Competitiveness Index (GCI) which included
both macroeconomic and microeconomic factors of competitiveness. In 2008
Professor Michael E. Porter assembles a team of scholars to develop the New
GCI in order to improve both the Index methodology and the quality of the
Executive Opinion Survey. The New GCI was published in the 2009 Global

Competitiveness Report.

The GCI combines 114 indicators grouped into 12 pillars: institutions,
infrastructure, macroeconomic environment, health and primary education,
higher education and training, goods market efliciency, labor market efficiency,
financial market development, technological readiness, market size, business
sophistication, and innovation. These pillars are in turn organized into three
subindexes: basic requirements, efficiency enhancers, and innovation and so-
phistication factors (Figure 1).

% The World Competitiveness Yearbook has been published by IMD since 1989. It benchmarks the
performance of 62 countries based on more than 340 criteria measuring different facets of competi-
tiveness. For more details visit: www.imd.org

* The Doing Business report covers 11 areas of business regulation and provides objective measures
of business regulations and their enforcement across 190 economies and selected cities at the sub-
national and regional level. It was launched in 2003. For more details visit: www.doingbusiness.org
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Figure 1: The Global Competitiveness Index Framework
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Source: WEE, Global Competitiveness Report 2016-2017

The pillars affect different economies in different ways depending on their
stages of development. Therefore, they are organized into three sub-indexes,
each critical to a particular stage of development. The GCI assumes that, in the
first stage, the economy is factor-driven and countries compete based on their
factor endowments-primarily unskilled labor and natural resources. Companies
sell basic products or commodities, with low productivity and low prices, which
reflects in low wages. With increasing productivity and wages, countries move
into the efficiency-driven stage. They must develop more eflicient production
processes and increase product quality because wages have risen and they can-
not increase prices. In the third stage, the economy is innovation-driven because
wages have risen so much that companies are able to sustain that wage levels
and the associated standard of living only if their businesses are able to compete
using the most sophisticated production processes and by innovating new ones.
The GCI takes the stages of development into account by attributing higher

relative weights to those pillars that are more relevant for an economy given its

particular stage of development (WEF, GCR, 2016).
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3. (GLOBAL) COMPETITIVENESS OF CROATIA
According to GCI, Croatia’s rank for 2016 is 74% out of 138 countries. Cro-

atia did make progress for three places, but still it's not enough to reach selected
EU countries. Among all EU countries, only Greece and Cyprus have worse
positions. Table 1 also shows that Switzerland, Singapore and United States
are three best ranked countries, same as previous year. The Netherlands and
Germany have changed positions. Sweden and United Kingdom have improved
their positions for three places while Japan, Hong Kong SAR and Finland de-

clined for two places.

Table 1: Global Competitiveness Index 2016-2017 Rankings

Out of TOP10 countries, TOP 3 hold the same places, other
7 have only changed positions. Croatia is below selected
EU countries, despite the progress for 3 places.

TOP10 countries, Croatia vs selected EU countries
Global Competitiveness Index 2016 Rankings
2015, 2016, aPY

2015 2016 APY 2015 2016 APY

—— —_—

Switzerland 1 1 Czech Republic 3 3 0
Singapore 2 2 0 Poland 36 41 45
United States 3 3 0 Bulgaria 54 50 0
Netherlands ] 4 # Slovenia s9 o6 +3
Germany 4 5 A Romania 53 62 -9
Sweden 9 6 +3  Slovak Republic 67 65 +2
United Kingdom 10 7 +3  Hungary 63 68 -6
Japan ] 8 -2 Croatia 77 74 43
Hong Kong SAR 7 9 -2 Greece 81 86 -5
Finland 8 10 -2 Cyprus 65 83 -18
TOP 10 COUNTRIES CROATIA VS SELECTED EU COUNTRIES

Source: Author’s calculations, using data from WEFE Global Competitiveness Report
2016-2017

In order to evaluate the global competitiveness of Croatia, it is necessary to
look at the 12 pillars that construct a weighted Global Competitiveness Index,
according to the stage of economic development. With GDP per capita 11573
US$ (WEF, GCR, 2016) Croatia is in the transition stage from efficiency driv-
en economy to innovation driven economy. Efficiency driven economies sell cap-
ital-intensive products and compete internationally on the basis of both price
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and quality. Their drivers of competitiveness are: higher education and training,
efficient goods markets, efficient labor markets, developed financial markets,
advance technology and expanding market size. On the other hand, innovation
driven economies are paying high wages to improve the standard of living, com-
peting with new and unique products using sophisticated production processes

and investing heavily to invent and innovate new products.

Figure 2 shows that Croatia is below Europe and North America’s average
on all 12 pillars. Pillar 2: Infrastructure and Pillar 4: Health and primary educa-
tion are closest to the average, while Pillar 12: Innovation is farthest to the aver-
age. Croatia is best ranked on Infrastructure (46/138) and Technological readi-
ness (47/138), and worst ranked on Innovation (103/138) and Labor market
efliciency (100/138).

Figure 2: Global Competitiveness Index 2016-2017 performance overview of
Croatia

Stage of development

T rsarus kT ey T roarwsiPiesrn
1 1—=2 2 22— 3
Factor Efficiancy Inmnovaltion
drivan lriven driven
1TST plHar:
Iinsututions
120 pillar: K 2nd plllar:
Innovartion ¥ Infrastructure
L=
5
i1th plliar: % 3rd plllar:

Business
sophistication

Macroesconomic
environment

10tn plilar: atn pinar:
Market sizc Heoalth and primary
caducaton
th pilior: Sy - Stn plllar:
Technological Higher education
readineocs arnd tralning
Sth plillar: ath plliar:
Financial market Goods market
deveiopment Tth plitar: effickency
Labor markot
ermiclcncy
El cCroatla Europe and North America

Source: WEF, Global Competitiveness Report 2016-2017

Since Figure 2 only shows current position, it is useful to see each pillar’s
score development over past five years, which is presented in Figure 3.
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Figure 3: The Global Competitiveness Index Score development from 2012 to
2016

Qverall GCI Score for Creatia is 4.1 unchanged from 2013 to 2016, The best scored pillar is 4th
{2.8) and the worst scored pillar is 12th {3,1) with no impravement over the last 5 years.
Ciulit
GHoDal Com peutVEness INCex S00R (1-7) T2 pillars ve oVera
2012.2016
o 2 || S —= || = || _ =
—_—— e a A A 1.1
a= 3G
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o1 ¥ A7 nraa T
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FOLZT F0lE- L EL S FO i 02 L L FOEZ I0&
Sth: Technologica | 1oth: Markec cize Lich: Duzinase 12th: I nmavatian
rradinnns TmEhiaticnt on
—— : — f————"] e
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Source: Author’s calculations, using data from WEEF, Global Competitiveness Report

It is important to differentiate rank and score. Rank shows the position of
the country in relation to other countries. The score is more like a grade in
school, only in this case 1 is the worst grade and 7 is the best grade. The score
is independent for each country while rank is dependent on the other countries’

scores.

Figure 3 shows that current overall GCI score for Croatia is 4,1 and that
it hasn't been changed in the last four years. Score for the most pillars is un-
changed or has been very little changed over the last five years. Major improve-
ments have been made in Technological readiness and Higher education and
training while major declines have been made in Macroeconomic environment

and Financial market development.

Best scored pillar is Health and primary education with a score of 5,8 but
in 2012 it was enough to rank 60, while in 2016 it is enough to rank 66. Worse
scored pillar is Innovation with a score of 3,1 which was sufficient to rank 74
in 2012, but the same score in 2016 is sufficient only for rank 103. Croatia’s
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competitiveness is declining whether we look at the best scored or the worse

scored pillar.

By looking at the results of The Global Competitiveness Report 2016-2017
it is clear that Innovation is Croatia’s worst scored and worst ranked pillar.
The score of 3,1 for Innovation hasn't been changed in the last five years, but
rank dropped from 74 to 103. Other countries are being more innovative than

Croatia.

The government seems to be aware of the importance of innovations for
boosting global competitiveness and export. Therefore, it published a docu-
ment called “Strategija poticanja inovacija Republike Hrvatske 2014. — 2020
(Narodne novine 153/2014). According to the Strategy, the main reason for
low position in innovation is a lack of so-called systematic innovation policy.
Another reason is relatively low investments in R&D, most of which comes
from the public sector. They conclude that the overall innovation performance
of Croatia is not sufficient because of the low innovation capability of business
sector, a small number of applicable (industrial) researches, ineffective incentive
system and weak connections between different innovation subjects within the
innovation value chain.

According to the Strategy, the main strategic goal for 2020 is increasing the
competitiveness of Croatian economy and increasing national prosperity as a
result of the investment in knowledge, creativity and innovations. The main

strategic goal consists of four strategic goals:

* Improving innovation performance of Croatia.

* Increasing the level of business sector investments in total R&D

investments.
* Increasing the number of fundamental and applicable researches aimed to
boost national competitiveness.

* Increasing human capacity for research, technological development and

innovations.

We have the situation where the problem is defined and the goals are set,
framework is given but the results are missing. Actual innovation performance

of Croatia can also be seen in the European Innovation Scoreboard* 2016 (Eu-

* European Innovation Scoreboard is introduced in 2001 and it measures innovation performance
of EU countries, as well as the key international competitors, using a composite indicator — the
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ropean Union, 2016), according to which Croatia is a moderate innovator, far
away from strong innovators and innovation leaders. It takes the 26® place out
of 28 countries. Only Bulgaria and Romania as modest innovators are worse
than Croatia. When looking at the performance changes over the last 8 years,
Croatia has an average annual growth of -0,9%, which puts her in 27* position
with only Romania being worse (-4,4%). Current position of is very low and the

trend is negative.

4, BUSINESS MODEL INNOVATION

Companies achieve competitive advantage through acts of innovation, es-
pecially when competitors are slow to respond (Porter, 1990). When speaking
about innovations, first association is product or service innovation than pro-
cess innovation. Rarely do we think about business model innovation. Business

model innovation is a framework or recipe for creating and capturing value by

doing things differently (Afuah, 2014).

Any business has its own business model, although many managers are not
really aware of it. Companies that understand their business model and its im-
pact on performance are rare. Understanding and creating a business model
should be an important part of any business strategy. There is no universal defi-
nition of a business model, only an universal approach (Golob, 2009) because
it should be applicable to any kind of business. One of the universal tools for
generating, describing and innovating business model is The Business Model

Canvas (Osterwalder & Pigneur, 2010).

Business model innovations have grown rapidly in significance in the last
fifteen years. Business models have high relevance in management practice, and
a steadily increasing focus on the scientific subject area in recent years (Wirtz
et al, 2016). The importance of business model innovations was confirmed by
IBM Global CEO Study conducted on a 765 managing directors worldwide
(IBM, 2006). Results have shown that CEOs are focusing almost 30 percent
of their innovation efforts on their business models, and companies that have

grown their operating margins faster than their competitors were putting twice

Summary Innovation Index. It distinguishes between three main types of Indicators - Enablers,
Firm activities and Outputs — and eight innovation dimensions, capturing in total 25 indicators.
For more details visit: http://ec.europa.eu/growth/industry/innovation/facts-figures/scoreboards/
index_en.htm
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as much emphasis on business model innovation as underperformers. Figure
4 shows that business model innovation had a much stronger correlation with
operating margin growth than product/service innovation or operations inno-
vation. Although the data are more than ten years old, it should be a strong

motivator for local managers.

Figure 4: Operating margin growth in excess of competitive peers

(percent compound annual growth rate over 5 years)

Products/services/ Operations Business model
markets innovators innovators innovators

Source: IBM Global Business Services. (2006). Expanding the innovation horizon: The global
CEO study; available at: http://www-935.ibm.com/services/us/gbs/bus/pdf/ceostudy.pdf
(accessed: 08-09-2016)

A more recent study, from Pricewaterhouse Coopers (PwC, 2013) conduct-
ed on 246 CEOs from around the world, explored the changing role and nature
of innovation in businesses. Unlike a similar study conducted in 2009 when
operational effectiveness was top priority, now three-quarters of CEOs regard
innovation as at least equally important to operational effectiveness. Further-
more, when investigating the innovation area, products are a top priority for
26% managers, but the business model is close behind being the first choice for
17% managers. The changing business landscape is reflected in the evolving
nature of innovation and focus is shifting from products to solutions.

According to the latest thinking, innovation occurs in an ecosystem where

businesses, regulations, and social norms promote connectivity, creativity, entre-
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preneurship, collaboration, and the adoption of the latest technologies to gener-
ate new ideas and bring new products and business models to market (WEF,
GCR, 2016). The field of business models seems to have emerged into its own
discipline, building on the established areas of strategic management on the one

side, and technology and innovation management on the other side (Gassmann

et al. 2016).

There is an increasing consensus that business model innovation is key to
firm performance (Zott et al.,, 2011). Business model innovators manage to
revolutionize their industries by overcoming the dominant industry logic. For
example, Ryanair is typical business model innovator that revolutionized airline
business; Uber is doing taxy business without owning single taxi car; Alibaba is
making money on selling goods without any stocks; Skype is the world’s larg-
est telecommunications provider without having any network infrastructure;
HTC is focused on the product while Apple is focused on business model in-

novation and therefore is far more successful company.

5. CONCLUSION

Higher education and training, infrastructure and technological readiness
are among the highest scored and highest ranked pillars of Croatia’s global com-
petitiveness index, but to improve competitiveness they should be supported by
innovations. However, innovation is worse scored and worse ranked pillar with
no improvement in score over the last five years and negative trend in ranking.
The Croatian government is aware of this problem. In 2014 they defined stra-
tegic goals for 2020 which are to be reached through four thematic pillars, they
even defined KPI-s to be reached and gave the framework (Narodne novine,
153/2014). But they still didn't find a way to improve innovativeness. Other
countries are better in improving innovativeness and therefore are overtaking
Croatia which is now ranked 103" out of 138 countries in terms of innovation.
The problem might be that, in general, innovations require high investments in
R&D with unsecure outcome and the business sector is not ready to take that

risk.

The meaning of innovation is being updated. To be truly innovative, a coun-
try should not only file patents and support research and development in sci-
ence and technology, but should also provide a networked, connected environ-
ment that promotes creativity and entrepreneurship, fosters collaboration, and
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rewards individuals who are open-minded and embrace new ways to perform

tasks (WEFE, GCR, 2016).

As a part of a globalized world, Croatian companies are confronted with
an increasingly fast change of technical and technological possibilities, available
knowledge and differentiated markets. Opposed to new products and/or new
technology, new business models can be equally created by big and small or-
ganizations in developed or undeveloped countries. Therefore, business model
innovation might be a chance for Croatian companies to improve their com-
petitiveness without big investments, but through benefits created with knowl-
edge, networking and new ways of linking resources and activities with global

environment.

To the author’s best knowledge, Croatia still doesn't have any scientific re-
searches that link business model innovation with performance. Confirming
positive links would for sure encourage entrepreneurs to consider business
model innovation as a way to create competitive advantage. Government, scien-
tists and entrepreneurs should communicate better and work closely together
in order to encourage, accelerate and remove barriers to finding new solutions,
new ways of creating, capturing and delivering value to customers. The Croatian
market is too small, therefore boosting global competitiveness is essential for
long term development and national prosperity. Innovations, investments and
export are key drivers for the Croatian economy.
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Abstract

Special city programs that city of Split is offering represent a unique experi-
ence on the existing tourist market. Two main goals of executing special city
programs are to increase the economic effects as well as increasing the level
of satisfaction of tourists. Modern tourists have a high level of expectations,
which is a major challenge in creating a ‘tourism of experience. Management
of special programs, in this case, represents a relevant segment of global des-
tination management, which deals with planning, organizing, leadership and
controlling these special programs. In addition to contributing to the volume
of a content offer, special city programs also affect the extension of the tourist
season, reduction in seasonality of business in tourism and hospitality, increas-
ing revenue and attracting new guests as well as retaining existing tourists.
Programming and execution of special city program has a multiplying effect. It
has a direct and indirect impact on revenue growth, it encourages additional
employment of professional staff, it creates a virtual platform of a large number
of manufacturers and suppliers of products and services and affects the develop-

ment of the entire destination. Therefore, there is a need for strategic planning
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of special programs, monitoring the performance of the same and securing all
necessary resources for the rollback. Tourist Board of Split plays a major role in
accomplishing this as the holder of a destination management. With this ap-
proach Split becomes a unique tourist destination, offering a wide range of spe-
cial events and programs. The purpose of this paper is to show the real impact
of programming and executing special city programs put in place specifically
focusing on the standpoint by Split Tourist Board. The aim of this paper is to
determine to what extent and in what way the special municipal programs are
affecting the increase in revenue and the effect on the level of expectations and

satisfaction of tourists, by analysing key tourism indicators.

Keywords: management of special programs, special city programs, experi-

ence, satisfaction of tourists, tourist offer, Split Tourist Board.

JEL Classification: Z3, Z32

1. INTRODUCTION

Special programs represent a unique segment of the tourist and hospitality
offer. They are the bearers of the modern trends on tourism market, as they
are based on tourism of experiences. They exist primarily to fulfill the purpose,
which is an increase in tourist consumption. The secondary objective is based
on fulfillment of motives, needs, and demands of tourists who are consumers
of these programs. It covers the success of quantitative and qualitative demands
of efficient special programs. On one side, special programs offered to a tourist
must satisfy management’s requirements and also achieve maximum profit, while
on the other side it must meet all expectations of tourists who consume them.
It's a series of interconnected services and products, which is placed in a unique
way as part of an exclusive tourism and hospitality offer on the market. Special
programs exist since mankind if we take into account that people are in a
constant state of planning and creating their personal free time to satisfy their
needs. In the tourism terms, they are referred to as a relatively new term. First
researchers which were devoted to special programs in tourism, or better to
say deliberations, begin to implement them in the mid 20th century as part of
the tourist animation, they were classified as French creation. Special program
management includes planning, organizing, staffing and performing a program,
repeating program cycle, as well as control of performance, evaluation, and
success of the program, so by its content to meet all targets and goals of
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enterprise and tourists. Tourism of today is one of the most dynamic and socio-
economic phenomena, which is based on permanent changes, and it reflects on
the tourist offer and tourist demand. The whole system of supply and demand
changes in the essence of a generalized approach, that the tourism market in
older conditions is determined by an offer (Cerovié;2008,26). Today, as a result
of the globalizing processes and transformations of the tourism market, it can
be certainly stated that all desires, motives, and needs of a modern tourist are
an imperative and offer is subordinated to guests. Therefore, a special program
management creates and sells events and programs that will satisfy all motives
and desires, which makes tourists visit a destination. In the last couple of years,
The Tourist Board of a city of Split payed special attention to the design of
events and special programs, which will be carriers of an additional tourist of-
fer. The key part is related to control and monitor success in those programs,
in order to enhance and maintain the quality of the offer, and also to ensure

competitive advantage in the promotion of the overall image of a city of Split.

2. THEORETICAL BACKGROUND OF SPECIAL
PROGRAMS

As a contemporary concept of planning, tourism and hospitality offer, spe-
cial programs stand out as a synonym for tourism of experiences. Special pro-
grams can be defined as a set of protocols, procedures, and elements of content.
They are placed as a result of planning in a materialized form whilst respecting
influential factors, basic principles and primary targets of special programs, as
a part of the tourist and hospitality offer of a tourist destination. While design-
ing the content of a program it is important to think about the interdependence
of supply and demand. A modern tourist will choose a traveling destination
based on how much that destination is fulfilling his expectations, as well as
deliver an unforgettable traveling experience. From the standpoint of special
programs management in the tourism and hospitality industries, the decisions
are based on the same principles, but from another perspective. The organizer
doesn't make programs and content because he finds that tourists like it, but
because it triggers an increase in tourist consumption (Jadresi¢;2001,49). Em-
phasis on synergy is common to all special programs and events in the tourism
industry along with all involved in creating and realization of the content pro-

gram. Through common activities, they fulfill their own separate goals, which
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is the reason they interconnect on the tourist market. These are all strategies to
meet certain demands made by tourists, which are eventually ensuring their re-
turn, but also attracting new guests to secure a further increase in tourist spend‘
ing. If we take into consideration that tourists’ experience at the destination is
made up of a huge number of service and product providers from different areas
who are placing their services and products independently from one another,
it is necessary to take a serious approach in planning stage, as well as in con-
trol phases and in analysis of the performance. Main goals of special programs
are interconnected with the principles of managing the program to each other,
with the principles of the performance of a program, which makes every fac-
tor crucial for the realization of the programming. Since every activity is man-
aged on a certain principle, which then achieve a specific state, it is obvious that
managers have to respect those principles, as well as the principles of freedom,
activity, equality and appropriateness, while planning and performing special
programs and events in tourism and hospitality. Tourists decide themselves
whether to participate in a given program or not. A tourist can decide in advance
whether to visit a tourist destination for some specific program and upon arrival
decide to encounter with the program included in the package that tourist pays.
If the decision on visiting a certain destination is based on the main motive, to
participate in an event or program, then they will base their satisfaction with
destination primarily on the basis of expectations for a special program. If a
tourist is already visiting a tourist destination and then he finds out about a cer-
tain event, his satisfaction with the program will not be the main motivation for
reentry, although there is more leverage to get back in the same period next time.
Also, there are package arrangements which tourists buy whose price includes
various services. Depending on organizer’s choice that could include transpor-
tation, hotel, event or a program visit, travel insurance, etc. In any case, tour-
ist will have the freedom of choices and it should be treated with the outmost
respect. Furthermore, during the special program performance, tourists can be
active or passive. This is referred to as a principle of activity. Tourist can partici-
pate in a particular program as a part of an interest group which is consuming
offered program or participate as individual. This is also related to the principle
of equality, meaning that every tourist in the interest group has equal rights
as the other participants and that all the guests are equal to an organizer of a
program. The principle of appropriateness relies on a system of value for money.
That ensures that every program is based on the need and a demand of a guest
and it is entirely appropriate for a particular interest group. Besides principles,
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there are certain factors that affect the performance of special programs and
events in the tourism and hospitality industry. Relation and connectivity of con-
ditionality and influence on tourist and on the formation of a tourist's demand,
are visible in a program, location, and human resources (Cerovi¢;2008,78). For
that purpose this paper will have outlined main characteristics and effects of
the quality of a particular element, to get a clearer image of their mutual de-
pendence and conditionality. Creating special program begins with identifying
programming approach. Areas or access types of animation programs are the
following; general access, time access, proprietary access and a repertoire access
(Cerovié;2008,67). It is very important to know the structure of tourists these
programs are intended for. Such as which program is intended to satisfy a spe-
cific type of tourists' motives, will the program tourist is interested be offered,
when will the program be held and is it possible that one is free. From the view
of ownership, will be it owned, financially supported or completely bought by
the third part. Also, location affects the planning and realization of programs
and that can be an interior or exterior environment. That's important phase
since there is the relevant difference between the program that is running in the
exterior or interior. When defining the space, it is taken as a starting point for
further elaboration of the plan. The third important factor is human resourc-
es. There are not many economic activities that depend entirely on a human
component as it is the case with tourism (Pirjevec and Kesar;2002,133). The
quality of special programs and events in the tourism and hospitality industry is
based on expertise and professionalism of human potential. A person, the main
key to success, is a carrier of tourist offer and an executor of a special program
at the same time. The issues of the staff, for example in the Republic of Croatia,

are summarized into four main characteristics, or facts. These are the following
facts (Pirjevec and Kesar;2002,139):

* a high percent of women employees,

* ahigh percent of unprofessional staff,

* a high percent of senior employees,

* aneed for numerous seasonal labor force.

To be sure that the realization of special programs will be successful, it is
important to have highly motivated professional staff, with extensive knowl-

edge and experience in a certain field, also to continue with an education of

staff, make new experts and make the effort to create a quality human resourc-
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es. To reach that successful realization of programs and events, it's important
to systematically educate all involved in the management of special programs
and strengthen the connection between educational institutions with the real

sector.

All of these characteristics are affecting tourist spending. This is a process
that starts before the consumption of special programs. To influence tourists’
attitude and a decision to participate in a particular program takes a lot of ef-
fort. This is where marketing activities play a really big role and they need to be
conducted in the right place at the right time. Another big part is the psychology
of consumption in marketing, primarily because tourists obtain their attitude
on the basis of perceiving the environment. Attitude is a relevant segment when
profiling our tourists since it plays a part in marketing researches and practices.
Correlation between what tourist thinks about the program and the one he ul-
timately participates in is very close. Attitudes, previous behavior and subjective
societal norms of tourists largely affect whether to have the expectation and to
what extent, but it also reflects on a total satisfaction with an offer in a tourist
destination. These attitudes are of a crucial importance for destination manage-
ment since they reflect the expected impact on behavior. Marketing mix starts
with the product, which is in this case, a special program. This is a represen-
tative of the tourism and hospitality offer of every destination. The price, as
an element in the marketing mix, marks the product of the special program,
expressed as a value in money. In order for the price to reflect a real value of the
product, special program management must take a special care when selecting
the ideal price calculation methods, which will cover all expenses and ensure
the planned profit. This is the most sensitive component of all. It determines
the success of the program through indicators of success such as profitability,
cost-effectiveness, and productivity. The last element is the promotion of a spe-
cial program, which is realized through activities on the market. This includes
propaganda, a personal selling, publicity and promotion of sale, public relations
and direct marketing. By analysing the importance of special programs, as well
as other different services and products, which are forming a unified offer on the
market and affects the expansion of tourism market, the important thing is to

cover each established level, i.e. the levels, which are the same for all.
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Table 1. Stages in the process of programming events

Stage in the process of programming events
1. STEP Event description
2. STEP Event organization
3. STEP Permits and agreements
4. STEP Marketing
5. STEP Financial control
6. STEP Risk management
7. STEP Event staging
8. STEP Staff
9. STEP Safety and insurance
10. STEP Operational plans
11. STEP Evaluation

Source: Milohni¢, I. Specificities of cultural events management in tourism (Case study: Is-
trian region), Management in the Function of Increasing the Tourism Consumption, May 17,

2010, p. 165.

All special programs are programmed for a certain reason, and each of them
is specific. That depends on the segment to which it is intended to attract, as well
as to location and staff included in the performance. Nevertheless, all events and
programs have common characteristics, contained through all levels, which are
mentioned previously. Every program, or an event, has a precise description of
the organization and realization of the same way. Besides that, every program
executor is obliged to secure certain licenses and to make contracts with their
business partners. In order to make a successful event, a high-quality marketing
is required to achieve that. That, of course, affects the entire financial structure,
and as it stands, the main goal is the financial gain. Throughout the program-
ming of the program, it is important to make a good quality plan of staffing
and follow standard operating procedures to safely perform the program in its
entirety. Every program ends with an evaluation, which provides feedback that
can be used to enable progress and a more successful program next time.

3. RESEARCH RESULTS AND ANALYSIS

Split Tourist Board has largely invested in the promotion of special pro-
grams, events and manifestations within the last couple of years and all of those
components are of interest for the entire destination. This part of the paper
shows the results of a special program research and it is based on the tourist and

hospitality offer of Split. The focus of the research is the level of expectation
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and satisfaction of tourists and local inhabitants and the results of the success
of last year by the Tourist Board of the city of Split. The results of research of
2016. have been compared with research results of 2012., to demonstrate the
influence special programs have on enhancing the city offer. Comparative analy-
sis outlines relevant results and gives relevant projections of further develop-
ment of additional tourist offer in Split. Situation analysis is based on qualita-
tive and quantitative indicators. These research results are bound primarily for
the destination of Split, but they could serve as a model for future research of
other tourist destinations. The next table represents a comparative review of
the main quantitative indicators of tourist season for 2011 and 2016. It shows

an increase in the number of arrivals and overnight stays by tourists in the city

of Split.
Table 2. The indicators of the development of tourism in Split in 2011.

and 2016.
Years COMINGS OVERNIGHT STAYS
Domestic Foreign Total Domestic Foreign Total
2011 47.927 204,360 252.287 100.461 539.428 639.889
2016 58.557 516.458 575.015 131.652 1.631.457 1.763.109
Index 122 253 228 131 302 276

Source: Split Tourist Board (www.visitsplit.com, access on 30.1.2017.)

According to results given in table 2, there is a visible 22% visit increase in
the numbers of domestic tourists, an increase in the number of foreign tourists
by 153% since 2011., and the total of 128% increase off all touristic visits. In
addition to marked increase in arrivals, there is a positive increase in recorded
number of overnight stays. The number of overnight stays of domestic tourists
is higher by 31%. The number of overnight stays by foreign tourists increased
by 202%, and the total number of overnight stays in the year 2016 is higher by
176%. These main quantitative indicators clearly show an increase in tourist
traffic through the researched period. According to the results of the research
in 2012., most numerous tourists were from Germany, France, Italy, United
Kingdom, Spain and United States of America. In the year 2016., however,
the order of origin has changed so most numerous tourists came from the
United Kingdom, the United States of America, Germany, France, Australia,
Republic of South Korea and Spain. Another relevant fact shows that Split,
in 2016., counts 24.544 beds, unlike in 2011., when the total number of
beds amounted to 4.088, i.e. 624 beds in the hotels and 3464 beds in private
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accommodation. An increase is directly related to special programs, due to the

event Ultra in 2016., there were total 17.731 beds in private accommodations.

Table 3. The number of beds in Split in 2011. and 2016.

Accommaodation facility 2011. 2016.
Hotels 624 6.813
Private accommodation 3464 17.731
Total 4098 24.544

Source: www.hr.croatiasailing.hr (access on 30.1.2017.)

Except for the main indicators, there are also researched and recorded num-
bers in terms of infrastructure equipment of Split. Further is stated the total
number of hotels, hostels, restaurants, clubs, sports centers, museums and pri-
vate accommodations. In 2011. city of Split had 22 hotels, two of which were
five-star hotels, nine were four-star hotels, eight were three-star hotels, while
the other three hotels had two-stars. Apart from hotels, Split had 10 hostels.
The total number of beds that year was 7490, which shows how poorly devel-
oped accommodation offer of the city has been. As for travel agencies, there
were 34 agencies available. By analysing gastronomic infrastructure, then there
were 34 restaurants in Split, 8 pizzerias, and 4 wine bars. Most of them had
typical Dalmatian specialties to offer, part of them were specialized for interna-
tional and macrobiotic gastronomic offer. In regard to special programs in the
segment of entertainment, it was 15 nightclubs were registered, 8 sports centres
and clubs, and only 1 spa centre. A segment of special programs in the culture
was developed in the offer of 6 museums in total, 8 galleries, 1 multimedia cul-
tural centre, 3 photo clubs, 3 theatres and 7 movie centres. According to the new
situation analysis there has been a certain change of infrastructure equipment
in Split in 2016. City of Split now counts 33 hotels in total, two of which are
five-star hotels, 19 of them are four-star hotels, 11 three-star hotels, and one
hotel with two stars. An increase in the number of hotels is apparent, but high-
quality accommodation offers had a small change on improvement scale. Also,
there is a major increase in registered numbers of hostels. There were 35 hostels
open in 2016., one was 3-star hostel and the rest of them were two stars  hostels.
The greatest progress in accommodation offer expansion is indicated in private
accommodation, luxurious rooms, and suites. However, since they were repre-
sented in a very small percentage half a decade ago, they were excluded from this
research. In terms of development and offer of special programs, there are 90

registered travel agencies in the city of Split, which is an increase of 165%, in re-
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lation to 2011. when there were significantly fewer agencies. With an increase in
the number of agencies, the offer of specialized programs for tourists has been
expanded. Also, gastronomic and hospitality offer had made a substantial prog-
ress in both, quantity and quality sense. In 2016 city of Split counts 24 taverns,
9 wine bars, 10 pizzerias and 60 restaurants with various gastronomic offer. The
offer of cultural programs and entertainment is based on 10 museums, 13 gal-
leries, 1 multimedia cultural centre, 3 theatres, 3 photo clubs, 9 sports centres, 9
spa centres, 3 shopping centres and 5 movie theatre centres, but also 23 night-
clubs. Also, unlike in 2011., tourist offer in Split has now added new special
programs and specific program attractions, such as the aquarium, Tea House,
Room Escape, Live Museum, Froggyland and Semi submarine. The enlarge-
ment is evident in the quantitative point of view. Apart from the infrastructure
equipment there is also a significant widening of special programs offer with 13

special events and manifestations throughout 2016.

Table 4. Tourism and hospitality infrastructure in Split, 2011. and 2016.

Object 2011. 2016. Index
Hotels 22 33 165
Hostels 10 €9 350
Tourist agencies 34 90 265
Restaurants, wine bar, tavern 46 103 224
Museums 6 10 167
Galleries 8 13 163
Theaters 3 3 100
Sport centers 8 9 113
Shopping centers 2 5 250
Movie centers 7 4 71

Nightclubs 15 23 153
Spa centers 1 9 900

Source: Authors’ analysis according to research

By investing in infrastructure, primarily in accommodation, transport and
catering, the city of Split has seen a big improvement in extending the tourist
season. For instance, in 2011., Split had started a tourist season in the fourth
month of the year, starting with the Croatia Boat Show, and finished it on the
World Day of Tourism, on 27% of September 2011., with the final event at
Riva, entitled Cili svit in Split. In 2016. there is a visible change in reduction
of seasonality and that was achieved by city’s involvement in the project Cro-
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atia 365. This project allowed for main events to be distributed throughout
the whole year. In 2011. special programs in Split have been branded through
the main slogan Cili svit u Split, whereas during 2016., the slogan used was:
Split, living monument. The tourist Board of Split has in that regard invested
substantial effort in developing marketing strategy of promotion the city as a
destination of experiences and events. After all, one of the main problems iden-
tified during the research were problems with the level of infrastructure and
the expertise of employees. Tourists evaluated the kindness and hospitality as
one of the main elements of satisfaction. It could be concluded that the lack
of education and training has been compensated with sincerity and courtesy
of all employees in the tourism and hospitality industry. Also, in terms of tour-
ists’ expectation from a specific tourist offer it was concluded that tourists have
become more demanding. Tourists are no longer in transit, they stay in Split
on average 3,5 nights, with the tendency of an increase. Duration of vacation
in Split is raising up to 3 to 5 days. Tourists are motivated to meet with cul-
tural and historical heritage, and they want to have a contact with the local
people and really get to know the destination. During the day there are specified
programs available that are associated with the history, culture, gastronomy and
nature, while during the night there are still not enough offers for the visitors
who are mostly young tourists. The reason for that is in the fact that 50% of
tourists who have visited Split are between the ages of 18 and 35. These profile
of tourists wants to have a lot more in a lot less time and they're expecting the
adrenaline and entertainment included in the programs. During 2016., a major
role in promoting those, as well as expanding tourist offer of Split, had pro-
grams nowadays known as city break programs. For that purpose, Split Tourist
Board has prepared special city-cards in the preseason and after season. A city
card enables a guest to accomplish a lot more activities, i.e. free entrance to the
city museums, but also a free spectacle at the Croatian National Theater on
weekends, discounts on certain products and services that are offered outside
of the high season and a number of others. That is one of the actions to entice
tourists to come to Split during the whole year, staying at least three days in a
city, and consuming more tourist products, programs, and services, which are
unique for each part of the year. The same organization made a guide for guests
who are staying in Split for 1 day, 3 days, or 7 days and they are available on the
web pages of the Tourist Board throughout the year. It is important to under-
line that city of Split had 13 special events and programs realized in the year
of 2016 . Special Programs mentioned were: Advent in Split, Museum Night,
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Spliski Carnival, Days of Christian culture, a Party of St. Cross, Sudamja, Spli'ski
koluri, World championship in picigin, Radunica Days, Diocletian Days, Mrduja
regatta, Celebration holiday of St. Vincent, and a pilgrimage for the feast of Our
Lady of the Prizidnice. Also, next table shows an overview of the most promi-
nent fairs, festivals, and events, which are of interest for the city of Split, due to

the effect on the increase in tourist spending.

Table 5. Special programs in tourist offer of Split in 2016.

The festivals The fairs The event
The Mediterranean Film Festival Gast (tourism fair) Diocletian days
Ultra Europe festival Croatia Boat Show Split'ski Carnival
Split Cultural Summer Saso (economic fair) Sudamija

The Chamber Music Festival Wedding day - Wedding Fair Mrduja regatta
Split film festival The Adriatic Gastro show Koluri split'ski
Cro Patria Fair HoreCa Adria Advent in Split

Source: Authors’ analysis according to research

Of course, it is impossible to directly measure an income of each and every
event, program and festival. Especially when it comes to those special programs
that take place in open air places which are free for all guests and where there
is no direct record based on the number of sold tickets. The important indica-
tors then are the number of arrivals and overnight stays, which can be com-
pared with the past years and that was mentioned in previous part of research
results. However, there are certain special programs where a direct income can
be measured. One of them is Ultra Europe festival. In only three days of festival’s
duration, there were about 150,000 visitors from 143 different countries and
more than 90,000 of tickets sold, which is a 15% increase in comparison to the
previous year. Except for three central days in Split, festival was also held on
the islands of Braé¢, Hvar, and Vis, so duration was extended for a week. This
event had a direct influence on the rise of arrivals and overnight stays, both by
21% more compared to the same period in the previous year. Guests who par-
ticipated in this event stayed five and a half days on average in the city of Split.
Income from this particular event was around 500 million kuna’s, and organiz-
ers have invested around 8 million euros. When it comes to tourist consump-
tion, it is important to spot the specificities of the catering and tourist activity
mediation, located in the sector in the sphere of reproductive exclusively as a

recipient (‘consumer”) of products and services sector, or other economic ac-
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tivities (Blazevic;2007:335). Tourist consumption and consumer spending are
in the proportional relationship. For that reason, it is not possible to isolate the
specific tourist consumption, it has to be perceived through the cross-sectoral
analysis of economic impact. The indicators of the business success of business
efficiency can be divided into three groups: the indicators of condition, oper-
ating indicators and strategic indicators (Avelini Holjevac;2002:241). During
the analysis of the success of special programs, there are two indicators of suc-
cess which are monitored, the real success and a potential success. Negative
discovery of this research is a reduced amount of support in the public call of
the Tourist Board of Split. Two years ago, in co-operation with the Council of
Split, one million kuna’s were secured for special programs and events, while
in 2016. that amount was reduced by 50%. Management of special programs
has an important role in expanding tourism and hospitality offer. The main
goal is to reach positive results for an entire destination, and in that sense, it is
necessary to have a good cooperation with the local Tourist Board. Split Tourist
Board has diversified special programs and events, according to certain catego-

ries. Special programs and events are sorted into next categories (www.visitsplit.
com; access 30.1.2017.):

* The sights

* Tours and excursions

* A city of culture, gastronomy, natural beauty, sport, and entertainment

* Wellness and Spa

* Casino

* Shopping

e A child’s content

* Unique experiences.

On the basis of the presented statistics, there is an overview of situational
SWOT analysis, throughout the matrix, depicted in continuation. It gives the
frame of the strengths and weaknesses that are stated in this paper, as well as

certain opportunities and threats that can affect the growth rate and diversifica-

tion of those special programs.
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Table 6. Swot analysis of special programs in tourist offer of Split

Strengths Weaknesses
* The geographical position * An insufficient number of built accommodation
* Historical heritage and cultural heritage infrastructure, with an appropriate quality
« Rapid adaptation and allocation of resources | * Not enough traffic infrastructure adapted
* Friendly atmosphere * Frequent change of destination brand
* Courtesy and friendiiness of the staff * Not enough qualiied staff
« The innovation of employees * Small support amounts from local administration
e Security
Opportunities Threats
* Release and promotion of new contents and A change of tourist perception of destination
offer * Strengthening competition of cities in the EU
* The performance of programs throughoutthe | e Changes in the legislation and regulations
year ‘ » (Change of fiscal policy and tax growth
e Attracting new guests from all over the EU ‘
. ‘ * (hange of monetary policy
 Segmentation of new markets outside Europe R
. ‘ e Instability in this part of Europe
* Rapid adaptation of offer to modern trends

Source: Authors’ analysis according to research

As for the second part of research which was based on the surveys taken,
results are including a profile of respondents and their expectation and satis-
faction of the programs offered. A total of 50 participants has fully filled all
requested questions. 52% of the total number were males and 48% were female.
24% of the respondents are within the 26-35 age category, and at least, 6% of
them, is in the category of 46 to 55 years. 8% of them are in the category of the
incomes higher than 3,000 euros, while most of them, 34% of respondents, are
in the category of the incomes of 2,000 euros. As for the number of overnight
stays, 42% of respondents stayed up to 3 nights, 28% of them stayed more than
three nights, and 30% of them were without overnight stays, i.e. they came for
one day just to attend the special program or event. During planned consump-
tion questioning, 40% of them said that they would spend mostly less than 100
euros. As a motive for arrival to Split, 59% of respondents have said that they
came because of a particular event or program, so 50% of them attended an
event Advent in Split, 40% of them came to participate in a New Year program,
and 10% of them came for other events. Comparative analysis of a level of ex-

pectation and satisfaction used the following elements:
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Table 7 Rating elements of expectations and satisfaction with special programs

Element number | City’s special program elements
Availability of information on specific city program

Promotion of special programs

Value for money

Traffic availability

Expertise and courtesy of employees in organization and performance of special programs

DO B |[wWw|IN|—

Offer of other services

Source: Authors’ analysis according to research

Respondents assessed availability of information as the most powerful ele-
ment on their expectations about the particular program (17,1%), ratio of value
for money and traffic availability were in the same proportion and placed on a
second place (17%). In terms of satisfaction, the largest percentage is given to
the expertise and courtesy of staff (17,9%) and the second highest evaluated ele-
ment was an availability of information (17.5%). We analyzed the elements of
the quality of special programs and events in Split, and the elements of quality
score on a scale from 1 to 5 are listed in Table 8.

Table 8. Rating elements of special programs quality

Element number | Perception elements of quality of the city’s special programs
Reputation of special programs

Characteristics of special programs

Service of special programs

Price of special programs

Safety of participants in special programs
Results of the special programs

DO BN

Source: Authors’ analysis according to research

By analysing the respondents’ perception of the quality of special programs,
the most important element was the result of special programs (22,9%). This
is applicable in the case of Ultra Europe festival which records a higher success
every year and it is proportional relation to an increase in the number of partici-
pants. The smallest influence on the perception was the element of a price of the
special program (12%). Last part of a survey was to give a general assessment
of satisfaction by scoring it from 1 to 5. Based on all collected and processed
data, the largest percentage was for grade 4, i.e. very good (36%) and the aver-

135

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Dino Bruza » Andreja Rudancic: SPECIAL CITY PROGRAMS IN THE FUNCTION OF GROWTH AND DEVELOPMENT OF TOURISM AND HOSPITALITY OFFER

age score of all respondents was 3,94. The conclusion is that respondents were
very satisfied with kindness and expertise of employees and with the availability
of information. However, when it comes to the availability of transport and
transport infrastructure it has been established that degree of satisfaction was

below expectations.

A synthesis of the surveyed data provides a basis for further research on
the role and importance of special programs in Split, but it also provides in-
formation about which part needs to be modified, and which part needs to be
pointed out, during the promotion of city of Split, as a destination of experi-
ences, events, and special programs.

4. CONCLUSION

Special programs in Split contribute to the positive indicators of the
development of tourism and influence on a Split image as a tourism capital
of Dalmatia. Mastering all challenges on the tourism market, it is important
to permanently monitor all requests, needs, and motives, which make tourists
travel to a certain tourist destination. Special programs, unlike other elements of
tourism and hospitality offer in the tourist destination, can relatively fast track
trends. They are subject to the adjustments and changes, resource allocation is
to some extent feasible and their influence on the environment is multiplicative.
Realization of special programs affects the extension of the tourist season, it
creates new jobs and gives a better platform of networking of various clusters
and indirectly affects the improvement of the overall image of the tourist
destination. Research of influence and importance of special programs for this
purpose shows that the tourist season in Split is significantly extended, i.e.,
programs are one of the reasons of reduction of seasonality influence, since they
are performed throughout the year. Also, promotion of programs contributed
to the increase of total arrivals and overnight stays, which indirectly led to the
investment in new accommodation facilities over the past period and in the
same time stimulated employment. Split can be a destination of experiences,
where tourists stay longer than before, also attract new potential guests and
through various channels, such as social networks and applications, directly and
indirectly, promote special events and programs offered in Split. Half of the
tourists are between 18 and 35 years old, with an average of 3,5 days of stay,

with intention of sustainable growth. They have higher purchasing power and
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they are more demanding in having high value for money, which is an excellent
base for special city programs. The largest percentage of guests who choose the
city of Split as their destination have a monthly income of 2,000 euros and they
use mostly cars and planes as a transportation solution. They spend a 55 euros’
as a daily average and with city special programs they might be encouraged to
additional consumption. By mastering changes and challenges on the market,
with further research of quality, excellence and influence of special programs
on the development of destination, and with a joint approach of Split Tourist
Board and performers of programs, Split could become the main destinations

of experience in this part of Europe in the near future.

REFERENCES

Avelini Holjevac, L. (2002). Quality Management in tourism and hotel industry, Faculty of
Tourism and Hotel Management in Opatija, ISBN 953-6198-29-0, Rijeka

Blazevic, B. (2007). Tourism in the economic system, Faculty of Tourism and Hotel Manage-
ment in Opatija, ISBN 978-953-6198-96-2, Rijeka

Cerovi¢, Z. (2008). The animation in tourism, Faculty of Tourism and Hotel Management
in Opatija, ISBN 978-953-6198-60-3, Rijeka

Jadresi¢, V. (2001). Tourism in interdisciplinary theory and application, Zbornik radova,
University of Split,-30333-5 ISBN 953-0, Zagreb

Milohni¢, I. (2010). Specificities of cultural events management in tourism (Case study: Is-
trian region), Zbornik radova Management in the Function of Increasing the Tourism Con-
sumption, Perié, J. (ut.), str. 163-171, ISSN 1846-288X, Opatija, 7th of May 2010, Faculty
of Tourism and Hotel Management in Opatija, Rijeka
http://www.visitsplit.com/hr/2145/2016-godina (access 30.1.2017.)
http://www.hr.croatiasailing.hr/ Turizam-u-Hrvatskoj-S29389 (access 30.1.2017.)
heeps://www.dalmatia.hr/hr/statistike/turisticki-promet-prosinac-2016-i-razdoblje-si-
jecanj-prosinac-2016-na-podrucju-sdz (access 30.1.2017.)

137

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Damir Butkovi¢ ¢ Andreja Hascek ¢ Zorislav Kalazic: POSSIBILITIES OF SPECIALIZED ICT TOOLS APLICATION IN PREPARATION AND. ...

POSSIBILITIES OF SPECIALIZED
ICT TOOLS APLICATION

IN PREPARATION AND
IMPLEMENTATION OF PROJECTS
FINANCED FROM EUROPEAN
UNION FUNDS

Damir BUTKOVIC, M.Eng.
Primakon d.o.0., Zagreb, Croatia

damir.butkovic@primakon.hr

Andreja HASCEK!

Croatian Financial Services Supervisory Agency, Zagreb

andreja.hascek@gmail.com

Zorislav KALAZIC
Obrtnicka skola Osijek
Trg bana Jeladi¢a 24, Osijek

zorislav.kalazic@gmail.com

Abstract

In today’s world where the flow of information in business is considerable, de-
velopment accelerated and ICT tools used every day, the application of com-
puters and programme solutions play a key role in the process of managing
activities in real time. Since economic activities and economic development are
based and rely on the available EU funds, it is well-founded to think about how
efficiently the existing system is managed and what are the possibilities of its
upgradal. For this purpose we shall look at a systematic approach to planning

! Andreja Has¢ek is an employee of the Croatian Financial Services Supervisory Agency. The views
expressed in this paper are those of the author and do not necessarily reflect the views of the Croatian
Financial Services Supervisory Agency.
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and monitoring projects. It can provide a basis for a more efficient prediction of
potential problems and risks in the projects and allow for timely reactions that
should result in success in project goals achievement. This paper shall elaborate
on a number of published calls for financing from the EU funds in the Republic
of Croatia and according to publically available information identify some ele-
ments of risk in preparation and implementation of such projects. Accordingly,
the paper shall elaborate on the possibilities of reduction, mitigation or avoid-
ance of the mentioned risks by means of detailed planning using specialized

tools for planning and monitoring of projects.

Keywords: EU projects, project planning and control, specialized ICT project

management tools, integrated project plan

JEL Classification: H4, 022

1. INTRODUCTION

Financing projects from the European Union funds is currently a very topi-
cal issue in the Republic of Croatia, both from the position of state institu-
tions that invite tenders for the use of these funds, and from the position of
beneficiaries using such funds. In view of the fact that, in the programmes of
all active political options, economic activities and economic development are
highly based and depending on available funding from EU funds, the efficiency
of managing the existing system for planning and monitoring projects is de-
liberated upon with good reason, thus also the usage of the European Union

funds, and the possibilities for its improvement.

In today’s world of extremely high throughput of business information, accel-
erated development and, much more importantly, application of information and
communication technologies in everyday work, it can be said that the application
of computers and software solutions plays a key role in the management process
in real time, and in accordance with that, in taking timely corrective actions in ot-
der for the started activity not to enter the zone of exceeding the set deadline or
approved budget. In that sense, when managing projects financed by the Euro-
pean Union funds, where rules for the preparation and implementation of proj-
ects are rather rigid and clearly and unambiguously define the mentioned terms,
the question is raised regarding improvement of the efficiency of the system for

managing projects financed by the European Union funds at all levels of man-
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agement, from users that work on the operational level, through to the national

portfolio, where operational programmes are managed at the strategic level.

This paper will explore the theoretical basis of requirements that are set
when planning and monitoring projects financed by the European Union funds
in the Republic of Croatia, by analysing published calls for submission of proj-
ect proposals®. A correlation to other publicly available information about the
existing way of managing these projects will be made, some elements of risk in
preparation and implementation of projects will be identified, possibilities for
reducing risk by using specialised tools for planning and monitoring projects
will be explored, and through application of authors’ existing experience from
practice and constant contact with users and their concrete problems, an over-
view of systematic approach to planning, that is, managing projects, as a possi-
bility for more eflicient prediction of potential problems or risks on the project,
as well as timely reaction in order to be successful in achieving all project objec-

tives will be given.

The paper starts from the set hypothesis that the use of specialised ICT
tools for planning and monitoring can reduce the risks of unforeseen deadlines,
unforeseen losses of working hours, as well as reduce costs. In order to test the
proposed hypothesis, secondary sources of data collected through conducted
desk research were used. These secondary data consist of domestic and foreign
literature in the field of project management, books, specialised business maga-
zines, databases, and the Internet. The following scientific methods were used:
method of induction and deduction, method of analysis and synthesis, method

of compilation, method of description, and method of modelling.

2. THE ROLE OF INFORMATION TECHNOLOGIES
IN PLANNING AND MONITORING PROJECTS

Even in the 90s of the 20th century, it was considered irrefutable that mod-
ern enterprises operate in specific conditions, that is, “conditions of ambient
complexity and dynamics” (Duléi¢ in: Buble, 1997, 77). These conditions are
characterised by rapid, turbulent and unexpected changes, and along with them,
the main features or characteristics of the external environment of enterprises

of the time were being confirmed in practice (ibid.): a) complexity — determined

2 For more details, visit http://www.strukturnifondovi.hr; accessed on November 11,2016
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by the number of actors in enterprise environment and the intensity of their
interconnectedness; b) dynamism — determined by the number, type, charac-
ter and predictability of changes; ¢) heterogeneity — expressed by the degree of
diversity of relevant components of the environment, which requires constant
monitoring of the environment, as well as its individual parts; and d) uncertainty
— associated with the availability and quality of information about future or
potential changes in the environment.

Government or state organisations, civil society organisations or communi-
ties, as well as various professional organisations, prevalent among which are
trade associations, stand out as special parts of external, that is, business envi-
ronment of enterprises. With their appropriate policies and legal regulations, all

of them can significantly influence enterprises and their strategic forecasts and

achievements (Buble, 1997, 77).

Consequently, it is logical to conclude that there is a significant interaction
between all organisations in the business environment, whereby it is further
stated that in these conditions the amount of information that these organisa-
tions exchange with each other significantly increases. Information technologies
generally improve and enhance the information capabilities of organisations.
They enable processing of large quantities of information and speed up their
transfer. They also enable the use of complex analytical methods and system-
atisation of knowledge and experiences for the purpose of improving processes.
Among other things, they also allow simultaneous monitoring of different tasks
in real time (Davenport et al., 1990, 17).

In this regard, the role of computer in the planning process corresponds to
its original intention of a tool for aiding human labour. The computer itself
cannot plan, but through implementation of a series of programmed actions,
it executes the routine part of the work, doing it faster, more accurately and
cheaper than a human does. This means that all creative actions in the planning

process are still carried out by a human, who is responsible for the quality and

accuracy of the results (Radujkovié et al., 2012, 344).

The application of computers in planning is based on the known advantages
of using this tool, which also exist in other areas: (ibid.)

1. fast and accurate data processing

2. storage of data — plans of past projects and the possibility of creating a
database
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3.

4.

5.
6.

possibility of fast development and testing of a large number of alterna-

tive solutions

possibility of connecting several plans into a system and creating reports

with system-level data
possibility of implementation of various plan optimisation procedures

fast creation of various graphical and numerical reports.

Bearing in mind all of the above, a specialised tool for planning and monitor-

ing projects should establish a system with a central database of project data in

which all the plans are integrated by projects in the organisation, and which at
the same time should allow (Rastovski, 2011, 53):

1.
2.

multi-project and multi-user simultaneous access

immediate insight into the state of the portfolio and projects, execution of
the agreed tasks, and utilisation of the budget

insight into future, i.e. projection of current trends in the form of quality,
time and costs (money and resources), assessment of project completion
and total costs until the end of the project

creation of a history database of events for future audits and analyses
identification of problems in project implementation
knowledge of risks and impacts of risks on projects

security in the form of access to information (parts of projects can be

isolated, which is very important on large projects)
increased resource efficiency through better planning and forecasting

greater satisfaction of employees and external contractors through clearly

defined tasks

10. lower exposure to ,emergencies” on the project

11. better communication and exchange of information.
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3. FUNDAMENTAL DETERMINANTS OF
PREPARATION AND IMPLEMENTATION OF
PROJECTS FINANCED BY EUROPEAN UNION
WITH AN OVERVIEW FROM THE POSITION
OF PLANNING AND MONITORING PROJECTS
— ELEMENTS OF RISK

According to the instructions of the bodies® that invite tenders for projects
financed by the European Union funds, in project application forms, in addi-
tion to the description of the enterprise or organisation, their expertise and
capacity to implement the project, project relevance, considering the objectives
of operational programmes and sustainability, applicants are obliged to describe
the project and specify the elements or groups of activities to be implemented
in order to achieve the results that they want to accomplish with the project.

Project budget is defined as a list of expenses that are listed by elements.

3.1, DeriNING PROJECT ACTIVITIES AND TIME FRAME

As shown in Figure 1, in the Application Form A, that is, in the integrated
information system for managing the Cohesion Fund and Structural Funds (SF
MIS)*, a project plan is defined using the so-called elements. A project element
represents a larger logical grouping of activities, i.e., work on the project. Project
elements describe which goods and services will be delivered and summarize
the activities that will be undertaken within the project (ESIF MIS 2014-2020,
User Manual, 25). Elements are actually names for groups of activities that
need to be implemented in order to achieve the goals foreseen for that element.
Figure 1 shows the time frame of the project where each element is separately
defined by the starting and the ending month. However, neither the activities
that are an integral part of each of those elements, nor the relationships between

them are visible.

?> More details about open calls and bodies that invite tenders for financing with the European Union
funds are available at: http://www.strukturnifondovi.hr/natjecaji; accessed on November 30, 2016

* Web system for the entry of project proposals. For more details, visit: https://esif-wf.mrrfeu.hr/
Form/Index/2032302; accessed on November 30, 2016
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Figure 1: Application Form A — definition of elements

Europski Strukturni | Investicijski Fondovi (ESIF) u razdoblju od 2014, do 2020.
upute 73 koriitenje

Prijavni obrazac A. dio

b |

opppnoon
Elementi projekta | prorafun
A r
Raspared providbe siemenata projests
* Podetn| datum provedbe aktivnost! projektnih elemenata  * Trajanje provedbe aktivnost! (mjesecl) * Takijuini datim provedbe aktivhost! projektnth elemenata
01-2017 | 20 122018
- ;
B Elemant projekts Ukupnd iznee pribvatijivif traikova, HEK P23 45 & TR RBIIIZE 23 45 4T RO
1. Element 1 0,00 (i}
2. Bement2 0,00 i
3. Eement 3 0,00 ]
4. Eement4 0,00 m
v Promidiba | vidfivest 0,00
PM. Uprendjanje projektom | sdmindstractja 0,00
Ukupno. 0,00

Source: Integrated information system for managing the Cohesion Fund and Structural

Funds (SF MIS), for more details, visit https://esif-wf.mrrfeu.hr/Form/Index/2032302

In case of more complex projects, another form (Form B) is foreseen, in
which a more detailed overview of data about the project and the project plan
itself is expected. In the Application Form B® of one of the tenders that was on-
going at the time of writing of this paper, in addition to project elements, all the
activities that need to be implemented within an individual element have to be
defined. Unlike in Form A, project elements are elaborated in much greater de-
tail, with all the attributes that are important for individual activities. Namely,
for each activity it is necessary to describe the objective and result, the steps
required for implementation, the qualitative and quantitative output indicators,
and the team members who are responsible for delivering results. The schedule

of activities, as foreseen by Form B, is shown in Table 1.

Table 1: Application Form B — indicative schedule of activities

Godinan Godina n+1 Godina n+2
Aktivnost Mjesec Mjesec Miesec
2[z2]als]e[7]a8]ofro]u]w[1]z]3]a[s[e]7[8]9[10[11]12

Aktnmost 11
Aktnmost 1.2

Aktnvnost 2.1,
Akinmost 2.2,

Source: Tender documentation downloaded from http://strukturnifondovi.hr/natjeca-
ji/1179; accessed on December 08, 2016

® Tender documentation downloaded from http://strukturnifondovi.hr/natjecaji/1179; accessed on
December 08, 2016
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The instructions that explain how to fill out the forms, dictate that, when
defining activities, it is necessary to determine their order and interdependence,
but also to limit oneself to stating of project activities (e.g. purchase of equip-
ment) that will be carried out during project implementation, and not to list

administrative procedures (such as collection of bids, requests for tenders, etc.).

From the position of project management, the mentioned activities related to
administrative procedures require involvement of almost the entire project team
in the implementation phase and they are the most common risk associated
with project deadlines. When stating the expected time schedule of activities, it
is only required to indicate in which month of implementation is the realisation
of the respective activity expected (e.g. purchase of equipment is expected in the
3rd and 4th month of the project). Considering the above instruction not to list
the administrative procedures in the application, it can be concluded that these
key activities and their interconnectedness, on which the realisation of both the
respective activity and the entire project depend, are, in fact, not described in a
transparent matter at all. In the context of the observed problem, this is a very
significant insight from the position of the user who must timely predict these
activities and carry them out in the implementation phase, but also from the
position of the intermediate bodies that announced the competition, which will
fully control the implementation of those activities and projects.

324 DeriNING PROJECT BUDGET

According to the Application Form AS, i.e., the integrated information sys-
tem for managing the Cohesion Fund and Structural Funds (SF MIS), appli-
cants are required to define only the elements when filling out the form, and
the project budget is formed by simply adding up the individual costs of the

elements, as shown in Figure 2.

® Downloaded from https://esif-wf.mrrfeu.hr/Form/Index/1032104#; accessed on December 08,
2016
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Figure 2: Application Form A — input of project elements and associated costs

Element projekta: Element 1
Haziv elemerita projekia

Eemant |

Poletni mjesec Lavrinl mjesec

1 ||m

Usuperl fznos prifat|fivih trofkova, HRK
5.100.000,00

Mjertjivi ishod (kvalitativei | kvantitativri) elementa projekts

Povexzancst s projekanim ciljevima
cilj be. iy Povezanost

(1 _:rlu

Anatiza trofkova elemenata projests

El

i fznos, HRK
Stavia trots brojjedinica  ndinkca 1 PO Ak :xwk Ginake  Gbraziafenje

financiranja
Trofak 1 | 109,00] ko | 1.000,00 100,000,00

[ tzabeni ¥ m
|ugovor 2 | 1,00]Jugovar | 5.000.060,60 ,000,000,00|

et &

Source: Integrated information system for managing the Cohesion Fund and Structural
Funds (SF MIS, downloaded from https://esif-wf.mrrfeu.hr/Form/Index/1032104#; ac-
cessed on December 08, 2016

Figure 2 shows that every element, except the cost of goods, works and ser-
vices that are unique to that element, will include the cost of human resources,
e.g., project manager, administrator or procurement specialist, but in percent-
age ratios of working hours for engagement on individual elements, if they are
planned in such a way. In this case, there is no comprehensive overview of en-
gagement of individual human resources on the entire project. If we take into
account the fact that in a large majority of cases involvement of individual proj-
ect team members in the project takes place in addition to their everyday busi-
ness obligations, the issue is raised of the actual availability of those resources,
if there is no adequate plan of needs for human resources on the project. In
another case, if team members are involved in several projects financed by the
European Union, the actual engagement of each employee, i.e. potential over-

allocation, is not visible, since overtime work is not an acceptable cost.

From the foregoing, it can be assumed that there is risk of inadequate plan-
ning of necessary activities in the preparation phase. Consequently, quality
monitoring of all the indicators later in the implementation phase has also not
been enabled. At the same time, neither a proper method of forecasting the
necessary human resources and their engagement has been established, and ul-

timately nor the responsibly planned costs. In the absence of a comprehensive
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plan that includes a schedule of activities and distribution of costs over time,
there is no proper cash flow of the project, nor there are preconditions for moni-

toring project performance in real time.

Experience shows that more meaningful and detailed planning starts in the
phase when the project has been approved and its implementation begins. In
that moment, all the relevant features that define the project as such have already
been set (participants, objectives, activities to be implemented and resources re-
quired to achieve the objectives). But, in order to successfully manage the proj-
ect, among other numerous and equally important components, it is necessary
to focus attention on the definition and control of the project. The definition is
taken as a broad concept, which essentially includes the objectives of the project,
the work that needs to be done, the time schedule of activities and the budget.
All four mentioned segments have to be controlled during the implementation
phase (Barkovi¢, 2011, 152). It can be concluded that the meaning of planning
lies in a good definition with all the key indicators, which are known before the

start of implementation, that is, in the preparatory phase.

Assuming a time plan in which there is a dynamic interdependence of all the
necessary activities, and its connection with the financial plan in which costs
and all other data are distributed in time, a dynamic environment is created in
which, depending on the progress of the project, fluidity of the plan in time is
enabled, creating real data in real time, necessary for quality decision-making
(Butkovi¢, 2015, 1157). By regular updating of real events and continuous plan-
ning of the remaining part of work, all the aspects of the project during its
life cycle are reflected upon in an iterative process, continuously asking oneself
questions what more needs to be done, what is the additional cost, what are
the possible disadvantages and how they can be avoided. It is a creative process
in which the computer can help by creating a virtual image and simulation of

implementation through trends of key indicators.

In that sense, specialised tools for planning and monitoring projects with

built-in project management methodologies are available today.
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4, POSSIBILITIES PROVIDED BY THE USE OF
ICT TOOLS IN THE PREPARATION AND
IMPLEMENTATION OF PROJECTS FINANCED
BY EUROPEAN UNION FUNDS ON EXAMPLES
FROM PRACTICE

Practical experience has shown that the applicants, team members or project
leaders and their consultants when applying for tenders for projects financed
from the European Union funds most commonly use the descriptive method
when planning their project, using, in addition to the predefined web forms,
mainly MS Word and MS Excel to calculate the project budget (Butkovi¢,
2015,1157). Application of these tools makes planning, as described previously,
static and it does not provide the ability to track changes in the project in real

time at any stage of preparation or implementation.

Therefore, presented below are several selected situations in the preparation
and implementation of projects financed by the European Union funds through
all life stages of the project, in which the use of ICT tools decreases the afore-

mentioned elements of risk.

4.1. INTEGRATED PROJECT PLAN — BASIC DOCUMENT FOR PROJECT
MANAGEMENT

Integrated approach to planning implies a time plan in which all activities
are logically connected. Each activity is associated with its corresponding costs,
and since they are connected with a time plan, a distribution of project costs
in time is obtained (Butkovi¢, 2015, 1153). In the later stages of the project,
by continuous refreshing with new information about the circumstances sur-
rounding the project, the likelihood of not predicting some activities, costs and
other data critical to the success of the project is reduced. A plan that is con-
nected in such a way is the prerequisite for all advanced techniques of planning,

monitoring and reporting on projects.

Using these conceptual assumptions, a project plan consists of a sequence
of logically related activities that are grouped by project phases. Each activity
carries a financial component in terms of working hours of people who work on
the project, that is, their gross salaries or funds that are planned for the imple-

mentation of those activities through external suppliers of goods and services
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or contractors. Since the time component and the financial component are con-
nected, a distribution of costs in time is automatically obtained”. If the planned
values for some reason move in time, the same shift will be automatically re-
flected in the financial plan. For example, if there is a cancellation in the pub-
lic procurement procedure, as one of the steps in the project, a new procedure
must be planned, which causes a time delay in implementation of the activity
for which the respective procurement is carried out. This also causes the ,delay
of money’, since the financial component also moves in time together with the
corresponding activity. Such timely information is of crucial importance for the
intermediate bodies that announced the competition because of, among other
things, the planning and reservation of total funds. However, it is equally im-
portant for the project team and the project user because of payments on the

project and planning the compensation of funds.

It is evident from the prescribed forms that intermediate bodies monitor in-
dividual projects purely in administrative sense, which does not provide dynam-
ic information about the impact of the respective project on the overall portfolio

of projects under their authority.

4.2, BASELINE PLAN — BASIC DOCUMENT FOR PROJECT CONTROL IN
THE IMPLEMENTATION PHASE

The more complex a project is, it becomes less and less possible to have a
good-quality management of the trend of time and financial indicators, if the
current situation cannot be compared with the planned situation. That is what
copies of the baseline plan, which contain all the planned time and financial data
in the observed moment, are for. It is the initial (starting) project plan proposed
by the user and approved by the project sponsor, in this case the implementing
body that announced the competition, when signing the contract on financing
by the European Union funds. The meaning of control of the project through
a copy of the baseline plan lies in regular and periodic updating of project pa-
rameters in the implementation phase. In this way, the actual dates of the begin-
nings and endings of individual activities, actual costs and actual hours worked
on the project by the project team are registered. Through continuous updating
of this information, it is possible to determine deviations from the initial plan,

7 For more details, see: Butkovi¢, D. (2015). Integrated Project Plan as Basis for Multi-Project Systems
Management
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which consequently enables early insight into the status of project performance
and undertaking of timely corrective actions to maintain the project within the

planned values.

In this regard, the essential meaning of good project management lies in
regular re-planning of the remaining activities, based on indicators derived from
the planned-implemented ratio by comparing the current and the initial plan.
During project implementation, depending on the changes that are taking place
in the project, it is possible to have several copies of the plan, which can be
used by the project team for management purposes. However, the initial plan is
the most important, which contains the contracted values, in relation to which
the final report is submitted, as prescribed by the implementing body that an-
nounced the competition.

Figure 3: Copy of the baseline plan — relationship between the current and the

initial plan
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Source: Authors’ own work created in Oracle’s Primavera P6 project management tool

Figure 3 shows the relationship between the current and the baseline plan.
Baseline plan is marked with yellow colour, blue colour represents the realised
values, and green represents the remaining values. The column ,BL Project To-
tal Cost” represents the planned amounts at the start of the project (planned
initially), ,Budgeted Total Cost” represents the contracted amount until the

moment of reporting, that is, new planned values from the moment of reporting
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until the end of the project (planned currently) and , Actual Total Cost” repre-
sents the budget that is spent. According to the presented situation, the project
is 4 months late, so far it is almost HRK 2 million above the budget, and it is
estimated that it will end with a budget higher by almost HRK 4 million than
initially planned, which is also evident from the S-curves showing the cumula-

tive planned and realised budget.

4.3. PLANNING PUBLIC PROCUREMENT PROCEDURES

In order to finance their projects by the European Union funds, users sign a
contract with the relevant institution (intermediate bodies that announced the
competition), which strictly defines the conditions related to the deadline and
budget for implementation. As already mentioned, it is particularly important
to carefully plan all the activities that achieve the project objectives in order for
the project to be completed within the set deadline and budget. Since the finan-
cial resources from the European Union Funds are public money, all users are
required to purchase all the equipment, services and works through public pro-
curement procedures. This equally applies to the public and the private sector.
In order for the mentioned realisation of key project activities to be completed
as planned, careful and quality planning of all public procurement procedures

within the project is of utmost importance for the success of the project.

According to the guidelines issued by the European Commission (2015, 15),
arealistic time schedule for the entire procurement process should be developed
in the planning phase, including possible procedures for seeking legal remedy,
all through to the award phase and the implementation of the contract. Overly
optimistic schedules are common and lead to mistakes in the later stages of
implementation. For example, unrealistic deadlines for the preparation of bids,
which limits the number of bids and affects their quality, can result in an un-
successful procurement procedure or major problems in implementation. The
first phase, which includes preparation and planning of the procedure is critical
and will affect all future activities with regard to the contract. If this part of the
tender procedure is properly implemented, then the remainder of the procedure
should be carried out without difficulty; the same is true in the opposite case.
It often happens that the contracting authority underestimates the planning
phase of the process or that it does not implement it at all. Furthermore, the

same guidelines state that, depending on the size and complexity of the con-
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tract, this phase of preparation of the procedure can take months even before an
invitation for tender needs to be published. Good planning should reduce the
risk of the need for modifications or versions of the contract. The biggest (and
potentially the most expensive) and the most common mistakes in terms of the

contract are the consequence of inadequate planning®.

Wrongly estimated duration of certain procedures, which cannot be influ-
enced by own engagement, may in implementation lead to endangering the
completion of the project within the stipulated time. For example, all the rel-
evant parameters of the procurement procedure in the implementation of pub-
lic procurement are defined by the Public Procurement Act’, and that segment
cannot be influenced by anything but good planning and initiating the procure-
ment procedure precisely at a certain time , so that the implementation of e.g.
purchased equipment or service would be started or realised in the planned
time, according to the project.

Each public procurement procedure may become the subject of increased
public interest, and influence, criticism or complaints of virtually all interested
parties in the project. In this case, this can become a disadvantage for the con-
tracting authority in terms of predicting the outcome of the procedure. How-
ever, a responsible and well-prepared project team will predict such risk situ-
ations and calculate them into the project plan and thus, if not avoid them, at
least reduce their impact.

8 Public Procurement — Guidance for practitioners on the avoidance of the most common errors in
projects funded by the European Structural and Investment Funds, available at: http://ec.europa.eu/
regional_policy/sources/docgener/informat/2014/guidance_public_proc_hr.pdf; accessed on Janu-
ary 15,2017

° Official Gazette No. 120/16
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Figure 4: Display of public procurement procedure
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Source: Authors’ own work created in Oracle’s Primavera P6 project management tool

Figure 4 shows part of the project plan of one of the public procurement
procedures. The plan shows the key activities in the public procurement proce-
dure with key deliveries (milestones). From the displayed image it is possible to
simply and quickly visually determine the status of the respective procurement
by comparing the current plan with a copy of the baseline plan. Namely, the
procedure has started according to plan. The activity of preparation of tender
documents took longer than planned, which caused the first delay. The activity
of selection takes longer than planned, and has not yet ended. According to the
current assessment, the public procurement procedure will end a month later
than planned.

Very often, on large and complex projects a contract is implemented in dif-
ferent places, that is, different activities in the project. Though an activity coding
system, by using identical codes, that is, common attributes of procurement and
contract, it is possible to connect each procurement with various activities at
different places in the project, so as to ensure consistency of the contract with
the corresponding procurement.
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Figure 5: Status of procurement contracts
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Source: Authors’ own work created in Oracle’s Primavera P6 project management tool

Figure 5 shows the case when the contract for which public procurement
procedure is being carried out implies realisation at various activities in the
project, based on a logical sequence. In this case, the system clearly suggests
any deviations in logic and, among other things, provides all relevant informa-
tion about all procurements and contracts in one place. For instance, the figure
shows 3 procurements and 3 corresponding contracts with individual activities
that are carried out at different places in the project. In large and complex proj-
ects, such a quick display greatly facilitates planning deadlines and estimated
procurement values for the project team, as well as the monitoring of the con-

tract and all its parts in the implementation phase.

4.4. PLANNING HUMAN WORK

One of the components of costs that are eligible for financing are the salaries
of people working on the project, whether they are treated as financing in full
or co-financing by the applicant. In both cases, these funds are tracked through
working hours spent on the project, which are proven through timesheets dur-
ing the implementation phase. In the case of co-financing by the user or ap-
plicant, this component is shown in the project budget through working hours,
that is, percentage of working time of the organisation’s employees who will be
engaged in project activities. Incorrect assessment, or rather erroneous distribu-
tion of this engagement in time can lead to a breach of contractual obligations,
which inevitably leads to changes in percentages of co-financing by the Euro-
pean Union funds and, consequently, to an increase in costs for the project user.
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Since the funds foreseen for salaries of participants in the project represent
a significant amount compared to the total budget, it is important to take spe-
cial care when planning working hours of employees on the project, for several
reasons. Primarily, to determine the real commitment, that is, availability with
regard to regular work. Furthermore, to determine the involvement on other
projects and the extent of that involvement. Finally, to maintain the planned
engagement in real terms with spending in the implementation phase. In order
for each realised hour to be paid, it must be proven with the monthly timesheet.
Since these hours are tracked on a monthly basis, and since their realised amount
depends on activities that were carried out in the observed period, it is very
important, by strict monitoring of realised hours and regular re-planning of
remaining values, to control the relationship between the planned and realised

values, so as to ensure good realisation and maximum utilisation of resources.

In the case of a unified system, this method of planning and monitoring of
human work would also be of utmost importance for the intermediate bod-
ies that announced the competition when performing control, because all the
important information about all the projects would be available in one place,
and thus, e.g. engagement of an individual employee would be visible on all the

projects, and it would be possible to ascertain any irregularities very quickly.

Figure 6: Display of an employee’s engagement on the project
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Source: Authors’ own work created in Oracle’s Primavera P6 project management tool

Figure 6 shows a comprehensive overview of the workload of one employee
during the entire project created in Oracle’s Primavera P6 project management

tool. Black line shows total hours per month. Yellow bars represent the planned,

155

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Damir Butkovi¢ ¢ Andreja Hascek ¢ Zorislav Kalazic: POSSIBILITIES OF SPECIALIZED ICT TOOLS APLICATION IN PREPARATION AND. ...

and blue the realised amount of hours per month. Given that updating of the
actually realised and re-planning of the remaining values is conducted every
month, green bars show the remaining amount of hours that need to be realised
to satisfy the contracted amounts. It is important to note that the tool auto-
matically suggests places where there is over-allocation, that is, places where
intervention is needed to return the values within the allowable limits (e.g. red
bar for December of 2016). Another advantage of this system is the representa-
tion of cumulative amounts through S-curves, which, in a simple graphical way,
enable quick insight into the relation between the planned and realised values.
Yellow curve represents the planned, and blue the realised hours for the em-
ployee in question. According to this situation, more hours than planned have
been realised, continuously since the beginning of the project until September

of 2016, until when entries of realised hours exist.

From the foregoing, it can be concluded that with detailed planning in the
application phase of the project it is possible to predict and manage potential
risks in the implementation, regardless of the fact that such plans are not re-
quired by the implementing bodies that invite public tenders and evaluate proj-
ect applications.

5. INSTEAD OF A CONCLUSION - OVERVIEW OF
THE CURRENT SITUATION IN THE REPUBLIC
OF CROATIA

Authors’ experiences from practice show a relatively low level of formal
knowledge and use of available technologies in the field of project management.
Namely, although today there are many information technology tools that can
provide connectivity and storage of all project information in one place, which
are operationally available to all project participants simultaneously, and which
allow monitoring of the project through all the phases, experience shows that
organisations either do not use these ICT tools at all, or that very often they
are not used propetly in terms of features they provide, so that obtained data
are usually not used for operational management of the project. There are even
open source versions of such programmes intended for small users, but experi-
ence shows that they are also used very rarely. Authors see the reason for this
primarily in the systematic lack of information, followed by the lack of educa-

tion in the field of project management, that is, in ignorance of basic techniques
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of planning and monitoring projects, and in the lack of knowledge and skills

when it comes to project management.

Since the applicants very often do not have the technical capacity to man-
age the project, and there are not enough available people of that profile in the
labour market, experts in project management are very often hired only in the
implementation phase; for example in cases when work must be carried out un-
der the circumstances from the contract, for which there are no detailed plans.
This usually leads to problems in activities that are not foreseen, but are neces-
sary to achieve the objectives, and thus also to unforeseen costs, discrepancies
in the implementations of contracts and corresponding procurements, impre-
cisely planned human resources engaged on the project because of co-financing,
etc. All of these are risks that can and should be foreseen in the initialisation
phase, that is, creation of the project idea, and mitigated or, if possible, avoided

through quality detailed planning during the preparatory stage.

Since a good part of the activities and work that are financed from the state
budget is classified as projects, we are living in times in when these features are
not characteristic only for the area of financing of projects by the European
Union funds, but also for all the participants in the public and private sectors,
which has become especially evident after the accession of the Republic of Cro-
atia to the European Union. Therefore, from the perspective of experts, it is not
possible to talk about the use of ICT tools in project management, without a
critical reflection on the current situation, that is, without thinking how things
could and should function if there was a unified system that would include all
the parties involved in financing from the European Union funds, from users
and implementing bodies, to all the interested parties — government, ministries
and other state and public bodies.

Let us therefore assume a unified system for project management, which is
elaborated according to a predefined structure whose individual levels repre-
sent a vertical of management structure (government, ministries, implementing
bodies, etc.). Let us also assume that, when applying for a project and filling out
the prescribed forms, users have the obligation to enter their project ideas into
the system in the form of an integrated project plan. Let us further assume that
all the project plans are made according to predefined standards that are uni-
versal for all institutions and mandatory for all users in all calls. Already in this,

we can say initial stage, one can observe countless opportunities of a defined
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dynamic system with all the unique information. Primarily, at the project level,
detailed planning significantly reduces the risks of exceeding the deadline and
budget, from which users benefit directly. The intermediate bodies and manag-
ing authorities, on the other hand, is enabled to plan and monitor time and
financial realisation on a large scale. This means that the intermediate bodies
and managing authorities have in one place all the necessary information for
managing time and financial indicators of the entire call. This enables more pre-
cise control of all the activities on a particular project. Finally, this also makes
more room for analysis and decision-making at the top level of management of

all means of financing from such sources.

The prescribed rules require fulfilment of a precisely defined form when
preparation and implementation of such projects is in question. This leads to a
very simple conclusion that project management has an administrative nature,
since emphasis is placed on properly filled reports about e.g. records of working
hours or acceptable part of an employee’s salary, rather than on the actual alloca-
tion of that same employee and the question whether they can actually perform
the foreseen work through their planned involvement. As a rule, today the sys-
tem does not expect users to manage their projects according to conventional
knowledge and techniques of project management. As most common mistakes,
users of funds very often point out lack of preparation, additional costs due to
failure to foresee activities necessary to achieve the objectives, uncertainty of
public procurement procedures, adequate and timely manner of reaction, all
because of insufficient preparedness and prediction of potential problems, that
is, non-existence of a detailed plan in the project preparation phase.

However, a systematic approach through a programme of institutions’ tar-
geted investments in knowledge and technologies for project management sys-
tems and simultaneously through a programme of workshops and grants that
would encourage users to become educated in the field of project management,
and investment in ICT technologies, would certainly contribute to the overall
efficiency at the national level, since vertical connecting establishes a system that
manages information from the very beginnings at the level of desires and ideas
of users (creating a kind of a catalogue of projects), which gives information
to the system about the potentially planned values, all the way to the actually
realised values in implementation, and forecasts that provide information about
the trend of both individual and all projects in the programme or portfolio.
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Bearing in mind that there are practice-proven methodologies, as well as
available technologies in the field of project management on the one hand, and
the pressing need for such knowledge and experience in the existing system for
managing projects financed by the European Union funds on the other, in con-
clusion a motivation question for future calls for financing is asked — can such a
potential mega-project be prepared and implemented as a strategic state project

co-financed by the European Union funds?
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The present articles as an explorative study adds to the growing stream of
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tempts to summarize and structure academia’s understanding of brand com-

munities and link it to the topic of open innovation and customer co-creation.
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and interesting for further studies. Especially topics that have been neglected
by brand community researchers so far are touched, identifying potential op-

portunities for marketing practitioners.
Keywords: brand communities, innovation management, open innovation

JEL Classification: O3, 031

161

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Thomas Cleff ¢ Aljosha Klein ¢ Nadine Walter: BRAND COMMUNITIES IN AN OPEN INNOVATION ENVIRONMENT

1 INTRODUCTION

Postmodern societies are characterized by the highest forms of individual-
ism, sought after by consumers and enabled by marketers and especially brand
managers (Cova 1997, pp. 298). It is widely accepted that brands are an increas-
ingly important factor in differentiating a company from its competitors, espe-
cially in industries where quality and other tangible attributes are less impor-
tant or hard to compare (Di Maria and Finotto 2008, p. 186). New approaches
towards marketing put more focus on intangible elements of firms’ offerings and

see goods as “distribution mechanisms for services, or the provision of satisfac-

tion for higher-order needs” (Vargo and Lusch 2004, p. 9).

For consumers, brands and their consumption are more and more becom-
ing determinants of social belongingness and identity. The question this raises
is: If brands are the reflection of someone’s personality, shouldn't people with a
passion for the same brand be able to connect with one another based on their
perceived values and self-identification? Research on brand communities tries
to answer this question by explaining relationships and interactions that go be-
yond traditional branding approaches focused on one single customer. Groups
of like-minded consumers can originate a counter-force to individualism by re-
viving the desire for social ties and shared belongingness. (Cova 1997, pp. 300;
Hammedi et al. 2015, pp. 777)

Besides delivering important insights for marketing research, engaged cus-
tomer groups are predestined to be involved in the process of brand develop-
ment, management, and innovation (Casald, Flavidn, and Guinaliu 2008, p. 20).
Brand communities enable some of the strongest experiences in a consumption
and brand engagement context, (Muniz Jr. and Schau 2005, p. 738) and can
therefore become crucial elements of the consumer journey. As such, they can
be viewed as“a higher level of customer engagement with brands” (Hammedi et
al. 2015, p. 784), leading to increased brand loyalty (Hur, Ahn, and Kim 2011,
p. 1195). These discoveries have not gone unnoticed by brand managers who
increasingly focus their efforts on engaging groups and communities instead
of single customers (Hammedi et al. 2015, p. 777). That being said, it becomes
obvious that there is a lot of potential in studying such brand communities to a
further extend and explore new areas of interest which haven't been thoroughly

examined by scholars so far.
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A second shift in business conduct has been the topic of interest for re-
searchers and practitioners in the realms of innovation management. In view
of rapidly changing market conditions, firms are increasingly forced to redirect
their agendas in terms of new product development and process transparency.
The concept of open innovation came to the forefront of interest for organiza-
tions, suggesting practices which aim to open up the company borders in or-
der to allow knowledge and information transfer with external entities (Ches-
brough 2003). More than a decade of research on this topic has manifested it
as a strategic orientation for innovation-seeking companies to strongly consider.
One source of external knowledge that, when enabled to flow across company
borders, bears large potential for competitive advantage is the innovative power
of consumers (Arvanitis, Fuchs, and Woerter 2015, pp. 20; von Hippel, Ogawa,
and De Jong 2011, p. 32). Both open innovation and user innovation produce
large bodies of knowledge. However, the crossing-over between consumers’ in-
volvement in innovation and a more marketing-oriented view is rather a new

stream of investigation (Parmentier 2015, p. 78).

It is evident that leveraging brand communities for innovation projects offers
exciting possibilities for long-term consumer engagement strategies. Companies
with a strong brand such as LEGO have started to use the creative potential of
consumer communities, for example by selling customer-designed products to
a mass market. Accordingly, the challenge of actually taking advantage of the
additional value stemming from co-creation with a brand community is a vital

element of effective management. (Cova and Paranque 2013, pp. 3; Schreier,

Fuchs, and Dahl 2012, pp. 18)

The present articles as an explorative study adds to the growing stream of
brand community and innovation-focused literature in two ways. First, it at-
tempts to summarize and structure academia’s understanding of brand com-
munities and link it to the topic of open innovation and customer co-creation.
Second, the qualitative research in the form of expert interviews adds to the
body of knowledge by targeting issues and questions that might be relevant
and interesting for further studies. Especially topics that have been neglected by
brand community researchers so far are touched, identifying potential oppor-
tunities for marketing practitioners. The remainder of this research is outlined
as follows. First a review of the relevant literature on brand communities and a
short introduction to open innovation will be drafted. Afterwards, the implica-

tions of brand community involvement in the open innovation process are as-
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sessed, formulating the research questions which are investigated using expert
interviews as a research method. Findings, implications, as well as recommen-

dations for further managerial and scientific conduct are outlined.

2 BRAND COMMUNITIES
2.1 DEFINITION

The concept of brand communities as a field of research is comparatively new
with the term “brand community” formally introduced in 2001 by Muniz and
O’Guinn (2001), who defined such as a specialized, non-geographically bound
community, based on a structured set of social relationships among admirers of
a brand. Much of the work on the topic is building on this paper and therefore
this definition.! Several other definitions have emerged within literature on the
topic, often extending or narrowing down the scope to fit specific communities.
Cova and Pace (2006, p. 1089) take into account the related concept of brand
tribes and propose a common treatment, as they “depict [..] as a brand com-
munity or brand tribe any group of people that possess a common interest in
a specific brand and create a parallel social universe (subculture) rife with its
own myths, values, rituals, vocabulary and hierarchy” Due to the inclusion of
brand tribes, this definition seems broader and more differentiated than others.
A more management oriented description is offered by Fournier and Lee (2009,
p. 105) who in their Harvard Business Review article define a brand commu-
nity as “a group of ardent consumers organized around the lifestyle, activities,
and ethos of the brand.” One of the latest and most comprehensive definitions
is the following by Hammedi et al. (2015, p. 778):“A [brand] community is [..]
defined as a group of consumers with a shared enthusiasm for the brand and a
well-developed social identity, whose members engage jointly in group actions
to accomplish collective goals and express their mutual sentiment, values, and

. ”
commitment [...].

Evidently, there is not one specific definition, as the nature of a brand com-
munity and its inherent mechanisms differ across industries and depend on the

topic of research in question. Especially two elements seem to be dependent on

! See for example Algesheimer, Dholakia, and Herrmann 2005; Bagozzi and Dholakia 2006a; Dah-
lander, Frederiksen, and Rullani 2008; Fiiller, Matzler, and Hoppe 2008; Woisetschliger, Hartleb,
and Blut 2008; Sung et al. 2010; Matzler et al. 2011; Zhou et al. 2012; Lee and Kang 2013; Habibi,
Laroche, and Richard 2014.
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the circumstances: 1) The locus or basis of the community, which can either
evolve from the community and its members or be based on the brand, and
2) the relationship that links the brand to the community, which can either be
rationally-based or emotionally-based. In neither of these issues, there seem to

be a clearly predominant opinion identifiable.

Building on the previous analysis of literature, the following will be given as

a more generally applicable definition of a brand community:

A brand community is any group of people who, through a shared set of rational
or emotional relationships towards others and a certain brand, engage in online or
offline activities that are likely to be impactful for the community as well as for the
organization.

2.2 CHARACTERISTICS OF BRAND COMMUNITIES
2.2.1 Markers of community

On the basis of sociological literature, Muniz and O’Guinn (2001, p. 413)
describe three markers of community that can be applied to brand communi-
ties, namely consciousness of kind, rituals and traditions, and moral respon-
sibility. These three markers of a brand community have been largely referred
to and validated in further brand community literature? and can therefore be
considered part of academia’s basic understanding of the subject. They are not
exclusive to brand communities, as studies show that they can also be found for
instance within open source communities, (Bagozzi and Dholakia 2006b) em-
phasizing the importance also with regards to innovation management.

2 See for example McAlexander, Schouten, and Koenig 2002; Hammedi et al. 2015; Fiiller, Matzler,
and Hoppe 2008; Habibi, Laroche, and Richard 2014; Woisetschliger, Hartleb, and Blut 2008;
Zaglia 2013; Kotler and Keller 2016; Schégel, Tomczak, and Wentzel 2007.Mass.number-of-
pages”:"714" edition”:"15. ed., Global ed’source”:"Gemeinsamer Bibliotheksverbund ISBN"}event-
place”"Boston, Mass.”ISBN""978-1-292-09262-1",language”:"eng’; author”: [{ “family”:"Kotler”)'g
iven”"Philip”},{“family”:"Keller given”:"Kevin ~ Lane”}],"issued”:{"date-parts”:[[“2016"]]}},"locator
”"165"},{"1d”:200,"uris”:[“http://zotero.org/users/2961672/items/M5126 QUP”],"uri”:[“http://
zotero.org/users/2961672/items/M5126QUP”]," itemData”+{“id":200,"type": "chapter”, title”:"Chanc
en und Gefahren des Community Marketing’, container-title”:"Innovation Driven Marketing: vom
Trend zur innovativen Marketingldsung’; collection-title”:"Thexis’, publisher”:"Gabler”, publisher-
place”:” Wiesbaden’,'page”:"207-213" event-place”:” Wiesbaden’, language”:"ger”, author”: [{ “family”:”
Schégel’)'given”:"Marcus’},{“family”:" Tomczak’,'given”:” Torsten”},{ “family”:” Wentzel ,'given”:"Dani
el”}]editor”: [{“family”:"Belz",'given”:"Christian"},{ “family”:"Schégel ) given”:"Marcus”},{ “family”:" T
omczak’,'given”:" Torsten"}],"issued”:{ "date-parts”:[[“2007"]]}},"locator”:"207£F}],"schema”:"https:/ /
github.com/citation-style-language/schema/raw/master/csl-citation json”}
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Consciousness of kind

Considered as the most important aspect of a brand community, conscious-
ness of kind expresses the deep connection community members feel and dis-
play amongst each other, or in other words: “a way of thinking about things that
is more than shared attitudes or perceived similarity” (Muniz Jr. and O’Guinn
2001, p. 413). Bagozzi and Dholakia (2006a, p. 58) take the consciousness of
kind concept in the case of a small brand community a step further by identify-
ing three parts of it, viz.“cognitive identification” (group members are conscious
about belonging to a community), “affective commitment” (group members feel
attached to the community), and “collective or group-based self-esteem” (group
members assign meaning to their involvement with the community). This
shared perspective of members, fueled by the brand, serves as a demarcation
line of the community (Hammedi et al. 2015, p. 784). Along with this, brand
community members often gain consciousness of kind through their distinc-
tion from another brand and its community (Muniz Jr. and Schau 2005, p. 418;
Woisetschliger, Hartleb, and Blut 2008, p. 243). Negative effects of this so-
called “oppositional brand loyalty” (Muniz Jr. and O’Guinn 2001, p. 420) will be

discussed in more detail in section 2.3.4..

Rituals and traditions

Rituals and traditions are seen as a vehicle of communication that brand
community members use to express their belongingness within the group as
well as with people on the outside. Typical areas where rituals and traditions
evolve are for example brand history and consumption experiences. In some
cases, members communicate among each other using “insider jargon” (Muniz
Jr.and O’Guinn 2001, pp. 420). These shared experiences can serve as a tangible
expression of the community’s meaning to its members (Schégel, Tomczak, and
Wentzel 2007, p. 208). Furthermore, they can be seen as a way to establish a
stronger form of loyalty than traditional company-to-consumer approaches do
(Cova and Cova 2002, p. 604). The role of the marketer is also evident here, as
for instance advertising serves as a basis for a lot of rituals and self-identification
of a brand community (Muniz Jr. and O’Guinn 2001, p. 424). The presence of
marketers at offline events can add to the process of establishing rituals, as well

(McAlexander, Schouten, and Koenig 2002, p. 42).
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Moral responsibility

Moral responsibility intrinsically drives community members to contribute
to the welfare of the community. Integration and retaining of members as well
as assistance in brand use are mentioned as“two critical and traditional commu-
nal missions” by Muniz and O’'Guinn (2001, p. 42). Besides this, helping other
and especially new users, e.g. in online communities, is another expression of
moral responsibility (Casald, Flavidn, and Guinaliu 2008). This form of service
can stretch the entire process from pre-purchase decision making to after-sales

support, all executed by consumers (Jang et al. 2008, p. 57).

2.2.2 Relationships and actors within a brand community

Muniz and O’'Guinn (2001, p. 427) propose brand communities being
embedded in a “consumer-brand-consumer triad” which implies two essential
relationships a given member of the community is engaged in: 1) the relation-
ship with the brand, and 2) the relationship with another community member.
McAlexander et al. (2002) study the behavior of Jeep and Harley-Davidson
enthusiasts at locally organized brandfests. They “suggest an extension of [Mu-
niz and O’Guinn’s] model as well as a shift of perspective” (McAlexander et
al. 2002, p. 39): By extending the number of participating groups within the
model and declaring the customer its pivotal element, they propose four rela-
tionships a community member faces: 1) the relationship with the brand, 2) the
relationship with other customers, 3) the relationship with the product (i.e. the
“branded possessions”), and 4) the relationship with the marketer (i.e. the em-
ployees of the company responsible for brand community enabling practices).
The figure 1 illustrates this shift from a triangular model to a customer-centric

four-way model:
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Figure 1: Relationships within a brand community

Traditional Model of Customer-Brand Relationship:
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Source: Page 39 in McAlexander et al. (2002)

It can be said that the relationship a user establishes towards a product can
hold emotional and intangible value, that bonds him or her closer to the brand
(Stokburger-Sauer 2010, p. 350). Considering this line of reasoning, the rela-
tionship consumer-brand, as presented by Muniz and O’'Guinn, seems over-
simplified for neglecting the different dimensions of product and brand. The
introduction of marketers, i.e. the role of the company, as a fourth actor within a
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brand community needs to be taken into account, too. While direct interaction
with employees during offline activities sponsored by the brand has proven to
be an essential factor in nurturing relationships, (McAlexander, Schouten, and
Koenig 2002, p. 49) the broader effects on brand communities in general are
to be considered. Studies show that, also in an online setting, the interaction
between working staff and brand aficionados is a crucial element that can make
or break the bond between brand and follower and the role of the company
in providing or denying access to the brand and the community is never to be
neglected (Cova, Pace, and Skilén 2015, p. 696; West and O’'mahony 2008,
pp- 161). All in all, the extension to include product and marketers as elements
within the set of brand community relationships makes sense, as in many cases
their roles are highly distinctive and not fully acknowledged by the initial brand

community triad.

2.2.3. Community-created brands and anti-brand communities

Community-created brands and anti-brand communities are two other dis-
tinctive phenomena. Both differ from traditional brand communities in the un-
derlying motivations and the process leading to their establishment. Neverthe-

less, they are an interesting topic for scholars and practitioners alike.

Community-created brands

Studies examine communities that, instead of forming around an existing
brand, constitute brands themselves. The key to success of these brands is often
the above mentioned linking value of the product or service such user groups
create. Cova and White (2005, p.265) use CouchSurfing as an example of what
they call an “alter brand” in which the community cannot be divided into a pro-
ducing and a consuming group, but one and the same group has fading borders
with regards to their roles. Therefore every member can be seen as part of the

brand building process.

In a study on Apache as a user generated brand, Fiiller et al. demonstrate
how this open source community managed to create a strong branding and
spread it beyond its boundaries. The members did this unintentionally and
without financial investment through common practices within an open source
environment (Fiiller, Schroll, and von Hippel 2013). This makes the results,
as described by Fiiller et al., all the more impressive: “Our study shows that
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Apache is able to attract large market shares, accrue a significant price premium,
and being perceived as high quality, authentic brand that users’ desire [...] and
want to get connected with” (Fiiller, Schroll, and von Hippel 2013, p. 1202).
Digital forms of development and diffusion of innovations by consumers are
increasingly accessible, which lowers market entry barriers for such brands (von
Hippel, Ogawa, and De Jong 2011, p. 31). In a way, this process of a community
establishing internal relationships which later spread and constitute a brand can

be seen as an alternative path to creating a brand community.

Anti-brand communities

An anti-brand community is an extreme result of what Muniz and O’Guinn
(2001, p. 420) call “oppositional brand loyalty”. In comparison to regular brand
communities, these groups are not primarily supporters or admirers of a par-
ticular (competitor’s) brand. They rather form around a brand they actively op-
pose in the first place. Despite the reason to join for many being a personal aver-
sion towards this brand, the community itself can become very interactive and
members do identify with others on a personal level (Hollenbeck and Zinkhan
2006, pp. 479).

Interestingly enough, the markers of a traditional brand community can be
observed in the behavior of an anti-brand community. Consciousness of kind
becomes observable in the members’ shared objectives and “their fight for a
common cause.” Rituals and traditions are noticeable in forms of stories shared
about the community and about bad experiences with the opposed brand.
Moral responsibility is visible in members’ motivation to join an anti-brand
community in the first place, as they feel obliged to act in the face of perceived
unfair treatment by a brand towards themselves, other community members or
outside groups. Therefore, the definition of a brand community given in section
2.1.3 can indeed be applied to an anti-brand community as well, with the no-
tion that the shared set of rational or emotional relationships towards the brand
are solely negative in this case. Despite the danger to a brand and its reputa-
tion stemming from these communities practices, it is often claimed that taking
their concerns serious and actively approaching them leads to possible benefits

and advancements for companies. (Hollenbeck and Zinkhan 2006)
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2.2.4 Impact of technology on brand communities

This section sheds light on the fundamental impacts on modern communi-
cation and consumer behavior coming from technological developments and
how they relate to brand communities. Even more than the emergence of mass
media in the twentieth century, the internet is a driving force behind the de-
centralization of communities, helping to unite people beyond geographical
proximity. Consequently, there are evolving forms of brand communities facili-
tated and enabled by this environment with their importance steadily increas-
ing (Muniz Jr. and O’Guinn 2001, p. 413; McAlexander, Schouten, and Koenig
2002, p. 40). As has been discussed in section 2.2.1.2, there are psychological
brand communities with no social ties at all. Technological advancements could
drive the contrary type, i.e. social brand communities, through the lower ef-
forts necessary to set up or to join such a community. For example, the “trend of
internet usage in which people use their real identities online as opposed to us-
ing the pseudonyms that were common in previous online platforms” (Habibi,
Laroche, and Richard 2014, p. 155) could lead to a greater level of personal
linking. Sung et al. show that this is the case mostly for brand communities

initiated by users themselves in contrast to those created by the company (Sung

et al. 2010, p. 438).

Social media embedded brand communities

With regards to online communities, social media networks are one of the
most relevant tools and “a natural place for brand communities” (Habibi, La-
roche, and Richard 2014, p. 152). They allow for people with shared interests
who possibly would have never met offline to connect and interact (Sung et al.
2010, p. 433; Zaglia 2013, p. 217). In this regard. online community engage-
ment offers more flexibility and is perceived as a faster and more convenient
method (Hollenbeck and Zinkhan 2006, p. 483). Users can exchange knowl-
edge and thus create a network of different skills (Mount and Martinez 2014, p.
126). Furthermore, the ease of access of these platforms is a motive for consum-
ers to join brand communities embedded in social media (Sung et al. 2010, p.
443). From a company’s point-of-view the ease of use of social media platforms
as a tool for communication helps to create brand communities quickly and
without the need of large investments, while bearing great possibilities due to

large data and consumer insights available. This can be useful when narrowing
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communication down to small segments or even single customers (Zaglia 2013,

p. 222; Sung et al. 2010, pp. 431; Mount and Martinez 2014, pp. 124).

Technology as an alternative approach to communication

One important issue with regards to technology’s influence on brand com-
munity development is the question, to which degree new forms of communi-
cation are taking over traditional ways of interaction. Most authors argue that
they serve as supplementary tools without fully replacing offline interactions
(Andersen 2005, p. 40; Blazevic and Lievens 2008, p. 139; Stokburger-Sauer
2010, p. 351; Fournier and Lee 2009, pp. 109). One reason is seen in the hu-
man longing for personal, unmediated interaction (Stokburger-Sauer 2010, p.
351). The biggest problem with non-personal communication is the lack of im-
mediacy and non-verbal elements such as gestures or mimic expressions (Mahr,
Lievens, and Blazevic 2014, pp. 605). It is therefore argued that, especially
as interactivity within a group increases over time, face-to-face contact needs

to come into play to support the development of a community (Bagozzi and

Dholakia 2006b, p. 1112.).

On the other hand, some communities are exclusive to digital interaction
and don't establish any ties offline (Hollenbeck and Zinkhan 2006, p. 480;
Wang, Ma, and Li 2015, p. 580). Some brand communities, due to geographi-
cal boundaries, don't manage to pull a group of people large enough to engage
with, which can be overcome due to the internet (Andersen 2005, p. 39). Thus,
for some communities it is not only an additional tool for interaction but a mere
prerequisite for the founding of the group. Under this light, an online commu-
nity in comparison to a traditional offline community sees the process of build-
ing relationships among members taking place before the participants meet in

person, if they do so at all (Jang et al. 2008, p. 59).

In addition, these changes in consumer behavior have disrupted established
rituals in the context of consumption, for example online shopping makes it
possible to obtain products without personal interaction (Cova and Cova 2002,
p.596). This in turn has potential influence on the quantity and quality of touch
points with other members of a brand community, e.g. other customers or rep-

resentatives of a company.

Allin all, the rise of the internet dictates a direction for companies who seek

to engage with brand communities, whether they use technological capabilities
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as a mere extension to offline activities or as a primary touch point in their com-

munications repertoire.,

2.3. BRAND COMMUNITY PRACTICES AND COMPETITIVE ADVANTAGES

Influential insights on the question how brand communities create addi-
tional value are offered in an article by Schau et al. (2009, pp. 34) in which they
describe their observations of twelve practices exerted by brand community

members, grouped into four categories:

* Social networking refers to practices that serve as the community-internal
mechanisms bonding members together. Consciousness of kind, as dis-
cussed eatlier on, comes into play in these practices and can imply rela-
tionships that go even beyond the brand.

* Impression management practices serve as the touch point between brand
community and the outside world, with members seeing themselves as
the voice of the brand towards others.

* Community engagement practices depict the activation of members to
participate in community oriented activities. Engagement within a brand
community is considered a crucial variable for its well-being. Algesheimer
et al. (2005, p. 21) offer the following definition: “[...] community en-
gagement refers to the positive influences of identifying with the brand
community, which are defined as the consumer’s intrinsic motivation to
interact and cooperate with community members.” Schau et al. (2009)
demonstrate how the practices identified in their study can positively in-
fluence engagement. Nevertheless, the personality of a community mem-
ber is an important variable to consider, as for example rewards within
a community can be seen as a constraint rather than a motivation, if the

individual feels restricted in his action and forced to comply with rules

and regulations (Wang, Ma, and Li 2015, p. 579).

* Brand use refers to practices that revolve around the brand, the product,
or the company and are often wielded by individual users rather than by
groups. Interactions aimed at assisting other users are also an important
part of brand use practices and are increasingly facilitated by technologi-
cal means (Muniz Jr. and O’Guinn 2001, p. 425; Schau, Muniz Jr., and
Arnould 2009, pp. 38).
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All of these practice are not settled within their own cosmos, but rather in-
terrelated and built upon one another, a phenomenon which Schau et al. (2009,
p. 35) call “intrathematic” (i.e. including several practices from the same cat-
egory) or “interthematic interactions” (i.e. including practices from more than
one category). It is important to note that the difference between experienced
and less experienced customers also influences the way an individual acts within
a certain community (McAlexander, Kim, and Roberts 2003, p. 7). As an ex-
ample, it is shown that more experienced members of a Linux user group, i.e. an

open source community, are attached to their peers in a stronger way than new

participants (Bagozzi and Dholakia 2006b, p. 1111).

The model of collective value creation through brand community practices is
picked up in standard literature on consumer behavior, as well, emphasizing its

importance for understanding the true worth of engaged customers (Solomon

2013, p. 434).

3 OPENINNOVATION
3.1 'THE CONCEPT OF OPEN INNOVATION

The face of innovation with regards to new product and technology devel-
opment has changed drastically throughout the last century and one important
reason for this is the role of companies. In earlier days, due to firms being the
dominant institutions engaged in technological research and innovation seek-
ing, one could witness “the knowledge landscape [...] as a series of fortified
castles located in an otherwise impoverished landscape” (Chesbrough 2003, p.
24).In other words, companies with an expertise in a certain area had no option
other than to innovate themselves for the simple lack of external sources of ad-
equate research. Despite there being new actors in this field nowadays and new
approaches to innovation, many organizations still hold on to a more traditional
concept of internal innovation processes. Often, extensive research and devel-
opment (R&D) is used by these companies to prevent other players with less
financial resources to enter the market and work on innovative projects. Long-

term planning and investment thus act as decisive tools for gaining competitive

advantages. (Chesbrough 2003)
In 2003, Chesbrough (2003, p. xxiv) introduced open innovation as an al-

ternative approach towards organizational innovation, proposing the following
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definition: “Open Innovation is a paradigm that assumes that firms can and
should use external ideas as well as internal ideas, and internal and external
paths to market, as the firms look to advance their technology. Open Innova-
tion combines internal and external ideas into architectures and systems whose

requirements are defined by a business model”.

3.2 DIFFERENT TYPES OF OPEN INNOVATION PROCESSES

There are three types of knowledge flows to be classified in an open inno-
vation environment that are explained in the following (Gassmann and Enkel
2004, pp. 6; Piller and West 2014, pp. 36; Chesbrough and Bogers 2014, pp.
18). In an “outside-in process’, the company leverages knowledge and capabili-
ties provided by external innovation partners. An “inside-out process” depicts a
knowledge flow in the opposite way, i.e. outside of a company, in the form of in-
tellectual property or technologies that are used in another firm. The third type
is labelled a“coupled process’, in which outside-in and inside-out are combined,
meaning that the innovation is co-produced by two or more partners which
exchange of knowledge on a rather regular basis. The purpose of this idea is “to
collaboratively develop and/or commercialize an innovation” (Chesbrough and
Bogers 2014, p. 19). In this case, “give and take is crucial for success” (Gassmann

and Enkel 2004, p. 6).

A step from internal towards open innovation implies for a company to “in-
teract with external entities in terms of their innovation process’s efficiency and
effectiveness” (Gassmann and Enkel 2004, p. 5). Collaborating with external
partners such as customers serves a company by creating competitive advantag-
es in a market. Besides the increased level of the specialization achieved through
channeling relevant input from the outside, it also helps to break up rigid pat-

terns that prevent a company from adapting to current needs and conditions

(Arvanitis, Fuchs, and Woerter 2015, p. 4).

3.3 EXTENDING OPEN INNOVATION BY THE CONCEPT OF USER
INNOVATION

With the concept of open innovation giving way to more transparent compa-
ny borders, another stream of research, namely that of user innovation, becomes

relevant and builds the bridge towards communities. Investigations have shown
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that many consumers innovate independently with regards to the products they
use (von Hippel 2005, pp. 19) and it has been shown “that firms involving users
for the purpose of innovation perform better in terms of innovative sales than

do other firms” (Arvanitis, Fuchs, and Woerter 2015, p. 20).

It is arguable that open innovation is an approach which some industries are
able to implement more effectively while others might continue to rely mostly
on internal mechanisms (Reichwald and Piller 2009, pp. 117). The fashion in-
dustry can be seen as an example that increasingly relies on customer knowledge
instead of technological innovativeness, with companies differentiating them-
selves more by designs and strong brands (Di Maria and Finotto 2008, p. 186).
High-tech firms on the other hand are confronted with problems such as high
R&D costs despite short product life cycles, or the incentive to gain a substan-
tial competitive advantage by setting a new industry standard (Gnyawali and
Park 2011, p. 650). In this case, it is questionable if consumers can deliver the
necessary amount of knowledge fast enough. However, additional value from
interaction with customers during the early steps of the process is identified, e.g.
through more reliable concept testing, without implying that internal tasks are
not necessary anymore (Reichwald and Piller 2009, p. 124).

4 LEVERAGING BRAND COMMUNITIES AS
THE EXTERNAL LINK WITHIN THE OPEN
INNOVATION PROCESS

4.1 INNOVATIVE POTENTIAL OF BRAND COMMUNITIES

It has been shown that user innovators often don't act on their own but gath-
er in groups along with others, e.g. communities of athletes practicing sports
that require special equipment. From research on innovative consumer groups
it can be inferred that in a brand community not all members are likely to be in-
terested in innovative tasks. Besides lead user characteristics, Franke and Shah
(2003) found other factors that influence the likeliness of a user becoming an
innovator, viz. the time he or she has been part of the community for, the time
he or she spends with other members, how actively he or she engages with the
community, and the perceived role within it.

It is therefore argued that various different people within a community are

potentially interesting for co-creating knowledge with an organization (Mahr,
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Lievens, and Blazevic 2014, p. 613). Together, users discover and collaborate
within what Baldwin et al. call a “design space’, a number of possibilities for
remodeling an existing product (Baldwin, Hienerth, and von Hippel 2006, p.
1291). Such a heterogeneous combination of brand aficionados is likely to be

found within an active brand community.

When these innovative groups get together, even without the involvement
of a company, they often co-create knowledge by sharing their creative achieve-
ments with each other free of charge. Crucial for a successful community inno-
vation effort however seems to be a low level of rivalry among the users, in order
to maintain the free sharing of information. (Franke and Shah 2003, pp. 159;
Baldwin, Hienerth, and von Hippel 2006, pp. 1297)

Schreier et al. (2012, pp. 20) identify four factors, why users may perceive a
community-designed product to be more innovative. First, “the numbers argu-
ment” points to the fact that there are simply way more users than company
employees, so the amount of good ideas will be larger. Second, “the diversity
argument” nods to the pool of variety in the community in comparison to the
rather narrow scope of a company which should drive more dissimilar ideas, i.e.
a sort of outside-the-box thinking. Third, “the user argument” points out that
needs and concerns of consumers are not always clear to company designers,
which is why they fail to come up with better solutions than users themselves.
Fourth, “the constraints argument” mentions the perceived freedom of users to
come up with innovative solutions that are not bound by company management
or conventions, thus preventing organizational blindness. Especially the first
two elements are acknowledged as great opportunities in broader work on com-
munity innovation. (Hienerth and Lettl 2011, p. 177)

4.2 RESEARCH FRAMEWORK AND RESEARCH QUESTIONS

In order to analyze how brand communities influence the innovation pro-
cess of a company, a simplified model of an innovation funnel will be borrowed
from an article by Mount and Martinez (2014) focusing on how firms leverage
social media for open innovation. With research showing that brand communi-
ties are comparable to and embeddable in social media, (Zaglia 2013, p. 216;
Habibi, Laroche, and Richard 2014, p. 152) the use of this model can be justi-
fied. The three-steps innovation funnel consists of 1) ideation, 2) R&D, and 3)
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commercialization, with all of these stages being a possible point of interaction
between brand and consumer groups (Mount and Martinez 2014, pp. 138).

Additional to this rather company-based point-of-view, the research frame-
work addresses two consumer-oriented assessments, specifically 1) how brand
communities are initiated and users’ join them on the one hand and 2) how
brand community failure occurs and users’ exit from the community on the
other hand. These two parts will be the frame in which the three-step innova-
tion funnel is embedded (see Figure 2).

Figure 2: Research framework

| Brand community and user entry (Q1; Q2)

Brand communities” influence on the innovation funnel
deation (Q3) | R&D (Q4) Commercialization (Q5)
I Brand community failure user exit (Q 6)

Brand community initiation and user entry

Communities established by both company and users are possible. Jang et al.
(2008, p. 60) call these ‘consumer-initiated” and “company-initiated” communi-
ties. Furthermore, both types of communities can be imagined in an offline or
online environment. The motivation behind these communities is distinct, with
user-initiated ones being rather intrinsically motivated due to brand love and
enthusiasm, and company-initiated ones being founded in order to gain a com-
petitive advantage (Jang et al. 2008; Woisetschliger, Hartleb, and Blut 2008;
Ouwersloot and Odekerken-Schroder 2008; Di Maria and Finotto 2008; Par-
mentier 2015; Sung et al. 2010).

It is being argued that investing in online communities is often dangerous
for companies due to the lack of real control over it and its members (Dahland-
et, Frederiksen, and Rullani 2008, p. 116; Mount and Martinez 2014, p. 134).
Also the quality of marketing research insights are considered more valuable
on user-initiated websites due to the larger appearance and honest handling of
negative comments on brand and products, as well as comparatively more open-
ness and participation. Finally, higher level of trust and perceived authenticity
of the information exchanged can be assumed. One can therefore infer that suc-

cessful brand communities in an online setting are rather user-driven. (Jang et

al. 2008, pp. 61; West and O’'mahony 2008, pp. 163 )
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On the other hand, offline brand events are seen as a way to engage consum-
ers in a shielded and very close form of interaction leading to a stronger experi-
ence (McAlexander, Schouten, and Koenig 2002, pp. 43; Schouten, McAlex-
ander, and Koenig 2007, p. 359). In a comparison between company-initiated
community marketing activities, Stokburger-Sauer (2010, p. 363) finds that
offline activations have a stronger influence on the community relationships
than those situated online. In addition, the need for effective organization and
financial investment being mounted by a brand community without support of
the company is questionable. The following is therefore hypothesized:

Q1) Is brand community engagement initiated differently for online and offline chan-
nels? Are a) online communities rather autonomously user-driven, and are b) offline
communities rather organized and led by the company?

The concept of co-operation between firms is an important basis for open
innovation, as has been discussed earlier on. However, little seems to be known
about the effects of a jointly developed innovation on the participating firms’
brand communities. A common and very obvious issue related to these forms
of open innovation projects is the predicament of trying to deliver the best pos-
sible outcome while handling “the temptation to be opportunistic in order to
appropriate a greater share of the created value” (Gnyawali and Park 2011, p.
651) than the partner involved.

This triggers the question whether joint innovation between companies, at
least those from different industries, is a way of approaching each other’s con-
sumer groups. Research shows that consumers find themselves in a construct of
identification and community engagement influenced by several brands at the
same time (Hammedi et al. 2015, p. 798). Moreover, their choice of brands is
influenced by various psychological factors and associated values (Di Maria and
Finotto 2008, p. 186), which often implies an ovetlap of brands a community
identifies with and thus uses regulatly. The following is therefore hypothesized:

Q2) Co-operative (open) innovation of two brands with similar groups can help to
engage each other’s consumers.

Brand communities’ influence on the innovation funnel

Innovation management literature proposes the value of brand community
engagement throughout the innovation process (Fiiller, Matzler, and Hoppe
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2008, p. 609; Schreier, Fuchs, and Dahl 2012, pp. 23). As initially stated, a
three-step innovation funnel will be examined with regards to brand commu-

nity involvement, consisting of ideation, R&D, and commercialization.

Ideation: The quality of ideation processes can be enhanced by including
users, for instance on social media platforms (Mount and Martinez 2014, p.
130). A common approach is an ideation contest, in which the best proposal is
chosen, produced and marketed to a large audience. From a user point-of-view,
an important reason for participating in such activities is seen in the acknowl-
edgement they receive for good contributions (Schreier, Fuchs, and Dahl 2012,
p. 20; Mount and Martinez 2014, pp. 126). In the context of lead user innova-
tions, the significance of input and approval by other community members has
been studied and validated (Hienerth and Lett]l 2011, pp. 189). The role of the
company in this first step is seen as a more passive one, due to high levels of user
interaction (Mount and Martinez 2014, p. 134). It would be a valuable insight
for companies, whether the acknowledgement sought by consumers in the first
step can and should be handled by other community members or if the com-

pany needs to play an active role in it. The following is therefore hypothesized:

Q3) During the ideation stage, is the acknowledgement by fellow brand community
members more important to the users than acknowledgment by the company?

R&D: The role of a community in marketing research is crucial, as they
provide consumer insights necessary for improving a value proposition (Mount
and Martinez 2014, p. 132). Parmentier (2015, p. 80) talks about a space of co-
creation:“In this case, a brand community is not only a space for social activities
to support a community and a brand, it can also become an innovative brand

community to support firm innovation.”

In order to engage users and turn the brand community into an innovative
one, the company’s role is to set up the right environment for such practices. An-
other study indicates “that consumer creativity components — task motivation,
skills, innovativeness, and task involvement — determine their willingness to en-
gage in open innovation projects” (Fiiller, Matzler, and Hoppe 2008, p. 615),
thus linking personality of the members to the likeliness of their participation.
This is backed up by an investigation finding that “individuals who are creative
and innovative, possess skills complementary to [those of the person seeking as-

sistance], and often have expertise that was useful in developing the innovation”
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(Franke and Shah 2003, p. 165) to be more likely to join in co-innovation. The
following is therefore hypothesized:

Q4) Should a brand community be in itself actively innovative before it makes sense
for the company to open up the innovation process towards its users?

Commercialization: Cova and White (2010, p.264) argue that “the value pro-
vided by co-created offers is said to be higher than that which can be achieved
through company creation”. There are findings of customer acceptance and
willingness to pay being positively affected by user co-creation (Mahr, Lievens,
and Blazevic 2014, pp. 610; Schreier, Fuchs, and Dahl 2012, p. 27). Especially
remarkable are the findings of Franke and Piller which include an increased
willingness to pay of almost 100% for customers purchasing a watch they pre-
viously customized using an online tool kit (Franke and Piller 2004, p. 412).
Beyond the technical element of user innovation and the influence on tangible
specifications of a product, customers can also enhance “the symbolic and com-
municative elements which are responsible for product value” (Di Maria and
Finotto 2008, p. 185). It would be interesting to know, whether this additional
value is appreciated by the consumers in a way that makes them raise their will-

ingness to pay.

It has been shown that assistance among end users in a community can posi-
tively influence diffusion of an innovation (Franke and Shah 2003, pp. 166).
One can assume that such a co-creation effort leads to an enhanced appeal to
outer groups and thus leads to a higher propensity to try out the brand (Mount
and Martinez 2014, p. 133). The following is therefore hypothesized:

QS) Does an increasing degree of community-created value (compared to company-
created value) increase a) established customers’ willingness to pay for a product or
service and b) new/potential customers’ propensity to try out the brand?

Brand community failure and user exit

It has been argued that a brand community’s focus on traditions might pos-
sibly put breaks on innovative projects (Parmentier 2015, p. 79). On the other
hand, a brand’s history and longevity are often the roots of identification, es-
tablished rituals, and thus vital drivers of brand community appeal and engage-

ment (Muniz Jr. and O’Guinn 2001, pp. 422).
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This dilemma leads to the assumption that such brands might have a harder
time introducing innovations with regards to their brand community. On the
other hand, if the dominant part of the brand community approves of or even
drives the evolution of a brand, the backlash of innovations might be compen-
sated more easily. The following is therefore hypothesized:

Q6) a) Can innovations lead to the failure of a brand community, in which the mem-
bers are highly attached to the brand’s tradition and bistory? b) Can an involvement
of the brand community in these innovations reduce the risk?

5 EMPIRICAL STUDY
5.1 METHODOLOGY

In order to find out more about the interplay between brand communi-
ties and open innovation, semi-structured expert interviews were chosen as
an appropriate research technique. The reason why this qualitative method
was picked over a quantitative approach is rooted in the explorative nature of
this research. Instead of finding statistical proof for a suspected relationship
between two elements in the brand community - open innovation setup, the
goal was to identify new areas of interest which in turn should be validated
by surveys and other quantitative methods in the future. Compared to other
qualitative research methods such as a case study that focuses on the specific
example of a brand, a community, or an innovation project, it was anticipated
that the involvement of opinions shaped by distinctive backgrounds and expe-
riences would produce more generally applicable insights. Using the research
framework illustrated above as a guideline, the experts were asked about their
opinion on the related issues. The interviews were conducted over the course
of three months. A total of nine experts agreed to the interview consisting of
five professors and four practitioners who will be referred to as Expert 1, Expert
2, and so on. Due to confidentiality reasons, the names of the experts are not
revealed. General appropriateness of the results was ensured by including both
researchers and practitioners of brand community management from various

countries.
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5.2 REesurts
Brand community initiation and user entry

As a starting point of brand communities, the difference between online and
offline community initiation was examined. Overall, the experts did not follow
the assumed distinction between user-led communities being rather online and
company-led communities being rather offline. The general opinion suggested
that both users and company can initiate successful communities on all chan-
nels, as long as they handle the process well. While some experts considered
online and offline to not be very distinct from one another, most agreed that
both ways should be employed to complement each other. Expert 4 sums this
thought up by saying, “the best practice is hybrid engagement, where you have a
community that blurs online and offline” The need for both types of engagement
was traced back to the different advantages, with digital being considered faster
to set up and more dynamic, and offline being able to establish stronger ties due

to personal interaction.

A main argument regarding online community engagement was that the in-
ternet with all its complexity also offers company-managed communities the
possibility to become highly successful. As the most important factor it was
mentioned that the company should avoid disclosing an obvious ‘commercial
purpose” (Expert 5) when initiating a community. Accordingly, Expert 8 notes,
“If something looks too much like advertising, [...] it will quickly be rejected.”

An advantage of company-led communities over user-led ones was seen in
the quality of organization. Expert 8 states that larger offline “events [...] need to
be coordinated by the company, because [...] no community mounts that on its own”
and Expert 3 confirms the benefit of having “more resources for good manage-
ment” also for maintaining an online community.

Q2) deals with the potential of co-operative innovation of two firms in
terms of brand community engagement and consumer targeting. While studies
on this topic are rather hard to find, the expert interviews emphasized the op-
portunities inherent in such activities. There were remarks on the question with
whom to co-operate. The general perception was that the partnership should
involve ‘@ logical conjunction” (Expert 1) or “compatibility of brands” (Expert 2).
This was stated not only with regards to the products, the technology, or the
tangible output of the collaboration, but also, and sometimes considered even

more importantly, with regards to the communication aspect. Expert 6 notes
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that “the story [a] partnership tells has to be real” and that sometimes the result is
rather a “lifestyle innovation”.

The necessity of an actual innovation stemming from this co-operation was
sometimes questioned by experts, claiming that “lassical ways to engage people”
(Expert 1) such as co-sponsoring might be effective enough in some cases. This
has again influence on the way the partnering organizations communicate to
their fans. Consider this remark by Expert 4: “Unless the partnership is so power-
ful and so enduring that it bas a whole product or brand of its own, I would see it

more as a conversation that occurs on both [separate] brand communities.”

Brand communities’ influence on the innovation funnel

Ideation: As expressed in Q3), the acknowledgement users receive from oth-
er community members was believed to be more important than that coming
from the company in the first step of the innovation process, i.e. ideation. This
research question produced very unclear results, as in the general opinion on
how to handle the evaluation of user ideas is that a combination of both user
and company feedback should be employed in this first step. Various experts
mention ideation communities and contests in which ranking mechanisms lead
to acknowledgement as an effective way of combining the two. The example
of McDonald’s allowing consumers to create their own burger was given by
Expert 3, where “the community picks a shortlist of their favorites, out of which a
jury picks the final winners.” Advantages for both ways of evaluation were given.
Community feedback is perceived as more honest and authentic than that of
the company. Expert 8 states, “If from a company perspective there is too much
moderation or steering and praising towards a certain direction, that is again close
to not being authentic.”

On the other hand, the company needs to have a say in the process, because
finally it is their responsibility to bring the idea to life. Therefore, the opera-
tional capabilities are necessary to be considered, which is why some experts
suggested the differentiation between general brand communities based around
innovation and specific time-limited projects initiated by the company to gener-
ate ideas. Finally, the incentive for users to participate in such narrow projects of
co-innovation is often extrinsic, i.e. monetary. For example, “if a contest winner is
picked by the company and awarded with money, the acknowledgement gained from
other participants is less important” (Expert 3).
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R&D: Q4) suggested that a brand community should in itself be actively
innovative before it makes sense for the company to open up the innovation
process towards its users. This was mainly contradicted by the experts. The
crucial point that made most participants doubt the statement was the value
of community feedback in the research phase that is not limited to innovative
communities. On the contrary, many experts emphasized the generality of in-
put coming from non-innovative and thus rather normal consumers as a first
step. A recommendation is to confront the community with innovation projects
in order to unlock previously unknown potential. All in all, the experts none-
theless agreed that an already innovative community bears a larger potential
for value creation. Expert 3 expressed that these communities not only tell a
company what problems need to be solved but also give hints on how to solve
them. In the same context the contestants stressed the possibility to “invite a set
of people who I [as a company] respect into a curated or closed community” (Expert
4). This can be helpful when working on particular projects where high techni-
cal or operational knowledge is demanded of the participating users.

Commercialization: In a last step of the innovation funnel, the commercial
opportunities of brand community involvement were analyzed. Q5a) predicted
a higher willingness to pay for current customers of a brand and members of the
community that helped to co-innovate. An important reason why a premium
price could be charged for a co-innovated product is identified by the enhanced
fit-to-market people expect of such a novelty. On the one hand, co-creation
with a community “serves as market validation” (Expert 4). The assumption con-
sumers will have according to Expert 3 is that, “because you have worked closer
with your stakeholders [..] you'll get a better product in the end.” On the other hand,
the company has a great responsibility to conform with the expectations of the
brand community and the broader market. As stated by Expert 4, “at the end
of the day you have to deliver a value proposition that's compelling” This implies a
certain threat that appears during the commercialization step when engaging
customers in the innovation process.

Focusing on a second group of consumers, i.e. those not using the brand
presently, Q5b) proposed a positive effect on the acquisition of such by launch-
ing innovations that were co-produced by the brand community. As a major
influence on customer acquisition, the experts saw WOM coming from cus-
tomers or community members that have been involved in the process. Simi-

lar to “product reviews or testimonials” (Expert 9), communication coming from

185

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Thomas Cleff ¢ Aljosha Klein ¢ Nadine Walter: BRAND COMMUNITIES IN AN OPEN INNOVATION ENVIRONMENT

these groups is perceived as more authentic as “consumers value other consumer
opinions on product experiences much higher than they do the company’s” (Expert
7), which in turn leads to higher propensity to try out the brand.

One danger identified was that outer communities might depict the user in-
volvement as “fake or a marketing scheme” (Expert 1) or judge it as “the company
stealing ideas from their audience” (Expert 9). In that case, the role of actively
communicating users is again emphasized. Another point to consider is the fact
that, as is the case in R&D, the members of a co-creating community might not
reflect the overall tendencies in the current market, for example with regards
to their willingness to pay. Therefore, companies are advised to double check,
as expressed for example by Expert 3: “Just because you co-produced it with the
community doesn’t mean that you shouldn’t engage in concept testing with a more

representative sample of customers.”

Brand community failure and user exit

The last part of the interviews focused on brands that managed to build
their brand community around users with strong attachment to the brand’s
tradition and history. The goal was to find out how innovations that imply a
change in current branding and product policies affect such communities. Q6a)
implied that such a move could potentially be dangerous for companies with
regards to their brand communities. Out of all research questions, this one saw
the most positive results. Despite this threat, the need for companies to inno-
vate nonetheless is a recurring theme within the interviews, as a standstill will
cause the brand to collapse in the long-run. Consider this statement by Expert
5:“If a traditional brand is going down — it’s losing market, losing profitability, losing
preference - then innovation is going to be disruptive [...] And they will have a very,
very hard time, but they will be better off in the long-run, because that brand will
be rising again in the future. If they do nothing, they will end up with no brand, no
money, no business.” As an advice, some experts mentioned to avoid radical and
abrupt innovation, but instead move “in evolutionary rather than revolutionary
steps” (Expert 8).> Ultimately, the brand community will have to follow the com-

pany’s direction in some cases to avoid obsolescence, or as expressed by Expert

“

3 ,[...] vielleicht eher in evolutioniren als revolutioniren Schritten [...]
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4: “Your community needs to evolve with the brand. If you don’t do that, you have
the wrong people enthusiastic about the wrong thing.”

Q6b) proposed the opportunity to involve the brand community in creating
and thus approving of the innovation, in order to lower the risk of users turn-
ing their back on the brand. This research question was answered positively by
most of the experts. Expert 2 refers to a brand’s “DNA” or “soul” that has to be
kept alive and visible in order to retain the brand community while making a
step towards innovation and it becomes obvious that the brand community can
help to identify these elements of a brand’s legacy they value the most. Consid-
ering the community’s role in breaking up rigid brand traditions, it is once again
important to make sure “the people involved have a certain authority” (Expert 5)
and thus act as opinion leaders. All in all, with regards to pushing innovation
beyond a gridlocked brand community, consider the following two statements.
Expert 2 asserts: “It’s a balancing between moving forward and providing due dili-
gence to the soul of what the brand is.” Expert 1 adds to this by saying, “innovation
is embracing your past and changing for the future.”

6 SUMMARY
6.1 DiscussioN

Studying brand communities and their influence on an organization’s in-
novation efforts from various angles shows mainly two things. First, there is
an undeniable opportunity in engaging such groups on a deeper level by invit-
ing them in. And second, there is still a lot of room for improvement when it
comes to understanding internal mechanisms of brand communities and how
companies can systematically take advantage of them. The work present taps
into both of these aspects. How the findings add to the body of literature will

be discussed in the following.

Online and offline worlds are more and more merging and blending into
one another. This has important implications for brand communities. First, the
rise of the digital world shows that consumers will connect with others in a
consumption context, if they experience similar attitudes towards brands and
products, regardless of geographical closeness. Second, the ordinariness and
regularity with which online platforms are approached by consumers indicates

the need for brands to make them their home and demonstrate presence, rais-
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ing the awareness of hybrid strategies to engage with brand communities. Case
studies with such a background are overshadowed by literature focusing exclu-
sively on either online (Cova and Pace 2006; Sung et al. 2010) or offline (McAl-
exander, Schouten, and Koenig 2002; Algesheimer, Dholakia, and Herrmann
2005) forms of participation.

Similarly, the differences and analogies between company-initiated and user-
initiated brand communities are worth discussing in more detail. While the
study present acknowledges successful example of both, the general direction
accentuates the desire for autonomy and real participation. As literature pro-
poses, user-led communities develop more open and transparent mechanisms
within the platform (West and O’'mahony 2008, pp. 163). However, this study
adds the consideration of providing a functional and stable framework, which
can often be seen as a point where the company has an advantage over a group
of consumers, either due to superior managerial skills or financial and technical
resources. It can be inferred that even a strong brand that triggers engagement
among users often relies on a good community management, if the consumers

are not able to organize something on their own.

Probably one of the most interesting findings of this study implies that there
is indeed large potential for firms to co-operate with one another to engage each
other’s brand community. While this sort of cross-engagement is often seen in
areas like sponsoring of cultural events or co-branding of related products and
services, the opportunities of co-created innovation between two rather unrelat-
ed organizations are largely neglected in literature. This might be due to the fact
that the prevailing perception implies the need for a company-sided connection
between the partners, for instance common markets, technological procedures,
or resources required for their business (Gnyawali and Park 2011, pp. 650). The
study present extends such a list by the notion of taking a more consumer-sided
point-of-view, i.e. a user’s belongingness to more than one brand community
(Hammedi et al. 2015, p. 798), and thus broadens the scope for firms looking
to co-operate and co-innovate with other organizations. Putting this in context
means that open innovation processes do not necessarily have to start within
the R&D department, but can also be initiated based on marketing research or

brand management objectives.

The main discovery regarding the ideation process is that a hybrid approach

of community and company evaluation is the most successful and recommend-

188




able way to do it. The degree to which the two forms should be employed highly
depends on the nature of the project or the community in question. For ex-
ample, engaging with lead users in a small group requires more involvement by
the company, whereas this cannot be expected for large ideation platforms that
generate a number of contributions too big for a company to thoroughly evalu-

ate on their own.

Instead of asking which consumer groups possess the right characteristics
necessary for a project (von Hippel, Ogawa, and De Jong 2011; Fiiller, Matzler,
and Hoppe 2008), it could be asked which projects and activities are possible
when involving the existing community as it is. Such an approach will likely lead

to faster engagement.

In terms of promoting the additional value of user co-creation towards the
outside, i.e. the broader market environment, two lines of reasoning emerge:
First, the appeal of seeing an innovation that was co-produced by ‘people like
me’ can psychologically resonate with some groups of consumers. Second, the
notion of a better product, more tightly aligned with consumer needs and pref-
erences, can be a convincing statement for more rational users. In a way, these
two approaches resemble the traditional central vs. peripheral routes of market-
ing persuasion (See Petty, Cacioppo, and Schumann 1983, p. 138). Both are be-
lieved to increase the willingness to pay and the propensity to try out the brand
for certain consumer segments, a finding that underlines the considerable effect

of involving the brand community in such processes...

Last but not least, the study present demonstrated the threat of brands los-
ing their appeal to the brand community when innovating too radically. This
offers another very important consideration and opens a discussion which has
so far been largely neglected in brand community literature. It is largely under-
stood that brands with alarge history and emotional value to their fans are more
likely to spark the enthusiasm leading to strong brand communities (Muniz Jr.
and O'Guinn 2001, p. 415; Hammedi et al. 2015, pp. 779). As shown in this
study, radical innovation might clearly be a risky and perhaps dangerous move,
which is an important contribution to existing literature. While the need for
innovation was emphasized throughout the interviews, the necessity to involve
users and especially brand communities in the process became clear.

Allin all, brand communities can be seen as a logical consequence of today’s

society exerting its role in a consumption context. While branded products and
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services offer an additional value by reflecting consumers’ personalities, making
them more individual, the most successful ones have established ties that go be-
yond a single customer by offering a basis for true interaction. From a marketing
perspective, this implies the need to take an even clearer consumer-based ap-
proach and put the brand on a more equal level with its empowered users. Simi-
larly, the emergence of new concepts describing how to innovate the way we in-
novate in the first place bears testimony to the fact that there are still means left
to discover towards gaining an edge in the marketplace. Brand communities can
help organizations identify those means and lead the direction towards reach-
ing the objective of being able to deliver the most compelling value proposition
possible. Companies are more and more obliged to permit customers and other
stakeholders a view beyond the surface of its products and brands. If managed
correctly, the benefits of such an involvement strategy outweigh the drawbacks

and threats, bearing witness to a truly innovative mindset.

The biggest problem with brand community management is that there is
no such thing as the one best solution. Brand communities differ heavily from
one another in their shape, size, motivation, the platform they use, and so on.
Research has focused on carving out the similarities and characteristics they
have in common in order to make the phenomenon more tangible. Examples
in the business world praxis have showcased successful and less successful at-
tempts of brand communities, but again, they provide a narrow view. At this
point, academia should turn towards providing a clearer picture in terms of
differences, best practice criteria and perhaps a classification of various types of
brand communities.

6.2 MANAGERIAL IMPLICATIONS AND RECOMMENDATIONS

The findings of this study have implications for practitioners in both in-
novation and marketing-related fields of management, out of which the most

important ones are outlined below.

As a first shortcoming, companies need to be careful when trying to initiate
a brand community or tap into an existing one led by customers. A first inves-
tigation should aim at answering the question whether the users are interested
in joining such a community and if so, what expectations they have. Under no
circumstances should the organization follow the purpose of creating a com-
mercial platform without offering something of true value for the members. For
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example, if a company maintains an online brand community, it should inves-
tigate whether an offline extension is desired by the consumers and how this
sort of engagement should look like. For brands trying to build up a community
parallel to an existing one, the main consideration should be what the additional
value proposition is in order to avoid the appearance of rivalry or competition

between these communities.

An implication for companies looking to co-operate with other firms is to
extend their scope of possible partners by looking at their brand’s proposition
from a consumer point-of-view. A partnership that seems to make sense in-
ternally is not necessarily well-received by a brand community, whereas others
that haven't even crossed the mind of the company could bring large opportuni-
ties in terms of customer acquisition, brand building, or capturing new revenue

streams.

When it comes to the evaluation of user ideas, two things are important to
keep in mind from the organization’s standpoint. First, the motives and criteria
behind the evaluation need to be transparent to the community, which in turns
allows an honest dialogue and reasoning of why an idea is evaluated in a good
or bad way. Second, the company has to give the community the chance to have

their say and exert some autonomy in the eatrlier stages of evaluation.

Marketers who want to take advantage of the co-creation in their commu-
nications should consider differences and similarities between the community
that helped during the innovation process and the receiving audience of con-
sumers. The story they tell should be clear with regards to how the users were
able to enhance the product or service. As mentioned eatlier, some consumers
have doubts when highly complex products are launched and labeled a co-cre-
ation. One option here is what Schreier et al. mention, i.e. emphasizing that the
users involved are in fact experts on the topic and therefore legitimate sources
of knowledge (Schreier, Fuchs, and Dahl 2012, p. 30). Another option would be
to be more transparent and show that the steps in which the brand community
was involved are not the most sophisticated ones, but rather those which heav-
ily rely on the input of the average consumer, i.e. extended concept testing or
design tasks. In all cases, the message spread out needs to be real and reflect the

involved users’ activities correctly.

With regards to the risk involved when pursuing innovation in a company

that built a brand around traditions and history, marketers need to be careful
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and have a thorough understanding of their brand community in the first place.
Such a back-and-forth between brand community managers and R&D is help-

ful to provide more comprehensive insights about consumer preferences.

As do all studies, the present one has various limitations that need to be con-
sidered. First, an obvious limitation is the lack of quantitative appropriateness
and generalizability of the findings. While some of the areas are largely covered
by quantitative studies, others remain rather unexplored, for example the effect
of collaborations on the involved companies’ brand communities or the effect of

brand community co-creation on other consumers’ willingness to pay.

This study and its findings mainly focus on innovation as the development
of new products and services. However, there are other aspects that can be ap-

proached innovatively within a company. (See e.g. the “innovation radar” pro-

posed by Sawhney et al. (2006, pp. 77).

Nevertheless, as mentioned above, the most significant leap for brand com-
munity research would be a proper classification of different types, based on
criteria to be determined during the process. Perhaps, conducting a vast amount
of case studies would be the best, albeit difficult and time-consuming, way of
doing it.

As a final statement it shall be said consumers have very specific needs and
hand over the responsibility to fulfil them to organizations, along with the trust
they put in their chosen brand. This responsibility should never be taken lightly
by companies, and active involvement of the right people might just be the key
to communicate and demonstrate that they have understood the challenge, that
they accepted it, and that are willing to solve it for the consumer, now and in
the future.
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Abstract

The fast growth of digital technologies, primarily Internet and mobile phone
use, has been dramatically transforming all sectors of the economy, and es-
pecially tourism as an information-dependent sector of the economy. In this
paper, the authors analyse the status of the online promotion of Zagreb’s tour-
ism on the tourism market and channels used by the Zagreb Tourist Board
for online promotion, and examine the correlation between online activity and
the number of tourist arrivals and overnight stays. The authors also explore
the impact of the Internet and social media on the promotion of the City of
Zagreb’s tourist product, examining the correlation between the growing in-
vestment in online promotion and the growing number of tourist arrivals in
Zagreb. The authors anticipate a further growth in the scope and impact of
digital marketing in general and mobile promotion in particular on the tourist

business in the City of Zagreb and Croatia.
Keywords: online promotion, city of Zagreb, tourism, digital marketing, mobile

JEL Classification: 1.83, Z3
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1. RESEARCH METHODOLOGY AND DATA
SOURCE

The research methodology is based on methods of compilation, analysis,
synthesis and quantitative method in a descriptive approach to describe trends
in online promotion of Zagrebs and Croatia’s tourist products. This research
is of explorative nature and it attempts to provide an insight into the present
scope of online promotion and to anticipate future trends in this matter. The
research is based on secondary data obtained from the official websites of the
Croatian National Tourist Board and the Zagreb Tourist Board. The authors
consulted secondary research and scientific papers, as well as other publications
that helped to define and present conclusions pertinent to the future tourist on-
line promotion of the city of Zagreb and Croatia. In terms of scope, this paper
focuses on the city of Zagreb in the period between 2014 and 2016 after the
introduction of the Croatian Strategic Tourist Master Plan 2014-2020 in 2014.

2. THEORETICAL BACKGROUND AND
REFERENCES

Tourism is an extremely important sector of the Croatian economy, with
the foreign income, despite the recession, representing about 18% of GDP, the
largest respective share in the EU (Croatian Chambers of Economy, 2016).
Embracing and adapting to economic, social and communication trends is ex-

tremely important for a continued growth and stability of the tourist industry.

Tourism has become ingrained in the life and lifestyle of a growing part of
the population of advanced economies and increasingly also for emerging econ-
omies. During the past six decades, tourism has gone through a large expansion
and has become one of the biggest and fastest growing sectors in the world
economy (UNWTO, 2016). International tourist arrivals to destinations of the
EU-28 are expected to grow by 2.1% a year on average until 2025, and world-
wide international arrivals will grow by 3.5% a year on average through 2025.

(UNWTO, 2014)

With the expansion of Internet use in all segments of the tourist industry,
from promotional websites and platforms, search engines, internet discussion
groups, blogs and social media, new virtual markets have been created that have

transformed the established communication and business strategies. In this re-
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spect, e-marketing has become an increasingly important and versatile answer

to the challenges of modern-day business management.

E-marketing may be defined as a“process of product building, pricing, distri-
bution and promotion with a view of catering to customer needs and desires in a
profitable way by extensively using the potential of digital technologies ” (Ruzi¢
et al,, 2014, 63) Eley and Tilley define e-marketing as promotional activities on
the Internet, including e-mail, that may include forms of advertising in search
engines, e-mail marketing, online advertising, advertising in social media, etc.
(Eley and Tilley, 2009, 1) Through digital promotion and user management,

the communication with users, providers and the general public has become

faster, better, more efficient and mutual in the true sense of the word.

The most recent report on Internet penetration all over the world published
in“We are Social - Digital in 2017: Global Overview Report” shows how digital
connectivity is changing the lives of people. The digital world experienced spec-
tacular growth in 2016, with the pace of change accelerating across almost all
key indicators versus 2015. (We are Social, 2017)

The report reveals that:
- Half of the world’s population now uses the Internet (3.77 billion - 50%
penetration);

- Two-thirds of the wotld’s population now has a mobile phone (4.92 bil-

lion - 66% penetration);
- Half of the world now uses a smartphone;

- There are 2.80 billion global social media users in 2017, equalling 37%

penetration;

- There are 2.56 billion global mobile social media users in 2017, equalling
34% penetration;

- There are 1.61 billion global e-commerce users in 2017, equalling 22%

penetration;
- More than half of the world’s web traffic now comes from mobile phones;

- More than half of all mobile connections around the world are now

‘broadband’;

- More than one in five of the world’s population shopped online in the past
30 days.
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Tourism is undergoing a dramatic change in which technology empowers
consumers to engage in information, booking, and reviewing processes previ-
ously performed by intermediaries. Thus, changes in ICT pose significant risks
to tourism companies using traditional business models, but create opportuni-
ties for new ones. Consumers add to the content on websites and platforms
and use peer information more and more. Tourism companies therefore must
engage customers by using social media in striking, proactive and emotionally
intelligent ways. Location Based Services are also an important tool for Desti-

nation Management Organizations (DMO:s) to distribute their information.

The key elements of ICT impact on tourism (Mitas et al., 2015: 21) include:

\

Predominance of a small number of large travel agencies and Google;
- Low-cost information and low stakes for new participants in the market,

- Limited resources of traditional-style tourism businesses inhibit innova-

tive models;

- Success stories show a combination of innovative technology use, percep-

tivity to consumer activity and creativity.

The gap between digital and traditional media consumption is widening.
Users are spending more time with digital devices and less time with traditional
media sources. In 2016, the average marketing budget allocation to online was
33 % in the US, and this rate is expected to grow to 37% by 2018; search en-
gine marketing captures the largest share - 50% of online spend (online display
banner ads, online video, etc.), mobile represents 19% of the total online spend,
which will grow to 27% of online budgets in 2018, and social media 15% of the
total online spend (Webstrategies, 2016).

Tourism is an information-intense industry, and Internet the most effective
tool in information communication. The consumer’s lifestyle and perception
have changed. Consumers are better informed and find the traditional adver-
tising styles less attractive. Consumers increasingly tend to use Internet search
engines to seek and receive information. The traditional models of word-of-
mouth marketing and advertising have lost their share in marketing strategies,
but the word-of-mouth marketing has become increasingly important in so-
cial media, exerting a strong influence on travel shopping choices, and therefore

needs to be incorporated in any marketing effort.
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Digital marketing is steadily growing and is increasingly used by DMOs
as the key element of marketing strategies. Tourists are thus provided with an
interactive platform used by both consumers and providers. The advantages of
digital marketing for the consumer would include an opportunity to shop 24/7
regardless of the location, direct interaction between the consumer and the pro-
vider, and easy access to information, product and services. The advantages of
running a tourist company would include an opportunity to build customer
relations and cooperate with consumers in their interactions, and to create their
own databases; smaller costs of communicating information and introducing
the product; flexibility or an ability to create custom-made service and promptly
correct prices and promotions in response to daily developments in the fluid

market; access to global markets, branding and product promotion. (UNW-
TO, 2008)

In comparison to the traditional marketing strategies, digital marketing is
cheaper, more effective, universally available and unlimited in terms of time
and space, with a potential to expand globally. Social networking online com-
munities and chat groups are based on interaction and user-generated content.
Marketing specialists should therefore be able to use the content in attractive,
proactive and emotionally intelligent ways to direct the consumer and reach the
potential customer.

With the development of interactive platform, everyone can post informa-
tion by creating blogs, wikis or other online services, and every visitor can search
and evaluate the information and recommendations available from online chat
groups, travel blogs and social media. User-generated content such as peer re-
views and comments is increasingly combined with author content in the deci-
sion-making process associated with travel planning. DMOs should be able to
use the advantage of social media and online platform availability to generate
their own authentic, attractive and helpful content. They should establish the
priorities of the public and identify the best ways to make their destinations
interesting to the public by promoting their content, inviting comments and
communicating with the user with a view of presenting their information and
making the potential user aware of their product. Social media are a huge de-
mographic source of information on age, sex, race, position and special user
interests that can help social media advertising to better target user groups, ad-
just and present accurate information to the individual user, as well as to devise

flexible online campaigns in order to reach more customers.
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The inherent problem of using social media, on the other hand, is that the
Internet, a gigantic source of information of unreliable quality or credibility,
may adversely affect the interest or antagonize the user with its sheer volume
of information. It is therefore important to carefully design user-oriented web
pages that are attractive and agreeable to the customer. Difficulties in manag-
ing content and supervising the growing activity in social media platforms may
include incorrect or malicious customer reports. Destinations may be reviewed
or depicted in an adverse fashion in online chat groups to a degree that gives rise

to the creation of hate groups in some of the forums.

According to the UNWTO Handbook on E-marketing for Tourist Des-
tinations from 2008, Web 2.0 dramatically transformed and introduced a new
approach to digital marketing. The impact of social media on DMOs and tourist
companies includes the inclusion of hard information in motivational content;
dissemination of information through channels such as Expedia, Travelocity,
Rough Guide, etc.; inclusion and engagement of visitors into one-on-one and
one-to-many communication; a smooth mutual interaction between a DMO, a
provider and a visitor, and among social media users; the identification of po-
tential visitors through information content; better branding of destination or
service through the expansion of broadband internet that enables posting of ap-
pealing visual material, animation and video; better travel planning for visitors
with the application of helpful tools such as ideas, itineraries and route plan-
ning; associating promotional activities with online shopping; cost-effective and
time-effective information sharing and direct tourist product sales and the ad-
justment of offline marketing activities to the effect of supporting the two-way
visitor migration, from online to offline and vice versa. (UNWTO, 2008)

In 2011, Google's researchers developed a five-step online travel model that
described consumer activity before, during and after travel, and suggested differ-

ent online marketing tools applicable to each of the segments. (Joshi, 2013., 3)

+ DAYDREAMING: seeking inspiration, with the Internet as the main

source;
+ RESEARCHING: web search engines;
+ BOOKING: online and mobile booking;

+ EXPERIENCING: continued researching and booking during travel;
+ SHARING: the importance of social networking.
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According to the UNWTO, the modern technology tools to create and
communicate a clear message and identity include websites (user friendly and
interactive), web domains (visible and distinctive), SEO (search engine opti-
mization), e-mail marketing (highly efficient and cheap), mobile e-marketing

(highly interactive through applications for tourists), the management of social

networks, etc. (UNWTO, 2016)

World tourism market is increasingly intertwined with various promotional
activities of the tourism product placement. This struggle involves the national
tourism boards that have the role of communicator and strive to create the de-

sired perception and associative image in the mind of the consumer. (Parlov et

al,, 2017., 145)

3. ANALYSIS OF ONLINE PROMOTIONAL
ACTIVITIES IN ZAGREB TOURIST BOARD

Online promotion of Zagreb's tourism has proved to be the most efficient
marketing tool employed by the Zagreb Tourist Board. Over the years, the Za-
greb Tourist Board has modified the image of Zagreb as a primarily business
travel destination and posited it as a desirable destination for art, city break,
lifestyle and event tourism. In addition to highly informative web pages cater-
ing to tourists, www.zagreb-touristinfo.hr and B2B for congressional travel and
tourism, the Zagreb Tourist Board has run online tourist campaigns on Google
and YouTube, managed Facebook, Twitter and Instagram profiles, maintained a
YouTube channel, and blogged on Blogspot between 2011-2016. Smartphone

applications and a B2B newsletter have also been developed.

According to the TOMAS Zagreb 2012 research, the Internet has been the
main source of information for 66% of all Zagrebs visitors. The Internet has
been the chief source of information for 66% tourists in Zagreb’s hotels, com-
pared to 22% tourists relying on printed tourist guides and 16% on brochures,
ads or posters, or 14% relying on previous tourist experience and 11% on rec-
ommendations from family or friends. Internet users and users of associated
source of information prevail among the visitors from distant countries, with
a large share of first-time visitors. It is interesting to note that 77% of hostel
guests and 45% of one-day visitors to Zagreb rely on the Internet for infor-
mation. Independent travel to destination prevails among the hotel tourists in
Zagreb (70%), among the hostel tourists (77%) and among the one-day visitors
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(88%); they have all indicated the Internet and social media as an important

source of information for travel planning. (Institute for Tourism, 2012)

3.1. ONLINE MARKETING, (GGOOGLE SEARCH AND DISPLAY NETWORKS

The Zagreb Tourist Board has been using Google AdWords for advertising
since 2008. Biannual campaigns cover the spring/summer season and autumn/
winter season in leading markets, including Germany, Italy, Austria, Spain,
France, Hungary and Great Britain. The Zagreb Tourist Board has accordingly

created campaign landing pages for users from search and display networks.

Table 1. — Google search and display advertising

2014 2015 Index 2016 Index
Online advertising cost HRK | 1,903,000.84 | 1,802,569.46 | -5% 1,982,110.95 | 10%
Impressions 113,810,389 | 118,381,730 | 4% 136,729,716 | 15%
Clicks 690,556 541,460 -22% 671,754 24%
CTR 0.58% 0.46% -21% 0.34% -26%
Avg. CPC HRK 2.76 3.33 21% 2.95 -11%

Source: Zagreb Tourist Board

3424 SOCIAL MEDIA AND MOBILE APPLICATION

The Zagreb Tourist Board maintains Facebook, Twitter, Instagram, Flickr,

Google+, LinkedIn and Pinterest profiles, as well as its own YouTube channel.

Facebook. In early 2014, the number of fans was 27,900; in 2015 there were
34,365 fans, in early 2016 there were 38,593 fans, and in early 2017 47,040
fans, with a growing trend. Most of the fans come from Croatia, Bosnia and
Herzegovina, Germany, Italy, USA, Serbia, Macedonia, Austria, Slovenia, and
Hungary. 57% of fans are female, 42% male. The page reviews range from 4.4 to

5 (over 5 thousand Facebook users voting).

Twitter. In early 2015, the number of followers was 4,273; in 2016, the
number was 6,245, and in early 2017 the number of followers was 8,200. A
daily average of 15 posts are retweeted an average of 20 times, and the average
monthly tweet impressions are at 110,000. Twitter has seen a growth in fan
numbers (especially from users abroad), as well as communication and percep-
tion by users after Zagreb was selected as the best Advent destination in 2015.
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Instagram profile of the Zagreb Tourist Board has been maintained since
early November 2014; during the initial month, the number of users grew to
625 and reached 2,397 in 2016; in eatly 2017 the profile had about 7,300 fans
and the number is growing. The average posting frequency is one or two posts
per day; in 2016, there were 31,191 likes and 603 comments. The followers in-
clude 61% women and 39% men, mostly from Croatia, the US, Germany, Italy,

and Bosnia and Herzegovina.

The Zagreb Tourist Board’s YouTube channel has 869 subscribers and in-
cludes 72 videos that have been viewed a total of 5,380,697 times. In 2016,
there were 2,616,482 views, 230 likes and 21 comments.

In 2014, the Zagreb Tourist Board launched its mobile application Zagreb
Be There, which offers smartphone users different theme routes to choose from
when in Zagreb. Each of the six routes presents a different view of the city, and the
application has been downloaded to Android smartphones a total of 10.000 times.

3.2.1, ZAGREB TOURIST BOARD MARKETING IN SOCIAL MEDIA

The Zagreb Tourist Board started advertising on Facebook in 2015. The
Facebook posts referred to the summer tour and the winter tour (Advent in
Zagreb) campaigns, Zagreb Be There application, and major happenings in the
city (boost). The number of advertising posts reached 1,189,964. in 2014 and
the reach doubled to 3,061,073 in 2015.

As of 2016, the Zagreb Tourist Board has also advertised on Instagram,
reaching 227,718.

Table 2 — Zagreb Tourist Board social networking and social media marketing

2014 2015 Index 2016 Index
Facebook fans 34,365 38,593 12.30% 47,040 21.89%
Cost in HRK na 4,839.00 n/a 23,481.00 385.24%
Reach Na 1,189,964 n/a 3,061,073 157.24%
Youtube Subscribers | 199 346 73.87% 869 151.16%
Cost in HRK 254,291.95 391,850.09 54.09% 366,270.83 | -6.53%
Impressions 3,464.99 5,295.36 52.82% 8,008.36 51.23%
Views 548,342 1,5621.58 177.49% 3,019.67 98.46%
Clicks 49,726 23,423 -52.90% 11,496 -99.95%
Twitter followers 4273 6245 46.15% 8200 31.31%
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Cost in HRK 0 0 0.00% 0 0.00%
Impressions monthly 100,000 100,000 0.00% 110,000 10,00%
Actual interactions 17,783 18,099 1.78% 18,386 1.59%
Instagram followers | 625 2397 283.52% 7300 204.55%
Cost in HRK 0 0 0.00% 500 500.00%
Impressions 0 0 0.00% 227,718 228%

Source: Zagreb Tourist Board (TZGZ)

Click-through rate on YouTube increased by 1.44% in 2014, when cost per
click was 5.11 HRK; by 0.44% in 2015, when cost per click was 6.73 HRK and
from 0.14% to 31.86 HRK per click.

3.3. ZAGREB TOURIST BOARD WEB PAGES WWW.INFOZAGREB.HR

The statistics of the Zagreb Tourist Board’s website visits indicates intense

growth in 2015 and 2016 compared to 2014,

Table 3 Visits to Zagreb Tourist Board websites - www.infozagreb.hr

www.infozagreb.hr | 2014 2015 Index 2016 Index
Visits 1,019,928 1,859,790 82% 2,344,058 26%
Visitors 641,387 1,163,971 81% 1,362,149 17%

Source: Zagreb Tourist Board (TZGZ)

The number of visits typically grows until the early summer, stagnates be-
cause of summer vacations and begins to grow again from late August to early
December. Most visitors are Croatians, followed by visitors from Italy, USA,
Germany and France. Most visitors are in the age group of 25-34 (30.71%), fol-
lowed by the 35-44 and 18-24 groups (about 20% each). Most have been direct-
ed to the website through Google search engine, or 24.89% of the total number
of visitors, followed by Google campaigns which have proven to be a very effec-
tive teaser tool directing the visitor to the Zagreb Tourist Board websites. In
2016, most visitors viewed the website content using mobile phones (71.50%),
computers (23.34%) and tablets (5.17%). Interestingly, the dominance of 59.2
male visitors in 2015 shifted to a 60.39% dominance of female visitors in 2016.
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Table 4 Visitors to Zagreb investment return

2013 2014 Index |2015 Index |2016 Index
Avrrivals 782.000 (881.000 |12.66% |[1.077.778 |22.34% [1.152.598 |6.94%
Overnight stays 1.324.000 [1.488.000 [12.39% [1.804.290 |21.26% [2.016.107 |11.74%
Total TZGZ budget in
HRK per arrival 63.864.139(62.484.901|-2.16% [70.322.192|12.54% |70.658.461|0.48%
HRK per arrival 8.67 70.92 -13.15% |65.25 -8.01% |61.3 -6.04%
HRK per overnight stay  |48.24 41,99 -12.94% |38.97 -7.19% |35.05 -10.08%

Offline advertising 8.805.283 [9.307.691 [5.71% [8.956.826 |-3.77% [10.407.000{16.19%

Online advertising 3.670.000 [4.154.993 [13.22% [4.378.822 [5.39% [4.660.000 |6.42%

Index online /offline -0.58 -0.55 -0.51 -0.55

Online budget per arrival {4.69 4.72 0.49% |4.06 -1.85% [4.04 -0.49%
Offline budget per arrival [11.26 10.56 -6.17% {8.31 -21.34% [9.03 8.65%
Online budget

per overnight stay 2.77 2.79 0.74% |2.43 -13.09% |2.31 -4.76%
Offline budget

per overnight stay 6.65 6.26 -5.94% |4.96 -20.64% [5.16 3.98%

Source: Croatian Bureau of Statistics and Zagreb Tourist Board (TZGZ) performance
reports

If we compare the online and offline advertising budgets, it is clear that the
share of online advertising in TZGZ budget makes for about 50% of offline
budget, and indicates an annual growth of 5.4% in 2015 and 6.4% in 2016. If
we are to compare the online and offline marketing budget per arrival, the as-
pect has retained similar levels from 4.72 HRK per arrival for online and 10.56
HRK per arrival for offline in 2014, to the online budget of 4.04 HRK per
arrival in 2016, while offline advertising slightly dropped to 9.03 HRK per ar-
rival budget. If one compares the budget returns on the basis of overnight stays,
the 4.72 HRK per overnight stay budget in 2014 dropped to 4.04 HRK per
overnight stay in 2016, with the offline advertising retaining about 50% larger
budget from 6.26 HRK per overnight stay in 2014 to 5.16 HRK per overnight
stay in 2016.

4. CONCLUSION

Through its various activities, the Zagreb Tourist Board has significantly
contributed to the good results of the tourist business in Croatia. Croatia had
a total of 16.4 million tourist arrivals in 2016, with a 9.9% growth compared to
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the previous year. In 2016, domestic arrivals included 1.9 million tourists, with
a 9.2% growth from the previous year, and 14.5 million tourists were foreign
arrivals, with a growth of 10% compared to the previous year. The total number
of overnight stays was 91.5 million (14.3% growth), with 10.7 million overnight
stays (38.1% growth) for domestic tourists, and 80.8 million overnight stays
(11.7% growth) for international tourists. (Croatian Bureau of Statistics, 2017)

The Croatian tourism industry have been using social media for a long while,
indicating an almost natural response to its growth by adjusting the reputation
of its destinations, consumer views, dissemination of information and positive
effects of word-of-mouth advertising to online communication. The growing
number of visits to TZGZ websites, indicating a growth of over 25% in 2016
compared to the previous year, has been the result of introducing newly de-
signed attractive and functional websites and a growing popularity of Zagreb
as a tourist destination. Other reasons for a growing number of visitors to web-
sites have been the efforts focused on tourist promotion and the larger budgets
allocated to online promotion. All the other indicators of growth, as well as the
increasing activity in social media and investments in online promotion, indi-
cate that the growth trend will continue.

When analysing the online presence of the Zagreb Tourist Board, it is dif-
ficult to assess the additional marketing effect of online promotion in the joint
advertising with partners sponsored by the Zagreb Tourist Board or foreign
bloggers visits.

When analysing the Zagreb Tourist Board’s online presence and communi-
cation, one can conclude that TZGZ has successfully used online promotion to
achieve good results in reaching a large number of internet users, which is the
objective of online communication. In the structure of marketing budgets in the
tourist industry, online marketing would continue a strong growth compared to
the classic offline communication. Due to the impact of online communication,
social media activity and mobile phone activity would continue to grow, with
online and mobile marketing becoming increasingly important as marketing

tools for the Zagreb Tourist Board.
This may be supported by the findings of recent Google research that has

shown that 60% of destination searches are launched from mobile phones; in
the US, 40% of travel websites visits are launched from mobile devices, indicat-
ing a growth of 115% increase in engaging the visitor in research of destination
and travel planning suggestions. (Google, 2016)
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The Zagreb Tourist Board’s as well as other DMO'’s biggest challenge with
regard to the management of social media is return on investment and measur-
ing its success. Besides the financial input allocated to promotion, skilled man-
power and metrics focusing mainly on quantity (e.g. mere number of fans or
likes), an important non-financial indicator for measuring the success in social
media has become engagement. Therefore, future research might take this topic

into consideration.
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Abstract

Computers have seriously entered the business sphere back in the seventies of
the last century. First of all, they were used to eliminate manual administrative
work associated with accounting and finance. The eighties were marked by the
personal computer which massively entered the business sphere and because of
the friendly price and multimedia features, it decentralized and reorganized
data processing. The usage of computers in the eighties has spread from ac-
counting and finance sphere to every part of the business. Computers also be-
came a common part of the production preparation and production realization
through numerically controlled machines. Capabilities as much as the possibili-
ties of computer usage in business have significantly grown in the moment of
democratization of the global computer network Internet, which has allowed
direct interaction between the market and business. The result of these processes

is the emergence and evolution of concepts such as electronic commerce, elec-
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tronic business, electronic marketing, customer relationship management and
the like. But as the computer power increased, along with price decreases and
computer size reduction, the more machines started to use computers for their
specialized and general purposes. Today computers are used to control and
manage almost all devices, from complex intelligent systems used for transport,
to home appliances such as TV sets, oven and refrigemtors. Since computers
are so omnipresent in all spheres of life, there is a possibility to use them for
improvement of customer relationship management as well as business process
automation associated with satisfying the needs of customers. Generally speak-
ing, the evolutive processes in information-communication technology enable
evolutive processes in marketing, customer relationship management, electronic
business, computer aided manufacturing, and other areas. Most significantly,
the development of information-communication technology enables the evo-
lution of customer relationship management concept into automatisation of
management of all relationships i.e. business processes of manufacturing busi-
nesses. It is necessary to prepare for these changes and build models to ensure
management of the business of the future which will automatize processes with
the help of intelligent consumer touchpoints that are created with the intelligent

consumer electronics,

Keywords: Consumer Electronics, Internet of Things, information-communi-

cation technology, relationship marketing, Customer Relationship management

JEL Classification: M3, M31

1. INTRODUCTION

Marketing is today seen as a business philosophy created in the middle of
last century as a response to market changes between supply and demand. Asa
result of intensive technology evolution in the Second World War, the techno-
logical jump which occurred afterwards paved the way for production capacity
that was higher than real needs of the population of that time. In the superior
conditions of product demand over product supply, the product concept was
powerless. The product concept dominated in the period where it was a problem
to produce and not a problem to sell products. It is the period of the shortage of
goods on the market with the producer dominating the market. As supply and
demand equated i.e. as the competitiveness among manufacturers rose, trying to
sell the products became a problem. Producers tried to solve this by engaging in

price wars i.e. by achieving economy of scale, but when it was no longer possible
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to solve market problems with changes in production, the next solution was to
improve selling. Focusing on selling efforts led to the selling concept. From the
best manufacturing options the focus was then moved to the best methods of
persuading customers to buy products. The customers were not accustomed
to having a superior position on the market so they reacted positively on the
persuasive selling efforts from the sales specialists. As the customers” awareness
evolved and with recognition of their superior market position, things changed
and product sale became a more complicated, demanding and cost ineffective
process. An alternative to pushing the products to customers was searched in
the middle of last century. Starting from the real assumption that people are
using products they need, the economics offered an alternative to product con-
cept and selling concept. The alternative was called marketing. The main idea in
marketing is to change producers’ focus from buyer to consumer, i.e. to change
from “pushing” products to “pulling” products. Although buyer and consumer
are the same person, the buyer is the person involved in the sales relationship,
and the person actually consuming the product is consumer. By the principles
of the selling concept, the buyer is persuaded to buy the product without know-
ing his real needs. The buyer who buys the product he finds unnecessary will
fast become aware and act carefully in buying regardless of his need for the
product. The negative attitude towards sale in such conditions becomes general
within the buyer, so with time it becomes almost impossible to convince him to
purchase a product. On the other side, if the offered product is something the
buyer actually needs, it is significantly easier to sell. That is why marketing if fo-
cused on the consumer and his needs. Marketing process includes market selec-
tion and market segmentation, customer needs research, and on the basis of the
gathered information through marketing plan and programme, the definition of
product features, price, product distribution and promotion according to con-
sumer needs. In addition to this, marketing process also implies control of the
implemented marketing plans and programmes. At the time when marketing
was created, general knowledge and information awareness were at a relatively
low level. As the amount of information and knowledge level increased, people’s
awareness evolved. Generally speaking, standard of living has been continuous-
ly growing from that time and people are increasingly striving for individualiza-
tion and self-affirmation. Marketing continuously follows society trends and
from the middle of last century until today it has evolved from mass marketing,
over segmentation marketing and niche marketing, to the current relationship

marketing. The last mentioned, relationship marketing, has not only atomized
g g 4
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marketing because it includes establishing a personal relationship with every
individual customer, but it also means continuous and not discontinuous re-
lationship with the customer through permanent communication process. In
such conditions the customer is a known individual with whom the communi-
cation is held on the personal level. Market research and marketing control in
the form of customer satisfaction examination i.e. helping customer in presale,
sale and post-sale activities, are turning into a continuous process. Marketing
theory assumes that manufacturer, i.e. supplier, and customer are in an imme-
diate constant contact in the touch point, enabled by classic communication

systems and also with information-communication technology.

It is clear that thanks to information-communication technology the way
of life has significantly changed. The influence of using smart devices in recent
years has been especially meaningful for everyday lifestyle. By adding computer
as a control unit to a variety of devices people use, smart devices are created
which are useful to people in ways different than before. As an example, smart-
phone allows not only communication, but also data interchange, photography,
video recording, taking location (space positioning) etc. Important changes in
people’s lifestyle will be caused by adding artificial intelligence to devices that
are used daily like consumer electronics devices. If the possibility to connect the
devices on the global information network Internet is added, then the consumer
electronics devices are becoming a part of the Internet of Things. Not only that
the devices are becoming almost independent of direct and permanent human
control intervention, they are also becoming capable for self-coordination and
self-control of their own work through their interaction. The interaction of dif-
ferent devices aimed to make people’s lives easier and to continue to increase life
standard will consequently cause evolution of control interaction H2M (human
to machine) into control interaction M2M (machine to machine). On the side
of relationship marketing this kind of concept will demand new transforma-
tions and adjustments, and it will also enable consistent implementation of re-
lationship marketing. To be specific, relationship marketing today with the ap-
plicative form of customer relationship marketing (CRM), often doesn't track
costumer behaviour, but it tracks buyers, assuming that buyers’ behaviour is
the same as customers. An example of this is the use of loyalty systems to track
people in shopping and equating their shopping habits with their consump-
tion habits. With immediate tracking of customer behaviour, from their usage
of digital products to their habits in using single physical products, and with
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sales process automation, there will be better insight into consumer behaviour.
For example, television which can track what viewers watch, or tracking which
content a person is interested on the Internet, or information from customers’
refrigerators about food products consumption, could enable a higher quality in
meeting the needs of consumers and along with that, better implementation of
marketing philosophy. In accordance with the above, it is necessary to examine
how producers could use the potential of new intelligent consumer electronics
in the function of meeting the needs of customers, i.e. how to transform mar-
keting in the function of exploring the potential of new intelligent consumer
electronics. Moreover, it is important to reply to the question whether customer
relationship marketing in terms of intelligent consumer electronics will enable
complete business process automation, that is, automatic management of all
value chain elements through XRM concept.

2. RESEARCH METHODOLOGY

Evolutive processes in technology and society are so intensive that science
needs to immediately find the right answers and describe phenomena in the
sphere of business, as well as in the sphere of everyday life of people. Informa-
tion-communication technology has entered in almost every sphere of human
society. It is difficult to find a device which is not using information-communi-
cation technology today. Thanks to artificial intelligence and possibilities of dig-
ital connecting, information-communication technology has made smart ma-
chines from everyday objects, such as consumer electronics devices, which are
intelligent and very much autonomous in their work. With the help of global
connectivity provided by the Internet, smart consumer electronics has become
a part of the Internet of Things concept. Lifestyle changes that come with the
application of smart machines concept, where machines are communicating and
working interactively (M2M concept), cause changes in the system of meeting
peoples' needs. In this regard, relationship marketing must find appropriate so-
lutions in terms of monitoring the needs of customers on one side, and in terms
of business process automation through XRM concept on the other side. Based

on the above arguments, the following hypothesis can be proposed:

Contemporary smart consumer electronics will enable marketing to over-
view individual customers needs with more quality and to achieve business pro-

cess automation.
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The research goals are the following:

1. Explore and outline what is consumer electronics and how it transforms

in smart consumer electronics i. e. Internet of Things concept.

2. Outline the possibilities of using the potentials of smart consumer elec-
tronics for relationship marketing needs i.e. tracking consumer behaviour.

3. Outline how relationship marketing in terms of automated processes on
the side of customer behaviour can influence business process automa-
tion, i.e. XRM concept application.

Opverall, the following scientific methods have been used in this research: de-
ductive method, historical method, analytical method, generalization method,
specialization method, combination method, causal forecasting method, anal-
ogy method, descriptive modelling method, along with some other methods.

Written and digital secondary data sources are used for research purposes.

3. RESEARCH RESULTS

Modern society is changing very intensively thanks to evolving technology
processes which have been happening in the last sixty years. That is the time
when electronics is becoming one of the key factors of social development. Elec-
tronics is the foundation of information-communication technology which in
the 1990s created a new era, colloquially called information era or knowledge
era. Concerning the technology influence on social development the following
arguments could be outlined: “Business success in a time of technological trans-
formation demands innovation. Since the Industrial Revolution, there have
been at least six waves of innovation, which shifted the technologies that under-
pinned economic prosperity. In the late 1700s textiles, iron mongering, water-
power and mechanization enabled modern commerce to develop. The second
wave saw the introduction of steam power, trains and steel. In the 1900s, elec-
tricity, chemicals and cars began to dominate. By the middle of the century it
was petrochemicals, and the space race, along with electronics. The most recent
wave of innovation has been the introduction of computers, also known as the

digital or information age.
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Figure 1. Six technology waves of industrial and post-industrial era
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As the industrial revolution plays out and economies move beyond iPods,
older industries will suffer dislocations, unless they join the increasing number
of companies implementing the array of sustainable technologies that will make
up the next wave of innovation” (Climate Protection Manual, 2006). The above
argument is illustrated in Figure 1. The term electronic could be explained as
follows:,Device or technology associated with or employing low voltage current
and solid state integrated circuits or components, usually for transmission and/
or processing of analog or digital data” (Business Dictionary, n.d.). In addition
to industrial applications, electronic devices have an extremely important role in
everyday life of people. It is almost unimaginable today to see a residential build-
ing in modern Western world without a variety of electronic devices which help
people in everyday life, but also enrich human life with culture and entertain-
ment. These kinds of devices are jointly called customer electronics. According
to one definition, consumer electronics are“a wide-ranging field of electronics for
the general user that includes devices such as TVs, VCRs, radios, walkie-talkies,
hi-fi stereo, home theater, handheld and software-based games, smartphones,
tablets, smartwatches and Internet-connected appliances. The implication was
that people purchase consumer electronics for casual use and entertainment

rather than professional use. However, each year, consumer devices become as
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sophisticated as yesteryear’s professional gear. In addition, smartphones, tablets
and smartwatches fit into both consumer and business categories” (PC Ency-
clopedia - consumer-electronics, n.d.). Very similar, almost identical definitions
of consumer electronics could be found in other sources. As an example, one of
the definitions outlines the following: “Consumer electronics (CE) refers to any
electronic devices designed to be purchased and used by end users or consum-
ers for daily and non-commercial/professional purposes. Consumer electronics
are among the most commonly used form of electronic, computing and com-
munication device” (Technopedia - ce, n.d.). In some definitions the electronic
dimension in consumer electronics is emphasized: “Consumer electronics refers
to any device containing an electronic circuit board that is intended for everyday
use by individuals. This encompasses a massive category of electronics that in-
cludes televisions, cameras, digital cameras, PDAs, calculators, VCRs, DVDs,
clocks, audio devices, headphones, tablets, smartphones and many other home
products” (Webopedia, n.d.). A common denominator could be noticed from
the previous definitions for customer electronics which refers to electronic de-

vices for personal and/or home usage.

If a more detailed idea about customer electronics is observed, then the fol-
lowing could be stated: “Consumer electronics includes a broad set of electronic
devices that provide one or more functionalities in a home or for a particular
individual. The term initially referred to electronic devices that were installed
or used specifically inside a home/house. However, they also now incorporate
mobile and computing devices, which can easily be carried by an individual out-
side the home, such as a cell phone or a tablet PC” (Technopedia - ce, n.d.).
The devices outlined below are usually considered to be consumer electronics

devices: (Technopedia - ce, n.d.)
* TVs
* DVD players
* Refrigerators
* Washing machines
¢ Computers
* Laptops
* Tablets.

The use of semiconductor elements in products used in everyday life, as well

as strong evolutionary processes in electronics and other technologies used by
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consumer electronics, have influenced the lifestyle changes of modern man.
Special impact in this regard is information-communication technology evolu-
tion, which redefines consumer electronics possibilities, and along with that, the
functioning of modern society. The fundamental trends in consumer electronics
development are the following: (Encyclopedia, n.d.)

* Miniaturization

The modern consumer takes for granted the portability of electronics devic-
es such as Walk-mans, cellular telephones, pagers, and portable DVD players.
Such portability of electronic devices has not always been the case. Early models
of the radio, television, and computer were not considered portable. The proces-
sor of ENIAC, the first computer that was ever produced, included eighteen
thousand vacuum tubes. As a result, ENIAC filled an entire room and gener-
ated a great amount of heat. Contemporary computers use semiconductor chips
that are microscopic when compared to ENIAC's “brain.” The widespread use
of chips and transistors has allowed designers to create personal communica-

tion devices that are highly portable.

Cellular telephones, Palm Pilots, and laptop computers are among the items
that have decreased in size while providing more options than ever before. This
trend will continue as designers have unveiled prototype MP3 players that can
be placed in a device the size of a wristwatch and in other wearable computer
devices. Consumer electronics firms will continue to make “smarter” portable
devices by packing miniature chips into devices that may include smart pagers

and language translation devices.

* Digitization

The gravitation of communications-related software and hardware away
from analog and toward digital will continue to drive the consumer electronics
industry. The recordable DVD and hard drive-based personal recorders such as
TiVo and Replay are poised to replace the analog VCR, just as the CD basically
replaced the vinyl record album. The broadcast industry is also undergoing a
major transition from an analog-transmitted medium to a more dynamic digital
medium. The conversion to high-definition television (HDTV) and digital au-

dio broadcasting will hasten the demise of analog television sets and traditional

AM/FM radios.
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The conversion of entertainment and communications to digital ones and
zeroes has made software more portable and easily transmitted. The MP3 has
allowed music fans to download music with ease and to send music as e-mail at-
tachments. Video-streaming concepts will be the next stage of development as
people will be able to exchange home videos and video clips in the same manner
as MP3s are exchanged. Digitization and the widespread sharing of digital files
over cellular, satellite, and telephone lines does raise significant concerns about
piracy of copyrighted material and issues that are related to the privacy of the
individual who is receiving and sending digitized communication. However, the
great advances that are offered by digital communication will continue without
interruption as new generations of improved digital camcorders, personal com-

puting devices, and still-frame cameras are introduced to the marketplace.

* Convergence

Probably the most important trend for consumer electronics is that of
convergence. The computer, the telephone, and broadcasting were always con-
sidered distinct from each other. The consumer electronics industry has long
realized that devices that are useful to consumers could be created by combin-
ing the power of telecommunications with the power of computing. The rise
of modems to provide Internet service on personal computers, cell telephones
that provide e-mail and online services, and televisions that allow for Internet
connectivity demonstrate the notion of convergence. The merger announced
by AOL and Time Warner in 2000 lends further support to the fact that the
boundaries within the various communication-related industries have been
obliterated.

All technologies that were once considered “wired” are converging toward
wireless delivery modes. Both telecommunication and Internet devices have be-
come less dependent on traditional telephone lines. Cellular telephone systems
use a series of radio transmitters to provide interconnectivity. The next wave
of convergent devices may use the same type of system to provide increased
interconnection. The most promising of the wireless standards is known as
the “Bluetooth” standard. Bluetooth would allow for the wireless networking
of television, home theater, and Internet equipment. Furthermore, Bluetooth
could provide a wireless interconnection between MP3 players, Palm Pilots,
pagers, and cell telephones. This would allow for the wireless transfer of enter-

tainment and information between devices, thereby eliminating the wire con-
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nection. The ease of interoperability between electronic devices suggests a dy-

namic and convergent future for a new breed of consumer products.

Initially it was digitization, and today it is convergence that has an increas-
ing impact on the functioning of modern man. Connecting consumer electron-
ics to global information-communication technology infrastructure called the
Internet is especially important in terms of evolutive processes. This kind of
connection resulted in the term the Internet of Things. With regard to this term
the following can be said: “The Internet of Things (IoT) is generally thought
of as connecting things to the Internet and using that connection to provide
some kind of useful remote monitoring or control of those things. This defi-
nition of IoT is limited, and references only part of the IoT evolution. It is
basically a rebranding of the existing Machine to Machine (M2M) market of
today. IoT in its culmination — where we live in the data is defined as: The IoT
creates an intelligent, invisible network fabric that can be sensed, controlled and
programmed. IoT-enabled products employ embedded technology that allows
them to communicate, directly or indirectly, with each other or the Internet. In
the 1990s, Internet connectivity began to proliferate in enterprise and consum-
er markets, but was still limited in its use because of the low performance of the
network interconnect. In the 2000s Internet connectivity became the norm for
many applications and today is expected as part of many enterprise, industrial
and consumer products to provide access to information. However, these devic-
es are still primarily things on the Internet that require more human interaction
and monitoring through apps and interfaces. The true promise of the IoT is just
starting to be realized — when invisible technology operates behind the scenes
dynamically responding to how we want “things” to act. To date, the world has
deployed about 5 billion “smart” connected things. Predictions say there will be
50 billion connected devices by 2020 and in our lifetime we will experience life
with a trillion-node network. Those are really big numbers. How things are fun-
damentally deployed today is a barrier to realizing those numbers. The industry
will only achieve the reality of 50 billion connected devices by simplifying how

things connect and communicate today” (Chase, 2013).

For the modern consumer electronics connectivity on the Internet, and their
new functionalities for users, it is necessary to equip these devices with appro-
priate computer equipment. It is the minimization of computer hardware that
enabled the development of the Internet of Things concept. Figure 2 shows a

micro-computer which is today used in consumer electronics.
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Figure 2 Micro-computer

Source: http://www.robotshop.com/eu/en/raspberry-pi-3-computer-board.html (19-3-2017)

Apart from micro-computers, and in the future nano-computers, Radio-
Frequency Identification will have a significant role for the realization of the
Internet of Things concept. “Radio-Frequency Identification (RFID) is the use
of radio waves to read and capture information stored on a tag attached to an
object. A tag can be read from up to several feet away and does not need to be
within direct line-of-sight of the reader to be tracked” (EPC RFID Info, n.d.).
RFID has a key role in physical products tagging. Figure 3 shows a conceptual
model of an RFID system. Concerning the Internet of Things and RFID sys-
tems evolution Lynch argues: “We all know our world is more connected than
ever, as is evidenced by the millions of smart phones cradled in the hands of
people all over the word. But beyond this, there is a vast world of connected de-
vices that is projected to far exceed smart phones. From toll booths and parking
spots to refrigerators and thermostats, many places and common place ‘things’
can and will be connected. This is what the Internet of Things is all about. The
Internet of Things has stealthily crept its way into our everyday lives, promising
to create ease and efficiency in everything we do. In the years since the term
“Internet of Things” was coined at the Auto-ID Center at MIT, its definition
has evolved in some interesting ways. For example, Intel’s tagline The Internet
of Things Starts with Intelligence Inside indicates their heavy focus on embed-
ded technology. Cisco's newly formed Internet of Things business unit has a
vision to turn what were once physical products into services by enabling those
products to deliver data. Their vision is broad, taking the Internet of Things a
step further to The Internet of Everything. Just recently, SalesForce.com has
begun defining its vision of IoT as The Internet of Customers. Whatever the
Internet of Things is or will eventually become, research firm Gartner predicts
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it is growing rapidly. By the year 2020, the Internet of Things market as defined
by Gartner will grow to 26 billion units, representing an almost 30 fold in-
crease from 2009. While the Internet of Things may have expanded to include
technologies and applications well beyond its roots in RFID, we believe RFID
still plays a defining role, particularly as an embedded solution. We're seeing
this manifested in the growth of the RFID industry, with new applications of
embedded RFID increasing at a rapid pace across a variety of industries and
product categories. To help drive this growth, ThingMagic recently announced
the Mercury xPRESS Platform. The Mercury xPRESS Platform is the first of
its kind development platform that will make new application-specific RFID
product development faster, easier and less expensive. Leveraging over 10 years
of RFID technology advancements and development expertise from Thing-
Magic, we expect the Mercury xPRESS platform will revolutionize the way
that RFID readers and embedded solutions are brought to market, inevitably
strengthening RFID’s role in the Internet of Things” (Lynch ™)

Figure 3 Simplified representation of an RFID system
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Source: Katz, D., Ouellette, G., Gentile, R., Olivadoti, G.: Fast, Versatile Blackfin® Proces-
sors Handle Advanced RFID Reader Applications, AnalogDialogue, No0.9/2006, Vol. 40,
http://www.analog.com/en/analog-dialogue/articles/blackfin-processors-handle-rfid-ap-
plications.html (19-3-2017)
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Due to the evolutionary processes of how consumer electronics is used, i.e.
the changes involved by the Internet of Things modern concept, it is important
to overview the changes that new concepts are bringing, and what is their impact
on modern business. It is very important to observe the interaction of relation-
ship marketing as a business philosophy which is focused on individual custom-
ers' needs, and new smart consumer electronics which enables direct tracking of
individual consumer needs. Relationship marketing can be seen in the following
way: “Relationship marketing is a facet of customer relationship management
(CRM) that focuses on customer loyalty and long-term customer engagement
rather than shorter-term goals like customer acquisition and individual sales.
The goal of relationship marketing (or customer relationship marketing) is to
create strong, even emotional, customer connections to a brand that can lead to
ongoing business, free word-of-mouth promotion and information from cus-
tomers that can generate leads. Relationship marketing stands in contrast to the
more traditional transactional marketing approach, which focuses on increas-
ing the number of individual sales. In the transactional model, the return on
customer acquisition cost may be insufficient. A customer may be convinced to
select that brand one time, but without a strong relationship marketing strategy,
the customer may not come back to that brand in the future. While organiza-
tions combine elements of both relationship and transactional marketing, cus-
tomer relationship marketing is starting to play a more important role for many

companies” (TechTarget — relationship marketing, n.d.).

In today’s era, products can be categorized in two main groups:
* Physical products and

* Virtual (electronic/digital) products.

When it comes to virtual products, customer satisfaction tracking is under-
stood, since most of the time customer must identify himself if he wants to
buy in the virtual environment'. The consumption of the virtual product can be
tracked thanks to the systems that track customers’ behaviour. For example, a
user of some Internet content needs to identify himself, and the consumption
of certain content can be detected in different ways, from detecting the time
when the interaction occurred, to tracking the customer’s focus by following the

mouse pointer on the screen. In contrast to virtual products that appear as data

! While there are systems of payment that guarantee anonymity to the consumer, i.e. buyer, they are
quite rare in comparison to omnipresent payment by electronic forms of money.
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resources and have information by themselves, physical products are not recog-
nizable from the data-information standpoint. Radiofrequency identification
could have a big role in their identification. As explained eatlier, thanks to RFID,
every product becomes unique and recognizable, and detectors could recognize
them as such. Accordingly, consumer electronics devices, with a computer sys-
tem and a product identification system, could detect products and track con-
sumer behaviour regarding product consumption. For instance, a refrigerator
could detect products that are inside it, it could track product consumption,
and in the most automated system with machines interacted communication
(M2M) in the function of sales processes, it is possible to algorithmically refill
the product stock in the refrigerator based on parameters that show the con-
sumption of each product. Mental models show that relationship marketing,
i.e. customer relationship management, has enormous opportunities in terms
of getting to know the habits of consumers. However, in should be remembered
that the implementation of relationship marketing in research of consumer
needs system through smart consumer electronics produces a different process
of cognition in comparison with classic methods of permanent research of con-
sumer needs in touchpoint. H2H communication (human to human) in this

case is transformed into M2M (machine to machine) communication.

Accordingly, if there is a machine on one side which tracks consumer be-
haviour, it is extremely inefficient to have a human on the other side (com-
munication model H2M — human to machine), who is unable to consistently
track all the information generated by the machines due to limited process-
ing options. That is why it makes sense to develop models for automation of
control elements of the production process, based on the customers’ behaviour
information which are automatically detected by automated customer relation-
ship management system i.e. relationship marketing. Automation of business
process management based on the information from the environment in the
domain is called Anything relationship management (XRM). XRM could be
perceived in the following way: “The term XRM stands for “X Relationship
Management”. The X in this case is a variable. This is because an XRM system
does not just look after one type of relationship, for example customers, like in
a CRM system, or suppliers, like in an SRM system. Different types of relation-
ships are managed, such as employees, customers, prospective clients, suppliers
and press contacts. This means that all the relationships that a company enters
into can be managed from a central point” (TechTarget — xrm, n.d.). As for the
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origin of the term, the following can be said:“(X=Anything Relationship Man-
agement) A Microsoft brand for its Dynamics CRM system, which is used for
applications other than customers. A CRM system keeps track of people and
their relationships with other people and events. Therefore, CRM systems can
also be used for employees in human resources and other disciplines that man-
age people” (PC Encyclopedia-xrm n.d.). Figure 4 shows some elements that

could be included in relationship management.

Figure 4 X Relationship Management

Relationship Management

Source:  https://community.dynamics.com/enterprise/b/dynamicscrmenthusiast/archive/
2017/01/21/dynamics-xrm-a-whole-other-world-of-opportunity (20-3-2017)

The scheme of the model of automatic operation of the entire M2M com-
munication process based on relationship marketing, i.e. customer relationship
management between a business entity and advanced consumer electronics de-

vices is displayed in Figure 5.
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Figure 5 The principal model of automated functioning of M2M communica-

tion process for the purposes of relationship marketing on business entity level
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4. CONCLUSION

There are certain changes in the way society will work due to further evolu-
tive processes in information-communication technology, and also in smart con-
sumer electronics sphere, which is a constituent part of the Internet of Things
concept. In its essence, marketing is a business philosophy which is focused on
customer needs and uses market research to find out what the needs of custom-
ers are. Based on the collected information about customers’ needs marketing
takes management efforts in terms of defining an acceptable product for the
customer, with proper features, price and distribution options, it promotes the
product and checks customers’ satisfaction. Relationship marketing is the last
current development version of marketing which aims to retain customers by
applying the individualized approach. The main issue are the terms of business
that are created by the new era with smart consumer electronics, bound in the
Internet of Things concept where M2M system of information and knowledge
interchange is dominant. It is suitable for application of marketing, especially
relationship marketing. The research that was conducted leads to a valid conclu-
sion that not only the new era is suitable for the application of marketing, but
the terms which are formed by the new era are ideal for applying the relation-
ship marketing through the relationship marketing concept. Therefore, based
on the shown model of automated functioning of the entire M2M communica-

tion process based on relationship marketing, i.e. customer relationship man-

227

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Branimir Duki¢ » Sanja Dugandzi¢ * Stojanka Dukic: MARKETING IN THE FUNCTION OF THE NEW INTELLIGENT CONSUMER ELECTRONICS

agement between business entity and smart consumer electronics devices, it can
be concluded that modern smart consumer electronics could enable marketing
to overview individual needs of customers with more quality and to automate

business processes.

The displayed model is a principled one and requires many answers. Among
other things, there are questions of access rights, system security problems, sys-
tem scalability problems, system integrability problems, information exchange
protocols, dealing with conflict situations, and the like. Thus, the problem of
using marketing in terms of a wide existence of new consumer electronics opens
a series of questions and polygons for research where modern science will in a

very short time have to provide relevant answers.
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Abstract

Optimal brand portfolio and optimal brand architecture are related concepts.
Brand architecture is a key component of the firm’s overall marketing strat-
egy as it provides a structure to leverage strong brands in domestic and other
markets, easily assimilate acquired brands, and rationalize the firm’s branding
strategy. Brand architecture is the way a company organizes, manages, and
markets their brands and achieves optimal brand portfolio. It must be aligned
with and support business goals and strategies. Different business strategies
require different brand architectures. The two most common types are: “Brand-
ed house” architecture — employs a single (master) brand to span a series of
offerings that may operate with descriptive sub-brand names and “House of
brands” architecture — each brand is stand-alone; the sum of performance of
the independent brands is greater than it would be under a master brand. Nei-
ther type is better than the other and some companies use a mix of both. Brand




architecture furthermore is an organizing structure of the brand portfolio that
specifies brand roles and the nature of relationships between brands. This ar-
ticle introduces a powerful commercial market research brand architecture tool
used in FMCG industry, with intent to help brand architecture strategists em-
ploy insight and subtlety to sub brands, endorsed brands, and their alternatives
in a way they can “measure to manage” optimal brand portfolio by optimising

target audiences through optimal brand architecture.

Keywords: Brand awareness, Brand measurement, Brand names, Brand loy-

alty, Target groups
JEL dassification: M31, Z33

1. BRAND ARCHITECTURE AS CONCEPT

Branding has changed and developed considerably in the last century. One
of the most important aspects of branding is building the customer-brand rela-
tionship. The more precise the consumers perception of that brand relationship
is, the more it will lead to brand acceptance (Hankinson, Cowking, 1993, 3). In
order to be able to manage brands and their market potential, it is important to
understand concepts of brand architecture as a basis of brand portfolio optimi-
sation. Basically, brand architecture could be seen as a defined way for creating
and keeping a strong brand. Since brand is about perception and experience,
brand architecture can be also seen as structural plan that ensures that every-
thing fits together seamlessly. In business, brand architecture is usually used a
strategic roadmap for present and future success. Brand architecture may be
also defined as an integrated process of brand building through establishing
brand relationships among branding options in the competitive environment
(Sancez, 2004., 234). The brand architecture helps in the revival, retention or
merger of brands that have low market impact and tend to cause organisational
conflicts with the strong brands of the company. This process of brand building
categorically determines the performance of the brand and allows the brand
manager to choose the specific strategy position for the brand in the market
(Aaker, Keller, 1990., 28). Furthermore, According to Aaker and Joachimst-
haler there are four strategies and nine sub-strategies which can be described as

follows (Aaker, Joachimsthaler, 2000.,10):

- A house of brands : A house of brands strategy involves an independent

set of standalone brands, each maximising the impact on the market
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- Endorsed brands: Endorsed brands are independent but are endorsed by
another brand. The endorsement provides credibility and usually plays a
minor driver role (Aaker, Joachimsthaler, 2000.,12).

- Sub-brands: Sub-brands are brands connected to a master or parent brand
and augment or modify the associations of that master brand” (Aaker,

Joachimsthaler, 2000.,14)

- A branded house: In this strategy the master brand moves from primary
to dominant driver, and the sub-brand moves from modest driver to being
a descriptor with little or no driver role (Aaker, Joachimsthaler, 2000., 15).

Literature provides some more interesting definitions and views about
brand architecture. Brand architecture represents a structural link between the
organisation and the consumer (Strebinger, Treiblmaier, 2006., 84). In order
to understand brand architecture strategy, it is important for the categories of
brand architecture to be highlighted. At the top of the brand architecture of an
organisation usually lies the corporate brand (Aaker, 1996., 242; Hart et al,,
1998., 65). The corporate brand is defined as the corporation behind the prod-
uct or service offering (Aaker, 1996., 242). Following the corporate brand usu-
ally lies the product-line brands (Aaker, 1996., 242). Product-line brands are
usually associated with the organisation’s specific products (Aaker, 1996.,243;
Hart et al,, 1998., 164). Under the product-line brands, sub-brands are usually
found. These brands refine and distinguish between different product offerings
(Aaker, 1996.,243). Understanding of that relations and relations toward tar-
get customers a crucial for creating optimal brand portfolio since, in the brand
architecture can be also seen as a way how company organizes, manages, and
markets their brands and achieves optimal target audiences. Different business
strategies require different brand architectures. It is important to understand
which concept in FMCG industry and what kind of relations relationships be-
tween brands drives the best result from customer perspective. This article in-
troduces a powerful commercial market research brand architecture tool used
in FMCG industry, with intent to help brand architecture strategists employ
insight and subtlety to sub brands, endorsed brands, and their alternatives in a
way they can “measure to manage” optimal brand portfolio by optimising target
audiences through optimal brand architecture.
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2.  BRAND PYRAMID AS A BRAND
MEASUREMENT AND MANAGEMENT TOOL

This paper investigates understanding and perception of brand architecture
observed through brand portfolios in FMCG industry, as an example of in-
dustry with high brand equity potential and strong focus on brand portfolio
optimisation. The aim of this paper is to help in using scientific research and
measurement methods in business strategic decision making. Several com-
mercial versions for measuring brand portfolio optimisation are available and
commonly used on market for brand management (e.g., Young and Rubicam’s
BrandAsset Valuator (BAV), WPP’s Brand Z, and Research International’s
Equity Engine). This paper will be focused on Ipsos’s Brandpuls tool for brand

measurement.

2.I. BRAND Pyramip METHODOLOGY

For the purpose of this paper, backdate of 4 research waves through 2 years
(2 waves per year 2015 and 2016) were used. All of those conducted on a rep-
resentative, random sample of Croatian citizens older than 15 years, (n=2.000
per wave, in total 8.033 respondents), examining (as a part of a wider study)
FMCG brands in Croatia, as a part of a bigger syndicated commercial research
and management tool called Brandpuls, owned by IPSOS market research

agency.

Basic analysis will be done through brand pyramid, based on relationship
with customer, including conversion model from one level to another. Brand-
puls tool includes brand loyalty measurement as an important part of measure-
ment of the majority of commercial brand equity models. Analysis also includes
brand affinity and brand image as crucial criteria for brand strength.

2.1.I. Sample description

In Tablel detail socio-demography description for used sample is given.
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Table 1: Socio demography sample description

Croatia
Column % N
TOTAL 100,0 8033
Gender 100,0 8033
Male 49,8 4002
Female 50,2 4031
Age categories 100,0 8031
15-19 10,3 826
20-29 17,0 1368
30-39 20,6 1654
40-49 20,7 1663
50-59 219 1763
60-64 9,4 757
Education 100,0 8033
DK/NA 1,6 129
Primary school 22,9 1838
Secondary school 57,7 4636
College, university 17,8 1430
Employment 100,0 8033
Yes 50,9 4090
No 48,6 3907
No answer 05 37
DK/NA 0,0 0
Region 100,0 8033
Zagreb and surroundings 25,5 2046
North Croatia 18,1 1457
Eastern Croatia 16,8 1345
Lika and Banovina 8,4 672
Croatian Littoral and Istria 11,6 932
Dalmatia 19,7 1581
Marital status 100,0 8033
Married 51,4 4132
Single 30,4 2438
Divorced 5,7 457
Widower 35 281
Common law marriage 6,0 484
No answer 3,0 242
DK/NA 0,0 0
Settlement 100,0 8033
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Village 38,8 3113
Town 61,3 4920
Personal income 100,0 8033
DK/NA 59 473
Without personal income last month 19,6 1571
Up to 2000 HRK 13,2 1061
2001 - 4000 HRK 27,1 2174
4001 - 6000 HRK 20,7 1660
6001 and more 13,6 1093
Household income 100,0 8033
DK/NA 9,2 740
Without income last month 1.4 112
Up to 3000 HRK 11,3 903
3001 - 5000 HRK 15,7 1257
5001 - 7000 HRK 18,0 1449
7001 - 9000 HRK 16,6 1332
9001 - 11000 HRK 116 931
11001 and more 16,3 1309

Source: Brandpuls data, prepared by authors

2.1.2. Brand Pyramid explanation

Brandpuls tool allows brand analysis per different FMCG categories, pri-
marily food and beverages, washing and cleaning products and cosmetics. For
every category first step is to detect non category users, although, they can be
also observed in relation to brand perception. For every category, set of chosen
brands are measured through, as earlier mentioned hierarchical model, starting
with recognition of the brand (in questionnaire asked as prompted awareness),
second step measuring experience with brand, followed by brand usage. Con-
sideration of brand while conducting category purchase leads to primary brand
usage, where top of the model is defined with loyal users. Conversion model
per every pyramid step can be analysed as well. Furthermore, that combination
of variables allows brand loyalty segmentation. Important variable that can be
combined with brand pyramid is average satisfaction.
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3.  BRAND PORTFOLIO OPTIMISATION
MEASUREMENT

For the purpose of this analysis, FMCG producer from Croatia was chosen,
who is nationally available in retail, doing business in several different catego-
ries with different brands, which makes this producer good example. Not all
categories and all brand from Producers portfolio was being analysed. Chosen
categories for the purpose of this analysis were non-food categories: first one
is laundry detergents and the second one is household cleaning products where
producer has different brand architecture strategies.

3.I. BRAND ARCHITECTURE TYPE IN LAUNDRY DETERGENTS
CATEGORY

Chosen producer can be observed as primarily using “House of brands”
architecture model within Laundry Detergents Category, where each brand
stands alone with the idea that the sum of performance of the independent
brands is greater than it would be under a master brand. Every brand within
brand portfolio has specific brand role, but the nature of relationships between
brands was never examined and opens a new potential within future long term
strategy brand portfolio optimisation. For the purpose of this study, strength,
position and target groups description for 5 brands with different names out of

the same producer within the same category are chosen for the analysis.

3.1.1. Laundry Detergents Category Brands Analysis

Brandpuls tool for the given category tracks and measures 24 brands where
5 of them are brands from chosen producer. Since having different names, there
is no possibility for awareness transfer from one brand to another. When ob-

serving awareness based on brand name, observed producer is ranked on posi-

tions 2,7, 8,12 and 17 (graph 1).
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Graph 1: Brand Recognition/ Awareness based on name
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Source: Brandpuls data, prepared by authors

It can be seen that potential of the strongest brand within the family (Brand
1 with 91% of awareness) when observed only through brand name could de-
liver some value for 20% (Brand 2 or 3 with 70-72% of awareness) to 40%
(Brand 5 with 54% of brand awareness) of market who are aware of one but not
all brands. But this should be put in contexts of brand pyramid where interrela-
tion between brand levels can be observed (graph 2).

Graph 2: Brand pyramids of the same producer within the same category
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Source: Brandpuls data, prepared by authors

It can be concluded that there is a really strong brand within this family
(Brand 1), with good conversion rates through pyramid, being one of the two
leaders within the category. Four other brands are showing potential to grow
on several levels: firstly conversion rate from recognition to experience can be
improved, which argues that the same brand name (as a strongest brand within
the family) would not need to create the push on that first level, but question
for further research arises: could it help in transferring “confidence” and make
customers “try” the brand.

237

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Dajana Mrcela * Martina Mikrut « Marija Ham: BRAND ARCHITECTURE IN ACHIEVING THE OPTIMAL BRAND PORTFOLIO

Brand 2 and Brand 3within the family should be focused not only on mak-
ing customers to experience the brand, but to think why those who tried are not
using it more regularly. This is primarily the problem within the pyramid of
Brand 4, which could indicate some issue related to distribution or even qual-
ity/price ratio. If so, it can be concluded that when observing interrelations
within brand portfolio through brand architecture, strong brands should be
kept safe from negative impact of lower quality products. Strategy of observed
producer showed that House of brands strategy helped in optimising targets
primary toward criteria of price sensitivity, where Brand 4 and Brand % are
targeting particular price sensitive customers. Since one of the main tasks of
brand is to help building loyalty it is interesting to see that only strongest brand
managed to create loyalty with around 7% of customers (graph 3.) Those non
available customers are loyal to some other brand. Here it is very important to
emphasise that share of loyal users can be observed within category users only
(there is 31% of respondents who are not personally involved or using Laundry

Detergents category).

Graph 3: Brand loyalty of the same producer within the same category
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Source: Brandpuls data, prepared by authors

Brand analysis per loyalty segmentation furthermore shows that every brand
within the family have users who are here, but non loyal, and those who are
available which means that there is potential to grow in loyalty for every of them
from 22% for Brand 2 to 10% for Brand 5. Since it is argued that optimisation
of brands is based on optimisation relationship with customers, it is important
to analyse target groups of every brand within the family. This paper is focused
on basic demographic variables (graph 4., graph 5.) as a first stage of target

group's detection.
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Graph 4: Demographic target groups — gender per brand
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Although females are main shoppers and users within Laundry Detergents
category, significant difference in gender structure can be seen within brand
family. The “weakest” brand when observed through brand pyramid is actually
the most functional one with lowest price within category. And it is significantly

more perceived and used by men when compared with other brand in category.

When observed how brand perception and usage is distributed over ages
groups, differences are not that visible, although stronger brands are more per-
ceived and used by customers under 50 years, and Brand 5, the most functional

price sensitive brand is more perceived and used by customers over 50 years.

Graph 5: Demographic target groups — age per brand
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Source: Brandpuls data, prepared by authors

Several more demographic criteria have been checked such as settlement

type and education level, but those did not show any statistical differences.
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3.2. BRAND ARCHITECTURE TypPE IN HousenoLp CLEANING
PropbucTs

Second category which was used as “control” category of the same producer
is Household cleaning products category. Chosen producer can be observed as one
using mixed models within this category (on contrary to first example), having
different brands, where some of them stand alone, but there is a sub-group of
“Branded House” example, where one brand is mastering several product cate-
gories within category. Out of that branded house family which is used as an ex-
ample, Brandpuls as a tool is only tracking the master brand, without awareness
about concrete product brand within the category. That is why analyses will be
focused on positioning the chosen brand within other brands in category.

3.2.1. Household cleaning products Category Brands Analysis

Brandpuls tool for the given category tracks and measures 20 brands where
one brand of observed producer is stretched within 6 sub categories (meaning
different products) under one brand, and one name. When observing awareness
based on brand name, observed producer is ranked on first positions (graph 6.)
where 90% of market heard about the brand, followed by producer with the

same brand strategy.

Graph 6: Brand Recognition/Awareness based on name
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Source: Brandpuls data, prepared by authors

When analysing brand pyramids, it can be concluded that our observed
brand although first in awareness is second in total brand strength, although
very close to category leader, although all top 4 brands are solid. Only 5% brand

in top5 show s weakness on almost all conversion rates.
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Graph 7: Brand pyramids of the same producer within the same category
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Loyalty segmentation analysis shows that this master brand strategy was
chosen good for this category of products, since the loyalty segmentation struc-

ture is mirroring leader within category (graph 8.) with potential to grow of

44% .

Graph 8: Brand loyalty of the same producer within the same category
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Source: Brandpuls data, prepared by authors
Target groups analysis based on demographic variables (graph 9., graph 10.)

as a first stage of target group’s detection. Shows that gender distribution is
almost similar through brands, no difference can be detected. And it correlates

with structure of total category.

Graph 9: Demographic target groups — gender per brand
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There is no significant difference when observing age structure as well, mean-

ing that brand preference is not driven by demographic criteria but some other.

Graph 10: Demographic target groups — age per brand
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Since Brandpuls tool collects data on psychographic variables and attitudes
as well, future analysis should focus on deeper brand target group's description,
as a basis of further discussion on optimising brand architecture through brand

portfolio reaching maximum target audience.

4., ACHIEVING THE OPTIMAL BRAND
PORTFOLIO

This article introduces a powerful commercial market research brand archi-
tecture tool used in FMCG industry, with intent to help brand architecture
strategists in possibility to “measure in order to manage” optimal brand portfo-
lio, by understanding and optimising target audiences through optimal brand
architecture. Analysis of one producer in FMCG industry confirmed that dif-
ferent business strategies, even within one company (but different categories),
requires different brand architectures. The two most common types House of
Brands, and internal group of Branded house architecture showed that brand
can be successful on both ways and that even when one seems to be unsuccess-
ful (Brand 5 in Laundry Detergents Category), if has specific role and task to
deliver value to specific target, without harming strongest brand of the same

producer with completely different brand positioning, it should be valued dif-
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ferently. It confirms that organizing structure of the brand portfolio is success-
ful if specifies brand has specific roles within the brand portfolio. For furthure
discussion detailed analysis or reached target audience is recommended.
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Abstract

System Dynamic Simulating Modeling is one of the most appropriate and
successful scientific dynamics modeling methods of the complex, non - linear,
natural, technical and organizational systems. The methodology of this method
showed its efficiency in practice as very suitable means for solving the problems
of management, of behavior, of sensibility, of flexibility of bebavior dynamics

of very complex systems.

System Dynamics simulation models of organizational business system of man-
agement of material and informational flows in productive company will be
presented in this paper. Organizational business-production system is simu-

lated and realized by PowerSim simulation program.

Due to complexity and extensiveness of business management of organization-
al business process, or production-distribution system global simulation models
of companies are presented on the modular way which are common structural
characteristic in every productive business organization. These sub system are

modeled according to its specific quality.




Keywords: System Dynamics, Modeling, Heuristics optimization, Simula-

tion, Business System

JEL Classification: L1, L11

1. INTRODUCTION

For one productive organization which is made up of series of cause-conse-
quence dependent sub systems, i.e. modules, which represents division based
on functionality, can be told that this is complex process with large numbers of
feedback loops, which are necessary to take into consideration. This interdepen-
dence sometimes effects very strongly on the final result of behavior dynamics
of organizational business system. The result of dynamics behavior of business-
production process can be manifested with fluctuation of relevant business vari-
ables, such as speed of supplying raw materials, speed of arriving the raw mate-
rials, speed of finishing the final products, state of unfinished production, state
of finished goods - inventory, speed of shipment, state of productive capacities),
state of: credits, debt, cash-flow, gross income, net income, speed of investment

new capacities police, etc.

Previously it was mentioned that business production process, i.e. produc-
tion organization business production system, is made up of seven sub system
(sub-models), which have direct or indirect flows influence on some or even
all listed indicators i.e. production relevant variables. Meaning, it is necessary
to have a priori knowledge of this business-production process in order to de-
fine relationship between these indicator-variables and between every single
module, Furthermore, it is possible to detect ineffective parts of such business
organization system by necessary knowledge of this business-production pro-
cesses and continuous modeling with System Dynamics. Further, with simu-
lation of dynamics processes of production organization different behavior of
this organization can be predicted, as response to different stimulus, i.e. test
functions. For stimulus (known test functions), i.e. inputs in such processes in
consequence consideration can be taken: changes in the markets, such as in-
crease or decrease in credits for sale products or debit of this organization,
introduction of new production equipment, change of supplier of components
or materials, etc. Subjecting the production organization to different scenarios
which are stipulated with changes in the market production organization can
become more flexible, adaptive and robust. In this paper SD-continuous model
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of such production organization will be presented, and also a possibility of ap-
plication System Dynamics methodology for simulation of this kind of busi-

ness-production systems.
The business production traffic organization consists of seven following
subsystems:
1. Production subsystem;
. Demand subsystem;
. Debits subsystem;
. Subsystem of productive capacities;
. Subsystem of money on transfer account;

. Income subsystem;

N O U AW

. Subsystem of demand for organization products.

2. PRODUCTION SUBSYSTEM
2.1. MENTAL-VERBAL MODEL OF THE PRODUCTION SUBSYSTEM

The order speed of material (NM) is influenced by demand for organiza-
tion products (EXPR) which can be described as exponential average of the
demand for products in last 36hrs (see graph Demand for products in subsys-
tem of demand for organization products). With a larger exponential average
(EXPR), the orders of the material (NM) are also larger (+), consequently with
the increase of the order, the state of unfinished production will also increase
(+). Increasing the quantity of finished production (ZGR), the quantity of un-
finished production (NP) is decreasing (-). With a higher speed of product
finishing, the supply of finished products will be higher (+) with the conse-
quence of the increase of quantity of delivered products (+). When quantity of
delivered products (IR) is higher, the quantity of finished products (ZGR) in
supply is lower (-), which gives a negative (-) sign to the feedback link of FBL 1.
The quantity of delivered products (IR) will, of course, depend on demand for
products on the market (TRAZNJA). When the delay of the ordered material
occurs, it could be described with macro function DELAY3, which as argu-
ments takes a variable for which we describe the delay of the material flow of
IIT order, and as a time delay parameter KP. The structural diagram and flow

diagram are presented on Figures 1 and 2.
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2.2, STRUCTURAL MODEL OF THE PRODUCTION SUBSYSTEM

According to the described mental-verbal model it is possible to determine

the system dynamic structural model of observed subsystem.

Figure 1. SD-structural flow diagram of the production subsystem
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3. DEMAND SUBSYSTEM
3.1. MENTAL-VERBAL MODEL OF THE DEMAND SUBSYSTEM

The demand depends on the quantity of the delivered invoices (FI) meaning
the higher the quantity, the higher the state of the demand (POT) (+). The
value of the delivered invoices (FI) is influenced by the price of the product
(JCP) and the quantity of the delivered products (IR), and the larger are those
sizes the bigger is the value of the delivered invoices (+). When delivering
invoices, a material delay of the III order occurs, and can be described by
macro function DELAY3. The bigger the delay is, the quicker is the speed of
charging the demand (SPOT) on the behalf of production organizations (+).
The quicker the speed of charging the demand (SPOT) means reduction of
the state of demand (POT), i.e. the negative sign (-). Figures 3. and 4. present

structural diagrams and flow diagram of demand subsystem.
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342, STRUCTURAL MODEL OF THE DEMAND SUBSYSTEM

According to the described mental-verbal model it is possible to determine

the system dynamic structural model of observed subsystem.

Figure 2. Structural diagram of demand subsystem
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4, DEBIT SUBSYSTEM
4.I1. MENTAL-VERBAL MODEL OF THE DEBIT SUBSYSTEM

The debit of production organization (DUG) depends on the speed of
invoice arrival (PRF) and also the speed of payment of the debits to the supplier
(SDUG). The quicker the invoice arrival is, the state of debit is also higher (+).
The quicker the payment of the debits to the supplier is, the state of debit is
lower (-). There is a material delay between invoice arrival and payment of the
debit to the suppliers and it can be described by macro function DELAY3. The
higher the delay is, the speed of the payment of the debit to the supplier reduces
(-). The speed of invoice arrival is directly influenced by production expenses
(TRP) which are: acquisition of the material for the production (NM), variable
production expenses (VIR) and fixed expenses (FTR). With the increase of
all of these expenses, the production expenses, those that directly influence the
invoice arrival (+), increase, as well. Based on such verbal model the structural

diagram and flow diagram can be shown in Figures 5. and 6.
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4.2. STRUCTURAL MODEL OF THE DEBIT SUBSYSTEM

According to the described mental-verbal model it is possible to determine

the system dynamic structural model of observed subsystem.

Figure 3. Structural diagram of debit subsystem
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5. PRODUCTION CAPACITY SUBSYTEM

5.I. MENTAL-VERBAL MODEL OF THE PrRopuUcCTION CAPACITY
SUBSYSTEM

Desired production capacity will depend on exponential average of demand
(EXPR) and singular value of production capacities (JVPK), and that size can
be mathematically determined by product of multiplication of last two. The
higher exponential average of demand and singular capacity value means the
increase of the states of desired capacities (+). Discrepancy (RZKIS, i.e. the
difference between desired capacity state ZELJK and the real capacity state
SKAP) will be higher when the desired capacity state is higher (+); increasing
the real capacity state by investing in new capacities, the discrepancy reduces,
i.e. by higher investment in new capacities, the real state of capacity increases
(+) and the discrepancy reduces (-). The acquisition of new capacities (NKAP)
will naturally depend on the state of existing, i.e. the writing off of the expired
capacities (FOT). This link between acquisition of the new and the expiration
of the existing can be modulated by macro function DELAY3.
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5.2, STRUCTURAL MODEL OF THE PRODUCTION CAPACITY SUBSYSTEM

According to the described mental-verbal model it is possible to determine

the system dynamic structural model of observed subsystem.

Figure 4. Structural diagram of the production capacity subsystems
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6. MONEY ON TRANSFER ACCOUNT SUBSYSTEM

6.I. MENTAL-VERBAL MODEL OF THE MONEY ON TRANSFER ACCOUNT
SUBSYSTEM

The amount of money on transfer account (NNZR) depends on deposits
of money on transfer account (UNZR) and on payment from transfer account
(ISZR). Payments from transfer account depend on debits state (SDUG) and
the acquisition of new capacities (NKAP), i.e. the bigger the debit and the ac-
quisition of the capacities are, the payment from transfer account is bigger (+),
meaning the smaller amount of money on transfer account (-). Deposits on
transfer account depend on demand state (SPOT), and the bigger the state
is, the bigger are the deposits on transfer account (+), and consequently the

amount of money on transfer account (+).
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6.2. STRUCTURAL MODEL OF THE MONEY ON TRANSFER ACCOUNT
SUBSYSTEM

According to the described mental-verbal model it is possible to determine

the system dynamic structural model of observed subsystem.

Figure 5. Structural diagram of money on transfer account subsystems
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7. INCOME SUBSYSTEM

7+1. MENTAL-VERBAL MODEL OF THE INCOME SUBSYSTEM

Income (DOHODAK) depends on incomes (UP) and expenses of the
production organizations (TROSK). The higher the total incomes are, the
higher is the income (+), and these total incomes depend on delivered invoices
(IF), i.e. more delivered invoices means higher total incomes (+). The expenses
of the production organization can be reduced on expenses of the acquisition
of new capacities (investment, NKAP) and the quantity of received invoices
(PREF). The bigger the both of these sizes are, the expenses are bigger, too (+),

and the increase of the expenses reduces the income (-).

T+2. STRUCTURAL MODEL OF THE INCOME SUBSYSTEM

According to the described mental-verbal model it is possible to determine
the system dynamic structural model of observed subsystem.
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Figure 6. Structural diagram of the income subsystem
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8. SUBSYSTEM OF DEMAND FOR
ORGANIZATION PRODUCTS

The demand for organization product has a seasonal characteristic and can

be shown by graphical preview below:
Figure 7. Demand for products
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Based on such demand that can be shown by macro function TABLE, so

called stimulated demand is modeled. The stimulated demand is a product of

factors of delay (value 3) of the product from production department to the
sales department with the demand described by upper graph.

9. SIMULATION RESULTS

In this paper, due to the space limitation, we will show several interesting
scenarios which applied to the money on transfer account, i.e. to the solvency

of the business organization considering the changes of KP= production time
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delay parameter, VKD= debit time delay parameter and KPO=demand time

delay parameter.
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It is possible to conclude that the company model is behaving in concordance
with economical regulative, and that for Scenario I (KP=VKD=KPO=3
months) dynamics of behavior of the amount of money on transfer account
(NNZR) indicates relatively sudden fall in company solvency (after 36
months NNZR <-25.000 $). Scenario I (KP=VKD=3 I KPO=0) indicates
somewhat slighter fall in company solvency (after 36 months NNZR>-15.000
$) and Scenario IIT (KP=0, VKD=6, KPO=0) indicates a constant trend of
a significantly positive solvency which oscillates and which is after 36 months

still positive.

The results are in complete concordance with the economic theory and
practice which says that if KPO=0, which means if there is no delay in payment
of demand, then the company solvency will be improved (reduced insolvency).
Scenario III is a case where there is no delay neither in production KP=0 or in
demand KPO=0, and if we increase the delay in debit payment VKD=6, then

the company solvency would be constantly positive.

10. CONCLUSION

Based on ours long term experience in the application of the dynamical
methodology of simulating and in this short presentation we provide every
expert in need with the possibility to acquire additional knowledge about
the same system in a quick scientifically based way of exploring the complex

systems. It means:

Do not simulate bebaviors dynamics of complex system using so called “black
box” approach, because practice of education and designing of complex system con-
firmed that is better to simulate using so called “white box” approach, e.g. System
dynamics Methodology Approach.
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Abstract

Croatia is recently one of the most popular tourist destinations of the Mediter-
ranean world, attracting millions of tourists each year with its crystal-clear sea.
In the end of the last century, the country, by its secession from Yugoslavia,
placed its tourism marketing activity on strategic basis, and the number of
guest arrivals began to increase leaving the war-years behind — in 2013 the
28th member state of the European Union was visited by three times more
tourists than the number of Croatian inhabitants’ was that time. Attracting
tourists is one of the main goals of country branding thus marketing activity
related to tourism could play an important role in development of the country
image as well. Present study focuses on tourism development and tourism-
related image development of Croatia and investigates the role of this touristic
feature in the country image at a date especially important for the country, in
the year of its EU-accession.

Keywords: Croatia, tourism, country image, country branding

JEL Classification: M31, L83, P48

1. INTRODUCTION

Country image is one of the most significant marketing concepts of recent
times. According to Kotler et al. (1993) country image is sum of views, beliefs
and opinions about a country. Country image can be found in professional lit-
erature dating back to the 19607, at that time primarily from the aspects of the

so called country-of-origin effect. However, the latest papers investigate country
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image as a brand value, as a result of which the process of country branding

shows up (Jenes, 2012).

Today’s tourist has a hard job when deciding where to travel. Besides the
fact that fast lifestyle and the increased wish for regeneration are simultane-
ously present in our lives, we meet excessive amount of information every day,
furthermore, we can also get informed quickly in the continuously developing
online world. Tourist destinations have to fight for the favour of the tourists in
this highly complex environment in which a strong country brand and a positive

country image can help a lot.

The country today known as Croatia appeared independently on the map in
1991 after long centuries of being part of different other states, after spending
almost three-quarters of the 20th century as a member of the Serbian-dom-
inated Yugoslavia. At the time of receiving the so desired independence, the
Yugoslavian war broke out in its territory, causing serious damages in the life
of the country in every aspect. However, one determinative treasure remained
there — the Croatian coastline.

The aim of the present study is to investigate the development of the Croa-
tian country brand by touching the listed fields of history and economy, and to
reveal the peculiarities of Croatian country image by the time of a new turning
point, the country’s accession to the European Union. Thus, the study presents
the specific case of Croatia from two aspects: it shows the development of its
tourism and country brand during the decades of being part of Yugoslavia and
the decades of independence until today, and the Croatian country image per-
ceived in the neighbouring — and since 2004 already EU-member — Hungary
by the country’s accession to the European Union as the 28th member state in

year 2013.

2. TOURISM AND THE CROATIAN COUNTRY
IMAGE

Croatia traditionally sets tourism in the focus of its economic development,
thus our picture about the country is in most of the cases connected to tourism.
Due to its favourable geographic layout, it has always been a significant com-
merce centre during its history. In the early 6th century Illyrians living here did

trading activities with ancient Greeks, the presence of Romans is proven by the
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numerous buildings and remains in the coastline area, and by the time of the
arrival of Slavic people Dubrovnik played important cultural and commercial
role. With the infrastructural development first commercial lodging facilities

were built as well, first modern hotels arose at the end of the 19th century in

Opatija, Crikvenica and Dubrovnik (Hitrec, 2002).

Country can be divided into two parts from geographical aspect related to
the sea (continental and maritime), while regarding its relief three parts can
be differentiated (maritime, highland and Pannonian territories). People live
from other resources on the seaside, in the mountains and in Pannonian basin
thus the picture of the settlements differs as well — the characteristic buildings,
gastronomy, style of living and the economic activity. The population also alters,
migration is concentrated primarily in the seaside territories and the capital city
(Reményi, 2006) and so do the tourists (DZS, 2015) despite that the Panno-
nian parts of the counties are different but not possess less significant touristic
values at all (Gerdesics, 2013, 2014). In the year Croatia joined the European
Union, the number of tourists visiting the country was three times higher than
the population, 6.5% of the residents worked in tourism and 16.7% of the GDP
was produced by the touristic sector (DZS, 2015).

2.I. THE PECULIARITIES OF THE CROATIAN TOURISM

Meler and Ruzié (1999) investigated the lifecycle of Croatian tourism be-
tween 1960 and 1990 in their work in which they came to the conclusion that
it began to be more and more popular among the group of tourists since the
1960’s, it showed continuous development until the 1980’s in the middle of
which it stagnated. The reasons for this type of cycle are manyfold, but prob-
ably the most significant one is the inequality of the demand requirements and
the quality of the supply. That time the discovery of the Croatian coasts by
the tourists was not a result of a conscious strategy, the increased number of
lodging facilities did not go hand in hand with quality improvement and there
was no planned positioning activity behind it either. They believe that Croatian
tourism would have begun to decline even without the horrible war as well, it
was rather the last warning and, at the same time, it forced the country to work

out a conscious marketing activity plan.

Jordan (2000) gets similar conclusions in his paper about the relationship
of the Croatian tourism and globalisation; he pronouncedly draws attention
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to the fact that the Yugoslavian tourism was “dead water’, the majority of the
accommodation facilities were in the proprietorship of the state, only few pri-
vate accommodation providers could work in the sector. By the time of the war
(1991-1995), the ordinary social and economic life of the country was broken
and thus the touristic development as well, great part of the accommodation
facilities became victims of the fights (Vukonié, 2005). The same is proven by
Druzi¢ (2010) as well as he claims that Croatia was a developed touristic des-
tination in the beginning of the 19707, tourism continuously developed in the
period between 1968 and 1988, and after the peak in the 1980’ it began to
decline, drastically dropped during the wartime in the beginning of the 1990’s
— and the indicators started an upward trend again after the war. Numbers in
tourist arrivals of the middle of 1980’s were reached again in year 2005 thus the
consequences of the war were present in Croatian tourism for around 20 years
(Duléi¢, 2000; Simicié, 2007). 10.6 million tourists chose Croatia as a holiday
destination in 2010 and 14.3 million in 2015 (DZS, 2015).

As it can be seen in Figure 1, the number of foreign and domestic tourists
decreased alike during the wartime period but trendlines of domestic and for-
eign guests show determinative differences after 1995; the number of domestic
ones remains low while steep increase can be observed in the number of foreign
arrivals. It is obvious that foreigners spend their time in Croatia more often
than residents do, according to these data, but there is still another reason for
the difference as before 1991 we are discussing tourism of the Croatian Social-
ist Republic being part of the Yugoslavian federation, and after that date the
tourism indicators belong to the independent Republic of Croatia. This fact in-
volves an essential methodological detail as until 1991 the category of domestic
tourist arrivals includes every citizen of Yugoslavia, while after 1992 namely the
year of the official international recognition of Croatia as an independent coun-
try, apart from Croatians, residents of the other Yugoslavian member countries,
Slovenians, Serbians, Bosnians, Macedonians and Montenegrins were enrolled

in the group of foreign guests.
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Figure 1. The Yugoslavian and Croatian tourism between 1980 and 2015
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2.2, THE CROATIAN COUNTRY BRANDING AND COUNTRY IMAGE

As before 1991 we discussed Yugoslavian tourism and after 1991 Croatian
one, the same is true for the country image — Croatia left the Yugoslavian fed-
eration and had to work out its independent country brand and image. There
was a great and complex challenge for the new leaders of the country; while the
Yugoslavian war was loudly raging on, they had to introduce their new Croatia
to the world and hopefully create a positive country image.

Country image is recently one of the most significant marketing terms. Ac-
cording to the definition of Kotler et al. (1993, pp. 141) “country image is the
set of views, beliefs and opinions about a country”. The scientific literature has
been intensively dealing with the research of this field since the 1960’s, primar-
ily focusing on the so-called country-of-origin effect, the effect of the country
a given product is made in or coming from, however, recent papers write about

the country image as brand equity as well, thus the country branding has ap-

peared (Jenes, 2010).

Though brand literature began in the early 9th century, brands truly be-
came important in the 19th century according to Papp-Viry (2007, 2009), on
the one hand because of the appearance of the mass-production coming with
the industrial revolution and, on the other hand, because that was the time by
which the mankind became able to read thus the brand name received relevance.

Cheverton (2005) highlights an outstanding speciality of brands namely that
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they expose majority of their functioning in the minds of the consumers thus
a branded product cannot be identified only by a logotype, a name or a symbol
but also by the feeling it awakes in people therefore brand image is created by
the individuals. The conscious process of branding means differentiation of our
product or service from others, which actually means that, behind branding,
there is a strong aspiration for achieving a unique competitive advantage. The
other side of this activity is the image namely the interpretation of our brand
by the consumers. Every country has an image which is not static but continu-
ously changing and changeable, it appears spontaneously or is developed under
control (Papadopoulos & Heslop, 2002) and is a multidimensional concept as
all other image types as well. We can differentiate previous, current and future,

so-called wished images (Sindor, 2003).

There had been spectacular examples for appearance of country brands al-
ready before the concepts country brand and country branding were defined in
the literature. Development of the French nation brand began its path in the
18th century as a result of a conscious strategy as well as England, Germany,
Italy or Russia did it so in their histories. Great colonial empires unravelled
after the Second World War and new nations appeared in their territories, and
the same happened later in the 1990’s with the collapse of the Soviet Union
and Yugoslavia. By this phenomenon, the successor countries vigorously began
to reveal their national consciousness, personality, cultural, linguistic, ethnical,
religious and economic affiliation (Olins, 2004). There are nearly 200 coun-
tries competing in our globalized world, and the role of country image is highly
prominent in this battle. According to Anholt (2005, 2007) — being the first
one to define country branding in 1996 — a good country brand means “soft
power” in this competition and he specifically calls it as competitive identity.

Country branding is the field of marketing where subject of branding is a
country, while the aim is the development and shaping of a positive country
image and reputation for it. Jenes (2012, 38.) says that “country branding is de-
fining a geographical unit, a country in theory and all the approaches, together
with the implication of relevant and targeted marketing implications in prac-
tice... country brand can be sum of all the symbols that serve for differentiating
a country and that create value through associations, reputation, loyalty and im-
age.” According to Papp-Viry (2009) the primary goals of nation branding are
lying in the economy; tempting tourists, investors and export opportunities but

besides these the international opinion about the country has to be improved
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as well for successful processes in international relations and Europeanisation
(Skoko, 2005). These motivations were interweaved in case of Croatia after it
became independent in 1991 — it faced the challenges of creating a new country
image after leaving Yugoslavia, reviving its economy impaired by the war and
elimination of negative stereotypes sticking on its image thanks to the warfare.

As a quick and good solution it received support from its tourism.

Tourism has been treated to be essential in the new country since the begin-
nings, the foundation, operation and financing of the Croatian National Tourist
Board were ratified in the early 1991 amended later by further laws in favour of
development of tourism and regaining its competitiveness (Vukoni¢, 2005). Al-
though the role of foreign affairs, diaspora, sport and media in connection with
communication done for shaping the country image is unquestionable, orga-
nized country image building activity appeared only through one field, tourism
marketing. GoluZa (2001) claims that tourism can be used for showing practi-
cally anything: history, culture, gastronomy or people, thus tourism seemed to
be a highly suitable way of introducing the new Croatia, not to mention its

significance as the almost only possible way of economic recovery that time.

In the case of Croatia, brand name can be treated as a new one as it had not
been used solely for long time before 1991. Brand name received a slogan; how-
ever, it has been changed several times since 1993. In their modern meaning,
we use country slogans since the 18th century, they are meant to mediate the
textual message of the country, including the unique product promise. Other-
wise, slogans were already used centuries ago but the aim at that time was not
attracting the investors, tourists or supporting the sales of products but pro-
viding information about the country’s actual political situation (Papp-Viry &
Gyémant, 2009). In 1993, in Croatia the already mentioned Goluza’s touristic
slogan won: “mala zemlja za veliki odmor” or “small country for a great holiday”.
The slogan “raj na zemlji” or “heaven on earth” originated from George Bernard
Shaw was not successful as the term “heaven” seemed to be too commonly used
to be effective in this sense. The third slogan was “Mediteran, kakav je nekad
bio” or “Mediterranean as it once was” which was created in 2005 as part of a

new marketing plan elaborated with a Spanish company (Skoko, 2005).

Apart from the brand name and the slogan, the third element of a country
brand’s identity is the visual part, the logotype. Nations use logotypes in several

forms and for several reasons. In this overall country brand usage, the most
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commonly applied symbols are connected to landscapes, natural phenomena or
abstract images, including the name of the county in the majority of cases and
sometimes even the slogan as well. Croatian logotype was designed by Boris
Ljubici¢ and has been used for more than 10 years in marketing materials in-
cluding the red-white-blue colours of the Croatian flag and symbolic referenc-
ing on the blue sea, the golden wheat fields of Slavonia and the green forests of

inner Croatia (Figure 2).

Figure 2. The Croatian logotype

E

Source: http://www.novacom.hr/korcula-velaluka/kako_do_nas.html

Based on the review above, Croatian tourism marketing and the tourism-
related country image creation seems to be active. In the followings, results of a
primary research done in Hungary will show what effects this touristic image
creation had on the country image, at the specific time of Croatia’s accession
to the European Union, and how these results prove the necessity of the new

campaign ,Full of Life”.

3. METHODOLOGY

Above was emphasised the significance of country branding and country im-
age in case of a country that during its two and a half decade long independent
history managed to raise its tourism on levels that had never been experienced
before. In 2013 an own research was carried out in Hungary, gaining its topical-
ity by the EU-accession, because of which the aim was to investigate the country
image perceived by young intellectuals being the future EU-citizens. External
country image, the so called mirror-image was studied by a survey in the neigh-
bouring Hungary so as to see the country image the Croatians enter the EU
with — as the author is involved in the Hungarian and in the Croatian society
with being citizen of both, it was obvious to study this topic by this method,
image perceived in countries other than Hungary is topic of further research.
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Investigation shown in the study was carried out in late spring of 2013 in
Hungary, few months before the EU-accession of Croatia, with the aim of pro-
viding a small slice of the welcoming of the country in the new environment.
Purpose of the research was solely to study the nature of the country image and
despite the fact that the research was not representative, it could nevertheless

show findings worth for considering because of the big sample.

The primary research was done with the tool of a questionnaire survey, col-
lecting the answers by snowball sampling - in nearly two weeks 681 valid ques-
tionnaires arrived. During the design the main aim was that the respondents
in the beginning cannot recognize the focus of the investigation since princi-
pally their overall associations were expected. According to this, in the first few
questions Croatia did not appear independently and guiding the respondents’
thoughts, like by showing the word “tourism” in the beginning, was tried to be
avoided. So the general aim of the research was revealing the image associations,
it was not oriented towards the issue of tourism, it strived to investigate what

image Hungarians associate Croatia with not Iong before the EU-accession.

The sample consists of Hungarian citizens, 59% of which are female and
41% men, with the average age of 29, 70% possessing BSc or MSc diploma,
56% working and 43% living in Baranya county, while 23.5% living in Budapest
or the county of the capital of Hungary. They were also asked how many times
they have visited Croatia so far (53.5% at least three times and 16.2% have
never) that aimed to examine the rate of building their opinion on own experi-
ence. There was a filter question about their Croatian nationality where 12.6%
of the respondents claimed having Croatian roots, thus answers of 86 Croatians

in Hungary are included in the results.

4. APPEARANCE OF TOURISM IN THE
CROATIAN COUNTRY IMAGE

Favourably a country brand is built up just like any other product brand.
For reaching recognisability usage of different image elements can support (e.g.
logotype, slogan) thus it is useful to study what colours, words, symbols people
connect to a country and knowing whether male of female character is joined
to it provides an effective basis for planning marketing tools. It is interesting to
investigate what is the first association that comes into one’s mind when hearing

the name of a country. Several things can be connected to our Southern neigh-

264




bour; the red-and-white chessboard, passionate people, Croatian gastronomy,
sea with crystal-clear water, memory of a pleasant holiday or the rifle-shots of
the war before hardly more than two decades. The same purpose has the inves-
tigation on the settlement first mentioned, in the followings we can see the find-
ings of these researches — showing the significance of tourism in the perceived

country image.

The answers of the open question (N=681) provided clear results; 89.9% of
the respondents wrote a neutral word, there were few negative (1.6%) and more
but not many positive associations (8.5%). For analysis own categories were
defined as the associations could be grouped in separate collections. Category
of sea and tourism (83.1%) is outstanding where such words appeared as sea,
tourism, the Adriatic and other associations connected to tourism and seaside
holiday — it has to be added that these words strengthen the neutral category.
Besides these words like the Balkans or the war appeared only in 1.6%, and
sport only in 1%.4.8% of the answers can be mentioned as characteristics where
patriotism was the most often one beside friendliness, ability for development,
togetherness and peace (Figure 3).

Figure 3. Associations on Croatia

tourism

Adriatics
Source: own edition

According to Skoko’s (2005) theory Hungarians should have been men-
tioned the red-white chessboard, the tie and the Dalmatian dog as Croatia’s
symbols. Nevertheless the respondents provided answers similar to the ques-
tion of associations since 30% of the symbols was connected to the seaside and
tourism. Beside this in significant proportion (18.5%) red-white chessboard
was mentioned that can be familiar from the football dresses or souvenirs but
obviously the flag (10%) and coat of arms (5%) were also present in the findings
— all in all 37.4% of the answers were traditional symbols. It is interesting that
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out of 681 Hungarian respondents only two mentioned the tie, the meant to
be original Croatian symbol, showing that story of the Croatian tie is not really

well-known in Hungary as neither the Dalmatian dog’s one is.

From the aspect of the image toolkit it could also be important to know
what colour or personality is connected to a country. In 69.2% of the cases blue
was marked as the joined colour and in 13.4% of the cases red. Besides the
white these are the colours of the flag while blue can refer to the sea thus the
previous conclusions could be drawn. Findings regarding the brand personality
show that 60% of the Hungarian respondents if Croatia would be a person, it
would be a man, while only 28% of the answers showed female.

In another question the respondents were asked to mention a Croatian set-
tlement. It is obvious that beside the capital, Zagreb (16%), holiday destina-
tions were mostly highlighted thus in high proportion seaside settlements, even
those typically small ones. Split (11%) and Zadar (11%) also received quite
good results, and Dubrovnik (9%) as well — these seaside resorts are followed

by Osijek (7%, 46 respondents) (Figure 4).

Figure 4: Associations for a Croatian settlement
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5. CONCLUSION

Special characteristics of the Croatian image and the stones that have built it
up could be listed and analysed without an end. However, there is one element
that definitely seems to be crucial — tourism. Not just because the economy
of Croatia largely depends on this basis of coastline tourism but also with the
reason of its significance in creating the new, independent country image of the
independent Croatia after 1991, the year of leaving the Yugoslav unity, being
part of for more than seven decades. Choosing this orientation in developing
the image of the country was probably a good decision as a favourable feature
of tourism marketing is that it emphasises generally accepted values, not speak-
ing about the fact that these pictures are in most of the cases connected to our
summer holidays, enjoying our free time that recalls bad feelings in only a few
people. This paper focuses on these positive values and investigated whether
Croatia is primary really a touristic country and in what extent was the more

than two-decade-long tourism based image creation successful.

The research findings from 2013 showed that country image of Croatia is, in
the first place, a tourism-based one. It can be stated that the colours of the logo-
type and the flag, the red-and-white chessboard and the seaside tourism were
expressed, all those used in the communication activity. It can be concluded
from the answers that Hungarians interpret Croatia obviously from touristic
aspect. Tourism and especially the seaside received high significance in the re-
sults, which proves the raison detre of the so-called sun and beach tourism, ab-

solutely typical for the Croatian tourism industry.

As the time focus of the above detailed survey was the country’s EU-acces-
sion, the marketing campaigns were also shown until the year 2013. However,
just recently a new campaign was introduced in Croatian tourism marketing ac-
tivity. The temporarily used “Croatia — the new star of the European Union” slo-
gan is meant to prepare the entering of the country in the new environment and
the so long applied one emphasising the treasures of the Mediterranean world
were changed to “Croatia — Full of Life” in 2016 (Croatian National Tourist
Board, 2016). Leaders of the Croatian tourism plan the long-term usage of this
slogan which is not only a slogan but an overall communication strategy. Thus
the campaign launching the season of 2016 in the sense of integrated marketing

communication is concerned to all the platforms, focusing on Croatia as a tour-
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ist destination, aimed at arousing feelings and refers to originality as the term

“. 9 . . . . . . . . .
life” is currently not used by other countries in their communication activities.

The main thought of the message is that Croatia is a colourful tourist desti-
nation full of feelings and experiences, abounded by natural beauties, traditions,
historic memories and, at the same time, it is characterised by Mediterranean
lifestyle loved by tourists. With the word “full’, the variegation is meant to be
highlighted and that this place lives 365 days a year while the term “life” refers
to a young, vivid, dynamic country. The reason for the change in the commu-
nication concept is — according to the official news conference — that although
the Mediterranean world used previously in the Croatian tourism communica-
tion is nevertheless significant in stabile positioning of the country in the for-
eign markets, the modern world requires applying new tools as well apart from
lying on the past. The new slogan is dreamed by the consortium of Croatian
BBDO, the British AMV BBDO and the Spanish DEC BBDO and won the
announced tender with its simplicity, flexibility and originality, and mostly be-
cause it excellently synthesises everything that Croatia offers. The concept is
based on a research showing that Croatia is primarily identified as a “sun and
beach” destination — this is proven in the present study as well. Apart from the
young and dynamic country position the current communication also says that
Croatia is more than that, it reacts to new tourism trends and today it is far

more than only “sun and beach”.

This is also confirmed by launching the last year’s spring campaign “say hello
to someone, say hello to spring” as part of the strategy that was aimed to pro-
mote the preseason and gave outstanding role to online marketing tools and
native advertisements, targeting the most important sending countries. The
new communication concept includes an innovative (Facebook based) sales
promotion activity as well that is started with the title “out of office”. Within
the framework of this campaign, foreign tourists are asked to write the most
original out-of-office-reply that is automatically sent by our e-mail system to

the senders when we are on holiday — obviously in Croatia (Croatian National

Tourist Board, 2016).

Justification of starting the new “Full of life” marketing campaign was proven
by the above detailed researches as well. By the time of the EU-accession, Croa-
tia was recognizable primarily based on its coastline tourism and the new cam-

paign reveals new research directions. While in the eatly years of independence
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this coastline tourism seemed to be an appropriate orientation for new image
creation, now it is reasonable to change this image — “Full of life” concept lies
on conscious strategic base with clear aims and relevant message, however, its

success will be shown by the future.
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1. ZIELSETZUNG

Die Maximierung einer Funktion einer Variablen mittels Differentialkal-
kiil wird bereits in der Schule behandelt. Dieselbe Zielsetzung fiir Funktio-
nen mehrerer Variablen ist jedoch komplizierter und gehort nicht mehr zum
Schulstoff. Dennoch treten solche Probleme hiufig in der Praxis auf. In diesem
Aufsatz wird als Beispiel die Maximierung einer Gewinnfunktion von zwei Va-
riablen herangezogen. Grundsitzlich gibt es zahlreiche Verfahren zu diesem
Zweck (siehe z.B. Dennis/Schnabel (1983) oder Lodders (1998)). In diesem
Beitrag werden zwei relativ einfache, aber efliziente Verfahren vorgestellt, das
Verfahren des steilsten Anstiegs und das Newton-Raphson-Verfahren. Als
Teilaufgabe in beiden Verfahren ist eine sogenannte Schrittweitenoptimierung
durchzufiihren. Dazu stellen wir hier das Verfahren des Goldenen Schnitts vor.
Alle Verfahren eignen sich natiirlich auch zur Minimierung, da die Maximal-
stelle einer Funktion f(x) stets auch eine Minimalstelle der Funktion — f(x) ist.

2. MODELLANNAHMEN UND PROBLEMATIK

Eine Funktion f(x) von mehreren Variablen, d.h. x = (xi,..., x ), sei zweimal
stetig differenzierbar und ihr Gradient an einer bestimmten Stelle x sei gleich

dem Nullvektor:
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Ferner sei die Hesse-Matrix an der Stelle x negativ definit. Die Hesse-Ma-
trix ist die Matrix der zweiten partiellen Ableitungen:

faxa (X) Faxa(X) oo Fx(X)
Hfx)=| 5 5
e (X) P (X)) oo Frpxa (X)

Dann ist x eine lokale Maximalstelle von f.

Das direkte Auffinden solcher Maximalstellen kann bei komplizierten
Funktionen jedoch recht schwierig sein. Daher werden hiufig numerische Ver-
fahren eingesetzt, die eine lokale Maximalstelle - bis auf eine selbst wihlbare
Abweichung genau - approximativ finden. Hier werden das Verfahren des steil-
sten Anstiegs und das Newton-Raphson-Verfahren vorgestellt.

3. VERFAHREN DES STEILSTEN ANSTIEGS

Man wabhlt einen Startpunkt x) und berechnet dann iterativ weitere Stellen

gemif$ dieser Updategleichung:
X1 — 5 () (@) Vf(x(i)), i=12, ..

Dabei wird die Schrittweite A? jeweils als Maximalstelle der Hilfsfunktion
g(A) = F(xD 4+ X v(x(D))

berechnet. Die Maximierung dieser Hilfsfunktion ist insofern einfach, weil
sie nur eine Variable besitzt. Die Updategleichung verbessert eine Stelle, indem
sie einen Schritt in die Richtung des steilsten Anstiegs, also in die Richtung des
Gradienten, durchfiihrt. Dabei wird die Schrittweite gerade so grof$ gewihlt,
dass der Funktionswert von f - in dieser Richtung - maximal wird; eine griiflere

Schrittweite wiirde wieder zu sinkenden Werten von f fithren.

BEeispiEL:

Ein Zwei-Produkt-Unternehmen stellt das erste Produkt im Umfang von
x, Mengeneinheiten (ME) und das zweite Produkt im Umfang von x, ME her.
Eine ME betrage beispielsweise eine Tonne. Wir haben es hier also mit zwei Va-

riablen zu tun. Wegen der besseren Lesbarkeit wollen wir hier die Indizes ver-
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meiden und schreiben x fiir x,undy fiir x,. Bine nichtlineare, zweidimensionale
Regression hat in einer Vorstudie ergeben, dass sich die Gewinnfunktion in
dem Intervall [0.2, 3.8] fiir x und [0.2,1.8] fiir y durch folgende Exponential-

funktion approximieren lasst:

0.8 -exp(—(x —1)2 = (y — 1)?).

Diese Regression wird im letzten Abschnitt dargestellt.

An einem zweiten Standort ergibt sich diese Gewinnfunktion:

exp(—(x —3)* — (v — 1)?).

Als Gesamtgewinn aus beiden Standorten erhalten wir also die folgende
Funktion:

z:=f(x,y) = 0.8 exp(—(x —1)* = (y — 1)%) + exp(—(x — 3)* — (v — 1)?).

Die zu maximierende Zielfunktion ist bimodal, besitzt also zwei lokale Ma-
ximalstellen, wobei das eine Maximum einen griileren Wert aufweist als das
andere. Sie erfiillt auch die Differenzierbarkeitsbedingungen, ist aber anderer-
seits relativ kompliziert, so dass die Maximalstellen numerisch bestimmt wer-

den sollen.

Der Gradient Vf(x, y) = (f(x,y), f,(x,y)) egibt sich aus

fe(x,y) = —(L6 - (x = 1) -exp(—(x = 1)%) + 2+ (x = 3) - exp(—(x = 3))) - exp(~(y — 1)%)

fy(x,y) = =(y = 1) - (1.6 - exp(—(x — 1)%) + 2 - exp(—(x — 3))) - exp(—(y — 1)*).

Wir fithren das Verfahren des steilsten Anstiegs zunichst mit dem Start-
punke (x, y) = (1.3, 0.7) durch. Wir iterieren die Updategleichung, bis das fol-
gende Abbruchkriterium erfiillt ist:
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Ix0tD) — x| <0.0001  und  [yU*D — )| < 0.0001
und  |f(x,yD)] <0.0001  und  |£(x), y())| < 0.0001.

Das Verfahren bricht also erst dann ab, wenn sowohl die Anderungen in bei-
den Variablenwerten als auch die Werte im Gradienten hinreichend klein sind.
Die folgende Tabelle zeigt die Entwicklung dieser Werte sowie des zugehérigen
Funktionswertes bis zum Abbruch:

P D,y D) (D, y ) (), (0
1 1.3000 0.7000  —0.2282 0.4314 0.7190
2 11264 1.0282  —0.0870  —0.0460 0.8166
3 1.0602 09932  —0.0059 0.0112 0.8203
4 10564 10003  —0.0011  —0.0006 0.8203
5 1.0557 0.9999  —0.0001 0.0001 0.8203
6 10556 1.0000  —0.0000  —0.0000 0.8203

Man erkennt, dass sich der Funktionswert in der letzten Spalte bei vier
Nachkommastellen schon nach vier Iterationen nicht mehr indert. Auflerdem
erkennt man anhand der Abbildung, dass wir mit x = 1.0556 und y = 1.000 bei
dem suboptimalen Nebenmaximum gelandet sind. Bei bimodalen oder multi-
modalen Funktionen kommt es also auf den Startpunkt an. Die folgende Ta-
belle gibt den Verlauf des Verfahrens f*ur den Startpunkt x = 2.7 und y = 0.7

an:

P XD D,y D) £ (D, D) (<), ()
1 2.7000 0.7000 0.3630 05255  0.8759
2 29246 1.0252 0.0740 —0.0511 1.0134
3 29650 0.9973 0.0037 0.0054  1.0156
4 29669 1.0001 0.0003  —0.0002  1.0156
5 29671 0.9999 0.0000 0.0000 10156
6 29671 1.0000 0.0000  —0.0000  1.0156

Jetzt findet das Verfahren auch das globale Gewinnmaximum. Es kann mit
2.9671 ME des ersten und 1.0000 ME des zweiten Produkts erzielt werden.

4. NEWTON-RAPHSON-VERFAHREN

Das Verfahren des steilsten Anstiegs orientiert sich bei der Wahl der Rich-

tung zum nichsten Punkt nur an der lokalen Steigung, also am Gradienten.
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Das Newton-Raphson-Verfahren orientiert sich zusitzlich an der lokalen
Krimmung in Gestalt der Hesse-Matrix. Man wihlt wieder einen Startpunke

x" und berechnet dann iterativ weitere Stellen gemif$ dieser Updategleichung:

xUHD) = X0 2O Hf(x D)=L wr(xD)y, =12, ..

Die Schrittweite A¥) wird jeweils als Maximalstelle der Hilfsfunktion

g(\) = F(xD — X HF(xX) 7L v (x(D))
berechnet.
Beispiel:

Im Beispiel des Zwei-Produkt-Unternehmens schreiben wir wegen der bes-
seren Lesbarkeit wieder x fiir x, und y fiir x,. Die Hesse-Matrix hat hier die

folgende Gestalt:

&X(XV ) f;‘y(x' ) i
Hf(x,y) = (fxy(xvi) fyy(xyi)) m

Fc(,y) = —(L6 - exp(—(x — 1)2) = 32 (x — 1)2 - exp(—(x — 1)%)

12 exp(—(x — 3)2) — 4+ (x — 3) - exp(—(x — 32)) - exp(~(y — 1)?)
(%) = —(16 - exp(—(x — 1)2) + 2 exp(—(x — 3)?)) - (1 = 2 (y — 1)?) - exp(~(y — 1)?)
i (x,¥) = (1.6- (x—1)-exp(—(x— 1)2) +2-(x —3)-exp(—(x— 3)%))-2-(y — 1)-exp(—(y ~ 1)2).

<hH

Wir fithren das Newton-Raphson-Verfahren zunichst mit dem Startpunke
(% y) = (1.3, 0.7) durch. Die folgende Tabelle zeigt die Entwicklung der rele-
vanten Werte bis zum Abbruch:

Y Y I N CURYO NS ORVO TG RVO)
I 13000 0.7000  —0.2282 04314 0.7190
2 1.0105 0.9598 0.0590 0.0658 0.8177
3 10551 1.0004 00006  —0.0007  0.8203
4 1.0556 1.0000 0.0000 0.0000 0.8203
5 1.0556 1.0000 0.0000 0.0000  0.8203

Das Newton-Raphson-Verfahren konvergiert hier etwas schneller als das
Verfahren des steilsten Anstiegs; im Allgemeinen ist die Konvergenz jedoch
deutlich schneller. Wegen des schlecht gewihlten Startpunkts konvergiert das
Verfahren allerdings wieder beim Nebenmaximum.

Daher wihlen wir jetzt den Startpunke (x, y) = (2.7, 0.7). Die folgende Ta-
belle zeigt die Entwicklung der relevanten Werte bis zum Abbruch:
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i (1) y() fX(X("), y(i)) fy(X(f), y(i)) f(X("),y("))
1 2.7000 0.7000 0.3630 0.5255 0.8759
2 29939 0.9749 —0.0476 0.0509 1.0143
3 29672 1.0001 —0.0002 —0.0002 1.0156
4 29671 1.0000 0.0000 0.0000 1.0156

Das Newton-Raphson-Verfahren konvergiert wieder schneller als das Ver-
fahren des steilsten Anstiegs. Wegen des giinstigen Startpunkts findet das Ver-
fahren nun das globale Maximum.

5. UNIVARIATE MAXIMIERUNG NACH DEM
GOLDENEN SCHNITT

In den beiden vorgestellten Verfahren wird in jeder Iteration eine Optimie-
rung der Schrittweite vorgenommen. Dazu wird das Maximum einer univa-
riaten Funktion g(A) gesucht. Zu diesem Zweck gibt es zahlreiche Verfahren.
Hier soll ein zugleich robustes und efhzientes Verfahren vorgestellt werden,
das bei der Suche nach der Maximalstelle ein Intervall jeweils im Verhiltnis
des Goldenen Schnitts unterteilt. Betrachten wir - ohne Beschrinkung der All-
gemeingiiltigkeit - das Intervall [0,1]. Die Konstanten des Goldenen Schnitts
sind:

3—-+vH 5-1
z\f ~ 0.382 Q2 1= \fz ~ 0.618

q1 =

Das Intervall wird einmal bei q, geteilt und einmal bei q,;

6 q'1 1

6 g2 1

Man berechnet die Funktionswerte bei ¢, und ¢, und fithrt das Verfahren
iterativ mit dem Intervall [0, g,] fort, falls g(q,) grofer ist als g(q,), und sonst
mit dem Intervall [‘L’”' Wenn das verbliebene Intervall hinreichend klein ge-
worden ist, bricht das Verfahren ab, und man betrachtet den Mittelpunke als
Approximation for die Maximalstelle. Die Aufteilung des Intervalls bei den
Konstanten des Goldenen Schnitts ist optimal im Sinne der Konvergenzge-

schwindigkeit (vgl. z.B. Luenberger (1984), S. 134ff.).
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Die beschriebene Verkleinerung des Intervalls kann jedoch erst beginnen,
wenn das Intervall auch die gesuchte Maximalstelle enthilt. Daher stellt man
eine Suchphase voran, in der man fiir eine nicht zu grofe Zahl t die Funktions-
werte g(0), g(t), g(2t), ... so lange berechnet, bis ein Funktionswert g(nt) erst-
mals wieder kleiner wird als der vorherige. Das Intervall [(n — 2)t, nt] enthilt
dann die gesuchte Maximalstelle und kann nach dem Verfahren des Goldenen

Schnitts sukzessive verkleinert werden.

Die folgende Abbildung zeigt die Intervalle, die in den beiden Phasen
sukzessive berechnet werden und schliefflich die Maximalstelle immer enger

einschlieflen.

6. REGRESSION

In funf Jahren sind die folgenden Quartalswerte fiir die Menge des ersten
Produkts (x,) und des zweiten Produkts (y,) sowie des Gewinns (z) beobachtet

worden:
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Xj Yi Zi
1.702 1.374 0.425
0.189 1.249 0.390
1.682 1.705 0.306
0.687 0.274 0.428
1.754 1530 0.342
1.988 1.739 0.175
0.160 1.738 0.229
0.330 1.504 0.396
1.882 1.702 0.224
10 1.708 1.227 0.460
11 0.372 0.588 0.455
12 0.237 1.186 0.431
13 0.545 0.383 0.444
14 1.615 1.257 0.513
15 0.165 0.257 0.229
16 1.761 1.729 0.264
17 0.202 0.288 0.255
18 0.137 0.733 0.354
19 0.344 0.459 0.388
20 1.818 1.564 0.298

WO ~NO OB WN |~

©

Die Betrachtung dieser Punkte im Raum zeigt, dass sie sich nicht durch
eine Ebene approximieren lassen, sondern eher durch eine Exponentialfunkti-

on vom Typ
zi=a-exp(—bx- (xi —1)* = by, - (i = 1)%).

Die Parameter g, bx und by sollen durch eine Regression geschiitzt werden.
Um eine lineare Regression anwenden zu kénnen, wird der nichtlineare Zu-
sammenhang zunichst linearisiert:

—In(z) = —In(a) +by - (xi — 1) +by, - (y; — 1)?.
—— N — —— ~——

*
Zf a Xi yi

Diese lineare Zweifachregression liefert die folgenden Schatzwerte:

a* =0.21, b, = 1.01, b, = 0.97

mit normalverteilten Residuen und sehr hohen t-Werten. Das korrigierte Be-
stimmtheitsmaf} betrigt 0.9781, so dass die Regression als sehr zuverlissig gel-
ten kann. Die Parameter b, und by werden auf den Wert Eins gerundet. Fiir a
ergibt sich:

a=exp(—a*) =0.809 ~ 0.8.
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Damit ergibt sich die Gewinnfunktion

z=08-exp(—(x —1)> — (y — 1)?),

die oben als Gewinnfunktion fiir den ersten Standort verwendet worden war.
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Abstract

Innovation of production and business processes, including the entire supply
chain, while launching new and improved products and services is in the fo-
cus of managers’ of smart enterprises interest. The said processes are realized
through cooperation and strategic alliances, i.e. networking of creative capaci-
ties on a global scale with the aid of computer and telecommunications tech-
nology. The concentration of creative resources, clusters being one of the most
important forms, is articulated as a fundamental process of smart enterprises
which, in this way, seek to achieve sustainable competitiveness. The value
system, i.e. organizational culture represents a platform for innovation and
knowledge management in smart enterprises. The motivational mechanism
is based on the intrinsic elements whereby personal satisfaction and continu-
ous personal development are crucial for creative people’s decisions to accept
employment in particular smart enterprises. Thereby, we emphasize that the
quality of life and working conditions in an organizational environment are of
paramount importance, which results in the creation of intelligent regions. We
believe that public policies must stimulate the formation of smart enterprises
located within the innovative and smart regions. These processes should be




harmoniously complemented with innovation management at the company
level. Our analysis is based on the results of the (available) empirical research,
public policies and business practice, as well as creative people’s psychological/
personal profiles. Based on these findings, we drew conclusions about the de-
velopmental tendencies of the world economy and society as a whole, using the
method of induction.

Keywords: innovations, creativity, smart enterprise, networking, balanced

scorecard

JEL Classification: O3, 032

1. INTRODUCTION

We are in the process of establishing a new paradigm of economic activity
that is based on creativity, innovation, and high technology. This mode of opera-
tion requires articulation of new structural forms and, in our opinion, the smart

enterprise is one of them.

Innovations have always characterized human activity so, in this regard,
the economy is no exception. Economic development was slow for centuries
and started drastically accelerating in the 18th century with technical inven-
tions that revolutionized production processes and production relations. This
transformation of production directly influenced social relations as a whole and
it can be argued that the significant rise in profits or capital enabled, among
other things, better labour relations and better living conditions in general. We
can conclude that the mass industrial production had a strong influence on the
formation of a mass society. Certainly, new telecommunication technologies or,
more specifically, radio and television, have also significantly contributed to the
establishment of a mass society, as well as mass culture. A paradigm then ap-
peared which imposed an abstract domination of quantity, rational specialisa-
tion, and mechanical organization. At the same time, individuals have integrated
into large organizations which barely existed until the end of the 19th century.

Today, innovations have proved to be a key generator of value and an instru-
ment of achieving sustainable competitiveness. In doing so, applied science has
articulated itself as one of the important sources in the launching new ideas,

i.e. products. The development of science is simultaneously stimulated by the
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public and private sectors with the help of public policies and management

practices.

Innovation, or rather the launch of new products and services, has become
an inevitable component of business strategies and operational policies. Inno-
vative capacities of enterprises have drastically increased with contemporary
information and telecommunication technologies. Communication technolo-
gies have enabled the exchange and transfer of knowledge and information, as
well as virtual teamwork. In our opinion, information and telecommunication
technologies are the nervous system of smart enterprises. The concept of smart
enterprises is based on organic structure because they are open systems that
evolutionarily develop. In smart enterprises all employees are communication-
ally networked and authorized to innovate processes and relations. It is mostly
about small improvements that, in the end, result in respectable increases in
productivity.

Clustering coeflicient indicates the density of friendly relationships and the
closer it gets to 1.0, the greater the density, i.e. greater is the number of friends/
employees who interact with each other (Barabasi; 2006; 55). A smart enter-
prise is characterized by an exceptional formal and informal union of groups, as
well as their intensive internal social dynamics. A higher clustering coeflicient,
in our opinion, has a direct positive impact on the increase of innovative capaci-

ties of a smart enterprise.

Therefore, planned group linking with the help of a specific system of orga-
nizational values needs to be one of the priorities of the management activities
in smart enterprises. Thereby, we are pointing out the importance of industrial
and social psychology the findings of which can significantly facilitate the man-

agement involvement in these efforts.

One of the methods of innovation management, i.e. intangible resources is a
balanced scorecard. With the help of this method, strategic goals, among other
things, can be linked with the functioning of the innovative capacities of smart
enterprises. In other words, a balanced scorecard enables the successful linking
of strategies and overall intangible resources, which is a fundamental prerequi-

site for the effective management of this segment of a smart enterprise.

Around 75 percent of value created in an organization comes from intan-
gible assets. A balanced scorecard provides a mechanism for monitoring, evalu-
ation, and complete utilization of these crucial drivers of success (Neven; 48).
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After analysing more than 300 companies, Robert S. Kaplan and David P. Not-
ton determined the effectiveness of strategic mapping that describes the ways of

creating organizational values and should be combined with a balanced score-

card (Kaplan and Norton; 2004; 9).

In this way, an effective framework of smart enterprise implementation
strategy is articulated. Upon analysing 275 statements of portfolio managers,
Robert S. Kaplan and David P. Norton determined that the elaborated feasibil-
ity of a business strategy is more important than its quality. In a smart enter-
prise, as well as in a strategically focused company, all employees must not only
know, but also fully understand the strategy and systematically implement it on
a daily basis. In the book Strategy Focused Organization, Robert S. Kaplan and
David P. Norton extensively wrote about the importance of strategy feasibility
and methods which enable it. In it, they ascertain that a strategic map describes
the process of transforming intangible resources into tangible consumer and fi-
nancial results (Kaplan and Norton; 2000; 69). Therefore, process mapping is a
basic management method in a smart enterprise because it allows for the maxi-
mally effective evaluation of not only innovation capacities, but also of other
intangible generators of value.

Strategic knowledge mapping is a process of visualization of creation, ex-
change, and use of ideas/knowledge between employees, i.e. group members
within a smart enterprise. In this way, relations that are established during the
realization of different projects are detected (Ed. Huff, Jenkins; 2002; 3). The
established flow of knowledge and information enables, among other things,
the identification of overlapping, lacking or excess fundamental employee com-
petences, and is a platform for the planning and implementation of necessary
communication improvements. This primarily relates to the strengthening of
communications and structural support, as well as the improvement of innova-

tion process competences needed for their successful implementation.

Ultimately, communication depends on the culture of the company. For ex-
ample, Erin Meyer states that mystery is one of the main components of the
organizational culture of the fashion company Louis Vuitton because fashion
surprises are a very important segment of business operations (Meyer; 2015;
69). It is a creative company in which the creative people must adhere to certain

specific rules when innovating. Thus, cooperation with creative people from
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other companies is not recommended, which is now a common practice in the

majority of other industries.

Smart enterprises are primarily focused on launching radical new ideas/
products. Nathan Furr and Daniel Snow warn that sometimes radical inno-
vations marginalize certain industrial sectors (Furr and Snow; 2015). For ex-
ample, electrification radically altered certain industries, not only in industry,
but also in everyday life in general. Today we witness innovation efforts aimed
at launching affordable, high-quality electric cars which, among other things,
requires the construction of appropriate infrastructure and, for example, the

elimination of conventional gas stations.

Managing smart enterprises, aside from focusing on innovations, also re-
quires the application of new business models. Value network is a model which
requires the digitalization of the supply and distribution chain, as well as the in-
tegration of end users in the development of new products and services (Bovet;
2000; 2). In this way, the innovation capacity of a smart enterprise is signifi-
cantly increased and the risk of launching new products is reduced because the
communication network which provides an influx of new information, knowl-

edge, and experience expands.

The dissemination of information in the process of innovation is obviously
the key, where it is intensely implemented within innovative groups, which fa-
cilitates insight into the current status of certain (scientific-professional) areas
(Christakis and Folwer; 2010; 148). The appropriate organizational, but also
wider social contexts have a stimulative effect on innovation processes, not only

within smart enterprises, but also within other entities.

In this sense, Velimir Sriéa raises an interesting and fun question: would
Tesla, Newton or Edison become famous inventors and scientists on a desert
island without books, information or the ability to socialize with colleagues?
(Sriéa; 1997,31). State interventionism can stimulate the development of scien-
tific research and innovational-entrepreneurial undertaking in general. Along-
side public policies aimed at strengthening the innovative capacities, investment
engagement of the private sector in that area has been growing for decades and
can be easily recognized through the practice of establishing corporate universi-
ties, development institutes, and organizational units for the design and devel-

opment of new products.
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In addition to innovative financing methods such as venture capital funds
and angel investors, it is also necessary that managers of smart enterprises, in
addition to building a system of values, mapping, and managing processes that
are key to creating values, effectively manage all available resources. This pri-
marily relates to a portfolio of intellectual property. Resources are primarily
assets which can be overvalued or undervalued, bought or sold and it is, gener-

ally speaking, much easier to manage them than the processes or procedures of

opening/adding value (Christensen; 1999; 326-328).

Regardless of the competence of managers, the innovative capacity of smart
enterprises and other companies depends on macroeconomic conditions. Reces-
sion and depression do not support innovation activities in smart enterprises. It
is interesting to mention that the workflow of innovation development phases
was made based on the famous Kondratieff wave cycles in the period from 1782
to 2008 (Gofhin and Mitchell; 2010; 52). Innovations in the 1990s belong to
the age of information, i.e. the new economy in which a smart enterprise is one
of the forms of structural business organization.

The smart enterprise model is formed in a networking society and this pro-
cess can be significantly sped up or slowed down by state administration, the
role of which has been explained by Manuel Castells (Castells; 2000; 43). Net-
working of smart enterprises is a desirable process which is achieved in different
forms, such as clusters, alliances or different forms of partnership. The open
sourcing of, until recently, heavily guarded data, information, and knowledge
has become a common practice.

Smart enterprises in a networking society are often start-up companies lo-
cated within the smart regions/cities, such as Silicon Valley and Boston in the
USA. We are witnessing a kind of global start-up revolution characterized by
entrepreneurship in creative industries and high technologies (Piscione; 2013;
19). In smart enterprises, effective stimulation of creativity is extremely impor-
tant for innovation management. Creative people have a strong need for per-
sonal validation and further improvement, which is intrinsic motivation that
should be strengthened with informal methods, along with hiring the workforce
of diverse social backgrounds. Talented individuals, especially young people,
prefer smart enterprises located in urban environments which are full of enter-

tainment, cultural, and gastronomical offers, and are also tolerant of diversity.
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2. CONCLUSION

We believe that Croatia must systematically and intensively strengthen its
innovation capacities, primarily through articulation of smart regions and cities
that will be attractive to creative individuals, entrepreneurs, and investors. The
networking of smart enterprises should be carried out with the help of integra-
tion of research institutions, educational organizations, public institutions and
policies, and financial institutions that would support and stimulate entrepre-
neurial engagement.
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Abstract

Nautical tourism is of great importance for Croatia since it has many devel-
opment potentials and much is expected from it in the future. Arrival and
consumption of domestic and foreign tourists generate numerous direct and
indirect effects on the Croatian economy; however, at the same time there are
large unused capacities and potentials of nautical tourism. Developing and
attracting new guests and encouraging the return of existing guests must be on
the priority list of every port of nautical tourism. At the same time ports must
strive to long term development, which largely depend on the quality and ex-
pertise of human resources, primarily management and its proper administra-
tion. The purpose of this scientific paper is analysis of management of nautical
tourism and determining their general characteristics and competences. The

research results point to the fact that most young managers are prone to more
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frequent job changes; therefore, working in particular company, ie. port of nau-
tical tourism see as temporary workplace for improvement and development of
their own careers. On the other side, senior managers are more loyal to their
company which is evident by the number of companies they changed during
their career. Economic and technical education is most common form of educa-
tion of the management of nautical tourism, and there is also noted the lack of
qualifications of maritime interests. Results of this scientific paper aim to ana-
lyze the main characteristics of the management of nautical tourism in order to

draw conclusions about the management’s functioning and their competences.
g 4

Keywords: management, nautical tourism, ports, Republic of Croatia

JEL Classification: Z3, Z32

1. INTRODUCTION

Tourism is one of the most important economic activities of the Republic of
Croatia. According to development opportunities, nautical tourism which in-
cludes navigation and the stay of tourists on vessels and ports of nautical tout-
ism for rest and recreation are particularly notable (Law on Offering Tourism
Services, Official Gazette no. 68/2007, 88/2010, Article 44). The importance
of nautical tourism for tourism in general, but also for the overall economy, is
very large. The arrival and consumption by domestic sailors, and especially for-
eign sailors, encourages the realization of numerous direct and indirect impacts
on economic operators, but also the country’s economy as a whole. Even though
nautical tourism in Croatia is becoming increasingly important, it is still not

completely achieving the potential and conditions it is being offered.

In order to successfully economically evaluate the nautical potential of Croa-
tia, the management of nautical tourism must invest effort in the best possible
use of the comparative advantages of the Adriatic part of Croatia in order to
stand out among the competition. The largest competitors to Croatia are Medi-
terranean countries: Italy, Greece, Spain, France and Turkey. Even though Croa-
tia has a significant number of comparative advantages which are characterized
in the seacoast, natural beauties, the purity of the Adriatic Sea and ecological
preservation, there are relevant for the development and progress of nautical
tourism, but they are definitely not sufficient. The above stated can be affirmed
by a study in Croatian nautical tourism “TOMAS-Nautika 2012” where it was

concluded that the quality of the offer of Croatian nautical tourism ports can-
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not be compared with the offer in other European countries (Institute for Tour-
ism, 2012). According to the stated study, only a few elements of the offer are
very acceptable and highly rated by uses of nautical tourism ports, while many
elements received a poor rating, among which was also the total offer for sailors,
the quality of catering services in marinas, the variety of cultural manifestations,
services for on the road and many others. The management of nautical tourism
ports is responsible for a good placement of the ports on the market and for
using their potential. The basis of success of every company, and also certain
nautical tourism ports, are various, and definitely one of the bases of success is
the management of the port. Management is prone to various evolutions which
are the consequence of sudden changes in the surroundings, and a successful

manager is one who manages to conquer all of these obstacles.

The research of characteristics of management in 18 nautical tourism ports
was performed for the needs of this scientific study. Questioned were manager
characteristics such as sex, age, education, level of management they are per-
forming work, employment and alike.

2. ANALYSIS AND EVALUATION OF THE
CONDITIONS OF MARINAS IN CROATIA

In 2015, Croatia had 121 nautical tourism ports of which 70 were marinas.
The largest number of nautical tourism ports is in the Zadar County, following
by the Primorje — Gorski kotar County and the Split - Dalmatia County. The
total surface of the waters of the nautical tourism ports is 3,614,784 m? and
they have 17,351 berths (State Institute for Statistics, 2016, 1).

The total income of nautical ports in 2015 amounted to 753 million HRK,
of which 519 million was realized through the renting of berths. Compared
to the year 2014, when the total income of nautical ports amounted to 716,6
million HRK,, the total income increased by 5%. Although the Sibenik - Knin
County is the fourth in nautical tourism ports, it achieved the highest revenue
of 194 million, while the lowest income of 33 million was achieved by the Du-
brovnik - Neretva County. In the structure of total income in 2015, the largest
part in the amount of 519 million or approximately 69% was achieved from
renting berths (State Institute for Statistics, 2016, 1).
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From a total of 70 marinas in 2015, Adriatic Club International (ACI) had
22 marinas (www.aci-marinas.com) which makes 31% of all Croatian marinas
and this makes ACI the largest economic entity and the entity which manages
the largest system of marinas in Croatia. Therefore, the research concerning the
functioning of management of the ports in this scientific study was carried out
at the nautical tourism ports in ACI d.d.

3. METHODOLOGY OF RESEARCH

For the purposes of this scientific study, a survey was conducted in 18 nautical
tourism ports within ACI d.d. Examined were the characteristics of the manage-
ment of nautical tourism ports with the desire to learn what characteristics of
management are dominant and how management manages these nautical tour-
ism ports. In researching and formulating the research results, a combination was
used of the following scientific methods: inductive and deductive method, de-

scription method, surveying method, compilation method and statistical method.

Most of the quantitative data was gathered by the survey method, which
included surveys and interviews with the management of nautical tourism ports

where management was given the following:

* 16 general questions about the company and manager such as: number
of employees, age, sex, years of employment, level of management, educa-
tion, number of subordinates

* 16 self-evaluation questions which covered their inclination towards risk,
conditions of brought decisions, the speed in noticing problems, factors
which impact their decision-making, use of scientific methods and use of

the technique of group deciding and alike.!

In researching the functioning of management in nautical tourism ports,
directors of marinas, their assistants and leaders of individual sectors were

surveyed.

For the purposes of this study, and because of the large extensiveness of the
research and the questionnaire, presented will be the conclusions of the study
related only with the general characteristics of companies and managers.

! For the creation of the survey questionnaire, the authors used form examples from: Sikavica, P. and
Bahtijarevic’—Siber, E: MENADZMENT - Teorija menadZmenta i veliko empirijsko istraZivanje u
Hrvatskoj, Masmedia, Zagreb, 2014.
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4, RESULTS OF THE RESEARCH

Below are analysed results of the study and its main conclusions. The
connection between the level of management and age and education will be
established. Moreover, the years of employment of management in the current
company will be analysed and conclusions about the loyalty of management

towards a company will be drawn.

4.1, AGE AND LEVEL OF MANAGEMENT

In the analysed sample, the largest group of managers was aged 51-60 years
(61%), followed by managers from 31 to 40 years of age (17%), managers
between 41 and 50 years of age 11%, while managers over 60 also had 11%.
As noted previously, only 11% of respondents had an age structure from 41 to
50 years of age and precisely this 11% of respondents could be called mature
managers, most capable of work and progress. They have enough experience and
confidence in their skills and ability to work, as opposed to younger colleagues
who still need to acquire experience, and as opposed to older colleagues
where the motivation for new jobs and progress decreases. Figure 1 shows the

relationship between age and level of management.

Figure 1. Connection between age and level of management
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The highest level of management is most common in the age group of 51-
60 years. The research conducted by Sikavica and Bahtijarevi¢-Siber (2004,
105) showed that with the increase in the age of managers the importance of
capabilities of associates decreases which means that managers are confident
in their knowledge and do not need so much help and advice from associates.
The managers between 41 and 50 years of age stood out as the most important
in their own competence, experience and knowledge, and this age group is the
most represented in the research conducted in the middle and upper level man-
agement. Managers older than 50 years have work which slowly enters into a
routine and because of reduced motivation and added fatigue begin to seek the

help of associates.

4.2. EpucartioN

Nautical tourism is an occupation of recent times and it usually deals with
maritime and tourist-oriented studies. It has begun to be observed even from
an economic aspect which confirms its multidisciplinary approach that leads

to a certain chaos in understanding and interpreting nautical tourism itself

(Lukovi¢, 2007, 23).

The research found that the management of the observed nautical tourism
ports was educated and trained at various institutions. Only one respondent
had a college qualification with maritime orientation, while eight of them had
economic qualifications of which four high and four higher. Eight respondents
had technical qualifications of which four had university degrees, three higher
and one high school education. Only one respondent had a legal college de-
gree. One respondent had secondary education and grammar school completed.
Comparison of qualifications and levels of management can be seen in the chart

in figure 2.

292




Figure 2. Connection between education and level of management

M Top management
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Source: Author’s calculations

As can be seen in Figure 2, in the economic as well as in the technical field
the most represented is the highest level of management. One lawyer and one
graduate engineer of maritime profession also are in the top level of manage-
ment. Middle management is equally divided between economic and technical
professions, while two lower managers are of economic profession and one is of
technical profession. It is difficult to determine which is the best education for
the management of nautical tourism ports, but maritime and economic should
certainly have an advantage over others as confirmed by the 7th Conference
IASST (International Association for Safety and Survival Training) held in
Sibenik in 2006. The Conference discussed the management of marinas and
their sustainable development and the Conference recommended work on the
standardization and certification of jobs in the marinas to two groups of jobs,

economic and maritime (Lukovié, 2007, 30).

4.3. YEARS OF EMPLOYMENT IN THE CURRENT COMPANY

The years of employment in the company in which the management is cur-
rently working is connected with its loyalty to the company and the competence
acquired by working in it, and is particularly connected with the development
of a managerial career. The company generally needs to plan professional devel-

opment and management education according to their own abilities, achieve-
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ments, and connect it with its own goals and the purpose of the company itself.
The professional development of managers should go through the following
three phases (Sajfert et al., 2007, 163):

1. Basic professional education (continuous process of informing managers

with work and work elements)
2. Introducing new managers (professional adaptation)

3. Professional training

The development of the managerial career is a long process of acquiring and
expanding different skills and knowledge, confirming personal managerial po-
tential and competencies and the acquisition of business experience and skills
to individual parts or entire companies (Sikavica, Bahtijarevié¢-Siber, 2004, 49).
Management which has longer years of employment in a company passes with
more ease and detail through individual competence development and learning
about the company itself. The following Figure connects years of employment
in management to nautical tourism ports of the Republic of Croatia and the

level of management in which they belong.

Figure 3. Connection of years of employment in the current company and the

level of management
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By analyzing data from Figure 3, it may be concluded that most managers
in top positions have more than 20 years of service in current present company
which in the analysis of the sustainability of employment is the main assump-
tion that higher levels of management require more work experience in the ex-
isting company. Two senior managers of nautical tourism are employed in the
current company from two to five years, along with two from five to ten years,
and one from ten to fifteen years. Managers can connect work in nautical tour-
ism ports to their own career development and the company can become one
of the stations of their own expansion. In this regard, a survey was done for the
connection of years of employment in the current company and the number of
workplaces where the managers have worked. The research results indicate that
the majority of managers of nautical tourism ports with more than 20 years of
employment are at their third job while a few have it as their first employment.
It is important to point out that the younger managers have frequent changes of
jobs while senior managers were more loyal to the company and their employ-
ment in nautical tourism was the first, second or third in a row. The trend of the
younger population is the frequent changing of workplaces, gathering knowl-
edge and developing their own careers which is confirmed by a recent research
of work values and preferences of employees which is a warning of a change in
the system of values and moving emphasis from company loyalty, which is a
characteristic of older managers (Sikavica, Bahtijarevic’Siber, 2004, 52).

5. CONCLUSION

The importance of nautical tourism in Croatia is significant because Croatia
places a lot of development potential on tourism in general. Large direct and
indirect effects on the economy are created by the arrivals of foreign sailors who
spend their resources in Croatia; local sailors should not be neglected since they
promote the achievement of a number of direct and indirect effects. Croatian
nautical tourism is an increasingly important component of the economy, how-
ever, it still has a great amount of work on development and attracting new and

existing guests, and the management of ports has a large role in this.

The purpose of this study is to analyze the general features and competence
of management in nautical tourism ports on the basis of the study of 18 nautical
tourism ports within ACI d.d. in the Republic of Croatia. Due to the extensive-
ness of the research in this scientific study, the data relates only to the general
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competence and management features of nautical ports. The obtained and ana-
lyzed data point to the fact that the management of nautical tourism ports is
predominantly comprised of people between 51 and 60 years of age who usu-
ally belong to a higher level of management. A higher education is prevalent
among the management of nautical tourism ports, and is followed by a high
and high school education. Economic and technical professions are the most
frequent among the management of nautical tourism ports, while there is a lack
of university qualifications of maritime orientation which should, along with

economic orientation, dominate according to international recommendations.

The analysis of years of employment showed a trend of changing jobs or a
problem where younger employees see the company only as a station for further
progress and their own career development. Older management is loyal to the
company to a greater extent, and has considerable professional experience in the
current place of employment and less frequent change of jobs in general, which
in the analysis of the sustainability of employment is an important prerequisite
since higher levels of management require more experience in the current com-
pany in order to know the proper and acceptable way of reacting and dealing
with business challenges.

These results in this scientific study paper explain the main features and
general competence of management of nautical tourism ports and leave room
for analysis of the functioning of management and the effects of certain compe-

tencies and characteristics of decision-making in business.
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Abstract

Acknowledging a growing demand in the sector of medical tourism as well as a
growing demand for dental care from developed countries, this paper discusses
the possibilities of successful and sustainable use of dental tourism potential
and its marketing activities on a national level. The purpose of this article is to
emphasize dental tourism development as an opportunity for Croatian tour-
ism more than just ,sea and sun” seasonal tourism products. Research results
show that Croatia has the necessary preconditions and key resources for dental
tourism development, recognized in the strategic documents of the Republic of
Croatia, such include outstanding natural and qualified human resources, but
also competitive prices and proximity to the large source markets, however this
form of tourism in Croatia has not used its development possibilities due to the
lack of systematic national promotion and the absence of a strong sales network
in Croatia. The existing market position of dental tourism in Croatia is still
insufficiently diversified, relatively unorganized and poorly recognized, and it’s
determined mainly by the individual efforts of private clinics so the special focus
is given to marketing initiatives which influence the international recognisabil-
ity of Croatia as a popular destination of dental tourism.
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The methods used in the research include description, compilation and clas-
sification of scientific and professional papers. The primary research was con-
ducted in February 2017 by quota sampling of 15 dental clinics in Primorsko
- Goranska County, selected from the Croatian Dental Chamber’s list. Selec-
tion criteria was made in base of location and the number of employees. The
study was focused on gathering qualitative data, focused on the analysis of their
websites and an online survey was send to above mentioned dental clinics. The
online survey was consisted of 18 questions and structured in a way to meet
all research objectives. The sample included employees and managers of dental

clinics. The study tested the following hypotheses:

H1 Croatia has developed dental tourism as a health tourism sub-segment.
H2 Dental clinics use marketing activities to promote dental tourisam.

H3 Croatia government doesn 't offer subventions for the marketing activities
of dental tourism.

Dental tourism offers Croatia an opportunity to prolong the tourist season
throughout the year, as dental patients have teeth problems all year long, which
leads to an increasing percentage of capacity utilization, but it can also influ-
ence development of tourist facilities and infrastructure (hotels, restaurants,
travel agencies) and raise overall employment. Marketing activities in Croa-
tia’s dental tourism are insufficiently diversified. Dental clinics should enhance
their strategic marketing to lure international clients. Croatia’s government
should support and evaluate dental tourism development as an economic pro-

cess and an opportunity for tourism.

Contribution of this study is in assessment of Croatia’s dental clinics marketing
initiatives and government efforts towards increasing performance and quality
of the dental tourism offer. Following global trends and observing the practice
and promotional techniques of neighboring countries who are active in the den-
tal tourism market we can find the most appropriate way of implementing such
marketing and tourism activity’s which can serve as basis for further develop-
ment with the aim of enbancing Croatia’s position on the global dental market.
Limitation of the study is that research results couldn’t be compared as there is
no primer conducted related study in Croatia best to our knowledge. Future re-
search should focus on the number, profile, motives, satisfaction and movements

of dental tourists because there is a general lack of research on those subjects.

Keywords: Medical tourism, Dental tourism, Marketing, Primorsko — Go-

ranska County

JEL Classification: M31, 110, Z32




1. INTRODUCTION

Acknowledging the fact that dental tourism is a subdivision of medical tour-
ism, it is important to understand and to investigate development of medical
tourism and tourism in general. Medical tourism should be considered from the
standpoint of its two fundamental elements; health and tourism (Basan et al.
2014, 9), since it’s essentially a combination of medical treatment, hotel accom-
modation and other services in the tourist destination (Babic et al. 2013, 17).
Health is one of the oldest motives to travel (Hitrec, 1998, 2), while tourism is
one of the leading activities in Croatia’s economy (Breslauter, 2012, 10). In the
past, people generally travelled from less developed to more developed countries
in order to receive the medical care they could not receive in their own countries
(Horowitz et al. 2007, 24). Recent trends indicate an opposite process in which
tourists from developed countries are travelling abroad for significantly lower
treatment costs.

Connel (2006, 1094) defines medical tourism as a new form of niche tour-
ism “where people travel often long distances overseas to obtain medical, dental
and surgical care while simultaneously being holidaymakers”. Document of the
Croatian Tourist Board defines medical tourism as a “collective term that en-
compasses travel primarily motivated by the use of medical services (greater
or lesser degree of complexity) - dental, surgical, rehabilitation, etc” (Medical
tourism -International Trends and Prospects, 2013, 5)

This research is based on the understanding that despite the recession, which
has slowed down the global tourism movements (Breslauter, 2012, 11), medi-
cal tourism is a product which is globally recognized and has an above-average
annual growth rate between 15% and 20% (Development Strategy of Croatian
tourism until 2020, 8). Krajnovi¢ et al. (2013, 17) also confirm a continued
annual growth of medical tourism industry and emphasize its global annual
value at $ 60 billion. Although, due to non-compliance of international termi-
nology and statistics it is difficult to estimate the overall market size of medical
tourism. Available data is mainly an assessment of various interest groups and
associations, and for a significant number of countries there are no indicators.
Understanding medical tourism is still limited (Smith, Alvarez, Chanda 2011,
281; Ruggeri et al. 2015, 787), most studies deal with the topic in conceptual
terms rather than the empirical studies and there is generally a lack of research

on the number, profile, motivation, satisfaction and movements of the patients.
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Development of new technologies, availability of online information and more
accessible transportation facilitate the development of medical tourism (Hors-
fall, Lunt, 2015; Lunt, Carrera, 2011; Chen, Wilson, 2015), and also facilitate
the process of decision making for the patient that is often complex and dynam-
ic. This topic is investigated by a few authors in Croatia (Kesar, Rimac, 2011,
Persic, Jankovic, 2012; Krajnovié, et al. 2013), who analysed the possibilities
and limitations for Croatia’s medical tourism development and concluded that

Croatia still does not use its comparative advantages.

As a branch of medical tourism, dental tourism is a relatively new phenomenon
and is considered as an example of globalization (Condrea et al. 2014, 588-
590). With an increased rate of unemployed people in developed countries and
limited medical insurance (Guay, 2004, 1602), dental services tend to be ex-
tremely expensive; therefore, they have raised the population’s mobility, creating
new forms of medical tourism, including dental tourism. Specific forms of tour-
ism like dental tourism can reduce seasonality and could have a positive impact
on economy (Krce, Miocic, 2014, 156), as distribution of tourist movements
throughout the year is more even, because patient’s problems with oral health
can occur at any time of year. Low-cost air transport in less developed coun-
tries can also contribute to the growth dental tourism (Lunt et al. 2011, 6, Ol-
ipra, 2012, 55). Dental services are one of the most common procedures sought
out by medical travellers (Lunt, 2011, 7; Kelley, 2013, 3). Dental tourism has
reached its popularity due to the fact that dental care is one of the least invasive
treatments and recovery time is fast, allowing the international patient to have a
lot of free time and energy for a vacation (Loubeau, 2013, 194). Moreover, tech-
nological discoveries are now spreading much faster, so the specialists in less
developed countries can ensure equal quality of services as developed countries

but within a significantly lower price range.

Croatia as a country highly oriented on tourism has the necessary precondi-
tions for the development of dental tourism which are recognized in the Croa-
tian strategic documents and include outstanding natural and qualified human
resources, but also competitive prices and proximity to the large source markets,
but this form of tourism in Croatia has not used its development opportunities,
and it's not competitive on foreign markets (Geié, 2010, 32; Milinovic 2012,
59). Croatia’s present position, as one of the world’s travel destinations, requires
further expansion of its tourist opportunities within the overall tourism indus-

try. Croatia attracts tourists with a rich cultural and historical heritage who ap-
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preciate its natural beauty, but it’s necessary to include more than just "sea and

sun” seasonal tourism products.

Croatia’s promotional techniques must be upgraded in order to encourage
individuals to travel for dental care. Dental tourism is a lucrative segment of
Poland’s and Hungary’s economy, therefore by observing Croatia’s neighbors
who are active in the dental tourism market we can find the most appropriate
way of implementing such marketing which can promote Croatia as one of the

leading countries in dental tourism.

2. DENTAL TOURISM WORLDWIDE

The global medical market shows great possibilities for the expansion of
dental tourism. Every year, destinations all around the world increasingly join
the ranks of promoting health, medical and wellness tourism (Bristow, Yang,
2015, 118). According to Persi¢ and Jankovié (2012, 3), types of medical tour-
ism depend on where patients as tourists seek medical care therefore they can

be categorised into three groups:

1. Outbound patients traveling to other countries to receive medical

treatments

2. Inbound patients from other countries traveling to a host country to re-

ceive medical treatments
3. Intrabound patients travelling domestically for medical treatments

More and more countries engage in medical tourism industry as import-
ers, exporters or both. The leading importing countries (where medical tourists
come from) are in Western Europe and North America. The main exporting
countries (providers of medical services) are based across all continents, includ-
ing Latin America, Eastern Europe, Africa, and Asia (Smith et al. 2011, 277).

The growth of medical travel has opened up global options and developed
into different selective types of tourism. Many countries in Central and South
America market inexpensive cosmetic surgery while Eastern Europe countries
advertise low cost dental treatments. Asian countries opened many different
medical centres for international patients and have emphasized medical tour-
ism as their national industry (Turner 2008, 391, Sharma et al. 2016, 278).
Most medical tourism destinations also offer dental treatments, but there are

some countries which specialise in this particular branch. India’s dental tourism
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industry grows approximately 30% annually, due to their marketing initiatives
that focus on all-inclusive package tours (Saravana, Krishna, 2015, 286-288).
Costa Rica (Warf, 2010, 55) and Mexico also became well-known destinations
for dental treatments (Turner 2008, 553). The main advantage of these devel-
oping countries is that they offer high quality dental care for more affordable
prices including the costs of flight and accommodation (Barrowman et al. 2010,
441). Treatments such as dental implants; which are often perceived as being

very expensive and out of reach’ have been made more affordable.

For the development of dental tourism in Europe, there is an important
directive on patients’ rights in cross-border healthcare (2011/24/ EU), which
gives the possibility to harmonize health systems and reduce the difference in
cost of health services of the EU countries (Quinn, De Hert, 2011, 502). Ap-
proximately 1 percent of the total cost of health care in Europe takes place in
cross-border healthcare, but this amount is variable and is growing (Carrera,

Lunt, 2010, 475).

The leading dental tourism destination in Europe is Hungary (Dhama et
al. 2016, 4). Terry (2007, 419), refers to Hungary as the dental capital of the
world and just by observing their medical tourism websites we can see a wide
range of procedures that are being actively marketed to tourists. The origin of
dental tourism dates to the late 1980s, when Austrian citizens travelled to ob-
tain dental care in Hungary, due to a considerable difference in prices of dental
treatments in these two countries, Hungarian dental clinics also provided travel
and accommodation packages to attract incoming patients from neighbouring

countries (Zoltan, Maggi 2012, 2).
Osterle, Balazs and Delgado (2009) in their research concluded that the

price-quality ratio is the main motivation for dental tourism in developing/
nonindustrialized countries, above helps the fact that the treatment and the
recovery time is relatively quick, so it allows the international patient to enjoy
the tourist destination (Kovacs, Szocska, 2013, 417).

The demographic profile of the dental tourist coming to Hungary is from
between 45 to 60 years old, mostly from countries such as Austria, Great Brit-
ain, Ireland, Germany, Switzerland, Italy, the USA, France, Norway, Denmark,
and the Netherlands. On average, they spend between 3.000 to 4.000 Euros
which is 50-70 % cost saving (Zoltan, Maggi 2012, 5). Most Hungarian agen-
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cies and clinics have agreements with 3-star partner hotels or apartments where
they usually accommodate dental tourists (Zoltan, Maggi 2012, 4).

Dental tourism is a growing branch, and in Croatia, unfortunately, we are
worse off than our Eastern neighbours. In comparison, according to Croatian
national tourist board, the Hungarian government offers subventions as part of
the development of dental tourism through state funding, Hungarian dentists
also use various EU supports. According to the Ministry of tourism’s strategic
document for the development of Croatian health tourism, potential competi-

tors on the market of dental tourism are Romania, Bulgaria and Serbia.

3. DENTAL TOURISM IN CROATIA

The process of choosing a country for dental tourism involves more factors
than choosing an ordinary touristic destination for a vacation. From that per-
spective, Croatia’s geographical position in Europe and within the Mediterra-
nean region is considered an advantage due to its easy accessibility and direct
flights all around Europe. Croatia joined the European Union as its 28th mem-
ber state on July 1st 2013, which allowed greater mobility for foreign tourists
from EU countries to travel to Croatia for health and dental treatments. Due
to a long history of medical scientific research and education, medical staff in
Croatia has been recognized as one of the most respective in Europe. Croatian
medical schools have traditionally had a good reputation and internationally
accredited study programs as those graduated from these schools become top
specialists through further practice and education (Kesar and Rimac 2011, p.
107). According to Croatian institute of public health a significant number of
practices without a contract with Croatian Health Insurance Institute were reg-
istered in Croatia. More than half of those private practices are in Zagreb, Kvar-
ner and Istria (Se¢an, 2015, 29). Most of these clinics were opened to attract
Italian patients which can save up a significant amount of money comparing to
the Italian prices. This kind of private clinics can generate substantial profits
this way, and have the possibility to invest in infrastructure, which is not the
case for dentists in public sector, whose budgets depend on frequent revisions

and cuts.

As already mentioned, the prices for the treatments are one of the main rea-
sons for the development of dental tourism. The potential patients come from
developed markets looking for lower prices, which is especially important to
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millions of uninsured people who cannot afford simple surgical procedures in
their own country as they are not covered by health insurance (Horton, Cole,
2011, 1848). So, if a price for a dental implant costs up to €585 in the UK, while
the price for the same implant is about 160 € in Croatia, potential patients in
most cases prefer to save their money. Moreover, prices for dental implants are
also very competitive from one dental clinic to another. Analysing the estimated
prices of dental treatments by country, we find that, the prices in Croatia are
very affordable. To support that fact, we present comparatively costs for some

of the dental treatments used in healthcare systems in Table 1.

Table 1: Average cost for dental treatments in different EU countries

Country | CERAMIC | ZIRCONIA - IMPLANTS |VENEERS | PROTHESIS | TEETH WHITENING
CROWN | CERAMIC CROWN

UK 585€ | 850€ 1800€ 5306 |680€ 590€

ITALY 600E | 750€ 1300€ 4106 | 720€ 430€

SLOVENIA [3506 | 450€ 1300€ 4206 |780€ 450€

GERMANY 3206 |581€ 1000€ 5106 |519€ 348€

CROATIA |160€  |333€ 800€ 0506 |360€ 067€

Source: CroMedicor, (portal for medical tourism), has published a comprehensive analysis
of the cost of dental services in the EU http://www.dentaltribune.com/htdocs/uploads/
printarchive/editions/986d9a5cc973fad15300e5548366b68b_19-19.pdf, (08.01.2017)

4, POSSIBILITES FOR CROATIA'S DENTAL
TOURISM DEVELOPMENT

4.1. RESEARCH TOPIC

This study provides an overview of current business activities in dental prac-
tice, services offered, communication skills of employees, use of modern equip-
ment, marketing activities, level of knowledge about dental tourism and pos-

sibilities for its growth.

4.2. METHODOLOGY

The research was conducted in February 2017, in Primorsko — Goranska
County, by quota sampling of 15 significant dental clinics selected from the
Croatian Dental Chamber’s list. Selection criteria were made in base of loca-
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tion and the number of employees. The methods used in the research include
description, compilation and classification of scientific and professional papers.
The online survey, consisted of 18 questions, was structured in a way to meet all
research objectives and was sent to above mentioned dental clinics with the pur-
pose of providing quantitative and qualitative information about dental tourism
development in Primorsko — Goranska County, which has a long tradition in
health tourism. The sample included employees and managers of dental clinics.

The study tested the following hypotheses:
H1 Croatia has developed dental tourism as a health tourism sub-segment.
H2 Dental clinics use marketing activities to promote dental tourisam.

H3 Croatia government doesn 't offer subventions for the marketing activi-

ties of dental tourism.

4.3. FINDINGS

Nine dental clinics participated in the study, which accounts for 60% of
surveyed dental clinics. Research results show that the majority of clinics who
participated in the study are in private ownership (89%), furthermore, a minor
part of them (11%) have a contract with Croatian Health Insurance Fundation.
More than a half of dental clinics have over 40 employees (56%), there is a lower
percentage of clinics with 10 to 20 employees (22%), 21 to 30 employees (11%)
and 5 to 10 employees (11%). Based on the analysis of the research results, it
can be concluded that majority of responders (56%) are neither satisfied nor
dissatisfied with the engagement of local public authorities in the sector of
dental tourism and its development, fewer respondents are dissatisfied (22%)
or distinctly dissatisfied (11%). Only 11% of respondents are satisfied with the
abovementioned. Regarding the efforts of private clinics in promoting dental
services to foreign markets, a significant percentage of the clinics are dissatisfied
(33%) or indecisive (33%). Fewer respondents are extremely dissatisfied (11%),
while only 23% of them are satisfied with overall promotion activities of dental
clinics. A significant number of the clinics are extremely dissatisfied (45%) or
dissatisfied (11%) with marketing activities subsidized by government bodies,
fewer percentage of surveyed clinics are neither satisfied nor dissatisfied (33%)

while only 11% of them are satisfied. The surveyed clinics in majority responded
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that of the clinics are content (22 %), or extremely content (78%), with their
customer satisfaction with dental treatments in clinics.

In all surveyed clinics foreign patients come in organized group visits.
Majority of the clinics (78%) have contracts with foreign travel agencies that
procure patients for them. In a large percentage (89%), respondents believe
that their prices are competitive in the market and that their prices rates are
in accordance with the Croatian Chamber of Dental Medicine regulations.
All of the clinics attract new patients with additional marketing activities.
Nearly half of the clinics (45%) admit to not having adequate knowledge on
the development of dental tourism. Surveyed clinics (89%) consider that the
introduction of additional taxes would have a negative impact on their business.
All of the surveyed clinics have multilingual websites and all of their doctors
speak English and Italian, additionally they can comunicate in Slovenian and
German language (44%). All front desk staff speak English and Italian, 78% of
them speak German, 33% speak Slovenian, while 22% of the employees speak
French.

The most commonly used dental services in clinics are in 100% of the clinics
ceramic crowns, dental implants (89%), dental prostheses (56%), treatment of
dental root channels (45%), composite tooth fillings, dental scaling, extractions
(33%), inlays / onlays (22%), and ceramic veneers (11%). Majority of the clinics
use high quality materials for dental services (78%), while fewer of them use
new materials with a good cost-quality balance (22%). The last significant

investment in dental equipment was in most cases a new dental unit or a CAD

/ CAM device.

In addition to dental medicine service, clinics offer their patients
accommodation (89%), organization of transport (78%), a tourist guide (33%),
and sometimes package of free accommodation and transport (11%). More then
a half of mentioned clinics dentists (56%) continuously educate themselves up
to four times a year, and the rest of clinics (44%) educate their dentists regularly,
2-3 times a year. We can conclude form the research results that the core market
for incoming patients for surveyd clinics is Italy (89%) and the significatly lower
percent (11%) come from Slovenia. Foreign patients mostly visit due to an
excellent price-quality ratio, in 67% of clinics, and due to cheaper dental service
when compared to their domicile country, in 33% of the cases. The extent to

which marketing activities affect the decision of patients on the use of dental
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service clinics is 67%, and a marked influence was recorded in 11% of the cases.
As for promotional activities, all the clinics use leaflets, brochures, stickers,
and other promotional materials. Most of the clinics (89%) use newspaper
advertising, promotion through the Internet and their own websites as their
promotional tehniques, furthermore, in most cases (78%), they use SEO (Search
engine optimization). Advertising through social networks is used by 67% of
the clinics, they also advertise by search engines (56%), on the radio (44%), TV
advertising (33%), and newsletter or email marketing campaigns (22%). For
the promotion of their services most clinics hire a marketing manager (56%), or
use the services of marketing agencies (33%), and only 11% of the clinics design

their own ads.

4.4. CONTRIBUTION

The expected contribution of the study is to raise awareness of regional au-
thorities about the opportunities offered by the development of dental tourism,
also in assessment of Croatia’s dental clinics marketing initiatives and govern-
ment efforts towards increasing performance and quality of the dental tourism
offer.

Limitation of the study is that research results couldn’t be compared as there
is no primer conducted related study in Croatia best to our knowledge. Future
research should focus on the number, profile, motives, satisfaction and move-
ments of dental tourists because there is a general lack of research on those

subjects.

5. CONCLUSION

The results of this research indicate that there are many previously identi-
fied competitive advantages (natural and qualified human resources, but also
competitive prices and proximity to the large source markets) for dental tourism
development in Croatia which are not yet sufficiently recognized or utilized. The
above mentioned confirms the fact that nearly half of the surveyed clinics admit
they don' t have adequate knowledge on the development of dental tourism and
a significantly low percentage of them are satisfied with the engagement of local
public authorities in the sector of dental tourism and its development. We can

conclude that the most important factors for choosing Croatia as a dental tour-
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ism destination are affordable prices, high quality of materials used for dental
services, trained medical staff, state-of-the-art technology and the attractiveness
as a touristic destination. Such touristic potentials combined with growing de-
mand for dental treatments from developed countries, could give a big contribu-
tion to the country’s image and to help prolong seasonality. We can conclude that
dental tourism in Croatia can be highly cost-effective for citizens of West Euro-
pean countries and also that for Primorsko-Goranska County the core market is
Italy. Majority of the surveyed clinics have contracts with foreign travel agencies
that procure patients for them and can generate substantial profits this way, also
have the possibility to increase the percentage of capacity utilization, influence
the development of tourist facilities and infrastructure (hotels, restaurants, travel
agencies) and raise overall employment. Marketing activities in Croatia’s dental
tourism are insufficiently diversified and should be stratecigly enhanced to lure
international clients. Croatia can significantly profit from its position which gives
an excellent access point to the dental tourism market niche and its economic
advantages. To be able to use all of these benefits, all the efforts should be sup-
ported by the government, especially through the strategies of the Ministries
of health and tourism. Hungarian government offers subventions as part of the
development of dental tourism through state funding, but that is not the case
in Croatia where marketing activities are not subsidized by government bodjies.
These strategies should be an important part of the countries development and
economic growth as Croatia has all the necessary preconditions to become the

market leader in dental tourism in Eastern Europe.

From this study, we can identify factors that are necessary for further devel-

opment of dental tourism:

* build awareness and improve knowledge of dental tourism development
through marketing activities

* enhance strategic marketing of dental clinics instead of relying on tra-
ditional advertising channels (which are often one-size-fits-all) using
uniquely customized dental newsletters, dental postcards, brochures and
social media content

* highlight what sets dental practices in Croatia apart and brand dental
tourism destinations

* upgrade the dental tourism offer by expanding services to improve value

and strengthen competitive position
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* connect dental offices in a way they could appear in the market as a cluster,

* work on networking accommodation and tourist capacities so they can
offer a wide range of service packages, therefore increase percentage of
capacity utilization

* developing new dental tourism destinations, outside the coastal areas

* benchmarking with competitive countries like Hungary and Poland

* provide an all year-round business by prolonging the season

To achieve the before mentioned goals, it is necessary to adequately posi-
tion dental tourism in strategic development documents, considering global
best practices, therefore developing sustainable and competitive Croatian dental

tourism and strategic marketing planning of dental clinics.
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Abstract

Human resources present the knowledge generated in the process of education.
Considering the perspective of enterprise, human resources present the total
intellectual knowledge that organizations can use to achieve their goals. In or-
der to develop knowledge-based economy it is necessary to have quality and
efficient management of human resources. Encouraging innovation, adoption
of new knowledge and the development of quality becomes a carrier of the de-
velopment organization and the economy in general. Development of human
resources and knowledge management emerges as the main source of competi-
tive advantage. Today it is necessary to adapt to the challenges that arise in the
market. In order to give a timely response to the challenges it is necessary to
constantly invest into knowledge and competence of human resources. Econo-
my of scale is unsustainable, organizations today are struggling with entry into
the knowledge economy, or into the production of high value and quality.

The components of the economy then and now are different. With the arrival
of digital technology information are spreading and changing faster than ever.
Requests for transfer of knowledge have been changed. For human resources,
today it is necessary to systematically and continuously upgrade the knowledge
and new skills. Due to their specific requirements, sometimes it is difficult to
organize group training that would include the necessary topics. Individual

approach is necessary. Digital technology allows the combination of individual




and group access to new knowledge, as well as defining new challenges and solv-
ing problems. Digital technologies enable learning without additional spatial
and temporal resources. They allow education in the workplace during working

hours.

In this paper models of human resources are considered, both traditional and
contemporary. It analyzes the existing models of development, their benefits,
risks and the impact. Furthermore, the paper discusses the role of digital tech-
nology in the development of human resources in organizations. The research

will be carried out in organizations in Eastern Croatia.
Keywords: human resources, digital technology, development

JEL Classification: J2,J24

1. INTRODUCTION

Human resources present the knowledge generated in the process of educa-
tion. Considering the perspective of enterprise, human resources present the
total intellectual knowledge that organizations can use to achieve their goals. In
order to develop knowledge-based economy it is necessary to have quality and

efficient management of human resources

Development of human resources and knowledge management emerges as
the main source of competitive advantage. Today it is necessary to adapt to the
challenges that arise in the market. In order to give a timely response to the
challenges it is necessary to constantly invest into knowledge and competence

Of human resources.

Requests for transfer of knowledge have been changed. For human resources,
today it is necessary to systematically and continuously upgrade the knowledge and
new skills. Due to their specific requirements, sometimes it is difficult to organize
group training that would include the necessary topics. Individual approach is nec-
essary. Digital technology allows the combination of individual and group access to
new knowledge, as well as defining new challenges and solving problems. Digital
technologies enable learning without additional spatial and temporal resources.
They allow education in the workplace during working hours. Depending on the
capabilities and resources at their disposal, organization used various methods of
human resources development. There are two main methods of human resources

development: individual and group methods of human resources development.
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To study the impact of digital technology on the development of human
resources was carried out using a questionnaire. Tested companies in eastern
Croatian (five counties) and are included in three sizes of companies: small,

medium and large.

2. HUMAN RESOURCES

Human Resources is a concept whose primary meaning in the economy
relates to the workforce. In large organizations, the term means the individu-
als within the company and their capabilities, but also on the part of an orga-
nization that deals with hiring, firing, training and other activities related to

personnel.

Employees are one of the most important resources of the company. The
importance of human resources is growing, the management of these resources
is considered essential interests of organizations that deal with higher levels of

management / administration.

The concept of human resources is relatively new. In fact, entered into ser-
vice with much criticism. While critics of the term think that it humiliating for
people because they are equated with the object management, supporters point
out that the expression thus stops the practice to which all other resources are
more important than people. The concept of human resources and gets a new
meaning - denotes not only employees, but also their overall potential.

Human resources employees see as valuable to the organization, and given
that it increases the value of development, human resources departments focus
on growth and development human potential and skills. ( Jovi¢, 2016)

According to estimates by the organization that operating successfully, they
invest 5% profit on employee education. Consequently they find it is from 5% to
10% of working time should be invested in the development of employees, de-
pending on the type of work that the employee performs. According to research
highly educated should be between 20% and 25% of working time to spend
studying new knowledge in the field that deals with how to maintain their value

to the employer. (Zager, De¢man, 2015)

Human resource management is defined as a strategic and coherent ap-
proach to the management of the most valuable assets of the organization -

people who work in it in order to achieve the objectives of the organization.

314




Under the management of human resources are inter-related activities, of which

the most important are: ( Jovié, 2016)

1. planning job offers and search for human resources,

2. analysis tasks,

3. recruitment of potential candidates for employment,

4, selection of candidates,

5. socialization of new employees,

6. Training and development of employees,

7. performance management and behavior,

8. motivation,

9. compliance with legislation,

10. discharge.

The implementation of these processes may be performed therefore human
resources department or an external partner organization - a company dealing

with human resources. If these processes are implemented effectively, can sig-
nificantly affect the financial profits of the organization.

3. HUMAN RESOURCES DEVELOPMENT

As aresult of the developmental changes in all aspects of social and econom-
ic developments there are a number of innovative solutions to facilitate human
life and work. Strategic human resources management becomes crucial for find-
ing original solutions in the manufacturing and services sector in order to meet
the increasing market demands and to improve the competitive position of en-
terprises. By including all the planning and development of human resources
in the long-term development policy, it is possible to increase innovation and
achieve high development goals companies. (Aksentijevi¢, Jezié, Purié, 2008)

Depending on the capabilities and resources at their disposal, organization
used various methods of human resources development. There are two main
methods of human resources development: individual and group methods of

human resources development.

In the United States, 2/3 of people working in the service sector, 50% of the

fastest growing and most developed companies are those based on knowledge
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whose employees are highly educated, and the job is solving customer problems
by providing expert advice (financial, managerial, legal), with the aim of improv-
ing the work of the client (the software that performs a task, sales promotion
or higher efficiency), where the main resources and outputs of their work the

same - knowledge, creativity and intelligence in finding solutions. (Aksentijevi¢,

Jesi¢, Durié, 2008)

3.1. INDIVIDUAL HUMAN RESOURCE DEVELOPMENT

Individual human resource development refers to the development of specific
knowledge and skills that are important for the performance of which the em-
ployee is engaged. The advantages of the method of individual development is
that an individual is assessed individually according to their preferences and needs.

What initially makes the difference between an employee and what the future
business development should be adjusted to the characteristics of the people that
they bring with them into the organization. There are many individual differ-
ences in the type of skills (including intelligence) and biographical characteristics

(height, weight, race, length of service, etc.). (Robbins, Judge, 2010, p. 42)

Biographical characteristics that affect performance at work are: age, sex,
race and years of service. There is a widespread belief that productivity declines
with age. However, the conclusion is that the requirements of most jobs, even
physical not so much the end to losses in physical skills, that you could be at-
tributed to age, have an impact on productivity. (Robbins, Judge, 2010, p. 49)

Talking about the relations and efficiency at work occur misconceptions and
unfounded opinions. Psychological studies have shown that women are more
willing to submit to authority, and that men are more aggressive and more likely
to expect success than women. It turned out that between men and women is no

significant difference in performance on the job. (Robbins, Judge, 2010, p. 50)

Length of service is the last biographical feature that will be considered. If
the internship is defined as the time spent on a particular job, it can be said
that the recent data found a positive relationship between years of service and
operational efficiency. When reviewing the age and years of service, it seems
that the years of service consistent and stable predictor of job satisfaction than

chronological age. (Robbins, Judge, 2010, p. 52)
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3.2, GROUP HUMAN RESOURCES DEVELOPMENT

Widespread application teams creates the potential that organizations real-
ize greater product without much input. Teams can do different things. They
can create products, provide services, making new contracts, manage projects
and more. There are four common types of teams: problem teams, self-guided

work teams, cross functional teams and virtual teams. (Robbins, Judge, 2010,

p.336)

Problem teams indicate teams that consist of permanent staff in the same
department who are working to improve the quality, efliciency and working

environment.

Self-guided work teams are groups of employees who perform closely re-
lated and interdependent tasks and take over a large part of the responsibilities

formerly had their executives. Working with suppliers, customers and elected

by its members. (Robbins, Judge, 2010, p. 339)

Teams of employees from the same hierarchical level but from different
fields work together to solve a task called cross functional teams. Cross func-
tional teams are an effective way to get people from different areas of work in
the organization allow the exchange of information, development of new ideas
and problem solving, and coordinate complex projects. (Robbins, Judge, 2010,
p.341)

Previously mentioned teams work face to face. Virtual teams use computer
technology in order to connect in a common goal. There are three main dif-
ferences from other virtual three types of teams: the absence paraverbal and

non-verbal signals, limited social context, the ability to overcome time and space

constraints. (Robbins, Judge, 2010, p. 342)

4, CONTEMPORARY DESIGNS MODELS OF
HUMAN RESOURCE DEVELOPMENT
A new way of learning is called programmed instruction, and it involves self-
study and consists of three parts: (Dessler, 2015, p. 303)
a) presentation of the issues, facts or problems trainee
b) allow the person to respond

c) provide feedback on the accuracy of the answers
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There are seven types of human resource development supported by digital

technology: (Dessler, 2015, p. 305)

1.

2.

7.

Strengthening which serves audiovisual materials: in that way involves
the application of techniques such as DVD, movies, PowerPoint and
audio tapes. Audio-visual aids are more expensive than lectures, or have
their advantages: the ability to display a certain order over time, the abil-
ity to stop, slow display, it is possible to make a visual tour of the plant or
operation which can not attend.

Training in the vicinity of the workplace: a form of training where trainees

learn to actual or stimulated the equipment that will be used on the job.

Development of distance learning and videoconferencing - refers to the
process of training in one head of a center teaches a group of employees
at remote locations.

Electronic support system working efficiency - represents computer tools
automate training, documentation and telephone support. Systems sup-
port work efficiency are modern business tools. Business supplies repre-
sent a set of instructions, diagrams and similar methods that are available

to the employee in the workplace and serve him as a guide.

Training via computer - leaders used interactive computer systems in or-
der to increase knowledge and skills of employees. As an example, consid-
er an interactive multimedia training a combination of text, video, graphic

material, animation and sound.

Stimulated learning - represents the most modern ways to develop the
skills of employees. Virtual reality is an example stimulated learning,
where employees put in an artificially created environment that stimu-

lates the events and situations.

Training via the Internet - increasingly replaced by other types of training
and becomes dominant. There are various portals for learning that enable
companies to select courses for their employees and that employees take
them at no additional cost.

Each of these seven types of modern methods of employee development is

equally successful.
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5. THE ECONOMY OF EASTERN CROATIAN

Slavonia region historical and geographical region in the eastern part of the
Croatian, between the Sava and Drava in the south to the north (Croatian space
between the rivers), and river Ilova in the west of the state border in the east,
and the Bosut and the Vuka in the southeast. Together with Baranja and Srijem
part of the geographic region of Eastern Croatian. Although the conditions of
modern traffic and social cohesion the Croatian Slavonia is not homogeneous
is not an isolated entity, the name was widely used. It covers Pozega-Slavonia
and Brod-Posavina County, much of the Osijek-Baranja County, parts of Viro-
vitica-Podravina, Bjelovar-Bilogora and smaller parts of Sisak-Moslavina and

Vukovar-Srijem. (Http://www.enciklopedija.hr/natuknica.aspx?id=56610)

Although fertile Eastern Croatia when it comes to its economic state ranks
at the very end of the list of economically developed regions. Once the industry,
especially in the Brod-Posavina County was at its peak, but now she is reduced

to a minimum.

Economy of Eastern Croatian is very weak. Most companies are small east-
ern Croatian companies that do not exercise the significant profit. Small busi-
nesses in Eastern Croatia make up 99 percent of the total number of enter-
prises. If one looks at the number of large enterprises they make up less than 1

percent of the total number of enterprises.

Companies of Eastern Croatian opportunity for salvation see in the Council
for the project Slavonia where all ministers associated with the conduct of the
Project, the mayors of five Slavonian counties, directors Slavonian county agen-

cies as well as members of parliament from the Slavonia.

Minister of Regional Development and EU Funds Gabriel Sting announced
in Vinkovci establishment of the Council for the project Slavonia at the level of
Government.

These large project is related to the development of the region Slavonia for
which EU funds can withdraw 2.5 billion euro by 2020.
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6. THE IMPACT OF DIGITAL TECHNOLOGIES ON
HUMAN RESOURCE DEVELOPMENT

Study of the impact of digital technology on the development of human
resources was carried out using a questionnaire. Tested companies are in the
area of Eastern Croatian and included three sizes of enterprises: small, medium

and large.

Figure 1 shows a graph with the answers to the question of using models of
human resource development, where it can be seen that 71% of surveyed com-

panies use at least one model of human resource development.

Using of models of human resource development

Figure 1. Using of models of human resource development

Figure 2 shows a graph with the structure of the use of models of human
resource development, where it can be seen that the companies most commonly
used method training at workplace with more than 72% representation, and af-
ter that model, the model of digital technologies (audiovisual devices , computer
and internet) of nearly 39%.
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The structure of the use of models of human
resource development

Training via the Internet NN 38.89%
Stimulated learning [ 16,67%
Training via computer [N 38,89%
The electronic system support work efficiency [INEGGNGNEGENE :7,78%
Distance learning and videoconferencing I 11,11%
Training at workplace I 2, 22%
Training that is used audiovisual materials [N 38,89%

Figure 2. The structure of the use of models of human resource development

Figure 3 shows a graph of the structure of the use of models of human re-
sources by type of employee that is evident that the group of employees most
training. The representation of the operational part of human resources is more

than 94%, while the administration significantly less frequent.

The structure of the use of models of human
resources by type of employee

Top management 22,22%

Middle management 44,44%

Low management 27,78%

Operations ,44%
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Figure 3. The structure of the use of models of human resources by type of

employee
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Figure 4 shows a graph where can be seen information about companies that
use model for human resource development. It is evident that in 61% of the

surveyed companies made progress but 17% did not.

Using the model for human resource development
brings significant changes

Not observed
22%

Yes, worse
0%

Figure 4. Using the model for human resource development brings significant

changes

Figure 5. shows the use of digital technology in business where one can see
the structure of the use of digital technology in business. Digital technology is
the most used in everyday communication and Internet payment. Digital tech-
nologies for the purpose of Education and Human Resource Development is

used significantly less or more frequent periodic and, if necessary.

322




Using digital technology in business
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Figure 5. Using digital technology in business

Figure 6 shows an opinion on the impact of digital technologies on human
resource development where it is evident that most of the company believes that
digital technology completely or partially assist in the development of human
resources.

Opinion on the impact of digital technologies on
human resource development

Mo opinion | 0,00%
Not help - 4,76%

Figure 6. Opinion on the impact of digital technologies on human resource
development
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Figure 7 shows a graph with the structure of the use of the system for hu-
man resource development supported by the digital technologies where it can
be seen that all tested enterprises used Internet site for help in the development
of human resources. Most enterprises use and video presentations and internet
encyclopedia for help in the development of human resources. It is evident that
companies most often improvise with the content of Human Resources Devel-
opment. In a small extent (only 20%) of enterprises use specialized systems for

teaching and learning,

The structure of the use of the system for human
resource development supported by the digital
technologies
Distance Learning 20,00%
Specialized programs for learning 20,00%
Tutarial 30,00%
Video presentations &0,00%
Frequently Asked Questions 45,00%
Knowledge base 45,00%
Webinar 10,00%
Blogs 25,00%
Wikipedia 50,008
Internet stranice 100,00%

Figure 7. The structure of the use of the system for human resource develop-
ment supported by the digital technologies

Figure 8 shows a graph Using the model for human resource development
supported by digital technologies brings significant changes which shows that
63% of surveyed companies have noted progress using digital technology in the
development of human resources. It should be noted that no company does not
consider that digital technology can bring bad changes.
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Using the model for human resource development
supported by digital technologies brings significant
changes

Mot observed
37%

No
Yes, white
0%

Figure 8 Using the model for human resource development supported by digi-
tal technologies brings significant changes

7. CONCLUSION

Human resources have proven to be the concept whose primary importance
in the economy is significant. In large organizations, the term means the individ-
uals within the company and its capabilities, but on the part of an organization
that deals with hiring, firing, training and other activities related to personnel.

Employees are one of the most important resources of the company. The
importance of human resources is growing. Human resource management is of
great importance and interest to those who are on the higher levels of govern-

ment / state,

Strategic human resources management becomes crucial for finding original
solutions in the manufacturing and services sector in order to meet the increas-

ing market demands and to improve the competitive position of enterprises.

According to research conducted can be concluded that most of the compa-
nies used model for human resource development and that tangible progress.
It can also be concluded that companies use digital technology in their daily
work. However, it is clear, even though most of the companies believes that

digital technology is useful for the development of human resources that digital
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technology is not used every day, routinely and systematically for education and

human resources development.
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Abstract

In this paper the authors prove, by using empirical research, the set hypothesis
in risk management insurance of crop, plantation and fruit by comparing in-
surance markets of different countries with the insurance market of agricultural
production in the Republic of Croatia. The authors show the possible develop-
ment paths of this segment of market insurance in the Republic of Croatia and
countries in the region. The insurance market in agricultural production is
insufficiently developed and has a great possibility for growth in the coming pe-
riod. To achieve this, the producers have to be aware of the need to insure their
production. Also, new products which can be insured have to be developed and
governmental institutions and the public sector have to create more successful

insurance models in agriculture — one of which is introduced in this paper.
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1. INTRODUCTORY CONSIDERATIONS

There is no single definition for the term insurance. It can be defined from
the point of view of economists, lawyers, historians, actuaries, sociologists or
risk theory. Insurance is a transfer of risk from the insured to the insurer who
accepts compensation for damage to those in which they occurred and distrib-
ute them to all members of the risk community. (Klobuéar, 2007:22) Insurance
coverage is obtained by entering into an insurance contract, whereby the insurer
receives the insurance premium and is obliged to compensate the damage to the

insured or a third person if the insured case happens.

Protecting people and their property from consequences of natural forces
and other dangers has always been of great importance not only to the individ-
ual but also to the society as a whole. Economic freedom was easier to achieve
in community by the principles of reciprocity and solidarity than one would
achieve as an individual. The motive and purpose of protection remained the
same - as simple forms of mutual assistance within a narrow or broader circle
of the community to the modern economic protection that insurance provides
today, which is a compensation for the incurred damages. In today’s economic
development insurance has thus become an irreplaceable protection. Only pre-

funded, dedicated security funds can cover the negative consequences of the

achieved risks. (Andrijasevié¢ et.al., 1999)

The development of the economy and technological achievements has de-
veloped new unforeseeable dangers, so the insurance as material damage com-
pensation becomes increasingly important. The economic sense of insurance is

included in compensation for property damage and the insurance of people.

The task of insurance is to reallocate numerous dangers, to which the in-
sured are exposed, to all insured persons and to pay a certain compensation for
the damage sustained in accordance with the contract signed with the insured.
When signing an insurance contract, the insured person turns his variable costs
into fixed costs by paying the insurance premium, and the economic conse-
quences of the occurrence of a certain event causing the damage is hereby trans-

ferred to the insurer. The insurer then carries an insurance — technical risk, i.e.

328




the risk that the premium it has received for the assumed risks will not be suf-

ficient to cover any damages it has to compensate for. (Gerathewohl, 1976:22)

2. INSURANCE OF CROP,PLANTATION AND FRUIT

Crop, plantation and fruit insurance represent a transfer of risk, with com-
pensation, from farmers to the insurance company. The insurance reduces the
producer risk and stabilizes the income of the family farm (http://agririsk.agr.
hr/), with the fee being expressed as the insurance premium.

The agricultural sector is also characterized by a special type of risk that, in
the absence of a loss-prevention system, can undermine the positive effect of
good agricultural policies. Agriculture is exposed to the effects of nature that are
difficult to predict and which make this sector extremely insecure. Agricultural
production insurance is often the only way for agricultural producers, at least
partially, to protect against potentially harmful impacts caused by increasingly
visible climate changes. The insurance culture is different in countries with dif-
ferent levels of development. In many poor countries (lower insurance culture)
the insurance premium is considered a luxury that many small and poor farmers
can not afford. In the world there are many models of insurance in agriculture
that often depend on tradition and insurance culture, different developmental
opportunities and different possibilities for farmers to participate in insurance
programs. In creating an insurance model in agriculture, governmental institu-
tions and the public sector play an especially important role. As we have already
concluded, insurance is the only way to prevent, to a certain extent, large income
losses in agriculture by shifting risks from farmers to the insurance, and the cost
of risk transfer is paid in the form of premiums. (http://vpiba/wp-content/up-
loads/2016/05/analiza_polj_osiguranje_2.pdf) Although all types of activity
can be provided in the agricultural sector, the largest part of the premium glob-
ally refers to crop and fruit, which account for around 90% of worldwide premi-
ums collected. When it comes to geographical dispersion of agricultural insur-
ance most of the premiums refers to the US and Canada, on the second place is
Europe with 17% participation, followed by Asia with about 15%. The steady
growth of the global premium on agricultural insurance indicates an increase in

the vulnerability of the agricultural sector as a result of global climate changes.

As the agricultural sector is not typical, the insurance activities are unpopu-
lar for the insurance sector. Here we think of the increasingly active involve-
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ment of governments and their institutions in creating supports for agricultural
insurance models. The most common form of governmental and public insti-
tutions participation is reflected in the partial or total financing of insurance
premiums. Although the insurance sector is basically a private sector, the public
sector’s participation in the dispersion of risks in agriculture is often explained
by the fact that even when the market economy functions in other sectors, the
agricultural sector market tends not to function due to sector vulnerability and
lack of capital. In addition, the problems of agricultural activity monitoring that
often lead to opportunistic behavior of farmers and difficulties in re-insurance
of agricultural insurance distract further the presence of commercial insurance
companies. The existence of a systemic risk which threatens to endanger a large
number of economic production units simultaneously represents a platform on
which the government finds space to take over indirectly a part of the risk of
loss. In addition, according to the high level of risk and possible frequency of
situations that may have adverse effects on agricultural incomes such as hail,
droughts, floods and so on, commercial insurance have no interest to insure ag-
ricultural producers against loss from natural disasters. If there are commercial
insurances that provide them in case of natural disasters, then premiums are too
high for individual farmers, especially in poorer countries. For this reason, there
is a part of the market that is unfilled in the absence of commercial interest. In
such situations it is quite natural that governments, in order to protect the agri-
cultural income, but also to maintain the economy at a certain level, participate
in the financing of part of the insurance premium. (http://vpi.ba/wp-content/
uploads/2016/05/analiza_polj_osiguranje_2.pdf)

Nevertheless, in spite of governmental involvement in co-financing of in-
surance premiums, most producers in underdeveloped countries do not secure
their crops mainly because of the shortage of insurance culture, observing the
premium as a cost that can rarely be paid off. In addition, the government needs
to develop a risk assessment infrastructure in agriculture, such as weather and
natural disaster databases, so farmers and insurance companies could also have
tools to assess the degree of exposure to certain natural disasters. Governmental
involvement in the support system of agricultural production insurance also im-
plies the existence of a legal framework and quality monitoring mechanisms in
agriculture that would regulate issues in this area and minimize the possibility

of opportunistic behavior.
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3. THE MODEL OF AGRICULTURAL INSURANCE

This paper presents a part of the empirical research conducted on a random

sample of 174 business entities (family farms) in eastern Croatia during May

2016.

Analyzing respondents according to sociodemographic features, it is evident
that in the owner structure is a predominance of men (93.7%) in the age of 36-
55 with over 10 years of working experience (86.2%). Out of the total number
of respondents, 64.9% have completed high school education - mostly agricul-
ture (agricultural technician and / or similar). Considering the farm size, a rela-
tively large number of respondents owns 50 to 150 ha of land (39.7%), 35.6%
up to 50 ha and 24.7% more than 150 ha. It is an important fact which is shown
by the empirical research that most respondents (75.9%) use insurance protec-

tion and 59.8% have a clearly defined risk philosophy.

For the purposes of this paper, only information on the necessity of intro-
ducing new insurance products of crop, plantation and fruit are shown, as a

result of public and private initiative.

Table 1. Analysis of the significance of differences in the attitudes of owners

or managers of agricultural business subjects with regard to work experience

(Mann-Whitney’s Test)

Average rank

Claim VA
Up to 10 years More than 10 p
years
It is necessary to encourage the introduction of crop, 69,83 90,33 -1,905 | 0,057

plantation and fruit insurance as compulsory insurance
for business systems involved in this activity.

Crop, plantation and fruit insurance reduce the risk for 75,88 89,36 -1,282 1 0,200
producers and stabilize the income of family agricultural

economies.

Existing insurance programs are insufficiently defined 82,54 88,29 -0,536 | 0,592
and do not work to reduce business risk

The problem of crop, plantation and fruit insurance 71,42 90,07 -1,810| 0,070

should be solved by institutions (The Ministry) in the
interest of all agricultural producers.

It is necessary, in line with trends, to introduce new 68,58 90,53 -2,1431 0,032
crop, plantation and fruit insurance products as a result

of public and private initiative.
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Table 2. Descriptive statistical indicators for attitudes of respondents about
p p
potential trends in crop, plantation and fruit insurance with regard to the edu-

cation degree

Primary . Faculty
school T eeies) education
S S S
Claim e e e
3 3 o
= =] = =} = =}
= (<5} = [<F} = [<5}
<< = << = < £
[tis necessary to encourage the introduction of crop, plantation
and fruit insurance as compulsory insurance for business systems 3,50 (3,00 3,47 (4,00|326 3,00

involved in this activity.

Crop, plantation and fruit insurance reduces the risk for producers

" . o . 3,82 4,00 |3,94|4,00|4,08|4,00
and stabilizes the income of family agricultural economies

Existing insurance programs are insufficiently defined and do not

} ‘ 3,64 1350 (3403,00]|344|3,00
work to reduce business risk.

The problem of crop, plantation and fruit insurance should be
solved by institutions (The Ministry) in the interest of all agricuttural | 4,18 | 4,50 | 4,04 | 4,00 | 3,97 | 4,00
producers.

[tis necessary, in line with trends, to introduce new crop, plantation

and fruit insurance products as a result of public and private initiative. 423|450 14111 56,00 1410 4,00
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Table 3. Descriptive statistical indicators for attitudes of respondents about
potential trends in the insurance of crop, plantation and fruit given by the size
of the agricultural economy

From 50 to More than

UptoSOha | “45oha | 150 ha
Claim % % %
= oo = = oo 1= E=2. ] =
te 2 E=| 2 E= =
S»| E|s®| E | sa| E
Itis necessary to encourage the introduction of crop, plantation
and fruit insurance as compulsory insurance for business 3,11 3,00 [3,78 4,00 |3,30 3,00
systems involved in this activity.
Crop, plantation and fruit insurance reduces the risk for
producers and stabilizes the income of family agricultural 3,84 (4,00 (4,00 |4,00 4,056 |4,00

economies

Existing insurance programs are insufficiently defined and do

not work to reduce business risk. 331 13001354 300|347 1300

The problem of crop, plantation and fruit insurance should
be solved by institutions (The Ministry) in the interest of all 3,89 14,00 416 |5,00 4,07 {4,00
agricultural producers.

It is necessary, in line with trends, to introduce new crop,
plantation and fruit insurance products as a result of public and [ 4,06 {4,00 | 4,01 |5,00 |4,37 |5,00
private initiative.

In accordance with the risk management strategy of the agricultural busi-
ness system, respondents also agree with the statement: Insurance of crop,
plantation and fruit reduces the producer risk and stabilizes the income of
family farms, and this is higher for respondents with more than 10 years of
working life

There is also a statistically significant difference stated in the statement It
is necessary, in line with trends, to introduce new crop, plantation and
fruit insurance products as a result of public and private initiative, where a
higher average rank was calculated for owners with more than 10 years of work

experience,

According to Kruskal-Wallis's test, in the analysis of the significance of dif-
ferences in attitudes of the respondents (the owner and / or the manager) there
is a statistically significant difference in the statement It is necessary to en-
courage the introduction of crop, plantation and fruit insurance as com-
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pulsory insurance for business systems involved in this activity where a
higher average rank was calculated for owners and / or managers of 50 to 150

ha, and the lowest for owners up to 50 ha.

Speaking about the attitudes of respondents about potential trends in crop,
plantation and fruit insurance with regard to the use of insurance protection,
the results of the Mann-Whitney test show that greater values of the average

rankings were calculated for stacking in two claims:

1. It is necessary to encourage the introduction of crop, plantation and
fruit insurance as compulsory insurance for business systems involved

in this activity.

2. Crop, plantation and fruit insurance reduces the risk for producers
and stabilizes the income of family farms.

Thus, owners and / or managers of agricultural business subjects expressed
a greater degree of agreement with the stated claims. As a result, it can be con-
cluded that certain new insurance products enable the introduction of crop,

plantation and fruit insurance as compulsory insurance at least in one segment.

4. INSTEAD OF CONCLUSION

Based on the empirical research carried out and the processed and presented
research results it is to conclude hat the area of crop, plantation and fruit insur-
ance is a very specific area of insurance. There are numerous reasons for insur-
ance and / or non-insurance of crops, plantation and fruit, but in this paper the

following reasons have been theoretically and statistically proven:

Table 4: The main reasons for not using and / or using crop, plantation and

fruit insurance

Main reasons for NOT USING crop, plantation and
fruit insurance

Main reasons for USING crop, plantation and fruit
insurance

e the premium amount
* insufficient damage coverage of the insurance

* insufficient offer of crop, plantation and fruit
insurance

* reliance on state aid in case of an elemental disaster
* reliance on a hail defense system.

e the premium amount
* exposure of the production site to climate risks
* insurance premium subsidy.

Source: created by the authors
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Table 4 shows the basic reasons for the use and / or non-use of crop, planta-
tion and fruit insurance. It can be concluded that the main reason for using or
not using insurance in the insurance of crop, plantations and fruits is precise-
ly the amount of insurance premiums. The insurance premium depends, of
course, on numerous factors, but also on the socio-demographic characteristics
of decision-makers and can be interpreted in various ways, depending on the
readiness of risk taking and managerial abilities of the owner or manager of the

agricultural business system.

In accordance with all the above mentioned, a basic theoretical model of risk

management in the segment of crop, plantation and fruit insurance is imposed.

Figure 1: Theoretical model of risk management in the segment of crop, planta-

tion and fruit insurance.

Desirable position

Current position .

1. Create new insurance products
Main reasons for not using the for crop, plantation and fruit
insurance; insurance as a result of public and

private initiative.
Main reasons for using the

insurance 2. The problem of crop.

plantation and fruit insurance
Influencing factors Law. should be solved by institutions
Regulations...) (The Ministry) in the interest of

all agricultural prod ;
Psychological -sociological R S RN S

factors 3. Encourage the introduction of
crop. plantation and  fruit
insurance as compulsory

insurance for business systems
involved in this activity.

Source: Created by the authors

Based on the presented model and the results of the empirical research we
can see that a greater diversification of risk, the use of insurance instruments
and risk transfer are the prerequisites for providing insurance for the most vul-

nerable categories of the insured.

The current position of the model is observed through the conducted pri-
mary empirical research and the mentioned model variables are analytically dis-
cussed, interpreted and make as such the basis of the baseline model. Based
on the empirically researched variables and the obtained statistically significant
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results the desired position of the insurance company and the insured was also

created in relation to the observed current position.

By real transfer to a desirable position, crop, plantation and fruits insurance
reduces the producer risk and stabilizes the income of a family farm. It also al-
lows the insurance companies uninterrupted operation and flow of information,
better terms of protection for the insured, optimal premium level, and other key

elements that enable greater risk dispersion.

The following are some recommendations for future activities and research,
risk management and potential development of crop, plantation and fruit

insurance:

1. As there is a readiness of agricultural business systems, it is necessary to

determine the real needs of crop, plantation and fruit insurance.

2. To identify the reasons why the owners partially or completely fail to in-

sure crop, plantation and fruit and to anticipate solutions.
lantat d fruit and to ant te solut

3. Continue to apply a managerial way of thinking and acting in the context

of increasing the number of insured agricultural business subjects.

4. Alert by additional education the owners or managers of agricultural busi-
nesses to the importance of securing crop, plantation and fruit as well as mod-
els that can be applied in that area.

5. It is necessary, in line with trends, to introduce new crop, plantation and

fruit insurance products as a result of public and private initiatives.

6. It is necessary to institutionalize the problem of insurance of crop, planta-
tion and fruit in the interests of all agricultural producers (at the level of The

Ministry).

7. It is necessary to encourage the introduction of insurance for crop, plan-
tation and fruit as compulsory insurance for business systems involved in this

activity.

The general and empirical conclusion of this paper is based on the fact that
risk management in the area of crop, plantation and fruit insurance is a very de-
manding task requiring constant changes and commitment to insurance users.
But, the most important is a managing approach in solving the problem and in-

troduction of new models and products for crop, plantation and fruit insurance.
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Abstract

With the aim of minimizing the consequences of bad management of human
resources it is important to know the basics of planned management of human
resources. Leadership means the activitiy of planning, organizing, leading and
controlling. By using leadership the instructiions are given to the executer to
execute the work tasks. Thanks to the leadership the foreseen objectives can bi
achieved — business results in predeterminated period of time.

This study wants to show the importance of quality of leadership management
to realize the best results. One of the important factors in this process are cer-
tainly human resources in terms of full development of the workers and getting
the maximum of each individual. Only by high-quality and professional leader-
ship or management the set goals and objectives can be achieved. In order to
managethe human resources as better as possible it is necessary to know the
methods, styles of leadership which are as follows: autocraticstyle, democratic
style and freestyle (laisses-faire), and here are also listed likert styles which
consists of four styles. Bad management of human resources leads to certain
consequences that affect the entire business, in a way that leads absenteeism,

employee turnover, unproductive and other phenomena among employees.

The aim of this study is to describe ways or styles of leadership and which one
would be applied to make business successful and profitable, and also sustain-
able for employees.

Keywords: human resources, management, leadership styles, bad leadership

ofkuman resources




JEL Classification: ]2, J24

1. INTRODUCTION

In order to minimize the consequences of bad management of human re-
sources it is important to know the basics of planned management of intellec-
tual capital. Leadership marks the activity of planning, organizing, leading and
controlling. By leadership the executors are instructed to execute the activities.
This work wants to emphasize the importance of quality management in lead-
ership to achieve the best possible results. One of the important factor in this
process is certainly human resources or intellectual capital. Only with high-
quality and professional leadership and management the set goals and objec-
tives can be realized. In order to manage the human resources as much better as

possible it is necessary to know methods, styles of leadership.

The theme of the work is management of human resources. The work refers
to the styles of management, the tasks of the manager as well as the conse-
quences of bad management of human resources. Iti s also necessary to identify
which of the leadership styles are most appropriate concerning to the type of
work and the profiles of the employees, perhaps the intellectual capital which is
available to the company. The manager represents a person with a great knowl-
edge, especially the knowledge concerning the business subject where he works.
To manage the certain company well he used to know all stages of production
to be able to hire the best candidates for the mentioned job and to know which
compentences they must have. Talking about styles of leadership we distinguish
between several kinds of leadership which are described in this work. The man-
ager has the task to assess whicg style of leadership will satisfy the companies
objectives and at the same time be accepted by the majority of employees. The
styles are different, starting with strict autocratic style where all authority be-
longs to one person who has an unlimited power of decision, to laisses-faire
which includes a high stage of employee independence. The employees are left
to determinate the objectives independently and to derminate the mediums for

its reachment. And primarily the main role of the manager is to assist in work.
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2. ASSESSMENT AND DEVELOPMENT OF
HUMAN POTENTIALS

The managers have to take care of their employees to have the abilities which
are necessary for doing the actual and future work.

The managers must have the detailed information about all business in their
working team to understand the working process. Besides, understanding of
this working process is necessary when the manager decides to preform certain
aspects to increase the success or effectiveness. Also the managers have to know
about the claims of the work to make a smart decision. Often they make the

interwies with the candidates and propose whom to offer a job.

The manager have to evaluate how good every person do his job and to warm
those whose results have to be improved.

The manager is a person who leads a certain system especially takes care of
the employees and about their current and future perfection.

2.I. LEADING

Leading represents this function of management in which it is necessary that
every actor of the working process is directed to the desired goal.”

Leading is a conscious activity of directing business activities and develop-
ment of the trader by making and implement business decisions. Intelectual
capital is the name for investment in increasing the abilities of 2 human to work

creative using his education, professionalism, talent, skills and knowledge.
Definition of leadership:®

Leadership is a very important function of management concerning the inter-
personal aspects and involves communication, motivation, leadership styles as well
as understandings of behavior and attitudes of individuals and groups. To lead

means to influence on people to contribute to the organization and group goals.

! Raymond A. Noe, et al., ,Menadzment ljudskib potencijala’; third edition, Zagreb Mate, 2006
* Buble M, ,Poslovno vodenije’, Sinergija-publishing, Zagreb, 2011, page 9

* http://web.efzg.hr/dok/OIM/imaric/Upravljanje%20ljudskim%20potencijalima%20+%20voenje.
pptx (of 20th November 2016)
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As leadership “considers a process, the activities in the process can be called
functions of leadership”.
In his model, Kotter sets out three core functions of leadership:*

1. Setting directions: vision developments of future, often distant future and

strategies which are necessary for making changes to fulfill the set vision.

N

Directing people: Communication by directing words and deeds to all
who used to need the cooperation, to influence to create teams and co-
alitions who would understand the vision and strategy and accept their

validity.

o

Motivating and inspiring: To energize people to overcome major political
and bureaucratic and resource barriers of changings by satisfying basic
but often unfulfilled human needs.

Yukl talks about three types of variables which are relevant to understand
the effectiveness of leadership, they are as follows: characteristics of leader, char-

acteristics of followers and characteristics of the situation.’

Charactersbics of leades [perfarmance (dharacteristics, persanality, values)
Confidence and optimsm
Skills and expertise
Behaviar

Integrity and ethics

Attribution of foll pwers

Chir bcta iiatics of followa i ifaimance [ind, wkis, N
ypar Characteriszics of the stsation

Aot of oiganizational unit
Unk sire

Confitence and op!

Peaitional perwar nd wsthaity of lesdieship
SoruCtue and the complesiny of the tek

it idipendence Lk

Commitment 1o the tasks and imsstment efforts
SarsTaction with leader and work Unoertaisty of ericonment

External Sepandence

Figure 1. Variables of the effectiveness of leadership
Source: Buble, M.: Poslovno vodenje, Sinergija- nakladni§tvo, Zagreb, 2011. p.20

As it is visible in the picture above there exist an indispensable importance
of correlation between the characteristics of the leader, characteristics of the

* http://e-lib.efst.hr/2013/2103001.pdf (of 20th November 2016)
® Buble M., ,,Poslovno vodenje’, Sinergija- nakladni$tvo, Zagreb, 2011. page 20
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follower and characteristics of the situation. In fact, all three variables are im-
portant and have to match and be interdependent to achieve the set tasks and

reach the maximum goals.

2. MANAGERLEADING STYLES

Talking about manager leading styles we make a difference between several
types of styles as follows:®

2.I. AUTOCRATIC STYLE

The autocratic style is such a leadership style where all the power is con-
centrated in the hands of one person who has an unlimited power in making
decisions. Autocratic style of leadership is characteristic for a leader who plans
all the activities by himself and make all the business decisions. In his work the

autocratic leader defines the tasks for all the employees and controls their finish.

The leader-autocrat orders using punishments and rewards. Tasks or order
come from the manager and go to the subordinate. The one who stands for this
leading style think that its advantage is that the manager has superiority posi-
tion which increase his power and therefore largely can impact on performance
and on productivity and profitability.

The advantage of this style is usually the permanent communication to the
employees and fast execution of working tasks.

Disadvantage of this style is the impossibility to lead a great number of
subordinate.

In the autocratic leading style comes to absence of creativity, innovation and

two-way communication between subordinate employees and the manager.

The authority represents the organizational power which is necessary for the
function of the manager. By help of the authority the subordinate are focused
on the execution of the planned tasks. There is a difference between the formal
and personal authority. The formal authority is determined by the position in
the organizational structure and it can be delegate in form of authorization to
the subordinate. The autocratic style often upgrades to the formal authority.

¢ http://www.poslovniforum.hr/management/stil.asp (of 15th December 2016)
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The personal authority depends on characteristics of the person of leader and it

cannot be delegate to subordinates.

2.2. DEMOCRATIC STYLE

Opposite to the autocratic style of leadership is the democratic style. It is
characteristic in the democratic style that the associates are involved in the pro-
cess of making decisions. In fact, the employees are not subordinates because

the manager consults them they cooperate or participate in making decisions.

The democratic style of leadership characterizes the manager who plans the
most activities with his leading team and together they make business decisions.
The democratic leader originates in his work the creativity and innovation of

the subordinate employees and the leader.

Contrary to the autocratic style, in the democratic style there are be-direc-
tional connections as well as between the manager and his staff and between
the staff itself. The foundation of this style is the interpersonal relationship and
a great attention is paid to interpersonal relationships. The proponents of this
style have the opinion that the great interpersonal relationships will result in
a greater satisfaction of the employees and this satisfaction will give better re-
sults. There is no doubt that the penitents of the autocratic style have a negative
point of view concerning the subordinates which is, when it is extra expressed,
stated like distrust, disdain and arrogance. As opposite to that, the leader with
a democratic style is positive oriented, have more understanding, encourage his
employees and gives them support.

2.3. LAISSES-FAIRE STYLE

The laisses-faire style of leadership is a leadership with minimum of en-
tanglement of the manager into the work of the employees who in this case
have free hand and a high level of making decisions about their own behavior
in work. The manager with his free hand uses his power, if he use it at all, in
a very low level giving the subordinates a high level of independence in their
procedures. Such kind of leaders allow their subordinates to set their own goals
and determine the medium for reaching them. The employees are left to self-

determination objectives and determining the mediums of achieving them, and
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the role of the manager is to assist in work in the first place by obtaining the

necessary information for work and connecting with the external environment.

The opinion is that this leading style can be used in companies with high-ed-
ucated staff where the employees represent experts in their area and they need

to have freedom in their expert work.

With different approaches they should be considered complementary and
observe their inner similarities that stand out to successful management de-
pends on the manager and his qualities, style of management that is applied, the
characteristics of employees and a number of situational factors.

Table 1. Three reference styles of leadership

AUTHORITARIAN DEMOCRATIC LAISSES-FAIREZ

¢leader minors
responsibility and
disclaims power,

steam members are
instructed to choose their
tasks and do what they
can best,

sleader has his power and
responsibility,

eleader arranges
employees to clear
defined tasks,

sthe direction of
communication is from

#|leader delegates big part
of his power while
keeping the final
responsibility,

*work is shared and
arranged on the basis of
participation in decision-

below using down

making,
sdirection of
communication is bi-
directional- from below

sdirection of
communication is
primary horizontal
between equal team

using down and from members
down using below
I PRIMARY ADVANTAGE ]
Pressures are quick, clean and Raising personal liability Allows self-moving in its
give the expecied performance participation vision regardless
| PRIMARY MISSING |
m Democratic process is a waste Groups can be carried
initiative of time aimlessly in the absence of
leaders

Source: Buble, M.: Management, Ekonomski fakultet Split, Split 2000. p.521.

The table describes three reference styles of leadership in which is described
what it does represent and their advantages and disadvantages. Besides the
mentioned styles we know some other and in this work there will be described

the Likert style of leadership.

344




3. LIKERT STYLE OF LEADERSHIP

Likerts style is based on empirical research that are focused on determin-
ing the characteristics of management in successful and unsuccessful companies
from which Rensis Likert (1961) defined four systems of leading management,
which are as follows:’

1. Exploitative-authoritarian system
2. Benevolently-authoritarian system
3. Consultative system

4. Participatory system

In the exploitative-authoritarian system the manager does not have trust or
faith in his subordinates. All decisions are made on the top. The subordinates
are forced to work in fear, threats, punishments and sometimes also with awards.
The function of control is concentrated in the hands of top management. Par-
allel with formal organization very often develops a non-formal organization

which often fixes goals opposite to the goals of the formal organization.

In the benevolently-authoritarian system the manager has some trust in his
subordinates. The top management makes the goals of the organization and
makes decisions, although some routine decisions are made at all levels of the
hierarchy. Awards and potential penalties are used as medium for motivation
of the employees. The control function is concentrated in the top management,
although in a certain extent it is delegate to the middle level of hierarchy.

In the consultative system,the management has a quite but not completely
trust in his subordinates. The subordinates are allowed to make some less
important decisions on lower lever hierarchy. The lines of communication in
the organization go in both directions: top-down and bottom-up. Awards but
sometimes also punishments are used as the most important medium of moti-
vation. The interaction between superior — subordinate proceed with a certain
amount of trust. Important aspects of the control function are delegated to the
lower level of the hierarchy. Non-formal organization can develop but its goals

are in harmony with the formal organization or it only partially opposite.

In participatory system the management has a full trust in his subordinates.

The process of making decisions is spread on all levels of the organization hi-

7 http://e-lib.efst.hr/2013/2103001.pdf (of 20th November 2016)
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erarchy. The communications does not only develop top-down and bottom-up
(vertical communication) but also in all directions (horizontal communication).
The employees are motivated by participation, cooperation in making organi-
zation goals and satisfaction with the reached results. Goals of the formal and
non-formal organization often correspond and all is directed to reaching pre-
defined organizational goals.

The above mentioned styles of leadership by Rensis Likert describe sever-
al styles from strong authoritarian where the subordinates are forced to work
under fear, threats, punishments and sometimes also awards, to participatory
which is liberal and where the management has a full trust in his subordinates.

When we talk about ways of leading we should take account of what kind
of company we are talking about. The described leading styles are not universal
and always the goals have to be fixed and after that the way of leading. All of the
mentioned ways are specified and the manager is that person who determines

how to lead a certain company or human resources.

4. CONSEQUENCES OF BAD MANAGEMENT

The source of the most common problems of the employer in managing the
human resources are connected to: bad choice of employees and difficulty in
finding new employees, bad defined expectations and criteria of choice of the
employer, the work is organized and managed in the way which does not mo-
tivate the employees in their work, less competence of the manager, inadequate

communication.

The consequences of bad management and low quality procedures currently
reflected in the production processes and on long term in the whole business.

Manifestations of poor management are:

1. Absenteeism — psychological and physical absence of employees

2. Fluctuation — employees do not deliberately and quickly leave the
workplace

3. Unproductive — production results were below the expectations of plan
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4.1, ABSENTEEISM OF THE EMPLOYEES

Absenteeism means ever absence from the work no matter for how long or
the reasons of the absence. The most common reasons for absenteeism are as
follows:

* Family problems
* Disease
¢ DPersonal needs

® Stress

Absenteeism does not come alone. Usually it comes as a result of dissatisfac-
tion of the employees with the work of the organization, the working condi-
tions or the human relations. Frequent absenteeism is a sign for future fluc-
tuation, and a fluctuation is a sign for negative tendencies and problems in the

organization.

It is believed that the absence rate is inversely proportional to the compet-
itiveness of employees and competitiveness of employee gets by research the
value of human capital. The value of human capital is measured by various indi-
cators such as knowledge and skills of employees, professional experience, age,

absenteeism, fluctuation, investment, in education and similar.

According to the research conducted to analyze the human capital in Croa-
tian companies (Poloski and Frajli¢, 2003) it is indicated the most presence of
absenteeism in the manufacturing companies, medium-sized enterprises and
those with majority state ownership. The data indicate that the rate of absen-
teeism in Croatian companies is relatively low. This means that the Croatian
workers are competitive! Unless the reason for the reduced number of absences
is not the fear of losing jobs in economical underdeveloped economy like ours

(Pologki and Frajli¢, 2003). This is just an assumption.®

According to the same survey, 75% of Croatian companies, regardless of in-
dustry, size and ownership have rates of absenteeism by 10% - which is consid-

ered acceptable.’

The mentioned manifestations can be linked to the way or style of manage-

ment because of the bad leadership of human resources. In the autocratic style

8 http://selekcija.hr/2008/09/apsentizam-zaposlenih/ (of 15th December 2016)
% http://selekcija.hr/2008/09/apsentizam-zaposlenih/ (of 15th December 2016)
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of leadership can occur fluctuations, because the employees can feel subordinate
and therefore often leads to absenteeism, creativity, innovation and two-way
communication of the subordinate workers and the manager. In laisses-faire
style it can appear absenteeism, unproductiveness and psychological and physi-
cal absence, because of lack of control by the supervisors.

4.2. FrLucrTuaTtioN

The employee turnover as intentional (vanishing or inevitable movement of

staff from the organization (Bahtijarevié-Siber, 1999, p. 939)

There are a lot of reasons why the employees leave the organization. The
simplest division of the reasons of fluctuation is the push and pull factor (Bra-
nham, 2005). The push factors are these that pushes the employees out of the
companies, therefore factors directly linked to the situation in an organization,
like not interesting work or a difficult boss. Difference to that are the pull fac-
tors which pull the employees into the organization, like e.g. better working
conditions or the pay in another organization. (Branham, 2005)."°

Thus, e.g. studies of the effect of demographic factors on the fluctuation have
shown that:!!

* Women have a higher percentage of fluctuation of male (Price, 1977;
Valentine, 2001; Huang, Lin and Chuang, 2006);

* Younger employees have more opportunity to go (bigger flexibility, less
family responsibility and similar) and therefore higher fluctuation (Price,
1977);

* More educated employees, because they have more options for employ-
ment, more often fluctuate (Huang, Lin and Chuang, 2006);

* Fluctuation depends on deficiency/oversupply of interest (Kirschenbaum

and Mano-Negrin, 2002);

10 Pologki-Vokié, N., Zaninovié, M,. Analiza ¢imbenika fluktuacije hrvatskih zaposlenika i njihova
usporedba s ¢imbenicima fluktuacije u najrazvijenijim zemljama svijeta, Zbornik Ekonomskog
fakulteta u Zagrebu, Vol.8 No.2 Prosinac 2010. page 24

! Poloski-Voki¢, N., Zaninovi¢, M,. Analiza ¢imbenika fluktuacije hrvatskih zaposlenika i njihova
usporedba s ¢imbenicima fluktuacije u najrazvijenijim zemljama svijeta, Zbornik Ekonomskog

fakulteta u Zagrebu, Vol.8 No.2 Prosinac 2010. pages 25. — 26.
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* DPossibility for fluctuation bigger as the person is shorter employed in the

organization (Mobley, 1982);

* Individual, as long as his working life in the organization of his pres-
ent employment do not correspond to the expected working conditions
referring to the previous experiences will have the intention to leave the
organization (Kirschbaum and Mano-Negrin, 2002);

* As the family situation of the individual is more complex and demanding
(carrier of the spouse, care for children/older, financial obligations, etc.)
the safety of his employment will be more important and therefore will be

a stronger wish to keep the job (Huang, Lin and Chuang, 2006);

* The location of home and work are more important while choosing a job

and decision of fluctuation (Griffeth and Hom, 2004).

The research of the connection between features of personality of the indi-

vidual and his/her preferences and frequency of fluctuation shows:'?

* Person with high level of self-control is more likely to change the situation
in general and so the employment if it does not like, than people with low

self-control who is more prone to long-term connections (Griffeth and

Hom, 2004);

* Person with an inner locus of control experience the time from the feeling
of dissatisfaction and intention of fluctuation to leaving the organization

is shorter than for a person with outer locus of control (Spector, 1982

concerning Griffeth and Hom, 2004);

* Increasing the emotional stability increase the fluctuation, because as
the person is more emotional stable and consider himself more capable,
the more he is self-confident and have more faith and enthusiasm, which
leads to his opinion that he can do better of what the present organization
can offer when he is not satisfied with (Booth and Hamer, 2007);

* Extroversion negatively correlated with the intention fluctuations, or a
person who is more open will feel to be a part of the organization and

therefore have less intention to leave the company (Griffeth and Hom,

2004);

12 Pologki-Vokié, N., Zaninovié, M,. Analiza ¢imbenika fluktuacije hrvatskih zaposlenika i njihova
usporedba s ¢imbenicima fluktuacije u najrazvijenijim zemljama svijeta, Zbornik Ekonomskog

fakulteta u Zagrebu, Vol.8 No.2 Prosinac 2010. pages 25. — 26.
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* People who are open to new experiences of high intellectual curios, and
who love diversity and new situations and therefore their intentions of
fluctuations is more expressed (Griffeth and Hom, 2004);

If a person is prone to take risks it is more possible that he will realize his
intention of fluctuation (Griffeth and Hom, 2004).

5. CONCLUSION

Each company is a specific subject consists of administration, manager and
employees. The production processes and the enterprise policies are different.
The conclusion is that each company is an individual and that each of them have

to be approached individually.

There are various forms of enterprise, and when we talk about family com-
panies of course the form of leadership is that there is no classic leader and sub-
ordinates. While in state civil service, the hierarchy is the pillar that regulates all
to function according to the rules of service. Referring to all mentioned it can
be conclude that no management style is universal, and it is necessary to adjust
to changes appear in the company, organization or on the market for the final
product to reach its maximum.

While creating the work it was founded that, the correlation is very impor-
tant between the manager and the employee to work well and to achieve the best
possible results and the best profit, if it is about the profit of the organization.

It is also necessary to separate what rather companies or organizations it is
about, how is the working force — intellectual capital, which is their degree and
type of work they are doing. For example, if it is about the management, mar-
keting when it is not important if the person is physically in the space (office)
but the computer can do big part of the work and internet form any point of the
world, this is about the globalization. In virtual business when the importance
of space, time and structure (telework, telecommuting, hoteling per internet,
video conferences and similar) is lost, it is a great difference to work which has
to be done physically. For example a surgeon who works in a hospital, where he
pronounce physical and intellectual work.

The role of the manager is to use maximum the current state, but to have a

developed sense of prediction to be prepared in advance for changings and to
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prepare the business subject or organization to changings so the fluctuations in

the quality of the business become less important or negligible.
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Abstract

Today’s business environment is characterized by rapid change and adjustment
to market conditions, so companies, unless they need to achieve competitive
advantage and success over the competition, they should measure success in
achieving strategic goals. The balanced scorecard approach includes four per-
spectives which are studied during the measuring of the success of the company:
customers, internal processes, finance, and learning and growth of employees,
and was introduced by Kaplan and Norton at Harvard University in 90-ies of
the last century. The aim is to explore the level of performance measured by bal-
anced scorecard approach on a sample of Croatian companies, where we shall
examine whether there are differences in the performance of the group compa-
nies with regard to their size, market position and international orientation.

Keywords: balanced scorecard approach, size, market position, international

orientation, Croatia

JEL Classification: E23, F13, F15

1. INTRODUCTION

The balanced scorecard approach is developed by professors at Harvard
University in 1990-ies of the last century (Kaplan and Norton, 1996, p. 25).

Their intention was to establish a way of measuring the achieved results and
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their comparison with the plan in order to keep track of business performance.
It is important to point out that the balanced scorecard approach arising from
company strategy and how it is used for alignment obtained financial results
with planned results in the future. Companies that have not developed a busi-
ness strategy, as well as those that have a strategy, but it is not carried out and
not exercising, cannot use the method of performance measurement by bal-
anced scorecard approach (Niven, 2007, p.45). However, the research on the
level of business performance measured by the balanced scorecard approach is
scarce (e.g. Loncarevié, 2006, p. 97). The goal of the paper is to investigate the
business performance based on the balanced scorecard approach using sample
of Croatian companies, with the particular focus to the company size, market

position and international orientation.

2. LITERATURE REVIEW

The bistory of the balanced scorecard approach

The main factor and initiator of continuous growth of the company in a
dynamic market with constant changes is the measurement of business process-
es performance (Kennerley and Neely, 2003, p.214). The main founders and
persons who have contributed to the development of the balanced scorecard
approach are Robert Kaplan, professor of accounting at Harvard, and David
Norton, founder and president of consulting firm Renaissance Solutions. With
their research they began in 1990 when the study was led on ten companies
(e.g.: Hewlett-Packard, General Electric, Shell Canada) to explore new meth-
ods of performance measurement (Ngrreklit, 2003, p.593). The study revealed
the following: 5% of employees understand the strategy of the organization
in which they works, 25% of managers have bonuses linked to the strategy of
the organization, 60% of organizations do not linking budgets with their own
strategy, and 85% of top managers monthly spend less than an hour evaluating

strategy.

Motivation for implementing the system

The main aim of the application of the balanced scorecard approach is to
provide top management with the set of key performance indicators that are
the basis of business (Olson and Slater, 2002, p.11). The motivations for the

implementation of a balanced scorecard approach in the company are as fol-
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lows: (i) emphasis on financial accounting in analyzing the operating results
was no longer sufficient, (ii) provide overall monitoring the results of the key
indicators of success in the turbulent world market. By applying the balanced
scorecard approach the company is ready to meet the demands of customers,
competitors, employees and management (Jensen, 2001, p.9). In other words,
by creating model of balanced scorecards, the company can monitor the results
of the key indicators of success within the four perspectives: financial perspec-
tive, customer perspective, internal business processes perspective and learning

and development of employees (Maltz et al., 2003, P.187).

Implementation of the balanced scorecard approach

In today’s business settings, balanced scorecard represents a strategic control
system which is connected to the system of rewarding the employees in the
company (Malina and Celta, 2001, p.48). It is used by the companies due to the
combination and comparison of financial and non-financial indicators, and it is
adjusted and improved according to needs and way of doing business (Lingle
and Schiemann, 1996, p.56). There are a large number of studies that confirm
the application of the balanced scorecard approach in the companies in the USA
and Europe (Hoque and James, 2000, p.4). The results of the study showed the
following: (i) 60% of organizations with Fortune 1000 lists in the USA use or
are in the process of implementation the balanced scorecard approach, (ii) 57%
UK organization claims to use the balanced scorecard approach, (iii) 56% of
organizations from other countries that do not use the balanced scorecard ap-
proach are considering its introduction. Quite number of studies on the topic
of balanced scorecards approach proved great success of applying this model
regardless of the industry to which the companies belong to (Hoque and James,
2000, p.3). Also, it should be noted that still mostly big American and Euro-
pean companies use a balanced scorecard approach, while their introduction in
small and medium enterprises is not yet on the same level as is the case with

large enterprises (Fernandes et al., 2006, p. 623).

In addition, the debate is kept about the level within the company to which
the balanced scorecard approach should be implemented. According to the
founders, Kaplan and Norton, a balanced scorecard approach in large enterpris-
es, should be implemented at the business unit level. While the balanced score-
card approach in small enterprises should have to be introduce at the enterprise

level. Research conducted within the small Swiss companies demonstrated how
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the balanced scorecard approach implemented at company level (Speckbacher
et al,, 2003, p.361). Research conducted within the 17 companies in Finland
showed two different ways of applying the balanced scorecard approach: (i)
through a system of balanced scorecard are defined the goals of the organiza-
tion, and rewarding employees depended on the achievement of set goals, (ii)
a balanced scorecard approach was introduced as an information system which

represents a tool for managers to improve performance (Malmo, 2001, p.207).

The characteristics of the balanced scorecard approach

The balanced scorecard approach is connecting performance measures and
indicators in four different perspectives: Financial, Customer, Innovation and
learning, Internal business processes. The financial perspective is a basic factor
in the success of the company and this is the result of activities of the other
three non-financial perspectives. Clients represent a strategic orientation of
the business management. In addition to retaining existing customers it is im-
portant to constantly be looking for new clients. Satisfied and loyal customers
greatly contribute to the success of the company. Internal processes represent
the possibility of growth and development of the business. Internal processes
involve improving existing business processes, and introducing innovative ways
of doing business. Learning and growth of employees includes development of
skills and knowledge of employees, encouraging their motivation, includes the
possibilities of the information system, but also creates a working environment
perfect for success. These four perspectives are examined through four param-
eters: (i) Goals - What is needed to make to achieve success?; (ii) Measures
- What parameters will be selected and monitored to prove business success 2;
(iii) The target value - Which quantitative values will benefit to determine the
success of the measurement ?2; (iv) Initiative: What to do in order to achieve set
goals?

3. METHODOLOGY

Sample description

Research unit is a company registered in Croatia, and the population is a set
of all such companies. The frame of choice is a database of the Croatian Cham-
ber of Commerce, from which it will randomly select a sample of companies.

Respondent is a president or member of the management of the company, in
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which case the companies has been previously contacted by telephone in order
to establish contact and explain the purpose, but also the confidentiality of re-

search results, as well as their exclusive use for scientific purposes.

The survey was conducted on a stratified sample of Total 60 companies di-
vided into six sub-samples. Of that: (1) 10 small and medium-sized companies
in the growth phase (code subsamples: SME growth); (2) 10 small and medi-
um-sized companies in the maturity stage (code subsamples: SME-maturity);
(3) 10 small and medium-sized enterprises in the phase of stagnation (Code
sub-samples: SMEs stagnation); (4) 10 large companies in the growth phase
(code subsamples: Large-growth); (5) 10 large companies in the maturity stage
(code subsamples: Large-growth) and (6) 10 large companies in the phase of

stagnation (Code sub-samples: Large-stagnation).

Measuring the success of organizations in the sample using balanced scorecard
approach

Measuring the success of organizations in the sample was conducted using
a questionnaire which measures the performance of the company relative to its
competitors in the principal activity, with respect to financial, process, market
dimension to the success and the success of knowledge management. Respon-
dents expressed on a scale of 1 to 5 the extent to which they agree with the state-
ment that their company is better than the competition in the sector.

Dimensions of financial success are: F1. Profitability; F2. Actual profit;
and F3. Return on Investment. Dimensions of market success are: T1. Cus-
tomer satisfaction; T2. Market share; and T3. Quality of products / services.
Dimensions process successes are: P1. The efficiency of internal processes; P2.
Innovation of products / services; and P3. Innovating of the internal processes.
Dimensions of the success of knowledge management are: Z1. Employee com-

petence; Z2. Application of new technologies; and Z3. Organizational climate

Statistical analysis

Data collected by primary research has been analyzed by the Mann-Whit-
ney analysis where the average values of respondents answers has been com-
pared according to different company groups: (1) small and medium vs. large
companies; (2) stagnating vs. growing companies; (3) companies with the inter-

national orientation vs. companies without the international orientation.
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4. RESULTS

In this section of work the success of Croatian companies measured by the
balanced scorecard approach will be analyzed for all the companies together,
and then we shall compare the styles of leadership with regard to company size,

market position and international orientation of the company.

4.1. THE OVERALL PERFORMANCE OF ALL COMPANIES TOGETHER

Table 1. shows the respondents” answers, managers of board members, to
the questions which evaluated the performance of all the companies together
measured by the balanced scorecard approach.

Table 1. Performance of all companies together measured by the balanced

scorecard approach

| N | Min | Max | Average | St.dev. | Cronbach’s alpha
Financial success
F1. Profitability 60 2 5 3.533 | 0.833 0.825
F2. Actual profit 60 2 5 3.500 | 0.893
F3. Return on investment 60 2 5 3.517 0.930
Market success
T1. Customer satisfaction 60 2 5 4200 | 0.684 0.710
T2. Market share 60 1 5 3.883 1.027
T3. Quality of products/services 60 2 5 4.200 0.755
Process success
P1. Efficiency of internal processes 60 2 5 3.767 0.767 0.717
P2. Innovation of products/services 60 2 5 4,000 0.781
P3. Innovating internal processes 60 1 5 3.833 0.886
Success of knowledge management
/1. Competence of employees 60 3 5 4.017 0.624 0.679
/2. Application of new technologies 60 2 5 4.017 0.854
/3. Organizational climate 60 2 5 4,017 0.748

Source: Copyright Research, May, 2014.

It can be noted that respondent from all companies considers particles as
equally important: F1. Profitability, F2. Actual profit and F3. Return on invest-
ment within dimension Financial success (average grade 3.50). Within dimen-

sion Market success participants of all companies mostly agree with the two
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particles (T'1. Customer satisfaction and T3. Quality of products / services;
average grade 4.20). Respondent mostly agree with the particle P2, Innovation
of products / services within dimension Process success (average grade 4.00).
Respondent from all companies considers as equally important the following
particles: Z1. Competence of employees, Z2. Application of new technologies
and Z3. The organizational climate within dimension Success of knowledge

management (average score 4.2).

Comparing the listed dimensions it can be concluded that the respondent
mostly agree with particles T1. Customer satisfaction and T3. Quality of prod-
ucts / services (average grade 4.20) within dimension Market success, while
they agree to the least extent with particle F3. Return on investment within di-
mension Financial success (average grade 3.52). Standard deviations are in the
range from 0.62 to 1.03, which indicates that the average grades are representa-
tive. For all of the indicators on the dimensions of success, Cronbach’s alpha is

greater than or about 0.7, indicating their consistency and reliability.

Table 2. shows the average values of the dimensions of balanced scorecard
approach for all of the companies together. Market dimension is evaluated with
the highest grade (4.094), while the Finance dimension is evaluated with the
lowest grade Finance (3,517). Standard deviations are in the range of 0.58 to

0.76, which indicates that the average ratings are representative.

Table 2. Average values dimensions of performance measured by balanced

scorecard approach for all companies together

N Min Max Average St.dev.
Finance 60 2.000 5.000 3.517 0.763
Market 60 2.333 5.000 4,094 0.664
Processes 60 2.000 5.000 3.867 0.650
Knowledge 60 2.333 5.000 4,017 0.584

Source: Copyright Research, May, 2014.

4.2, THE BUSINESS PERFORMANCE COMPARED ACCORDING TO THE
COMPANY SIZE

Table 3. shows the respondent’s answers to the questions which evaluated
eflicacy of all the companies together measured by balanced scorecard approach
due to the company size. It can be noted that the respondents from small and
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medium-sized businesses mostly agree with particles T1. Customer satisfac-
tion and T3. Quality of products / services within dimension Market success
(average grade 4.30). Respondents agree to the lowest extent with the particle
F2. Actual profit from the dimension Financial success (average grade 3.23).
Standard deviations are in the range of 0.52 to 0.91, indicating that average
grades are representative. Respondents from large enterprises mostly agree with
particles T1. Customer satisfaction, dimension Market success (average grade
4.10) and with the particle Z3. The organizational climate, dimension Success
of knowledge management (average score 4.10). Examinees agree to the least
extent with the particle F1. Profitability, dimension Financial success (average
grade 3.60). Respondents from small and medium sized enterprises mostly
agree with the particles from the following dimensions: Market success (avet-
age grade 4.16), Process success (average grade 2.4) and Success of knowledge
management (average score 4.7). Respondents from small and medium sized
enterprises agree to the least extend with the particles of dimension Market
success (average grade 4.03). Standard deviations are in the range of 0.64 to

1.17, which indicates that the average ratings are representative.

In order to investigate whether detected differences between large and small/
medium enterprises are statistically significant Mann-Whitney tests are used to
compare their performance measured by balanced scorecard approach regard-

ing the company size (columns Z and P-value):

* Particle F2. Actual profit, dimension Financial success is rated among the
examiners of SME companies with an average score of 3.27, and those
from large enterprises provided average score of 3.73. The indicated dif-
ference. The indicated difference was statistically significant at the 10%
probability level (Z = -1.958; p-value = 0.050).

* Particle Z2. Application of new technologies, dimension Success of knowl-
edge management is rated among the examiners of SME companies with
an average score of 4.23, and those from large enterprises provided average
score of 3.80. The indicated difference. The indicated difference was statisti-
cally significant at the 10% probability level (Z = -1.717; p-value = 0.086).

¢ Dimension Process success, is rated among the examiners of SME com-
panies with an average score of 4.02, and those from large enterprises

provided average score of 3.71. The indicated difference was statistically

significant at the 10% probability level (Z = -1.719; p-value = 0.086).
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Table 3. The business performance according to the company size

Size N Average St.dev. / P-value

F1. Profitability SME 30 3.467 0.819 -0.679 0.497
Big 30 3.600 0.855

F2. Actual profit SME 30 3.267 0.907 -1.958 0.050"
Big 30 3.733 0.828

F3. Return on investment SME 30 3.400 0.855 -1.127 0.260
Big 30 3.633 0.999

T1. Customer satisfaction SME 30 4.300 0.535 -0.837 0.403
Big 30 4100 0.803

T2. Market share SME 30 3.833 0.874 -0.736 0.462
Big 30 3.933 1172

T3. Quality of products / services SME 30 4,333 0.661 -1.219 0.223
Big 30 4.067 0.828

P1. Efficiency of interal SME 30 3.900 0.662 -1.326 0.185

Processes Big 30 3.633 0.850

P2. Innovation of products / SME 30 4133 0.730 1188 0.235

services Big 30 3.867 0.819

P3. Innovation of internal SME 30 4.033 0.669 1479 0139

processes Big 30 3.633 1.033

/1. Competence of employees SME 30 4.033 0.615 -0.205 0.838
Big 30 4.000 0.643

72. Application of new SME 30 4,233 0.679 -1.717 0.086

technologies Big 30 3.800 0.961

/3. The organizational climate SME 30 3.933 0.740 -1.005 0.315
Big 30 4.100 0.759

The financial success SME 30 3.378 0.801 -1.529 0.126
Big 30 3.656 0.708

Market success SME 30 4.156 0.579 -0.292 0.770
Big 30 4.033 0.745

Process success SME 30 4.022 0.580 -1.719 0.086"
Big 30 3.711 0.688

Success of knowledge SME 30 4.067 0.521 -0.128 0.898

management Big 30 3967 | 0645

Source: Copyright Research, May, 2014.
Reference: * 10%, ** 5%, *** 1% probability
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4.3. THE BUSINESS PERFORMANCE ACCORDING TO THE MARKET
POSITION

Table 4. shows the responses regarding the position of the company at the
market., Respondents from companies that are leaders in the market mostly
agree with the particles from the following dimensions: Market success (aver-
age grade 4.35), Process success (average grade 4.00) and Success of knowledge
management (average score 4.10). Respondents from other companies mostly
agree with particles from dimension Success of knowledge management (aver-

age score 3.89).

Table 4. The business performance according to the market position

Position on the market N Average | St.dev. Z P-value
F1. Profitability Market leader 36 3.69 0.86 | -1.877 | 0.061"
Other enterprise 24 3.29 0.75
F2. Actual profit Market leader 36 3.64 0.87 | -1502 | 0133
Other enterprise 24 3.29 0.91
F3. Return on Market leader 36 3.56 1.05 | -0.452 | 0.651
investment Other enterprise 24 3.46 0.72
T1 Customer Market leader 36 4.33 0.68 | -2.047 | 0.041*
satisfaction Other enterprise 24 4.00 0.66
T2. Market share Market leader 36 4.36 0.93 | -4.844 | 0.000
Other enterprise 24 317 0.70
T3, Quality of Market leader 36 4.36 0.80 | -2.390 | 0.017*
products / services | Other enterprise 24 3.96 0.62
P1. Efficiency of Market leader 36 3.89 0.85 | -1.353 | 0.176
internal processes Other enterprise 24 3.58 0.58
P2 Innovation of Market leader 36 419 0.75 | -2474 | 0.013™
products / services | Other enterprise 24 3.71 0.75
P3 Innovation of Market leader 36 3.92 1.00 | -1.274 | 0.203
internal processes Other enterprise 24 3.71 0.69
71.Competence of Market leader 36 411 0.67 | -1.445 | 0.149
employees Other enterprise 24 3.88 0.54
72. Application of Market leader 36 414 0.87 | -1.647 | 0.100
new technologies Other enterprise 24 3.83 0.82
73 The Market leader 36 4.06 0.83 | -0.648 | 0517
organizational climate | Other enterprise 24 3.96 0.62
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Position on the market N Average | St.dev. YA P-value

The financial success | Market leader 36 3.63 0.77 | -1.877 | 0.061"
Other enterprise 24 3.35 0.73

Market success Market leader 36 4.35 0.62 | -1502 | 0133
Other enterprise 24 3.77 0.54

Procedural success | Market leader 36 4.00 0.68 | -0.452 | 0.651
Other enterprise 24 3.67 0.56

Success of Market leader 36 410 0.63 | -2.047 | 0.041™

knowledge 24 3.89 0.50

management Other enterprise

Source: Copyright Research, May, 2014.
Reference: * 10%, ** 5%, *** 1% probability

It can be noted that the respondents from companies that are leaders in
the market mostly agree with particles T2. Market share and T3. Quality of
products / services within dimension Market success (average grade 4.36). Re-
spondents agree the least with particle F3. The return on investment from di-
mension Financial success (average grade 3.56). Standard deviations are in the
range of 0.67 to 1.05, which indicates that the average ratings are representative.
Respondents from other companies mostly agree with particles T1. Customer
satisfaction, dimension Market success (average grade 4:00), while they agree
to the least with particle T2. Market share, dimension Market success (average
grade 3.17). Standard deviations are in the range of 0.54 to 0.91, which indi-

cates that the average ratings are representative.

In order to investigate whether detected differences between market leader
and other enterprises are statistically significant Mann-Whitney tests are used
to compare their performance measured by balanced scorecard approach re-
garding the market position (columns Z and P-value). Found differences are for

the particles:

* F1. Profitability at 10% (Z=-1.877, p-value = 0.061),

* T1. Customer satisfaction at 5% (Z=-2.047, p-value = 0.041),
T2. Market share at 1% (Z=-4.844, p-value = 0.000),
T3. Quality of products / services at 5% (Z=-2.390, p-value = 0.017),
P2. Innovation products / services at 5% (Z.=-2.474, p-value = 0.013),
* Financial success at 10% (Z=-1.877, p-value = 0.061)
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* Success of knowledge management employees at 5% (Z=-2.047, p-value
— 0.041).

4.4. THE BUSINESS PERFORMANCE ACCORDING TO THE
INTERNATIONAL ORIENTATION

Table 5. shows the responses regarding the international orientation of the
company. Respondents from companies that are oriented to the domestic mar-
ket mostly agree with particles from dimension Market success (average grade
4.05). Respondents from companies that are oriented to the international mar-
ket mostly agree with particle from dimension Market success (average grade

4.17) and Success of knowledge management (average score 4.09).

It can be noted that the respondents from companies that are oriented to the
domestic market mostly agree with particle T3. Quality of products / services
within dimension Market success (average grade 4.21). The respondents agree
to the lowest extent with the particle F2. Actual profit from the dimensions
Financial success (average grade 3.45).

Standard deviations are in the range of 0.57 to 1.07, which indicates that
the average ratings are representative. Respondents from companies that are
oriented to the international market mostly agree with particle T1. Customer
satisfaction, dimension Market success (average grade 4.27), while they agree
to the lowest extent with the particle F3. Return on investment, dimension Fi-
nancial success (average grade 3.55). Standard deviations are in the range from
0.63 to 0.96, based on which it can be concluded that the average ratings are
representative,

In order to investigate whether detected differences between companies with
domestic and international orientation are statistically significant Mann-Whit-
ney tests are used to compare their performance measured by balanced score-
card approach regarding the market orientation (columns Z and P-value). It
has been found that the only difference is with the particle Z3. Organizational

climate, dimension Success of knowledge management (Z = -1.676; p-value =

0.094).

363

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



van Miloloza:

"BUSINESS PERFORMANCE OF CROATIAN COMPANIES MEASURED BY BALANCED SCORECARD APPROACH: SIZE, MARKET ...

Table 5. The business performance according to the international orientation

of the company

Market orientation N Average St.dev. / P-value

F1. Profitability Domestic 38 3.474 0.797 -0.655 0.512
International 22 3.636 0.902

F2. Actual profit Domestic 38 3.447 0.860 -0.536 0.5692
International 22 3.591 0.959

F3. Return on Domestic 38 3.500 0.923 -0.185 0.853

investment International 22 3.545 0.963

T1. Customer Domestic 38 4,158 0.718 -0.516 0.606

satisfaction International 22 4.273 0.631

T2. Market share Domestic 38 3.789 1.069 -0.843 0.399
International 22 4.045 0.950

T3, Quality of products / Domestic 38 4.211 0.811 -0.366 0.714

services International 22 4182 0.664

P1. Efficiency of internl Domestic 38 3.816 0.766 -0.630 0.529

processes International 22 3.682 0.780

P2 Innovation of Domestic 38 3.974 0.753 -0.450 0.653

products / services International 22 4,045 0.844

P3. Innovation of internal | Domestic 38 3.711 0.898 -1.419 0.156

processes International 22 4,045 0.844

71. Competence of Domestic 38 4.053 0.567 -0.575 0.565

employees International 22 3.955 0.722

72. Application of new Domestic 38 3.974 0.854 -0.655 0.513

technologies International 22 4,091 0.868

73. The organizational Domestic 38 3.895 0.689 -1.676 0.094"

climate International 22 4.227 0.813

The financial success Domestic 38 3.474 0.742 -0.531 0.595
International 22 3.591 0.810

Market success Domestic 38 4.053 0.700 -0.481 0.630
International 22 4167 0.606

Procedural success Domestic 38 3.833 0.633 -0.782 0.434
International 22 3.924 0.690

Success of knowledge | Domestic 38 3.974 0.566 -0.697 0.486

management International 22 4,091 0619

Source: Copyright Research, May, 2014.

Reference: * 10% probability

364




5. CONCLUSION

In this work the following goals were achieved regarding the performance of
companies measured by the balanced scorecard approach. SMEs overall have
a lower level of performance measured by the balanced scorecard approach in
relation to large enterprises, although there are some differences. SMEs have
been successful according to the market success, process success and the suc-
cess of knowledge management, especially the application of new technologies,
while the larger companies are more successful according to the financial suc-
cess, particularly the actual profit. As expected, the market leaders were sig-
nificantly more successful in relation to the company followers with considering
the following dimensions of success: profitability, customer satisfaction, market
share, quality of products/services, innovation of products and services, and
with regard to collective variables financial success and success of knowledge
management. Companies focused mainly on international markets do not per-
form significantly better in relation to the companies oriented mainly on the
domestic market. The only difference found is that companies focused to the in-
ternational market had a statistically significantly better organizational climate

in relation to companies focused to the domestic market.
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Abstract

Ensuring quality in bigher education is one of key aspects of success of indi-
vidual universities and their constituent units, whereby the work on achiev-
ing quality necessarily includes the introduction and implementation of certain
changes. Due to their unique characteristics, in comparison to other organiza-
tions universities require a different approach in institutional management,
governance and administration. The aim of this study was to determine the
role and importance of managerial education of governing structures of the
university and its constituent units in the field of quality assurance in higher
education. This study was constituted as a cross-sectional study and was car-
ried out at 25% of Croatian public universities, from June to September 2015
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by means of a specially designed questionnaire, and through the analysis of the
results of external evaluation in the field of governance and quality assurance
in bigher education for every single constituent unit of the mentioned universi-
ties. The study showed that there is a connection between the formal education
in the field of organization and governance of the management board members
of Croatian universities and their success in governance and establishing of an
adequate system of quality assurance in higher education at the universities
they are employed at, this interrelation being very complex ant influenced by
a wide range of other factors which are yet to be determined. Thus, further
consideration of the issue which is of utmost importance in Croatia is neces-
sary, taking into consideration that contemporary Croatian universities have
to not only develop a sufficient number of good and precisely elaborated ideas
for changes, but also ensure that these are put into practice in a consistent and
sustainable manner, because only by using this approach will these universities
become distinctive as serious candidates in the global field of science and higher

education.

Keywords: managerial education, organization and governance, university,

quality in bigher education, Croatia.

JEL Classification: 12, 123

1. INTRODUCTION

Higher education institutions have unique characteristics which distinguish
them from most of other organizations (Patria, 2012: 177). Experts have iden-
tified several specific qualities of universities, i.e. higher education institutions
as organizations, which are: organizations with often unclear and very disput-
able aims, organizations oriented towards provision of services to customers,
organizations with problematic technology, organizations of high professional-
ism, organizations with partial shortage of professional staff and organizations
in a sensitive business environment (Baldridge, 1983: 38-59). Next to the above
mentioned specific characteristics, the researchers classified higher education
institutions as organized anarchies (Baldridge et al.,, 1982:2-25; Baldridge,
1983: 38-59; Giesecke, 1991: 63) and as loosely coupled organizations (Weick,
1976:1).

In literature, organized anarchies are described as organizations character-

ized by a problematic orientation, unclear technology and different employee
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engagement (Patria, 2012: 177). Furthermore, it was highlighted that higher
education institutions have problematic aims because it seems that these or-
ganizations function based on different inconsistent and undefined settings.
People employed in these organizations do not always understand the organi-
zational processes within them, which subsequently results in performing their
tasks according to the principle of exploration, or rather attempts and errors.
That is also the reason why higher education institutions are perceived as orga-
nizations with unclear technology. When explaining the different engagement
of the employees, it was stated that most of the higher education institutions
differ from each other with regard to the amount of time and effort dedicated
to the organization for which they work (Giesecke, 1991: 62-63). As opposed
to the previous concept, there is also a concept which describes universities, or
rather higher education institutions as loosely coupled organizations (Patria,
2012: 177). In that sense it has been stated that the term “coupling” comprises
more components within itself than mere synonyms of the term, such as con-
nection, link or interdependence. Loose coupling means that due to the already
existing relationship between them, the two elements interact with each other,
during which each of them preserves its own identity and to a certain extent
still retains its physical and logical separateness. It was also stated that loose
coupling contains within itself a connotation of transience, ability to dissolute
this weak tangibility, which are all potentially key features of fusion which hold
an organization as such together (Werick, 1976: 3).

Based on all the described simple characteristics, universities certainly re-
quire a different approach in institutional management, governance and admin-
istration than other organizations (Miskulin, 2016: 19; Leg¢evié, 2014:741).
Administration at an university and its constituent units implies that the leader
is one of the leading professionals in her or his field, who leads the others in the
light of a collegial style, recognizing and promoting quality, encouraging and
developing talents, intervening when necessary, training his or her co-workers,
whereby the leader in question is a model of appropriate behaviour, taking over
risks and functioning as agent of changes (Yusuf et al., 2015: 280; Legcevié,
2014:185). In this respect, the aim of this study was to determine the role and
importance of managerial education of governance structures of a university
and its constituent units in the field of quality assurance in higher education.
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2. MATERIALS AND METHODS

By means of a specially designed questionnaire a cross-sectional study was
conducted during the period from June 15% 2015 to September 15* 2015 at
two of altogether eight (i.e. at 25%) public universities in Republic of Croatia,
to be more precise at the Josip Juraj Strossmayer University in Osijek and Juraj
Dobrila University in Pula. The mentioned universities were selected with the
aim of the representativeness of the sample itself and involvement of univer-
sities of different age, organization, size and geographical position in the Re-
public of Croatia, or rather by taking into account all the additional variables
which can influence the results of the study itself. The study was conducted on
an appropriate sample of management board members of the two mentioned
Croatian universities. The participation in the study was voluntary, and every
potential examinee- management board member of one of the scientific and
teaching constituent units, or rather artistic and teaching constituent units of
the mentioned two Croatian universities received the questionnaire by post in
printed form, and received also detailed instructions on how to complete it, as
well as a return-addressed envelope for the return of the completed question-
naire. Altogether 105 questionnaires were distributed, from which 80 were re-
turned, i.e. the response rate in this study was 76,2%. Socio-demographic and
occupational characteristics of the examinees — management board members of
respective scientific and teaching constituent units, or rather artistic and teach-
ing constituent units of Josip Juraj Strossmayer University in Osijek and Juraj
Dobrila University in Pula, were determined by means of the questionnaire
(age, sex, respective field of the constituent unit at which the examinee is em-
ployed), as well as existence of formal education of the examinees in the field
of organization and governance. The results of external evaluation were also
analyzed, namely the marks awarded for the field of governance and quality as-
surance in higher education to every single constituent unit of the mentioned
universities, whereby the respective constituent units of both universities were

grouped according to the field they belong to.

All the collected data were analyzed using appropriate statistical methods.
Descriptive statistical methods were used for the description of frequency dis-
tribution of the investigated variables. All of the variables were tested for not-
mality of distribution using the Kolmogorov-Smirnov test. Mean values of con-

tinuous variables were expressed as arithmetic mean and standard deviation for
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normally distributed variables and as median and range for variables which are

not distributed normally.

3. RESULTS AND DISCUSSION

Average age of all examinees was 47,5+9,0 years of age (range 32,0 - 68,0
years of age). Among all of the examinees there was 55,0 % (44/80) of men and
45,0% (36/80) of women. By observing all the examinees according to the field
they belong to, there were 12,5 % (10/80) examinees belonging to the field of
natural sciences, 8,8 % (7/80) examinees belonging to the field of biomedicine
and health, 23,8 % (19/80) examinees belonging to the field of social sciences,
17,5 % (14/80) examinees belonging to the field of engineering, 13,8 % (11/80)
) examinees belonging to the field of biotechnical sciences, 12,5 % (10/80) ) ex-
aminees belonging to the field of humanities, 5,0 % (4/80) examinees belonging
to the interdisciplinary field of science and 6,3% (5/80) examinees belonging to
the artistic field.(Chart 1).

Chart 1. All of the examinees according to the field of science, or rather artistic

field they belong to.

W Natural sciences

M Natural sciences

M Social sciences

W Engineering

H Biotechnical sciences

® Humanities

W Interdisciplinary field of science
W Artistic field

Source: Author’s calculations

Through analysis of the external evaluation results, i.e. marks awarded for
the field of governance and quality assurance in higher education to constituent
units of the mentioned universities according to the field which they respec-
tively belong to, it was determined that the average mark awarded to all of the
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examined constituent units of the two universities included in the study was
3,60+0,70, whereby the highest average mark was awarded to the constituent
units belonging to the field of biotechnology (4,55+0,52), and the lowest to the
constituent unit belonging to the interdisciplinary field of science (2,00+0,00)
(Table 1). Bearing in mind that the constituent units belonging to the field of
biotechnology represent the oldest constituent units among the examined uni-
versities, it is possible that their excellent mark is a consequence of a long tradi-
tion and systematic improvement of their educational processes. On the other
hand, considering that the constituent belonging to the interdisciplinary field of
science is the youngest of all the constituent units among the examined univer-
sities, it is possible that its relatively modest mark is the reflection of the lack of
a long tradition, or rather the experience of its management board members in

science and higher education.

Table 1. Average mark for the field of governance and quality assurance in high-
er education awarded to the constituent units of the universities according to
the field which they belong to, acquired during the external evaluation.

. Average mark awarded for the field of

. . . Ngmber of copst|tqgnt governance and quality assurance of

E':llgn‘gsmt%h the constituent ililnclltjd(:dt?:tw;“;r::yt/z: higher education acquireq during the

) external evaluation
(£s)

Natural sciences 3 3,70+0,48
Biomedicine and health 1 4,00+0,00
Social sciences 5 3,00+0,00
Engineering 3 3,79+0,43
Biotechnical science 2 4,565+0,52
Humanities 2 4,00+0,00
Interdisciplinary field of science 1 2,00+0,00
Avrtistic field 1 3,00+0,00

Source: Author’s calculations

Further analysis of the interrelation between the determined average marks
awarded to the constituent units of the universities that belong to a certain field
and the proportion of management board members of the constituent units
having formal education in the field of organization and governance was con-
ducted. This analysis showed that the constituent unit that had been awarded
the lowest mark was at the same time the constituent unit at which there were
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no management board members with formal education in the field of organiza-
tion and governance, which would indicate the possible connection between
these two variables. However, the data for other constituent units which dem-
onstrate that some constituent units with high proportion of management
board members who received a formal education in the field of organization
and governance were also awarded relatively modest marks (constituent units
belonging to the field of social sciences, the constituent unit belonging to the
artistic field) indicate that next to formal education, there are some additional
factors that significantly affect governance and quality assurance in higher edu-
cation (‘Table 2). In this respect it is possible to draw a conclusion that universi-
ties as organized anarchies (Baldridge et al., 1982:2-25; Baldridge, 1983: 38-59;
Giesecke, 1991: 63) and as organizations with loose coupling (Weick, 1976:
1) have peculiar modes of operation in which formal knowledge in the field of

organization and governance is not crucial to their success in the subject areas.

Table 2. The relationship between the established average mark of constituents
that belong to a particular area and the share of board members of those con-
stituents who have formal education in the field of organization and governance

Average mark for the field of Proportion of the management
Field which th governance and quality assurance of board members of the
cfnst‘i’t"u:]t befon <1 | Maher education acquired during the | constituent units who received
9 external evaluation formal education in the field of
(£s) organization and governance
Natural sciences 3,70+0,48 0,10
Biomedicine and health 4,00+0,00 0,14
Social sciences 3,00+0,00 0,32
Engineering 3,79+0,43 0,07
Biotechnical science 4,55+0,52 0,18
Humanities 4,00+0,00 0,10
\ntgrdwsaphnary field of 2004000 0,00
science
Artistic field 3,00+0,00 0,40

Source: Author’s calculations

Explanation of the above results of this study possibly lies in the fact that
the current focus in the field of higher education in fact lies in change, trans-
formation and transition. Concept of changes is thus global and unavoidable,

whereby a change includes a risk and demands creation of new systems. A mas-
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sive change influences all the aspects of society, creating new dimensions and
great uncertainty, and the question that society faces today is how to manage
such a change. The momentum of the mentioned change inevitably has impact

on the structures and activities within the higher education institutions (Gov-

ender et al., 2005: 78-79).

Higher education institutions are namely under great pressure to change.
The mentioned pressure on the higher education institutions to change comes
from a range of interconnected factors including: globalization of higher educa-
tion, internationalization of higher education, massification of higher educa-
tion, privatization of higher education, demands for regional development of
higher education and greater involvement of graduates in the society, continual
expansion of the scope of education and the existence of great diversity in the
students’ profiles, changes in students’ profiles, whereby in the process of life-
long education adults emerge more and more as students, the rising pressure
of the industry on universities whereby the industry requires creating staff who
is ready to address all the challenges of the labour market of the 21* century,
pressure from the students, but also from future employers, who have cleatly
defined expectations from higher education institutions which have to be met,
necessary competition, or rather pressure from the competition among the
higher education institutions, both on national and international levels, which
directs them to enrol higher number of students in order to ensure their own
survival, changes in the financing system for the higher education, insufficient
funding of higher education, pressure to reduce tuition fees in higher educa-
tion, requirements for economic sustainability and efficacy of higher education
institutions, large and constant technological progress, i.e. primarily a strong
revolution in information and communications technology, which subsequently
leads to contents of some educational programs and teaching methods quickly
becoming obsolete, requirements for achieving and maintaining quality of the
educational process at universities, demands for accomplishing high quality
studies at universities and after all the endeavours to achieve balance between

higher education and scientific-study activities at universities (Miskulin et al.,

2016: 180).

Among the above mentioned, especially quality assurance and development
in higher education is imposed as one of the key subjects and focus of changes
in Croatia, since the system of higher education is becoming more and more

flexible, the number of students is dramatically increasing, and higher education
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institutions are established wherever there is a need for higher education. Sub-
sequently, the question of quality and systematic quality assurance is becoming
an increasing challenge to all those who are connected to higher education and
has practically become a necessary and inevitable condition for sustaining tradi-
tional higher education institutions (Lu¢in, 2007:4).

Integration of the Croatian higher education system in the European higher
education area places emphasis on external and internal quality assurance as
parts of the entire quality assurance system. In this light, the Act on Quality
Assurance in Science and Higher Education came into force in April of 2009,
whereby the Agency for Science and Higher Education became responsible for
processes of external quality assurance (OG 45/09). External evaluation is a
process in which an authority, which is independent from the higher education
institution and the ministry, controls the quality of every aspect of operation of
a higher education institution. The evaluation of study programmes and higher
education institutions in the Republic of Croatia is conducted by: Agency for
Science and Higher Education, for all polytechnic and schools of professional
higher education, as well as public universities for their study programmes. In-
ternal quality assurance is a process through which a higher education institu-
tion itself controls the quality of its teaching and other activities. For this pur-
pose, offices/committees for quality have been founded at the universities and
their constituent units in the Republic of Croatia, and also students are involved
in the process itself, in accordance with the positive European practice. One of
the main ways in which the involvement of all students in the quality assurance
procedures is ensured are student surveys on the quality of teaching and oth-
er issues relating to the studies. Student surveys are conducted at most of the
higher education institutions in the Republic of Croatia and in the future, they
should be a constituent part of the methods by means of which students will be
able to influence the quality of teaching at the studies. Besides the student sur-
veys, students can participate in the quality assurance processes also in the way
that they address their student representatives and student ombudsmen, who
have the authority to participate in drafting study rules, as well as to participate
in the protection of student rights (Miskulin, 2016: 74).

Standards and guidelines for quality assurance in higher education were in-
troduced in the Republic of Croatia as early as in 2009 when the Act on Qual-
ity Assurance in Science and Higher Education was enacted (Predojevié¢ &

Kolanovi¢, 2015: 330). Section I of the Act- General provisions clearly defines
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what is regulated by this Act and to whom the provisions of the Act are applied
to. There are also the explanations of certain terms within the meaning of this
Act. Section IT of the Act- Agency for Science and Higher Education describes
the status, activities and the organization of the Agency as a public institution
in the Republic of Croatia taking care of quality assurance and development
in science and higher education. In Section III of the Act — System of qual-
ity assurance and development, the external system of assurance and quality
development is clarified in detail (initial accreditation for performing the opera-
tion of providing higher education, initial accreditation for carrying out a study
programme, initial accreditation for carrying out a scientific activity, re-accred-
itation of higher education and scientific institutions, external independent pe-
riodical assessment of the internal quality assurance system (audit), thematic
evaluation, as well as the internal system of quality assurance and development.
Section IV of the Act - Transitional and final provisions, defines the ways in
which the evaluation processes which had started before this Act enetered into

force can be ended and adoption of corresponding subordinate legislation is

defined (OG 45/09).

The fact that a part of the newest Strategy for Education, Science and Tech-
nology, which was adopted by the Croatian Parliament in October 2014 at the
proposal of the Government of the Republic of Croatia, is dedicated to the
issue of quality assurance in higher education is indicative of its importance
(Miskulin, 2016: 97). In the part of the Strategy relating to the issues of qual-
ity assurance in the higher education in the Republic of Croatia, the issue of
assuring adequate importance of quality culture and the principles of account-
ability in higher education was highlighted. In this respect, the encouragement
of autonomy of the higher education institutions and developing of quality cul-
ture together with taking on responsibility regarding issues of quality assur-
ance and achieving strategic goals of the institution. Regarding the latter, the
need to develop an overall programme financing in consideration of national
priorities and connecting them to the quality assurance and the achievement of
strategic objectives of the higher education institution is once again addressed.
Next to that, the need to supplement the existing regulatory framework is em-
phasised, as are the needs to rationalize evaluation procedures and connect the
existing information systems in higher education and science, in order for them

to be interoperable and assist in the collection and analysis of data, and also as
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a basis for making informed decisions (Government of the Republic of Croatia,

2014:130-132).

In conclusion, it is important to emphasise that there is certainly a connec-
tion between the formal education of management board members of Croatian
universities in organization and governance and their success in governing and
establishing an adequate quality assurance system in higher education at uni-
versities which they are employed at, whereby this interrelation is very complex
and influenced by a number of factors which are yet to be established. In accor-
dance with that, it is necessary to further consider this highly important issue
in Croatia, bearing in mind that contemporary Croatian universities have to
not only determine a sufficient number of good and precisely elaborated ideas
for changes, but also ensure that they are consistently and sustainably applied
in practice, because only by means of this approach will these universities be-
come distinctive as serious candidates in the global field of science and higher

education.
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Abstract

The essence of the criminal police is achieved by means of conducting criminal
investigations, which aim at preventing and combating criminal offences, as

well as detecting and prosecuting their perpetrators. The criminal police in the
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Republic of Croatia are organised at three levels: operational level (police sta-
tions), tactical level (county police administrations) and strategic level (General
Police Directorate). Criminal Police Directorate (UKP) operates within the
General Police Directorate and its role in general is strategic. Within the or-
ganizational corpus of the Criminal Police Directorate, there is its constituent,
the “elite” operational unit of the criminal police - National Police Office for
Suppression of Corruption and Organized Crime (PNUSKOK). The above-
mentioned office consists of strategic wing (departments in the head office) and
operational wing (departments in the field). Organizational and functional
anomalies have led to the imbalance in significance and results between the
strategic and operational wing, as well as PNUSKOK and the Criminal Po-
lice Directorate in its entirety. By partial fusion of the strategic component of
PNUSKOK (strategic departments competent for economic crime and corrup-
tion, organized crime and drug crime) and its most powerful operational unit
(Zagreb Department), it is planned to achieve the affirmative interaction and
synergistic effects, primarily in terms of operational, but also strategic plan.
Reorganization of the Criminal Police Directorate includes a series of reorga-
nizational methods or techniques, which can be divided into major (fusion,
exportation, importation, reduction) and minor (emancipation, progression,
regression, patronization, substitution, denomination, renomination and uni-
fication). The result of their implementation in the reorganizational process
is the change of organizational paradigm of the Criminal Police Directorate
(primarily PNUSKOK) from the existing pyramid-distinctive paradigm to
the new monolithic-integrative paradigm. Subject hybrid solution or the new
organizational paradigm can be considered adequate as it belongs to the actual
time — to the internal and external circumstances. In the future, there is a pos-

sibility of new solutions, different from this.

Keywords: Criminal Police Directorate, reorganization, fusion, strategic and

opemtional component

JEL Classification: D7, D73

1. INTRODUCTION

The essence of the criminal police is achieved by means of conducting crimi-
nal investigations, undertaken when there is a reasonable doubt that criminal
offence is being prepared or it is committed. The aim of criminal investigation is
to detect criminal offences, to find the perpetrators, to detect and secure traces
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and relevant items and to collect all notices that can be useful for successful
criminal proceedings. The criminal police of the Ministry of the Interior of the
Republic of Croatia operate at three hierarchical levels (police stations, county
police administrations and General Police Directorate), which due to its position
and character are called operational, tactical and strategic. The above-mentioned
levels reflect the severity or complexity of crime, which is divided into local,
regional and national, according to these criteria. Criminal Police Director-
ate operates within the General Police Directorate and its formal position is
strategic, but in terms of content and form, it does not exclude the immediate
implementation, as well as monitoring of the most complex criminal investigations
at the national level. This important role of the Criminal Police Directorate is
not sufficiently implemented in practice and actually does not exist (primarily)
in the part of problems within the competence of the National Police Office
for Suppression of Corruption and Organised Crime (PNUSKOK), which,
as the “elite” police unit, operates within the Criminal Police Directorate. Strict
and permanent distance between the strategic and operational component of
PNUSKOK leads to their mutual alienation, dysfunction and even animosity.
Without an adequate and specific involvement in the most complex criminal
investigations, the strategic component cannot fulfil its strategic meaning and
role, except in bureaucratic and formalistic way. Functioning of the operational
component outside the adequate strategic context causes simplification and
marginalization of operational results it achieves. By partial fusion of the strate-
gic component of PNUSKOK (strategic departments competent for economic
crime and corruption, organised crime and drug crime) and its most powerful
operational unit (Zagreb Department), there is a tendency to achieve the affir-
mative interaction and synergistic effects, primarily in terms of operational, but
also strategic plan. Reorganization of the Criminal Police Directorate includes
a series of reorganizational methods or techniques, which can be divided into
major and minor with regard to their importance. The result of their implemen-
tation in the reorganizational process is the change of organizational paradigm
of the Criminal Police Directorate (primarily PNUSKOK) from the existing
pyramid-distinctive paradigm to the new monolithic-integrative paradigm. Reor-
ganizational' procedures can cause reorganizational resistance, primarily with

! Once selected company organization is not completed task in terms of organization — company
organization should be continuously improved. Hence the additional managerial tasks - encouraging
organizational development and use of its results (Buble, 2006:14)
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the internal subjects involved in the reorganization. The common denominator

of such resistance is favouritism or forcing organizational status quo.

2. CRIMINAL POLICE DIRECTORATE -
SITUATION PRIOR THE REORGANIZATION

Legal framework. Fundamental legal requirements regulating the organiza-
tion and functioning of the (criminal) police in the Republic of Croatia are the
Police Act, the Act on Police Services and Authorities and the Regulation on
the Internal Structure of the Ministry of the Interior.

By means of the Police Act (Article 2), it is regulated that the police shall
provide the protection of citizens’ fundamental constitutional rights and free-
doms, and the protection of other values protected by the Constitution of the
Republic of Croatia. The police, as the central service of the Ministry of the In-
terior, perform services, stipulated by the law and other regulations. The police
(Article 8) are organized at three hierarchical levels: 1. General Police Direc-
torate; 2. county police administrations and 3. police stations. Criminal Police
Directorate operates within the General Police Directorate and its position is
strategic. General Police Directorate (Article 9) assesses the security situation
and risks, defines the priority of actions and makes the strategic Assessment
and Strategic Plan of Police Activities. It also adjusts, directs, coordinates and
supervises performance of county police administrations; directly performs the
tasks within its scope of responsibility and participates in performing certain

complex tasks from the scope of county police administrations.

Act on Police Services and Authorities (Article 2, paragraph 1, item 7) defines
the meaning of the term “criminal investigation’, by means of which the essence
of the criminal police is achieved. Criminal investigation represents a totality of
those police authorities, measures and actions that are undertaken in accordance
with this act or other acts, when there is a reasonable doubt that criminal of-
fence or misdemeanour is to be prepared or committed, whose perpetrators are
subject to prosecution ex-officio. These police authorities, measures and actions
are also undertaken when there is a doubt that certain occurrence endangers or
could endanger lives of people, their rights, freedom, security, inviolability and
property, as well when it is necessary to detect criminal offence or misdemean-
our, whose perpetrators are subject to prosecution ex-officio, to find the perpe-

tratot, to prevent perpetrators hiding or escape, to detect and secure the traces
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and items that can be used to determine the facts and to collect all information

that can be useful for successful criminal or misdemeanour proceedings.

By means of the Regulation on the Internal Structure of the Ministry of the
Interior (Article 32), it is regulated that the Criminal Police Directorate shall
monitor and analyse the status and development of entire crime, as well as co-
operate with other structural units, in the field of organization, prevention and
control of crime. Criminal Police Directorate directly conducts the most complex
criminal investigations at the national level, controls the implementation of the
above-mentioned, provide its expertise to county police administration in order
to detect, find and report the perpetrators, as well as to bring in the perpetrators

to judicial authorities.

Organizational framework. The criminal police, as the part of the system
of the Police of the Ministry of the Interior of the Republic of Croatia?, opet-
ate at three hierarchical levels (police stations, county police administrations
and General Police Directorate). Due to their position and character, these are
called operational, tactical and strategic. The above-mentioned hierarchical levels
reflect the severity or complexity of crime, which is divided into local, regional
and national, according to these criteria. Rules on Police Officers’ Actions (At-
ticle 38; Division of crime pursuant to its complexity) stipulates that in order
to coordinate the competence of the structural units of the police, the crime,
with regard to its complexity and territorial distribution, should be divided as
follows: less complex local crime (easier cases), regional complex or organized crime
(difficult cases) and national complex or organized crime (complex cases). Po-
lice stations are competent for easier cases; county police administrations are
competent for difficult cases, while Criminal Police Directorate is responsible for
complex cases (Articles 38a-38¢).>

Criminal Police Directorate operates within the General Police Directorate
and its position is strategic. Criminal Police Directorate consists of centralized
and remote structural units (See Organization chart 1). Total number of struc-

tural units in the Criminal Police Directorate amounts to 43, 27 of which cen-

% The police system consists of several units of the police: criminal, regular, traffic, border, intervention,
special

> In the Protocol on Joint Work of the Police and State’s Attorney Office During the Preliminary and Crimi-
nal Proceedings (executed on 29 August 2011), cases (criminal offences) are categorized in a simi-
lar way: easier cases, difficult cases, complex and significant cases (Article 5). https://www.mup.hr/

UserDocsImages/minstarstvo/zakoni/mup_dorh_protokol.pdf(14 March 2017)
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tralized, and 16 remote units. Centralized units operate in the General Police
Directorate head office in Zagreb. Remote units are located in the largest cities
with the status of informal regional centres in the Republic of Croatia — Za-
greb, Split, Rijeka and Osijek. There are four hierarchical categories of struc-
tural units within the General Police Directorate: sectors (2 + PNUSKOK),
departments (16), sections (16) and divisions (8).
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Organization chart 1. Structure of the Criminal Police Directorate — situation

prior the reorganization

CRIMINAL POLICE
DIRECTORATE

General Crime, Terrorism
and War Crime Sector

National Police Office for
Suppression of Corruption
and Organized Crimie

Sector for Criminal Police
Support

Anti-terrorism

Economic Crime and

Witness Protection

Transitional Crime and War

Department Corruption Department Department
War Crime High-tech Operational Preparation
Department Crime Section Section

Operational Action

Operational wing

Analysis Department

Criminal Records Section

Crime Intelligence Affairs
Department

Special Criminal
Tasks Department

Section for Preparation,
Monitoring and Performance of
Special Criminal Tasks

Target Search Section

Sections™®
Zagreb, Split, Rijeka, Osijek

SSKOK™
Zagreb

SSKOK
Split

SSKOK
Rijeka

SSKOK
Osijek

General Crime Profiteering Section Section
Department
Organized Crime Criminal Technology
Juvenile Delinquency Department Department
Section o
g
Cold Case i Department for International
Section 5 Drugs Department Police Cooperation
2
£
) Criminal Intelligence EUROPOL Section

SPUN [RINJOINIIS 2JOWNY

INTERPOL Section

S.IReME.
Office

*Sections Zagreb, Split, Rijeka, and Osijek have 2 divisions in their structure: Special Criminal Tasks Division and Special Criminal
lechnology Division (Note: they are not shown in the organization chart due to its better transparency)
®SSKOK = Department for Suppression of Corruption and Organized Crime
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National Police Office for Suppression of Corruption and Organized Crime
(PNUSKOK) is the most important structural unit of the Criminal Police Di-
rectorate. Departments with the competence for the most complex forms of the
most significant types of crime, such as — corruption, economic crime, organized
crime and drug crime, operate within this Office. National Police Office for
Suppression of Corruption and Organized Crime monitors and studies certain
forms of corruption and organized crime, their trends and ways of committing
and directly conducts more complex criminal investigations of corruption and
organized crime at the national level. Criteria for determination of competence
of PNUSKOK are criminal investigations: a) carried out on the territory of two
or more county police administrations; b) which require international police co-
operation and are carried out on the territory of several countries; c) which are
directed towards prominent holders of the most serious forms of crimes; and d)
which relate to the most complex forms of criminal offences in the domain of

complex and organized crime.*

PNUSKOK operates simultaneously at two levels — strategic and opera-
tional. Accordingly, PNUSKOK structure includes the centre (strategic wing)
and regional centres (operational wing). The centre consists of six specialized
departments, three of which are “fundamental” (Economic Crime and Corruption
Department, Organized Crime Department and Drugs Department). The other
three are “logistic” (Criminal Intelligence Analysis Department, Crime Intelligence
Affairs Department and Special Criminal Tasks Department). The operational
wing consists of four operational departments for suppression of corruption and

organized crime (SSKOK), which are located in Zagreb, Split, Rijeka and Osijek.

By means of the Regulation on the Internal Structure of the Ministry of the
Interior (Article 32), it is regulated that the Criminal Police Directorate shall,
among other things, directly conduct the most complex criminal investigations
at the national level. Although referred to as the most important structural units
of the General Police Directorate, PNUSOK departments from its centre or
strategic wing, generally act opposite from the above-mentioned. The practice
confirms this statement, but the description of scope of the above-mentioned
departments shows discrepancy with the description of scope of the General
Police Directorate.

* Regulation on the Internal Structure of the Ministry of the Interior (Article 33) (OG 70/2012)
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For example, in the description of scope of the Organized Crime Department
in the Regulation on the Internal Structure of the Ministry of the Interior (Article
34), it is stated that this department participates in conducting the most complex
criminal processing at the national level; i.e. it plans, organizes and monitors the
inspections of the most complex criminal offences and operational activities with
regard to the implementation of operational projects at the national level. Drugs
Department (Article 35) also participates in conducting the most complex criminal
processing at the national level, as well as the Economic Crime and Corruption
Department (Article 36).> PNUSKOK departments, belonging to its operational
wing, are essentially more coherent with the operational dimension of the activity
of the Criminal Police Department, when it comes to description of scope. De-
scriptions of their scope state that they directly conduct the most complex criminal
processing of corruption and organized crime at the national level.

However, according to the above-mentioned descriptions of scope of struc-
tural units, the most complex criminal investigations remain exclusively in the
domain of activity of the Criminal Police Directorate. Since this Directorate
(generally) does not conduct them in practice, the most complex, as well as more

complex criminal investigations are conducted by departments of the operation-

al wing of PNUSKOK.

3. CRIMINAL POLICE DIRECTORATE -
REORGANIZATIONAL IMPULSES

In theory and practice of organization and management, there is a very well-
known typical three-level hierarchical structure of organization systems or en-
tities — strategic, tactical and operational. Ideally, each of them has its own de-
termined purpose and role in the functioning of organization. Reorganizational
procedures arise from the necessity to improve the functionality of organization.
Dysfunction can be the result of external and/or internal circumstances. External
dysfunction affects those organizations that proved to be unsuccessful in identifi-

® It is necessary to emphasize the existence of a significant paradox. Within the Economic Crime and
Corruption Department, there are two sections, with the description of scope stating that they di-
rectly conduct complex criminal investigations, but in practice such activities have almost never been
done. Description of scope states that the High-tech Crime Department directly conducts complex
criminal investigations of criminal offences committed against and by means of computer systems and net-
works, while the Transitional Crime and War Profiteering Section directly conducts complex criminal
investigations of criminal offences committed in transition and criminal offences of war profiteering.
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cation and anticipation of relevant changes in the surroundings, as well as in their
own adjustment to them. Internal dysfunction can be caused by inadequate orga-
nizational system, whose inadequacy can be a starting and/or subsequent. It is pos-
sible to make mistakes in the beginning, but over time there is also the possibility
of minor or major deviations and deformations in the structure and functioning

of the organization or its individual components due to various circumstances.®

Reorganization of the Criminal Police Directorate is primarily initiated
and inspired by the necessity for reorganization of its central component — the
National Police Office for Suppression of Corruption and Organized Crime
(PNUSKOK). The most explicit anomalies are recorded in the functioning of
its strategic wing, as well as in the relation between strategic and operational
wing. For example, these anomalies include deviation, irrationality, distinction,
alienation and uneconomic property. Deviation of the strategic wing of PNUS-
KOK is evident in the fact that in its character it does not function as strate-
gic, but as administrative or bureaucratic authority.” Irrationality arises from
the incoherence of the existence of strategic wing of PNUSKOK, especially
in the context of its non-existing or marginal focus and/or presence in specific
criminal investigations. Distinction as anomaly is manifested through unnatu-
ral self-sufficiency of strategic wing, evident separation/isolation and low level
of functional connection with operational wing. Alienation occurs as a result
of distinction; it is a situation characterized by high level of alienation between
strategic and operational wing, there is only a minimum level of communication
between the officials at the strategic and operational level with evident distrust,

repulsion, even animosity.

Uneconomic property of the system in question arises from multiple pa-
rameters, two of which can be mentioned: a) number of officials and the results
achieved — comparison of strategic departments and operational wing — Zagreb
Department (See Table 2); b) permanent necessity for hiring additional powers
to maintain the functionality of the operational wing — Zagreb Department

(even up to 50% of number of officials, estimated by systematization).

¢ Reorganization, the result of which can even be restructuring, is a planned change of the organiza-
tional situation for the following reasons: - occurrence of important organizational problems (stagna-
tion, entropy), - introduction of new work processes, - increasing the volume of work, - the existing
organization does not comply with the social changes (Jurina, 2008:23-24).

7 Formulation of good strategy and its successful implementation are the essence and the final result of
strategic management (Sikavica, Bahtijarevié—Siber, Pologki-Voki¢, 2008:193).
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Table 1. Organizational characteristics and work results of the strategic and

operational departments of PNUSKOK

Strategic departments of PNUSKOK Criteria Operational department of PNUSKOK
Statistics, administration, letters, writs, Main Criminal investigations, operational work,
meetings, work groups, commissions, tasks coordination with the Office for the
committees, presentations, control, Suppression of Corruption and Organized
education, strategic documents, reports, Crime (USKOK), cooperation with institutions,
international travels, international inspections of criminal offences, special
investigations (coordination, support) , evidence collection procedures, criminal
memberships in the administrative authorities charges, lookups, arrests, modus operandi,
(Republic of Croatia, European Union). .. experts analysis, international investigations
(executive, cooperation)...
Economic Crime and Corruption Department | Number Zagreb Department for Suppression of
-20 of officials Corruption and Organized Crime = 52

Organized Crime Department — 13
Drugs Department —10

Total = 43

No. of filed criminal charges— 3 Results No. of filed criminal charges — 31

No. of reported persons — 6 (description)® No. of reported persons — 353

No. of reported criminal offences — 7 No. of reported criminal offences — 517
Material damage/benefit — HRK 1 million Material damage/benefit — HRK 796 million
10% - PNUSKOK strategic departments Results 40% - SSKOK Zagreb

5% - PNUSKOK logistic departments (share)? 15% - SSKOK Rijeka 15% - SSKOK Split

15% - SSKOK Osijek

Recovery of the indicated organizational anomalies is carried out by estab-
lishing the hybrid model of the organizational structure of PNUSKOK. So
far organizational and functional deficiencies, arising from the pseudo-strate-
gic (bureaucratic) wing of PNUSKOK, have been partially compensated by
the functionality and continuous personnel surplus of the operational wing of
PNUSKOK (Zagreb Department). By fusion of the pseudo-strategic wing and
the most powerful department of operational wing (Zagreb Department), it
will be possible to achieve the internal balance/neutralization of the indicated
illogical properties, as well as organizational balancing of the system, which
will become harmonious and optimally functional. Partial fusion of the strate-

gic and operational component of PNUSKOK will change its organizational

8 Work results — taken form the Crime Review and Work Results of the Criminal Police in 2016
(internal document of the Mol)

% Author’s assessment (empirical and statistical approximation for the period of several years)
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paradigm, that is, the existing pyramid-distinctive paradigm becomes the new
monolithic-integrative (Scheme 1 and 2).

Without the adequate and specific involvement in the most complex crimi-
nal investigations, strategic component of PNUSKOK cannot fulfil its strategic
meaning and role, except in bureaucratic and formalistic way. Activities of the
operational component outside the adequate strategic context cause simplifica-
tion and marginalization of the operational results it achieves. Partial fusion
aims to achieve affirmative interaction and synergistic effects in functionality
of PNUSKOK, primarily in term of operational, but also strategic plan. Every
organization is a living organism that changes over time and has its own devel-
opmental stages. The subject hybrid solution can be considered as one of the
developmental stages that approaches the current time (internal and external
circumstances), but it also approaches the organizational structure of the Office
for the Suppression of Corruption and Organized Crime (USKOK), which is
particularly important fact. USKOK and PNUSKOK are two parallel authori-
ties in charge of criminal prosecution; one belongs to the sphere of the State’s
Attorney Office, and the other to the Ministry of the Interior.
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It is expected that reorganizational procedures will cause reorganizational

resistance or obstruction, whose common denominator is favouritism or forc-

ing organizational status quo, as well as initiation and lobbying to implement
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the reorganization in a way significantly different from the proposed one.'’ The
followers of such retrograde ideas primarily are the internal subjects or groups,
involved in the reorganizational process. Reasons and forms of their reorganiza-
tional nihilism are various (objective, subjective, individual, group, constructive,

destructive, egoistic, altruistic, inclusive, exclusive, and others)."

4, CRIMINAL POLICE DIRECTORATE -
REORGANIZATIONAL INTERVENTIONS

Reorganizational interventions in the organizational structure of the Crimi-
nal Police Directorate (Organization chart 2), in terms of intensity or character
can higher or lower. They are conducted by means of individual approach in a
systematic way, using different reorganizational methods or techniques. These

methods/techniques can be divided into major and minor (Table 2).

10°All that is old is known, even if it is not good, it means relatively comfortable status quo. The new
disturbs the established balance and faces the resistance directly ... It is much more difficult when the
changes are greater because the resistance is greater as well (Marusi¢, 2006:48).

1 Reorganizational nihilists often share the same level of solidarity and they consolidate their activities
by formation of informal groups. Informal groups (Jurina, 1994:217) are spontaneous, unplanned
and related to the satisfaction of certain specific needs of people in the organization.
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Organization chart 2. Structure of the Criminal Police Directorate — reorga-

nizational interventions
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Table 2. Reorganization of the Criminal Police Directorate — reorganizational

methods or techniques

Major reorganizational methods/techniques | Minor reorganizational methods/techniques

Fusion Emancipation Denomination Renomination
Exportation Progression Unification

Importation Regressian Restriction

Reduction Patronization Substitution

4.1. MAJOR REORGANIZATIONAL METHODS OR
TECHNIQUES

Fusion as a reorganizational method or techniques implies not only me-
chanical, but also systematic, logical and functional integration of two or more
existing structural units in a new organizational unit. In case of reorganization
of the Criminal Police Directorate, two types of fusion have been carried out
— central and marginal. Central or core fusion includes fusion of specialized line
departments of the strategic wing of PNUSKOK (Economic Crime and Cor-
ruption Department, Organized Crime Department and Drugs Department)
and the most powerful of four remote departments of the operational wing
of PNUSKOK (Department for Suppression of Corruption and Organized
Crime Zagreb). Marginal or secondary fusion includes a functional fusion of
related departments that are exported from PNUSKOK by means of reorgani-
zation and are not its components anymore, but still stay in the Criminal Police
Directorate. It is the Criminal Intelligence Analysis Department and the Crime
Intelligence Affairs Department that will fuse, in a way that the latter is joined
with the first, after which it will function as its component. This implies that the
Criminal Intelligence Affairs Department will lose its current form of depart-

ment and will continue its functioning as a section.

Exportation. As s reorganizational method or technique, exportation im-
plies organizational cleaning of central structural unit (PNUSKOK) by export-
ing a part of its existing components into organizational corpus of larger orga-
nizational entity (Criminal Police Directorate). These surplus components are
important for functioning of the central structural unit, but are not indispens-
able and represent a type of burden for its organizational structure. In the reor-
ganizational processes of certain systems, some components become a surplus

for various reasons. In case of reorganization of Criminal Police Directorate
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(PNUSKOK), the main reasons for this are character and area. The character of
the surplus components of PNUSKOK is not essential, but logistic (support),
and the area of its activity is larger than the scope of PNUSKOK (it also com-
prises other structural units of the Criminal Police Directorate). According to
these criteria, three of former components of PNUSKOK have been exported
from its organizational corpus: the Criminal Intelligence Analysis Department,
the Crime Intelligence Affairs Department and the Special Criminal Tasks De-
partment. This is rather radical reorganizational intervention, given the fact that
in the strategic wing of PNUSKOK, apart from the above-mentioned three
(surplus) departments, there are exactly the same number of (essential, parent)
departments that remain in PNUSKOK (meaning that the reorganizational
ratio between the surplus and parent departments is 50% - 50%).

Importation as a reorganizational method/technique includes the organiza-
tional strengthening of the central structural unit (PNUSKOK) by importing
external components from the larger organizational entity (Criminal Police Di-
rectorate) in its organizational corpus. Importation in a broad sense also covers
the promotion of internal (or latent) components of the central structural unit
from lower to higher positions in the organizational structure. These deficient
components are complementary to existing components in terms of content,
with the same or similar level of operational importance. By its importation, the
functional integrity of the central structural unit is completed, and its organiza-
tional and functional capacities are increased. In the process of reorganization
of the Criminal Police Directorate, in accordance with the previous criteria, the
Anti-terrorism Department has been imported in the organizational corpus of
its central structural unit (PNUSKOK)."? In addition, importation has been
carried out in a broader sense, in a way that the High-tech Crime Section has
been extracted from the Economic Crime and Corruption Department and

promoted to a higher position. Now it operates as an independent department

within PNUSKOK.

Reduction as a reorganizational method or technique implies the organiza-
tional compression, primarily in the vertical sense, by means of which unneces-
sary hierarchical levels, hybrid structural units, have been reduced/eliminated.
Generally, they do not have a specific purpose in practice, apart from being

12 In the indicated context, the fact of the existence of the National Strategy for the Prevention and
Suppression of Terrorism (Official Gazette 108/2015) is also important.
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focal points for concentration (accumulation) and dissemination of informa-
tion between their superior and subordinate structural units. Indicated hybrid
structural units typically do not have any acting party; they have only one ex-
ecutive serving as a coordinator or mediator between two standard levels of
management in the organization. Their existence hypothetically can contribute
to better flow of information in the vertical, horizontal and diagonal sense, but
it can also be the opposite of the above-mentioned. They can be a bottleneck
of the communication system, their unnecessary and incoherent link — espe-
cially in the context of functional rationalization of the system. In the process
of reorganization of the Criminal Police Directorate, in accordance with the
above-mentioned criteria, its organizational corpus has been reduced in a way
of elimination of its two structural units — the General Crime, Terrorism and
War Crime Sector and the Sector for Criminal Police Support.

4.2. MINOR REORGANIZATIONAL METHODS OR
TECHNIQUES

Emancipation as a reorganizational method or technique implies a critical
stage of development of certain structural unit, when it is mature/ready to sepa-
rate from its parent unit and to operate independently with full effects. Eman-
cipation depends on internal factors (such as personnel and the other factors:
organizational, legal, financial, logistic) and external factors (social, economic,
political, legislative). Indicated factors impact the organizational structure of
the certain system (organizational flexibility) directly or indirectly, to a major
or minor extent. Emancipation is generally, essentially and mutually associated

with the progression as a reorganizational technique.

Progression. As a reorganizational method/technique, progression includes
the promotion of position of a certain structural unit within the organization
corpus of certain organizational system or entity in terms of form and content.
Progression automatically denotes strengthening of operational or functional
capacities of structural unit in terms of personnel and organization, similar to
the existing or expected complexity and intensity of problems under its com-
petence. In case of reorganization of the Criminal Police Directorate (PNUS-
KOK), emancipation and progression of the High-tech Crime Section have been

carried out in a way that is separated from the guardianship (tutoring) of the
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Economic Crime and Corruption Department and its structural form has been

changed from section into (independent) department.”

Regression as a reorganizational method or technique implies the simplifi-
cation of position of a certain structural unit in terms of form and/or content,
within the organizational corpus of certain organizational system or entity. Re-
gression is basically manifested through lowering of structural form of certain
structural unit to a level below the existing one. The reasons can be related to
manoeuvring (restructuring) or essence (repositioning). Regression indicates
personnel and organization stopping or weakening of operational and function-
al capacities of the structural unit, similar to the existing or expected complexity
and intensity of the problems under its competence.'* Regression is generally
related to patronization as a reorganizational technique.

Patronization as a reorganizational method or technique implies putting
one structural unit under the guardianship (patronage) of other structural unit
or the installation of a structural unit in a lower position to the organizational
corpus of the higher-positioned structural unit. Patronization denotes bringing
the existing structural unit in a subordinate position in relation to the other
structural unit (although previously they were equal or were not even in a direct
correlation). They now make a unit with others subordinate structural units in
terms of content and function. During the reorganization of the Criminal Po-
lice Directorate (PNUSKOK), regression and patronization of the Crime Intel-
ligence Affairs Department have been carried out. Its structural form has been
changed from department to section and it will now function as a component

of the Criminal Intelligence Analysis Department.

Substitution as a reorganizational technique includes the systematic re-
placement of the existing structural unit with the new unit. This unit is different
from the previous one with regard to the content, but they are generally similar.
It is considered as necessary and up-to-date and it fits in the context and the
continuity of functioning of certain organization system or entity. Substitution
can be a result of modernization or updating of certain problems, the conse-

quence of which is necessity for innovations or adaptation of the name or scope

B In the indicated context, the existence of the National Cyber Security Strategy and the Action Plan
for the Implantation of the National Cyber Security Strategy (OG 108/2015) is also important.

1* Regression of certain strategic structural unit does not have to imply the automatic regression of
the respective work line in its entirety; it can keep the existing positions or even be enhanced at its
operational levels.
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of structural unit. The scope of the new structural unit that replaces the existing
can be extensive (it includes the overall scope of the existing unit and the part of
new competences) or restrictive (the scope of competence is more narrow/selec-
tive than the existing scope). During the reorganization of the Criminal Police
Directorate, extensive substitution of the Cold Case Section has been carried out.

It is now substituted by the Section for Suppression of Violent Crimes.

Denomination as a reorganizational technique implies a nominal neutraliza-
tion of the structural unit, by means of which it formally ceases to exist and the
tasks it involved have been reviewed and continue to function in a more flexible
form of cohesion. Denomination is related to the principles of flexibility and
rationalization, primarily in the sense that there is no necessity that every group
of similar or related tasks is formally framed in some form of structural units, at
all hierarchical levels within the system. By denomination of a structural unit,
the position of its formal executive is also abolished. He is replaced by an op-
erational executive (task manager or coordinator), whose role is dual — he is a
direct acting party and organizer of performance of group of tasks. In case of
reorganization of the Criminal Police Directorate, denomination of two sections
within the Witness Protection Department (Operational Preparation Section
and Operational Action Section) has been carried out, as well as eight divisions
within the Special Criminal Tasks Department (Special Criminal Tasks Divi-

sion and Special Criminal Technology Division).

Renomination as a reorganizational technique implies a nominal adapta-
tion or correction of a structural unit in order to achieve conformity between
the name and activities of structural unit, that is, a nominal complementar-
ity between the structural unit and organizational system or entity to which
it belongs. Renomination of structural units during the reorganization of the
Criminal Police Directorate referred to: emphasizing the purpose/essence of their
existence (for example, by adding the phrase “for suppression’, the Anti-terror-
ism Department became the Department for Suppression of Terrorism), cor-
rection of the description of their scope (Target Search Section became Target
Search and Precise Location Section) and elimination of the nominal repetitive-
ness (in the name of operational departments within the National Police Office
for Suppression of Corruption and Organized Crime, description of their scope
is removed as it is already found in the name of the structural unit to which they

belong).

397

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Ante Orlovic * Svjetlana Harambasic  Ivica Milkovic: REORGANIZATION OF THE CRIMINAL POLICE DIRECTORATE - PARTIAL FUSION OF STRATEGIC ...

Unification as a reorganizational technique implies the standardization of
terminology and content of related structural units or positions and their reduc-
tion to the minimum, while maintaining an optimal level of diversity and related
flexibility of work processes. Unification presents the opposite of fragmentation
and subspecialty. It eliminates their negative effects. In case of reorganization of
the Criminal Police Directorate, the catalogue of positions of PNUSKOK has

been significantly unified, in both the strategic and operational departments.

Restriction as a reorganizational technique implies the reduction of the ex-
isting dimensions of the structural units or organizational system in quantita-
tive terms (number of employees, number of executives, number of structural
units). The purpose of restriction is to maintain or improve the efficiency of cer-
tain organization in compliance with the principles of savings (cost reduction).
Restriction is a synonym for the rationalization of the system. Reorganization
of the Criminal Police Directorate has resulted in restrictive figures regarding

the number of employees, executives and structural units.”

5. CRIMINAL POLICE DIRECTORATE
— SITUATION FOLLOWING THE
REORGANIZATION

Reorganization of the Criminal Police Directorate (PNUSKOK) is primar-
ily based on the principles of rationalization and functionality. Rationalization
implies organizational cost-effectiveness or the achievement of a more favourable
ratio between the organizational efficiency (output) and organizational costs
(input). Functionality implies the organizational effectiveness (to do the right
things) and the organizational efficiency (to do things in a right way), that is,
fulfilling the organizational mission in an optimal way. Numerical indicators of
reorganization of the Criminal Police Directorate are shown in Table 3 and 4,

and its visual results are presented in the Organization chart 3.

1> The opposite method, expansion, was used only in one case - in establishment Passenger information
unit (PIU), established under Service for international police cooperation. This was mandatory or-
ganizational engagement which arises from Directive of the European Parliament and of the Council
of the EU on the use of passenger name record (PNR) data for the prevention, detection, investiga-
tion and prosecution of terrorist offences and serious crime.
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Table

3. Type and number of positions — situation prior and following the re-

organization of the Criminal Police Directorate

Type of position Situation prior the Situation following Difference
reorganization the reorganization
Manager 51 | 37 | -14
Executor 521 | 520 |
Admiistratve staff 30 | 20 | 0
TOTAL 602 | 577 | 25
Table 4. Type and number of structural units — situation prior and following
the reorganization of the Criminal Police Directorate
Type or structural unit Situation prior the Situation following the Difference
reorganization reorganization
Sector 3 | 1 | -2
Department 16 | 14 | -2
Section 16 | 15 | N
Division 8 | 0 | 8
TOTAL 43 | 30 | 13
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Organization chart 3. Structure of the Criminal Police Directorate — situa-

tion following the reorganization
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6. CONCLUSION

The essence of the criminal police is achieved by means of conducting crimi-
nal investigations in the structural units, at all three hierarchical levels of the
police system: police stations, county police administrations and the General
Police Directorate. Criminal Police Directorate operates within the General
Police Directorate and it is a central structural unit of the criminal police. With-
in the Criminal Police Directorate, there is the “elite” unit of the criminal police
- National Police Office for Suppression of Corruption and Organized Crime
(PNUSKOK). The necessity for the reorganization of PNUSKOK was the
main incentive for the reorganization of the Criminal Police Directorate in its
entirety. Organizational and functional anomalies of PNUSKOK are evident in

the functioning of its strategic wing, as well as between strategic and operation-
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al wing. Partial fusion of strategic and operational component of PNUSKOK
was rated as an adequate reorganizational intervention, by means of which its
organizational paradigm is changed from the existing pyramid-distinctive in the
new monolithic-integrative. Without the adequate involvement in operational
criminal investigations, the strategic component cannot be meaningful or func-
tional. Without the adequate strategic context, the operational component can
become disoriented and its results relativized. Both components are equally im-
portant and they will function only if they act as one organism. In the process of
reorganization of the Criminal Police Directorate, a series of reorganizational
methods or techniques has been implemented. These methods or techniques
can be divided into major and minor. Newly established organizational para-
digm is a hybrid solution, adequate in the present moment, but in future dif-
ferent organizational solutions are also possible and desirable. Reorganization
is a complex issue, which needs to be approached very carefully, but decisively.
Monolithic-integrative paradigm is a result of reorganizational efforts of current
strategic management in the Croatian Police. Time is always important limiting
factor and it is also present in this reorganizational context. General consensus
of all organizational stakeholders is not possible, just like the ideal organization

is not possible, nor it does exist.
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Abstract

Studying of the role of modern models of communication in the contemporary
society was quite neglected. The development and application of new models
of Information and Communications Technology (ICT) have contributed to
changing attitudes regarding the importance and the role of communication in
different areas of the modern society and economic entities thereof. The sub-
ject of the paper is modern (new) models of communication in contemporary
societies. The aim of the paper is to highlight the importance andthe role of
new communication models and their application in all spheres of the modern
society. Communicationconsumes most of the time that managers have at their
disposal. They communicate with their superiors, subordinates, customers, cli-
ents, suppliers, partner companies and thus “knit a golden thread” of successful
decision-making and business operations.

Keywords: communication, new models of communication, information and

communications technology.
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1. INTRODUCTION

Research and education in the field of communications are never quite
completed processes. This represents a special challenge for those who are just
mastering the basics of communication skills. We can always learn something
new, make progress and improve. For this reason, in the fields of education and
training we cannot focus ourselves only on personal habits and needs of a single
culture. We have to keep track of events especially in the immediate neighbor-
hood, the Balkans, European standards, the theory and practice of business in
the USA, and the specific manner of business communication in China and
Japan. The times we live in and the information and technological revolution
condition a dominant progress in the domain of communication. Changes are
inevitable in the conditions of market economy in dynamic environments and
high level of competition. They cannot be stopped and the only thing left for
us to do is to adapt as quickly as possible. Changes are abundant and diverse.
Among such a plethora of changes, the ones that stand out are the ones in the
sphere of communication and adequate decision-making and especially in the
field of information security. Managers require information for decision-mak-
ing and obtain it through proper communication within the company and in

their surroundings.

There is no communication if the transmitted information is not received
and understood. Accordingly, the communication includes sending, receiving
and understanding. Its importance for managers is obvious, given that a large
portion of their time is spent on communication. Communication involves a
transfer and understanding of the meaning of a message. The emphasis on the
transfer implies that if no information and ideas are conveyed - there is no com-
munication. A speaker that nobody hears or a writer that nobody reads has no
communication. Communication implies understanding of meaning. Commu-
nication is obviously a bi-directional process, hence the necessityfor adequate

protection.

Communication is a ubiquitous phenomenon, without which we cannot
imagine functioning of business organizations. Communications are usually
verbal, such as a family agreement, or non-verbal when we send a clear message
that we are angry by frowning. In the process of communication, information
is transmitted, which is used as the basis for certain decisions. The process of

communication is bi-directional and consists of the activities of all participants,
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connecting a continuous chain of actions and reactions, involving at least two
interlocutors, negotiators, partners, etc.In this process, there is no passive ob-
server, even when one of the parties in a dialogue is more active in verbal terms.
Interaction consists of the transmission and proper understanding of the mes-
sage. Whether the recipient will accept and understand the message depends on
the content of the message, the selection of specific signals, but also on means of
communication and forms of functioning of the system of spoken and written

communication.

2. FORMS AND MODELS OF COMMUNICATION
FORMS OF COMMUNICATION

The most significant moment in the communication process is the transfer
of information (notifications, reports, data) that also involves a way of organiz-
ing, selecting and creating a specific content. Information should be reliable,
validated, controlled and protected but also dynamic and subject to change. In
fact, it is a communicative dynamism that plays an important role in the com-
munication process. The process of information flow is complex and consists of:
sending and receiving, the correct interpretation of certain messages and feed-
back reactions. Information and public speaking are sometimes quite wrongly
associated solely with the mass media (electronic and printed), which narrows
the field of activity for these categories, and exempt an individual from liability
in individual contacts. However, responsible conduct is equally important in the
contact with a single person, as well as performing in front of a large audience.
In this sense, four types of communication are distinguished: intrapersonal, in-

terpersonal, group and mass.

In order to convey messages and various kinds of information, regardless of
the type of communication, established signals, signs, terms and other elements
are selected. Business interaction and public speaking differ from everyday
speech as they require special preparation, apart from the application ofrhetoric
skills. Business interaction in the modern sense, requires a mastery of a complex
system of verbal communication, and should be: enriched, informative, argu-
mentative, competent, and dynamic. Communicative dynamism is reflected in
the way of message transmission. During the transfer of information, the most
dynamic parts of a statement can be emphasized and codes which lead to the

discovery of the meaning of the message during and exchange of information
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are chosen. This means that thoughts must be shaped in a simple way (to com-
municate understandable visualization of ideas) in order for the interlocutors to
understand them. A manager, by accepting certain conventions of communica-
tion, behavior and conduct, can influence the recipient in the most constructive
and most objective ways. He has a complex task: how to convey the message
and the meaning to the recipient in the desired context. This means that he
needs to find a system of signs which will correspond to the widest audience
(employees) and contribute to a clear, specific, realistic and objective commu-
nication of the message. In doing so, the employee feedback is an indicator of
the degree of understanding. Sometimes it happens that messages are not suf-
ficiently understood or completely misunderstood and misinterpreted, leading
to tensions in communication, misunderstanding and even disagreements and
conflicts. Therefore, it is not important to convey specific information and ideas
(message content) but ratherthe way in which messages are transmitted is what
is of essential importance. The methods for establishing and transmitting mes-
sages contribute to understanding. Communication can be classified in several
ways. However, all aspects of the classification will not be analyzed since more
attention will be paid to modern (main) forms of communication, as they are

almost inevitable in the work of entrepreneurs and managers.

INTRAPERSONAL COMMUNICATION

Intrapersonal communication implies a conversation with oneself but it is
also an exchange of messages with an imaginary interlocutor, a real or meta-
physical being, directly or indirectly. Intrapersonal communication is an essen-
tial driver of evolutionary nature of the subject, their thinking, feeling, artis-
tic and scientific creation, conscious and unconscious processes. Intrapersonal
communication is like an organized thinking in the form of a dialog, i.e. talking
to oneself, in a broader philosophical sense “to think is to have a conversation
with oneself” (Susnji¢, 1984). Human spirit can talk with oneself because it is
in its essence bisectional and contradictory. Itis aware of the bisectional situa-
tion and strives to overcome it by talking to someone else within itself. The oth-
er part is the unconscious, the source of unimaginable power. “In the absolute
solitude, each of us needs at least our own double to contest us in every thought
and act; everyone can stagefor themselves spiritual battles in their own heads. In
eachman, therehidesa possibility that he may tower over himself, to remember

himself, to question himself and be reborn before his own eyes; It takes him
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towards a deeper and broader understanding of himself and the world around

him”(Susnji¢, 1984).

INTERPERSONAL COMMUNICATION

Interpersonal communication is an elementary and the most widespread
form of social communication, equally important for a human in a far prehis-
toric time when it represented the only form of communication practice, in the
modern epoch, characterized by a predominance of mass media, as well as in
the near or distant future that will be shaped by the electronic chip and multi-
media computer network. Boththe elementary nature and omnipresence of
interpersonal communication present an expression of the fact that man is a
social being oriented towards social life, but not in abstract communities or the-
oretical social categories, but mainly in primary groups,from families to various
referential forms of grouping. The largest part of our social livespasses, in fact,
in verbal or non-verbal interpersonal communication. Interpersonal commu-
nication represents the reciprocal exchange of messages between two or more
individuals, directly or indirectly, with reciprocal switchability of the roles of
communicator and recipient and immediate feedback in the process of exchange
of messages. People in general, due to their social nature, find themselves in the
role of the subject of interpersonal communication, i.e. the communicator and
the recipient, on a daily or even better, hourly basis. Such nature that drives
them to communication, i.e. dialogue, is determined by three philosophical as-
sumptions. The first is the ontological one: incompleteness of a person who
needs anotherperson to achieve the completeness of their own personality. The
second assumption is gnoseological: person’s search for the truth about them-
selves, which is always incomplete. And finally, the third assumption is axiologi-

cal: a desire to create a new value through conversation.

GROUP COMMUNICATION

Group communication is an exchange of messages between one or more
communicators with many recipients, directly or indirectly, within the perma-
nently or ad hoc organized social groups, the criterion of their organization be-
ing a common current or permanent interest of individuals for a predetermined
content framework for communication in a certain area and within a certain

period of time.
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In practice, group communication appears in four different forms. The first
is to communicate ex cathedra in classrooms, political forums, literary events
or in churches. The second is a theatrical communication in theater, opera, bal-
let and circus. The third is communication in rallies, and the fourth is com-
munication in an arena for all sporting events. In all of these typical forms of
group communication, there is always the lowest common denominator of
the interests of participants in the process of communication and it is the very
content of communication. Unlike the intrapersonal communication, which is
an expression of our cognitive predestination, interpersonal communication is
the one that the others may impose on us, or the exposure to the mass media
communication, which is often a matter of habit and acquired communicative
reflexes in the contemporary society, we enterinto group communication with
the premeditated intention. We enter a class in school in order to talk and listen
about mathematical equations; we go to the theater in order to take part in or
watch a particular show; we go to a political rally to ask for or give support and,

finally, we go to a football match to score goals or watch them being scored.

In a group communication situation, an individual or a primary group al-
ways appears on the side of the communicator (an action group, a writer and
several literary critics, a group deciding on the presidency of a political party, a
group such as a basketball team). The reception side, however, is determined by

forms of group communication.

MASS COMMUNICATION

Mass communication as a form of communicative practice that appeared
with Guttenberg's discovery of the printing press in the mid-15® century, is a
subject ofa vast number of pages in scientific, professional and artistic books.
Mass communication is a civilizational phenomenon which has rotatedhuman
universe at an incredible speed. Knowledge about itis not final because every
new medium of mass communication has showed the process in a different
light, which is largely dependent on the range of social and cultural contexts
in which it was implemented, but the mass communicationhas had, in turn, an
essential, sometimes even crucial, influence on itschange. Unlike other forms of
communication that are implemented directly or indirectly, mass communica-
tion is always media mediated communication between communication centers

and dispersed audience. Itsother feature is that it is organized and institutional-
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ized. A distributor of a message is no longer a lonely writer from the time before
the Bourgeois Revolution in France, if it ever was, but a cumbersome profes-
sional organization, a social institution permeating all aspects of social life, em-
bedded in a system of valid social norms, cultural patterns and value standards.
The next massive distinction in relation to other forms of communication is
that it is necessarily a public type of communication. Mass communication in
general could not be organized as a secret communication. Messages that are
distributed in the mass media must correspond to the interests of the widest
circle of recipients in terms of their relevance.

An important distinction of mass communication in relation to other forms
of communication is the inability to establish direct feedback, except fora lim-
ited number of cases, between spatially, temporally or both spatially and tem-
porally separated communicators and recipients. The process of expansion of
mass culture products received a tremendous acceleration with the changes that
are happening in the field of mass communication, which is characterized by:
expansion (media technology, production, flow and reception of media content,
the struggle for predominance of media moguls), globalization (infrastructure,
proprietorship, content, distribution, reception), commercialization (control,
content, financing), fragmentation (organizational structure and function), the
convergence of different media and security sensitivity. Mass society has entered
into its highest stage - the information society, in which we are overwhelmed
with an incredible amount of messages, with disproportionately little prospect

of their rational reception.

It is true that new media technology has relativized national borders in mass
communication and that the former monocentricity in broadcasting is replaced
by diversified polycentricity. Namely, the creator of the program package is an
individual with a remote control in their hand and the emphasis in the message
reception is no longerin the broadcastingunit but in the unit which receives the
content. However, a formal possibility of choice within the same form of media
is notactually a choice. Media repertoire creates a numerous, media drugged
auditorium that switches aimlessly from channel to channel, looking for the lost
kind of originality. Communication equality, regardless of the relativization of
the role of communication centers through their enormous multiplication and
seductive choice in a variety of the samecontent, cannot be established in the

process of mass communication.
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3. COMMUNICATION IN A BUSINESS SITUATION

The term “‘communication’signifies an activity of communicating between
individuals or groups in order to effectively convey information and under-
standing thereof. Therefore, communication is one of the components of an
organization, because the connections between the elements of the organiza-
tional system are establishedthrough their mutual relationship and information
exchange. Being well informed is one of the conditions for successful communi-
cation. In addition, it is essential that information is not only addressed by one
person to another but also to be accepted and understood. Managers of organi-
zations, as well as leaders of other social groups therefore strive to enable bet-
ter sending and reception of messages and exchange of informationin order to
enable their organization to function successfully (Stavri¢, Stamatovié, Kokeza,
2005). Communication can be explained as a system of connections between
people. However, these connectionsare not technical in nature, such as parts of
complex devices connected with pipes and wire conductors for the purpose of
mass and energy transfer. It is rather a process of transferring information from
one person to another, provided there isreception and understanding thereof.
For this reason communication is an activity of the management in the process

of planning, organizing, human resources, control and protection.

Managers of organizations spend a considerable part of their time on the
process of communication. Communications enable managers to inform em-
ployees about the planned tasks, to provide them with the information required
fordecision-making and to facilitate the coordination of the work of all mem-
bers of the organization. By communicating, managers persuade, inform, mo-
tivate and lead individuals towards achieving the planned target of the organi-
zation. When communication is viewed from a broader perspective, it can be
concluded that the entire organization appears as a vast network of commu-
nication channels and information flows. These are telephone lines, business
correspondence, computer reports, meetings of management and professional
teams and other forms of communication within the organization, as reflected

in the daily operation of the organization.

COMMUNICATION MODELS

Internal communication is a dynamic and complex process that has gone
through different stages. Previous models were focused on the unidirectional
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transmission of messages, such as S-M-C-R model (Shannon, C., & Weaver,
W.,, 1949), where one source of information encodes the message and deliv-
ers it via the selected channel to a certain receiver who decodes it. Subsequent
versions of the model added a feedback from the receiver to the sender, but the
model still remained focused on the sender. Later models emphasize the trans-
actional nature of the process and how individuals and groups give purpose and
meaning to organizations through communication (Harris, T.E. & Nelson, M.,
2008). They also emphasize that apartfrom basic elements of the model, what
is also important arethe culture in which communication occurs, the attitudes
of the sender and recipient, as well as a strategic choice of communication chan-
nels. Today’smodels are much more complex, primarily due to the rapid develop-
ment of technology and new media, but also the ability to encompass more pa-
rameters. The foundation of success of a program of internal relations lies in the
concept of trust, authority and effective communication (Proctor, T., & Douka-
kis, I., 2003). Some authors distinguish between communication and efficient
communication. Efficient communication may differ from communication (bi-
directional exchange of messages without action) and giving information (uni-
directional sending the message), (Kalla, H., 2005). To make communication
eflicient, the message must be received clearly and only as such it can result in
action. Another important dimension that should be mentioned is that em-
ployees cannot be regarded as a homogeneous group. Sims and Galpin (Sims,
D., & Galpin, S., 1998) make a distinction between “elite knowledge workers”
and “operative workers”. Apart from that, their work depends on factors such as
the status of the organization, the structure of the group, as well as the position
and amount of “virtual” time spent. Communicationis an organization or an
organization cannot exist without communication. This means that communi-
cation is closely related to the core of the existence of any organization. Through
communication, information is transmitted in order to clearly understand the
tasks that should be undertaken as well as the objectives which the organization
strives to accomplish. Kalla (2005) defines organizational communication as “a
complex and continuous process through which members of the organization
create, maintain and change the organization”. The very association of organi-
zational communication with the concept of changes gives significance to com-
munication in an age when organizations are faced with a dynamic environment
that is constantly changing. Advantages of quality communication, for instance,
cover primarily the satisfaction with communication, enhance productivity, re-

duce absenteeism, increase level of innovation, reduce number of strikes, enable
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high quality of products and services and reduce costs (Clampitt, P. & Downs,
C.W.1993). All of these activities and characteristicsare the result of the effects
of communication channels.

Bi-directional communication is necessary for a successful and efhicient op-
eration of an organization. Therefore, it is imperative that organizations im-
plement all methods of communication. Many theoreticians and practitioners
claim that many employees do their jobs more efficiently if they participate in
the decision-making process, and that is possible only if they are fully informed.
Individuals must understand the objectives and feel loyalty. The management
must listen to their employees and must respect the ideas and criticisms in or-
der for the communication to be bi-directional. A harmony between employees
and management ensures good communication, which focuses on relationship,
not just the delivery of information from one side to another. Connection, and

not the delivery of information, gives a sense of freedom in cooperation.

4. RESULTS OF RESEARCH IN BUSINESS
ORGANIZATIONS

SIZE OF BUSINESS ORGANIZATION

Business organizations in which the research was conducted have mostly
over 100 employees, accounting for 62.5 percent of the total number of compa-
nies that participated in this study (Chart 1). However, this does not mean that
the situation is similar with the number of business locations. Namely, Chart 2
clearly shows that the percentage of business locations from 11 to 100 and over
100 is the same (37.5%), while 2 participants (25%) stated that they have up
to 10 business locations. These data lead to quite a logical conclusion that the
number of employees in business organizations is not crucial for the formation
of a large number of business locations.
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Chart 2: Number of business locations

THE LEVEL OF DEVELOPMENT OF COMMUNICATION SYSTEMS

It is realistic to expect that the number of communication connections is in
accordance with the number of business locations, for reasons of uniformity of
industry standards in the field of communication technologies in enterprises,
i.e. small businesses and entrepreneurship. (Chart 3).

Jo 100 ©On 101 no 1000 IMpexo 1000
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Chart 3: Number of communication connections
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A similar trend can be noticed in the number of communication units (in-
cluding mobile devices) and the number of internet connections, which can be
seen in the graphs 4 and 5 respectively. These data point to the conclusion that
the level of development of information systems is conditioned by a number of
communication connections, communication units and Internet connections.

Ep. acORTaHAKA I

Chart 5: Number of internet connections

A HIGHER LEVEL OF DEVELOPMENT OF THE INFORMATION SYSTEM

Social networks are an increasingly popular way to communicate over the
Internet and are perceptibly replacing emails. Social communication has be-
come significantly increased due to the rapid development of social networks
and established modes of business models are also changing. Social networks,
for example, are becoming the ideal platform for building and managing positive

online PR strategies and ‘word of mouth’ marketing.
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However, the results of this research (Chart 6) indicate a certain amount of
caution the organization exercise in using social media as a part of the business
process. For these reasons, only 37.5 percent of the surveyed organizations use

social networks in their business processes and 62.5 percent of them do not.

1
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Chart 6: Using social networks as a part of business processes

Today, in the field of communication, there is a growing interest in new in-
formation technologies. In this context, we talk about “Cloud Computing’, since
the information technology will be treated as a service in the future. Despite
the many advantages of using cloud computing services, they are pootly rep-
resented within the business processes (Chart 7). Namely, only 25 percent of
respondents said that their organizations use new technologies in their business
processes, while 75 percent of respondents said that they do not.

1
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Chart 7: Using computing clouds as a part of business processes

5. CONCLUSION

Business operations and business environment are no longer the same but
the fact remains that life itself is not the same as it used to be. Primarily, the aim
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of this research was toinvestigate the application of new models of communica-
tion and its application in business systems, as well as personal relationships
and social spheres and to determine the relationship of new technology towards
the developmentof new models of communication between employees in the
area of vocationally defined fields of internal communication in business orga-
nizations. We have researched how a participation in communication networks
influences the development of a business organization and the level of satisfac-
tion of employees with communication in organizations. The assumption was
that with the measurement of communication performance,various aspects of
communication climatein the relations of employees in business organizations
can be improved. Communication through new models of communication is
useful for several reasons: employees are more satisfied because communication
through new models of communication creates a friendly atmosphere, they are
more committed, more open, more engaged, more productive and have more
confidence, because they feel loyalty to the organization and participate in the
management and decision-making processes. Employees identify with the or-
ganization, i.e. they identify the goals of the organization with their own goals,
which is very important. Communication with colleagues can take place with-
out obstacles, geographical and temporal constraints. We can track the status
of colleagues (at which location they are, whether they are busy or available,
whether they are in “the mood” for communication), we can exchange informa-
tion in various and diverse formats such as texts, photos, videos, and so on in a

much easier and faster way.

New models of communication are used to inform employees but above all
to achieve goals, that is, to achieve an effective and efficient role of management
in business organizations.
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Abstract

Given that sustainability reporting has not been standardized and the existing
frameworks emerge from and reflect a worldview or an ethical system, resulting
with sustainability reports differing greatly within the same industry and even
within the same (profit) organization (structure, number of pages, informa-
tion provided, etc.), the quality of the non-financial information disclosed is
becoming of a greater concern. The GRI framework sets forth sustainability
reporting quality principles and provides tests to assess whether the reporting
principle has been applied. The focus of the research were non-financial reports
disclosed by companies registered in Croatia as an EU member state, thus be-
ing subject to the Directive 2014/95/EU regarding disclosure of non-financial
and diversity information by certain large undertakings and groups. The pur-




pose of the research was to assess the quality of sustainability reports measured

by the framework set forth by the GRI Standards.
Keywords: non-financial reports, qualitative characteristics, GRI Standards

JEL Classification: D6, D63

1. THEORETICAL BACKGROUND

Numerous frameworks dealing with tracking sustainability topics pose a
question as to which framework is appropriate to apply in order to deal with
sustainability issues in a business organization. Those frameworks differ on
the basis of what their purpose is as to their features, and can be classified as
aspirational principles and codes of practices (UN Global Compact, OECD
Guidelines for MNEs, etc.), management systems and certification schemes
(SA 8000, EMAS, EU Eco-label, etc.), rating indices (DJGSI, FTSE4 GOOD,
etc.), accountability and reporting framework (GRI, AA 1000S); they also dif-
fer on the focal point of sustainability dimension they represent, for not all of
them provide guidelines for economic, environmental and social issues (Perrini,
2005, para. 614). Since sustainability is viewed through economic, social and
environmental dimension, the preferable framework to apply would be the one
dealing with all three dimensions. Based on these features, each organization is
to decide which framework suits best its needs.

With some authors considering sustainability reporting process very similar
to the conventional financial reporting process, specifying its three elements -
inputs, process and outputs (Brockett & Rezaee, 2012, p. 41), and a trend of
disclosing non-financial information becoming mandatory in a growing num-
ber of countries, the quality of information presented has come into focus of
many researchers (Chauvey, Giordano-Spring, Cho, & Patten, 2015; Freund-
lieb, Griuler, & Teuteberg, 2014; Habek & Wolniak, 2015; Herriott, 2016, 96).
Primary attempt of these researches was to define and measure qualitative char-
acteristics from the point of the FASB and IASB, internationally recognized
accounting bodies for financial reporting (Freundlieb et al., 2014).

At the end of 2016, the Global Reporting Initiative has begun a process of
developing GRI Standards (GRI, n.d.), which are to replace the current GRI
Guidelines (GRI, 2014a, 2014b), changing a structure of and an approach to

disclosing sustainability information as compared to the guidelines. GRI Stan-
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dards are so-called latest evolution of the GRI G4 guidelines and are structured
as follows:

* GRI Standards — Universal standards:

* GRI 101: Foundation — starting point for using the GRI Standards,

* GRI 102: General Disclosure — to report contextual information about
an organization,

* GRI 103: Management Approach — to report management approach for
each material topic;

* GRI topic specific standards (emanating from GRI 103, Management
Approach):

e GRI 200: economic,

e GRI 300: environmental,

* GRI 400: social impacts.

Being recognized as very similar to the conventional financial reporting pro-
cess (Brockett & Rezaee, 2012, p. 41), this research framework on non-finan-
cial reporting was grounded in the previous research on the quality of financial
statements (Beest & Boelens, 2009)comparability, verifiability and timeliness,
with an emphasis on the quality of non-financial disclosures defined by one of

the globally accepted sustainability reporting guidelines, GRI Standards.

2. RESEARCH SAMPLE, FRAMEWORK, AND
METHODOLOGY

The sample for the research was formed according to the list of companies
registering 400 and more employees, retrieved from the Croatian Company Di-
rectory at the beginning of 2016. In order to assess the quality of non-financial
reports disclosed by companies in Croatia, the GRI Standard’s definition of
quality was utilized for operationalization of the quality of non-financial reports.

2.I. RESEARCH SAMPLE

With the EU Directive 2014/95/EU oriented towards large undertakings,
groups and big companies registering 500 and more employees (EC 2013 art.2;
EC 2014), the research conducted in 2016 was focused on companies regis-
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tered in Croatia having 400 and more employees, with the assumption of their
growth in the upcoming years. Content analysis was done on any form of non-
financial disclosures (environmental reports, annual reports, social reports, etc.)

for the year 2014 for a few reasons:

* these reports are usually made public in the second quarter of the financial
year in Croatia, or even later, and reports for 2015 were not available at

the time of gathering these reports for analysis;

* being voluntary, companies decide their own pace of publishing non-fi-
nancial reports (on a yearly basis, every two years, etc.), implicating incon-
sistency in non-financial reporting and not disclosing these reports on a
yearly basis;

* recognizing its importance, companies shift in their reporting practices
from non-disclosing non-financial information, to disclosing in annual
reports, to reporting these information in a separate report employing
one of the internationally accepted frameworks, which prolongs the date

of publishing these reports in a financial year, making it inaccessible to the

stakeholders.

The list of companies registering 400 and more employees was retrieved
from the Croatian Company Directory (Croatian Chamber of Economy, n.d.),
resulting in 179 companies registering 500 and more employees, and 42 com-
panies registering 400 — 499 employees in 2014. The websites of those com-
panies were searched for available reports disclosing non-financial information.
If reports were not available on their websites, additional research was done via

Google search by means of key words that were previously determined.

Directive 2014/95/EU recognizes companies (undertakings) that are mem-
bers of groups of undertakings and allows consolidated non-financial reports
to be prepared so that the information concerning those groups and undertak-
ing can be conveyed to members and third parties (EC, 2014, para. 15). Since
many of the companies retrieved belonged to a business group, after their cod-
ing there were available only 19 non-financial reports disclosed by companies
with 500 plus employees and 19 non-financial reports disclosed by companies
not being members of any of the groups. Non-financial reports were searched

for these same companies for the year 2015 (or, their latest publication).

421

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Milena Persic » Lahorka Halmi ¢ Kornelija Severovic: MEASURING QUALITATIVE CHARACTERISTICS OF DISCLOSED NON-FINANCIAL REPORTS IN CROATIA

2.2. RESEARCH FRAMEWORK AND METHODOLOGY

In the GRI 101 Foundation, the GRI has provided reporting principles
for defining report content and reporting principles defining the report qual-
ity. The research framework for measuring and assessing the quality of non-
financial reports has been grounded in the GRI Standards defining the report
quality (GRI, 2016, p. 7), as shown in table 1.

Table 1: Sustainability reporting qualitative characteristics

Reporting principles for

defining report quality Description

The reported information shall be sufficiently accurate and detailed for stakeholders

1. Accuracy (AC) to assess the reporting organization's performance.

The reported information shall reflect positive and negative aspects of the

2. Balance (BA) reporting organization's performance to enable a reasoned assessment of overall
performance.
3. Clarly The reporting organization shall make information available in a manner that is

understandable and accessible to stakeholders using that information.

The reporting organization shall select, compile, and report information consistently.
The reported information shall be presented in a manner that enables stakeholders
to analyze changes in the organization's performance over time, and that could
support analysis relative to other organizations.

4, Comparability (CO)

The reporting organization shall gather, record, compile, analyze, and report
information and processes used in the preparation of the report in a way that they
can be subject to examination, and that establishes the quality and materiality of the
information.

5. Reliability (RE)

The reporting organization shall report on a regular schedule so that information is

6. Timeliness (T) available in time for stakeholders to make informed decisions.

(GRI, 2016, pp. 13-16)

For each of the qualitative characteristics, the GRI has provided a set of tests,
or statements, that are to be used as tools to help organization assess whether
it has applied the principles (GRI, 2016, p. 7). The quality of non-financial
reports was operationalized by utilizing these qualitative characteristics tests

(table 3), on a six-point rating scale to assess the scores of the tests.

Environmental and social information were the focus of the research and
were assessed by two independent raters. Due to voluntary nature resulting
in diversity of non-financial reports (e.g. title and focus of the report, number
of pages, format of presenting information, presenting external links for the
disclosed information, numeric information vs. descriptions, etc.), there was an
assumption that raters might choose a neutral point, therefore by forming an
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even scale of assessment, the raters were to decide on the degree of the qual-
ity of presented information. Due to individuality of disclosing non-financial
information in reports, the raters found it difficult to assess the two following

tests, for which reason they were excluded from the assessment (GRI, 2016, p.
13,15):

* Accuracy, pt. 3: the margin of error for quantitative data is not sufficient
to influence substantially the ability of stakeholders to reach appropriate
and informed conclusions;

* Comparability, pt. 2: the reporting organization’s performance can be

compared with appropriate benchmarks.

Due to their nature, these tests are to be assessed by the organization’s staff
preparing these reports. With these two tests excluded, assessment of the qual-
ity of non-financial reports was still possible, for every qualitative characteristic
had several tests for evaluating the application of the qualitative principal in the

reporting process.

3. RESEARCH RESULTS, LIMITATIONS AND
DISCUSION

The focus of this section is on the assessment of quality of the non-financial
reports as a whole and their individual qualitative characteristics. Although
there were some limitations, the research results produced a discussion and sug-

gestions for improvement of the non-financial reports and reporting processes.

3.I. RESEARCH RESULTS

In order to assess the quality of non-financial reports, standardized scores
were computed by adding the scores of each test and dividing by the numbers
of tests for each characteristic (table 3). The scores were then computed for all
qualitative characteristics (table 2), resulting with a score between 1 and 6 for all
qualitative characteristics (1 = non-existing; 2 = very poor; 3 = poor; 4 = good;

5 = very good; 6 = excellent).
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Table 2: Analysis results

Qualitative characteristics | Mean Median | Mode | Std.Dev. | Minimum Maximum
Accuracy 31302 |[2,8750 |250 |1,33961 |1,00 6,00
Balance 2,9745 |3,0000 |1,67 |1,36106 |1,00 6,00
Clarity 42795 | 4,5000 |4,75 |1,00892 |1,00 6,00
Comparability 2,7731 | 2,6667 |300 |1,11892 |1,00 5,67
Reliability 2,3403 | 2,0000 |1,00 |1,32308 |1,00 5,75
Timeliness 4,9340 |5,0000 |500 |1,01431 |1,00 6,00

Source: Authors’ calculations

The qualitative characteristic with the highest score were timeliness, scoring
4,9, and clarity scoring 4,2, which is not surprising considering the operation-
alization of these two characteristics. The timeframe was clearly indicated in
almost all of reports by indicating the year(s) in the report title, whereas some
reports that were created by literally following GRI guidelines had stated the
timeframe with further explanation referring to it. Organizations were quite
clear in disclosing information that is understandable and accessible to stake-
holders, for the information presented were mostly accompanied by tables of
contents, maps, links and other aids, like GRI Index, and most of it was pre-
sented in a section predicted for non-financial information, and mostly used
common wording and phrasing in disclosing those information. Some reports
were written in two languages, the mother tongue of the company’s headquarter
parallel with English language as one of the most commonly used languages in
business settings. Nevertheless, some reports were poorly assessed due to pre-
senting excessive and unnecessary details, and piling the number of pages to the

report, and thus losing the purpose of reporting.
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The next qualitative characteristic scoring 3,12 is accuracy, falling in the
category of “‘good”. Most of the data presented have been measured to some
extent and then disclosed. Yet, basis for calculations of the quantified informa-
tion have rarely been provided, just like the qualitative statements were rarely
supported by other available evidence or reported information. It is important
to notice that there is a discrepancy in reporting environmental and social infor-
mation, which is rooted in the respective sciences, with environmental sciences
establishing an undisputed world view through the cause-and-effect logic, as
opposed to the social sciences (Herriott, 2016, p. 52; Chaplin-Kramer & Green,
2016; University of Cambridge Institute for Sustainability Leadership (CISL),
2016). It is also important to consider the nature of both, environmental and
social information disclosed, i.e. if those data have been disclosed in absolute
measures (or as percentages) or whether they have been measured against an-
other measure or organization’s activity. By and large, disclosed information
have been presented in absolute measures and/or percentages, whereas very
few reports did contain measures that were measured against another measure
or activity, i.e. disclosing intensity or productivity measures (Herriott, 2016, p.
81), bringing into question the level of usefulness of the information disclosed.
Such measures speak very little (if anything) of themselves, as opposed to the
measures compared to e.g. organization’s activity, in which case is relatively easy
to understand the impact an organization has on environment or society.

In a descending order of the scores, the next qualitative characteristic is bal-
ance, scoring 2,96 (out of 6). By its score, this qualitative characteristic falls
onto the negative side of the scale. In general, GRI Standards expect negative
information to be present in the report, and still being voluntary, organizations
prefer not disclosing them. Yet, some organizations do disclose such informa-
tion, but in most cases it is very difficult to locate it and interpret it, and there-
fore assess it, for several reasons:

* disclosing negative information is bordering with the statement of the
law that organizations may not report issues they assume to have negative
effect(s) on the business and are to provide explanation for it (Sustainable
Stock Exchange Inititive, n.d.);

* negative information have been embedded in other non-financial infor-
mation, so the stakeholder must read carefully and sometimes look for

messages found in between the lines to find them;
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* disclosing higher and lower scores of measures when presenting infor-
mation for few years in a report can be perceived as disclosing negative
information.

Qualitative characteristics with the lowest scores are comparability (2,77)
and reliability (2,34). These two characteristics seem to be affected the most
by the voluntary nature of non-financial reporting, for very few organizations
published non-financial reports that could be (easily) compared on a reporting-
period basis, like financial statements are comparable and reliable. The mere
fact that some organizations published non-financial reports with considerably
more or less number of pages (sometimes it was even twice more, or three times
less) than the previous reporting period considered in the research, suggests
that comparability of such information is very difficult. Reliability referred to
the assurance of non-financial information, mentioning original sources from
which disclosed non-financial information had been extracted and available evi-
dence providing a support to assumptions or complex calculations. This char-
acteristic with its score probably sums up the issue of non-financial reporting,
for without the sources and evidence for disclosing non-financial information
which implies gathering, recording, compiling, analyzing and other procedures
in creating disclosures, this kind of non-financial disclosures cannot be taken as
seriously and are not as reliable as financial statement are. Low scores of these
two characteristics implicate a lack of consistency in sustainability reporting
and questionable processes of gathering, recording, compiling, analyzing and

reporting non-financial information.

3.2. DiscussioN

This content analysis pointed to several suggestions for improving non-
financial reporting and its process. Depending on the business surroundings,
market and the stakeholders, non-financial reports can be presented in two lan-
guages and one document. More non-financial information in the disclosures
ought to be presented in a way that they are comparable, suggesting that textual
reporting should be reduced to a minimum because it impedes comparison of
two reporting timeframe disclosures. An organization ought to adhere to the
same number of pages of non-financial disclosures throughout the reporting
periods, as well as the same title of the report, or at least no to change it on

a timeframe-reporting base; the same number of pages would provide easier
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comparison of and access to information disclosed. When being published on
the websites, non-financial reports ought to be found at the one and same place,
and not each disclosure of a reporting period with a different name to be placed
under different topic dealing with sustainability issues on the website (e.g. so-
cial topic, sustainability topic). There is a significant problem with misplacing
otherwise terrific non-financial information in non-financial disclosures, or dis-
closing them in parts of disclosures not related to the topic or defined by the
table of content provided at the beginning of the disclosure. Further issue with
non-financial disclosures is that some measures may be presented quantitatively
and/or compared against another measure or activity in the organization, but
presenting just very few information, thus not providing enough information
for stakeholders to make decisions. Although some non-financial information
have been expressed as absolute numbers or as percentages, those information
still count as qualitative data, for they can be extracted and are very likely recon-
structed on the basis of the number of orders (of e.g. amount of oil or gas) or the
bill amount (of e.g. electricity bill), thus questioning the organization’s sustain-
ability management and reliability of information disclosed. For this purpose it
is recommended to disclose measures which will be measured against another
measure and/or activity. In reports where there are just textual explanations
of what (supposedly) happened or what was done, it is virtually impossible to
determine which data have been estimated and which have been measured, for
these are two different categories, one requiring approximation, the other exact-
ness and precision. A table of content, along with the GRI Index, UN Global

Compact, or any other guideline for non-financial reports, is highly advisable.

3.3. LIMITATIONS

Like any other, this research has certain limitations, most of which are re-
lated to the subjectivity of the raters. Since qualitative characteristics have not
been clearly defined and expected to be present in the non-financial disclosures,
resulting in different approaches of the raters to understanding, interpreting
and expectations as to the disclosed data, this was manifested in different views
and understandings of the information presented in non-financial disclosures,
as opposed to the qualitative characteristics of financial reports (where the form
and the kind of data had been clearly defined). Further analysis of the results
proved this limitation to be correct, because scores assigned by one of the raters

always seemed somewhat higher than the scores of the other rater. Another
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possible limitation refers to the rater comparing the later reporting period dis-
closure to the previous one, and already being familiar with the organization

and its non-financial disclosures, might have assigned higher scores.

4. CONCLUSION

Since there are very few companies in Croatia disclosing non-financial re-
ports, the research sample was quite small. This might change with the enact-
ment of the EU Directive 2014/95/EU on disclosing non-financial and diversi-
ty information by embedding it into the Croatian Accounting Act published in
2017 (CAA, 2017, para. 21). The research results point to a quite low quality
of non-financial reports, with the scores for qualitative characteristics ranging
from 2,3 (the lowest) to 4,9 (the highest). The qualitative characteristics with
the lowest scores on a 1-6 scale were reliability (2,34) and comparability (2,77)
whereas the characteristics with the highest scores were timeliness (4,9) and
clarity (4,2). These results show that there is a need for improvement in non-
financial reporting with regard to the quality of these reports as a whole, as well
as the quality of data presented therein. Further analysis of this content analysis
showed that experience and the length of disclosing non-financial reports has
very little to do with the quality of the report, for there were some organizations
that have created this kind of report for the first time (emphasized in the very
report), and following the GRI (G4) Guidelines, have produced a report with
the highest score by both raters. What distinguished this report from all other
reports in both years, among other things, was a list of employees with their
offices and assignments in the organization that were involved in creating this
report, indicating that the whole organization is to be involved in the process of
creating non-financial reports. Further research could focus on the type and na-
ture of indicators used in disclosing non-financial information. Future research
could also explore the scales of measurements by which this information can
be traced and later on reported, by finding ways to develop a metric system for
evaluating the impacts of social investments, and thus reducing the discrepancy
in quality of environmental and social information disclosed in non-financial

reports‘
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Abstract

Entrepreneurial orientation is a tendency of businesses to act autonomously
and innovative, take risks and is taking proactive initiatives to potential mar-
ket conditions There is a positive relationship between entrepreneurial orienta-
tion and business performance of the company. Although the entrepreneurial
orientation commonly referred to as a feature the company and not the indi-
vidual, since the people are supporting tasks within business, there are defined
characteristic behaviors that define the entrepreneurial orientation of individu-
als. This behavior have so far examined the entrepreneurs, not the employees.
This paper aims to determine the extent to which employees in the organi-
zation have developed entrepreneurial bebavior (vision of their own areas of
responsibility development, goal setting needed to achieve the vision, planning
of specific activities, actively seeking information, persistence in its realization
in spite of obstacles and actively seeking feedback about own performance), and
whether employees with more developed entrepreneurial bebavior more repre-
sented in private companies or in the public sector, and if they have intention
to found their own company.

Keywords: entrepreneurial orientation, entrepreneurial behavior, proactivity

JEL Classification: J5,J50
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1. INTRODUCTION

Entrepreneurial orientation is the tendency of the company to act autono-
mously and innovatively, to take risks, and to proactively undertake initiatives
to reach potential market opportunities. There is a positive correlation between
entrepreneurial orientation and company’s success in business operation. How-
ever entrepreneurial orientation is typically referred to as a characteristic of a
company, not an individual; because people are the ones who make the business
operation happen, characteristic behaviors that determine the entrepreneurial
orientation of individuals have also been defined. These behaviors have been
examined in entrepreneurs, not employees. Therefore, the goal of this paper was
to determine to what extent employees in organizations have developed their
entrepreneurial orientation, as defined by Freese (2010). Additionally, the goal
of this paper was to determine whether there are differences in employee entre-
preneurial orientation in terms of geographic characteristics, position within

the organization, and the characteristics of the organization that employ them.

2. METHODOLOGY

This research has been conducted with an online method in the period
from March 1 to March 9, 2017, with 292 people filling in the questionnaire,
of which 57.5% were women, and 42.5% were men. 15.1% are owners of the

company they are employed at, and 84.9% are not.

Age % Qualification % Position within the organization | %

25 and younger | 0.3 Semi-skilled 0 Employee 29.5

25-34 20.5 | Secondary school education | 17.1 | Junior management 8.9

35-44 37.0 | Higher education 11.6 | Middle management 171

45-54 31.8 | University degree 56.8 | Senior management 15.1

55 and older 10.4 | MA/PhD 14.4 | General manager / 29.5
Board member

Table 1: Structure of respondents considering age, qualification and position

within the organization
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Size % Ownership % Success in 2016 %
10 or less 25.0 | Private company 82.2 Did not meet goals 22.9
11-50 15.1 | State-owned company 7.8 Met goals 477
51-250 22.9 | Public service 10.0 Exceeded goals 29.1
2571 and more 37.0 N/A 0.3

Table 2: Structure of organizations that employ the respondents, according to

size, ownership and success

This research checked the attitudes of employees on personal entrepreneur-
ial orientation in their job position. To this end, a questionnaire was made con-
sisting of 31 statements and a Likert-type scale from 1 to 5, where respondents
were asked to rate their level of agreement with the statements, with 1 being

strongly disagree, and 5 being strongly agree.

3. RESULTS AND DISCUSSION

By generally observing the rating the employees gave to their entrepreneurial
orientation, it can be concluded that they generally think it is relatively highly
developed. The arithmetic mean of the results of the highest-rated statement
on one’s own entrepreneurial orientation is 4.65 (s=0.62), and the lowest-rated
3.86 (s=0.98). By grouping the statements according to individual areas of en-
trepreneurial orientation, as defined by Freese (2010), the respondents are best

assessed by:
* Clarity of their own role and goals
* Dedicated work on realizing their goals and personal enthusiasm
* Analysis of their own efficiency and constant work to improve it

* Active seeking of feedback on their own successfulness from colleagues,

users and superiors

Analysis of areas ranked in this way shows that respondents have a clear vi-
sion of what they want to achieve and the enthusiasm to make it happen, and
these are certainly important factors in entrepreneurial orientation and busi-

ness success.
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In their approach to work, they show somewhat lower levels of analysis of
their own success and constant searching for new information on how to im-
prove their success. The reason for this might be the fact that they are too fo-
cused on operative performing of tasks, so they lack time to step away from
them to analyze their behavior and get more information on new, more efficient
behaviors. Another reason might be their expectations that the analysis is some-
thing that should be done at the organizational level by their superiors, who
should then suggest new, more efficient solutions. In any case, the consequence
is that the employees might exhaust themselves by investing a lot of energy and
enthusiasm into activities that do not lead to results, and thus feel helpless when
facing more demanding obstacles. All of this could be prevented with regular
analysis of efficiency of their own activities and continuous work on developing
higher professional competence, which would assist them in facing even more
demanding business challenges. If no such regular analysis is performed, ex-
hausting efforts could have a negative effect on both their work enthusiasm and

their dedication to realizing goals.

The area in which entrepreneurial orientation is least represented is the
area of active seeking of feedback regarding their own successfulness from col-
leagues, users and their superiors. This aspect is extremely important, as success
within a job is not measured by how dedicated the employee is to realizing goals
and the way they see them, but by how much they have aligned their own goals
and business vision with the vision and goals of their team or organization. In
order for the employee to know this, it is very important that they keep asking
for feedback not only from their superiors and their colleagues, but also the
users, as this is the only way the organization as a whole can achieve results. If
this is not the case, the organization can become a collection of individuals who
all think they are doing an excellent job, but as a group they do not reach suc-
cess, but it leads them to conflict and shift responsibility to someone else. It is
therefore important to develop this segment of entrepreneurial orientation as
well, because the two situations described above will not lead to the success of

the organization as a whole.
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4. DIFFERENCES IN ENTREPRENEURIAL
ORIENTATION IN TERMS OF SEX, AGE AND
QUALIFICATION OF EMPLOYEES

The only statistically relevant difference in terms of gender is that, statistical-
ly, women think they understand the needs of their users much more than men.
The explanation of this result might be that men might are more orientated to
product characteristics or services to meet their buyers needs, and that women
interact with buyers with behaviors that contribute more to the emotional sat-
isfaction of buyers. However, this hypothesis certainly needs to be examined
further.

In terms of age, as well, only a few differences have been found. The first dif-
ference is that employees of age 26-35 have a statistically much less clear vision
of the direction in which to develop the work that they do, in comparison to
employees who are 46 or older (p<0.05). The other difference is that employees
of the same age group love their job statistically much less, and they perform it
with less energy and enthusiasm in comparison to those aged 46-55 (p<0.05)
and those 56 or older (p<0.01). These results can be explained by a large load of
work, which is additionally exacerbated by their lack of expertise in comparison
to older colleagues. However, it would be a good idea for the employers to keep
this difference in mind and to make sure the younger colleagues are provided
mentorship so that they can develop their business orientation as fast and easily

as possible.

In terms of qualifications, only three statistically relevant differences have
been found. The first difference is that employees with a higher education quali-
fication think that their colleagues, superiors and users regard them as experts
who they trust much less than they do their colleagues with university educa-
tion (p<0.01). The second difference is that employees with a secondary school
education qualification think that their expertise can influence their superiors
and their colleagues much less in order to make the soundest business decision,
in comparison to employees with a university degree (p<0.01). The third differ-
ence is that employees with an MA or PhD have a significantly higher intent to
establish their own company than employees with a qualification much lower
than theirs (p<0.05). All of these results show that confidence in their own ex-
pertise and influence on colleagues grows with their education level; and this is

something that managers should consider in running the organization.
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5. DIFFERENCES IN ENTREPRENEURIAL
ORIENTATION IN TERMS OF THE POSITION
OF EMPLOYEE WITHIN THE ORGANIZATION

This research has found several statistically relevant differences in entrepre-
neurial orientation of employees precisely in terms of their position within the

organization.

Employees who do not have a managerial position, are statistically very dif-

ferent from general managers / Board members in these characteristics:

* They have a less clear idea of why the work they do is important for the
organization (p<0.01).
* They have a poorer understanding of the way in which their job correlates

to other jobs in the organization (p<0.05).

* They know less about the goals they are supposed to realize in their job
(p<0.05).

* They have a less clear vision of the direction in which to develop the job

they do (p<0.01).

* They like their job less and perform it with less energy and enthusiasm
(p<0.01).

* They develop less in line with the vision of expertise they wish to achieve
(p<0.01).
* They think that colleagues, superiors and users think of them less as ex-

perts they trust (p<0.05).

* They ask significantly less for feedback about their work from colleagues,
superiors and/or users in order to be able to further develop in a profes-
sional sense (p<0.01).

* They significantly less influence their superiors and colleagues with their
expertise in order to make the best joint decision about business opera-
tion (p<0.01).

* They think the organization they work for does not encourage and ap-
preciate a proactive approach to work enough (p<0.01).

* They think they have a harder time working with colleagues on mutual
adjusting and achieving joint goals (p<0.05).
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* It is more difficult for them to make decisions and take responsibility
for the consequences (p<0.01). The same result was obtained for junior

management.

All of the characteristics in the above list can be significantly improved by
active engagement of managers with employees, as these can be a significant
factor in deflating the efficiency of the entire organization in realizing its goals.

It is interesting that there is a statistically significant difference between mid-
dle management and general managers/Board members, specifically in middle

management:

* Has aless clear idea of why the work they do is important for the organi-
zation (p<0.01).

* 'They influence their superiors and colleagues with their expertise in order

to make the best joint decision about business operation significantly less

(p<0.01).

* They think the organization they work for does not encourage and ap-
preciate a proactive approach to work enough (p<0.01).

This data is especially indicative, because it demonstrates that middle man-
agement think their role is not defined clearly enough, and that they have poor
influence on the Board. Since it is middle management that is key for active
work and strengthening of the organization’s lower levels, it is very important
that senior management and the Board work with middle management in order

to make their role and efliciency clearer.

Additionally, if they get a task they think is not developed enough, employ-
ees and lower management (p<0.01), as well as middle management (p<0.05)
express their opinions and suggestions on how to improve the task statistically
less. This data is also indicative, because it shows a lack of two-way communica-
tion at all levels other than the Board. Communication is critical for coordinat-
ing with the purpose of realizing joint goals, and it is therefore very important to
encourage communication so that entrepreneurial orientation can be enhanced

on all levels of the organization.
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6.

DIFFERENCES IN ENTREPRENEURIAL
ORIENTATION IN TERMS OF THE
OWNERSHIP STRUCTURE OF THE
ORGANIZATION

In terms of ownership structure, the following differences have been found.

Employees of state-owned companies and the civil service, in comparison to

employees of private companies:

Have a statistically less clear vision of why the work they do is important
for the organization (p<0.01).
Have a statistically poorer understanding of the way in which their job

correlates to other jobs in the organization (p<0.01).

Think the organization they work for does not encourage and appreciate

a proactive approach to work enough (p<0.01).

Civil servants show statistically relevant differences in comparison to em-

ployees of private companies in the following:

440

Poorer knowledge of the goals they should be achieving in their job
(p<0.01).

Less active in looking for chances to be more efficient in achieving goals
in their job (p<0.01).
Poorer knowledge of the quality of service required by their users (p<0.05).

Less active in listening to the needs of their users and a timely and quality
response to those needs (p<0.05).

Poorer experience of their approach to work, as well as results that they
achieve, as confirmation of their own professionalism, so they do the best

they can (p<0.01).

If they think a given a task is not developed enough, they offer clear opin-
ions and suggestions on how to improve the task in a constructive way

much less (p<0.05).

Less regularly ask for feedback on their own work from colleagues, su-

perior and/or users in order to be able to further develop professionally

(p<0.05).




* Influence their superiors and colleagues with their expertise in order to
make the best joint decision about business operation significantly less

(p<0.01).

* Think the organization they work for does not encourage and appreciate

a proactive approach to work enough (p<0.01).

All of the characteristics in the above list can be significantly improved by
active engagement of managers with employees, as these can be a significant

factor in deflating the efficiency of the entire organization in realizing its goals.

7. DIFFERENCES IN ENTREPRENEURIAL
ORIENTATION IN TERMS OF THE SUCCESS OF
THE ORGANIZATION

Employees of organizations which have exceeded their sales goals in 2016
are statistically different from employees of organizations which have not real-
ized their goals, in the following:

* They know which activities to perform in order to realize their goals
(p<0.01).

* They are constantly dedicated to the fullest to achieve the quality of ser-
vice their users need (p<0.05).

* They regularly ask for feedback on their own work from colleagues, su-

periors and/or users, so that they can further develop professionally

(p<0.05).
* They influence their superiors and colleagues with their expertise in order

to make the best joint decision about business operation (p<0.05).

Employees of organizations which have realized and exceeded their sales
goals in 2016 are statistically different from employees of organizations which
have not realized their goals, in the following:

* They easily work with colleagues on coordinating and achieving joint

goals (p<0.01).

* They think the organization they work for encourages and appreciates a
proactive approach to work (p<0.01).

As many as three out of the six characteristics that differentiate employees

of successful organizations from employees of unsuccessful organizations refer
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to active cooperation with other members of the organization in achieving joint
goals and asking for feedback on one’s own work. This means that employees
rarely question and consider the quality of their own work and their own goals
and talk about it with their colleagues with the purpose of acting in a harmo-
nized way. It is precisely the level of proactive efforts, where employees develop
their own area of work and coordinate with other employees in the organi-
zation that can lead to above-average organizational efficiency. On the other
hand, proactive efforts which only refer to realizing one’s own vision of work,
without coordinating with the other employees in the organization, can lead to
destructive conflict of interest, conflict of values and goals, and it can, in the end,
be counterproductive for organizational efficiency. It is therefore an important
component of proactive efforts, which should be systematically developed at all

levels of an organization.

8. CONCLUSION

The results of this research show that employees in Croatian organizations
to a large extent feel they are entrepreneurially orientated, albeit they are more
orientated to developing their own vision of business operation and dedicated
realization of their own goals rather than coordinating with colleagues on the
joint vision and goals. The only organizations that systematically focus on this
segment of entrepreneurial orientation are the ones with most market success,
making them statistically different from the most unsuccessful organizations.
This confirms the extreme importance of constant aligning of one’s own vision
of business operation and vision with the vision and goals of one’s colleagues,
which is a key aspect of the success of an organization. One of the respondents,
a general manager of a successful organization, wrote: “We encourage profes-
sional proactive efforts by guiding them to adopt behaviors characteristic for
corporate entrepreneurs (intrapreneurship), and that they seek and implement

their ideas, tasks and solutions like entrepreneurs”.

Moreover, a statistically higher entrepreneurial orientation has been found
in employees on higher managerial levels in comparison to those with no man-
agerial position. Additionally, employees of private companies have also been
found to have statistically more entrepreneurial orientation than those working
in the civil service. The characteristics of entrepreneurial orientation that all of

these employees rate as being not as present in their own approach to work can
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be easily developed by managers’ targeted interventions, which could also have a
systematic effect on increasing the success of their organizations. As one of the
respondents, a general manager of a successful organization, has noted: “Being
proactive is a two-way process. It requires both sides to cooperate, otherwise

there is a risk of uncooperativeness easily spiraling”.
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Abstract

Organizational levels depends on several factors. Primarily, the number of or-
ganizational levels is affected by the size of an organization. It is normal, for
large organizations to have multiple organizational levels in comparison to

midsize and smaller organizations.

On the second place, we can point out the design of the organizational structure
in a specific organization, or which type of organizational structure in concrete

organization is applied in functional terms.

Furthermore, the number of organizational levels within an organization af-
fects the degree of centralization or decentralization of any organization. The
growth of decentralization reduces the number of organizational levels.

The last, but by many authors the most important factor that influence on the
number of organizational levels is control range. Thus, the number of associ-
ates that can, from the side of immediate superior, personally direct, coordinate

and monitor.




Number of control range increases from the top of the pyramid to the bottom
of the pyramid, therefore the number of control range is the smallest at the top
and the largest at the bottom of the pyramid.

The paper main issues were dealt in two ways. The first is a theoretical ap-
proach using relevant sources, and the second is an analysis of the range of
control in a specific organization (state administrative organization) and the

impact on the number of organizational levels.

Keywords: organization, management, organizational structure, organiza-
tional level, control range, centralization, decentralization.

JEL Classification: 1.2, 1.22

1. RELATIONSHIP BETWEEN ORGANIZATIONAL
STRUCTURE AND RANGE OF CONTROL

Every organization has an organizational structure, according to many au-
thors, the most important element of any organization. The organizational
structure is the socio-technical structure of people and other resources of an
organization that consists of various interrelated elements in specific organiza-
tional relationships (Jurina; 2011, 35).

At the time of establishing, creating an organization, regardless of whether
it is a profit or non-profit organization, a company in the real sector or a public

sector institution, its formal organizational structure is formed.
The formal organizational structure identifies all relevant issues of the orga-
nization’s functioning, namely (Sikavica, Novak; 1999, 153):
A) Identify, describe and link the tasks that are need to be done in the
company;
B) Connects factors of work (work, factors of work and subject of work) in
narrower and wider groups;

C) Determines the status of people in the organization, the relationship

between management and executives;

D) Prescribes the rules and norms of behaviour in the organization, i.e.

standard operating procedures in performing the tasks.

Unlike the formal organizational structure in each organization, there is an

informal, real (objectively existing) organizational structure. The real organiza-

445

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Mato Pugelic » Ana Skledar Corluka ¢ Sendi DeZeli¢: THE RANGE OF CONTROL AS A DETERMINANT OF ORGANIZATIONAL LEVELS

tional structure arises spontaneously in the process of functioning of a formal

organizational structure.

The relationship between formal and informal structure is not unambigu-
ous but three-dimensional, influenced by the flow of time. In the moment of
creation of an organization, and thus its organizational structure, the actual or-
ganizational structure corresponds to the formal one. However, over time there

is a break between formal and real organizational structures.

That gap is bigger when the time, from the establishment of a formal organi-
zational structure to the present moment, is longer. The gap between the formal
and informal (real) organizational structure is due to changes in each of the
elements of the organizational structure.

Without going into a more detailed analysis of different conceptual deter-
minations it can be concluded that the informal organizational structure spon-
taneously formed a group of employees that work together for some identical
goals. An informal organization, often but wrong, is a priori experienced like

something negative, which does not have to be true.

An informal organization can be focused on achieving goals of the organi-
zation, but also on the realization of some narrow, partial interests of certain
informal groups in the organization. In this latter case, if these goals are at odds
with the goals of an organization as a whole, then we can talk about the negative

impact of an informal organization.

Personnel potential, or employees in the organization, have the most direct
influence on the design of formal (informal) organizational structures in the
management concept of the company (Sikavica, Novak; 1999, 96). A subtle or
shallow management organization, with a narrow or broad range of control, de-
pends on the knowledge and skills of management, but also on the knowledge
and abilities of immediate executives.

It is undisputed that the concept of management in two different organiza-
tions that are dealing with the same work, along with other unchanged terms,
will be different depending on the level of knowledge that the managers and
employees have. The number of subordinates that a manager can manage ef-

fectively depends on the influence of multiple factors (Weihrich, Koontz; 1993,
249).
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In addition to personal abilities, such as a quick understanding, good align-
ment with people, and the pursuit of loyalty and worship, the most impor-
tant determinant is the ability of a manager to reduce the time spent with his

subordinates.

Of course, this ability differs as much as the managers. Therefore, the prin-
ciple of the range management is: there is a limit number of subordinates that a
manager can effectively supervise but the exact number depends on the impact
of the factors that are the basis of a given situation management.

We can therefore conclude that when designing an organization or forming
an organizational structure we encounter two essential elements: a specialized
division of labor and a range of controls (Sikavica, Novak; 1999, 271). Special-
ized division of labor, horizontal and vertical, makes the need for coordination

necessary.

As the division of labor is deeper and more detailed, the management tasks
become more complex and difficult, and the importance of coordination greater.
That is whay the conclusion is that the range of control is the main aspect of

organizational structure.

2. LEVELS OF MANAGEMENT

The organizational structure of each organization is multilevel, with a great-
er or lesser level of management (Sikavica et al; 2008, 37). The number of man-

agement levels in an organization depends on a number of factors, namely:
A) Types of organizational structure;
B) The degree of centralization or decentralization;

C) The range of control, i.e. the number of associates whose job is directly
coordinated, directed and led by one manager.

Control range is primarily determined by the number of levels. Namely, as
the number of people who can successfully lead by a manager is still limited (at
senior management levels this number is smaller and lower), this will increase
with the number of employees in the organization, along with some desired or
expected ranges of control, the organization being deeper, there will be a greater
number of management levels. A narrower range of controls increases the num-

ber of management levels, and expanding it decreases.
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Therefore, the number of management levels in any organization is directly
due to the organization measured by the number of employees and the range
of control range. Organizational levels also imply an organizational hierarchy.
Organizational hierarchy is not desirable in itself. It is a result of the division of

labour and specialization, with the appropriate range of controls.

Each organizational level makes the organization more expensive, as it in-
creases the number of managers and the need for co-ordination of such sub-
divided jobs, as well as making it more difficult to communicate and control
the organization, especially if such differentiation is very large. Reducing the
control range is a mechanism that should increase the pervasive power of the

communication channel hierarchy (Buble; 2006, 194).

Namely, by reducing the number of subordinates, whose work is co-ordi-
nated by a manager, the possibility of more efficient action increases. However,
this leads to an increase in the number of managers as well as to the increase of
hierarchical levels (instances). Starting from the control range of 5 subordinate
managers and 20 underperforming executives - a 2,500 direct executing com-
pany should design 125 senior management positions (minimum management
level), 30 second-level management positions (middle management level) and
5 first-level manager positions (The highest level of management), i.e. a total of

155 management job positions.

We can conclude that the organization has seven hierarchical levels (one of
the highest levels of management, five levels of middle management and one
of the lowest management levels.) The range of control ranges at the level of
the whole organization was one manager compared to slightly more than six-
teen immediate executives. It manifests itself in the growth of the hierarchical
pyramid, which increases not only management costs but also extends the com-
munication channels, and this again results in the sluggishness in the hierarchy

I‘CSPOI‘ISC.

Organizational levels exist because a manager can only effectively monitor a
limited number of people, although this number varies depending on the situa-
tion (Weihrich, Koontz; 1993, 247). Each organization must decide how many

subordinates can be managed by one of the superiors.

Researchers have found in management that this number is usually between
four and eight subordinates at higher levels of organization, and between eight
and fifteen or more at lower levels.
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Although organizational and management theorists still, within the frame-
work of classical theory, at the beginning of the 20th century, have been study-
ing the optimal or desirable range of control, the question can not be answered

today (Sikavica, et al; 2008, 320).

The reason for this is that determining the optimal range of control is influ-
enced by three factors:

+ Manager’s capability;
+ Ability of associates;

+ Nature of tasks to be performed.

Since people, both managers and associates, are very different, it is difficult
to determine the unambiguous range of control that would be worthwhile for
all organizations and situations. As for the nature of the tasks to be done, more
complex tasks will require narrower, while simpler tasks will be better suited to
a wider range of controls.

On the other hand, in the same tasks the range of control determines the
ability of managers and associates. While at first glance it may seem strange
that at lower management levels are recommended narrower ranges of controls,
and at a lower expense, it is completely logical and justified. Although people
at higher levels of management are more educated and their associates, and it
is to be expected that these ranges of controls are wider as their level of educa-
tion and knowledge enables faster and easier communication, yet this is not the
way since those levels solve complex Issues and makes strategic decisions that
require a large number of interactions between managers and their associates,

so the range of controls must be smaller.

A company that has a wider range of controls will have a low or lower orga-
nizational structure with fewer management levels unlike other companies with
a narrow range of controls that will have a high structure with a large number
of management levels for the same number of employees. For example, in the
organization of 4096 operational workers assuming the average control ranges
of 1: 4 (narrow control range) and 1: 8 (broad range of controls) as the arithme-
tic mean of the control range at all levels of management, we have the following
situation. With a narrow range of controls we have seven organizational levels
and 1365 managers at all levels, and with a wider range of controls we have only

five organizational levels and 585 managers at all levels.
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From this example, it is clear that narrowing the control range deepens the
organizational structure, increases the number of managers and increases orga-
nization, product or service. The width of the control range and the height of
the organizational structure is also reflected in the satisfaction of the workforce

(Sikavica, et al; 2008, 323).

In those companies where the organizational structure is shallower, where
the organization is lower, and the span of control is expanding, workers are

more satisfied at work and vice versa.

2.1 TYPES OF MANAGEMENT LEVELS

Although the rule in a modern organization is that the organizational struc-
ture is decentralized to a greater extent and that it has as few management levels
to make the organization “shallow” and “walkable’, it is possible to talk about
several levels in each organization. We can freely add that it is possible to talk
about several standard types of management levels in the practice of each or-
ganization. According to Management Enzyklopadie it is possible to talk about
four levels in the hierarchy of organizations or four levels of management. These
levels are:

+ Top management;

+ Senior management;

+ Senior middle management;

+ Lower middle management.

According to another source it is possible to talk about three basic levels of
management:

+ Top Level Managers;

+ Middle level managers;

+ First level supervisors.

From this it can be concluded that all levels of management can be grouped
into three basic categories, three standard levels in each organization, namely:

1. Supreme Management, Strategic Level;

2. Medium Level Management, tactical level;

3. First Level Management, Operational Level.
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Senior top managers are: chairmen of the board, president, Chief Executive
Officer, Chief Operating Officer and vice president. Middle line managers are:
division directors, area managers, plant managers, department managers. The

lowest levels managers are: supervisors and office managers.

Distinguishing the individual level management is not only important from
the perspective of hierarchy, subordination and superiority, but primarily be-
cause of the different roles that are inherent or intended for certain levels of

management.

No matter what the management level is about, each manager must devote
himself to the basic managerial functions, namely: planning, organizing, man-
aging, and controlling. The difference between them is how much time they
spend each day on a particular management function. Thus, for example, senior
management will spend the most time on planning and organizing and at least
on lead. Quite the opposite time will spend managers at the lowest levels of

management.

3. SCOPE OF WORK AND ORGANIZATIONAL
STRUCTURE OF THE MINISTRY OF FINANCE

The Ministry of Finance is responsible for the preparation and implementa-
tion of government fiscal policy. Its goals are to contribute to a stable growth
of the economy, increase prosperity, and quality of life and employment for all
Croatian citizens (www.mfin.hr).

3.1 THE SCOPE OF OPERATION OF THE MINISTRY OF FINANCE

In Croatia the scope of work and organizational structure of ministries, cen-
tral state offices and state administrative organizations are regulated by laws
and regulations (Law on Organization and Scope of Ministries and other cen-
tral state administration bodies). The article eight of the Law defines the scope
of work of the Ministry of Finance as follows;

analysis and forecasts of macroeconomic trends which are basis for defin-
ing the economic and fiscal policy and the consolidated state budget; Making
the basis for financing public needs and drafting the state budget and extra-
budgetary users and local budgets; Consolidation of the budget, drafting of the
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system of financing the public needs and the units of local and regional self-
government; Implementation of the state budget; Planning the state budget li-
quidity; Financial flow management; Budgetary control; Development system
of budget accounting and financial reporting, general ledger of the State Trea-
sury and the consolidated financial statements of the budget of the Croatian;
The management of budget investments, the preparation of reports on short-
term financial needs, the monitoring of the balance of revenues, expenditures
and cash resources, registers immediate and suspended public debt obligations,
contracts loan credits and conducts the procedure of issuing securities on the
domestic and foreign markets in accordance with the established state budget
financing bill, Manages the public debt portfolio; Preparation of draft legal and
other regulations, as well as the basis for conducting negotiations in the area
of foreign financial relations arising from multilateral and bilateral cooperation
with international and regional financial institutions, foreign governments and
business banks; Operational affairs related to the membership of the Republic
of Croatia in international financial organizations; Collecting and processing
data on damage caused by the action of elemental disasters; Keeping a registry
of concessions; Development, improvement and coordination of the concession
policy system; Making suggestions and measures for improving the concession
system; Supervision over the implementation of the Concessions Law; Partici-
pates in the procedures and analyses the proposals of various concession and
model public-private partnerships, proposes and opinions on public-private
partnership contract proposals based on budget risks, project ratings and risk
assessment in the area of public private partnership from the scope of the Min-
istry and in accordance with the procedures, Making and realization of pub-
lic-private partnership project, giving suggestions and opinions for improving
public-private partnership system within the scope of the Ministry; Monitoring
business activities of companies of particular national interest; Making analy-
ses in company restructuring procedures; Monitoring and analysis of state aid,
improvement of the project system and the intensity of the granting of state
aid; Making analysis and monitoring of economic trends in the area of the fi-
nancial system, proposing and implementing measures to improve the system
of credit institutions and deposit insurance, the insurance system, the capital
market system, investment funds and investor protection, payment systems and
financial institution supervision systems, supervision of financial institutions in
accordance with statutory authority; The tax system and tax policy, the customs
system and the policy of customs and external protection, supervision and in-
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spection activities in the field of taxes, customs and other public revenues, for-
eign exchange and foreign trade, provision of games of chance and prize games;
Taking measures to prevent money laundering and terrorist financing; Con-

struction and maintenance of border crossings.

The Ministry performs administrative and professional tasks related to the
establishment and development of the system of internal financial controls in
the public sector at national and local levels. And financial management tasks
within the framework of the decentralized EC assistance implementation sys-
tem in the Republic of Croatia.

3.2 THE ORGANIZATIONAL STRUCTURE OF THE MINISTRY OF
FiNANCE.

To perform the work under the jurisdiction of the Ministry of Finance, Gov-
ernment of Croatia established the organizational structure and the internal
structure and operation of the ministry (Regulation on Internal Organization
of the Ministry of Finance); The Ministry of Finance, the Cabinet of Ministers,
the General Secretariat, the Macroeconomic Analysis Directorate, the Econ-
omy, the Financial System, the EU and International Financial Relations, the
State Treasury, the Financial Management, Internal Audit and Supervision, the
Tax Administration, the Independent Sector for Second Instance Administra-
tive Procedure, Independent Tax Fraud Detection Section, Tax Administration,

Customs Administration.

The internal organization of state administration bodies based on Croatian
Government is based on the following principles (Regulation on Principles for

the Internal Organization of State Administration Bodies):
1. The Principle of Rationalization,
2. Principle of functionality,
3. The principle of vertical and horizontal connections,

4. The principle of harmonization of the fundamental elements of the inter-

nal organization,
5. Principle of flexibility of internal organization

6. The Principle of Availability.
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The principle of rationalization of the internal organization implies the es-
tablishment of an economic organizational structure necessary for efficient per-
formance of the business with the least cost.

The principle of functionality implies organizing the body in such a way
that all tasks from the sphere of authority are assigned to certain organizational
units. Depending on the scope and importance of a job, one of the organiza-

tional units can be assigned several different tasks.

The principle of vertical and horizontal relationships implies that hierarchi-
cal lines, lines of responsibility (vertical linkage) and lines of coordination and

cooperation (horizontal linkage) are clearly defined.

The principle of harmonization of the fundamental elements of the internal
organization implies the harmonization of the basic standards of internal orga-
nization, relating to:

- Types and names of internal organizational units,

- Scope and content of the work and number of executors of internal orga-

nizational units,

- Conditions in terms of their organization, measured by narrower units or

workplaces,

- Conditions regarding the structuring of regional units and other elements

of internal organization,

- Conditions for establishing the same level of internal organizational units

to perform the same types of jobs in all state administration bodies.

The principle of flexibility in the internal organization implies the possibility
of determining the different types of internal organizational units of the types
established by this Regulation, when necessary due to the nature and imple-
mentation of the activities.

Government bodies could more appropriately and flexibly respond to special
or changed circumstances but with respect of other principles of internal orga-
nization as set out by this Regulation.

The principle of availability implies an internal organization that maximizes

the satisfaction of the needs of citizens and other parties.

In ministries, internal organizational units are established: administrations,

institutes, directorates, departments. Special secretariat and the cabinet of min-
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isters are established as a special organizational unit. Below is an overview of

the organizational structure shown in Graph 1.

Graph 1. Organizational Structure of the Ministry of Finance
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The scheme of organization of the Ministry of Finance shows that it is pos-
sible to talk about the four levels of the organization of the Ministry of Finance
at the headquarters. The number of organizational units at the individual orga-

nizational level is as follows:
+ I organizational level has 8 organizational units,
+ IT organizational level has 30 organizational units,
+ III organizational level has 96 organizational units,
+ IV organizational level has 53 organizational units.

In addition to the General Secretariat, four of the Board, the Institute and
the Inspectorate in Ministry is also established 15 sectors, 49 services and 92

departments.

The same structure of the Ministry of Finance is a classic functional orga-
nizational structure. It is obvious that the structure is medium developed verti-

cally and is strongly developed horizontally.

4. CONCLUSION

Business operations under new conditions, in a more turbulent and complex
environment, require the change of traditional, classical or bureaucratic struc-
tures with new forms of organization. Thus, as modern forms of organization,
more and more are referred to as an organic, free-flowing organization and an
innovative organization as the best organizational form adapted to the changing

environment.

Changes in organizational structure are, by all kinds of changes, dominant
changes in the organization. Today, changes to the organizational structure
mean a shift from a classical hierarchical structure to a “shallow organization”

and a process-based organization instead of a function-based organization (Si-

kavica, et al; 2008, 567)

Today’s organizations are becoming more decentralized, having less and less
organizational levels, and are getting cheaper. Organizations are developing
horizontally. Less organizational levels also mean less managers, which reduces

organizational processes, products and services on the market.
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PE Drucker, in his famous work “The Coming of the New Organization’,
talks about an information-based organization that will characterize enterpris-
es in the 21st century ((Sikavica, et al; 2008, 566). With their organizational
structure, these organizations will have very little similarity with typical manu-
facturing companies from the past, and will increasingly resemble the organiza-
tion of universities, hospitals or symphony orchestra. This means that the new
organization will be low, with a smaller number of hierarchical levels, and will

be based on the knowledge of experts.

The importance and role that once existed in a “range of control” in shap-
ing the organization’s organizational structure will now take over the “span of
communication’, which, by the great power of the computer, will enable a broad
range of communications and low or shallow organizational structure. The
range of control, determines in a certain way the number of possible interac-
tions between managers and their collaborators, is greatly contributing to the

development of information technology.

The emergence of new organizational structures of different shapes, devel-
oped horizontally with a small number of organizational levels and a high range
of control, does not mean a priori, denying classical or bureaucratic structures.
In many companies where the environment is relatively stable and simple, the
bureaucratic structures will still dominate as the appropriate organizational
forms for these conditions. All other forms of organization will have features

of “ad hoc” structure as a common name for all forms of flexible organization.

Classical organizational structures, line and functional, are the cornerstones
of organizing state administration bodies. Fundamentals of organization in
such environments are still underlined by hierarchical relations, strict division
of labour and specialization, and a high degree of formalization. Such system
of organization, besides the nature of the work that these organizations deal
with, contributes to the legal and subordinate regulation, not only of the scope
of work, but of the organizational structure itself by the legislator and executive

authorities in the country.
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Abstract

Modern information and communication technology is the infrastructural pre-
requisite for implementing marketing activities. Once it is adopted, it is pos-
sible to start promoting a tourism destination on the competitive international
market. Every tourism destination can online promote a destination globally
if it connects and networks with all tourism stakeholders. Modern tourism is
based on adaptability offer that is tailored to tourists’ needs and satisfies the
increasingly complex tourism demand, it is necessary to use electronic resources
based on mobile environment. In accordance with specific characteristics of on-
line marketing activities it is necessary to make certain corrections to the usual
tourist mobile applications. The aim of paper is to provide a systematic and

comprehensive overview of the current situation in using techniques and tools
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of electronic marketing in mobile environment in order to establish relevant
strategic options aimed at achieving growth of tourism based on tourist mobile

applications.

Keywords: Electronic marketing, mobile marketing, tourist product, loyalty

applications

JEL Classification: 1.83, Z3

1. INTRODUCTION

Electronic marketing in mobile environment is the backbone of marketing
activities in modern business operations as it uses techniques, tools and services
to optimally satisfy all the elements of marketing mix. In view of these facts it is
valid to emphasize the potential of such activities in all business sectors. Unlike
traditional advertising, internet promotion, primary mobile marketing provides
the ability to address each customer. Mobile marketing provides information
flow of very high speed, at very low cost. Properly designed and detailed Web
site, email and newsletters can be as effective as personal sales, so mobile mar-
keting implementations can replace classic sales and provide greater flexibility,
greater memory and all this with cost savings. Mobile application is much more
flexible than a physical ad or catalogue and can be updated with fresh and cut-
rent information through new posts, news or status. Focus of the paper is to
explore to what extent smartphone users use mobile applications as a source of
information for tourist destination. The survey aims to give an overview of the

situation regarding the use of mobile marketing services.

2. THEORETICAL INDICATIONS

In recent years, tourism product developers have focused on the transforma-
tion of Croatia into a travel destination whose offer extends beyond a family
vacation, sun and sea. Emphasis is placed on target market strategies and strate-
gies on tourism product systems aimed at tailoring promotion to each region
(Master plan and development strategy of the Croatian tourism). Almost all
segments targeted by Croatian tourism use modern information and communi-
cations technologies and have, for the most part, adopted electronic marketing
resources as tools for searching for and obtaining information. It is therefore

necessary to develop a quality strategic approach to targeted market segment,
Y paq y g g g
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whereby tourism product developers and consumers will be brought together
in an online environment. Electronic marketing, as a component of informa-
tion and communications technologies, is of strategic importance in modern
tourism promotion. However, in some types of tourism, these resources are in-
sufficiently used. Online and offline marketing techniques and tools are vital
elements of any tourism development strategy, in particular when it concerns
the development of a travel destination. Over the past fifteen years, significant
changes have occurred in the tourism market worldwide. They primarily con-
cern the development of new travel destinations and new selective types of tour-
ism, as well as the continued growth of tourism, both in terms of quality and

quantity, as a result of which it has acquired the status of the fastest-growing

industry (Magas; 2000, 36).

Many authors agree that the information technology has fundamentally
changed marketing activities (Persaud & Azhar; 2012, 418-443). The changes
are also evident in tourism (Hossain et al; 2015). New opportunities created by
the development of information technology have encouraged business entities
to develop long-term relationships with their customers, which gave rise to rela-
tionship marketing. The Internet enables the customer to have a direct contact
with a business entity at any time, day or night, from any location, so that he/
she can obtain the information needed and make a purchase. The information
can be personalized to the individual customer needs and wants. The Internet
also allows customers easy and quick access to information about competitors’
products and services. Electronic marketing is the use of information technol-
ogy in the process of creating, communicating and delivering value to custom-
ers, as well as in customer relationship management to the benefit of both the
organization and its stakeholders (Strauss; 2016). This is the application of the
information technology in traditional marketing practices. All of these defini-
tions, as well as many others, suggest that marketers can use the possibilities of
the Internet in all elements of marketing (Ruzi¢ et al.; 2010, 3). A general con-
clusion can be made that electronic marketing complements traditional market-

ing activities.

Marketing as a business activity is constantly trying to find solutions to
reach the customer’s consciousness. Mobile marketing as a marketing com-
ponent represents a complement to marketing, enabling creative development
and achievement of marketing strategy. The added value provided by the use

of mobile marketing is performance measurability since the targeted strat-
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egy can focus on specific groups of consumers. Mobile marketing represents a
special area of electronic marketing that implies marketing activities through
mobile devices (mobile phones, advanced mobile devices, handhelds, personal
digital assistants, etc.) and related technologies (mobile telephony, the Inter-
net) (Skare; 2012, 263-276). According to the Mobile Marketing Association,
mobile marketing is a set of practices that allow an organization or a physi-
cal person to communicate with audiences (consumers) and to engage them in
an interactive and relevant way using any portable device or network (Wehrs,
2012). Shankar and Balasubramanian define mobile marketing as a two-way or
multi-directional communication and promotion between business entities and
consume rs using a mobile channel, device, or technology (Shankar & Balasu-
bramanian; 2102, 118-129). The essence of the definition lies in how mobility
can be viewed through several dimensions of mobility - as a channel of com-
munication, as a device as a means or goal-making technology. Since communi-
cation can be performed over two or more devices, it is important to focus on
interactivity that may include mobile advertising, promotion, customer support,
and other activities that connect consumers and business entities. According to
Bolton and others, mobile marketing activities are becoming necessary because
of the ever-growing role of mobile technology in modern business. (Bolton et
al; 2009, 91-104). With the integration of mobile technology into modern busi-
ness activities, mobile marketing has created the prerequisites for personaliza-
tion to users if previous users give permission. James believes permission is a
key component that includes users for active participation in creating marketing
strategies that also enable the following activities (Timothy et al; 2004):

* Direct and immediate communication anytime, anywhere;
* Focus on target groups;
* Cost Effective Marketing Channel;

* Marketing Impact Assessments for Returns on Investment (ROI), ie

funds invested;

* Huge potential for viral marketing, given that users tend to forward mes-
sage groups;

* Easy integration into media with other media such as television, press,

radio.

The definition that puts emphasis on the promotion was given by Kaplan,
who believes that mobile marketing with interactive wireless media provides
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customers timely and timely, personalized information that promotes good,
services and ideas that generate value for everyone. Namely, mobile marketing is
defined as any marketing activity carried out through the ubiquitous networks

that consumers are constantly connected by mobile devices (Kaplan; 2012,

129-139).

If we look at the potentials of mobile marketing, authors believe that by us-
ing mobile marketing in tourism, business entities are enabled to create a tourist
experience that users can distribute through platforms and services that users
can consistently access through mobile devices (Kook et al; 2010, 91-111). Ku-
mar and Zahn in their work state that the use of mobile marketing techniques
and tools reduces the travel planning costs and provides a richer user experience
since tourists visiting the tourist destination will prepare in advance what they
want to visit and consume at the tourist destination and receive all the necessary
information during their stay (Kumar et al; 2003, 515-520).

Mobile applications, as part of component mobile marketing is a platform
for providing interesting, relevant and useful information, help users in per-
forming daily tasks depending on their preferences. Implementation of mobile
applications in tourism marketing develop long-term relationships with their
customers, i.e. visitors to travel destinations, by means of relationship market-
ing, i.e. loyalty programs. Thanks to mobile applications, loyalty programs that
have been operated through loyalty cards so far, have become part of the funda-
mental functions of specific mobile applications and have been integrated into
them. Although there are many potential channels that can be used to deliver
promotional messages, users need to be guided towards the conclusion of a
business cycle — the purchase of a product or a service. We can conclude that
mobile marketing brings together all marketing entities - activities, processes,
businesses, advertising and media, promotion, related management, CRM, con-
sumer services, loyalty, social marketing, etc. - through the involvement of con-
sumers as individuals and businesses - by initiating relationships, Attracting,
triggering activities, encouraging interaction through the ubiquitous networks
and platforms that consumers are constantly connected through mobile devices.
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3. RESEARCH ON THE FREQUENCY OF USE OF
MOBILE APPLICATIONS AS A SOURCE OF
TOURIST INFORMATION

To find out the extent use mobile applications as a source of information for
tourist products and services primary research was conducted into the prefer-
ences of mobile application users. A purposive sample was used for this sur-
vey. 161 respondents were surveyed, of which 96 completed the questionnaire
online and 65 completed the questionnaire offline. The survey was conducted
in Eastern Croatia in the period from January to February 2017. The online
questionnaire was posted on Facebook and sent to e-mail addresses (e-mail
database included the alumni of the Faculty of Economics in Osijek — gradu-
ates at different levels of study and students of continuing education). Offline
survey was conducted at the premises of the Faculty of Economics in Osijek.
The questionnaire consisted of 22 closed questions, of which 11 questions were
designed using the 5-point Likert scale (1 being the minimum and 5 the maxi-
mum. Where necessary, e.g. when the respondent does not have the given app
and cannot answer, the value 9 was offered). The questionnaire is divided into
four sections. The first section of the questionnaire includes questions on the
preferences of mobile application users, i.e. the extent to which the respondents
consume the content through the smart mobile devices and which content they
consume. The second part of the questionnaire relates to the potential of mobile
application use in tourism, with an emphasis on loyalty programs. The third
section focuses on the respondents attitudes towards loyalty programs with
an emphasis on mobility. The last section includes the psychographic and de-
mographic questions. Survey results were analyzed using SPSS software for
statistical data processing. The following methods were also used: descriptive
statistics, analysis of variance (ANOVA), and correlation analysis. The sample
was divided into two subgroups i. e. profiles:

1. Those who never, rarely and sometimes use mobile applications — light

users.
2. Those who often and always use mobile applications — heavy users.

The purpose of the research is to determine the frequency of mobile ap-
plications usage in the surveyed sample. Since there are numerous mobile ap-
plications for various purposes on the market, further research focused on the

number of mobile applications that users downloaded and installed on their

464




devices. At first profile - light users 81% of respondents have between 1 and 10
installed applications. The rest of the respondents have more than 11 mobile
applications installed (10%), while 9% occupy those who do not have any in-
stalled apps (except serial). In order for a business entity to collect user informa-
tion, most business applications request the user to register. The respondents
were asked to assess the extent to which they were willing to share personal
information during registration/before running a mobile application and which
data they would be willing to share. More than half of the respondents (55%)
are not ready to share personal data on Instagram profile and mobile device
number while fully ready to share data such as e-mail (27%) and data form
Facebook profile (19%). Since the registration of the users enables businesses to
create an effective loyalty program, the research described below focuses on the
benefits expected by the respondents from the business entity, i.e. application
content creators. The survey results indicate that the majority of respondents
(46%) of do not expect the discount as useful in the application, while more
than half expect personalized content (54%) and additional content in the ap-
plication (50%) after registration in mobile application. Given the large number
of applications and different categories of purposes, as well as the system of
charging for applications, the survey included the question concerning the tour-
ist category and have respondent download and use tourist mobile applications.
13.6% of respondents have installed mobile mobile applications. The survey
wanted to found out what information users often use from downloaded tourist
mobile applications. 25% of respondents do not use the incentive application to
arrive at the destination, while 75% rarely or sometimes. Survey on the destina-
tion itself, booking accommodation and sharing experiences are the reasons for
half of the respondents (50%) for using mobile travel applications. The results
suggest that 27% of respondents never use mobile applications when prepar-
ing to go to a tourist resort, 45% rarely / sometimes, while 27% of them use it

frequently / always.

Survey included second profile, those who often and always use mobile ap-
plications — heavy users. 56% of respondents have between 1 and 10 applica-
tions installed, 26% between 11 and 20, 14% between 21 and 30 mobile appli-
cations. As in previous profile, the respondents were asked to assess the extent
to which they were willing to share personal information. 47% of respondents
are not ready to share the number of mobile devices and their current location

(35%), while they are fully ready to share data such as e-mail (64%) and net-
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working with Facebook profile (35%) and profile photo (35%). If they register
in mobile application, 28% of respondents do not expect discounts and loy-
alty cards as utility in the application, while more than half expect personalized
content and additional content in the app (58%), and loyalty cards (50%). The
survey included the question concerning use tourist mobile applications. 34.5%
of respondents have installed a mobile mobile application, 53,2% respondents
uses mobile applications when preparing to go to a tourist destination. More
than half of the respondents (64%) use the mobile mobile application to explore

the destination itself.

Furthermore, the paper investigates whether there is a statistical correlation
between specific variables. The survey results show that there is a correlation in

the sample as follows:

* There is a statistically significant positive correlation between subset
within profile (light user) with respect use of mobile application and data
and platform that are willing to share (e-mail and data from Facebook

profile) (r=,210**!, p=,007).

* There is a statistically significant positive correlation between subset
within profile (light user) with respect use of mobile application and use
mobile travel applications while planning a trip, i.e. before arriving at a
travel destination of their choice (r=,214**?, p=,007).

* There is a statistically significant positive correlation between subset
within profile (heavy user) with respect use of mobile application and
data and platform that are willing to share (e-mail, data from Facebook

profile and profile photo) (r=,210***, p=,007).

* There is a statistically significant positive correlation between subset
within profile (heavy user) with respect use of mobile application and use
mobile travel applications while planning a trip, i.e. before arriving at a
travel destination of their choice (r=,214***, p=,007).

This states that both profiles (i. e. light users and heavy) search for infor-
mation about a travel destination using mobile applications significantly more

frequently, and they are willing to share data from specific platforms and expect

2-tailed).
2-tailed).
2-tailed).
2-tailed).

! ** Correlation is significant at the 0.01 level
? ** Correlation is significant at the 0.01 level

3 ** Correlation is significant at the 0.01 level

—~ o~ o~ —~

* ** Correlation is significant at the 0.01 level
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personalized content and additional content in the application after sharing

personal data.

4. CONCLUSION

Potentials associated with mobile marketing are focused on providing in-
formation to users before arriving at the destination only with the aim of at-
tracting attention, retaining and making better use of the information obtained
by the user or transforming the user - visitor to tourists visiting the tourist
destination. In that sense, there are huge potentials and its support services,
techniques, tools, applications i. e. the components of mobile marketing. Mod-
ern tourists, i.e. so-called online travellers, are willing to participate in loyalty
programs through mobile applications on smart mobile devices, but in return
they want personalized content and a customized reward program. In addition
to theoretical considerations, the paper describes empirical research conducted
on a sample of respondents, based on their level of using mobile applications.
The aim of the research was to analyze two profile of users mobile market-
ing — light and heavy users. The results obtained that users want relevant and
personalized content where effective loyalty programs play a significant role. To
ensure long-term sustainable and competitive results, a more comprehensive
use of mobile marketing tools and techniques is needed. The scope of mobile
marketing components should be extended to include all social media platforms

used by potential customers with an aim to identify and attract them.
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Abstract

Millennials, also known as Generation Y, represent a demographic segment
with birth years between the early 1980s and the late1990s. Researchers attri-
bute specific behavioral characteristics to members of this generation, including
their particular work values and motivational needs.

Furthermore, it is important to acknowledge that total reward model includes
both financial rewards and non-material rewards, used to attract, motivate

and retain talented workers.

Therefore theoretical framework of this paper shall focus on literature findings
regarding millennials’ characteristics as well as elaborate the structure of mod-

ern reward models, primarily financial part of it.

Since this study aimed to investigate pay preferences of civil engineering stu-
dents in Croatia, empirical part of the paper shall reveal study results. Ad-
ditionally, results shall be compared by previous studies on pay preferences
expressed by business and economics students in Croatia.

Although analysis of relational rewards was left for the second phase of the
research, results on financial preferences exposed in this paper are found to be
useful both for scholars in the area so for HR managers in the construction

industry.
Keywords: pay preferences, millennials, civil engineering students

JEL Classification: 12, 121
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1. INTRODUCTION

When speaking of organizational performance, compensation has been
recognized as one of the key enhancing tools, although it is one of the single
greatest operating costs at the same time (Milkowich, Newman, 2008). By
continuous performance enhancement, compensation in fact leads to achiev-
ing sustained competitiveness, but only if different compensation dimensions
are being carefully balanced. The same authors identified several compensation
benefits: external competitiveness (e.g. pay level), internal pay structure (e.g. pay
hierarchy), employee contributions (e.g. individual and group contributions),
benefits (e.g. flexible or fixed) and alternatives to traditional pay systems (e.g.
pay at risk).

Each organization balances compensation system elements in a way that
would guide employees toward fulfillment of companies’ objectives. Therefore,
balancing the compensation system elements means shaping a reward strategy.
And when it comes to strategy, it must be emphasized that prioritizing certain
compensation elements in relation to the others arises not only from work ex-

pectations but also organization’s culture — its philosophy, values and practices

(Cable, Judge, 1994).

And finally, since communication is always bidirectional, effectiveness of a
compensation system, except the elements and strategy defined by the organiza-
tion, depends also on employees and their preferences (Heneman, Judge, 2000).
Congruence between the implemented compensation system and employees
pay preferences, can have an effect on employees’ (dis)satisfaction, consequently

affecting performance indicators (Heneman, Judge, 2000)

Despite the importance of these compensation system issues, there has been
little research, especially regarding pay preferences in domestic, Croatian con-
text, Therefore this paper will use theoretical framework part in order to make
the relevant literature review and analyze both compensation system elements
and millennials as the most likely job candidates in the coming period. The fol-
lowing, empirical part of the paper shall present the study and results on pay
preferences of civil engineering students in Croatia.
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2. THEORETICAL FRAMEWORK
2.1. REWARDS MODEL

Nowadays, it is widely recognized that rewards evoke and bolster perfor-
mance of organizations (Chiang & Birtch, 2012). Employee compensation
system plays a major role in efforts to motivate and manage human resources
better, which makes creating an eflicient compensation system one of the most
important management tasks (Galetié, 2015). Drucker (1992) stated that man-
agers are increasingly realizing that the essence of their job is to find the best
people, motivate them well and let them do their job in their own way. In order
to do so, successful managers/companies today rely on a so called total reward
model, which includes all available material (tangible) and non-material (in-
tangible) forms of incentives that employee can receive from the employer in

exchange for the work done (Jensen et al., 2006).

As this paper focuses primarily on pay preferences, i.e. on material rewards,
so will theoretical framework emphasize relevant aspects only of those material
(transactional) rewards, leaving non-material forms of incentives for the second

phase of this research.

Brown and Armstrong (1999) developed a model consisted of four basic
total reward elements: compensation (pay), benefits, learning and work envi-
ronment. Compensation and benefits are considered material (transactional)
rewards and as such are of interest for this paper. Compensation refers to the
fixed base pay, variable pay depending on performance, stocks and profit-share
options. Benefits refer to retirement benefits, health benefits, payed absence
during vacation as well as perks and benefits in terms of different services to

employees.

2.1.1. Compensation

Base pay is a function of both work (job) evaluation as well as the level of
competence of the person who performs the work (Galeti¢, 2015). There are
different work evaluation methods but their common characteristic is that they
tend to determine the relative value or weight of a particular job. On the other
side, in order to be performed successfully, each job requires certain level of
know-how and competencies held by an employee. Therefore organizations

create their own pay structure, which classifies jobs of similar relative values
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and similar competences requirements in the same salary range. When aligned
with labor market prices, pay structure becomes the basic tool for base pay

management'

In addition to base pay, many organizations use also different models of vari-
able pay. Variable pay considers all salary models in which part of the salary
or the entire salary depends on work performance or output (Buble, Bakoti¢,
2013). Because of that, variable pay is often referred to as stimulating pay or
performance pay. As such pay depends on achieved results, it implies measure-

ment of performance.

Measurement serves a dual purpose — it is a control instrument, but it should
also motivate employees and direct their activities toward defined work goals.
Prerequisite of having an objective and fair variable pay system is implementa-
tion of a reasonable measurement system. In order to accomplish that, norms,
i.e. performance standards should be defined as a benchmark for realized results

(Taborsak, 1994).

Variable pay based on exact quantitative and qualitative measurement of
performance is usually applied in manufacturing, logistics and trade, i.e. for re-
petitive operations (Galeti¢, 2015). There are of course jobs whose work results
are impossible or economically unjustified to be measured. In such cases, an
adequate remuneration of workers and the application of a variable pay model
reckons on different grading systems. For example, managers, experts, consul-
tants, scientists and other highly educated workers could be having part of the
whole of their salary as variable. There are many different techniques for grad-

ing their performance, which all assume that their results are not to be mea-
sured but evaluated (Carell et al. 2000).

One of the most widely used techniques is so called Management by objectives,
which functions in a way that specific objectives for each employee are defined/
agreed at the beginning of the evaluation period. During the period manag-
ers have periodical, individual interviews with employees, aiming to determine
progress and abolish possible difficulties. At the end of the period, managers

evaluate the success in achieving agreed objectives (Bahtijarevi¢ Siber, 1999).

Variable pay relates to any form of payment, according to which salary is at
least partially dependent on the achieved performance. It follows that the vari-
able salary can apply for individual performance but also for group performance
at a team level (Galeti¢, 2015). Nevertheless, there are other forms of group
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incentives, beside variable pay. Well created group incentive models contribute
to team work empowerment, develop loyalty towards the organization and in-
crease productivity. The most often used group incentive models, that shall be
examined also in the empirical part of this paper, are profit sharing and stock

options models.

Profit sharing is a reward system in which the employer pays to chosen em-
ployees, as a supplement to their base pay, special money incentives, depending
on a profit realized by the company. Usually companies include all management
level employees in such a system to a certain degree. Companies using profit-
sharing models allocate up to 30% of their total profit for employees’ rewards
(Bahtijarevi¢ Siber 1999). Profit — sharing has been a recognized compensation
model since 19 century, and more recent evidence shows that 27,56% of pri-

vate companies in Croatia uses profit sharing models (Nacinovi¢ et al., 2012).

Increasingly popular system of incentive rewards are stock options, giving
employees contribution in ownership of the company. It is widely used and
even in Croatia 26,83% of private companies already use stock option models
for their highly positioned employees (Nacinovi¢ et al., 2012). Usually, stock
options do not go to the extent of changing the ownership structure and as
such do not provide employees’ control over the business strategy. They provide
participation to a degree that associate financial interests of an employee with
those of the company, generating so a strong motivational spur for each individ-
ual to achieve the best possible results. However, there are similar yet different
models called ESOP, designed to include all employees of an organization, pro-
viding them possibility to become owners of the organization (Galeti¢, 2015).
As a type of material rewards but also as a business strategy, ESOP is used in

22,62% of companies in the private sector in Croatia (Nacinovié et al,, 2012).

2.1.2. Benefits

Although they are not related to cash incentives, benefits refer to significant
material rewards. Studies show (Henderson, 2006:421) that despite the fact
that benefits are not directly related to outputs, they increase productivity for

two mail reasons:

1. increased satisfaction of employees leads to quality improvements, re-

duced turnover time and decreased absenteeism
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2. they provide to each employee a greater feeling of security

In order to achieve goals meant to be realized through benefits, several is-
sues need to be considered (Armstrong, Mutlis, 2004): choice of benefits, size
and range of benefits, share of benefits in total rewards, possibilities of choice in
terms of flexible benefits, distribution of benefits, alignment of benefits among

different groups of employees, market impact, government policy and unions.

In Croatia many benefits are determined by law. In addition to those, there
are also benefits chosen by an employer and implemented in order to motivate
the employees and demonstrate attitude and policy. Such benefits are defined by

internal regulations of an organization.

The most important mandatory benefits in Croatia are benefits for retire-
ment and health insurance, stipulated by the Law on contributions (Zakon o
doprinosima, 2016). Furthermore, there are also mandatory benefits concern-
ing salary compensation during the absence of work. Those benefits are regu-
lated by Labor law (Zakon o radu, 2014) and the most important of them are:
payed absence during vacation, payed absence for important personal needs,
payed maternity leave, payed sick leave, payed absence for the purpose of
off-the-job-training.

Beside mandatory benefits, there are also voluntary benefits implemented
upon management decisions, depending on depending on the objectives to be
achieved by the rewarding strategy and policy of benefits. Such are for example
perks and benefits in terms of different services to employees, like provided
childcare, sports and recreation opportunities, specialist medical examinations
etc.

Empirical part of this paper shall consider majority of the above elaborated
compensation and benefits.

2.2. MILLENNIALS

Literature suggests that motivational factors vary across employees and over
the time (Smola, Sutton, 2002). Further to this, many authors agree that differ-
ent generations need to be managed differently (Guillot-Soulez, Soulez, 2014).
Particular generations seem to develop a unique pattern of behavior based on
events from the cultural, political, technological and economic context experi-

enced during their upbringing (Galeti¢ et al., 2016a).
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Because of their changed demographic profiles and social norms, the young-
est generation of employees, Millennials, foist the biggest challenge for employ-
ers (Eisner, O'Grady, 2009; Meier, Crocker, 2010). Having said that, it would
be fair to define Millennials, as is done in the literature. There is no consensus
on the exact range of years of birth (Martin, 2005), so for the purpose of this
papet, as Millennials shall be considered generations between the early 1980s
and the late1990s. Additionally, those generations are sometimes referred to as

Generation Y, since they are the demographic cohort following Generation X

(Galetié et al. 2016 b)

It was interesting to investigate which motivational factors have been identi-
fied as important for Millennials in previous studies. Apparently, Millennials
acknowledge more intrinsic than extrinsic motivators. In line with this finding,
it is elaborated that money is not the primary motivator, whereas opportunities
for career growth and advancement as well as a fulfilled balanced life are found

to be dominant motivators for Generation Y employees (Kultalahti, Viitala,

2014).

However, financial motivation has been identified as still dominant moti-
vational factor in Croatia (Sandrk Nuki¢, 2012). Since Millennials represent
24,05% of total population in Croatia (Galeti¢ et al. 2016 a) and will be enter-
ing the workforce until around 2022, it is important both for scholars and man-

agers hiring those young people to learn their pay preferences.

A recent research on pay preferences of students from the Faculty of Eco-
nomics and Business Zagreb (Galeti¢ et al., 2016 a) showed pretty traditional
orientation of students, arising from their preferences toward a high base pay
(usually attractive to older employees) instead of propensity towards flexible
pay schemes depending on performance. We still lack the knowledge are such
pay preferences common among Millennials in Croatia or they are not homog-
enous after all. Therefore, research of pay preferences of a bit different segment

— of civil engineering students in Croatia shall be presented hereafter.

3. EMPIRICAL RESEARCH ON MILLENNIALS’ PAY
PREFERENCES

Pay systems that are incompatible with employee preferences can be costly
for organizations (Brown, 2001). Additionally, if organizations knew the pay
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preferences of their ideal job candidates, it might be possible to increase their
attractiveness without affecting labor costs (Cable, Judge, 1994). This idea led
to the initial research question: what are Millennials’ pay preferences in Croatia,

especially attitudes of Civil Engineering students.

It must be said that this paper presents the first phase of the study, focusing
on material preferences, while in the second phase also the non-material prefer-

ences shall be analyzed and presented.

3.I1. RESEARCH METHODS AND SAMPLING

The first step in designing the research was to select participants for the em-
pirical research. The idea was to build on the findings regarding pay preferences
identified at the Faculty of Business and Economics Zagreb (Galeti¢ et al., 2016
a) and conduct such a research on a similar but somewhat different segment
of students, in order to approximate the general preferences of Millennials in
Croatia. Therefore data was gathered from students from all civil engineering
faculties in Croatia — Faculty of Civil Engineering Osijek, Faculty of Civil Engi-
neering Zagreb, Faculty of Civil Engineering Rijeka, Faculty of Civil Engineer-
ing, Architecture and Geodesy Split. As the aim was to study the entire period
ascribed to Generation Y (individuals born from mid 1980s till late 1990s), the
chosen respondents were 3rd year undergraduate students as well as graduate

level students.

The research was conducted using the questionnaire that was designed and
used for the same purpose at the Faculty of Economics and Business Zagreb
(Galetié et al.,, 16 a; Galeti¢ et al.,, 16 b;). The questionnaire consists of sev-
eral closed-end questions about different pay modalities (e.g., base pay, variable
pay, perks and benefits etc.) as well as various nonmaterial motivation strategies
(e.g. flexible working hours, recognition, participation in decision making etc.),
for which respondents were asked to assign importance using Likert 5-point
scale (1 = not important at all, 5 = most important). There were also a couple
of open-end questions regarding achieving work-life balance and willingness
to work abroad. Finally, the questionnaire includes also different background
questions that were used to describe independent characteristics of respon-
dents (e.g., sex, student status, year of birth). The estimated time for fulfilling

the questionnaire was approximately 10 to 15 minutes.
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Data was gathered among students from January till mid February 2017,
while the next phase followed immediatelly after that, when data was analyzed
and interpreted. At the end of the collection phase a total of 105 civil engineer-
ing students fulfilled the questionnaires. Descriptive statistics of the respon-

dents are given in a summary table below.

Table 1 Descriptive statistics of the respondents

Independent characteristic
Frequency Percentage
N=105
Sex
Male 671 58%
Female 44 42%
Birth year
1987-1988 3 3%
1989-1990 6 6%
1991-1992 25 24%
1993-1994 34 32%
1995-1996 35 33%
1997-1998 2 2%
Faculty location
Zagreb 32 30%
Split 25 24%
Rijeka 30 29%
Osiiek 18 17%
Level of studies
Undergraduate 45 43%
Graduate 60 57%

As it can be seen from Table 1, 58% of the sample is comprised of male stu-
dents, which corresponds to the general structure of student population at civil
engineering faculties. Birth years of the respondents show that the sample was
consisted of Millennials. As expected, majority of students is between 21 and
26 years old. However, it is a bit surprising that there are 9% of students older
than 26, i.e. 3 students that are 29 and 30 years old! It doesn't affect the results
of the study, but it says a lot regarding duration of studies at civil engineering

faculties. As for the Faculty the respondents come from, Table 1 shows an equal
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representation of all 4 civil engineering faculties in Croatia: there are 30% of
students from the Faculty of Civil Engineering Zagreb, 24% of students from
the Faculty of Civil Engineering, Architecture and Geodesy Split, 29% of stu-
dents from the Faculty of Civil Engineering Rijeka and 17% of students from
the Faculty of Civil Engineering Osijek. Such a distribution relativelly corre-
lates to the size of those faculties. Finally, regarding the level of Millenials’stud-
ies, there were 43% of undergraduate students among respondents, and 57% of

graduate students.

3.2, RESULTS AND DISCUSSION

Respondents were asked to assign importance to different elements of pay

they would expect from an employer. Results are shown in Table 2.

Table 2 Pay preferences of civil engineering students

Pay element - - I.\l=105 -
Mean x | Median | Minimum | Maximum | Std.Dev.&

High base pay 3.952 4 1 5 0.825
Off-the-job training 4133 4 2 5 0.760
Health benefits 417 4 2 5 0.882
Retirement and security benefits 4.314 4 2 5 0.738
tF;ereknsq ;Eij/et;esneﬂts in terms of different services 3314 3 1 5 1068
Mobility opportunities abroad 3.514 4 2 5 0.962
Profit-sharing 3.419 3 1 5 0.959
Variable individual pay 3.800 4 1 5 0.903
Variable group pay 3.276 3 1 5 0.966
Child care 3.267 3 1 5 0.993
Stock-sharing 3.067 3 1 5 1.049

The analysis of primary data collected among students revealed that out of
11 different pay elements, respondents assign most importance to retirement
and security benefits (x=4.314, 6=0,738), health benefits (x=4.171, 6=0,882)
and off-the job training (x=4.133, 6=0,760). The first two most preferred bene-
fits are already available to all employees as they are part of Croatian labour and
social security policies and as such are employment-based, not an extra award.
Additionally, these benefits are usually attractive to older employees but mil-
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lennials from the Faculty of Economics and Business Zagreb identified exactly
those benefits as their top preferences, too! However, civil engineering students
assigned importance to training possibilities, whilst economy students did not
find them very attractive (Galeti¢ et al., 2016 a). On the other hand, stock shar-
ing (x=3.067,6=1,049) and child care (x=3.267, 6=0,993) are the least impor-
tant to Millennials. As for the other elements, it is evident that, exactly as at the
Faculty of Economics and Business, a high base pay (x=3.952,6=0,825) is more
important than variable pay options, either individual (x=3.800, §=0,903) or
group (x=3.267, 6=0,993).

Table 3 Amount of the net monthly salary that is considered needed for decent
standard of living and a job satisfaction

Desired amount of the net monthly salary Frequency Percentage
< 5.000,00 HRK 1 1%
5.000,00 - 7.000,00 HRK 13 12%
7.000,00 - 10.000,00 HRK 53 50%
10.000,00 - 13.000,00 HRK 31 30%
> 13.000,00 HRK 7 7%

And what is considered a decent base pay is evident from the table above —
half of the respondents find net monthly salary from the range of 7.000-10.000
HRK needed for a normal standard of living and a job satisfaction. Such an
attitude is in compliance with average salaries in Croatia (www.dzs.hr). Other
ranges are equally distributed.

Among the above listed pay preferences, non-parametric tests revealed only
a small number of statistically significant differences in assigning importance to

various pay elements. Those differences are presented in Table 4.

Table 4 Statistically significant differences regarding pay elements

Pay element [ ST 2 T T Statistical test p-value
of respondents
Retirement and security benefits gender % ir;n-vvhmey U 0.0073
Perks and benefits in terms of different ‘ Kruskal-Wallis
services to employees Faculty location ANOVA 0.0013
) ) ‘ Kruskal-Wallis
Profit-sharing Faculty location ANOVA 0.0084

479

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



vana Sandrk Nukic: MILLENNIALS' PAY PREFERENCES: EXPLORING THE ATTITUDES OF CIVIL ENGINEERING STUDENTS IN CROATIA

More specifically, Table 5 shows that, at the level of statistical significance
p=0,05, analysis of gender as an individual characteristic identified that male
Millennials assign less importance to retirement and security benefits than fe-
male Millennials. Such a difference was not identified at the Faculty of Eco-
nomics and Business Zagreb, where students expressed gender related signifi-

cant differences only towards profit-sharing (Galeti¢ et al., 2016 a).

Table 5 Statistically significant differences regarding retirement and security

benefits, in respect of gender

Gender Frequency Mean Std.Dev.
Male 61 4147541 0.749134
Female 44 4.545455 0.663134

Table 6 Statistically significant differences regarding perks and benefits, in re-

spect of faculty location

Perks and benefits in terms of different Profit-shari
Faculty services to employees rofit-sharing
location

Frequency Mean Std.Dev. Frequency Mean Std.Dev.
Zagreb 32 3.812 0.738 32 3.875 0.871
Split 25 2.760 1.165 25 3.320 1.180
Rijeka 30 3.400 1.102 30 3.267 0.785
Osijek 18 3.056 0.998 18 3.000 0.767

In addition to that, Table 6 shows that gender is not the only individual char-
acteristic showing statistically significant differences. Location of the faculty
seems to generate two statistically significant differences: perks and benefits in
terms of different services to employees as well as profit-sharing. Evidently, Mil-
lennials studying in the capital assign the most importance to different services
by which an employer could materially reward its employees, whilst Millennials
from Split to not find those benefits very interesting or important. As for the
profit-sharing, it was again the most important to students from the Faculty of
Civil Engineering Zagreb, but this time Millennials studying in Osijek did not
think profit-sharing was very attractive.
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4. CONCLUSION

Opverall effectiveness of pay policy is strongly influenced by understanding
employee expectations, because (dis)satisfaction of employees correlates with
their performance. Therefore learning about those expectations i.e. preferences

is an imperative to companies wanting to use pay more effectively (Heneman,

Judge, 2000).

Furthermore, Millennials are just entering the workforce and it is expect-
ed that very soon this generation will form the largest proportion of the total
workforce (Galeti¢ et al 2016 a). As such, their opinion and preferences shall be

prevailing.

Because of those reasons, this study tried to find the preferred mix of pay
elements, creating so the appropriate, recommended pay package, that would be

attractive to Millennials in construction industry in Croatia.

Research results revealed that, even after taking consideration a couple of
minor statistically significant differences, civil engineering students in Croatia
prefer stability and secure as well as straight forward pay elements. They also

assign a great importance to payed off-the-job-training options.

Such result could be associated to country - specific culture identified by
Hofstede (Hofstede et al. 2010), which says Croatia is a country with very high
preference for avoiding uncertainty, with security as an important individual
motivation factor. Additionally, Croatia is a country whose long term orienta-
tion index suggests people pay effort in modern education as a way to prepare
for the future.

As for the further research, it would be useful to study also other Millennials
preferences, and likewise to investigate whether their opinion changes with time

and gaining experience.
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Abstract

Tourism destination management is a complex challenge requiring a multidisci-
plinary and interdisciplinary approach, synergy and coordination of all tourism
entities, leading to the same result. This dissertation provides detailed informa-
tion on the existing management style as well as findings resulting from the
multi-month long field work based on the future of managing Istria as a tourist
destination. Furthermore, based on obtained research results, methods of tour-
ism destination quality management have been offered. If tourism destination
management is organized and synergistically conducted under agreed guide-
lines, more quality tourism results in line with those achieved by top destinations
in our competitive regions can be expected. The authors analyse the Leader
Programme function, its principles and implementation in practice, comparing
the European countries’ experiences with the development trends in Istria /
Croatia. In a realistic way, they show the management issues, but they also point
out the paths of rural area development according to other countries’ experience.
Though the Istrian region has been recognized as a quality tourist destination
for years, its possibility for a bigger and better step forward must be pointed out
in terms of managing the destination itself. To achieve optimal solutions, profes-
sional management modules and innovative guidelines set by world tourism
trends must be followed in order to adjust them to our needs and requirements.
A certain reorganization of some management branches as well as permanent

staff education is essential for tourism in Istria and Croatia as a whole.

Keywords: destination, tourism, management, perspectives, development,

Istria.

JEL Classification: P2, P25




1. INTRODUCTION

This paper was written as a guideline for achieving a basic goal of presenting
new solutions and answers to questions of managing Istria as a quality tourist
destination. Having observed an increasing need for a more efficient tourism
management, based on a balanced development and the use of potentials i.e.
resources, this dissertation explores actual assertions and possibilities of new
perspectives. Tourism destination management is a complex challenge requiring
a multidisciplinary and interdisciplinary approach, synergy and coordination of
all tourism entities, leading to the same result. The authors provided detailed
information on the existing management style as well as findings resulting from
the multi-month long field work based on the future of managing Istria as a
tourist destination.

Resource management are general an extremely important link int he entire
touristic development of a destination or region. The professional knoweledge
and not the politics is the only possible champion of management and develop-
ment oft his or any other touristic region. The research has given insight into the
presence of management in the delivery of the Istrian rural area development
touristic programme, and the findings have shown the insufficient number of el-
ementary expert staff. Due to insuficient founds, unresolved property issues and
weak motivation as well as insufficient state incentives, most raw materials are
imported and of questionable quality. In view of agriculture as the main business
activity in rural areas of Istria, until few years ago, farmers have not been permit-
ted to sell their products to their guests legally and on their own prices, but they

were forced to transport their products to larger touristic towns to be sold.

However, the situation today is a little bit different, but the problems of tour-
istic development in rural Istrian areas (int he middle villages), are still an issue
to resolve. Rural tourism development associations are still emerging in Croa-
tia lacking professional employees. Schools in many villages are relatively badly
equipped. We belive that a large chain of this process has been determined by
human resources as a carrier of Istrian development towards a rich and respect-
able region. Furthermore, based on obtained research results, methods of tour-
ism destination quality management have been offered. If tourism destination
management is organized and synergistically conducted under agreed guide-
lines, more quality tourism results in line with those achieved by top destina-

tions in our competitive regions can be expected.
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Though the Istrian region has been recognized as a quality tourist destination
for years, its possibility for a bigger and better step forward must be pointed out
in terms of managing the destination itself. To achieve optimal solutions, pro-
fessional management modules and innovative guidelines set by world tourism

trends must be followed in order to adjust them to our needs and requirements.

A certain reorganization of some management branches as well as perma-
nent staff education is essential for tourism in Istria and Croatia as a whole. Co-
operation between individual administrative bodies in the County is not satis-
factory nor systematically organized. It depends on affinities of individual heads
and other employees in administrative bodies. In terms of education, there is an
insufficient number of employees with university degrees in regional self-gov-
ernment bodies as well as a very low number of the employed with the master’s
degree (M.sc/M.A.) and a doctorate (Ph.D./D.Sc). One of the key tasks of the
new development model must be evaluation and recognition of products and
services for each micro-level. In this light, such programme development must
include all interested parties, local development carriers from private, public or
civil sectors in the County of Istria. Local and regional programming is of ex-
treme importance because it is the only way for determining real local needs and
rural touristic development. It is also important to propose a compromise when
faced with choosing between local needs and available resources. As this paper
has been focused on the issue of management as the basis for the very process
of tourism destination development, it has been necessary to obtain opinions,
experiences and suggestion from local tourism institutions and players to reach
correct solutions based on obtained research information. The existing condi-
tion of Istrian tourism management as well as the condition of the destination

itself is certainly not unsatisfactory.

2. IMPLEMENTATION OF MANAGEMENT
PRINCIPLES IN RURAL DEVELOPMENT

“Apart from the increase in agricultural production competitiveness, it also
includes protection of the environment, land management, diversification, im-
provement of life in rural areas and LEADER approach (Liaison Entre Actions
de Développement de 'Economie rurale), which means that all the initiatives for
starting of activities should come from the local community” (Moehler, 2006, p.

56).“One of the basic characteristics of rural development implementation in
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rural communities is putting an accent on local population, by which it is vali-
dated as a main factor of the overall rural area development. It is this particu-
larity of trust in people who live in rural areas and in their abilities to discover
what suits best their environment, culture, work traditions and skills itself that
makes the LEADER Project special” (Stifanié, Debeli¢, 2009, p. 8). Connect-
ing at the local level brings people together in order for them to exchange their
experiences and knowledge, inform themselves and promote rural development
activities, find project partners, as well as create a feeling of belonging to a larger

entity, such as the local action group.

Plans and programmes are being produced, development strategies and laws
are being proposed, legislation is being coordinated with the EU and the means/
funds from the EU programmes, intended for those purposes, are being used
(CARDS, INTERREG, SAPARD and other). However, in order to implement
the rural development plans and programmes, Croatia needs expert consulting
assistance from the EU, as well as a greater self-initiative. Given that Croatia is
a candidate for accession to the European Union, it should dedicate itself more
to familiarising with the experiences of the other EU member countries in the
process of rural development in order to avoid other countries’ mistakes. The
first analyses and evaluations of the EU rural development policy show that the
means from the EU funds were mostly spent on structural measures, namely
approximately 34%, which includes the increase in competitiveness, i.e. invest-
ment in companies and food production, assistance to young farmers and earlier
retirement. Approximately 38% of means were spent on environmental protec-
tion, soil quality improvement, afforestation and natural resource protection.
“A large part of the means was also spent on the preservation of old, traditional
crafts, village reconstruction, improvement of life quality in rural areas, as well
as the preservation of tradition for the purposes of the development of tourism
in rural areas” (Montelone, Storti, 2004, p. 139).

Equally, rural tourism also, “as a growing business in the tourist industry offers
many benefits to the local community development. It can be developed locally,
in partnership with small businesses, local government, other agencies in the area
and its development is not dependent on external or large companies’ decisions”
(Kumrié¢, Frani¢, 2007, p. 135). The Leader approach supports innovative ap-
proaches and stimulation of unexploited resource development, o, just a different
view on existing issues; the problem of rural areas, its preservation and sustainable

development had been recognised in Europe much eatlier than in Croatia.
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2.I. MANAGENET /LEADER PROGRAMME PRINCIPLES

Fundamental principles of the LEADER Programme in the rural commu-
nities sustainable development are based on the characteristics of the areas to
which they are applied, which means that an attempt has been made to use own
unexploited resources. This principle emanates from the participants’ need to
base their development on local values.

For example, the bottom-up approach (typical for Italy), as opposed to the
majority of developmental plans, is a completely opposite approach, by which
an attempt was made to encompass the largest possible number of participants
who would influence the decision making process for an area. Literally every-
one who wishes and believes that they can assist the developmental process,
whether it concerns the inhabitants or the public, private, or some other sector
representatives. “The bottom-up approach means that the local factors take part
in the decision making processes pertinent to the strategy and selection of the
priorities which should be implemented in their local area. The European expe-
rience has shown that the bottom-up approach should not be considered as an
alternative or contrast for the top-down approaches of national and/or regional

authorities, but that they should be combined in order to achieve better overall

results”, (Stifani¢, Debeli¢, 2009, p.11).

* Sustainable rural development which is based on preservation and devel-

opment of environmental, human, social and creative/productive capital.

* Approach based on area characteristics, as they form a foundation for

quality development.

* Starting up the community, as it lags behind in inclusion in developmen-
tal processes and needs support in order to get involved in developmental
processes.

* Bottom-up approach — today’s development is not possible without in-
volvement of the public. This is why all available forces in local commu-
nities should be involved in order to, by richness of ideas and possible

solutions, as high a quality as possible development could be achieved.

* Development of local partnerships in approaches and actions — presently,
fragmented initiatives are often condemned to failure beforehand, they
lack power and trust.
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° Networking and cooperation, as well as connecting, synergistic acting in
developmental processes, exchange of knowledge and experiences, both in

today’s modern Europe and here, in Croatia.

* Innovative quality and tradition, together with sustainable rural develop-
ment, but innovations are essential in order for traditional values to be

represented in a new and market competitive way.

* Integral approach — sector division is a frequent cause of problems in de-
velopment. Horizontally, inter-sector linking, as well as the vertical one,
linking of local, regional and national institutions, is of great importance

in realisation of sustainable rural development.

* Local financing and project management — it is extremely important that

local level activities should also be financed from local budgets.

3. PERSPECTIVES OF MANAGEMENT IN RURAL
DEVELOPMENT

Member countries of the European Union apply the rural development pro-
gramme Leader in strengthening the local development as a counter-balance for
europisation. In the period between the years 1991 and 2006, Leader I, Leader
II and Leader+ Programmes demonstrated a new approach for integral and
sustainable rural area development, strengthening local communities’ develop-

mental policies.

In the solution of the problem of a less favourable position of rural Europe
in comparison to the urban, the Leader programme represents a new social
and economic model (Ray, 2001, p. 280). In analysing rural development pro-
grammes in the European Union and in Croatia, an attempt was made to con-
centrate on the Leader Programme as a new and innovative approach to the
development of rural community, village and agriculture. In the period when
Croatia is negotiating its accession to the European Union we can observe the
results of the Leader Programme and principles and give recommendations for
its application in Croatia. The main advantage of the Leader Programme was
the bottom-up approach, which helped activate local resources for the purposes
of local community development. Additionally, it involves the local population
who has the closest insight into the developmental opportunities and who is
deemed partly responsible for and more dedicated to the project than the exter-
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nal active participants. Such an approach is not in opposition to the top-down
approach in the sense of the influence coming from the top of the state, regional
authorities or through relevant ministries. For Croatia, the Leader Programme
is considered to be positive for the purposes of rural development and we ex-
pect fast adjustment of local active participants in the creation of LAGs, as well
as strengthening of their role as developmental factors. For example, we find
the first institutional initiative of that kind in the Istrian County’s attempts to
include the Leader Programme in their rural development (Laginja and Corié,
2000). One of the non-government organisations using the Leader Programme
principles is the Croatian Rural Development Network. After the years of in-
formal work, in January 2006, it was formally registered with the task of gather-
ing and representing civil society organisations which deal with the sustainable
rural development of Croatia (www.odraz.hr, of 23.10.2011).

4. CONCLUSION

The research provide a good direction and a base for forming a single man-
agement and development strategy emphasizing the education of a new man-
agement staff, focused on individual growth as well as comprehensive develop-
ment. Although oriented on the Istrian Region, conclusions can be transferred
to other Croatian territories. The main advantage of the Leader Programme
was the bottom-up approach, which helped activate local resources for the
purposes of local community development. Additionally, it involves the local
population who has the closest insight into the developmental opportunities
and who is deemed partly responsible for and more dedicated to the project
than the external active participants. Such an approach is not in opposition to
the top-down approach in the sense of the influence coming from the top of the
state, regional authorities or through relevant ministries. Only by managerial
approach, respecting all managerial fuctions, is it possible to realise the concept
of management and development as, objectively speaking, the situation in rural
areas is stagnant and advancement cannot be felt. Regardless of the fact that it
concerns the investment in the economic and non-economic sectors, it is pos-
sible to realise such an approach. If one wishes to have efficient management in
the Istrian Region, one should also establish a system of quality communica-
tion, systematic monitoring and provide as much financial support to the entire

development as well as to educate new people and work on increased education
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of the entire population. Equally, a team of people with managerial competenc-
es, with knowledge about the matter of rural area management, can and ought
to conduct rural development actions and stimulate the implementation of the

EU programmes for rural part development.

Cooperation alone in that area goes further than the networking itself. It
involves Local Action Groups which carry out a mutual project with another
LEADER group, or with a group which has a similar approach in another re-
gion, member-country, or even in some third country. “Cooperation can help
LEADER groups to bring into focus their local activities. This can enable them
to solve particular problems or to add value to local resources”. (Stifanic’, Debeli¢,
2009, p.27). The cooperation projects are not only a simple exchange of experi-
ences; they have to include specific mutual projects, ideally conducted within a
common structure. This system implies the establishment of institutions which
come with costs, which can be non-profits ones, while founds needed for their

operation can be found in various incentives and other self-governing measures.
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Abstract

When implementing a project funded by European funds, public authorities
in Croatia are obliged to follow a procedures defined by Croatian Public Pro-
curement Act. Other beneficiaries use specific procedures defined for each call,
approved by authorized ministry. Each procedure is based on transparent, fair
and competitive public procurement across the EU’s Single Market area, but
with some specific conditions. Some of public procurement procedures used in
Croatia during implementation of projects are analyzed in this paper and com-
pared to Croatian Public Procurement Act.
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1. INTRODUCTION
When implementing a project funded by European funds, public procure-

ment rules are very important, since they ensure value for money and fair com-
petition in the market as well as actions to ensure that money is spent efhiciently
and transparently. It is estimated that around 48% of the European Structural
and Investment Funds is spent through public procurement. (European Com-

mission, 2015)

Public procurement procedure in the Republic of Croatia is defined by Pub-
lic Procurement Act (Zakon o javnoj nabavi; “PPA”). It refers to the processs by
which public authorities, such as government departments or local authorities,
purchase work, goods or services from companies (European Commission).
When implementing a project funded by European funds, national rules for
public procurement have to be used since Croatia became a full member of the

European Union (July 2013) and since we started to use Structural Funds.

Since the 2011 the “old” PPA was in force (published in the Official Gazette
90/2011, with changes and amendments in 83/2013 and 143/2013) and in
December 2016, the Croatian Parliament adopted the “new” PPA which en-
tered into force on January 1 2017. The “new” PPA implements the new public
procurement specific directives (2014/24/EU and 2014/25/EU) and brings a

lot of changes to the Croatian public procurement legal framework.

Below the EU thresholds, the PPA sets out national thresholds of approxi-
mately EUR 26,000 for goods and services and EUR 65,000 for works. Pro-
cedures very similar to those applied above the EU thresholds apply, with the
exception of the shorter time limits for the receipt of tenders and shorter time
limits for lodging an appeal. Below the national thresholds, PPA rules do not
apply, and each contracting authority has the right and the legal obligation to set

its own procedures (European Commission).

Other users of European Union projects’ funds (called non-obliged persons
— “NOJN”"), which include privat legal entities and crafts, have to use specific
procedures defined by each contracting authority, to make sure they are imple-
menting transparent, fair and competitive procurement across the EU’s Single
Market. Recent procurement procedure for NOJN (Anex 03, from April 2016)
is defined by the Ministry of Regional Development and EU Funds (“NOJN

Procedure”) and will be analyzed hereafter.
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2. COMPARATIVE ANALYSIS OF DIFFERENT
PUBLIC PROCUREMENT PROCEDURES

To make comparative analysis of different public procurement procedures
used in projects funded by EU, three different rules regarding public procure-
ment will be compared: “old” PPA which was in force until the end of 2016,
“new” PPA which is in force from the beginning of 2017 and “NOJN Procedure”
which is are using non-obliged persons when spending EU funds. Comparison
will be made on major aspects: principles of public procurement, thresholds,
market research, time limits for the receipt of tenders, reasons for exclusion and
selection criteria of tenderers, award criterion, tender guarantee, subcontrac-
tors, public opening of tenders, award decision, standstill period and lodging an

appeal, shown in Table 1.

Table 1: Comparison of public procurement procedures

Aspect of “old” PPA “new” PPA NOJN Procedure
comparison (2011-2016) (2017-)
Principles 1. freedom of movement of | 1. freedom of movement of | 1. Effective procurement and
of public goods goods efficient spending of public
procurement 2. freedom of establishment | 2. freedom of establishment procurement funds
3. freedom to provide 3. freedom to provide 2. freedom of movement of
services services goods and services
- competition - competition 3. freedom of establishment
- equal treatment - equal treatment 4. equal treatment and
- non-discrimination - non-discrimination non-discrimination
- mutual recognition - mutual recognition 5. transparency
- proportionality - proportionality 6. mutual recognition
- fransparency - transparency 7. preventing conflicts of
+ Effective procurement and | + Effective procurement and interests
efficient spending of public efficient spending of public 8. competition
procurement funds procurement funds
Thresholds - open procedure of lesser | - open procedure of lesser | - contract based on only one
for using the value: HRK 200.000 (aprox. | value: HRK 200.000 (aprox. | offer: HRK 20.000 (aprox.
procedure € 26.600) for goods and € 26.600) for goods and € 2.600) for goods and
services, HRK 500.000 services, HRK 500.000 services and HRK 50.000
(aprox. € 66.600) for works | (aprox. € 66.600) for works | (aprox. € 6.600) for works
- open procedure of great - open procedure of great - public announcement of
value: € 207.000 (HRK value: € 207.000 (HRK information of procurement;
1.558.554) for goods and 1.558.554) for goods and HRK 500.000 (aprox. €
services, € 5.186.000 (HRK | services, € 5.186.000 ( HRK | 66.600) for goods and
39.046.431) for works 39.046.431) for works services and HRK 1.000.000
(aprox. € 133.300) for works
Market research | Not defined Obligatory, for procedure of | Obligatory, for contracts based
great value on only one offer

495

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Nikolina Smajla * Mirko Pesic ¢ lvana Varicak: COMPARATIVE ANALYSIS OF PUBLIC PROCUREMENT PROCEDURES USED IN PROJECTS FINANCED ...

Time limits for
the receipt of

- open procedure of lesser
value: 20 days

- open procedure of lesser
value: according to complexity

- contract based on only one
offer: 10 days

exclusion and
selection criteria
of tenderers

for exclusion are specifically
enumerated

specifically enumerated, as
well as selection criteria of
tenderers

tenders - open procedure of great of the contract - public announcement of
value: 40 days - open procedure of great information of procurement:
value: 35 days 20 days
Reasons for Mandatory and other reasons | Reasons for exclusion are No mandatory reasons

Other reasons: exclusion only
if an operator didn't fulfill all
conditions from the contract
notice

Award criterion

A choice between using
“MEAT” or the lowest price

The most economically
advantageous tender
("MEAT"), from 1 July 2017

A choice between using
“MEAT” or the lowest price

may not require or proclaim
subcontractors

may not require or proclaim
subcontractors

The tender Mandatory, stating the means | Mandatory, stating the means | Tender documens can contain
guarantee and conditions, must not and conditions, must not provisions regarding tender
exceed 5% of the estimated | exceed 3% of the estimated | guarantee
value of procurement value of procurement
Subcontractors | The contracting authority The contracting authority No rules regarding

subcontractors

Public opening
of tenders

In open procedure, the
contracting authority shall
open the tenders in a public
opening of tenders

In open procedure, the
contracting authority shall
open the tenders in a public
opening of tenders

No rules regarding public
opening of tenders

Award decision

Time limit; reasonable, or 30
days from the expiry of the
time limit for the receipt of
tenders

Time limits for award decision
are not defined by the Act

Time limits for award decision
are not defined by the
Procedure

open procedure of great
value: 10 days

Standstill period | open procedure of lesser 15 days Standstill period is not defined
value: 10 days by the Procedure
open procedure of great
value: 15 days
Lodging an open procedure of lesser 10 days Period for lodging an appeal is
appeal value: 5 days not defined by the Procedure

Source: authors

Principles of public procurement are the same in all procedures, except that

NOJN Procedure is emphasizing the principle of preventing conflicts of inter-

ests. Since this principle is regulated by separate articles in both PPAYs, it is not

included in principles of public procurement.

In both PPA’s thresholds for using the procedure is HRK 200.000 for goods
and services, and HRK 500.000 for works. Thresholds for procedures of great
value are defined by European thresholds, in euros. The NOJN Procedure has
set up different thresholds. For the value of procurement of HRK 20.000 for
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good and services, and HRK 50.000 for works a contract can be signed based
on only one offer. If the value of procurement is HRK 500.000 for goods and
services and HRK 1.000.000 for works or more, a public announcement of in-
formation of procurement have to be made. It has to be announced at NOJN’s
website or at the website of structural and investment funds in Croatia, www.

strukturnifondovi.hr.

An obligation to conduct prior market research only for procurement of
high value is defined in “new” PPA (Art. 198). Contracting authority has to
make market consultations with the interested economic operators on the draft
procurement documents, with respect to the subject matter of the tender, tech-
nical specifications, criteria for qualitative selection, contract award criteria and
special conditions relating to the performance of a contract (Schénherr). Public
market consultations have to be made for a minimum period of five days, by
publishing information at the website. After this period of consultations, a re-
port on all the comments and proposals received and accepted shall be prepared
and published on the website as well. The JOJN Procedure is prescribing an
obligatory market research for contract based on only one offer, by internet re-
search or sending a demand for offer to at least three independent subjects who

can perform a subject of tender.

Time limits, as well as a principle of calculating time limits, for the receipt
of tenders have changed in“new” PPA. In the “old” PPA time limits were strictly
defined for procedures of small and great values. In “new” PPA time limits for
the receipt of tenders have to be calculated according to complexity of the con-
tract and time required for drawing up tenders, without setting an exact time
limit in open procedure of lesser value. In the procedure of great value mini-
mum time is set to 35 days. In NOJN Procedure time limits are exactly defined:
for contract based on only one offer minimum time limit is 10 days from re-
ceiving an invitation and in the case of public announcement of information of

procurement 20 days from the announcement.

The “old” PPA specifically enumerates mandatory (Art. 67) and other (Art.
68) reasons for exclusion of tenderers. Mandatory reasons for exclusion refer to
cases if economic operator and/or the person authorized under law to represent
the legal person of the economic operator has been the subject of a conviction
by final judgment for some criminal acts, if it failed to fulfil the obligation to
pay all outstanding tax liabilities and contributions for pension and health in-

497

INTERDISCIPLINARY MANAGEMENT RESEARCH Xl



Nikolina Smajla * Mirko Pesic ¢ lvana Varicak: COMPARATIVE ANALYSIS OF PUBLIC PROCUREMENT PROCEDURES USED IN PROJECTS FINANCED ...

surance or if it has submitted false information at the time of submitting docu-
ments. Other reasons for exclusions are mandatory: the contracting authority
may exclude tenderer from participation where it is bankrupt or is being wound
up, where it is the subject of preliminary proceedings to establish conditions for
the declaration of a bankruptcy or the proceedings of compulsory winding up
its business, where the economic operator and/or the person authorised under
law to represent the legal person of the economic operator has been convicted
by a judgment of any offence concerning its professional conduct or has been
found guilty of professional misconduct. The “new” PPA enumerates reasons
for exclusion (Art. 251-255) (concerning cases of judgments for criminal acts,
corruption, cheat, terrorism, money laundering or terrorism financing or child
labour, as well as if it failed to fulfil the obligation to pay all outstanding tax
liabilities and contributions for pension and health insurance) and selection
criteria of tenderers (Art. 256-259). Selection criteria are related to business
capacity of tenderer, economic and financial standing and technical and profes-
sional suitability. In NOJN Procedure no mandatory reasons for exclusion are
mentioned, and other reasons are only connected to the case if tenderer didn't

fulfill all conditions from the contract notice.

In the “old” PPA contracting authorities were able to choose between using
MEAT or the lowest price award criterion. In the “new” PPA, the only award
criterion has to be MEAT, since in practice awarding criterion of the lowest
price has been used in more than 98% of cases and since the quality should be-
come an important orientation in public procurement. In this case, the relative
weights for price or cost cannot exceed 90%. In the NOJN Procedure, there is a
choice o f using MEAT or the lowest price award criterion.

The tender guarantee in the “old” PPA is mandatory (Art. 77), and if re-
quired, the means and conditions of the guarantee have to be stated in the con-
tract notice and in the tender documents. The validity of the tender guarantee
shall be determined in line with the term of validity of the tender. It shall be
stated in the absolute amount, and must not exceed 5% of the estimated value
of procurement. According to the “new” PPA (Art. 214-217), the tender guar-
antee is also mandatory, but it must not exceed 3% of the estimated value of
procurement. In the NOJN Procedure, it only states that tender documents can

contain provisions regarding tender guarantee.
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Rules regarding subcontractors are the same in both PPA-s (Art. 86 of “old”
and Art. 282 of “new” PPA), stating that where the economic operator intends
to subcontract a share of the contract, it must indicate information concerning
the share which it intends to subcontract. The contracting authority may not
require the tenderer to subcontract a share of a contract or to engage specific
subcontractors, Where a share of a contract is subcontracted, direct payment to
the subcontractor has to be done. The NOJN Procedure has no rules regarding
subcontractors.

Both PPA-s have the same rules regarding public opening of tenders: in
open procedure, the contracting authority shall open the tenders in a public

opening of tenders. In NOJN Procedure this rule is not mentioned.

Award decision procedure according to the “old” PPA (Art. 96) has set time
limits for the adoption of the award decision. It starts from the expiry of the
time limit for the receipt of tenders and shall be reasonable. Where the time
limit is not indicated in the tender documents, it shall be 30 days from the ex-
piry of the time limit for the receipt of tenders. Time limits in the “new” PPA are
not defined, but shall be defined in specific set of rules afterwards. Time limits
for award decision are not at all defined in NOJN Procedure as well.

Standstill period has to be applied starting from the date of the receipt of the
award decision. In the “old” PPA time periods have been different in procedures
of lesser and high value: for procurement of high value standstill period was 15
days, and for procurement of lesser value was 10 days starting from the date
of the receipt of the award decision. In “new” PPA only one standstill period is
prescribed for all procedures: 15 days starting from the date of the receipt of
the award decision. In the NOJN Procedure standstill period is not defined,

because there is no official institution for lodging an appeal.

The appeal regarding the award decision in both PPA’s shall be lodged with
the State Commission. According to the “old” PPA, in high-value procedure an
appeal shall be logged within a period of 10 days, and in procedure of lesser val-
ue within a period of 5 days from the date of the receipt of the award decision.
In the “‘new” PPA only one period for lodging an appeal is defined: 10 days from
the date of the receipt of the award decision. NOJN Procedure is not defining
an institution or periods for lodging an appeal.
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3. CONCLUSION

When spending European funds, specific procurement rules are very im-
portant because they ensure value for money and fair competition, as well as
spending money efficiently and transparently. In order to ensure the full and
effective transposition of the EU procurement rules, the new PPA brings a lot
of changes to the Croatian public procurement legal framework and it is more
comprehensive and complex. The full application of the new law is dependent
on its implementation of by-laws, which are still not adopted — it is expected to

be adopted in the next six months (by 1 July, 2017).

The most important amendments in the “new” PPA include obligatory mar-
ket research, the most economically advantageous tender (“MEAT”) as the sole
award criterion, time limits for the receipt of tenders, award decision and lodg-
ing an appeal, value of the tender guarantee and standstill period.

When using EU funds, NOJN's don't have to use procedures defined in
PPA, but in specific procedure for each call, that are less complex and less de-
tailed. But, to be sure that conditions for tenderers are precisely described, a rec-
ommendation to non-obliged persons, when spending EU funds, is to use rules
prescribed in PPA, because they are very detailed and came from the experience

of conducting public procurement process.
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Abstract

In the recent years, food and beverage industry is more than ever directed at
children and adolescents. Nevertheless, attention is nowadays more than ever
paid to quality of children’s lives, including their diet. Therefore, the question is
how large the impact of the marketing directed at children is, and how to teach
children to be selective and resistant to such impacts in order to develop healthy
instead of capricious consumer habits. Food and beverages are omnipresent
elements in advertising, and children’s programmes are particularly abundant
with advertisements for junk food, such as candies, fast food and sweetened
drinks. The answer to the question why we need restrictions in the promotion
of food and drinks intended for children lies in the dramatic increase in the
levels of childhood obesity and diet-related diseases in the recent years, with
alarming statistics showing the need for action. Taking into consideration the
afore-mentioned situation, it is necessary to urge the government and industry
to act by imposing restrictions in advertising, as well as parents as the main
co-participants who most often buy products that appeal to children. Although
there are specific regulations in certain countries or e.g. at the European or
global level, some regulations are not in line with each other, and they are gener-
ally not comprehensive. In the absence of complete probibition of marketing of
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unbealthy food, which is impossible to implement due to advertising freedom,
there is a need for comprebensive and consistent approach that would not only
regulate the quantity of advertising the “unbealthy’, but also emphasize the
need for advertising and imposing high nutritional value diet to children, which
is important for their growth and development. Such initiatives would prob-
ably result in significant contribution to combating international epidemic of
childhood obesity, and increasingly frequent health problems related to nutri-
tion. These problems in children most often relate specifically with the negative
influence the media has on children, which is done through promotion of food

with low nutritional values, and low-nutrient and high-energy-density food.
Keywords: children, food and beverage marketing, advertising, diet, health
JEL Classification: M3, M31

1. INTRODUCTION

Today’s media space offers numerous options for teaching children about
undesirable diet. Children’s inability to critically observe the offered advertise-
ments and distinguish between the good and the bad ones, as well as suscep-
tibility to addiction, represent the additional categories why children are not
even aware of their role in the consumer society. Almost every parent who goes
shopping with small children can confirm that it is a real challenge, because
children are attracted to shelves with products full of fat and sugar, which are
featuring the latest characters that are popular with children. In addition, many
restaurant chains offer menu items designed especially for, and marketed to,
children. These situations were once largely a private matter, but today they
have become an often subject of public debates about the role of the food indus-
try in children’s health. The priority should be to create a healthy environment
in which children and young people will grow up, and that is reflected in the
efforts undertaken in order to achieve such objectives. However, today’s diet of
children can be described as missed opportunities to eat healthy, or in a worse
case, as direct threats to health. Eating habits acquired in childhood shape adult
dietary habits and lifestyle. A question that often arises nowadays is how much
the marketing of “junk food” directed at the youngest ones contributes to the
afore-mentioned situation, and is such marketing one of the causes of the in-
creasing number of obese and sick children. In terms of food and beverages spe-

cially aimed at children, it is very important to look at all aspects of marketing.
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For example, product packaging is extremely important, because specifically it
shows the actual values of a certain meal. Reading the label is the only true way
of learning about the ingredients of a product, especially since the EU has strict
regulations on labelling the food ingredients. However, it takes a lot of time to
read the label of each product, and parents rarely do it. Regardless of the “small
print on the backside of the product’ it is very easy to deceive young consumers
and their parents by using targeted and well-designed advertisements. There-
fore, it is very important to conduct research, learn about the real effects of
advertising, and if necessary, act on time so advertising would not be misused to
the detriment of the health of children.

2. THE CONCEPT OF FOOD AND BEVERAGE
MARKETING AIMED AT CHILDREN AND
YOUTH

Food and beverage marketing pertains to activities with express or presumed
aim of direct or indirect promotion of sale or consumption of food products.
This includes, inter alia, promotion through print and electronic media, includ-
ing television, radio, Internet, mobile and viral marketing, as well as product
packaging, design, placement and alike. Advertising aimed at children is also on
the rise in Croatia, as in the rest of the world, and the impact of children and
teenagers on purchases of their parents is increasing, so sellers find that adver-
tising segment increasingly important.

With regard to marketing techniques aimed at children, the following fac-
tors are taken into account ( http://littledotapp.com...):

1. Overall presentation, features, content, shape and manner
. Language, colours and images used
. Whether children are represented

. Target audience of the media or place in which the promotion is held

(2N N N

. Whether children are potential recipients of the promotion in significant

numbers, regardless of the target audience

6. The use of people, personalities, celebrities, their associates or other per-

sons whose name or image may be familiar to or appeal to children

7. The use of cartoon characters, including brand owned and licensed

characters
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8. The inclusion of free gifts, toys or collectible items which appeal to

children
9. Theinclusion of competitions, vouchers or games which appeal to children
10. The shape of novelty value of the food or food packaging

11. Sponsorship of materials, products, people, events, projects, cultural,
artistic or sporting activities or places popular with children or with a

significant child audience

Dietary and related health patterns of children and youth are shaped by the
interplay of many factors - genetics and biology, culture and values, economic
status, and physical, social, commercial and media environments — all of which,
apart from genetic predispositions, have undergone significant transformation
over the past three decades. Among the various environmental influences, none
has more rapidly assumed a central socializing role for young people than the
media, in its multiple forms. With its growth in variety and penetration has
come a concomitant growth in the promotion of branded food and beverage
products in the marketplace, and the influence on the diet and related health
patterns of children and youth.

Figure 1. Influences on the diets and related health outcomes of children and

youth
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Source: McGinnis J.M. (2006.) Food marketing to children and youth : threat or opportuni-
ty?, National Acad. Press, Washington, DC
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Despite all the factors affecting the nutrition and health of children, this
paper will further deal with great and, apparently, crucial influence of market-
ing. Although marketing is much broader and more comprehensive term than

advertising, advertising is often considered the main marketing tool.

3. ADVERTISING AND ITS IMPACT ON
CHILDREN AND YOUTH

Nowadays, it is much easier to deliver an advertising message than it used
to be, because children simultaneously use several different media, e.g. they
surf the Internet, watch television at the same time, listen to an iPod and use
their smartphones. The average child age 8 or older spends more than seven
hours a day watching screens - watching T'V, using the computer, playing video
games, and using tablet computers (Rideout, 2010). Even much younger chil-
dren, aged 2-8, spend almost two hours a day with screens (Common Sense
Media, 2013). Through almost all the aforementioned media, children are ex-
posed to advertising. In October 2010, Ipsos Puls agency conducted a survey
among 500 children aged 7-14 in Croatia. In comparison with other surveys
of the aforementioned agency, a significant increase in the use and impact of
technology was noticed in that survey (Smit; 2014.,92). While TV still domi-
nates in advertising directed at children, and it is the most dominant medium
in this case, all the greater success of Internet and mobile advertising has been
recognised, especially in addressing teenagers and adolescents. In addition, as
with advertising other types of products, not just food and beverages, as well as
other target consumer groups, not just children, the most effective way is com-
bining different media and advertising methods, that is, integrated marketing
campaign. Food and beverage companies today have a wide range of options,
and accordingly, every day they find new ways to reach out to their small con-
sumers. Corporations know that advertising content should be seen, on average,
only 9 times so that a person can remember and buy it. If this is not succeeded
through TV, in which case parents can still control the content, the corporations
will incorporate the advertisements in all aspects of life of the average child.
They will sponsor the child’s sports club, advertise in the vicinity of schools
and kindergartens on billboards (or in schools and kindergartens), build and
brand children playgrounds, and be present in playrooms and all entertainment

centres which children visit. Corporations advertise in children’s magazines, of-
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fering children free games and applications for mobile phones and tablet com-

puters, sponsoring movies and alike.

3.I1. TELEVISION AND INTERNET AS THE MOST DOMINANT MEDIA IN
ADVERTISING DIRECTED AT CHILDREN

Television is still the most common medium through which food and bev-
erage manufacturers communicate with children. When creating their video
advertisements, corporations hire experts such as psychologists, sociologists
and psychiatrists who study the way children think, what they see, what they
perceive, to what they react as well as that which they will find most appeal-
ing. Results of studies conducted by the Harvard School of Public Health and
Children’s Hospital in Boston, show that every extra hour spent in front of
television results in an increase in children’s total daily calorie intake by around
167 calories.

A good example of concrete measures being undertaken against unhealthy
food advertising directed at children, can be found in our neighbouring coun-
try, Slovenia. In 2016, its Ministry of Health in cooperation with the Nation-
al Institute of Public Health developed a platform that clearly defines a code
of conduct, when it comes to making advertisements for groceries containing
substances that have a nutritional or physiological effect, especially fat, trans-
fatty acids, salts or sodium and sugar. Slovenian public television adopted strict
rules on advertising unhealthy food, in order to nullify its effect on obesity of
children and youth. During children’s peak viewing times, sweets, chocolates,
potato chips and other types of food that drive fat gain and can have a harm-
ful effect on health, may no longer be advertised. This decision is in line with
recommendations of the World Health Organization as well as the study car-
ried out by Slovenian Nutrition Institute, which proved that TV commercials
are to a large extent responsible for the alarming rise of obesity of children and
youth. This one-year research which covered and analysed the program content
of Slovenian television stations, showed that 96 per cent of commercials for
food products pertains to food the advertising of which should be banned for
children and adolescents, according to recommendations of the World Health
Organization. As much as 77 per cent of such commercials pertain to products
with high content of sugar and other substances that cause weight gain, because
of which they are not recommended to children despite their potential nutri-
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tional value. During times when children of up to 15 years of age watch televi-
sion, advertising of all food products that have a negative nutritional or physi-
ological effect, should be banned. It would probably be useful to introduce this
type of measure in Croatia as well; albeit, mere ban on advertising represents
no solution to the problem of children and youth with unhealthy diets. What is
more important is to define a set of objective criteria for identifying ingredients
and the content of sugar, fat and other unhealthy ingredients for all foods, as

well as to present those data to the public and inform it thereupon.

Online advertising fundamentally changed the nature of marketing directed
at children and youth. In the beginning, online advertisements were nothing
more than static banners, or a marketing message featuring minimal text. To-
day, online advertising encompasses not only more sophisticated banner ad-
vertisements, but also advergaming, branded web sites and alike. Advergames
are games created with the express aim to promote one or more products of a
particular company. The task of advergames is to capture child’s attention for
a longer period of time than television advertisements, which is achieved easily
because of the blurred boundaries between entertainment and the content of
advertising. In Croatia, an example of such game is Lino Game, owned by the

company Podravka, manufacturer of well-known children'’s food Cokolino.

Moreover, many companies create the already-mentioned, branded web
sites with content designed in order to attract children and teenagers. This type
of web sites contains elements such as games and competitions, often includ-
ing prizes in the form of the product that is being advertised. An example of a
branded web site available to children in Croatia, the promotion of which has
been intensively pursued by the company, is the one owned by McDonald’s —
HappyMeal.com. This web site offers different contents, ranging from games to

interactive puzzles, puzzle pieces, colouring games and alike.

Social media marketing is a type of online marketing, used in order to ap-
proach social media users by means of a multidisciplinary marketing campaign,
conveying the desired message, the aim of which is predominantly to call to ac-
tion rather than merely inform. Social media marketing covers a wide array of
online advertising techniques, including placement of advertisements on social
media such as Twitter or Facebook.

According to a research from 2012, three quarters of teenagers (in the USA)
had a profile on one of social networking web sites (Common Sense Media,
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2012), whereas today, this number ought to have significantly increased. One
of the advantages of social media, when it comes to companies that use them in
order to present their products, is their capacity to enable creation of messages

on the basis of recipient’s interests.

3.2, PRODUCT PLACEMENT AND ADVERGAMES

Nowadays, many companies integrate their products inside, for example,
a film or a video game, without their potential consumers being even aware
of this. Instead of a classic advertisement for a product or brand, companies
are willing to pay as much as necessary, in order that their products or logos
might appear during the course of the program itself. Product placement has
become widely used, given that it has been proven that its impact is stronger
than the one of classic commercials. Although product placement is prohibited
in the context of children’s television program and although there should be a
clear boundary between an advertisement and television content, product place-
ment is nevertheless commonly encountered therein. While watching cartoons,
children often identify with characters, and they tend to watch their favourite
cartoon dozens of times. Therefore, product placement is more likely to incite
children to empathy, compassion and identification, whereas informational ad-
vertisements are perceived in a completely different manner. It has been proven
that the effect of this type of advertising is stronger, because of the fact that the
data are received unconsciously, resulting in a stronger effect.

343, PROMOTIONAL CHARACTERS

Use of promotional characters is one of the most common advertising tech-
niques, when it comes to promotion of food and beverages intended for children.
In connection with promotional characters, what needs to be mentioned in the
first place, are characters created by certain brands with the aim of linking their
brand to that same character. In most cases, they are either mascots or human
characters with special abilities that undoubtedly attract children. One of the
most famous promotional characters is Ronald McDonald, who has been smil-
ing to children from the advertisements of McDonald’s restaurants for many
years now. Following in the footsteps of world leaders in addressing children,
Croatian companies have ensured that children in Croatia today, might, with-

out much thinking, recognise promotional characters of certain manufacturers,
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among which are for example — the teddy bear Lino, promotional character of
the company Podravka, one of the leading companies when it comes to chil-
dren’s food production or teddy bear Ledo Medo, character created in order to

represent a well-known ice-cream producer in this region — the company Ledo.

Apart from imaginary characters, when promoting their brand, many manu-
facturers use persons who are famous and popular among children as promo-
tional characters, such as music idols, athletes and alike. By inciting children’s
admiration towards such persons, we simultaneously encourage their wish to
resemble those idols, which basically means that, if a person to whom a child
wishes to resemble, consumes a certain product, it is almost inevitable that this
same child will want to consume that same product, while at the same time
neglecting the question of product’s quality and value.

However, when talking about promotional characters today, it is licensed
characters that represent the most efficient way to attract children, an example
of which are for instance Disney characters. Film industry has never been more
popular, and new animated films and cartoons are released at an unbelievable
speed, at the same time introducing a large number of new and fun characters.
Of course, children do not find all of them equally interesting; but, nevertheless,
they tend to appear incredibly fast on almost all products intended for children

— cereals, yogurts, juices, ice creams, candy and alike.

At the beginning of this year, Dutch industry undertook to remove animat-
ed characters from unhealthy food products. Dutch Food Industry Federation
(FNLI), which represents the interests of Dutch food and beverage manufac-
turers and covers 450 companies, announced that it would limit the use of li-
cenced characters on products intended for children under 13 years of age. This
meant that licenced characters such as Disney’s Nemo, would be affected, as
opposed to characters linked to the brand itself — including Tiger Tony on Kel-
logg’s Frosties or Monkey Coco on Coco Pops. This shall apply to the physical
packaging of the product as well as materials intended for target sale, but not to
radio, TV, printed and social media. However, when it comes to the effect this
will have on packaging, FNLI claims that in the first place, an estimation should
be offered, with the aim of ensuring that provisions governing the internal EU
market would not be breached (http://www.agrobiz.hr...).
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3.4. CHILDREN’s RECEPTIVITY TO ADVERTISING

Whether and to what extent children have the ability and inclination to
critically process advertising messages is an important public policy and re-
search issue. Critics assert that advertising to children is inherently unfair be-
cause children lack the cognitive capacity and life experience needed to under-
stand selling efforts directed at them. What is unique to this medium is the
way advertising is presented and the challenges this may pose to young chil-

dren who are still in the midst of learning what advertising is and how it works

(Moore&Rideout;2007,203).

It is well-known that, from early childhood to teenage years, children’s abil-
ity to understand changes significantly, during which period children mature
and acquire the ability to differentiate between advertising and other forms of
communication. With less mature skills, young children are the most vulner-
able to persuasive attempts, regardless of the advertising medium. Decisions are
made quickly, simply, and often on the basis of a single dimension. These chil-
dren have not yet acquired efficient information-processing strategies, which
may be reflected in their inability to distinguish between central and peripheral
content in a message. They may be drawn to appealing but irrelevant inputs
and have difficulty shifting their attention to more relevant information (Moses
and Baldwin 2005). Young children also have trouble holding information in
working memory when it arrives quickly and through multiple channels. They
may be familiar with specific food brands, but their understanding is largely
superficial. They can distinguish advertising from other content but primar-
ily on the basis of salient perceptual cues. A basic understanding of persuasive
intent may be in place by the end of this developmental period, but it is not
until much later (as children approach adolescence) that they begin to appreci-
ate specific tactics or approaches that marketers use to try to sell their brands

(Moore&Rideout;2007,203).

World health organization recommends the following measures in order to
control advertising of food products intended for children (https://repozitorij.
pbfunizg.hr...):

1. One of the goals of every state’s policy should be to reduce the impact of
marketing that promotes children’s food with high content of saturated
fat, trans-fatty acids, as well as high content of concentrated sources of

sugar and salt.
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Opverall policy of marketing should be to reduce the exposure of children
to products of low nutrient density.

In order to achieve the said objectives, it is necessary to consider different

approaches to problem solution.

Premises on which children are present and those that are accessible for
children, should be free of all forms of marketing advertising food of low
nutritive and high energy value. Such premises include schools, school
playgrounds, children’s hospitals, paediatric institutions and sports and
cultural institutions, occupied by children.

As part of their activity and for the purpose of attaining the above-men-
tioned goals, governments should define and develop key components
necessary in order to implement such a policy as well as enable standard
procedures of implementation of such policy. World health organization
considers that a clear prohibition of such advertising or a clear definition
of the problems caused by such advertising practices, as well as that of
the impact of food of low nutrient density on children, would facilitate
uniform application of the said policy, even without any implementing
bodies. When defining key segments, states must determine and resolve
certain challenges on the national level, so that maximum effect of such

policy might be realised on the global level.

Governments should become key stakeholders in the development of
such policy through platforms for implementation, monitoring and eval-
uation. While determining and implementing the national policy frame-
work, Governments may choose to allocate certain implementation roles
to other stakeholders, while protecting the public interest and avoiding
conflict of interests.

In order to achieve the goal, states need to consider different approaches,
at the same time acting either gradually or comprehensively, in order to
reduce marketing of foods of low nutrient and high energy density, di-
rected at children.

Considering the resources, benefits and burdens of all stakeholders in-
volved in this process, it is Government’s duty to consider the most ef-
ficient approach which would reduce the impact of marketing of foods of
high energy density, to children. Every approach should be defined within
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the framework developed in order to achieve the most efficient and the

most objective goal.

9. The policy framework should specify enforcement mechanisms and es-
tablish a quality implementation system. Furthermore, according to the
recommendation of World Health Organization, implementation frame-
work of such policy should contain clearly defined sanctions, in case rules
are not obeyed, as well as a system of reporting complaints, in case of acts
contrary to the defined framework.

10. All policy implementation frameworks must include a monitoring sys-
tem in order to ensure compliance with the objectives, using cleatly de-
fined indicators.

11. Cooperation of all states on a global level is necessary, in order to reduce
the impact of cross-border marketing and achieve the best impact on

children on the part of every state.

12. Implementation of further activities is inevitable for the purpose of ana-
lysing, implementing and evaluating policies aimed at reducing the im-

pact on children, of marketing of food products of low nutrient density.

4, USING TOYS TO MARKET CHILDREN’S MEALS

Fast-food retailers have child-specific menu choices, such as the McDonald’s
“Happy Meal” and a mainstay of these is a“free” toy which is typically part of a
collectable set and therefore encourages several restaurant visits. This strategy
has been particularly successful in countries where historically there has been a

scarcity of manufactured toys (http://www.who.int...).

The chart shows how effective consumers think toys are in getting kids to
want to order kids’ meals that come with toys in the United States as of August
2014. This statistic confirms very high success rate of the type of meal with a
toy.
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Chart 1. Effectiveness of toys on children choosing children’s meals

Very effective Somewhat effective Not very effective Not effective at all

Source: https:/ /www.statista.com/statistics/322389/ effectiveness-of-toys-on-children-cho-
osing-kids-meals-us/ (02-2-2017).

Fast food is marketed to children in a variety of ways. The strategies of that
marketing address how to best engage the customer and see that they purchase
the product and then return at a later date for more. The toy is often tied in
with movies or T'V shows which act as a transition for children to transfer their
feelings about the movie characters or TV shows to McDonald’s. The idea that
eating should be fun influences children with regards to their food choices. The
Happy Meal bag contains games and pict