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Human Resource Management of
Innovative Projects in the Context of
Business Strategy

Svetlana Apenko
Omsk State University n.a. F.M. Dostoevskiy, Omsk, Russia

Abstract

The strategy of any enterprise involves the development and implementation of innovative ideas in the form of
projects. A set of strategically important innovative projects to achieve their performance needs to be ensured
by adequate quality of human resources. Consequently, the development of the human resource management
system entails particular urgency within the strategy, taking into account the needs of planning innovative
projects. The study conducted by the author on 47 enterprises in Russia, demonstrating the special role of
human resources in the success of innovative strategic projects and proving that the classic approaches to the
personnel management cease to operate under project conditions and the innovation environment. Transfor-
mation of technologies and methods of human resource management is required, which would have started to
comply with project specifics and requirements of innovation. For example, innovative projects are beginning
to be relevant to workforce competencies such as: flexibility, high adaptive capacity, the ability to work under
stress and time constraints, and motivation for permanent change. The techniques of underlying the diagnosis
and qualification of already developed competencies minimized in the technology of personnel selection;
prognostic techniques are important in the selection of candidates, as well as methods of hidden potential
diagnosis that can be developed in the course of the project. The innovative nature of the project dictates spe-
cial forms of motivation and stimulation of human resources project. Approaches to team building are chang-
ing in innovative projects; agile technologies enter at the forefront of the techniques. We have proposed the
new techniques of human resource management relevant to conditions of innovative projects with strategic
focus. Novelty developed the by author is a system of human resource management in projects.

Keywords
Strategy, project management, project team, key team competencies.

Introduction system tailored to the needs of the planned inno-
vative projects has particular urgency.

The practice of project management clearly
proves the validity of the statement that there are
features in the management of human resources,
due to characteristic features of innovative
projects. The point is that human resource man-
agement of innovative projects is different from
managing people in organizations, not using the
project form of activity. Therefore, the aim of this
study was to identify and synthesize the peculiari-
ties of human resource management of innovative
projects.

The experience of enterprises in different coun-
tries suggests that the development and imple-
mentation of strategies is carried out in the form
of innovative projects. Strategy is usually asso-
ciated with the development of business through
the creation and use of innovations. Advantages
of the project approach make it the most appropri-
ate for strategic management of the enterprise.
Success of innovative projects requires the es-
tablishment of certain conditions. One of them is
providing the project with qualitative human re-
sources. Consequently, within the strategy, the
development of the human resources management
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1. Literature review

The goal made is determined on the basis of the
analysis of scientific publications about the lack
of in-depth research on the specifics of human
resources management of innovative projects.
Most publications in the field project management
recognize the importance of human resources in
achieving success of projects and programs. Many
Russian authors dedicate sections of their publica-
tions to the project team, such as Bogdanov V.,
Dubovik, M. F., Mazur I. 1., Olderogge N. G.,
Polkovnikov A. V., Tovb A. S., Shapiro, V. D., G.
L. Tsipes, etc (Bogdanov, 2013, p. 248; Mazur,
Shapiro, Olderogge & Polkovnikov, 2009, p. 960;
Polkovnikov, 2015, p. 552; Tovb & Tsipes, 2005,
p. 240). Foreign authors emphasize the impor-
tance of team building in the projects, for exam-
ple, J. Meredith and S. Mantel, Erik W. Larson
and Clifford F. Gray (Larson, 2013, p. 784; Mere-
dith & Mantel, 2014, p. 640; Thompson, 2008, p.
544). However, the issues of personnel manage-
ment with account of innovative project activity
have not been studied enough at the moment. It
makes this study relevant.

2. Results of the study

Before addressing the features of human resource
management of the project we should refer to the
results of our research conducted in 2012-2016 at
the enterprises successfully using project man-
agement in Omsk. The sample amounted to 47
companies, which can all be recognized as experts
in project management. The results of the survey
showed that, along with the other functional areas
of project management, personnel management is
noted as a critical area (table 1). So, 85.1 % of
enterprises used it at the time of the survey and
93.6% were planning to use it in the future.

Table 1 Distribution of answers to the question:
“What functional areas are implemented at your company,
what would you like to enforce?”

Would like to
Apply appl
Functional areas - -

units y units y

(PCs) ° (PCs) °
managing the con- 47 100.0 47 100
tent of project work )
time management 45 95.7 47 100
cost management 44 93.6 47 100
quality 31 | 659 | 44 | 936
management
personnel 40 | 851 24 | 936
management
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risk management 17 36.2 40 85.1
communication 28 596 29 61.7
management

supply chain 2 | 468 | 23 | 489
management ' )
management of

projects 14 29.8 23 48.9
integration

change manage- 16 | 341 | 210|447
ment in projects ' '

Source: author

Thus, without exception, all the experts recog-
nized that management has its own characteristics
in the context of project human resources. Im-
agine these features, highlighted by the author,
based on the analysis of the experience of leading
enterprises who participated in the study.

First, the project involves time-limited activi-
ty. This feature of the projects provokes increased
importance of some functions of human resource
management and, conversely, casts doubt on other
functions. In the project there is a growing urgen-
cy of adaptation, teambuilding, and creating fa-
vourable climate. The main task is to form quickly
an effective project team. The temporality of the
team, as well as acceleration throughout of evolu-
tionary stages, makes it a comprehensive ap-
proach to the management of conflicts function at
the stage of coordination of interests and devel-
opment of team leadership. In non-project groups
this stage is often blurred, lasts a long time and
without the existence of a clear and compelling
signs. In project form, by necessity of speedy and
intensive group, the development the conflicts can
be fairly sharp and require quick and skilled inter-
vention.

Some directions of personnel work, the effect
of which is manifested in greater degree in longer
term, such as staff development and training, re-
quire careful decision about their appropriateness.
If the project is short, simple and brings little
profit, the training may be unnecessary technolo-
gy; its cost will exceed the results obtained in this
particular project. However, if the company is
dominated by project activities, long-term invest-
ment in staff through training can be justified, as
their effect will manifest itself in future projects.
A feature of career management of staff is also
formed in the projects. This is due to the fact that
it is not possible to build career ladders in the
framework of a single project; throughout the
project the staff performed their assigned project
roles. Often project staff feels insecure about their
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future after the completion of the work in the
project.

These feelings are sometimes justified, since
the company disbands the team at the end of each
project, and the question of what is the future of
given employee is solved each time. If an em-
ployee has a permanent job in the structural divi-
sion of the enterprise, this question is solved
simply: the employee begins to perform only
functions duties and if required may be included
in new projects of the company. This situation is
typical of functional and matrix organizational
structures. But in project entities in which the
company carries out its activities only in the
project form, the task of career management ac-
quires its own peculiarities. It becomes important
to plan career moves, as part of different projects,
providing staff with the opportunities of such ca-
reer ladders that motivate work in terms of
projects. Practice shows that the lack of a clear
vision of career opportunities is a strong demoti-
vator for many employees.

Secondly, the project team can be very hetero-
geneous in its structure; it may consist of person-
nel drawn from external sources of employees,
collectives of other enterprises and organizations
in situations of large-scale and long-term projects.
The complexity and diversity of statuses of
project team members also entails specific fea-
tures of human resource management of the
project. First of all, personnel policy in relation to
different status of project participants must be
different. In view of continuously operating work-
ers in organizations, the staff temporarily engaged
in the project must respect the principles of con-
sistency, coherence and continuity of human ac-
tivities. The work in this particular project for
these participants is the only step in the career at
the company. These employees have already un-
dergone the adaptation to the enterprise, they may
have already worked with the current team mem-
bers, they need only to adapt to a new project and
a new project role.

These employees are already in database of as-
sessment of their competences, potential, and
achievements, which can be used in the selection
of this project team, and then add the results of the
work in this project. These employees already
have a career plan and the work in a specific
project is planned as the level of the career
movement in the organization. The training of
such employees is more than justified because it
enriches the organization's human capital. As a
regard of employees that were recruited for the

Human Resource Management of Innovative Projects in the Context of Business Strategy

project from external sources, the main tasks of
the personnel policy is: recruitment and retention
in a specific project by using the temporary sys-
tem of motivation and stimulation, provision of
intensive care in early adaptation to new condi-
tions. In a situation when a project team includes
the entire organization and often there are big
companies, the main reference point of personnel
policy is to harmonize the technology of work
with the staff of the parent organization, i.e. in-
itiating and implementing the project, and in-
volved in the project of organization. In this case
it is necessary to smooth out all possible contra-
dictions and conflicts, to try to lead to unified
principles of personnel policy of these organiza-
tions.

Thirdly, the project has its own management
system, management team and governance ar-
rangements that are created for each new project.
It is also important that the project management
team is not built into the organizational composi-
tion of the enterprise. This project feature affects
the appearance of the need to create within the
system of management of the specific project its
own unique subsystem of human resource man-
agement just for this project. When planning indi-
vidual projects each time questions need to be
resolved: is there a need for the role of a specialist
in personnel management in this project, who will
fill that role, whether it is necessary to include in
the composition of the project team of the HR
Manager, is it advisable to outsource the HR func-
tions for the project. And in every single project
of the same company, the answers to these ques-
tions can vary greatly, depending on the features
of the project, its objectives and build the man-
agement structure of this project.

Fourth, the project is aimed at complex prob-
lem that can be solved only by joint efforts rather
than individual actions of individual team mem-
bers. This greatly increases the relevance of a va-
riety of human technologies aimed at team build-
ing. In particular, in the framework of human re-
source management of the project what comes at
the forefront is the task of achieving role balance
of the team, compatibility of team members, de-
veloping skills of cooperative discussion of prob-
lems and decision-making, the development dy-
namics of the project team and other tasks that
may be missing in non-project groups.

Fifthly, in innovative projects it is difficult or
impossible to copy and replicate the technologies
of human resources management gained during
implementation of other projects. As it is well

STRATEGIC MANAGEMENT, Vol. 22 (2017), No. 1, pp. 003-006
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known, standardization of technologies and busi-
ness processes can increase their effect, so that the
replication of experience is often useful. Howev-
er, the experience can be used only partly in inno-
vative projects. The situation in each innovation
project is new, so the human resources manage-
ment is situational, there is a problem of perma-
nent selection and approbation of new techniques
of work with personnel, and project-specific tech-
nologies of human resource management often
need to be developed. This does not contradict the
aspiration of finding universal scheme of work
with an innovative project team, but they need to
be adapted to the unique conditions of a particular
innovative project. In this regard the requirements
for the skill of the actors involved in the human
resources management of innovative projects are
of key importance. Their jurisdiction should in-
clude flexibility, adaptability, creativity, intuition,
involvement, receptivity, and learning new things,
ability to become a “team player” in the collective
subject of project management.

Study of the best enterprises experience in the
field of project management has enabled to devel-
op a model system of human resource manage-
ment of projects (figure 1). It includes a set of
related functional elements. Implementation of all
these elements helps to bring human resources
quality level to the needs of projects and company
strategy.

Human resource management system
of project

Formation and development of team

Motivationand | | Release and
involvement career
management

b ! b !

‘ Communication management in the project team ‘

Assessment of
human
resources

Planning of | | Selection
human tothe
resources team

Organization
of project
activity

Training and
development

Figure 1 Elements of human resources management
system of projects
Source: author
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Conclusions

Human resource management system of innova-
tive projects has specific features, which appear
under the influence of project innovative activity.
The success of innovative projects requires devel-
opment and implementation of such human re-
source management system of projects, which
include functions of forming the project team,
managing internal and external communications
in project, selection to the team and role assign-
ment, assessment of project team members; moti-
vation and involvement in project activity, manag-
ing of project career, development and training,
organization of project activity, and release of
personnel from the project. The author proposes a
systemic model of human resources management
of the project. It differs from the classical system
of personnel management in non-project organiza-
tions, the set and maintenance of functions. For
example, there are new functions of team building
and project communication, release of personnel
and management of project career. The author
shows specific features of various functional ele-
ments of the human resource management system
of projects. All this will allow ensuring the effec-
tiveness of innovative projects that, in turn, will
provide the basis for the enterprise strategy im-
plementation. @
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Influence of Classification of Accounting
Entities for Reporting in the Context of
Legislative Changes

Renata Stanley
University of Economics in Bratislava, Bratislava, Slovakia

Abstract

Constantly changing accounting legislation brings about the addition of new groups of entities in response to
adopted amendment no. 352/2013 Coll. to the Accounting Act with effect from 1.1.2014 by a directive of the
European Parliament and of the Council 2012/6/EU has allowed Member States of the European Union to
reduce the bureaucratic burden of accounting and preparing financial statements. The largest change in the
Accounting Act is introducing a new type of entity "micro entity". Classification of accounting entities for small
entities and large entities was expanded with effect from 1.1.2015. Each of these accounting entities has spe-
cial rules for preparing financial statements. To a certain extent the legislation allows the choice of entity clas-
sification by size criteria. The right choice has an impact on the processing demands of the financial state-
ments of accounting period 2015 and for the economic decisions of managers and external users in 2016. The
aim of the article is to provide overview of the new groups of entities and characterize these entities and the
legislation under which the procedure for accounting and reporting is conducted.

Keywords
Micro entity, small entity, large entity, accounting principles and methods, amendment, financial statements.

1 This article was processed as one of the outputs of the project Scientific Grant Agency of the Slovak Academy of Sciences and
MSVVaS no. 1/0122/14 (2014-2016) The importance of pricing of transactions between related parties and their impact on the
profit entity.

rective 2013/34 / EU of 26 June 2013 on the an-
nual accounts, consolidated financial statements
and related reports of certain types of enterprises
('the Directive on the Annual Accounts") with
effect from 1.1.2015. The criteria under which
entities are classified into size groups are ap-
pointed in the context with this draft.

Introduction

Amendments and additions, which have been
adopted by amendment No. 352/2013 coll. to Act
No. 431/2002 coll., On accounting as amended
(the "Accounting Act"), with effect from 1.1.2014
were intended to reduce the bureaucratic burden
associated with accounting and preparing finan-
cial statements. It introduced a new concept of

"micro entity" in section 2 paragraph 5 and 6 of
the Accounting Act, which characterizes micro
entity and specifies the conditions which if the
entity complies with the two immediately consec-
utive accounting periods, it can decide whether to
be considered as a micro entity or not. (Ministry
of Finance of the Slovak Republic, 2002a)

This amendment is followed by another go-
vernmental draft of Accounting Act from August
2014, which extends the distribution of entities on
micro, small and large, as required by the direc-
tive of the European Parliament and Council di-

1. Classification of accounting entities

The size criteria are decisive for the classification
of an accounting entity to size groups. The tested
elements are:

= total assets — amount calculated from the
balance sheet after taking into account the
revaluation adjustment and after less accu-
mulated amortization (note: until 31 of De-
cember 2014 gross assessed value, from 1st
of January 2015 there was a change in the
legislation),
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= net turnover — gains from sales of products,
goods and services, after deduction of dis-
counts, while the accounting entity whose
business is earning other revenues such as
revenues from sales of products, goods and
services, to the net turnover include other
revenues after deduction of discounts,

= average calculated number of employees —
without specifying the calculation proce-
dure.

Classification of accounting entities by size
groups for the purpose of compiling the individual
financial statements will be based on fulfilment of
at least two of the three conditions defined size for
companies and cooperatives and entrepreneur who
accounts voluntarily in the double-entry book-
keeping listed in Table 1, Classification of ac-
counting entities by size groups from 2015.

Table 1 Classification of accounting entities by
size groups from 2015

Average
. calculated
rsoI:es To:qa;ﬂiséhséA) Net turnover (T) in EUR | number of
group employees
(E)
Micro
accounting | A <350 000 T <700 000 E<10
entity
Small
accounting | 350 000< A <4 000000 | 700 000< T <8000000 | 10<E <50
entity
Large
accounting | A >4 000 000 T>8000 000 E>50
entity

Source: The authors

Accounting entities will need to change their
status, if they exceed or do not fulfil the size crite-
ria in two consecutive accounting periods (at least
two). Reclassification to size category will always
be performed from the next accounting period.

Only newly formed accounting entity has a
choice of size classification at its own decision
and remains in this size group in a consecutive
accounting period as well.

When an accounting entity decides to use ad-
vantage of micro entity it is obliged to do so in all
accounting periods if it satisfies the established
criteria in order to ensure comparability of data in
the financial statements. An entity that fulfils the
criteria for micro entity may decide to be
processed as a small entity. According to the Ac-
counting Act, as in force until 31 December 2014,
when an entity decided that it is not seen as a mi-
cro entity, from January 1, 2015 it will be consi-
dered automatically a small entity.

STRATEGIC MANAGEMENT, Vol. 22 (2017), No. 1, pp. 007-011
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In assessing the size criteria for changing ac-
counting period is examining the conditions for
shorter periods incurred in:

= creation of an entity,

* achange in the accounting period from ca-
lendar year to business year, business year
for another business year or the business
year to the calendar year,

= discontinuation of the entity.

The entity shall proceed to the classification of
the above mentioned size classes for the first time
since January 1, 2015, based on the data compiled
financial statements for the year 2014. If an entity
applies the accounting period calendar year, the
size criteria will be assessed as at 31 December
2014 and accounting period immediately preced-
ing 31 December 2013.

If an entity has an accounting period of the
business year, assesses compliance, respectively
exceeding the size criteria for the accounting pe-
riod beginning in the calendar year 2015. This
means that if an entity has a year from 1.4.201x to
31.3.201x + 1, the size criteria will be considered
when preparing financial statements for the period
April 1, 2014 to March 31, 2015, and the period
immediately preceding March 31, 2014.

2. Financial statements of accounting
entities

2.1. Micro entity

A micro entity is considered to be an entity fulfil-
ling the criteria set out in the Table 1 for two con-
secutive accounting periods, but also such entity
that two of the criteria of size exceeded in only
one of two consecutive accounting periods. Exist-
ing micro entity is not entitled to act as a micro
entity, if specified criteria exceeded in two con-
secutive financial accounting periods, it means no
longer fulfils the size criteria.

For micro entity could be not considered an
entity that:

= does not satisfy the size criteria,

* was considered micro entity, but in two
consecutive accounting periods exceeded
the size criteria,

= prepare financial statements in accordance

with International Financial Reporting
Standards,

= is registered with the National Bank of
Slovakia,

= is the public interest entity.
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Benefit from the possibility to be a micro ac-
counting entity is manifested at two levels - in the
area of accounting and reporting.

In the field of accounting for the said benefits
for micro entities are that securities and shares
valued when initially recorded by acquisition cost
and stay at this evaluation for the date of the fi-
nancial statements as well. Assets and liabilities
are not measured at fair value and assets are not
valued by the equity method.

The basic legal norm which concerns the area
of accounting for all entities is the Accounting
Act. Accounting methods for all entities are en-
shrined in Measure of the Ministry of Finance of
the Slovak Republic of 16 December 2002 No.
23054/2002-92, On stipulation of details of ac-
counting procedures and framework chart of ac-
counts for entrepreneurs keeping double-entry
accounting ("accounting procedures"). (Ministry
of Finance of the Slovak Republic, 2002b)

Reporting of individual items in the financial
statements for new types of entities requires the
need for approval of new measures for each group
of accounting entities.

For micro entity, Measure of the Ministry of
Finance of the Slovak Republic no. MF / 15464 /
2013-74 of 11 December 2013 approves defining
details of the arrangement, marking, and content
specification of items of an individual financial
statement and extent of data determined for publi-
cation from an individual financial statement for
micro entities ("measure of the financial state-
ments for micro entities"). This measure was used
for the first time for the preparation of financial
statements of micro entities as of 31 December
2014. (Ministry of Finance of the Slovak
Republic, 2013)

According to amendment no 352/2013 Coll. to
the Accounting Act, it is allowed to compile fi-
nancial statements in the so-called "short form"
for micro entity (balance sheet, income statement
and notes in short form). Details of their prepara-
tion determine the measure of the financial state-
ments for micro entities The specimen is Appen-
dix no. 1 to measure of the financial statements
for micro entities.

General requirements for the first page of this
Appendix and its individual parts of financial
statement of micro entity are labelled:

» U&EMUIJ 1 - 01 for Balance sheet;

« U& MUJ 2 - 01 for Profit and loss state-
ment;

« U&MUJ 3 - 01 for Notes.

Influence of Classification of Accounting Entities for Reporting in the Context of Legislative Changes

The first financial statements in simplified
form were possible to compile for micro entity for
the financial year beginning on 1 January 2014.
The figures are reported in the financial state-
ments of micro entity in euros in the whole.

Simplification of reporting data of micro entity
covers the following areas:

= assets are only recognized in net value (af-
ter taking into account accumulated depre-
ciation and provisions)

= the balance sheets are not reported sepa-
rately accruals, but reported within recei-
vables and payables,

= the balance sheet and income statement are
more aggregated,

» a significantly reduced extent of the infor-
mation provided in the notes.

Accruals are not recognized in the balance
sheet of micro entity separately, but are recog-
nized concurrently with the following items of
assets and liabilities as follows:

Item on the asset side
Accrued costs } &7 long-term  ——2s a Long-term receivables on the line 015

Accrued income Cl':} short-term —>asa Other receivables on the line 019

Items on the liabilities side

Accrued expenses } &7 long-term ——">as a Long-term liabilties on the line 039

Accrued revenues J 5=, short-temn ——"> as a Other short-term liabilties on the line 044

Profit and loss statement of micro entity has
also an abbreviated range on two sides and is part
of the Appendix 1 to measure the financial state-
ments for micro entities. The individual items are
aggregated to the level of some account groups.
Profit and loss statement also contains an indica-
tor — the added value which involves production,
consumption and production margins. Although
these indicators are not isolated as in the profit
and loss for the small and large entities, it is not
difficult to find them.

Information disclosures in the notes of micro
entity usually have three A4 pages. The required
elements include:

= general information (e.g. name, address, in-
formation about the consolidated group, the
average number of employees),

= information on the procedures adopted (e.g.
comply with the assumptions going con-
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cern, the accounting principles and me-
thods),

= information that explains and complements
balance sheet and profit and loss (e.g. the
information about liabilities, own shares,
executive body of the company).

As the most significant changes in the finan-
cial statements have occurred the first in micro
entities, therefore it is dedicated to the largest part
of this contribution of the micro entity.

Other accounting entities (small and large) for
compilation of financial statement to 31 of De-
cember 2014 followed the existing Measure of the
Ministry of Finance of the Slovak Republic of 31
March 2003, No. 4455/2003-92 defining details of
the arrangement, marking, and content specifica-
tion of items of an individual financial statement
and extent of data determined for publication from
an individual financial statement for entrepreneurs
using double entry bookkeeping ("measure of the
financial statements"). (Ministry of Finance of the
Slovak Republic, 2003)

2.2. Small entity and large entity

The amendment to the Accounting Act with effect
from 1 January 2015 brought two new entities —
small entity and large entity. Criteria for classifi-
cation of accounting entities in the small account-
ing entity are presented in the second row of Ta-
ble 1 and into large accounting entity are pre-
sented in the third row of Table 1.

Small and large entity process bookkeeping
during the accounting period according to the cur-
rent accounting procedures is applicable to all
types of entities. Small accounting entity uses
the first time in 2015 for the preparation of finan-
cial statements new Measure of the Ministry of
Finance of the Slovak Republic no. MF / 23378 /
2014-74 of 3 December 2014 defining details of
an individual financial statement and extent of
data determined for publication from an individu-
al financial statement for small entities ("measure
of the financial statements for small entities").
(Ministry of Finance of the Slovak Republic,
2014b)

Large accounting entity in preparing the fi-
nancial statements for the first time in 2015 ac-
cording to the new Measure of the Ministry of
Finance of the Slovak Republic no. MF / 23377 /
2014-74 of 3 December 2014 defining details of
an individual financial statement and extent of
data determined for publication from an individu-
al financial statement for large entities ("measure

STRATEGIC MANAGEMENT, Vol. 22 (2017), No. 1, pp. 007-011
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of the financial statements for large entities").
(Ministry of Finance of the Slovak Republic,
2014a)

Development of legislative changes for differ-
ent types of entities in the financial statements is
presented in Table 2, Overview of legislative
changes for the preparation of financial state-
ments.

Table 2 Overview of legislative changes for the
preparation of financial statements

Date of
c(;rirrl‘zlrl‘iti::n Micro entity 2::33 Large entity
statement
31 Dzeoc 1e ;n ber measure of the financial statements
measure of the | measure of the financial
31 December | financial state- statements
2014 ments for micro
entities
measure of the measure measure of
financial state- of the the financial
31 December | ments for micro | financial statements for
2015 entities statements | large entities
for small
entities

Source: The authors

Financial statements of small and large entities
have the same basement of statements, as well as
general requirements, where they can indicate
whether they are large or small. Individual parts
of financial statement for small and large entities
are labelled:

» UEPOD I - 01 for Balance sheet;

« U& POD 2 - 01 for Profit and loss state-
ment;

« UgPOD 3 - 01 for Notes.

The most significant differences between
small and large accounting entities are in the
compilation of notes, especially in the range. For
a complete overview of reporting differences for
all three types of accounting entities see Table 3,
Differences in reporting.

Table 3 Differences in reporting

Micro Small
Descrioti L .
escription entity entity arge entity
Simplified,
Balance sheet 2 pages, 8 pages, 145 lines
45 lines
Profit and loss Simplified, .
2 pages, 4 pages, 61 lines
statement .
38 lines
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N o Not
Notes (contents Simpliied, | Simplified, simplified,
3pagesor | 5pages
for example): 11 pages or
more or more more
= Name, Yes yes yes
address
= Description
of activity No yes yes
performed
= Number of yes (only yes (only
employees some data) some yes
data)
= Overview of
long-term No no yes
assets
= Overview of
No no yes
reserve
= Statement of
changes of No no yes
equity
= Cash flow No no yes
yes (only
for other
= Related party | financial o Jes
transactions | duties and
contingent
liabilities)
= Events after
the date on
which finan- No Jes Jes
cial state-
ments are
compiled
= Accounting
principles Yes yes yes
and methods

Source: The authors

Conclusion

The aim of this paper was to provide an overview
of changes in financial legislation concerning
classification of entities for the latest period. The
legislation has passed significant changes in the
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financial statements and reporting data relative to
the introduction of new types of entities. Many
changes in data reporting in the financial state-
ments related to the interdependence of businesses
and transfer pricing. As shown in Table 2, ac-
countants and managers who are responsible for
the financial statements must not only monitor
changes, but also study the possibilities of each
classification allows. With the right knowledge of
the legislation so they can make decisions that
allow either to simplify the financial statements in
the case of micro entity, or on the other hand,
provide more comprehensive information for po-
tential investors and cooperation in the case of
small and large entity.
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Abstract

One of the possible motives of implementation of XBRL financial reporting standards is based on the auto-
matic production of high-quality data on company performance. Bearing in mind the fact that its application in
many countries of Europe, Asia and America is compulsory, it becomes clear that the only feasible way for our
companies is to accept the change as soon as possible and start working on the implementation of standards
with the support of the state.

It is necessary to accept that XBRL is an ideal solution for achieving the desired quality of financial reporting,
which is stated as an objective in all national accounting and auditing legislation. The aim of this paper is to
point to the possibility of adaptation of XBRL standards in the Republic of Serbia, with particular reference to
the standard implementation process in developed market economies and the neighbouring countries.

The motive for writing a paper on the topic of XBRL is more attractive than actuality, if we consider how far its
use went in developed countries. However, the need for solving the problems of financial reporting in our
country is an imperative and at the same time contains a scientific interest. The question is, whether the model
of implementation of XBRL in Serbia would differ significantly from the model applied in other neighbouring
countries.

Keywords
XBRL, implementation, comparative overview, proposed implementation.

1. XBRL standard — definition ing of the gap between different business systems.
XBRL is the global standard for business report-
ing (Hoffman & Watson, 2009, p.1).

XBRL is an XML-based programming lan-
guage, which was created in the so-called open
standard. It is available free of charge, market
oriented, open and global standard of exchange of
business information and thus it significantly
changes the way financial information is pre-
sented to internal and external users. XML is a
simple, flexible textual format designed to meet
the needs for electronic disclosure of large-scale

Bergeron argues that Extensible Business Report-
ing Language (XBRL) is a technological standard
for transparent business and financial reporting
that promises revolution in the finance industry.
With XBRL, standard based on XML (Extensible
Markup Language), companies can seamlessly
exchange financial data in real time (Bergeron,
2003, p. xi).

As the conceptual creator of XBRL, Watson
argues that its fundamental meaning is that it is a
language facilitating efficient and effective bridg-
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data. It plays a significant role in the exchange of
different data on the network. (Stergiaki, Stavro-
poulos & Lalou, 2013, p. 15).

XBRL enables the reuse of financial informa-
tion in an intelligent manner (Eierle, Ojala, &
Penttinen, 2014, p. 160). It is important to note
that XBRL is not a new accounting standard, and
does not require any changes of the existing ac-
counting standards. XBRL supports the existing
standards, providing extended consistency of once
entered data (SoftwareAG, 2002, p.5).

The technical specifications of XBRL were
developed by a non-profit international
consortium and their task forces, whereas the
specific taxonomies of individual countries are
developed by their accountants and experts. The
reason for this is that accounting rules differ from
one country to another, so that XBRL standard
specification must be carried out in each
individual country. Hannon defines XBRL as a
“standard for simplifying exchange of financial
statements, performance reports and other
business information between software programs”
(Hannon, 2005, p. 57).

The development of XBRL was fist initiated
by the American Institute of Certified Public
Accountants (AICPA) in July 2000, with the aim
to improve financial reporting in all its different
procedures, processes, within and outside
reporting companies (Arndt, Isenmann,
Brosowski, Thiessen, & Marx Gomez, 2006, p.3).

2. Functioning of the XBRL business
reporting standard

It is easy to notice that XBRL is an elegant
solution and a part of a broader set of
organizational and sociological relations within
national and international solutions. The original
design of XBRL sets the standard as a general
solution of the need for business reporting. The
specific areas of knowledge are represent in
taxonomies rather than in spedification. This
brings about a necessary dose of flexibility of
such a system (Debreceny, 2007, p.6).

The taxonomies (nomenclatures) provide rules
for defining XBRL tags. For instance, the
Generally Accented Accounting Principles
represent taxonomy (Software AG, 2009, 9.p).
We can also say that taxonomies are a set of
defined elements used by computers to understand
business data (Singerova, 2015, p. 136).

The initial development of XBRL taxonomy
and specific coding for the purpose of financial
reporting was carried out inernationally by a non-

Possible Avenue of Implementation of the XBRL Standard for Maximum Possible Efficiency of Financial Reporting ...

profit consortium of over 450 global financial
service and accounting organizations, and the
countries’ exchanges and regulatory bodies
(Gomaa, Markelevich, & Shaw, 2011, p. 155).

The XBRL standard should be accepted as an
“informatic standard set to only tag discrete
information. When these tags have been assigned,
it is possible to extract only the desired
information, instead of copying, or downloading
or printing entire documents. As the standard
enables approach to financial data of different
industries as well, it is also possible for the
obtained data to be easily and quickly comparable
(Poli¢, 2011, p. 271-272).

Taxonomy represents more than identifying
the content of an entered number. It can evaluate
and confirm that a piece of information related to
a certain item such as revenue, ammortization or
lease expiry date, is structurally correct, that is,
that the information is within a certain range of
values (for instance, only positive numbers) or has
a correct alphanumeric sequence (such as two
letters followed by five numbers). The
nomenclatures are extendable, which means that it
is easy for users to create adjusted tags when
necessary, and when the standard nomenclatre
does not describe or classify exeactly certain
items. In this, the tags do not have to be defined
only for accounting data (Ventana Research,
2008, p.4).

XBRL works by tagging data with a standard
description that enables other applications to
understand the meaning and the context of
specific information within a financial documents.
The result is data that is entered only once and
understood constantly and correctly every time
afterwards. There is no need for repeated entry
and there is no dilemma about what a number
once entered represents (SoftwareAG, 2002, p.4).

“In addition to the official, international parts
of the taxonomy of standards required for the
functioning of the reporting technology by the use
of XBRL, all countries that opted to utilize this
standard, and there are an increasing number of
them, also add to the existing environment of the
taxonomy certain elements of taxonomy
appropriate to the specific features of national
legislation. After verification, these parts become
an integral part of the international standard. Thus
individual parts of national taxonomies become
transpartent in the total worldwide environment.”
(Poli¢, 2006, p.377)

In support of the previous statement of author
Polic (2006) we show the process of XBRL
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reporting in the US, where there is just noticeable
the use of international taxonomy, as well as
national, in this particular case US-GAAP (Figure

1.

XBRL reporting in the USA

US-GAAP
RS

GAAP
- H,
| —
Taxonomies
Internet

Banks

Regulatory bodies

=
Databases

Internal

Figure 1 XBRL reporting process on the territory
of the USA
Source: Pasmooij, 2010

The fundamental difference between financial
statements created in .xIs or .pdf format is that
they can be read only by man, unlike XBRL,
which is readable by a computer. Thus XBRL
offers better and easier analyses (Singerova, 2015,
p-136).

Several parts must be in place before and
XBRL solution is implemented (SoftwareAG,
2002, p.7):

* Taxonomies must be developed and
approved for specific industries and
geopolitical areas. Countries must agree
with the accounting principles that XBRL
supports;

* Accounting experts must provide XBRL
documents as a part of their auditing
procedures;

* Accounting software sellers must have
products that are in copliance with XBRL

It must be noted that there is a large number of
commercial software using the principles of
XBRL reporting. Some of them are sophisticated,
must be purchased, require licenses and serious
training to be used. Apart from these, there are
cheaper, even free products enabling appropriate
analyses. The Securities and Exchange
Commission (SEC) itself provides a so-called
XBRL reader that converts interactive data into
those readable by man (Gomaa, Markelevich, &
Shaw, 2011, p.155).
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One of the simplest solutions perhaps is the
use of integrated web services. They are ideal
support to the use of XBRL standards as they are
based on the XML standard. Web services are
web based aplications or software components
achieving interaction with other web applications.
In this was they communicate and share data.
Thus web services feature as ideal architecture for
the automation of business processes by using
internet technologies. Furthermore, detecting
possible errors, which is a part of XBRL
specification, appears at the source of data rather
than when information already reaches a third
party (SoftwareAG, 2002, p.5).

3. The main factors of success of
XBRL

A condition that must be met for any XBRL
solution to be successful is its ability to convert
and channel financial information from existing
systems without influencing them. Information
that are not suitable by XBRL rules must be
converted into those that are XBRL supported so
that they can be used (SoftwareAG, 2002, p.7).

XBRL is also called “bar code for reporting”
and makes it as precise and efficient as possible. It
enables linking unique tags with facts in reports,
and allow (XBRL The Bussines Reporting
Standard, N/D):

= presenting reports without fear that they are
not correct,

= testing reports in relation to sets of set
rules, before verifying the correctness of
these reports,

* using information as it best suits users and
their needs, regardless of the difference in
language, currency, etc.,

* using information that are in accordance
with a set of predefined sophisticated rules.

For the use of XBRL to be successful, some of
the most serious mistakes in its use should be
avoided:

= Mapping errors feature as the most serious
of all errors. Mapping itself is a process
where all accounting concepts are
identified, as well as the related amounts of
a company’s report with the adequate
element from established taxonomies of
each country. Errors that occur are the
errors of creating unnecessary new
elements or the choice of of inadequate
elements from taxonomies;
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= Errors in extensions: extensions represent a
process of creating new XBRL elements in
taxonomies that contain the information
required for creating reports that are unique
for a certain company. Due to its
complexity, this process is in most cases
entrusted to third parties. It includes the
errors of inability to establish proper
mathematical relations between elements
and representing elements at the wrong
location in reports;

= Tagging mistakes: data tagging is the
process of approach to numeric and textual
data for financial reporting including the
expression of currency, time periods and
measure units. It includes errors in data
entry and ascribing incorrect expressions to
values of individual elements;

= Creation and validation errors, which imply
failure to validate an XBRL document
manually or with software.

Under the supposition that we are able to avoid
making these errors, we shall see numerous
benefits from the use of XBRL financial reporting
standard (overview in Figure 2).

Incorrect data
Increases the accuracy
of information

Figure 2 Benefits from the use o XBRL reporting
standard (Vyas, 2015)

Manual validation

The challenge of extraction
and conversion of a large
number of data

Automatic
validation

Need for automatic
data comparison

Increased

Need for flesibilty in efficiency

reporting and presentation

We can conclde that the XBRL standard
provides the following benefits of use (Poli¢,
2011, p.278):

= lower preparation costs, timely reporting
and greater flexibility of reporting,

= simplified approach to information,
transparency of information,
* information in general format for

distribution.
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4. Implementation overview of XBRL
in some developed market countries
of Europe

The section below gives an overview of adoption
of XBRL standards in the countries of the
European Union, in developed market countries
and neighbouring countries.

4.1. Implementation of XBRL standards in
developed market countries of the world

After the American Institute of Certified Public
Accountants (AICPA) decided to establish the
XBRL international consortium, 2002 also saw
the establishment of it national jurisdiction. Each
of them has the duty to create their own XBRL
applications and taxonomies, in compliance with
their models of financial statements. They also
have an educational role, explaining what are the
essential benefits of XBRL and providing
manners for its implementation (Escobar-
Rodriguez & Gago-Rodriguez, 2012, p. 97).

The resolutions of the European Parliament
dated 21 May 2008 and 18 December 2008 show
an obvious concern that XBRL should be
implemented at the EU level, with the aim to
improve reporting. It was specified that new
technologies, such as electronic reporting formats
like XBRL, can enable fulfilment of demands for
efficient, effective and rapid reporting.

The year 2012 saw the establishment of the
non-profit organization XBRL Europe, with the
objective of promoting a platform for creating and
exchange of business information at the level of
Europiean countries, promoting and supporting
the standardization of electronic business
reporting by the use of XBRL standards,
supporting European projects related to the XBRL
standard, developing European taxonomies and
contributing to the harmonization of national
implementation processes, etc. It must be
mentioned that the development of XBRL is
strongly supported by software producers, and
added that it is necessary to perform complex
analyses of these to make the choice appropriate.
(Enachi & Andone, 2015, p.187).

The European Central Bank plays the leading
role as the supervising bank to all other national
central banks in establishing a flexible, cost-
effective reporting system that does not produce
errors. Although the European Union has 28
member countries, plus 32 more outside the
European Union, with over 200 languages in use,
XBRL can be a unique tool for enhancing the
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competitiveness of European companies. The
Central Bank of Belgium has prescribed
compulsory reporting by the use of XBRL since
2007, and this obligation has been in force in
Denmark since 2012, in Spain since 2009, in
Great Britain since 2008, in Italy since 2011
(Singerova, 2015, p. 134).

Researching the acceptance and use of XBRL
in 100 companies from the European Union,
Stergiaki, Stavropoulos, & Lalou reached a
conclusion that most of them are satisfied with its
output and perspective, and that they strongly
support the use of the XBRL standard (Stergiaki,
Stavropoulos, & Lalou, 2013, p.14).

Altough the XBRL is not the only reporting
standard, German financial authorities have
chosen XBRL as the compulsory standard for
transfer of tax information since December 31,
2011. It is noticeable, however, that XBRL
enthusiasts have difficulties in persuading
decision makers in companies to accept it. By all
means, successful XBRL projects support their
introduction and exert pressure on competing
companies that still have not accepted it as a
solution (Felden, 2011, p. 162).

Two more XBRL projects are worth
mentioning, the Common Reporting (COREP)
framework and the Financial Reporting (FINREP)
framework, proscribed by the European Banking
Authority (EBA), the official supervisory body,
which represent the new European reporting
frameworks for harmonizing supervision and
reporting for regulated institutions (Accenture,
2015, p.3).

Table 1 Member countries of XBRL Europe and
XBRL International

XBRL Interantional IFRS XBRL Korea
XBRL Luxembourg XBRL Belgium AL
Luxembourg
XBRL Netherlands ~ XBRLCanada  oh-
Netherlands
XBRL Spain XBRL China XBRL Russia
XBRL Germany XBRL Denmark XB.R L South
Africa
XBRL France XBRLEurope - ypp) gpain
as an affiliation
XBRL Italy XBRL Finland XBRL Sweden
. XBRL
XBRL Belgium XBRL France Switzerland
XBRL Denmark XBRL Germany ~ XBRL Turkey
MR L XBRLFrance  XBRL UAE
Kingdom
XBRL Sweden XBRL India XBRL US
XBRL Finland XBRL Italy XBRL UK
XBRL Ireland XBRL Japan

Source: Authors
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Table 1 shows an overview of all members of
XBRL International and XBRL Europe in 2016.
The members of XBRL International are, in fact,
established jurisdictions that are representatives of
their own countries, and their task is to work on
the adaptation of standards in companies, on the
development of taxonomies, to provide training
and supply any other help. Each of the established
jurisdictions has some special tasks which are in
accordance with rues in force in certain countries
(XBRL International, 2016).

4.2. A comparative overview of
implementation of XBRL in the neighbouring
countries

Based on available data, the following section
gives an overview of the implementation process
in the Republic of Croatia, Republic of Montene-
gro and Republic of Slovenia.

Implementation of XBRL in the Republic of
Croatia

The current use of XBRL standards in Croatia is
at a very high level, as, like in Serbia, there is no
obligation to apply the standard, nor are there cur-
rent projects that would present its functioning in
real life. Only the Central Bank of Croatia uses
COREP and XBRL in reporting to EBA. COREP
is used quarterly for supervision of credit institu-
tions, which functions so that they forward reports
to the Central Bank in XML standard with the use
of Excel, and the latter extracts the required data
and converts them to XBRL format.

The Croatian Agency for Supervision of Fi-
nancial Services (HANFA) is also considering the
use of the XBRL standard, although in accordance
with the same principle as the above mentioned
example, because resources and time are saved in
this way. Apart from these two examples, no use
of the standard is recorded, apart from a few com-
panies that are trying to promote it, mostly by
organizing courses on this subject (Gostimir,
2015, p.37)

Implementation of XBRL in the Republic of
Montenegro

Having reviewed the relevant accounting legisla-
tion of Montenegro, we obtain the information
that, although there is an obligation to submit re-
ports in hard copy or electronic format to appro-
priate institutions, the legislation does not recog-
nize the importance of standardization of financial
reporting for the needs of information exchange.
This means that companies are forced to forward
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these reports to a large number of different bodies,
which definitely requires additional resources.

A key role in the implementation should be
played by professional organizations and the state,
which should implement all accounting legisla-
tion. Also, it is not clearly determined who has the
right and obligation to implement international
professional regulations, which consequently
means lack of supervision and control of profes-
sional accounts.

It is necessary for professional accounting or-
ganizations and regulatory bodies to initiate a
large number of activities for electronic book-
keeping and submitting financial statements. The
state must take over the greatest responsibility in
the entire process, including raising awareness of
the importance of XBRL (Marti¢, 2015, p. 289).

Implementation of XBRL in the Republic of
Slovenia

Although both Slovenia and Croatia are members
of the EU, it seems that not much is being done in
these countries when it comes to XBRL. Slovenia
uses the Common Reporting (COREP) and the
Financial Reporting (FINREP) frameworks for
financial reporting.

Although the professional literature in this area
is extremely scarce for all neighbouring countries,
it is noticeable that reports are submitted in elec-
tronic format as .pdf documents, Excel or Word
documents, whereas reporting in accordance with
the XBRL standard is not used although there is a
potential for its implementation in the future. If
some of the documents are compiled in accor-
dance with the standard, they are not publically
available (IFRS, 2015, p.1)

Slovenia definitely lags behind other EU
member countries in the application of the stan-
dards. The first step was made in 2004, when Slo-
venia signed a letter of intent with XBRL Europe,
but nothing has been done yet in this area apart
from a few well-intentioned proposals. It would
be necessary to establish national jurisdiction at
the state level first, and then form XBRL taxono-
mies and support everything with an appropriate
software solution which is in compliance with the
XBRL standard (Dolinsek, 2015, p. 63)

Implementation of XBRL in the Republic of
Macedonia

The Republic of Macedonia is a neighbouring
country that started preparatory activities for the
application of XBRL standard. Although jurisdic-
tion has not been established, it is planned for

XBRL to be implemented by regulatory bodies,
and the Government of Macedonia is the carrier
of this project (XBRL The Bussines Reporting
Standard, N/D).

Table 2 Comparative overview of implementation of
XBRL (the authors’ presentation)

Countries
£ - -
g Republic Repufblic Rep:fbllc Repufblic Rep:fbllc
of Serbia or Monte- or Mace-
Croatia Slovenia .
negro donia
Aware | Thereis There is Legisla- There is There is
ness awareness | aware- tion does | aware- aware-
of the about the ness not ness ness
need need for aboutthe | recog- aboutthe | aboutthe
for standardi- need for nize the need for need for
imple- zation of stan- impor- stan- stan-
men- financial dardiza- tance of dardiza- dardiza-
tation reporting tion of stan- tion of tion of
particularly | financial dardiza- financial financial
by profes- reporting tion reporting reporting
sional using using using
organiza- XBRL XBRL XBRL
tions
Pre- There are There is There is Prepara- Prepara-
para- no pre- no no tory tory
tory paratory obligation | prepara- activities activities
activi- activities to apply tory in plan has
ties the activities from started
standard 2004.
even
though
there are
afew
examples
of its use
In Republic of | Not part Not part In project | Not part
pro- Serbia is of any of any from of any
jects not a part project project 2004. project
taken of any (accord- (accord- (accord-
by project ing to ing to ing to
XBRL recom- available available available
Europ mended by | literature) | literature) literature)
e XBRL
Europe
Legal Thereisno | Thereis There is There is Govern-
sup- legal no legal no legal no legal ment of
port support support support support Mace-
for donia is
XBRL the
imple- carrier of
men- the
tation project of
XBRL
imple-
menta-
tion by
regula-
tory
bodies
Sup- Thereis a There is There is There is There is
portof | support of asupport | asupport | asupport | asupport
profes | profes- of pro- of pro- of pro- of pro-
sional sional fessional fessional fessional fessional
organi | organiza- organiza- | organiza- | organiza- | organiza-
za- tions for tions for tions for tions for tions for
tions standardi- stan- stan- stan- stan-
zation and dardiza- dardiza- dardiza- dardiza-
change/im tion tion tion tion
provement
of
accounting
acts

Source: Authors
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Based on a comparative overview given in the
table, we can conclude that the situation regarding
the implementation of the XBRL standard in all
listed countries, except not as significant differ-
ences, is very similar. Also, the steps in the im-
plementation of the XBRL in the world have simi-
larities and mandatory elements. With that in
mind, we consider that the steps in the implemen-
tation of standards in our country would not be
significantly different from those in neighbouring
countries, especially as starting points of each are
very similar. Some of the unavoidable steps of
implementation are legislative, support of profes-
sional organizations, the development of taxon-
omy, mandatory application for a particular circle
of companies, creation of software support etc.

5. Proposal for implementation of
XBRL in Serbia — how to choose the
appropriate XBRL solution?

“Financial statements should contain comprehen-
sible, relevant, reliable and objective information.
This information has multiple benefits for the ex-
isting and potential investors, creditors, business
partners and other economic and public actors,
and represents a basis for competent decision
making. Also, comparability of financial state-
ments of companies, which participate on finan-
cial markets, presents a key prerequisite for estab-
lishing and maintaining fair competition. Enhanc-
ing the quality of financial statement through
adopting best international practices is a process
occurring in the most developed market econo-
mies and financial systems as well, and, at the
same time, presents a challenge which is set be-
fore regulatory bodies and the accounting profes-
sion.” (Draft National Strategy for Improving the
Quality of Corporate Financial Reporting and Au-
diting, 2011, p.1).

This quotation is a part of the Draft National
Strategy for Improving the Quality of Corporate
Financial Reporting and Auditing for the period
from 2011 till 2020. If we read it closely, we will
notice that the demands are set before all entities
under obligation to submit financial statements in
accordance with all benefits provided by reporting
in accordance with the XBRL standard. The
XBRL standard is mentioned in the Draft only in
the section on harmonization and incorporating in
the subordinate legislation in the domain of su-
pervision of banks and external financial report-
ing, that is, in the article on banks’ financial re-
porting.
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Neither the Draft nor the Accounting Law
(published in Issue 62/2013 of the Official Ga-
zette of the Republic of Serbia), when mentioning
that the quality enhancement processes are also
conducted in the most developed market econo-
mies and economic systems, is it mentioned that
the majority thereof must use the XBRL standard
for financial reporting (America, Asia, all EU
countries, Japan etc.).

COREP and FINREP frameworks for financial
statements, as XBRL projects, are mentioned in
the Draft also only in the section on banks’ finan-
cial reporting in terms of analysis and accepting
EU recommendations for their use.

Reading both the Draft National Strategy for
Improving the Quality of Corporate Financial Re-
porting and Auditing and the Accounting Law,
one gets the impression that the state of Serbia,
i.e. its official bodies, still have more other prob-
lems to resolve in relation to accounting and au-
diting, and always new demands and new rules
occur, preventing the legislator from devoting
attention both to the XBRL standard and the pos-
sibility of its implementation.

Our country also has the National Accounting
Software Standard — RSS 33, revised in 2008,
whose objective is to “set the guidelines on pro-
cedures to be conducted when introducing and
operating the accounting software in the enter-
prise/organisation during both internal and exter-
nal audit, so that bookkeeping records and finan-
cial reports meet the requirements of the Account-
ing Law, adopted International Accounting Stan-
dards and International Auditing Standards in the
Republic of Serbia”. (National Accounting Soft-
ware Standard, 2008, p.2).

Reading this document, one gets the impres-
sion that reporting in compliance with the XBRL
standard can be fitted with all the points regarding
the requirements that users and producers of ac-
counting software should meet. This is another
argument in favour of implementation of XBRL
in Serbia.

If this should possibly happen, the following
mistakes should be avoided when choosing ap-
propriate software (VentanaResearch, 2008, p.3):

1. Internal software development, unless a
company has a good informatics sector
which is also very successful. In the oppo-
site case, this job should be delegated to a
third party because it almost always turns
out to be more cost-effective.

2. The producer’s claim that their product is
“integrated” should be analysed carefully.
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A system that is really integrated must have
several compulsory components, including
a central database, integration with source
data etc.

3. The assessment of the available option
should not be delayed. This will protect
you from unnecessary delays or bringing
inadequate information.

Furthermore, an integrated solution has the
following characteristics (VentanaResearch, 2008,

p-9):

= central data repository,

= tight integration with the source date,

= ability to gather data from the repository
into appropriate files in all the necessary
output format, such as Microsoft Word,
Adobe .pdf and XBRL,

* defined manner of work for process man-
agement,

= security and possibility of revision.

Figure 4 gives the answer to the question how
companies can submit their financial statements
using the XBRL reporting standard.

e

Source documents

sannual reports
*financial reports

—

[ Taxonomies \

= glossary of data defining
the mandatory elements
containedin reports

* contains tags,
references, footnotes,
caleulations and formulas

\_ foreach element /

Figure 4 How companies create documents in accordance
with the XBRL financial reporting mode
Source: Ying Mei, 2013

Resulting document

Tagging

+ assigning tags from = contains facts from

tavonomizsto all
elementsappearing in
the financial stateme detal

“tagging perfarmed by =can be reused and
means of atool is called transferall data
mapping

financialreports that
are described in

The following is of key importance for an ap-
propriate beginning of the introduction of XBRL
(Marti¢, 2013, p.117):

1. Never lose focus of the basic aim of intro-
ducing XBRL, which is efficient presenta-
tion of reports to investors and stake-
holders. Although the tagging process is
mechanical, the company must invest great
effort into the way it performs tagging.
This process is best done internally, by the
financial department.

2. From the beginning, the financial depart-
ment must be ready for the fact that tagging
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is a process rather than a quarterly or an-
nual project. It is considered to give the
best results, and that value grows in the
forthcoming years, as the number of tagged
data grows.

3. When it comes to the tagging process, there
are two basic approaches to implementa-
tion. The first, which represents some kind
of superstructure of the tagging process on
prepared reports (“bolt-on” approach), and
the other, which is integrating the tagging
process into the report creation process.
Experience has shown that the integrated
approach is more appropriate primarily be-
cause it reduces the possibility of errors,
and also enables greater control of the en-
tire process (VentanaResearch, 2008, p.4)

As for economic entities that adopt XBRL
first, it is noticeable that the XBRL standard was
first adopted by regulatory agencies, predomi-
nantly financial institutions (stock exchanges,
commissions for securities, tax authorities etc.),
which is understandable in view of the large
amount of financial statements that they process.
Later on, the standard is adopted by various busi-
ness organizations, software producers, investors
and analysts. It is prominent that there are various
agencies at the state level encouraging the imple-
mentation of XBRL, and after that supervisory
and regulatory agencies take over a significant
role in introducing XBRL because they control a
large number of business entities.

Figure 5 shows a possible way of implement-
ing the XBRL standard in Serbia.

«analysis ofthe current +developmentof pilot +development ofnational
reporting environmentand projects that will test the taxonomies

theform of submitting chosen companies +defining deadlines for
financialreports *inclusion of XBRLnto presentingtaxonomies
+formation of a national national legislation +defining the manner of

XBRL jurisdiction ssupportof professional application oftaxonomies

+Activerole of the Central organizations for +decisions on deadlines for

Bank of Serbia accounting compulsory application of

+imposethe compulsory +defining all the import; XBRLt ies for

use of XBRL standard on a milestones inthe stages of individual types of

certain circle of companies developmentand economic entities

application of XBRL +developmentofsoftware

solutions supporting
XBRL

Figure 5 Possible stages of implementing XBRL in Serbia
Source: adapted — Gostimir, 2015, p. 39

It must be pointed out that the road from the
recognition of the importance of introducing the
XBRL standard, through its compulsory character
and development of taxonomies, to implementa-
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tion is extremely long and bumpy, which can by
no means be an excuse for giving up, bearing in
mind that reporting in compliance with XBRL
standard is becoming a standard which will soon
be unavoidable.

Conclusion

The answer to the questions why countries and
companies should start with the application of
XBRL reporting standard on a voluntary basis
could be that it is becoming fairly certain that
there will come a time when the application of
standards will become compulsory, so that it is
much easier to be ready for such a scenario if we
have initiated this process.

It is a fact that state support is required on this
pathway, which is very difficult if it still has not
realised the benefits of implementation or simply
because due to the complexity of this task and
many other unresolved questions related to ac-
counting and auditing it is unable to devote efforts
to this task.

Analysing the processes of implementation in
the neighbouring countries, which all started from
the same basis, we reach a conclusion that the
situation in none of the countries is much better,
and that we share a large number of common
problems. The importance of the state is promi-
nent in all research to date as the key to initiating
the implementation process, so that the national
legislation points out that the work on a higher
quality of financial reporting is, in the broadest
sense of the word, responsibility of the state.

So, we can conclude that the answer to the
question posed in the introductory part of the pa-
per could be that models for XBRL implementa-
tion do not differ significantly in less developed
countries, and that further research into this topic
could bring a unique model applicable to all the
less developed countries of the region.

It must be noted that the conclusion was based
on the reading of the available literature, which is
scarce in this area. m

References

Accenture. (2015). “COREP” and “FINREP” Implementation
Chalenges in Bussines and IT. Retrieved June 20, 2016
from Accenture:
https://www.accenture.com/t20150714T065457__w__/u
s-en/_acnmedia/Accenture/Conversion-
Assets/DotCom/Documents/Global/PDF/Industries_3/A
ccenture-COREP-FINREP-Implementation-Challenges-
Business-IT.pdf

Arndt, H., Isenmann, R., Brosowski, J., Thiessen, ., & Marx
Gomez, J. (2006, November 6). Sustainbility Reporting
Using the XBRL. Retrieved May 11, 2016 from

STRATEGIC MANAGEMENT, Vol. 22 (2017), No. 1, pp. 012-021

Possible Avenue of Implementation of the XBRL Standard for Maximum Possible Efficiency of Financial Reporting ...

Bauhaus Website: http://bauhaus.cs.uni-
magdeburg.de:8080/miscms.nsf/4AE5CEFA594537DF5
C125743E00705200/17ADD1D1EDD598E4C12574D5
00296459/$FILE/IFU06.pdf

Bergeron, B. (2003). Essentials of XBRL:Financial
Reporting in the 21th Century. Hoboken, New Jersey:
John Wiley and Sons, Inc.

Debreceny, R. (2007). Research into XBRL - Old and New
Challenges. In R. Debreceny, C. Felden, & M.
Piechocki, New Dimensions of Business Reporting and
XBRL (pp. 3-15). Manoa: University of Hawaii.

Dolinsek, T. (2015, june). Model za preucevanje vpliva
dejavnikov na spletno racunovodsko porocanje
slovenskih podjetij. Retrieved June 15, 2016 from
Digitalna Knijiznica Univerza v Mariboru:
https://dk.um.si/IzpisGradiva.php?id=47225

Eierle, B., Ojala, H., & Penttinen, E. (2014). XBRL to
enhance external financial reporting: Shoul we
implement or not? Case Company X. Journal of
Accounting Education, 32 (2), 160-170.

Enachi, M., & Andone, |. (2015). The pprogress of XBRL in
Europe - projects, users and prospects. Procedia
Economics and Finance, 20, 185-192.

Escobar-Rodrigez, T., & Gago-Rodrigez, S. (2012). We
were the first to support a major is innovation. Research
into the motivations of Spanish Pioneers in XBRL.
Revista de Contabilidad, 15 (1), 91-108.

Felden, C. (2011). Charasteristics of XBRL adoption in
Germany. Journal of Management Control, 22 (2), 161-
186.

Gomaa, M., Markelevich, A., & Shaw, L. (2011).
Introduction XBRL through a financial statement
analysis project. Journal of Accounting Education, 29
(2-3), 1563-173.

Gostimir, D. (2015). XBRL Standard for Finacial Reporting
in Croatia: Current State and Perspectives. Business
Systems Research, 6 (2), 31-40.

Hannon, N. (2005). XBRL fundamentals. Retrieved
September 1, 2016 from Strategig Finance:
http://sfmagazine.com/wp-
content/uploads/sfarchive/2005/04/XBRL-XBRL-
fundamentals.pdf

Hoffman, C., & Watson, L. (2009). XBRL for Dummies.
Hoboken: John Wiley & Sons, Inc.

IFRS. (2015). Financial reporting filing requirements around
the world, Profile Slovenia. Retrieved June 2, 2016 from
IFRS Global Standards for the world economy:
http://lwww.ifrs.org/XBRL/Documents/Profiles/Slovenia-
8-June-2015.pdf

Marti¢, V. (2015). Application of XBRL-a in the Function of
Improvement of Quality of Finacial Reporting in
Montenegro. Economics and Organizations, 12 (4),
279-295.

Marti¢, V. (2013). XBRL kao pretpostavka unapredenja
kvaliteta finansijskog izvestavanja. XLIV Simpozijum,
Racunovodstveno regulatorno okruzZenje: podsticayj ili
ogranic¢enje privrednog rasta (pp. 106-130). Zlatibor:
Savez ra¢unovoda i revizora.

Ministarstvo finansija. (2011, October). Nacrt nacionalne
Strategije za unapredenje kvaliteta korporativnog
finansijskog izvestavanja i revizije. Retrieved
September 1, 2016 from Ministarstvo finansija:
http://mfin.gov.rs/UserFiles/File/predlozi/Nacrt%20nacio
nalne%20strategije%20za%20unapr%20%20kvaliteta%
20korp%20%20fin%20%20izvestavanja%20i%20revizij
e%20verzija%20za%20javnu%20raspravu(1).pdf



Emina Burkovi¢ et al.

Pasmooij, J. (2010, November 9). XBRL around the world'".
Retrieved September 15, 2016 from International
Federation of Accountants:
http://www.ifac.org/system/files/downloads/Pasmooij_X
BRL_Around_the_World.pdf

Poli¢, S. (2006). Finansijsko izve$tavanje na trzistu hartija
od vrednosti prema standardu XBRL. XLIV Simpozijum,
Racunovodstveno regulatorno okruZenje: podsticaj ili
ogranicenje privrednog rasta(pp. 374-410). Zlatibor:
Savez racunovoda i revizora.

Poli¢, S. (2011). Kvalitet finansijskog izve$tavanja u
digitalnom okruzenju. Zbornik radova (pp. 267-296).
Zlatibor: Savez racunovoda i revizora.

Savez racunovoda i revizora. (2008.). RSS 33 - 2003
Rracunovodstveni softver. Retrieved July 11, 2016 from
Savez racunovoda i revizora:
http://www.srrs.rs/savez/RSS%2033.pdf

Singerova, J. (2015). XBRL: Different Approach of
Utilization. Procedia Economics and Finance. 25, 134-
140.

SoftwareAG. (2002, December). Understanding the XML
Standard for Business Reporting and Finance.
Retrieved May 12, 2016 from XBRL The Bussines
Repotring Standard:
http://www.xbrl.org/business/general/softwareag-
caseforxbrl.pdf

= Correspondence

Emina Burkovi¢

Faculty of Economics in Subotica
Segedinski put 9-11, 24000, Subotica, Serbia

E-mail: emina@ef.uns.ac.rs

Possible Avenue of Implementation of the XBRL Standard for Maximum Possible Efficiency of Financial Reporting ...

Stergiaki, E., Stavropoulos, A., & Lalou, T. (2013).
Acceptance and Usage of Extensible Business
Repotring Languange: An Empirical Review. Journal of
Social Sciences , 9 (1), 14-21.

Ventana Research. (2008). Selecting the Right XBRL
Solution. Retrieved May 15, 2016 from Ventana
Researc:
http://www.ventanaresearch.com/assets/0/71/112/113/e
1c8bfb0-2dd4-48f2-a037-d81b88b79e79.pdf

Vyas, M. (2015, June 12). BSE moves to XBRL pattern for
reporting shareholding pattern with help of Microvista
Technologies. Retrieved May 31, 2016 from CMA
Sansaar: http://www.cmasansaar.com/public/1353

XBRL International. (2016). Jurisdictions. Retrieved August
29, 2016 from XBRL The Bussines Reporting Standard:
https://www.xbrl.org/the-consortium/about/jurisdictions/

An Introduction to XBRL (n.d.). Retrieved May 13, 2016
from XBRL The Bussines Reporting Standard:
https://www.xbrl.org/the-standard/what/an-introduction-
to-xbrl/

Ying Mei, L. (2013). eXtensible Business Reporting
Language a.k.a. XBRL in Malaysia. Retrieved June 10,
2016 from MahWengKhai &Associcates:
http://www.mahwengkwai.com/xbrl-in-malaysia/

STRATEGIC MANAGEMENT, Vol. 22 (2017), No. 1, pp. 012-021

21



STRATEGIC MANAGEMENT, Vol. 22 (2017), No. 1, pp. 022-029

UDC 336.7:658.153(497.1) Received: April 03,2016
Accepted: February 03, 2017

Marketing Strategy of the Territory in the
Investment Policy of the City

Albina Kiseleva
Omsk State University n.a. F. M. Dostojevsky City, Omsk, Russia

Abstract
The administration of the territory of the city involves multi-vector directions of socio-economic forces with the
view to creating a competitive investment-attractive environment. The territory of the city becomes a market
object, requiring the use of specialized economic instruments to enable increase of competitiveness of the
territory. In our opinion, such is the marketing territory.
Marketing of the territory within urban investment policy is directed to improving the territory’s investment im-
age in the eyes of potential investors, ensuring the expansion of influence of the territory in the external envi-
ronment; to creating a favourable and comfortable environment of vital activity of the urban population.
The development of marketing strategies for the territory entails the need to conduct regular monitoring of the
socio-economic situation in the territory, on the basis of which should be formed the program to improve the
competitiveness of the city. In fact, supporting these activities is based on the current actual practice of strate-
gic territorial management of the city, the search of formation and development of its competitive advantages
in the conditions of instability and uncertainty of its own territorial factors and factors of the external environ-
ment.
The result of the development and execution of the marketing strategies of the territory can become the mar-
keting passport of the city, which will provide answers to a series of questions:

= What is the socio-economic situation of the city and what is the prospect of its further development?

= What are the specific conditions and factors for the promotion or curbing the development of the terri-

tory?
= What should be the structure, content, volume of supply of territorial product(s) taking into account the
target consumer groups and opportunities of the city?
= |tis possible to generate a unique offer in the conditions of the economy of a particular city?

Keywords

Marketing of territory, marketing strategy, territory development, investment policy, competitive advantage,
strategy management, the competitiveness of the territory, investment passport, marketing passport of the
city.

1. The city territory as an object of vantage, proper placement of the institutional
the market forces and organizational incentives. The admini-
stration of the territory of the city involves multi-
vector directions of the application of socio-
economic forces with the purpose of formation of
a competitive investment-attractive environment.
This corresponds to the demands of market econ-
omy requiring compliance with the rules and con-
ditions of functioning of the market by all actors,
including city authorities.

The territory of the city itself becomes a mar-
ket object requiring the application of specialized
economic tools to increase the territorial competi-

In the large-scale cities, big challenge becomes
the mismatch between the rhythm and the speed
of current of the different socio-economic proc-
esses, which leads to instability of territory devel-
opment and growth of social tension. For opti-
mum functioning of the urban space in such con-
ditions, the factor that should be ensured is the
possibility of implementation of a qualitative ap-
proach to the management of the territory with a
competent definition of social and economic pri-
orities, allocation and retaining competitive ad-
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tiveness. This instrument must necessarily focus
on the key quantitative parameters of the city,
such as population size, the scale of the urban
space, the volume and value of the urban econ-
omy, the number of business entities and a num-
ber of others, to interpret them in practice in a real
mechanism considering the influence of urban
quality indicators. Such is the marketing of the
territories, which included elements of traditional
marketing: the price and the product itself, its
promotion and positioning. This direction of ac-
tivity of local authorities is not common, but due
to the need to solve the problems of increasing
investment attractiveness of the territory and the
understanding of the role of cities in the existing
regional and national territorial division of labour.

2. The marketing of the territory

Local authorities and management should deter-
mine for itself the marketing of the territories as
an instrument of urban economic development,
which integrates the management of specific sec-
tors and industries of vital activity of the city. At
the same time, the city is the economic entity,
which should attract potential investors, offering
them the resources, having existing positive rec-
ommendations for the support and implementation
of past projects and effective advertising itself in
the current period. In considering the essence of
the marketing of the territory questions are raised:
what is the marketing product and how can it be
positioned? On the one hand, such a product can
be a package of proposals of the industrial and
consumer market, aimed at ensuring the urban
economy and the satisfaction of needs of the ur-
ban community. It is defined as the internal mar-
keting. On the other hand, the city can have a
complex of city-forming enterprises and generate
the unique offers for external investors. This is the
external marketing. Questions of pricing and pro-
motion of urban space and the processes of the
strategic marketing development follow this.

At the same time, the marketing of the terri-
tory can be determined, as an ideology that pro-
motes changes in all spheres of vital activity of
the city and makes them work on its tasks by ex-
panding urban influence and creating a positive
reputation, and as a complex of actions of the ur-
ban community, which is aimed at identifying and
promoting their interests to carry out certain tasks
of the socio-economic development (Vizgalov,
2008, pp. 11-12). The local authorities carry out
the professionally controlled activation on the life
of the city, perceiving in feedback mode the sig-
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nals that are come from different spheres of the
urban economy and the urban community. These
signals are generated on the basis of urgent prob-
lems and needs, interests and growth points of the
territory. In its turn, the response finds its em-
bodiment in the necessity of taking the manage-
ment decisions of investment character.

Within the development of the investment pol-
icy by local authorities attention is increasingly
given to the preliminary marketing research and
identifying the pool of potential investors. The
marketing of the territory within urban investment
policy becomes a tool that is directed to improv-
ing the territory’s investment image in the eyes of
potential investors, ensuring the expansion of in-
fluence of the territory in the external environ-
ment; to creating a favourable and comfortable
environment of vital activity of the urban popula-
tion. From this point of view, the conditions of
investment activity of the city authorities are de-
fined by the elements of attractiveness of the terri-
tory, such as its economic and geographical loca-
tion, favourable natural and climatic features, ar-
chitectural appearance and rational zoning, trans-
port and leisure infrastructure, products of local
enterprises, etc.

A competitive investment environment makes
the process of comparison and competition of the
territories with each other for creation of the most
favourable conditions for of vital activity of own
population, the economic conditions of economic
agents, the investment climate, for the formation
of a favourable image of the territory and the
maintenance of a stable interest on the part of the
various social communities, the authorities, the
international organizations and the governments
of foreign states.

In particular, when considering one of the
marketing directions — the marketing of tourism, it
is possible to highlight the most unified require-
ments, which affect the development of the tour-
ism industry, namely (Geography recreational
areas, 2015):

1. Natural and climatic attractiveness;

2. Cultural and historical resources;

3. Quality standard of hotels and accommoda-
tion facilities of the tourists, catering ser-
vices and all service industry, accordance
of the world standards available in the area
of tourism infrastructure, the availability of
excursion and cultural and entertaining
programs;

4. Operational transport and information ac-
cessibility;
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5. Political stability in the region and a guar-
antee of the personal safety;

6. International fame and prestige of the place
(the image of the territory).

According to experts Strategy Partners Group,
leaders among the Russian regions in the competi-
tiveness in the tourism industry are the following
regions: 27 Russian regions have favourable con-
ditions for the development of the entertainment
tourism, among which Moscow, St. Petersburg,
Krasnodar Kray, Stavropol Kray and Moscow,
Kaliningrad, Leningrad, Nizhny Novgorod, Sam-
ara, Rostov regions; 20 Russian regions have fa-
vourable conditions for the development of the
business tourism, including Moscow, St. Peters-
burg and Moscow, Nizhny Novgorod, Novosi-
birsk, Kemerovo, Omsk and Sverdlovsk Regions,
Krasnoyarsk Kray, Krasnodar Kray. The most
important factors of the development of tourism
were considered in assessing the competitiveness
of the regions. In particular, as such for the enter-
tainment tourism were the natural conditions, se-
curity, a distance from key customer markets, the
level of the development of transport infrastruc-
ture and others. For the business tourism were
taken into account the business activity in the re-
gion, the level of development of the hotel infra-
structure, business environment, etc. A suffi-
ciently large number of Russian regions have a
high potential for tourism development. Accord-
ing to the forecast in the year 2028, the number of
tourist arrivals in the regions of Russia under the
worst scenario of raw material development of the
Russian economy will grow up by three times,
with innovative development — almost five
times.(Stimulating tourism development in Rus-
sian regions — new opportunities, 2015).

Development gets a direction of the industrial
tourism that is new for Russia. For example, ex-
cursions to the brewery of the company SUN In-
Bev in Russian, tours of the Museum and the fac-
tories of OJSC Siberian Chemical Combine, Sev-
ersk-city, visit the Museum of History and Tech-
nology OJSC Kirovsk Zavod, St. Petersburg, the
factory tour FOREMA-KITCHENS, Moscow and
others. It has a wider practice of the industrial
tourism events abroad: excursions to the Royal
porcelain factory in Delft, the Netherlands; seen
JAGUAR factory in Castle Bromwich, Birming-
ham, United Kingdom; excursions to the AIRBUS
factories in Hamburg and Bremen, Germany, etc.
(Industrial tourism, 2016).
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3. The marketing strategy of the cities

Integrated marketing strategies that rely on high-
quality investment policy, in relation to residence
of the urban community are one of the directions
of strategic territorial management, as they allow
to answer the questions “how to develop and
promote the territory?” and “how is more profit-
able to present its territory regarding others
(neighbours, similar) the territories?”. Situations
of competition between the cities did not arise in
conditions of the planned economy in the Soviet
Union: there was the task of an alignment of terri-
tories by the level of socio-economic develop-
ment. Modern competitive practice of cities set
new forms of the strategic management of territo-
ries, taking into account the factors of success of
business entities, the mobility of capital and the
working population, improving the quality of vital
activity of the territory and its population. Various
resources of the development are becoming the
objects of urban competition. In the presence, rea-
sonableness, effective and rational using of its
resources the city can achieve its strategic goals
and objectives of the management.

In the cities, a competitive investment envi-
ronment also creates a set of conditions that de-
termine the possibility of economic entities to
carry out a successful business activity. The com-
petitive investment environment can be character-
ized by the annual increase of the number of eco-
nomic entities and number of people employed in
various sectors of the economy; heterogeneity of
the development of competition in the different
markets of goods and services; presence of local
monopolists in certain segments, etc.

In fact, the development of marketing strate-
gies of the territory entails the necessity of carry-
ing of regular monitoring of its socio-economic
status and monitoring of the territorial resources.
Providing these events is based on the current real
practice of the strategic territorial management of
the city, the marketing research of formation and
development of its competitive advantages in
conditions of instability and uncertainty of its own
territorial factors and environmental factors. Mar-
keting research objects become the capacity and
the level of monopolization of the market its con-
juncture, variety territorial and resource specific
features, economic territorial trends, qualitative
and quantitative indicators of the competitive en-
vironment, novelty and the competitiveness of
products, quality of the products and additional
advantages, the duration of life cycle, consumers
and their needs, pricing processes, elements of
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promotion and marketing communication chan-
nels, systems of sales, etc. The result of marketing
researches is a forecast of the market develop-
ment, segmentation and positioning of products.

Marketing strategy of the city is also in the
choice of variants to work with target segments.
Segmentation process consists of two stages —
macrosegmentation and microsegmentation that
enable us to prove the choice of the appropriate
variant. Macrosegmentation is a three-stage struc-
ture, which takes into account the function of
needs — the “what™ is satisfied; technology — the
“how* needs are being met; consumer groups —
the “who* gets satisfaction. This is the answer to
the question: “Why have consumers implemented
their choice of a concrete territory, what needs
and desires consumers do they hope thereby to
satisfy? “The territory may be of interest as a
place of permanent residence, place of temporary
residence, permanent place of activity, temporary
place of activity. Depending on the specific needs
of clients it is specified which areas are most sig-
nificant characteristics for a particular group of
customers. In reply to the second question - the
“how” needs are being met — it is important to
assess in what image the potential customer will
be performing. He will be the user of the territo-
rial product or the buyer, namely a potential cus-
tomer will be to receive public services, resources,
goods of the territory on a free or paid basis. Indi-
viduals, commercial organizations and public
(non-profit) organization are selected as consum-
ers of the territory product (Sachuk, 2009, p. 105).

Microsegmentation contributes to a clearer
representation of segments, homogeneous in
terms of the expected merits of the products, and
different from other segments, allows to designate
the special characteristics and needs of each seg-
ment of the market as well as identify common
needs, expectations, the needs of all groups of
consumers, for example, the safety on the streets
or the convenience of transportation. This allows
for territorial management in the interests of the
entire urban community, and on the other hand,
implements the targeted programs to support spe-
cific groups of the population and businesses, tak-
ing into account the specificity of each microseg-
ment (Sachuk, 2009, p. 107).

Types of marketing strategies according to the
method of implementation are presented differ-
ently, which allows each city depending on its
geographical, extensive, social, managerial char-
acteristics, choose the kind corresponding to its
socio-economic status and resource endowments.

Marketing Strategy of the Territory in the Investment Policy of the City

Vizgalov (2008, p. 27) identifies the following
species pairs:

= the external (the target audiences outside
the city limits) and the internal (the target
audiences inside the city) marketing,

= the hierarchical (the single management
centre) and the network (the several inde-
pendent management centres) marketing,

= the integrated (focus on changing the entire
city environment) and the object (base —
the individual objects of the city) market-
ing,

= the evolutionary (continuity of the urban
environment, filling-in of the image) and
the revolutionary (forming of new image
from scratch on the basis of new ideas)
marketing,

= marketing “the good life* (consolidation of
the city's reputation, advertising success)
and marketing survival (a method of self-
preservation of the urban community),

= marketing stimulation of the growth points
(stimulation of the strengths of the city)
and marketing solving problems (pulling
up the weaknesses),

= marketing attraction (stimulation of in-
vestment inflows, tourists attention to the
city) and marketing limitation (deliberate
restriction, control excessive attention to
the city),

= marketing “correction model*“ (short-term
effects) and marketing “correcting reality*
(long-term effect),

= the differentiated marketing (targeting of
the marketing company at once on some
segments of the target audience with the
development of a separate proposal for
each of them) and the undifferentiated
marketing (targeting of the marketing com-
pany the entire market at once with one and
the same sentence),

= focusing on the process of segmentation,
Ivanov (2006, p. 123) allocates species
such as:

» the undifferentiated marketing which en-
compasses quite a wide range of consumers
of the limited nomenclature of products
with a range of prices and a unified market-
ing program without taking into account
the different consumers,

» the differentiated marketing, which is de-
veloping the programs to one or two seg-
ments,
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= the concentrated marketing, which covers
one segment using a single product and a
single program of the marketing in that
case, if this segment is quite large and is
characterized by special requirements.

In the United States, a result of application of
the revolutionary strategy of the marketing the
town Halfway with a population of 350 people,
located in the state of Oregon, in January 2000
was renamed the Half.com. The combination of
the undifferentiated marketing strategy and the
marketing of attraction of a powerful administra-
tive resource allowed Sochi city (Russia) to be-
come the first federal marketing project. The ob-
ject strategy is implemented, for example, in the
cities, where the whole spectrum of the city's at-
tractions is associated with the famous person:
Chekhov City and Pyatigorsk City (Russia). Inte-
grated marketing strategy has been implemented
in preparation for the celebration of the Millen-
nium of Kazan city (Russia), which affected the
interests of all citizens and changed the urban
space.

4. Investment and marketing
passports of the cities

As a rule the investment passport became wide-
spread in practice, which enables giving a presen-
tation about the competitive advantage of the ter-
ritory, about products (the investment projects)
that the city offers, and their pricing. So, for ex-
ample, the competitive advantages of Omsk city
include a middle position between the European
territory of Russia and the Far East, a proximity to
the Asian markets, which is the winning factor for
the establishing and maintaining of external eco-
nomic relations with Kazakhstan, China, Uzbeki-
stan, Mongolia, and Republic of Korea. There
operates a progressive legislative and regulatory
framework of the state and municipal support of
investors, including tax incentives and budgetary
subsidies. There exists the infrastructure to sup-
port small and medium-sized enterprises and the
high concentration of network commerce, indicat-
ing a well-developed consumer market. The city
is a major educational centre of Siberia with ex-
tensive experience of training specialists with
higher and secondary special education. In the
Investment passport of Omsk city are presented
investment destinations such as integrated devel-
opment of the central part of the city, the devel-
opment and manufacture of equipment of inte-
grated provide natural gas, the serial production of
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amphibious hovercraft, superconducting tech-
nologies, screening for cancer diseases using sa-
liva, organization of production of the forming
articulating spacers (prosthesis) of the joints, a
construction of the hotel Marriott (Investment
passport of Omsk city, 2016). In Novosibirsk, the
investment proposals are presented in the form of
the project for the construction of a bridge across
the Ob River, a reconstruction of the social facili-
ties, the project for the development of built-up
territories, construction parking areas, a transfer to
concession of municipal baths, a selection of plots
for various construction purposes (Investment
passport of Novosibirsk city, 2016).

However, the issues of positioning and promo-
tion, taking into account existing and subse-
quently changing market circumstances and con-
ditions are not reflected in this document. In the
long-term temporal dimension, it requires a more
deployed display of the current and projected
situation in each market segment. The city should
be represented as a unified formed socio-
economic complex capable of adapting to external
influences, finding adequate circumstances for
this, able to survive in unstable economic condi-
tions. The result of the development and execu-
tion of the marketing strategies of the territory can
become a city marketing passport, which will al-
low answering a number of questions:

* How is the socio-economic situation of the
city?

* What is the prospect of its further devel-
opment?

= What are the specific conditions and fac-
tors for the promotion or containment of
development of the territory?

=  What should be the structure, content, vol-
ume of proposals of territorial product
(products) into account the interests of the
target groups of consumers and the oppor-
tunities for the territory?

= Is it possible to form the unique proposals
on the territory of a particular city?

For answers to such questions in a marketing
passport should be a number of sections, such as

* Information about the city, which deter-
mines the urban community context and
the extent of its activity;

= The prevailing culture and its individuality;

* The business and functional theming of the
city;
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* The investment projects and the possibili-
ties of the formation of unique proposals
decorated in an investment passport of the
territory;

* The results of the diagnosis and regular
monitoring of city-forming territory foun-
dations, infrastructure serving the city;

* Entrepreneurial activity;

* Prevailing communicative practices of the
authorities, the business sector and the pub-
lic sector.

Urban culture that has developed historically
and has received the development under the influ-
ence of different social, religious, national, organ-
izational and other trends affects the socio-
economic condition of the territory and introduces
adjustments to the content of the investment pol-
icy of the city. Because the so-called economy of
cultural events (permanent and occasional) be-
comes profitable industry especially in cities that
are famous for their historical and cultural heri-
tage and traditions (the cinema festivals in Cannes
and Moscow; the international air shows in Farn-
borro, Le Bourget, the carnivals in Rio de Janeiro
and the city of Venice, the celebration of the Mil-
lennium of the city of Kazan, holding the Summer
Olympics in Sochi city).

The contribution to the investment activity
make the territorial branch trends caused a mono-
functional or multi-functional economy. For ex-
ample, the young northern cities, orientated only
on the oil and gas extraction, contribute little to
perception by the general public as the territories
for permanent residence (Megion city, Gubkinsky,
Muravlenko, Nefteyugansk City).This is followed
by the urban community’s unwillingness to par-
ticipate in the investment processes of develop-
ment of these cities. Multifunctional economy
implies support for sectors that match the com-
petitive advantages of the city and contribute to its
current and future development. To under-
stand, with which objects of the urban economy
will have to deal, needed the procedures of sec-
toral diagnostic, ensuring systematization and
cataloguing of information about companies, or-
ganizations, institutions. City-forming enterprises
as the basis of a multifunctional urban economy
can be distinguished separately, since the authori-
ties and potential investors are oriented on them in
the first place, and it is these enterprises form the
economic realities in cities with a monofunctional
economy. Some examples of city-forming enter-
prises are presented in the table.

Marketing Strategy of the Territory in the Investment Policy of the City

Table Examples of the main city-forming enterprises

in Russia
City City-forming Kind of activity
enterprises
Yekaterinburg | Uraltransmash Production of
vehicles
Ural Optical and Production of
Mechanical plant optical equipment
Chelyabinsk 0JSC Chelyabinsk Production of
Metallurgical plant steel long prod-
ucts
0JSC Chelyabinsk Production of
Tube Rolling plant steel pipes
Kurgan 0JsSC Manufacture of
Kurganmashzavod machinery and
equipment
Tyumen Tyumen branch of Transport
Sverdlovsk Railways
0JSC Tyumen Manufacture of
Accumulator plant electrical
equipment
Salekhard 0JSC Yamalzoloto Mining
0JSC Salekhard Fish | Manufacture of
Canning plant food products
Novy Urengoy | LLC Gasprom Mining | Mining
Urengoy
Khanty- 0JSC Ugra Territorial | Production and
Mansiysk Energy Company distribution of
energy
0JSC Khantyman- Geology
siyskgeofizika
Nizhnevar- CJSC Nizhnevar- Drilling operations
tovsk tovskburneft
Perm 0JSC Perm Engine Manufacture of
Company machinery and
equipment
CJSC Perm Pulp and | Pulp and paper
Paper Mill industry

Source: Turgel, 2010

Since the 2000s, in European and American

cities have seen the spread of theming of cities
and their respective marketing strategies, which
includes accounting for target audiences, their
interests and territorial issues, needs and chal-
lenges that the cities put before the authorities.
The basis of an urban theme are pawned manufac-
turing and sectoral specification, individual char-
acteristics of the territory, feature of the historical
path of development, which should contribute to
the formation of the city's competitive advantages.
For example, the city of Omsk is represented by
enterprises of oil refining, chemical and petro-
chemical, food industry, machine-building and
innovative enterprises, and enterprises producing
radio-electronic products. (Industry of Omsk City,
2016). To become successful in the market, the
city also should be able to develop a unique pro-
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posal, which defines a standard format of posi-
tioning of the city indicating the specific urban
investment platforms; the advantages that the in-
vestor can obtain in the case of financing; recom-
mended for the investor profitable forms of in-
vestment; a suggested timeframe for implementa-
tion of the project, etc. When all the investors as
the representatives of the target audience get ex-
actly the same standardized information about the
city and a necessary representation about it, its
desired image is formed faster (Vizgalov, 2008, p.
42). As a rule, the investment platforms are pre-
sented in the form of specific plots of land and a
view of their permitted use or certain enterprises
that provide their vacant spaces and manufactur-
ing capabilities under a lease or sale. At the pre-
sent time the authorities estimate the investment
attractiveness of the city only by the number of
investment platforms, without taking into account
their cost and quality characteristics, economic
and social potential of their use both for the city,
so for the potential investors.

A well-developed city marketing strategy im-
plies active involvement of urban community to
the strategic management of the territory, the de-
velopment of public-private partnerships, and
achievement of consensus between all the mem-
bers of the urban community in the search process
of the balance of territory interests. This means
that the authorities should give particular attention
to the formulation of communication with the rep-
resentatives of the urban community as the main
subjects of the formation and implementation of
the strategic directions of development of the ter-
ritories, customers and consumers of marketing
territorial developments. It is necessary to pay
special attention to such lobbying resources of the
city, as the electoral and protests resources that
can disrupt the delicate balance of the existing
socio-political forces in the territory or can form a
powerful support of the interests of particular so-
cial groups or enterprise structures.

The degree of activity of the citizens is possi-
ble to estimate through their participation in vari-
ous urban projects, support of the different activi-
ties of the authorities etc., so as the direction of
the process of involvement of urban community in
formulation of the marketing strategy of the terri-
tories should highlight the following.

1. Carrying out social monitoring of the terri-
tory in order to identify of key territorial is-
sues, setting priorities according to direc-
tions of activity of the local administration,
obtaining an array of high-quality informa-
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tion with the address list of the specific
problems. Social monitoring allows study-
ing the public opinion systematically
through the organization of sociological re-
search and population surveys to provide
feedback to the authorities with the urban
community (citizens, heads of the small
and medium enterprises). Social monitor-
ing consists of a comprehensive assessment
of the quality of life of the population al-
lowing forming the priorities and directions
of social and economic development of the
territory based on a system of objective and
subjective indicators.

2. Public hearings and discussions of key di-
rections of the marketing of the city, pro-
grams of socio-economic development of
the territory, projects of popularization of
the historical, industrial and cultural heri-
tage of the city. In order to expand the pos-
sibilities of strategic management, the local
authorities should allow participation in the
hearings, discussions and decision making
those active groups and sections of the
population who detect and pose in front of
them problems.

3. Support program initiatives of the urban
community by the local authorities in mat-
ters of development of the territory. For-
eign experience demonstrates the practice
of the program-target management of the
development of urban communities, ini-
tially meaning direct participation of the
communities themselves in this process.
The management capabilities of the local
community are still not used in full due to
lack of well lined up mutual relations with
the local administration.

Assessment of the degree of monopolization of
the local market enterprise structures will allow a
potential investor to make a conclusion about his
possibilities for entering the relevant market and
access to municipal orders and specific projects,
the availability of administrative barriers. Consid-
erable importance is the willingness of local au-
thorities to go on contact with the already existing
in the territory investors and with potential inves-
tors. From this point of view, not only attracting,
but also retention of an investor, not only reten-
tion, but also the expansion of investment contacts
and increasing the number of joint investment
projects with them on a long term basis become
the main challenges for the local authorities.
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Therefore, in its complete form the marketing city
passport can serve as the basis for the develop-
ment of a unified program for improving the
competitiveness of the territory, where all the in-
vestment efforts of local authorities for effective
social and economic development of the city are
concentrated and improve the quality of life of the
urban community.

In this way, the current economic reality, the
complexity and precipitancy of social and eco-
nomic processes require the introduction of new
investment instruments that will contribute to a
systemic approach to solving the territorial prob-
lems. It should also be emphasized that it is not
necessary to focus on the development and im-
plementation of one marketing strategy of the city
in the same quality of its presentation during sev-
eral years. It is advisable to carry out a consistent
policy of implementation of the complex market-
ing strategies, taking into account the existing and
potential problems, a real and prospective poten-
tial of the city attractiveness, financial and other
opportunities with respect to the implementation
of the strategy. The authorities should be inter-
ested in the reality of arrangements to ensure im-
plementation of the marketing strategies of devel-
opment of the city, because the city growth leads
to an increase of resources, and, consequently, a
strong and effective socio-economic program of
actions for the future. @
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Abstract

According to Lea (1998) one definition of a family business says that the family business is a venture which is
undertaken for family needs; it builds on the family's abilities; it is a family hand and mind work; it is guided by
ethical and spiritual values of the family; it is characterized by a family’s long-term commitment, and the suc-
cession of family business depends on the heritage of the children as the value of family name. According to
these criteria and the quantifiable conditions of family businesses the authors regard the Dudits Hotels Ltd as
a typical family business and the authors show this hotel's case as a case study. As a theoretical starting point
they referred to the system theory and resource-based approaches of a family business, to the literature mile-
stones of familiness and to the domestic and international empirical preceding topics of family businesses
succession.

Based on this theoretical background, this study analyses the manifestations of the unique resources coming
from the family involvement, so-called familiness, and the effects on management, organizational and control-
ling functions and the corporate strategy of the intergenerational succession (generational change) presenting
it and taking it under the microscope with the help of the active West Pannonian second-generation family
company. During the research the used case study method allows two approaches (both the qualitative and
the quantitative point of view), and the result opens the door to make a complex, using good and bad prac-
tices, emphasizing a success and failure holistic evaluation on the family business succession. It gives a start-
ing point of the quantitative research which will focus on the domestic medium-sized enterprises.

Keywords
Familiness, family business, intergenerational succession, family involvement, strategic renewal.

Introduction terpret the past, proven business model, their
business strategy due to the generation change,
the professionalization and internationalization
dilemmas. These enterprises have started the
business for the regime change or for their inter-
nal personal driving force.

In the present study a second-generation fam-
ily business in western Hungary is presented to
show the differences between the family and non-

Family businesses have a strong economic sig-
nificance in terms of the contribution to GDP and
the number of employments on macro level,
which has been shown in several international
studies (Astrachan-Shanker, 2003; Mandl, 2008;
Zahra, Neubaum & Larraneta, 2007). A signifi-
cant proportion of the family business within a
domestic relations system is now forced to rein-
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family businesses features, and the resources of
family business for the family present existence,
the so-called. invisible, or “intangible” resources
for the symbiosis of family and corporate subsys-
tems, and finally the determinant factors of suc-
cessful change of generations and generational
change in approach from the perspective of a suc-
cessor ways.

1. Literature review

1.1. The specific characteristics of family
businesses

For our own research design development one has
to understand this diversified inescapable concep-
tual system to review the qualitative and quantita-
tive characteristics which are the bases to separate
and define family and non-family businesses
(Klein, 2000). The research studies on family
businesses usually using one or more specific cri-
teria (ownership, management, family involve-
ment dimension, generational change — succession
intentions within the family, etc.) to distinguish a
family-owned and non-family businesses (Chris-
man, Chua & Sharma, 2005; Shanker & As-
trachan, 1996; Kowalewski, Talavera & Stetsyuk,
2010; Lee, 2006; Martinez, Stohr & Quiroga,
2007; Maury, 2006; McConaughy, Walker, Hen-
derson & Mishra, 2001).

Among the main characteristics of family
businesses, the following are mentioned most of-
ten: nepotism, paternalism, resistance to external
managers, too personal investment decisions,
long-term orientation, preserving the family influ-
ence through the generations, market niches map-
ping, rigid and closed culture of risk aversion.
According to Stewart & Faith (2012) the main
differences between family and non-family busi-
nesses are shown in Table 1, which uses eight
viewpoints to provide an overview of the main
differences between family and non-family busi-
nesses (ownership, governance, remuneration
(motivation), along with the eight aspects of ca-
reer, achievements, leadership, networking, and
management).

Table 1 The main differences between family and
non-family businesses
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Transparent Internal dominance,
Impenetrable
Results Mostly economic Non-business type,
type, Family's private
Private profit is not profit,
typical, Minority
Protection of minor- | shareholders
ity shareholders vulnerability
Motivation Based on the results | Linked to property,
and performance family members are
according to uniform | pampered,
criteria particularistic
considerations
Networking External business Basedona
type relations, relationship of
Non-personalized kinship relations,
social responsibility, | Personalized social
Business and family | responsibility,
sphere are sepa- Diffuse roles
rated
Leadership Leaders perception Long-term
depends on the employment of the
results, Formal leaders, Informal
training, Many learning (“practice
variations of makes perfect”),
successions Transfer within the
family
Career Career of “paid” Career of family
managers, members,
Short-term career Long-term career
plans plans
Management | Delegating tasks, Autocratic
Formalized management,
management and Organic, mutual
control, Innovative accommodation,
Rent-seeking, inno-
vation suppression

Source: Based on Stewart & Hitt, 2012

Viewpoints | Non family business Family business
Ownership Scattered, Concentrated,
non-kinship based, kinship-based,
well diversified Non-diversified
Governance | Control and owner- | Control and
ship are separated, ownership are in
External influence, relation,

Based on the systems theory approach of the
family business the family business is the set of
interactions of the entrepreneurship where the
interaction of family subsystem and the business
subsystem can be characterized by positive and
negative mechanisms. The result of the interaction
between the two subsystems is a family business,
which is in connection with the characteristics of
(somewhere competing, somewhere cooperating)
quasi subsystems. The theoretical approaches to
roots of family business systems date back to the
1960°’s and 1970’s. The traditional system, which
is now regarded as a classic model, is the so-
called double-loop approach that a family busi-
ness is the aggregation of two overlapping subsys-
tems, that is, the family subsystem and the busi-
ness system are in one consisting subsystems. In
connection with the double-loop approach the
publishing activity in 1980 was geared to how this
simplistic approach converges to reality, that is,
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what other circles can be expanded into a model
for example, the ownership and management is-
sues (Tagiuri & Davis, 1982). The result is a tri-
ple-loop model, which a combination of family,
the business (and management), as well as of the
owners subsystem. The constructive approach
based on three subsystems distinguishes seven
actors in the family business, as follows:

1. Family members (excluding property and
corporate role)

2. Non-family shareholders

3. Non-family member employees without
shares

4. Family members who have shares, but do
not work in the company

5. Employees holding shares who are not
family members

6. Family members without shares and they
are working for the family business

7. Family members having shares and they
are working for the family business.

Based on the above list we can conclude that
family businesses have a quite complicated inter-
nal relations system which can become a source
of conflicts of interest within the company. The
most sensitive point of the operation of the family
business is the relationship and the balance be-
tween the family and the business. If one enjoys
an advantage over the other, it leads to lower per-
formance. In connection with the conventional
double-loop model we can say “primary family*
and “prime the enterprise distortions, and in rela-
tion to the triple-loop model we can say “the first
is the family“, “primary management and “pri-
mary property* type of balance disturbances. Poza
(2007) formulates these problems as follows:

= “Primary families”: the family business
was born in quasi privilege, nepotism and
that the problems arising from a sense of
release.

* “Primary management™: the younger gen-
erations hesitate and that the participating
in family business requires such experi-
ences gained from other businesses.

= “Primary property*: the dominance of fam-
ily business policy for short-term return on
investment.

The following section describes the intangible
resources which may pose a long-term competi-
tive advantage of family businesses based on in-
ternational literature.
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1.2. Specific resources coming from family
business’s participation

One of the strongest features of the resource-
based point of view of family business was writ-
ten by Habberson & Williams (1999). Their work
covered the concept and critique of familiness,
and the results of rethinking it. According to Hab-
berson & Williams the “familiness* is the unique
combination of resources which come from the
family, from the interaction of family and the
business system, and it provides a long-term com-
petitive advantage of family businesses. Chrisman
et al. (2003) believe that the familiness is an inter-
action between competence and resources arising
out of family ownership. Pearson, Carr and Shaw
(2008) describe it as a phenomenon that generates
a competitive advantage and a source of family
wealth.

The research found that familiness has a posi-
tive impact on business, the business viability, the
short and long term performance, but it may have
negative consequences in some cases. According
to Klein (2008) and Milton (2008) if the family
business is based on confidence, on the direct
communication line, on the selfless devotion of
family members and on the long-term interests
(such as improving the organization’s identity),
the familiness becomes a positive characteristic. If
the family business is driven by short-term per-
sonal interests the familiness has rather negative
impact through apathy, inflexibility, nepotism,
(Bruch & Gros Fish, 2003; Feit & Ruiz, 2010;
Menéndez & Requejo, 2010) because it reduces
the energy levels of the organization. Habberson
and Pistrui (2002) also warn that the familiness
related with the family business resources and
capabilities simultaneously can help and restrict
the operation of the family business. Vought,
Baker and Smith (2008) also mentioned the posi-
tive and negative effects regarding the interpreta-
tion of the familiness. According to Lampe (2002)
familiness has the so-called negative side, which
is the cultural darkness. It means that familiness
covers the moral and ethical problems.

The family business is a challenge, how to
identify, how to develop their unique capabilities,
how to transfer these things to the new leaders,
and finally how to apply them into new structures
and how they are able to renew the turbulent
changing circumstances. According to the re-
source theory approach, a company is an aggrega-
tion of specific, complex, dynamic, elusive and
unique resources. According to Filep (2012) the
family business is special, since it combines the
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love and solidarity-driven and profit oriented fam-
ily business interests. The five unique resources of
family business which are the capital of compa-
nies are:

1) the human capital of family members,
2) social capital,

3) surviving ability,

4) patience and

5) leadership structures.

Poza (2007) underlines that in case of family
businesses the following specific resources in-
clude competitive advantages:

1) Overlapping responsibility of owners and
managers, small firm size, which is a kind
of organizational flexibility;

2) Concentrated ownership structure resulting
in productivity gains and long-term orienta-
tion;

3) Customer focus and the search for market
niches which increases profitability;

4) Protection of the family name and reputa-
tion which appears on commitment to qual-
ity;

5) So-called patience capital coming from the
harmony of family — property — manage-
ment. This capital means savings in admin-
istrative costs, and furthermore facilitates
the transfer of knowledge between genera-
tions and shorter reaction time resulting in
a turbulent environment variable.

Dyer (2010) work determines only three fac-
tors, so he distinguishes the following:

1) Human capital which involved the motiva-
tion, time management, and loyalty of fam-
ily members;

2) Social capital, which means such connec-
tions when family members build and
maintain in long-term with the employees,
with the customers, with the suppliers, with
the companies which may give foreign
sources, and with the members of the local
society;

3) Financial capital, which means available
financial funds for the family members.

According to Joseph, Ming Jian and Yin-Hua
Yeh (2007) family businesses as a source of com-
petitive advantage for the enterprise mention the
ideology, the family business reputation and
stakeholders’ relationship.
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The interpretation of the familiness as the con-
cept of psychological capital (Seligman, 2002)
developed the so-called familiness capital (Ruth-
erford, Kuratko & Holt, 2008), which distin-
guishes a negative synergies familiness as a nega-
tive impact on business performance, and a posi-
tive familiness which is efficient organizational to
ensure a sustainable organizational synergies.

According to Van Wyk (2012) familiness capi-
tal can be described by 11 factors as follows:

» Legacy foundation

Over the long term trans-generational effects
which appear in the vision of the family business,
in the operational goals and strategy of the com-

pany.

» Personalized philosophy

The so-called personality or soul of the busi-
ness carried by family business (Hiibler, 2009;
Hughes, 2007), which is shared by the family’s
values, morals and ethical behaviour and support-
ing the implementation of the vision and avoid
conflicts and improve performance.

»  Culture and values

The energy of the specific organization of
family businesses ensures that the values, princi-
ples and preferences for which are very important
for the family, and they become worldwide body
and the operation as metaphorical basis of the
operation (Jones, 2006).

= Long-term orientation

The operation of family business over genera-
tions that is a kind of long-term orientation is pre-
sent in target system of family business. To do so,
the leader of the family business makes often his
or her necessary personal sacrifices, such as a
lower financial compensation comparing the ex-
ternal one or the time commitment which is not
effective collaboration (Levie & Lerner, 2009).

» Entrepreneurship

The main factor of family firm's viability,
competitiveness and prosperity, which is the abil-
ity of family business owners to maintain new and
successful businesses (Aronoff & Baskin, 2005).

= Reputation

The reputation of family business means a
great value for family members, which is main-
taining a firm identified family members to be
able to do anything (Block, 2010).
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= Agency Costs

In the family businesses the ownership and
management are typically combined, so in many
family businesses based on the principal-agent
theory, the costs are lower than non-family com-
panies.

*  “Quasi kinship”

Caring, paternalistic family business employ-
ees often see themselves as quasi-members of the
family, and these fictional family relationships
contribute to the company achieving more success
(Jones, 2006).

= Loyalty to employees

Family businesses insist on employees, ena-
bling business difficulties during the recession do
not give up occupational ethical conduct related to
the ideals of long-term employment and employ-
ees; they reduce other costs (Cater & Schwab,
2008; Lee, 2006). In good economic conditions
the priority among family businesses is to increase
the number of employees (Kellermanns, Eddle-
ston, Barnett & Pearson, 2008).

= Flexibility

The family business has specific capabilities,
which substantially helps to handle the difficulties
using strategic decisions, constant monitoring
external factors threatening their competitiveness,
using long-term social relationships maintain sta-
ble operation both in favourable and unfavourable
conditions (Cater & Schwab, 2008; Kellermanns
& Barnett, 2008)

= Corporate Social Responsibility

One feature of the operation of the family
business is a strong social consciousness, which is
embodied in the form of sincere participation in
the life of the community they serve (Ward,
2004).

2. Description of the research
methodology — interviews

The research conducted in developing the case
study aims to present a family home generational
change. The single case study is a research
method in which a particular group (company) or
event is observed at a particular time. (Pervez &
Kjell, 2011, p. 79) As Mitev (2015a, p. 129) de-
fines "[...] the case study method is an art for effi-
cient information retrieval and compression,
which allows a higher level of understanding of
the phenomena. So the researchers therefore
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should work like a good detective, who was able
to collect creatively and generate diffuse informa-
tion." The use of this case study methodology is
suitable for a limited number of events analysing
where its circumstances and the relationships sys-
tems between them are also presented. According
to Yin (1994) however, the case studies can be
used in both theory building, as well as the theory
test. Of course, during the analysis the researchers
can’t just rely on a single case study, it may be
necessary to present several case studies to inter-
pret the phenomena (Mitev, 2015a). In this case,
of course, the “case” is only observation rather
than analytical unit (Pervez & Kjell, 2011, p. 79).

The data collection methods used in the re-
search was in-depth interview, which represents a
qualitative methodology is inherently small sam-
ple study with open questions (Santha, 2013, p.
123). With regard to the qualitative research the
following general findings have to be highlighted:
starting points; general research questions; the
direction of conclusions is inductive or adductive;
the role of measurement is not important; sam-
pling is not random; the goal of sampling and re-
search is in-depth knowledge and understanding;
the sample size is small; the research is value-
driven, biased; the research process is flexible; the
standardization of research is low; the essence of
the analysis is to describe and to understand the
phenomena; presentation takes place stories with
quotes; the quality is based on perception of
credibility. (Mitev, 2015b, p. 35)

3. The familiness enforcement is in
domestic operation of a family
business - case study of family
business of Dudits Ltd and Dudits
H &R Ltd

In the present study, a second-generation family
target group is focused on in our overview for the
presence of the Family Capital factors in the in-
teraction of family-business dimensions as in liv-
ing organisation. We highlight the role in the
long-term conscious succession planning in busi-
ness expectations intergenerational successful
operation, and four years after a generation, the
succession performance, and the impact on the
strategic orientations. This further goal of the case
study is also to highlight such paradoxes and di-
lemmas that are identified in the family business
as presented in triple-loop model. The main char-
acteristics of family group are summarized in the
following table:
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Table 2 The main features of case study
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Table 3 Dudits Hotels

Source: the authors

The Dudits Hotels’ founder is Gabor Dudits —
whose original education is gardener technician
with academic relatives — who opened a wine bar
in his own house in 1987, which over the past 29
years became the largest family hotel in Gyoér
(Revesz Hotel and Rosa Spa). Based on his atti-
tude the founder, the owner is continuously
searching for new possibilities (Révfiilop - Martha
Villa, Rajka — Rajka Hotel, Szany — La Mamma
Pizzeria, Sobor — Szent Hubertus Castle Hotel,
which currently is Dudits Castle) and he has ex-
panded the family firm. The family of Dudits cur-
rently has three western Hungarian hotels, main
characteristics of which are reviewed in the fol-
lowing table:

The name of | b jts HeR Ltd. | Dudts Ltd. Révész Hotel 6s | . DS Rajka
business Features rte Castle Hotel o
Y - Rosa Spa ks Hotel
Organizational form | Brothers alliance
Gabor Dudits Dr | Gergely Le6 Location Gybr Sobor Rajka
Interviewee (Managlng Dudits (Man- Starting 1987 1994 2004
Director, Owner) ager, Owner) date ]
Main activity Hospitality services Service Ala carte and 3 confer- 24 rooms
Foundation 2009 1991 menu encerooms | Alacarte
Location Gydr Sobor restaurant 25 rooms and menu
Family ownership 100 % 100% 54 rooms Spa reslarant
- - 5 conference for 80
Type of family busi- C
ness lan type _rooms persons
- - Billiard salon
2 brothers and 1 sister with equal
Owners ! Spa
ownership Operation | own operation own non own
Management 2 brothers 2 brothers operation operation
Number of 28 employees 1 employee
employees (2015) ploy ploy Source: the authors
Supporting family Among the founding members of
members generations: mother (consultant) For the analysis of the Dudits family business
The two brothers’ wiv_es (accounting, the analytic tools were chosen from the analytical
™ flnlgnci, mﬁrk'etmg t:sk§)| framework system by the Sharma, Blunden, La-
e older brother's mother in law baki, Michael-Tsabari and Algarin (2013). The
(restaurant and hotel affairs) .
The godparents (purchasing tasks, overall analytlcal.fr'flmework system that enables
business consulting) the use of a holistic approach to develop case
Contributor ond generation studies for family businesses is shown in Figure 1,
generations g which highlighted the tools that we use.
The interviewee’s
35 years 34 years
age Vg
The interviewee’s - college -
; university — lawyer 4
education catering
Does the inter-
viewee have any
work experience no yes
outside the com-
pany?
Generational change L
(Leadership and 2012
ownership transfer) !

Figure 1 The family company case studies, analytical
tools
Source: Sharma et al., 2013, p. 3
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3.1. Davis's 3-circle model and the 3-axis
model

In 1982 Davis published the basic model with a
simple, elegant and versatile model that is ex-
tremely valuable to understand the current situa-
tion of the family business, the role of the internal
stakeholders / key actors in roles clairvoyance.
Davis (1999) emphasized that the first step in the
analysis of a family business is to set up the loca-
tion of the business in the model. Among the ac-
tors the model distinguishes family members,
owners and staff, but it may be worth further con-
sideration as to take into account that between
family members’ relatives or spouses or it should
be better to deal separately with the senior and
junior generations of members (Santiago in 2011).
The model also separates within the owner's fam-
ily members with shares and non-family members
with shares, owner-managers, but it is advisable to
distinguish between the majority and minority
owners, since their influences on the decisions
and strategic management are different. In con-
nection with the employees it may be useful to
define junior, middle and senior management
categories separately. Thus, the following steps
should be followed within the framework of
analysis based on the triple-loop model:

1. The current placement of actors in the
seven categories of model

2. Show this quasi map relevant to the desired
status in relation to five or ten years (Hoy
& Sharma, 2010).

However, family businesses are in constant
motion, and the moments of their development
can be recorded only with special dimensions.
Among the family business life cycle models the
most frequently cited and therefore the most
popular model is the model developed by Gersick,
Davis, Hampton and Lansberg (1997) which uses
three dimensions (entrepreneurship, ownership
and changes in the family) to determine the over-
all life cycle of family firms. Separation of the
various categories of family business of the sub-
systems determined in the Gersick’s three-
dimensional model of family businesses (the
ownership structure, the family subsystem, and
the business / management subsystem) can be
defined by the different sections of life cycle of
family businesses. In case of the family busi-
nesses the life-cycle model distinguishes three
types:

= Family businesses managed and owned by

the first-generation founder;

STRATEGIC MANAGEMENT, Vol. 22 (2017), No. 1, pp. 030-043

Intergenerational Succession (Generational Change) = Strategic Renewal? The Emergence of Familiness ...

= A fast-growing, family businesses owned
by brothers and

* Characteristics of complex and mature
family businesses operating as a consor-
tium of cousins.

In line of family-specific life cycle models it
can be highlighted on the Dodero (2010) model,
which identifies four development stages of a
family business (foundation, founder growth due
to owner, recovery related to the second genera-
tion entering, professional business management).
This model highlights on the challenges and the
crises factors between the typical transition stages.
So using this theory we would like to describe the
development of Dudits family’s history. The first
phase of the model is a foundation phase. In the
given company’s life it occurred in the transition
period of Hungary. The founder sensed his confi-
dent and heavy duty skill, he recognized the busi-
ness opportunity and he was willing to invest all
the effort to implement his business ideas. His
children remember the following: "Dad got up
early, worked hard, loved people, as a person; his
life was an example for us and his work is an ex-
ample for us."

According to the model the first crisis situation
occurs when the company has reached the level of
growth by the help of the founder, when it has
been necessary to transfer some of the tasks, so
that the need for delegation appears in order to
increase sales and productivity. However, Gabor
Dudits, the founder of company, became a good
leader. He was able to mobilize the workers for
the company’s vision of a family using his effec-
tive communication, and in the early 2000s he
was able to set up his business onto a new growth
path with further acquisition.

According to the Dodero-model the founder
aged 50 years has to face the next crisis when his
children enter the family business, who are either
not prepared enough or they are ambitious young
entrepreneurs with diplomas and they criticize the
parent’s managerial style and entrepreneurial ac-
tivities.

In the case of Dudits family the Christian
roots, the strong family relationship and the strict
moral values helped to solve the generational dif-
ferences dissolution, the effective communication
between children and parents, and to clarify the
roles helped to evaluate the successfully the next
life cycle, where the increase of was ensured by
the feeling of the children’s entrepreneur skills.
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Following the tragic death of the founder there
was no variances between the brothers, the foun-
ders of the company informally recorded the way
of leadership transfer. Sons remember as follows:
"The generational change and our education were
absolutely conscious. Our parents continuously
told us that we have to follow their business. We
have been working for the business at very begin-
ning. Until youthful life we were working for this
enterprise in several now-existing jobs. We helped
as waiters, with housekeeping, with front desk
tasks, we were working for marketing, then, for
getting acquaintance in management of what was
especially appropriate for treatment for people,
and we have learned, two languages, which were
very important [...] They were taught by good
example, with which they went to the front, not the
way to do this so you will need to do so, but they
did so, and we have seen the consequences.”

In connection with the transfer the executive
manager said the following as the eldest son: "The
primogeniture prevailed here, that is the birth-
right things played a main role. It has stood the
test in our history, we must prevent this from be-
coming nepotism. A family death warrant is
signed by the employee who fails to make the best
possible people to work in the enterprise. We are
three brothers in the company, and everyone has
a given role in the business. Our activities and the
business are in quite wide range, so everyone can
find what he or she does the best. The most impor-
tant thing is the harmony of the business and the
family.”

The second generation manage the family
business which is currently running on the fourth
stage of the model’s life cycle. One of challenges
is to move the firm to the professional corporate
governance direction, even to employ a profes-
sional hotel manager. According to the model at
the last crisis stage there is a conflict between the
family members and the management, so a con-
flict arises (principal-agent problem) in case of
inadequate communication and control practices.
The solution of it is a challenge for the affected
people.

In 1987 the Dudits family business began op-
erations, in 2002 children joined the company.
Since 2012 when the founder tragically died, it
has been running as a so-called fraternal alliance-
type. In respect of both in sales and property gain
the family the firm operates as a family business
in which the three brothers have the same owner-
ship. The founding generation, their mother, is
participating in the business as a consultant in the
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daily operation and the eldest son is responsible
for the company’s management.

The succession process is disrupted, and ac-
cording to the financial information in Figure 2
the success of the business is coming from the
parents’ awareness and targeted business training,
the children’s early involvement in the catering
activities, the parents’ declared family succession
intention, and the children’s full acceptance of
parental intention. Although a formal succession
plan was not made, the role of business was clear
for everyone. The legal carecer of the eldest son,
the catering and business education of the two
other sons reflect a conscious founders / transmit-
ters of behaviour and to avoid future conflicts
among brothers.

In 2001 the founder said the following: "I want
my children to continue this work. I want to be
less here and I want to deal less with the daily
things."

Changes in net sales
revenue and profit
after tax of Dudits H &
R Ltd. (thHUF)
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Figure 2 The group's growth of Dudits Ltd.
Source: the authors
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3.2. Governance options for a family
business

“The management of the family business is much
more complex issue than non-family businesses.
In the case of family businesses the “governance”
plays a kind of steward role in the multi-
generation family organization's life (...) and it
creates boundary conditions to define processes
to determine strategic goals, to reserve the deci-
sive relations which serve, to protect the family
well-being, and also accountability as well as the
results and performance to ensure a realistic as-
sessment.” (Goldbart & DiFuria, 2009, p. 7). The
progressive family business applies a combination
of governance structures, for instance, beside the
periodic meetings of the family council there are
legal or social agreements (e.g. Family constitu-
tion). Hoy and Sharma (2010) have linked the
currently used governance tools and institutions
with triple-loop, and determine governance tools
of family business as follows.

The second generation — the three brothers —
despite not using conscious and special corporate
governance techniques, beside the “Sunday
lunch” they are able to make business decisions,
however, for the firm’s long-term viability and the
next generation change after a few decades there
is requirement to create family Constitution to
help the succession of family business without
conflicts. In this case the possible manager could
be among at least eight family members, since the
unexplained common dilemma of entries and exits
the uncertainties could arise in the case of family
businesses and it impacts on all subsystems of the
family business. It is relevant to emotional and
economic terms, too. Hoy and Sharma (2010)
formulate some critics question for the clear entry
and exit rules focused on the owners and employ-
ees on the following:

= In case of owners it has to clarify:

(1) What size of ownership could be trans-
ferred for descendants, spouses and in case of di-
vorces? (2) What are the regulatory elements of
ownership transfer: time plan, necessary invest-
ments? (3) How is dividend payment regulated?
(4) What are the policies relating to the ownership
stake (shares) purchase and sale?

= Criteria applying to family members:

(1) Who can participate in the business opera-
tion and management? (Only blood relatives,
spouses, adopted persons, etc.). (2) What are the
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general expectations regarding qualifications for
family members? (3) What are the age require-
ments in case of entries and exits? (4) Which and
what type of outside enterprise experiences have
to be in case of family members? (5) What is the
role of business experience within the family in
the timing of entry? (6) What are the conditions
for the employment of family members? (7) How
often is the performance of family members
evaluated?

3.3. Sharma's performance matrix

Regarding the double-loop approach of family
businesses the most controversial issue relates to
how the family subsystem positively or negatively
affects the business subsystem (Lansberg, 1988).
Furthermore what happens when the individual
subsystems balance disappears, and one becomes
dominant?

If the balance of two subsystems can be main-
tained in case of family business, it ensures the
long term trust, commitment, family harmony,
and on the other hand, the resources of business
efficiency.

During the interview the Dudits family
owner/managers were asked to evaluate the rele-
vance of the following family and business goals
and results of the family/business dimension.

The responses are summarized in the follow-
ing table:

Table 4 Goals / Results of family versus business
dimensions

Importance of goals Performances

Dimen-
sions
Low
High
Low
Medium
High

Increase
revenue
Increase
market share
Improve X
profitability
ROE X
ROA X
ROS X X
Capital
accumulation
Increase
number of
employees
Increase
manpower X
productivity
Reduce staff
turnover

>
>

>
>

<>

BUSINESS
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Family
harmony
Ensure
well-being of X X
families
Increase the
family's hu-
man capital X X
(experience,
education)
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into the 2 x 2 matrix. He placed it into the third
quarter, with a note that they would like to posi-
tion the family business into the first quarter.

FAMILY

Prepare the
next X X
generation
Increase
family-
strengthen- X X
ing reputa-
tion

Source: the authors

In connection with the family and business-
related objectives, the following main objectives
were mentioned by the owners during the inter-
view:

"The key issue is to pay back the loan, which is
a very important goal. Another important thing of
the family is the welfare, but not primarily finan-
cial well-being, but the importance is harmony
within the family, the satisfaction of the conditions
for everyone feels good in your body, they are
satisfied with the status that it can ensure that this
company we can provide this, working conditions,
wages and other benefits. Week after week we
must think that a company builds on, which is
approaching a generational change we can get.
The aim is that we can bring up our children and
if they want to choose this business. Of course,
not only for us, but for all three of them the aim
that the children (8 children at present) could find
their appropriate tasks, which they can do gladly.
And we are able to retire on time.”

Based on an assessment of the goals and ac-
complishments we called to Sharma (2004) per-
formance-matrix which was interpreted as an im-
proved version of Carlock-Ward (2001) model.
This provides an opportunity for family business
owners and managers to consider the significance
of the family and business performance targets,
and to evaluate the results of two subsystems
(family and business), and through all these it
gives a sense of evaluation of the existing situa-
tion. The following figure shows the main fea-
tures of the Sharma's power matrix and its four
quarters. During the in-depth interview we asked
the manager/owner to place the family business

Figure 3 The Sharma's performance matrix
Source: Sharma, 2004, p. 7

3.4. Olson's “Circumplex model”

The so-called Circumplex model (Olson et al.,
1989) is one of the works where the researchers
try to search for an explanation of the reasons of
heterogeneity and dynamic diversity of the family
systems. Among the many familiar behaviour fac-
tors the model focuses on two main factors: the
adaptability and cohesion, also known as cohe-
sion/solidarity, that is, such emotional attachment
with which the family members are related to
each other.

The original authors distinguish the following
four levels in the dimension of cohesion: Com-
mitment-free family — an extreme get off, Separat-
ing family, Interconnecting family, Networked
family — extreme dependency.

From the point of view of the adaptability and
flexible attitude in relation to changes in man-
agement the family can work with the following
dimensions:

= Rigid family and extreme stability judge
authoritarian leadership;

= Structured family and corporate subsystem,

» Flexible management;

* Chaotic families - lack of leadership, a
dramatic role change, unpredictability.

The Circumplex model defines 16 family
business phases based on the two-dimensional and
they are arranged into 4 x 4 matrix as follows
(Michael-Tsabar & Lavee, 2012; Olson & Gorall,
2003):

= The four centre cells maps some cases of
optimal operation of the balanced families,
those that are successful in crisis manage-
ment and in the change management.

STRATEGIC MANAGEMENT, Vol. 22 (2017), No. 1, pp. 030-043

39



40

Krisztina Németh et al.

=  We can find in the four different corners of
the model such dysfunctional family busi-
nesses where the management changes and
crises management is unthinkable.

» The remaining eight cells represent the so
called mid-category family businesses
which can manage the changes, but the
family business needs some kind of inter-
vention, which helps the survival of the
firm.

Each family would benefit if they know where
they are currently located in the family "Circum-
plex" model. If the family is not in the reliable
position, they have to want to draw up proposals
on how to move the family businesses to a more
successful position. A given family business is
classified in Flexible leadership / Interconnected
dimension. The classification is based on the fol-
lowing statements made during the interview:

“Conversations with my father who was the
founder of the company gave the direction for me,
and as a founder he told me that one day I would
be the leader. It would be a very big disappoint-
ment if  was a failed leader who couldn’t manage
the company well, who threatened operation by
his activities, and who couldn’t be removed. If |
can’t understand the wrong situation there is a
need for someone who can do it, who can manage
the business, who is coming from within the fam-
ily or from outside. [...]

The aspect of business my favourite phrases
linked to Darwin, that it is not the strongest, not
the smartest person that survives, but someone
who can be adapted the best. For us the challenge
is to find the best way in the changed conditions,
to continue the family business, to capture our
kids, who can decide whether they want to pursue
and how they would like to drive the business.

The extended family involved in the business
as a supporter, whether the task is survey, insur-
ance matters, compilation. The extended family
and the business are in good mutual cooperation
with mutual support.”

3.5. Exploitation and explorations of
products and markets

Bergfeld and Weber (2011) defined the following
innovative activity levels during the analysis of
innovation activities of family businesses:

= Incremental innovation - concentrating to
increase the market share of the current
markets perfecting the characteristics of
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products and services, improving the effi-
ciency of existing markets and taking ad-
vantage of the expertise acquired there. The
advantage is the low level of uncertainty.

» Progressive innovations — expanded to
other industries or modified the existing
range with minor changes, using new tech-
nologies opening new markets and launch-
ing a related product lines. It can be repre-
sented as being new products or new mar-
kets. In case of three generation dynastic
firms this type can be found the most popu-
lar innovation.

= Radical innovation - opening new tech-
nologies, and new markets. Such innova-
tions are characterized by high technical
and market uncertainty. It appears in case
of such family businesses which are pio-
neering, they have a high risky willingness.
Their goal is to settle in at long-term value
creation when the incremental and progres-
sive technological advantages are already
dried up.

Since the generational change of 2012 the op-
eration of the Dudits family business is also sig-
nificant; it has changed in strategic meaning. The
new generation decided to review the activities, to
make major developments, to change multi-
element of marketing strategy (e.g. branding,
communication strategy, product and service ma-
trix).

Table 5 Generational change means strategic renewal?

Hotel Révész = Renovation (building-

modernization, new interior

design, renovation of rooms, air

conditioning)

Enlargement (Spa Rosa)

Exterior and interior remodelling,

expansion

Interrupt the 90s style in the

business

Selling Marta Villa (Révfil6p)

Selling La Mamma Pizzeria

(Szany

Strengthening our slogan: We

offer you good!

Create Dudits brand

Hunting / Shooting Training -

Develop shooting room

"Sobor Dudits estate" - the

establishment of model farms

Strong quality orientation,

instead of earlier quantitative

= Professional management
(hotel manager)

Chateau Dudits in
Sobor

Reduction and
concentration of the
activities

Determine brand(s)

New strategic
directions

Source: the authors
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4. Beyond the analytical framework —
or summary — family capital as a
success factor in the strength of the
Dudits Hotels’ operation

One of the main important parts of the in-depth
interview of 4™ March 2016 in Gy6r was to em-
phasize advantages and disadvantages affecting
the family’s existence. The researchers asked the
second generation owners about the Dudits family
business related to the 11 dimensions of Family
Capital model.

The representatives of family business have a
strong standpoint about the importance of pres-
ence, as well as family involvement versus lower
agent cost:

“Such thing can work well, over which we
have personal reasonable control, where our per-
sonal work and magic can influence them. They
can very well work with lower labour effort, since
our family members work devotedly and more
efficiently than majority of workers. That makes
this company a family. Such business is not a fam-
ily where the family has no decisive role in every-
day things.”

The manager said the following about the
flexible, entrepreneurial approach of management,
strengthening the family brand and reputation:

“The task of our generation is quality im-
provement in line with today’s expectations and
current market demands and customer needs. To
fulfil the needs of today’s requirements we have to
create an estate where is a castle building and the
associated agricultural infrastructure. It means
that we have to continue a pattern management;
we can strengthen our brand because we now
have the task to build a brand. Our goal is to be
able to sell a mug, hat, T-shirt, at other value-
added products in the same way that today cus-
tomers want healthy like food, jams, herbs that
are attached to both a brand, which is fixed in
people'’s minds. That they want to go to Sobor
Dudits Estate, because they have a good feeling,
impression, and experience associated with our
brand.”

During the interview, the Christian roots and
hunting were repeatedly mentioned as a family
tradition. Based on press the researchers found the
followings to emphasize their social responsibility
and the entrepreneurial activity:

Intergenerational Succession (Generational Change) = Strategic Renewal? The Emergence of Familiness ... = 41

= Renovation and restoration of the church
iconostasis of Rac-church located in Gyor-
Ujvdros (Duditshotels, 2000)

= Organising charity events, keeping Africa
tour for County Hunting Association for
(Duditshotels, 2003)

«  Establishing the Gydr-Ujvdaros’s mother
and child-home, organisation of charity
ball in the city as funding St. Cyril and
Methodius Foundation, (Kisalféld, 2006)

Helping orphans of Déva with food distribu-
tion in the framework of the Love Days (Kisalféld,
2010). BY
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Abstract

Serbia

The paper presents the results of the SWOT - AHP model for prioritization of strategies for the development of
viticulture in Jablanica District. On the basis of SWOT analysis, TOWS matrix was generated in which four
possible strategies were defined based on the importance of sub-criteria under each SWOT criteria: SO1,
WO1, ST1 and WT1 which enable the growth and development of viticulture in the region. Prioritization of the
defined strategies was performed using multi-criteria Analytical Hierarchy Process (AHP) model based on the
results of the SWOT analysis. The resulting prioritization WO1 — SO1 — WT1 — ST1 provides continuous
performance improvement and growth of viticulture in the Jablanica District in the future.
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Introduction

Under the conditions of economic crisis, which
has been present in recent years in many regions,
consumption is being reduced in comparison to
normal conditions, which also includes food con-
sumption (Casini, Contini, Romano, & Scozzafa-
va, 2015). In this scenario, food sales are declin-
ing both in terms of quantity and quality, premium
priced products are being increasingly discounted
which leads to decline in food quality, and conse-
quently quality standards of food.

In this framework, the wine sector presents a
particularly interesting research focus which may
facilitate understanding of the market dynamics in
times of economic crisis. Due to the fact that wine
is not an essential good, its demand in fact reacts

to changes in price and income. Furthermore, it
embraces a much wider range of products both in
terms of quality and price (Casini, Marone, &
Scozzafava, 2014).

In the wine sector, two opposite phenomena
occur: quantity of produced wine increases and it
is being directed toward the narrow segments of
the market, while being characterized by high
quality of products marked with the name and
geographical origin (Hammervoll, Mora, & Tof-
ten, 2014). These trends lead to an increase in
exports, mostly from Spain and Italy, to the EU
market, which primarily include high quality and
premium priced products (Contini, Romano,
Scozzafava, Boncinelli, & Casini, 2015), and fi-
nally with placement in supermarkets this creates
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a better perception of wine (Szolnoki & Hoffman,
2014).

The production of high quality wines in recent
times has included application of modern technol-
ogies in order to create high-quality products, pro-
tect human health, and expand the assortment of
wines with different fruit flavors and dessert
wines, especially in the Mediterranean area (Co-
varelli, Beccari, Marini, & Tosi, 2012). In addi-
tion, special attention is devoted to the protection
of grapevines with the controlled use of insecti-
cides (Covarelli et al., 2012), while increasingly
organized organic production of high quality
wines, which are very popular in the EU market,
attracts special attention. In order to make better
utilization of grapes in the wine industry, by-
products such as grape seed oil are being pro-
duced, which increases the productivity of the
wine industry (Zhan, Lin, Shen, Zhou, & Zhao,
2013; Shen et al., 2015).

In rural grapevine growing areas, as a rule,
tourist sites can be found, thus organization of the
so-called wine tours is very attractive in terms of
increasing socio-economic status of the region,
living standard in those areas, consumption of
characteristic food from those areas, manufactur-
ing of domestic products and promotion of the
cultural values of the area. These activities are
attractive for tourists and increase the value of
viticulture through the wine tourism business
(Plowden, Uhi, & Oliveira, 2003; Carra, Maraini,
Radi¢, & Peri, 2016).

In Serbia, the conditions for the development
of viticulture are very favorable, which is being
reflected in the favorable climatic conditions,
quality of soil, tradition, technology and human
resources. Viticulture and wine production is de-
veloped over nearly the entire territory of Serbia,
namely in Vojvodina (northern Serbia), while
well-known vineyards are located in the central,
eastern, as well as in southern Serbia.

In Serbia, the real total arable surface covered
with vineyards is between 15 000 and 20 000 hec-
tares, while the statistical area is approximately
60 000 hectares. Annual production, which is not
even big enough to satisfy domestic needs, is ap-
proximately 200 000 liters of wine (IvaniSevi¢ &
Jaksi¢, 2015). Serbia exports some of its wine
mainly to the Russian market, while the market
needs are mostly being covered with imported
wines (Jaksi¢, 2016).

Jablanica District, with city of Leskovac as its
administrative and cultural center, is a registered
area with a large vineyard plantation of more than

SWOT - AHP Model for Prioritization of Strategies for Development of Viticulture in Jablanica District — Serbia

400 hectares which is being renewed in recent
years with new plantings. Grapes from this planta-
tion are being processed in the winery Navip in
Jagodina. Small private vineyards are being de-
veloped, which are primarily oriented towards
satisfying their own consumption and on small
market placements. Opportunities for viticulture
development in the region, despite the numerous
benefits, are only partially utilized, therefore only
5.56% of total volume of arable land is covered
with grapevines.

The possibilities of defining a strategy for fur-
ther development of viticulture in the Jablanica
district, as a sector which can potentially drive the
overall development of agriculture in this region,
are discussed in this paper.

1. Description of the region

Jablanica District, with its administrative center in
the city of Leskovac, has only 5.56% of the total
farmland area covered with grapevines. In this
area there are four registered vine regions includ-
ing: Babicko, Pustorecko, Vinaracko and
Vlasotinacko. The largest vineyard plantation, in
which grapevine is being cultivated using modern
methods, covers the area of approximately 400 ha,
and belongs to the company Navip and it is lo-
cated near the city of Leskovac.

The total area planted with grapevines in the
Jablanica District is 1459 hectares with 88% of
grape varieties. A large proportion of 43% be-
longs to extensive vineyards. In this region, 10
863 households own vineyards which makes
33.6% of the total number of agricultural house-
holds. Average vineyard size, handled by a single
farm household, is 13.4 hectares (Ivanisevi¢ &
Jaksié, 2015).

Climatic conditions for production of quality
grapes in the Jablanica District are favorable.
Mild moderate-continental climate, with an aver-
age temperature of 11.4 °C, mean annual rainfall
of 628 mm, 210-240 m altitude and favorable ter-
rain (distribution of hilly and plain areas), makes
this area suitable for agricultural activities and
development of horticulture and viticulture.

The territory of Jablanica District has the most
dissected population structure in Serbia with 144
settlements, of which three are of urban type,
among which the city of Leskovac is the socio-
political, cultural and immigration center of the
entire area. It currently has about 40% of the total
population of Jablanica District.

Highway corridor 10 runs through Jablanica
District, as well as railway Belgrade-Athens,
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while the airport in Nis is only 45 km from
Leskovac. These facts suggest that the geographic
position of the Jablanica District and the city of
Leskovac is extremely favorable for any econom-
ic activities and international cooperation.

Bearing in mind the increase in wine exports
to the EU market (Contini et al., 2015), the geo-
graphical position of the region as well as the pos-
sibility of organizing organic production of gra-
pevine in it, this represents a good basis for defin-
ing the strategy for the development of viticulture
as a foundation for wine production and its
placement on the EU market.

2. Situational - SWOT analysis

In order to define the possible strategies of devel-
opment of viticulture in the Jablanica district the
situational SWOT analysis of the area was carried
out in terms of possibilities for further develop-
ment of viticulture.

Strengths. Jablanica District has a good road
infrastructure and is connected with major com-
mercial and administrative centers by highway,
railway and air transportation. Such favorable
geographic position of Jablanica District provides
an opportunity for development of many areas of
economic activity, especially for the development
of agriculture, due to the possibilities of short de-
livery time of products to the market. Favorable
climatic conditions allow for the successful de-
velopment of agriculture in general and especially
growing of vegetables, fruit and grapes. The land
in this region is unpolluted and allows farming of
healthy food, which is what Leskovac region is
famous for in the Serbian market. In the past pe-
riod it has been shown that natural resources are
particularly suitable for growing top-quality grape
varieties, which allows further development of the
manufacturing industry, in this case particularly
wine industry. Faculty of Technology and the
Higher Education School of Professional Studies
in the field of economics and management are
located in the city of Leskovac, while University
Center in Nis is located only 45 km away from it.
These facts indicate that all conditions are met for
the education of future personnel for many sectors
of the economy. At the same time many years of
experience in the production of grapes and wines,
in the public and private sector, presents a good
starting point for further development of agricul-
tural production of grapevines, high quality grapes
and the wine industry as a logical upgrade.

Weaknesses. Under transitional conditions in
which Serbia has been for a number of years, with
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many social and political changes that have taken
place, economic and particularly agricultural de-
velopment mostly had the extensive character.
Despite the favorable geographical position of the
Jablanica District and the city of Leskovac, inter-
nal infrastructure within the district is at a low
level of development. Agricultural holdings and
viticulture, in private as well as in state-owned
companies (larger plantations), are not adequately
developed, both regarding the assortment of gra-
pevines and the current state of vineyard surfaces
and protection from natural disasters. Unfavorable
economic structure does not allow for the devel-
opment of agricultural holdings and planting of
new of grapevine plantings using modern tech-
nological solutions. There is no institutional coop-
eration between small and medium-sized produc-
ers, and despite the existence of government in-
centives for the development of viticulture and
winemaking industry, there are no new invest-
ments in the development of agricultural activi-
ties, particularly in the development of viticulture
as a starting point for the development of the wine
industry. Although the incentives for the devel-
opment of viticulture are significant, defined pro-
cedures in the process of obtaining these funds, as
well as the uncertainty of product placement on
the market, does not stimulate the private sector to
use these funds.

Opportunities. The fact that Serbia is in the
process of joining the EU provides great oppor-
tunities for the development of regional coopera-
tion in the field of viticulture and winemaking
industry, primarily with developed wine-growing
regions in Bulgaria and Macedonia. A stable
monetary policy and harmonization of legislation
with the EU provides a starting point and an op-
portunity to obtain investments, via the access to
various EU investment funds, as well as to devel-
op international cooperation, thus creating condi-
tions for foreign investments and opens new pos-
sibilities to gain access to many segments of the
EU market.

Threats. In the future, despite the adoption of
certain EU norms of behavior, centralized man-
agement and the excessive influence of politics
everywhere and anywhere, constitute a serious
obstacle to further development in general, which
is also the case for the development of viticulture
and winemaking industry in Jablanica. The cur-
rent political situation in Serbia still contains
some destabilizing elements that cause the crisis,
which slows down the progress of Serbia towards
the EU, especially in building a functional legal
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framework with the EU legislation. Serbia’s hin-
dered progress towards EU presents a serious
threat to the intensive development of the Serbian
economy as a whole, especially in rural areas
where the existing development in all areas is at a
low level.

Based on the derived situational analysis and
considered S (strengths), W (weaknesses), O (op-
portunities) and T (threats), the SWOT matrix is
defined with characteristic sub-criteria under each
SWOT criteria. By comparing the sub-criteria
under each SWOT criteria, TOWS matrix is gen-
erated with defined strategies (Weihrich, 1993;
Zivkovié, Nikoli¢, Djordjevi¢, Mihajlovi¢, &
Savi¢, 2016):

1. SO strategies (maxi - maxi strategies) are
defined by putting in comparative relation-
ship defined sub-factors, within the
strengths and opportunities, which are de-
fined in the SWOT matrix. These strategies
generally rely on inner strengths while uti-
lizing the identified opportunities in the
environment. SO strategies are the most
desirable type of strategic situations, in
which all the opportunities that come from
the market and external environment are
being utilized to the maximum by max-
imizing the internal strengths.

2. WO strategies (mini-maxi strategies) in-
clude actions to reduce and minimize the
defined weaknesses along with the utiliza-
tion of identified opportunities in the envi-
ronment, which are defined with sub-
factors of the SWOT matrix. WO strategies
imply minimization of internal weaknesses
and maximization of the opportunities pro-
vided by the external environment.

3. ST strategies (maxi-mini strategies) imp-
ly defining the possible strategies which re-
ly on inner strengths while minimizing the
impact of the threats that come from the
environment. This is a situation when an
organization has strengths and seeks to
maximize its internal strengths and at the
same time minimize the threats that come
from the environment.

4. WT strategies (mini-mini strategies)
imply defining those activities that should
reduce and minimize the perceived weak-
nesses and to simultaneously reduce and
minimize defined threats that come from
the environment.

SWOT - AHP Model for Prioritization of Strategies for Development of Viticulture in Jablanica District — Serbia

Considered sub-criteria in SWOT matrix
represent the full picture of the organization in
relation to the internal analysis of the organization
and analysis of the external environment, in which
certain events that have an impact on the organi-
zation should be predicted. Weihrich developed in
1993 the so-called TOWS matrix (Weihrich,
1993), in which the priority is given to threats (T -
Threats) and opportunities (O - Opportunities) as
factors of the future - factors that determine future
events in relation to the strengths (Strengths - S)
and weaknesses (W - Weaknesses) as factors of
the past.

3. Prioritization of strategies

One of the major constraints in prioritization of
strategies generated based on the TOWS matrix is
the fact that the importance of each factor in the
decision making cannot be quantitatively meas-
ured, which makes it difficult to assess which fac-
tor has the greatest impact on individual strate-
gies. With the development of methods of group
and multi-criteria decision-making, techniques are
defined for weighted assessment of the impact of
SWOT criteria, as well as sub-criteria under each
criterion, on the definition and prioritization of
strategies. In addition, this approach has extended
the lifecycle and expanded the application of the
SWOT matrix for multi-criteria optimization used
in the process of making a number of managerial
decisions (Kurttila, Pesonen, Kangas, & Kajanus
2000).

In contemporary literature, in the first and the
second decade of the 21* century, defined SWOT
and TOWS matrices serve as the initial frame-
work for defining possible strategies and their
prioritization in the considered time horizon span-
ning at least ten years (Dyson, 2004; Yuksel &
Dagdeviren, 2007; Hamidi & Delbahari, 2011;
Sevkli et al., 2012; Gorener, Toker, & Ulucay,
2012; Sharifi, 2012; Nikoli¢ et al. 2015; Zivkovié
et al., 2016).

The combination of SWOT and TOWS ma-
trices, while using the Multiple Criteria Decision
Making methods (MCDM) including: Analytical
Hierarchy Process (AHP), Analytical Network
Process (ANP), Preference Ranking Organization
Method for Enrichment Evaluation
(PROMETHEE), Technique for Order Preference
by Similarity to an Ideal Solution (TOPSIS) and
others, as well as implementation of integrated
models such as: AHP + TOPSIS; ANP + TOPSIS
and others, represents a convenient method to
determine prioritization of defined strategies. In
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the prioritization of alternative strategies, based
on the TOWS matrix, a key role is designated to
elements of group decision-making - Group Deci-
sion Support Systems (GDSS), as well as elements
of Fuzzy Logic (Sevkli et al., 2012, Zivkovié et
al., 2016).

Development of SWOT — AHP hybrid model
for prioritization of strategies for development of
viticulture in the Jablanica District, which was
implemented in this study through six steps, is
described in the literature dealing with this topic
(Kurttila et al., 2000; Kangas, Pesonen, Kurttila,
& Kajanus, 2001; Nikoli¢ et al., 2015).

Step 1. Based on the results of SWOT analysis
conducted for the case of viticulture in the Jabla-
nica district and by comparing the SWOT factors:
strengths, weaknesses, opportunities and threats,
as well as sub-criteria under each criterion, the
possible strategies for future development of viti-
culture in the region were defined.

Based on considered objective strengths,
weaknesses, opportunities and threats, SWOT
sub-criteria were defined within each of these de-
terminants and the results are presented in the
form of a TOWS matrix in Table 1.

Table 1 SWOT analysis and TOWS matrix for the
development of viticulture in the Jablanica district.
Defined criteria and sub-criteria in the model,
as well as generated strategies.

Internal factors
External factors Strengths (S) | Weaknesses (W)
$1 - Favora- Wi - Low level of
ble geograph- | constructed
ical position internal
S2 - Human infrastructure
resources W - Lack of
Ss3 - Natural institutional
resources cooperation
Sq4 - Viticulture | W3 - Unfavorable
tradition economic
structure
Wj - Lack of new
investments
Opportunities (O) SO - WO -
Strategy Strategy
01 - Regional
cooperation SO1- Strate- | WO1 -
0: - Stable gy of develop- | Development of
monetary policy ing new prod- | the market and
03 - Access to ucts international
various EU funds cooperation
04 - Modified
legislation
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Threats (T) ST- WT -
Strategy Strategy
T1 - Centralized
management ST1- WTq-
T2 - Political Education of Establishment of
instability and personnel strategic
slow EU accession alliances
T3 - Excessive
influence of politics

Source: The authors

Comparative expert analysis of the SWOT fac-
tors shown in Table 1 enabled defining the possi-
ble strategy SO; which enables the utilization of
potentials of strengths in order to take advantage
of the opportunities that have been observed in the
environment. Strategy WO, was defined to over-
come internal weaknesses using the opportunities
in the environment. Utilization of internal
strengths in order to avoid threats is allowed by
strategy ST,. Finally, strategy WT; enables reduc-
tion of the weaknesses to avoid the threats. In
principle, in the context of each of the binary rela-
tions of SWOT factors, a number of strategies can
be defined (Zivkovié et al., 2016), however in this
case, just one strategy is defined per binary rela-
tion.

Based on the SWOT — AHP hybrid model for
prioritization of the development strategy, on the
basis of the results of the SWOT factors, sub-
factors, defined strategies and established goal of
determining the best strategy, the AHP working
model is presented in Figure 1 which is used for
defining mutual relations of SWOT factors and
sub-factors in order to prioritize defined strategies
for the development of viticulture in Jablanica

District.

Opportunities,
©

Threats

Strengths
(8

Figure 1 AHP model for the selection of the best strategy
Source: The authors

Step 2. Based on the assessments of the expert
team using Saaty's scale, shown in Table 2, the
importance of each of the SWOT factors (criteria)
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in the model is determined, where their internal
interdependence was not taken into consideration
but only importance in relation to the set objective
within the level 1 — SWOT criteria Strengths - S,
Weaknesses - W, Opportunities - O and Threats -
T (see Figure 2). The resulting importance of each

SWOT - AHP Model for Prioritization of Strategies for Development of Viticulture in Jablanica District — Serbia

while the scores of comparative pairs of SWOT
sub-criteria, defined in Table 3, are given in tables
4-7:

Table 4 Pairwise comparisons of the SWOT
sub-criterion — Strengths

SWOT factor is shown in Table 3, where it can be Local
. . Strengths (S) St | S2| S5 | Ss :
noticed that the greatest importance, based on the weights
assessment of the expert team, is given to the | S1-Favorable
SWOT factor Strengths (52% of importance). ggg%r:rf’h'cal T s3] 4 0.520
Table 2 Saaty's scale 1 + 9 used for pairwise comparison Sz - Human 11 % |13 0.071
of decision-making elements (criteria, sub-criteria resources
and alternatives) (Saaty, 1990) i
Saaty's _— -
score Definition Description S4 - Viticulture 1 oa1
Equal Two elements are of equal tradition '
1 dq . importance in regard to the higher The consistency ratio in relation to the group Strengths:
ominance o -
level objective CR=0.067
3 Wea_k Experience or judgment slightly Source: The authors
dominance | favor one element over other
Strong Expgrlence or judgment Table 5 Pairwise comparisons of the SWOT
5 dominance considerably favor one element sub-criterion — Weaknesses
over other
7 Very strong | Very strong dominance of one Weaknesses |\ 1w, | ws | Wa | Local weights
dominance | element over the other (W)
Absolute . . Wi - Low level
9 dominance Dominance of the highest degree of constructed
. 1 5 | 4 3 0.520
They are used to demonstrate internal
2468 Intermediate | compromise intermediate values infrastructure
e values of priorities between the above W: - Lack of
listed scores 1, 3, 5, 7 and 9 institutional 1 13| 14 0.071
Source: The authors cooperation
W3 - Unfavora-
Table 3 Pairwise comparison of SWOT groups without ble economic 1 113 0.141
interdependences between them structure
Wi - Lack of
Importance of new 1 0.268
SWOT group S w 0 T the SWOT investments
groups The consistency ratio in relation to the group Weaknesses:
Strengths (S) 1 4 3 5 0.520 CR=0.067
Y\yve)aknesses 1 13 | 3 0.141 Source: The authors
Opportunities 1 4 0.268 Table 6 Pairwise comparisons of the SWOT
(O) sub-criterion — Opportunities
Threats (T) 0.071
Consistency ratio relative to the goal: CR=0.067 Opportunities (O) | O1 | O2 | O3 | Os4 | Local weights
Source: The authors _ ;
01 - Regional 11435 0520
cooperation
From the Table 3, it follows that: 02- Stable
. 1 (13 3 0.141
S 0.520 monetary policy
w| |0.141 0s - Access o 1] 4| 028
wy = = various EU funds
O |0.268 04 - Modified 1 0071
T 0.071 legislation :
The degree of consistency in relation to the group
Step 3. In this step, local importance of SWOT Opportunities: CR=0.067

sub-criteria was determined by the expert team,

Source: The authors
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Table 7 Pairwise comparisons of the SWOT
sub-criterion — Threats

Threats (T) Tt | T2 | Ts | Local weights
T - Centralized 1 v | p 0437
management
T2 - Political instability
and slow EU 1 3 0.623
accession
T3 - Excessive
influence of 1 0.239
politics
The degree of consistency in relation to the group Threats:
CR=0.018

Source: The authors

Step 4. Through mutual multiplying of ob-
tained weight factors from Step 2 and Step 3,
global importance of SWOT sub-criteria is de-
rived, as presented in Table 8.

Table 8 The importance of the criteria and sub-criteria of
the SWOT analysis, determined using AHP methodology

SWOT - AHP Model for Prioritization of Strategies for Development of Viticulture in Jablanica District — Serbia

Ty - Centra-
lized man-
agement

T2 - Political
instability
and slow EU
accession
Ts-
Excessive
influence of

0.137
0.623
0.239

0.010
0.044
0.017

0.071 0.018

Threats - T

politics

N [}
2 s.s Degree of Importance
ge| g8 | swor | consistency | of SWOT I:go%er:sg
=T | 85 | sub-crteria within the criteria of SWOT
o°| 58 SWOT within the factors
E % group (CR) | group
S1 - Favora-
ble geo-
graphical
"i position 0.520 0.270
2 S2 - Human 0.071 0.037
2 0520 | osources 0.067 0.268 0.139
& Ss3 - Natural 0.141 0.073
resources
S, - Viticul-
ture tradition
Wj - Low
level of
constructed
internal
= infrastructure
. W: - Lack of
§ institutional % %
2 0.141 | cooperation 0.067 0'141 0'020
< Ws - Unfa- : :
§ vorable 0.268 0.038
economic
structure
W, - Lack of
new invest-
ments
01 - Region-
al coopera-
tion
o
: 02 - Stable
8 monetary 0.520 0.139
Z | 0268 | policy 0.067 0.141 0038
g Os - Access 0.268 0.072
§ o various 0.071 0.019
EU funds
04 - Modified
legislation
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The results of the overall significance of the
SWOT sub-criteria suggest the dominant influ-
ence of the following sub-criteria: S; - favorable
geographical position (0.270) within the
Strengths, as well as O, - regional cooperation
(0.139) under Opportunities, as positive sub-
criteria. Furthermore, W; - low level of con-
structed internal infrastructure (0.073) and T, -
political instability and slow EU accession (0.044)
were singled out as the most important negative
sub-criteria. It is obvious that the strength of the
positive sub-criteria is greater than the strength of
impact of the negative sub-criteria which is of
crucial importance for choosing the best strategy
in the considered case.

It follows that:

[0.270 |

0.037
0.139
0.073
0.073
0.010
0.020
0.038
0.139
0.038
0.072
0.019
0.010
0.044
10.017 |

W, = WSWOTsub—factros(global) =

Situational analysis of the SWOT results,
based on the data from Table 8, is graphically
presented in Figure 2. The results indicate the size
of the impact of SWOT criteria in following des-
cending order: S — O — W — T. The values of
the overall importance of SWOT sub-criteria, with
the greatest importance in the context of one fac-
tor, also descend in the following order: S; — O,
— W, —T,. In the next steps of this analysis, by
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evaluating the weighted impact of SWOT sub-
criteria on the alternative strategies defined in the
TOWS matrix (Table 1), the final prioritization of
proposed alternative strategies in the framework
of all binary relationships of SWOT criteria, will
be determined.

SO strategies

Sy

Tl ~ STRENGTHS OPPORTUNITIES

Ss

ST strategies L !
m - /
e !
o -~
o .
o e
N .
N,
seIBaIens OM

THREATS 021

WEAKNESSES

w

WT strategies

Figure 2 Situation analysis of compared values of
weighted SWOT criteria and overall importance of
SWOT sub-criteria based on the AHP procedure.

Source: The authors

Step 5. In this step, by expert scoring, impor-
tance weights of each alternative strategy (SOj,
WO,, ST, WT)) were determined relative to the
defined SWOT sub-criteria, and the resultant ma-
trix W53 was obtained:

0.2270.1670.4240.4240.1220.2860.1410.2000.1670.3330.2860.2000.2270.4240.1

0.1220.5000.1220.2270.4240.2860.4550.4000.1670.1670.1430.2000.4240.2270.4:

~ 10.4240.1670.2270.1220.2270.2860.1410.2000.3330.3330.2860.4000.2270.1220.2
0.2270.1670.2270.2270.2270.1430.2630.2000.3330.1670.2860.2000.1220.2270.2

Step 6. Finally, the overall priority of the con-
sidered strategies was calculated as:

SOl 0.263
ST1 0.208
Walternatives = wWol =Wy x WSWOTsub—factros(global) = 0.290
WTI1 0.239

This implies that the final order of the consi-
dered strategies is as follows:

WOl —- SOl —- WT1 — STI1

4. Discussion of results

Given the size of normalized values (step 6), the
conclusion regarding the order of implementation
of defined strategies is that the first priority is the
implementation of WO - strategy of development
of the market and international cooperation, with

SWOT - AHP Model for Prioritization of Strategies for Development of Viticulture in Jablanica District — Serbia

the weight factor of 0.290. It is obvious that the
Serbian wine market is small and underdeveloped,
therefore market development, together with re-
gional cooperation with its closest environment,
can be the basis for the development of viticulture
in this region, because this strategy ensures prod-
uct placement which is now hindered.

Shortly after implementation of WO, strategy,
it is necessary to start implementing the strategy
SO, — strategy of developing new products that
logically arises as a result of the implementation
of the previous strategy of market development,
which provides information about demanded as-
sortments required by new markets.

In order to realize the strategy of growth and
development of viticulture in Jablanica District,
through the development strategies of market de-
velopment and new product development, it is
necessary to develop a strategy WT; — establish-
ment of strategic alliances and association with
large manufacturers which are already positioned
on the EU market, by creating conditions for for-
eign investments and the arrival of branded com-
panies in the field of viticulture and winemaking
industry.

In order to fulfill these growth strategies and to
introduce new types of grapevines, create new
products, align operations with foreign partners in
strategic alliances and to become desirable part-
ners in international cooperation, it is essential to
acquire new knowledge and to continuously im-
prove the existing one in accordance with the re-
quirements of the new era. Therefore, the applica-
tion of ST, strategy of education of personnel is
being imposed as a logical sequence of events in
the long term strategic plan of development of
viticulture in Jablanica district.

Conclusion

Conducted research regarding the possibility of
further development of viticulture in Jablanica
District indicates, based on the situational SWOT
analysis, that the potential for development of this
agricultural segment is obvious. The opportunities
that are recognized in terms of Serbian accession
to the EU are also apparent and should be taken
advantage of in future.

Through a hybrid SWOT — AHP model the
prioritization of defined development strategies
for viticulture in Jablanica District was conducted,
which shows that there are realistic opportunities
to achieve significant growth and development of
viticulture in this region, compared to the present
situation of stagnation and slight decline, by using
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the defined order of implementation of the identi-
fied strategies.
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Abstract

Public enterprises feature as an important field in Serbian economy. The aim of this paper is to point out the
relevance of public enterprises and how their business can greatly influence the economic trends of the Re-
public of Serbia. The paper analyzes the operation of public enterprises Elektroprivreda Srbije, Srbijagas and
Telekom in the period from 2011 to 2015. The paper is structured in four segments, with the first one focused
on a theoretical and legislative approach to the explanation of the role and importance of public enterprises.
Further, there are the key issues of these enterprises and a potential solution through the analysis of Fiscal
Council. Finally, an empirical part is presented through the use of indicators of profitability, liquidity, indebted-

ness and solvency for the time horizon of 2011-2015.
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Introduction

In every economy, public enterprises have a par-
ticular role which is more or less significant de-
pending on the level of development of the econ-
omy. Namely, in the market-developed countries,
there is a proper and adequate approach to public
enterprises, where it introduced a corporate prin-
ciple and clearly defined state support. Observing
Serbia in the last few decades, public enterprises
present an important segment of the economy and
their role should not be ignored. The reason lies in
the fact that public enterprises employ large num-
bers of people, and their destiny is directly linked
to the success of their business. In this connection,
negligent management of public enterprises can
directly affect the living standard of a certain
number of people which is not small. Serbia has
experienced the transition from a socialist to a
capitalist system and there has been a change in
the functioning of this enterprises as well as the

entire economy. In recent decades there is a sig-
nificant shift from state socialism to capitalism
which has led to major changes in the ownership
structures of companies around the world. One of
the visible aspects of this trend is the willingness
of governments to sell state enterprises to private
investors, and the reason is found in the fact that
private property and the market can significantly
improve the poor performance of public
enterprises (Souza et al. 2014).

1. The role and importance of public
enterprises - theoretical framework

Christiansen (2001) noticed that despite a decade
of liberalization and privatization in many coun-
tries, public enterprises and state share still remain
widespread. The government often uses public
enterprises to promote local development and in-
vestment in sectors where private investment is
strapped (Mussachio and Lazzarini, 2014). Also,
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Rondinelli (2008) points out that public enter-
prises are established with the aim to contribute to
economic and social development. After World
War II, governments in Europe and North Amer-
ica have used public enterprises to develop eco-
nomically backward regions and provide the nec-
essary resources while protecting industries which
are considered essential for future economic
growth. Fall of the Berlin Wall marked the end of
the functioning of centrally planned economy.
Ahrend and Martins (2003) give an example in
Romania that the survival of the loss-making pub-
lic enterprises was financed by the state through a
variety of subsidies, which in the late 1990s led to
huge debts and negative impact on the state
budget which is reflected in the economic effi-
ciency on the state level. The significant expan-
sion was seen the countries of Western Europe
and the former USSR where the socialist govern-
ment nationalized industrial and service enter-
prises with the collectivization of agriculture
based on a centralized plan to reduce or eliminate
the impact of the market (Rondinelli, 2008, p. 23).
Similarly, Dong and Putterman (2003) cite the
example of public enterprises in the countries of
Eastern Europe and Asia, where they were used to
cover a large number of redundant workers to
reduce social discontent. Nkechi (2013) con-
cluded that public enterprises, particularly in de-
veloping countries, become more active in key
sectors such as manufacturing, construction, fi-
nancial services, utilities and transport (Heath
1999). Public ownership in industries of iron and
steel, and chemicals and petrochemicals are of
strategic importance in terms of providing the
necessary inputs. However, the inability of the
state to manage public enterprises imposes the
need for their privatization, i.e. the application of
corporate management. Kecman and Susnjar
(2012) highlight several reasons for the privatiza-
tion of large system and public enterprises:

a) large losses and debts of public enterprises,

b) reduce expenditures from the budget to fi-
nance their survival and functioning,

¢) increase the economic efficiency of enter-
prises through market competition,

d) realization of privatization revenues from
their sales.

On the other hand, Aivazian et al. (2005) argue
that public enterprises can adequately work with-
out privatization. Their research was conducted in
the case of China and concluded that corporatiza-
tion has a significantly positive impact on the per-
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formance of public enterprises. Madzar (2015)
argues that there are several restrictions that ham-
per Serbian economy, as is the case with public
companies while Arsi¢ (2015) notices that public
enterprises are used for the realization of fiscal
and social objectives to a significantly greater
extent than in the developed market economies.
Most public enterprises recorded poor operating
results, do not have sufficient incentives to in-
crease the level of efficiency and are faced with
pressure to keep prices of services at a socially
acceptable level, which implies a low level of in-
vestment that threatens the long-term sustainabil-
ity of their business. Arsi¢ (2015) highlights the
problem of EPS and the fact that more than 50%
of the manufacturing plants are over 30 years old
and less than a quarter of transmission lines and
substations are in proper condition. Veselinovié
(2014) lists the biggest problems of public enter-
prises in Serbia:

1. expressed political influence on the elec-
tion of members of management and su-
pervisory boards, which implies poor cor-
porate governance and weak operating re-
sults;

2. cumulative losses which narrow space for
investment and development opportunities;

3. low effectiveness and efficiency of man-
agement that affect the quality of products
and services of these enterprises;

4. large potential for corruption;

5. overstaffing and inadequate qualification
and age structure of employees.

2. The legislative framework for
public enterprises in Serbia

According to the Law on Public Enterprises, a
public enterprise carries out activities of general
interest, which is established by the Republic of
Serbia, autonomous province or local government.
In terms of this law, activities of public interest
are activities in the field of mining and energy,
transport, electronic communications, issuing the
official gazette of the Republic of Serbia and the
issuing of textbooks, nuclear facilities, weapons
and military equipment, utilization, management,
protection, editing and promotion of goods in
general use. Public enterprises are established to
provide permanent performing activities of gen-
eral interest and satisfying the needs of regular
users of products and services; development and
improvement of the performance of activities of
general interest; providing technological and eco-
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nomic unity of the system and compatibility of its
development; making profits and achieving other
legally established interests. In addition to public
enterprises, the activity of general interest can be
performed by (Law on Public enterprises): a) lim-
ited liability and joint-stock companies whose
owner is a public enterprise; b) capital company
whose owner is the Republic of Serbia, autono-
mous province, local government, as well as the
subsidiary whose owner is capital enterprise; c)
other capital company and the entrepreneur to
whom the competent authority entrusted to carry
out activity. The issue of profit allocation is de-
fined by the obligation of public enterprises to pay
part of the profit to the budget of the Republic of
Serbia, autonomous province or local government
in the final account for the previous year. For each
calendar year, a public enterprise makes annual
program business that includes the following ele-
ments (Law on Public enterprises, 2016):

» planned sources of revenues and expendi-
tures,

= planned procurements,

* investment plan;

» planned way of profit allocation or loss
coverage,

= clements for a comprehensive overview of
the prices of products and services,

= plan of earnings and employment,

= criteria for the use of funds for assistance,
sports activities, promotion, and entertain-
ment.

3. Corporate management in public
enterprises in Serbia?

The government should refrain from intervention
in the management of public enterprises and it is
necessary to enable their full operational auton-
omy to realize the defined goals. In addition, it is
important to establish a responsible and transpar-
ent business professional management and thus
achieve a high level of public enterprises effi-
ciency (OECD, 2015, p. 20).

Table 1 Review of main public enterprises in Serbia

Cause of Impagt on Solutions
problems public finance
Internal The annual costs | Regulation of
inefficiency of 3% of GDP employment and
lliquidity and | (subsidies, acti- wages in terms of
growing vated guaran- reducing
indebtedness | tees, unpaid
taxes and
contributions)
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Regulated, Generation of Professionalization
B| non-market insolvency and of the manage-
= é prices below | consequences ment and
= @/ the level of on economic reduction of
3| eligible costs | activity and irrationality and
public revenues corruption
Tolerating delays
and debts which
become state
obligations
Many years Issue state Interruption of gas
of low sales guarantee and supplies to
prices an increase in non-paying
@ (adjusted) public debt customers
2 | Assume Payment Sale of
S | losses obligations from subsidiaries
@ | Gas supplies | the budget Negotiation of
to non- import volumes
paying and prices
customers
Inefficient The spread of Business and
o | decentralized | insolvency onthe | financially restruc-
S | organization | economy turing accompa-
ﬂ (autonomy of nied by increased
3 | subsidiaries) efficiency in all
=l segments
2 Reducing the
< number of
w employees and
earnings
Non- Possible issu- The increase in
performing ance of state electricity prices
receivables guarantee for for households
g | forsold additional debtto | A turning point in
S | electricity cover the over- the politics of
2 Surplus of due financial collection receiv-
= employees obligations ables and the
and initiation of
earnings financial
discipline
Inefficient Fewer dividends | Privatization
state and other reve- Reducing the
governance nues which number of em-
Surplus of are paid to the ployees, earnings,
employees budget and irrational costs
Financing A smaller
various state | contribution to
projects economic growth
which do not
contribute to
business
success

Source: Fiscal Council (2014)

In the analysis, the Fiscal Council pointed out
that the problems are not simple and the changes
are inevitable in public enterprises as well as in
the whole economic system. Large losses are cov-
ered by providing state guarantees which are
manifested on the budget. Likewise, constant sub-
sidization of inefficient enterprises is an obstacle
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to their reform, because management relies on this
‘state support’ and it is not ready or willing to
carry out corporatization of public enterprises.

On the other hand, the government has to take
into account the social factor, because there are
huge systems which employ a large number of
people. Privatization is one of the directions of
solving this problem, while many enterprises can-
not survive in terms of ownership and organiza-
tional structure. Then, liberalization of market
trends and the creation of prices on market princi-
ples and economic criteria should direct the enter-
prises toward greater efficiency and effectiveness.
This can be realized with the help of corporate
and professional management. Also, it is neces-
sary to reduce the level of non-performing receiv-
ables so public enterprises could have a regular
inflow of funds and provide a permanent fulfil-
ment of liabilities from current operations. Ra-
tionalization of expenditures through lower spend-
ing on salaries of employees is an important part
of this reform package while the efforts of public
enterprises should be directed towards productive
investment in order to improve their efficiency.
On 27 November 2014, the government of the
Republic of Serbia adopted a corporate restructur-
ing plan focused on simplifying the organizational
structure and management of EPS. The task is to
achieve financial viability and competitiveness in
the long run, and stop further deterioration of the
financial situation of this enterprise as well as the
elimination or reduction of the need for state help.
Furthermore, as part of fiscal consolidation meas-
ures during 2016-2018, it is planned to improve
the collection of receivables, reducing electricity
losses, rationalization of employees, as well as the
optimization of production facilities in order to
improve operational and organizational efficiency.
The basis for the restructuring plan of Srbijagas is
determination of financial position and emphasis
on the collection of receivables from main debtors
(Azotara, MSK, and Petrohemija). Also, it is nec-
essary to establish a fair principle of gas delivery
fee. In fact, one possible scenario is the disruption
of gas delivery to non-payers which can force
them to fulfil their obligations from current opera-
tions. However, the full implementation of this
principle could lead to difficulties in the function-
ing of many public institutions.
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4. Analysis of public enterprises in
Serbia

To reflect the financial condition of public enter-
prises in Serbia, we analyzed the key indicators of
profitability, liquidity, debt and solvency in the
case of Elektroprivreda Srbija, Telekom, and Srbi-
jagas. Calculation of chosen indicators is meas-
ured by:

Profitability = net income/equity capital (1)
2)
3)

Solvency = operating assets/long-term liabilities (4)

Liquidity = current assets/short-term liabilities

Debt = long-term liabilities/total capital

20

10

0 | | — |
I
2011 201 20 201 2015
-10
-20
=30

=EPS =TEL =SRG

Figure 1 Profitability in public enterprises - EPS,
Telekom, and Srbijagas
Source: Authors based on Elektroprivreda Srbije, 2016;
Srbijagas 2016 & MTS, 2016

Figure 1 shows the movement of the profit-
ability indicator of observed enterprises in the
period 2011-2015, where it used return on equity
(ROE). First, EPS recorded the highest value in
2011 from 2.49%, to the following year, recording
a negative rate of 3.54%. Second, return on equity
had a declining trend over the years, where it was
especially pronounced between 2011 and 2012
when there was a double decrease of 5.78%. After
that, there was a slight increase of 1.98% and in
2015, a decline of 1.18%, i.e. the level of profit-
ability amounted to 5.61%. Third, Srbijagas re-
corded negative rates of profitability, where it is
notable that enterprise had large losses in the
three-year period 2012-2014, where the rate of
return on equity was negative for over 30%. Spe-
cifically, in 2013 there was a maximum of
36.66% which can be attributed to the resulting
loss of over 50 billion RSD. Only in 2015, Srbija-
gas had a positive rate of profitability of 2.29%
which is much better than previous years.
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Figure 2 Liquidity in public enterprises - EPS,
Telekom, and Srbijagas

Source: Authors based on Elektroprivreda Srbije, 2016;
Srbijagas 2016 & MTS, 2016

Liquidity indicators reflect the enterprise's
ability to perform financial obligations on time
where it is measured by the ratio of current assets
and short-term liabilities. Taking into account a
reference value of 1, it is evident that EPS real-
ized the criteria, except in 2012 when the liquidity
indicator was below 1 or 0.94. On the other hand,
the liquidity of public enterprise Telekom was low
and value of observed indicator was less than 1
throughout the whole period. In analyzed period,
this enterprise is faced with higher short-term li-
abilities, and the inability to be covered by the
funds completely. The encouraging fact is a
slightly growing trend of the indicator and achiev-
ing a maximum of 0.81 in 2014. Also, Srbijagas
had a declining trend in the level of liquidity in
the observed period where it is pronounced in
2013 when there was a fall by 50%. In the next
two years, there is a slight decrease of the indica-
tor, where the value was 0.28 at the end of 2015.
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Figure 3 Debt in public enterprises - EPS, Telekom,
and Srbijagas
Source: Authors based on Elektroprivreda Srbije, 2016;
Srbijagas 2016 & MTS, 2016
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Figure 3 reflects the trend of debt indicator in
public enterprises in Serbia from 2011 to 2015,
observing the ratio of long-term liabilities and
equity. There is a growing tendency in EPS which
can especially be seen in the last two years when
the value of observed indicator increased by
45.7%. A similar situation is in Telekom, where
indicator recorded a maximum value of 1.47% in
2015 as a result of the faster growth of long-term
liabilities compared to capital. When it comes to
Srbijagas, it presented a growing trend of long-
term obligations and their pressure on equity,
where this particularly applies to 2013 and 2014
when the indicator was above 2. Based on the
calculation of this indicator, at the end of 2015,
the level of debt has increased by 50.24% com-
pared to the beginning of the period.

Figure 4 Solvency in public enterprises in Serbia - EPS,
Telekom, and Srbijagas
Source: Authors based on Elektroprivreda Srbije, 2016;
Srbijagas 2016 & MTS, 2016

Figure 4 shows the level of solvency in public
enterprises in Serbia in the period 2011-2015.
Solvency can be seen as liquidity in the long term
where it is analyzed as a ratio of assets and debt.
EPS had a declining trend of this indicator of
37.04% over a period of five years. Also, Tele-
kom recorded a lower value, especially in 2012
and 2015, when it reached the lowest level of
1.07. In two last years, there is a deterioration in
the financial situation of this enterprise which is
showed in terms of solvency and debt in the pre-
vious Figure. Looking at the value of debt in Srbi-
jagas, the maximum value was reached at the be-
ginning and end of the period. Specifically, in
2011 the indicator was at a level of 2.82 to the end
of 2015 stood at 2.23. In 2013 the financial situa-
tion was worsened as a result of reduced profit-
ability and liquidity, as well as increased debt and
it was affected by a lower level of solvency and
less ability to cover the debts.
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Conclusion

Based on the analysis of public enterprises in Ser-
bia, it can be concluded that EPS had variable
results in terms of profitability, while the level of
liquidity had a growing trend. Also, the growing
indebtedness of this enterprise directly affects to
slowing and reducing the solvency indicator
which has a declining tendency. Public enterprise
Telekom operated with positive financial results,
but the level of profitability is decreasing every
year. The same situation is with liquidity, while
the growth of debt is especially prevalent in 2015,
which implied the enterprise’s smaller ability to
cover debts. This can see through the movement
of the solvency indicator in 2015. Finally, Srbija-
gas had the weakest results in terms of profitabil-
ity, as well as lower liquidity. In terms of debt and
solvency, the encouraging data is their improve-
ment compared to 2013, when this enterprise
achieved very poor results. The question is what
to do with these enterprises. One solution is priva-
tization and functioning on market principles.
However, due to bad experiences in the past, it is
important to determine the level of readiness of
the government to realize this. Also, there are
opinions that certain enterprises, as well as the
sectors of general importance, should remain in
state ownership. It is necessary to establish a cor-
porate management and adequate organizational
structure with the rationalization of operating
costs in public enterprises, how they could be
more efficient.
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Abstract

With raising number of products offered by manufacturers, and the same or smaller sales space, retailers are
in constant quest for optimal model of allocating limited shelf space to list of products in assortment that will
insure highest possible profit of a certain category but also of the whole retailer's product assortment. Cate-
gory management’s space management is offering some old approaches and new models for additional opti-
mization of shelf space management on category level. This study aspires to investigate the state of shelf
space management in retailing in Croatia and to clearly elaborate retailers’ category management and other
principles in space management activity on category, segment and brand level. The paper aims to help food
manufacturers, as well as small and family owned retailers in Croatia and in other developing countries to
ease and facilitate navigation through the category management imposed by retailers. By using the method of
observation and analysis of the share of shelf space and market share (sales) data, authors attempt to deduc-
tively draw conclusions on the implementation of space management principles at the level of category Pick-
led and canned vegetables. Observations and analysis are done through the case study of four retail compa-
nies. Research has shown that retailers in Croatia in sub-category of Pickled and canned vegetables use con-
temporary category management principles in extensive way, especially in shelf space management part.
Although they have their own specificities, contemporary retailers give most credit to giving equal share of
shelf space to product’s segment as its share of sale (or market share). Additional criteria were identified on
brand level, namely private label’s management, relationships aspects, and assortment dynamics limitations.
Findings should enable manufacturers to capture better position in the category, and possibly influence the
category itself through better satisfaction of both retailers’, their own and consumers’ interests.

Keywords
Category management, shelf space management, planogram, subcategory of pickled and preserved vegeta-
bles.

Introduction such as retail through social networks and mobile
retail), which enables significantly overcoming
the limitations of space and assortment. Neverthe-
less, the large majority of retail sales are still tak-
ing place in stationary retail formats in which they
strive to resolve the ongoing problems of a trade-
off between the limited space for the presenta-

Contemporary retail faces continuous challenges
of managing space and assortment in various re-
tail formats. Assisted by information and commu-
nication technologies, retail sectors are increas-
ingly turning to e-retailing (and its derivatives
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tion/sale of products and a wide array of products
by suppliers (manufacturers and distribu-
tors/wholesalers). The next problem that retailers
are facing is related to the sales space allocation
(place on the shelf, on the display, in the refrigera-
tor or on the floor/pallet of the store) for each
segment in a category, as well for each stock
keeping unit — SKU.

Throughout the history of retailing these prob-
lems were approached in various ways (Segetlija
& Dujak, 2013), and the problem is becoming
more complex with the increasing number of dif-
ferent retail formats and changing the depth and
breadth of the assortment. Nowadays different
retail formats can be found in the retail market—
hard discount stores that offer only 500 - 600
stock keeping units — SKUs (e.g. Aldi), hyper-
markets with over 100,000 SKUs, or department
stores which, under one roof, have more than one
million items (e.g. Macy's in New York). These
figures do not represent a static category, since in
most retail formats assortment changes on a
weekly or monthly basis: large number of new
entries and exits of existing SKUs or changes of
category structure expressed in changes of dedi-
cated space for each SKU in category. All this
leads to constant challenges in the area of assign-
ing space to individual SKU's, i.e. in the area of
space management. In order to respond to these
challenges successful retailers are turning to the
category management business concept. Category
management divides the assortment in product
categories, which are formed on the basis of con-
sumer behavior when buying in order to meet
their needs. Through categories’ structure and
dynamics, category management seeks for opti-
mal category in the system of optimal assortment
for the whole store at a given time. Optimally in
this case refers to the best ratio of retailer’s profit
from operations of certain category and whole
store, as well as satisfaction of the end customer
purchase in the same category (by meeting their
own needs). Initiated by retail, category manage-
ment has expanded upstream in the supply chain —
today category management is more and more
implemented by wholesalers (distributors) and
especially manufacturers. Moreover, a common
application and implementation is one of the pre-
requisites of full capacity utilization of category
management.

The aim of this study was to examine shelf
space management as category management tac-
tic. Target category in this paper is category or
subcategory (depending on retailer’s category

Space Management in Category Management — A Comparative Analysis of Retailers in the Subcategory of Pickled

structure) Pickled and canned vegetables. The
paper aims to help food manufacturers in Croatia
and in other developing countries to ease and fa-
cilitate navigation through the category manage-
ment imposed by retailers. Due to the inferior po-
sition of manufacturers in the food supply chain in
relation to large food retailers (this is especially
true in case of food manufacturers from smaller
and less developed countries), the paper clarifies
the principles and objectives of space manage-
ment in retailing.

There are two main research questions in this
study:

1. What are the main criteria for shelf space
allocation in contemporary retailing?

2. Are there different criteria for shelf space
allocation on different levels of category?

Given the limited information on the criteria
that retailers use to determine the amount of space
and the position of each item, the paper will ana-
lyze the final result of category management,
which is a retailers’ shelf of subcategory Pickled
and canned vegetables. By using the method of
observation and internal data from Croatian
manufacturer in this category, combined with data
about market share of selected segment in Croatia,
the authors analyzed the share of shelf space for
different segments of subcategory, and attempt to
deductively draw conclusions on the implementa-
tion of space management at the level of that
category. Observations and analysis are done
through the case study of four retail companies
operating in Croatia with overall retail market
share higher than 50%. Although the research is
indicative, survey results clearly reflect the prin-
ciples of space management practice in Croatian
retailing, as well as generally in contemporary
retailing of predominantly food products (aka. the
FMCQG or Fast Moving Consumer Goods sector).

1. Space management in category
management

By strengthening the position of retailers through
their concentration, category management is just
one of many ways of doing business that are im-
plemented by retailers, in order to achieve higher
revenues and better serve customers. Since the
retailers are just one link in the supply chain, each
of their innovation affects other members of the
supply chain. In addition to customers, category
management primarily affects manufacturers who
have to change their marketing strategy mostly

STRATEGIC MANAGEMENT, Vol. 22 (2017), No. 1, pp. 060-072

61



62

Davor Dujak et al.

based on their brand management, to marketing
approach based on category management. In cate-
gory management main focus is on category — a
distinct, manageable group of products/services
that consumers perceive to be interrelated and/or
substitutable in meeting a consumer need (ECR
community, n.d.). Therefore, customers are those
who decide which SKU will constitute certain
category through behavior during the purchase of
products that meet the specific need or desire. All
products that are similar in that they similarly or
equally satisfy the consumer’s need, or those that
meet the secondary need to be linked to the pri-
mary (toothbrush and toothpaste, ketchup and
spaghetti, coffee and sweetener) constitute a spe-
cific category (Segetlija, Mesari¢, & Dujak,
2013). Product category is further broken down
into subcategories, subsubcategories, segments
and microsegments, and can go up to individual
products, i.e., SKU (Segetlija & Dujak, 2013).
Example of a category structure is given in Figure
2.

According to Steiner (2001), category man-
agement is a new form of the vertical agreement,
which is not integration, franchise or limit, but
vertical partnership that awards the until then con-
fidential information between manufacturers and
retailers in order to reduce distribution costs and
increase margins for both sides. Partners jointly
think and work towards meeting the needs of cus-
tomers based on analysis of whole category of
products in which is the manufacturer’s product
(Segetlija & Dujak, 2013). Verra (1997) states
that category management is actually an umbrella
concept that covers a number of development
concepts that occur in the retail business.

Category management is carried out as a cy-
clic process. Although there are many different
versions of category management process (Seget-
lija & Dujak, 2013), almost all of them stem from
original process established by TPG consultant
house that has 8 phases at the beginning of im-
plementation (ACNielsen, 2006): definition of
category, role of category, category assessment,
category scorecard, category strategies, category
tactics, implementation, category review. Tactics
are especially important phase category for this
paper where all operational activities are designed
and planned for implementation (Figure 1). It
consists of four main groups of tactics for opera-
tional/marketing areas: assortment management,
space management, pricing and promotion. The
novelty that came with category management is
giving considerable more attention to assortment
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management and space management on the cate-
gory level. Exhaustive analyses result in category
management output — namely planogram.
Planogram can be defined as a diagram that illus-
trates how and where specific merchandise should
be placed on shelves or displays to increase cus-
tomers purchases (Levy & Weitz, 2012).
Planogram is retailers’ (or retailers’ and manufac-
turers’) main tool in category management, and at
the same time retailer is impacting consumer de-
mand through planogram (Figure 1).

Categorymanagement
pracess

Shelf Planograms

Category
Tactlcs/drivers

Figure 1 Space management in category
management process
Source: Authors

Although space management is inseparable ac-
tivity from assortment management (one of the
key restrictions of category assortment is space
defined by certain type of store, and category it-
self), this research is primarily based on an analy-
sis of space management in category manage-
ment. It can be said that space management is a
continuation of location management policy in the
so called “brick and mortar” retailing1 that can be
observed on four levels:

1) Macro location — represents selection of a
region or city/village where the store will
be open;

2) Micro location — represents selection of an
exact address where to build/rent a store;

3) Store layout — location of shelves or other
displays with product categories in the
store (space management on the store
level);

4) Planogram — location of each SKU on the
shelf of certain category (space manage-
ment on the category/shelf level).

l Brick and mortar - refers to retail shops that are located in a
building as opposed to an online shopping destination, door-
to-door sales, kiosk or other similar site not housed within a
structure. (Retail About, 2015)
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Category management’s space management
covers location problems of layout and
planogram, i.e. space management on store level
and space management on category/shelf level.
According to American Marketing Association
(2013) store layout or arrangement of departments
or groupings of merchandise, has to be organized
to provide for ease of customer movement
through the store and to provide for maximum
exposure and attractive display of merchandise.
The peculiarity of layout in category management
is reflected in the allocation of retail space accord-
ing to product categories (usually 50 or more
categories), as opposed to the earlier classification
by departments (4-7 departments).

The main focus of this paper is on space man-
agement issues on category level — both segment
and SK level.

1.1. Space management on category level

Space management on category level (space on
shelf, display, floor or in the fridge) is also called
shelf space management (Chung, Schmit, Dong,
& Kaiser, 2007). Retail space is often the retail-
ers’ scarcest resource (Fernandez Nogalez & Go-
mez Suarez, 2005), important for attracting more
customers to retail store (Hariga, Al-Ahmari, &
Mohamed, 2007), and accounts for a significant
element of retailers’ costs (Ramaseshan,
Achuthan, & Collinson, 2009).

Space management on category level is usu-
ally analyzed on segment level, on brand level and
on individual SKU level. Segment is part of prod-
uct category structure on a level between whole
category and individual SKU (or brand level) usu-
ally determined by consumer decision tree
method, which points out structure and hierarchy
of consumer buying behavior.

Therefore space management on category
level requires more demanding complex opera-
tions that consist of two main activities:

a) Positioning of segment/brand/SKU on the
shelf (or display, floor, fridge);

b) Allocating of space to a certain seg-
ment/brand/SKU.

Each of these activities has its own principles
and/or rules.

Product positioning is an activity of deciding
where to put SKU on the shelf according to its
market share, target customer’s segment, retailers’
promotion plans, logistical requirements (volume,
temperature, shape, secondary or RRP packag-
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ing), influence on other products in category
and/or in the rest of the assortment (other catego-
ries in store). Segetlija & Dujak (2013) summa-
rized most important principles for successful
positioning on category level, as well as basic
rules regarding direction of customer moving in
the store and price increase (prices always in-
crease in customer moving direction, respectively
from left to right). The most commonly stores
have exposure on four levels, and in rare cases
can have exposure on three levels. Exposure at the
level of four shelves, from the lowest to the high-
est, can be categorized on the “floor” level, the
“height of the hand” level, the “eye” level and
“above the eyes” level. Different levels of shelves
are appropriate for different products (products
with different market share and inventory turn-
over, different logistical characteristics, different
volume) and for different target segments of con-
sumers (Segetlija & Dujak, 2013). Product posi-
tioning (or placement) can be changed either hori-
zontally or vertically. According to Chung et al.
(2007), vertical change of shelf position is much
more effective than horizontal relocation. Accord-
ing to many studies (Chung et al, 2007; Segetlija
& Dujak, 2013) eye-level location was the most
desirable location, i.e. highest sale location. Hori-
zontal movements are not so important, but some
rules have been noticed — centrally located prod-
ucts were preferred in the smaller retail formats
like convenience stores, while an edge location
was preferred in the larger formats — e.g. super-
markets, hypermarkets (Chung et al. 2007). Fur-
thermore, the products on the level of categories
and subcategories can be divided based on their
price into A, B and C brands, with the most ex-
pensive A brands, while the lowest-level is C
price (Segetlija & Dujak, 2013).

Allocating amount of space to each SKU in
product assortment is actually activity of deciding
how many facings2 each SKU will have on a
shelf. Facing is probably the most important ac-
tivity in shelf space management (Table 1), but it
must be considered integrally with other impor-
tant tasks of category management like assortment
management (which products will enter in cate-
gory - listing), inventory planning (replenishing
policy) and price planning for each product (Hiib-
ner, 2011). Facings directly influence consumer
demand — more facing leads to higher consumer
demand, but because of limited shelf space the

2
Facing is the physical (linear) space that a single product
occupies (IGD, 2013).
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number of facings for one product limits the space
available to other products, and may require de-
listing other products (Hiibner, 2011).

Table 1 Shelf space demand effects and supply

considerations
Lol Decision area Effects
problem
Assortment Assortment size and | Substitution
planning listing of products demand
Shelf space
Shelf space allocation Space-elastic
planning (positioning) and demand
number of facings
i . Supply
mentory plan flir’:sltj(:;]lgng constraint and
9 g y costs
. . - Price-elastic
Price planning Pricing of products demand

Source: adapted from Hiibner, 2011

Basic principle and current practice of many
retailers regarding shelf space management is to
allocate shelf space for a SKU approximately
equal to its market share. In their study Ramase-
shan et al. (2009) have found that the main rule
for retailers is share-of-sales-equals-share-of-
space, or that they just implement planograms
designed by high market share manufacturers or
franchisers. This approach is suboptimal as it does
not use other important factors, but this kind of
passive category management is still used by
many successful retailers (mainly by retailers that
operate in discount and convenience store for-
mats).

Basic factors for allocating (shelf) space to
certain products should be (Levy & Weitz, 2012):
the productivity of the allocated space, the mer-
chandise’s inventory turnover, the impact on
overall store sales, and the display needs for the
merchandise. Productivity is mostly calculated as
gross margin units per 1 cm length of shelf, or per
one m’ of sales floor, or per 1 m’ of sales fridge.
Very often retailers use a metric that is combina-
tion of productivity and retail turnover — gross
margin return on investment (GMROI) is calcu-
lated by dividing gross margin with average in-
ventory value. GMROI indicates how many units
of currency of gross margin, retailer will earn on
one currency unit invested in inventories. Retail-
ers also compare inventory turnovers, GMROI or
other metric of different SKU’s in category as
well as with average metric of the whole category.
Sometimes SKU does not have satisfactory val-
ues, but its existence on the shelf influence posi-
tively sales of other connected SKU’s with highly
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desirable GMROI. Finally, physical and other
logistical limitations of SKU’s will also affect
number of facings on the shelf. In addition to
these factors, many other principles and methods
have to be taken into consideration in space plan-
ning and management (Segetlija & Dujak, 2013).
Retailers also consider factors like image build-
ing, shelf space for private labels and possibility
of increasing bargaining power towards manufac-
turers (Zameer, Waheed, & Mahasin, 2012). Tak-
ing into account all (or majority) of these factors
requires comprehensive and integral shelf space
management models. While looking for optimal
shelf space management most of authors in their
models take into consideration assortment man-
agement, cost of inventory management3 (Hariga,
et al., 2007; Ramaseshan et al., 2009; Chung et
al., 2007; Kurtulus & Toktay, 2010), and some
even pricing decision (Hiibner, 2011). Due to
huge data sets, these activities are usually con-
ducted through specialized software. In this phase,
experience from all previous phases of category
management process comes to the fore.

Here is good place to elaborate private labels™
share increase on retailers’ shelves that is happen-
ing in contemporary retailing. Although private
labels have considerably smaller market share
than manufacturers’ brands (or so called national
brands), they often get even more shelf space than
manufacturers’ brands. Gomez & Rubio (2008) as
well as Zameer et al. (2012) are just two studies
that confirmed how private labels occupy more
shelf space disproportioned to their market share,
and that retailers are favouring unequal competi-
tion terms between manufacturer brands and pri-
vate labels through better positioning and facing
for their own brands. As private labels usually
have lower prices than manufacturers’ brands
(price is the main motive for their buying), they
are usually positioned to the right of the leading
manufacturer brand — to ease the comparison be-
tween them (Gomez & Rubio, 2008). Retailers’
behaviour in case of private labels is clear and
obvious deviation from category management and
space management main rule, as well as obvious
evidence of retailers’ power in supply chain. Al-
though retailers usually have higher margins on
private labels GMROI is not always higher than
GMROI of manufacturers’ brands (due to rela-
tively low inventory turnover). Retailers are actu-

3
Mostly inventory replenishment problems regarding reple-
nishment frequency and lot sizing

4
private labels or retail brands or store brands
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ally giving more shelf space to private labels to
increase their turnover, but also to increase con-
sumer loyalty (as “our” private label can be
bought only in “our” stores) and retailers’ image
(Gomez & Rubio, 2008; Zameer et al., 2012).
Manufacturers are very well aware of their infe-
rior position, and if they still want to increase
their share of shelf space they have two options:
decrease their wholesale prices (Martinez-de-
Albinez & Roels, 2007) or insist on and promote
category management principles (Gomez &
Rubio, 2008).

2. The analysis of pickled and canned
vegetable subcategory

The concept of conservation includes various
processes and procedures which aim to extend the
sustainability of agricultural and food products.
Preserved foods stay longer usable, even in areas
distant from the site of obtaining (harvesting,
processing, etc.) (Lovri¢, 1994). Although fresh
food is highly available nowadays, consumers
maintain the habit of buying pickled and canned
food, mostly because of the fast life-style, but also
because of the tradition in Croatia and region. It is
also the case in fast markets such as United King-
dom where in 2012 the market of canned food
grew by 4,6% and in the same time the whole
grocery retail market grew by 3,6% (Fortune,
2013). In favour of this is also the fact that canned
food is present in 99,2% households of UK popu-
lation (Fortune, 2013), which can be related with
economic crisis and buying cheaper products, but
also fast life-style. Furthermore, the awareness of
food waste is increasing, among other things, due
to weaker financial situation, and when it comes
to canned food, the food is much less throwing
away than in the case of fresh ingredients.

The convenience of this type of products is
suitable for all ages and it is very important that
consumers recognize the advantages of using
them considering their own lifestyle (Fortune,
2013). From that point of view, consumers in this
sub-category can be divided in two main market
segments (Marinada d.o.o0., 2015):

* “Young” consumers — employed, have a
little free time, consume this type of prod-
uct because they are simple and quick to
use.

= “Elder” consumers — tradition of consum-
ing these types of products (in the past, the
limited availability of fresh vegetables).
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Figure 2 Classification of food product range in retail
Source: authors according to AC Nielsen (2006) classification

Figure 2 shows how food product range in re-
tail is classified by AC Nielsen. In this paper will
be analysed subcategory of Pickled and canned
vegetable, which includes six segments: Ajvar,
Beetroot, Pickles, Paprika, Pepperoni and Mixed
salad.

Estimated consumption of pasteurized vegeta-
bles in Croatia is about 16.000 tons or 180 million
kuna (Marinada d.o.o., 2015, based on Croatian
Bureau of Statistics, 2012) per year. According to
available data from the Croatian Bureau of Statis-
tics (2012), annual average consumption of pas-
teurized vegetables per household is 6.8 kg.

To have starting point for analysis of Croatian
retail market in category Pickled and canned
vegetable share of main segments in category is
given on Graph 1. Segment Pickles has the larg-
est, both quantitative (49%) and value (42%)
share, followed by Beetroot segment in quantita-
tive share (17%) and by Ajvar in value share
(21%).

Quantitative share of sales

Value share of sales

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
WAivar mBeetroot mPickles mMixedsalad mPaprika mPepperoni

Graph 1 Value and quantitative share of segments in
Croatia
Source: authors according to AC Nielsen (2006) data for Croatia,
February/March 2015
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For the purpose of this paper, emphasis will be
on quantitative share of segments, given the lim-
ited data on value shares from the retail chains.

2.1. Space management analysis of
sub-category of Pickled and canned
vegetables

In order to better analyse subcategory of Pickled
and canned vegetables, the space management
analysis of store shelves of several largest retail
chains in Croatia has been made. For the purposes
of this study, the following retail chains will be
discussed in more detail: Konzum d.d., Spar
Hrvatska d.o.o., Kaufland Hrvatska k.d. and Lidl
Hrvatska d.o.0.k.d. Their overall market share in
Croatian retailing is higher than 50% (AZTN,
2013).

2.1.1. Space management analysis of store
shelves in Konzum d.d.

Konzum d.d. is the largest retail chain in Croatia,
with more than 700 stores (Konzum, 2015) and
market share between 25 and 30% (AZTN, 2013).
Konzum has three store formats, Konzum, Maxi
Konzum and Super Konzum. In this paper format
Super Konzum (hypermarket) will be analyzed. In
Pickled and canned vegetables subcategory it has
444 facings on the retail shelves.

Figure 3 shows that the same SKUs are ar-
ranged in vertical blocks. How each segment is
arranged will be explained using the segment of
Pickles. The largest number of facings is taken up
the segment Pickles, 222 of 444, which makes its
share of shelf 50%. Almost equal share of shelf is
taken up Paprika (16%) and Ajvar (15%), then
Beetroot has 10%, Pepperoni 7% and Mixed
Salad has only 1% share of shelf.

First block are private label Konzum’s prod-
ucts K-plus and Standard. On the top-shelves are
the smallest packages of 370ml; on the middle
shelves, at the level of eyes, are 720 ml packages;
and on the bottom shelves are large packages of
1700 and 2500 ml. The block of private label is
followed by national branded products arranged in
the same way — Zvijezda, Podravka and DoOra.
Other segments are also arranged in the same
way, first private label and after national branded
products. Prices are increasing in the direction of
consumers’ movement, i.e. from left to the right
side. Considering that the shelf is arranged ac-
cording to the principle of vertical blocks, all
brands, private and national, have the same shelf
position. They are all positioned at the level of
eyes, within reach, above the eyes, etc.
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Figure 3 Shelves of Pickled and canned vegetables in
Super Konzum
Source: Internal data of Marinada d.o.0. (2015) company

What differentiates them is the number of fac-
ings, where private label K Plus has the most. Pri-
vate labels are predominant in almost all segments
taking up around 50% of the shelves. This is not
surprising considering that in the first half of 2013
the share of private labels in the retail market was
22%, while in 2004 was only 5% (Sedlar, 2014).
As a leader on the Croatian retail market, Konzum
significantly impacts this growth due to the strong
development of its own private labels, to which it
gives considerable space on the shelf in most
product categories, including this one. The other
four national brands take up the rest of the
shelves. One can also see that on the shelves there
is small number of brands and almost all are do-
mestic brands, except Vitaminka which tends to
disappear from the shelves. One of the main rea-
sons for this is that recipes for this product group
are specific (specific for the region of former
Yugoslavia). Manufacturers from e.g. Germany,
have a different, sweeter recipe that is not in ac-
cordance with the wishes and needs of Croatian
consumers, who are not used to their tastes so
there is no significant competition from other
countries (Marinada d.o.o., 2015).

At the moment of analysing this sub-category,
all products on the shelf are without shelf ready
packaging (SRP), i.e. retail ready packaging
(RRP)S. In the beginning of the next season (Sep-
tember 2015), RRP will be applied for private
label K-plus (Marinada d.o.o0., 2015) and it is ex-
pected that very soon other products will apply
this kind of secondary packaging as well.

2.1.2. Space management analysis of store
shelves in Spar Hrvatska d.o.o.

Spar Hrvatska d.o.o. has opened 52 stores (Spar,
2015) and has less than 5% share of total retail

’ Retail ready packaging (RRP) is a form of transit packaging
designed not only for transportation purposes, but also to ease
and facilitate the process of in-store replenishment (Dujak,
Ferenci¢, & Franjkovi¢, 2014)
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sales in Croatia (AZTN, 2013). On the shelves in
Spar there are 475 facings in the analyzed sub-
category.

The shelves are arranged in a pattern that on
the middle shelf (the level of the eyes) are na-
tional brands, while at the secondary positions
(above the eyes, the height of the hand) is Spar’s
private label named S Budget (Figure 4). That
suggest that private label is not in the main focus
of the shelf, the focus is on national brands.

Products are individually placed in a large
number of facings, e.g. in Beetroot segment, the
whole level of shelf is one brand (DoOra, Po-
dravka), and shelf is arranged in horizontal
blocks. Smaller packages are on the highest shelf,
while the largest packagings are at floor level.

When it comes to share of shelf by segments,
once again, segment Pickles have the largest share
of 32%. and Ajvar is the second largest segment
with 21%. Segment Paprika has 17%, Beetroot
14% and Mixed salad has significant 10%. The
smallest segment in Spar is Pepperoni with 7%
share of shelf.

Figure 4 Shelves of Pickled and canned vegetables in
Spar
Source: Internal data of Marinada d.o.0. (2015) company

There are small number of national brands on
the shelves, only four of them and private label.
Private label is the leading brand in the shelf
share, although very close in percentage are na-
tional brands Podravka and DoOra. The focus of
this retail chain in this sub-category is on national
brands or more expensive products. In accordance
with Spar’s strategy, there is no retail ready pack-
aging on the shelves and for now there is no re-
quirement for the coming season for RRP (Mari-
nada d.o.o., 2015).
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2.1.3. Space management analysis of store
shelves in Kaufland Hrvatska k.d.

Kaufland Hrvatska k.d. is the retail chain owned
by Schwarz Group, with 34 stores in Croatia
(JaTrgovac, 2015a). In 2012 it was on the 4th
place with a market share in Croatia between 5
and 10% (AZTN, 2013). It is interesting that in
the category of retail format hypermarkets, Kau-
fland is stronger even than the market leader
Konzum (Sedlar, 2014). Considering analysed
retailers from this paper, Kaufland has a signifi-
cantly higher number of facings in this sub-
category - 1,821 facings.

The specific feature of shelves in Kaufland is
that there are a large number of facings in all
segments. Considering the shares of shelf for each
segment, the situation is similar as in previous two
retail chains. Going from the smallest to the seg-
ment with the largest number of facings, the order
is following: Mixed salad (4%), Pepperoni (7%),
Beetroot (12%), Ajvar (22%), Paprika (23%) and
Pickles (32%).

Figure 4 Shelves of Pickled and canned vegetables in
Kaufland
Source: Internal data of Marinada d.o.o0. (2015) company

In addition to standard position, products from
the analysed subcategory were set in places that
are not common — e.g., private label pickles were
positioned with dried fruit (Figure 4). Almost the
whole sub-category is arranged in a way that na-
tional brands are on the shelves at the level of
hand, eyes and above the eyes, while private label
products are placed on the floor, but in a signifi-
cant number of facings. The shelf is mostly ar-
ranged in horizontal blocks.

It should be noted that the smallest share of
private label is at segment of Ajvar where the pre-
dominant is national brand Podravka. The latter is
interesting because Kaufland offers its consumers
products at lower prices, and in this segment the
largest share on the shelf is taken up by a national
brand that is more expensive, but most likely due
to its high turnover.
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Majority of facings in Kaufland are private la-
bel, followed by Podravka and DoOra. One can
notice slightly higher number of brands in relation
to Spar and Konzum. Significant share of 12% is
taken up by a manufacturer from Macedonia Den-
tina, which is not the case with the previous two
retail chains. The price of Macedonian products is
lower than the domestic products and Croatian
consumers are less familiar with them. However,
due to the strategy of Kaufland, these less familiar
and less expensive products certainly have multi-
ple roles on the shelf — to increase consumer’s
choice of cheaper products, while at the same time
influence price reduction of national brands that
are more expensive. This price reduction espe-
cially refers to higher prices in other retail chains
of the same national brand products.

Unlike the previous two described retail
chains, on these shelves in Kaufland, partial use
of retail ready packaging is present.

2.1.4. Space management analysis of store
shelves in Lidl Hrvatska d.o.o.k.d.o.

With previously analysed retail chain Kaufland,
Lidl Hrvatska d.o.o.k.d. is the second retail chain
within the Schwarz Group and the only grocery
discounter on the Croatian retail market. There are
currently 86 stores in Croatia (JaTrgovac, 2015b),
and its market share in the first half of 2013 was
8% (Sedlar, 2014). The essential characteristics of
this type of retailer are a relatively small number
of products in the range, varying from 600 to
1200, and private label is predominant on the
shelves. Also, there is the presence of retail ready
packaging on the shelves, and Lidl was the leader
of the introduction of this type of secondary pack-
aging on Croatian retail shelves. In this sub-
category Lidl has 188 facings on the shelf, which
is half the facings Konzum and Spar have.

Figure 5 Shelves of Pickled and canned vegetables in Lidl
Source: Internal data of Marinada d.o.0. (2015) company
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As already mentioned, Lidl has significantly
lower number of products, and thus number of
facings compared to other retail chains, what can
be seen on the shelves (Figure 5). What also is not
the common case with other retail chains are dif-
ferent (sub)categories of products on the same
shelf, e.g. tomato concentrate and ketchup on the
same shelf as ajvar.

The leading segment in share of shelf in previ-
ous retail chains, Pickles, has the largest share in
Lidl as well, but quite lower — 25%. Beetroot is
the second largest with 22%, Ajvar has 21%, Pa-
prika 19% and Pepperoni 13%. Segment Mixed
salad is not present on the shelf.

The products are arranged in vertical blocks by
brands, i.e. private labels. Lidl uses a specific type
of presentation — all segments are in retail ready
packaging and there are only three shelf levels
(floor, middle shelf and the top shelf), but each
level fits several commercial transport packages
on each other, which resembles a warehouse.

Private label is almost entirely dominant in
this sub-category of products. The only exception
is segment of Ajvar where is present national
brand Podravka, as the most famous in Croatia.
Also, specifically for this subcategory is that
when Lidl entered on the Croatian market, most
private label products were from manufacturers
from Germany and Hungary (contracting at cen-
tral level), which has caused poor performance in
sales (specific recipe in the Croatian market) and
in recent years Lidl has turned to domestic manu-
facturers (Marinada d.o.o., 2015).

Like in all discount store retail formats, share
of private label on the shelves is very high, 94%.
The reason for this is the focus on the cheaper
products, and generally such a strategy of dis-
count retailers.

3. Discussion — comparison of
analysed retail chains

In all analysed retail chains one can see that sub-
category of Pickled and canned vegetables is
managed according to the wishes and needs of
their consumers and according to the company’s
strategy. Further will be summarized characteris-
tics of space management of shelf in analysed
sub-category in each retail chain.

In Konzum shelf is arranged in a way that the
share of shelf is very similar to the share of sales
in Croatia. When it comes to prices, it offers con-
sumers A (Podravka, Zvijezda), B (Vitaminka,
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Door) and C products (PL), and the shelf is ar-
ranged in a way of Opening Price Point ’ (OPP),
starting with the lowest price in the left lower cor-
ner.

In Spar, unlike Konzum, products are not ar-
ranged vertically, but horizontally, and private
label is placed on one shelf below eye level, while
national brands are at the eye level. Private label
is not in such a focus as it is in Konzum. Also,
Spar offers consumers A (Podravka, Zvijezda), B
(Droga, DoOra) and C products (PL), and in each
segment starts with the lowest price, OPP.

Kaufland is specific because of the large
number of facings in this sub-category, and the
products are exposed in places that are not com-
mon, e.g., as in Figure 3 private labels pickles are
on the shelf with dried fruit. A visible trend is
exposure in retail ready packaging. The number of
facings is created on the basis of data on total
sales of sub-category. ABC principle is also used,
although unlike the other retailers, there is slightly
larger number of suppliers, especially suppliers of
C products. Private label is mostly positioned be-
low the eye level, but in a large number, and the
shelf is arranged by the OPP principle.

Lidl is specific because of the small number of
facings, and the products in this sub-category are
mixed with other categories on the shelf. The pre-
vailing share of shelf is taken up by private label,
i.e. C products. On one hand, one can conclude
that there is the largest mismatch with the needs
of consumers, shares of shelf do not follow the
shares of sales in Croatia. On the other hand, con-
sumers who prefer Lidl are ready to have less
choice, but lower prices.

To answer first research question, share of
shelf space for each main segment in category
Pickled and canned vegetables of selected retail-
ers was analyzed, and then compared with sales
shares on national level, Croatian market Graph 2.
Analysed segments in chosen four retail chains
mostly get the share of shelf which is in accor-
dance to their share in sales in Croatia. Segment
Pickles is the largest segment in all retail chains,
although it gets lower share on shelf, even lower
than its value share in sales (42 %, see Graph 1).
Segment Mixed salad is the smallest segment eve-
rywhere, although it gets substantial shelf space in
Spar and segment Pepperoni gets larger shelf
space in Lidl, while other retail chains follow its
national share of sales. Other segments, Beetroot,
Ajvar and Paprika, exchange their shares, depend-

6
The least costly line of a particular item (KamCity, 2015)

Space Management in Category Management — A Comparative Analysis of Retailers in the Subcategory of Pickled

ing on the retail chain and somewhere they are
above or below the share of sales in Croatia.

NATIONALSHARE OF SALES  [bAZRSSS WL/ 49% ! 14%

KONZUM [/ (/3 50%

SPAR 21% 14% 19 32% . 17%  '10%

KAUFLAND 23%

16% 1

9% 7 33% 2% 4

LIDL 21% 22% 3 25% 19% 0

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
HAVAR ®BEETROOT = PEPPERONI mPICKLES mPAPRIKA = MIXEDSALAD

Graph 2 Comparison of the share of shelf for segments
by retail chain to the share of sales in Croatia
Source: Internal data of Marinada d.o.0. (2015) company and
AC Nielsen (2006) data for Croatia, February/March 2015

It can be concluded that market share ex-
pressed in retail sales or retail turnover, is main
criteria (although not only) for shelf space alloca-
tion on the segment level. And to implement this
principle on the shelf, retailers usually use market
share data for each segment — both from internal
(POS data) and external sources (market research
agency, manufacturers, etc.).

For the purpose of the second research ques-
tion, shelf space allocation on brand level was
examined to check if there are different criteria
than in case of shelf space allocation on segment
level.

From Graph 3 it can be seen that different re-
tailers have different share of space for brands.
Certainly, on brand level market share is also one
of the most important criteria (as they usually
have largest space on shelf for brands with highest
market share — Podravka, Zvijezda and DoOra).
But very high share is also given to their own pri-
vate labels (from 31% to almost 94% of shelf
space). As private labels are products with usually
higher margin and other benefits for retailers, we
can say that they have special treatment and con-
stitute additional criteria on brand level.

Likewise, private labels for many consumers
represent a better choice, i.e. a better price-quality
ratio and bring greater value and a greater possi-
bility of savings. Therefore, retail chains adapt
consumers’ wishes and needs, among other bene-
fits for themselves. That private labels are becom-
ing increasingly known among consumers, and
even real competition to national brands, confirms
the fact that almost half of the consumers buy pri-
vate labels, 43% (Ban, 2013). It is estimated that
in this category the percentage is even higher,
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because it is impossible to make a significant dif-
ferentiation in quality between private label and
national brands (Marinada d.o.o., 2015).

KONZUM 24% 16% 8% 49%
SPAR 27% 8%

KAUFLAND 25% 7%

LiDL 3 94%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
®Podravka ®Zvijezda wDoOra MWVitaminka ®Droga ® Dentina MNaturela ®Bonduel mPL

Graph 3 Comparison of the share of shelf by retail
chain and brand
Source: author’s research

Different share of space for brands in selected
retailers is also caused by different relations be-
tween retailer and manufacturer. Examples of im-
proved relations that affects retailer’s shelf space
management are:

= manufacturer is provider of manufacturing
services for retailer’s private label, and
therefore it also has privileged status for its
own brand on retailers shelf (more space
than it is its realistic market share),

= manufacturer and retailer are vertically
connected (either based on ownership —
same corporation, or based different con-
tract relations — like franchising contracts),

= manufacturer offers additional promotional
activities for its brands (both in-store and
out-store activities) with aim of increase of
sell out turnover (advantages for both re-
tailers and manufacturer),

= favourable agreements affecting retailers
margin also benefits positive shelf space
management.

Overall larger space for category (more shelf
space) could also be a reason for introducing addi-
tional brands and different structure of category
regarding brands. With more brands retailer meets
the needs and expectations of broader groups of
consumers (example of Kaufland). But still, pre-
vailing trend is a reduction in the number of sup-
pliers, brands and products, and increased turn-
over. Turnover is increasing because only those
who meet the criteria of the role categories are
involved, while others would occupy the shelf
space and lower efficiency, i.e. sales (Pavlek,
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2011). This confirms the example of the retail
chain Konzum which in 2012 had 16 different
brands on its shelf in the analysed sub-category,
while in 2015, there are 5 different brands. The
number of suppliers has been reduced, but the
turnover remains the same, or has a slight increase
(Marinada d.o.o., 2015). Retailers have recog-
nized that too many products create unnecessary
additional costs, create unnecessary supply on
products with poor sales, while also interfere the
psychological process of buying at the point of
sale. To keep assortment up to date with new con-
sumer’s needs and trend of decreasing supply
chain costs, modern retailers use much more dy-
namic assortment — high rotation of SKU in as-
sortment without changing the overall number of
1t.

Conclusion

Based on the space management analysis of Croa-
tian retailing, contemporary trends in the retail are
evident, as well the impact of category manage-
ment, which has led to the optimization of the
required categories and products within it — espe-
cially in terms of shelf space management. This
indicative study has shown that retailers in Croatia
in sub-category of Pickled and canned vegetables
use contemporary category management princi-
ples in extensive way, especially in shelf space
management part. Although, they have their own
specificities that arise from their own strategy of
attracting consumers, retail format or their tradi-
tional approach (connected to their country or
origin), contemporary retailers allocate shelf
space to product segments and brands primarily
according to their share of sales (or market share).

In the same time, they are aware of their hori-
zontal position (their market share) and their ver-
tical domination (highest power in food supply
chain) and they adapt space management activi-
ties to their own interest especially in case of allo-
cation of shelf space to brands, where their private
label has privileged position, regardless of its
much lower market share.

Additionally, relations between retailer and
manufacturer could also significantly influence
retailer’s decisions regarding shelf space alloca-
tion — both in positive (increasing of shelf space)
and negative way (decreasing of shelf space).

Some specific implications could be derived
from research results:

= Retailers should primarily decide on shelf
space allocation on segment level based on



Davor Dujak et al.

market shares of certain segment that are
recognized by consumers (through con-
sumer decision tree method) to maximize
sales and minimize consumer confusion in
category;

* Manufacturers should recognize that in
shelf space allocation on brand level, mar-
ket share is not only criteria, and recognize
development of relationships with retailers
as opportunity for increasing its space on
retailer’s shelf;

* Manufacturers should be aware of dynamic
aspects of retail assortment — decreasing of
overall number of SKU, and high change
rate in assortment. Therefore, they should
base their growth strategies not only on
adding new products in their assortment,
but also on assortment reduction with the
goal of optimization according to market
and retail trends.

Understanding of principles and operations
carried out by retailers will enable to the manufac-
turers and its brands to capture better position in
the category, and possibly influence the category
itself through better satisfaction of both retailers’
and their own interests. At the same time, consid-
erable benefits could be withdrawn for small and
family owned retailers who could use some of
basic category and space management principles —
both for their merchandise presentation and for
improving their bargaining power with their sup-
pliers.

The main limitations of this research arise
from limited number of observed retail chains.
The second limitation is a lack of data about re-
tailers’ margins that could help us recognized
some other factors influencing retailers’ shelf
space decisions.

Further research should be carried out in com-
bination of in-depth interviews with retailers’
category managers and data analysis through
above mentioned retail shelf space management
models and their calculations, with additional em-
phasis on individual SKU level of category 51,
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Referencing Guide
The references should specify the source (such as book, journal article or a web page) in sufficient de-
tail to enable the readers to identify and consult it. The references are placed at the end of the work,
with sources listed alphabetically (a) by authors’ surnames or (b) by the titles of the sources (if the au-
thor is unknown). Multiple entries by the same author(s) must be sequenced chronologically, starting
from the eatliest, e.g.:

Ljubojevi¢, T.K. (1998).

Ljubojevi¢, T.K. (2000a).

Ljubojevi¢, T.K. (2000b).

Ljubojevi¢, T.K., & Dimitrijevi¢, N.N. (1994).

Here is a list of the most common reference types:

A. PERIODICALS

Authors must be listed by their last names, followed by initials. Publication year must be written in pa-
rentheses, followed by a full stop. Title of the article must be in sentences case: only the first word and
proper nouns in the title are capitalized. The periodical title must be in title case, followed by the vol-
ume number, which is also italicized:

Author, A. A., Author, B. B., & Author, C. C. (Year). Title of article. Title of Periodical, volume
number(issue number), pages.

< Journal article, one author, paginated by issue
Journals paginated by issue begin with page 1 in every issue, so that the issue number is indicated in
parentheses after the volume. The parentheses and issue numbers are not italicized, e.g.

Tanasijevi¢, V. (2007). A PHP project test-driven end to end. Management Information Systems, 5
(1), 26-35.

< Journal article, one authot, paginated by volume
Journals paginated by volume begin with page 1 in issue 1, and continue page numbering in issue 2
where issue 1 ended, e.g.

Peri¢, O. (2006). Bridging the gap: Complex adaptive knowledge management. Strazegic
Management, 14, 654-668.



< Journal article, two authors, paginated by issue

Straki¢, F., & Mirkovi¢, D. (2006). The role of the user in the software development life cycle.
Management Information Systems, 4 (2), 60-72.

< Journal article, two authots, paginated by volume

Ljubojevi¢, K., & Dimitrijevi¢, M. (2007). Choosing your CRM strategy. Strategic Management, 15,
333-349.

< Journal article, three to six authors, paginated by issue
Jovanov, N., Boskov, T., & Straki¢, F. (2007). Data warehouse architecture. Management
Information Systems, 5 (2), 41-49.
< Journal article, three to six authors, paginated by volume
Boskov, T., Ljubojevi¢, K., & Tanasijevi¢, V. (2005). A new approach to CRM. Strategic
Management, 13, 300-310.
< Journal article, more than six authors, paginated by issue

Ljubojevi¢, K., Dimitrijevi¢, M., Mirkovi¢, D., Tanasijevi¢, V., Peri¢, O., Jovanov, N., et al.
(2005). Putting the user at the center of software testing activity. Management Information
Systems, 3 (1), 99-1006.

< Journal article, more than six authors, paginated by volume

Straki¢, F., Mirkovi¢, D., Boskov, T., Ljubojevi¢, K., Tanasijevi¢, V., Dimitrijevi¢, M., et al.
(2003). Metadata in data warehouse. Strategic Management, 11, 122-132.

< Magazine article
Straki¢, F. (2005, October 15). Remembering users with cookies. IT Review, 130, 20-21.

S Newsletter article with author

Dimitrijevié¢, M. (2009, September). MySql server, writing library files. Computing News, 57, 10-12.

& Newsletter article without author

VBScript with active server pages. (2009, September). Computing News, 57, 21-22.

B. BOOKS, BROCHURES, BOOK CHAPTERS, ENCYCLOPEDIA
ENTRIES, AND BOOK REVIEWS

Basic format for books
Author, A. A. (Year of publication). Title of work: Capital letter also for subtitle. Location: Publisher.

Note: “Location" always refers to the town/city, but you should also include the state/country if the
town/city could be mistaken for one in another counttry.

2 Book, one author

Ljubojevi¢, K. (2005). Prototyping the interface design. Subotica: Faculty of Economics.



2 Book, one author, new edition

Dimitrijevi¢, M. (2007). Customer relationship management (6™ ed.). Subotica: Faculty of Economics.

2 Book, two authors
Ljubojevi¢, K., Dimitrijevi¢, M. (2007). The enterprise knowledge portal and its architecture. Subotica:
Faculty of Economics.
2 Book, three to six authors
Ljubojevi¢, K., Dimitrijevi¢, M., Mirkovi¢, D., Tanasijevi¢, V., & Perié, O. (2000). Importance of

software testing. Subotica: Faculty of Economics.

® Book, more than six authors
Mirkovi¢, D., Tanasijevi¢, V., Peri¢, O., Jovanov, N., Boskov, T., Straki¢, F., et al. (2007). Supply
chain management. Subotica: Faculty of Economics.

2 Book, no author or editor

Web user interface (10th ed.). (2003). Subotica: Faculty of Economics.

< Group, corporate, or government author

Statistical office of the Republic of Serbia. (1978). Statistical abstract of the Republic of Serbia. Bel-
grade: Ministry of community and social services.

< Edited book
Dimitrijevié¢, M., & Tanasijevi¢, V. (Eds.). (2004). Data warehouse architecture. Subotica: Faculty of
Economics.

< Chapter in an edited book
Boskov, T., & Straki¢. F. (2008). Bridging the gap: Complex adaptive knowledge management.
In T. Boskov & V. Tanasijevi¢ (Eds.), The enterprise knowledge portal and its architecture (pp.
55-89). Subotica: Faculty of Economics.

< Encyclopedia entry

Mirkovi¢, D. (2006). History and the world of mathematicians. In The new mathematics encyclopedia
(Vol. 56, pp. 23-45). Subotica: Faculty of Economics.

C. UNPUBLISHED WORKS

S Paper presented at a meeting or a conference
Ljubojevi¢, K., Tanasijevi¢, V., Dimitrijevi¢, M. (2003). Designing a web form withont tables. Paper
presented at the annual meeting of the Serbian computer alliance, Beograd.
< Paper or manuscript

Boskov, T., Straki¢, F., Ljubojevi¢, K., Dimitrijevi¢, M., & Peri¢, O. (2007. May). First steps in vis-
ual basic for applications. Unpublished paper, Faculty of Economics Subotica, Subotica.



& Doctoral dissertation

Straki¢, F. (2000). Managing network services: Managing DNS' servers. Unpublished doctoral disserta-
tion, Faculty of Economics Subotica, Subotica.

& Master’s thesis

Dimitrijevié, M. (2003). Structural modeling: Class and object diagrams. Unpublished master’s thesis,
Faculty of Economics Subotica, Subotica.

D. ELECTRONIC MEDIA

The same guidelines apply for online articles as for printed articles. All the information that the online
host makes available must be listed, including an issue number in parentheses:

Author, A. A., & Author, B. B. (Publication date). Title of article. Title of Online Periodical, volume
number(issue number if available). Retrieved from http://www.anyaddress.com/full/utl/
< Article in an internet-only journal
Tanasijevi¢, V. (2003, March). Putting the user at the center of software testing activity. Strategic

Management, 8 (4). Retrieved October 7, 2004, from www.ef.uns.ac.rs/sm2003

< Document from an organization

Faculty of Economics. (2008, March 5). A new approach to CRM. Retrieved July 25, 2008, from
http:/ /www.ef.uns.ac.rs/papets/actm.html

< Article from an online periodical with DOI assigned

Jovanov, N., & Boskov, T. A PHP project test-driven end to end. Management Information Systems,
2 (2), 45-54. doi: 10.1108/06070565717821898.

S Article from an online periodical without DOI assigned

Online journal articles without a DOI require a URL.

Author, A. A., & Author, B. B. (Publication date). Title of article. Title of Journal, volume number.
Retrieved from http://www.anyaddress.com/full/url/

Jovanov, N., & Boskov, T. A PHP project test-driven end to end. Management Information Systems,
2 (2), 45-54. Retrieved from http://www.ef.uns.ac.rs/mis/TestDriven.html.

REFERENCE QUOTATIONS IN THE TEXT

2 Quotations

If a work is directly quoted from, then the author, year of publication and the page reference (preceded
by “p.”) must be included. The quotation is introduced with an introductory phrase including the au-
thor’s last name followed by publication date in parentheses.

According to Mirkovi¢ (2001), “The use of data warehouses may be limited, especially if they
contain confidential data” (p. 201).



Mirkovi¢ (2001), found that “the use of data warehouses may be limited” (p. 201). What unex-
pected impact does this have on the range of availability?

If the author is not named in the introductory phrase, the authot's last name, publication year, and the
page number in parentheses must be placed at the end of the quotation, e.g.

He stated, “The use of data warehouses may be limited,” but he did not fully explain the possi-
ble impact (Mirkovi¢, 2001, p. 201).

S Summary or paraphrase

According to Mirkovi¢ (1991), limitations on the use of databases can be external and software-
based, or temporary and even discretion-based. (p.201)

Limitations on the use of databases can be external and software-based, or temporary and even
discretion-based (Mirkovi¢, 1991, p. 201).

& One author

Boskov (2005) compared the access range...

In an early study of access range (Boskov, 2005), it was found...
< When there ate two authors, both names are always cited:
Another study (Mirkovi¢ & Boskov, 2000) concluded that...

9 If there are three to five authots, all authors must be cited the first time. For subsequent refer-
ences, the first author’s name will cited, followed by “et al.””.

(Jovanov, Boskov, Peri¢, Boskov, & Straki¢, 2004).

In subsequent citations, only the first author’s name is used, followed by “et al.” in the introductory
phrase or in parentheses:

According to Jovanov et al. (2004), further occurences of the phenomenon tend to receive a
much wider media coverage.

Further occurences of the phenomenon tend to receive a much wider media coverage (Jovanov
et al.,, 2004).

In “et al.", “et” is not followed by a full stop.
< Six ot more authors
The first authot’s last name followed by "et al." is used in the introductoty phrase ot in patentheses:

Yossarian et al. (2004) argued that...

... not relevant (Yossarian et al., 2001).



< Unknown author

If the work does not have an author, the source is cited by its title in the introductory phrase, or the
first 1-2 words are placed in the parentheses. Book and report titles must be italicized or underlined,
while titles of articles and chapters are placed in quotation marks:

A similar survey was conducted on a number of organizations employing database managers
("Limiting database access", 2005).

If work (such as a newspaper editorial) has no author, the first few words of the title are cited, fol-
lowed by the year:

(“The Objectives of Access Delegation,” 2007)

Note: In the rare cases when the word "Anonymous" is used for the author, it is treated as the au-
thot's name (Anonymous, 2008). The name Anonymous must then be used as the author in the refet-
ence list.

< Otganization as an Author

If the author is an organization or a government agency, the organization must be mentioned in the
introductory phrase or in the parenthetical citation the first time the source is cited:

According to the Statistical Office of the Republic of Serbia (1978), ...

Also, the full name of corporate authors must be listed in the first reference, with an abbreviation in
brackets. The abbreviated name will then be used for subsequent references:

The overview is limited to towns with 10,000 inhabitants and up (Statistical Office of the Re-
public of Serbia [SORS], 1978).

The list does not include schools that were listed as closed down in the previous statistical over-
view (SORS, 1978).

S When citing more than one reference from the same author:

(Bezjak, 1999, 2002)

< When several used works by the same author were published in the same year, they must be
cited adding a, b, ¢, and so on, to the publication date:

(Griffith, 2002a, 2002b, 2004)

< Two or more works in the same parentheses

When two or more works are cited parenthetically, they must be cited in the same order as they appear
in the reference list, separated by a semicolon.

(Bezjak, 1999; Griffith, 2004)

< Two or more works by the same author in the same year

If two or more sources used in the submission were published by the same author in the same year, the
entries in the reference list must be ordered using lower-case letters (a, b, c...) with the year. Lower-
case letters will also be used with the year in the in-text citation as well:

Survey results published in Theissen (2004a) show that...



< To credit an author for discovering a work, when you have not read the original:

Bergson’s research (as cited in Mirkovi¢ & Boskov, 2000). ..
Here, Mirkovi¢ & Boskov (2006) will appear in the reference list, while Bergson will not.

S When citing more than one authort, the authors must be listed alphabetically:

(Britten, 2001; Sturlasson, 2002; Wasserwandt, 1997)

S When there is no publication date:

(Hessenberg, n.d.)
S Page numbers must always be given for quotations:

(Mirkovi¢ & Bogkov, 2006, p.12)

Mirkovi¢ & Boskov (20006, p. 12) propose the approach by which “the initial viewpoint...
< Referring to a specific part of a work:

(Theissen, 2004a, chap. 3)
(Keaton, 1997, pp. 85-94)

< Personal communications, including interviews, letters, memos, e-mails, and telephone
conversations, are cited as below. (These are 7of included in the reference list.)

(K. Ljubojevi¢, personal communication, May 5, 2008).

FOOTNOTES AND ENDNOTES

A few footnotes may be necessary when elaborating on an issue raised in the text, adding something
that is in indirect connection, or providing supplementary technical information. Footnotes and end-
notes are numbered with superscript Arabic numerals at the end of the sentence, like this.! Endnotes
begin on a separate page, after the end of the text. However, Strategic Management journal does not
recommend the use of footnotes or endnotes.

COPYRIGHT AND USE AGREEMENT

Articles submitted to the Journal should be authentic and original contributions and should have never
been published before in full text, nor be under consideration for any other publication at the same
time. Authors submitting articles for publication warrant that the work is not an infringement of any
existing copyright and will indemnify the publisher against any breach of such warranty. For use of
dissemination and to ensure proper policing of use, papers and contributions become the legal copy-
right of the publisher unless otherwise agreed.

All contributors are requited to sign the Transfer of Copyright Agreement before the article may be
published. The transfer of copyright encompasses the exclusive right to reproduce and circulate the
article, including photographic reproductions, reprints or any other similar reproductions and transla-
tion. If the copyright exists either for the entire article or any patt of it, it is the contributot's responsi-
bility to obtain permission to reproduce it from the copyright holder.
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