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PREFACE

“Sustainable development is the pathway to theréuive
want for all. It offers a framework to generate romic
growth, achieve social justice, exercise environaen
stewardship and strengthen governance.”

Ban Ki-moon, remark at a G-20 working
dinner on "Sustainable Development for
All", St. Petersburg, Russian Federatiort, 5
September 2013

The publication Sustainable growth and development in small open@uies is

a result of a joint effort made by researchersiesggrs and editors. It emerged as
an attempt to contribute to the understanding efgtoblems the global society is
facing in the 21st century and potential resporisesnsure the achievement of
sustainable development. Last few decades broungimense changes. Some of
them lead to overall improvement in the qualitylitéd of individuals, but also to
the society as a whole. Unfortunately, some ofcthenges created negative effects
on the environment and pose a threat to the fatehef planet Earth. The
environmental problems are even more pronounceteyeloping countries with
small open economies.

Twenty nine authors prepared fifteen papers, dmouing in analyzing various
issues related to sustainable growth and developm&athors from seven
countries have collaborated in bringing this pudimn to life confirming the
importance of the regional and global approach.

We owe special thanks to the reviewers, distingedslnd highly recognized
researchers, in taking upon themselves this tinmswming and important task.
Their inputs exceedingly contributed to the ovecalality of the publication. We
would also like to thank Ms. Zorica BéZior the technical editing of the book.

Editors
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AN INQUIRY INTO THE COMPETITIVENESS-
RESILIENT GROWTH NEXUS

Srdan MARINKOVI C, PhD”
Marija DZUNI C, PhD'
Nataga GOLUBOVIC, PhDP

Abstract: The paper builds on contributions coming from theory of
economic crises and the theory of international petitiveness, within a
novel framework of economic resiliency. The emair&nalysis, based on
recent data and international comparisons, indisatéose ties between unit
labour costs and trade imbalances, with a potent@lexplain the lost
momentum in economic growth. By decomposing utibug costs into
labour productivity and labour compensation indmat we found the wage
policy a factor that contributes to the lost conitpetness of Southern EMU
countries vis-a-vis a group of large exporting ctrigs. The paper also
discusses main policy dilemmas and some policprgtimplications.

Keywords: national competitiveness, resilient growth, labquroductivity,
financial crises

1. INTRODUCTION

Resilience is the capacity of a system to survadapt, and grow in the face of
unforeseen changes, even catastrophic incidensdidRee is a common feature of
complex systems, such as societies, economies,aroay) cities or ecosystems.
Such systems are resilient if they possess théyatul resist disorders, to find an
easy way out of catastrophe. Unlike some otheresyst economies always
survive. What matters for economies is the welkbehat will be sacrificed in the

attempts to cope, adapt and transform. There ae ather specificities of

economies as distinct anthropogenic systems.

In this paper, we underline that a resilient ecopahould equally be able to
prevent destabilizing forces to develop internadly, it is expected to cope with

Quniversity of Ni§, Faculty of Economics, Serbiedjan.marinkovic@eknfak.ni.ac.rs
* University of Ni§, Faculty of Economics, Serbiaanija.dzunic@eknfak.ni.ac.rs
" University of Ni§, Faculty of Economics, Serbiatasa.golubovic@eknfak.ni.ac.rs
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An inquiry into the competitiveness-resilient growtexus

external destabilizing forces. More specificallye \address the issue of the lost
international competitiveness of Southern EuropdJedduntries trying to relate it
to the wage-productivity developments. We also ltacke issue of the real
convergence within EMU and why it seems to be laggbehind the real
convergence across some other parts of the wordybkl a set of policy options
and instruments available within the monetary uriooo weak to achieve the
ultimate goal of real convergence.

In the main part of the paper we study some linlkdwben international
competitiveness and economic resilience. We st avfferences of the concept
of resiliency in natural and social systems, befeeegive a short review of causes
of economic crises, which would help us to disdhssroots of ongoing economic
crisis. In section four we go on to explore theicedtand empirical regularities
concerning the links between labour costs (lab@adyctivity/compensation) and
trade imbalances, with a special focus on the temésis in Southern Europe EMU
countries. Section five discusses some pitfalldhenroad to economic resiliency
and policy dilemmas that are most relevant for nemyeintegrated areas, but may
also have general economic policy relevance. Trired §ection concludes.

2. THE CONCEPT OF RESILIENCE IN NATURAL AND SOCIAL
SCIENCES

Resilience is a universal feature that applies dth matural and anthropogenic
systems. It is an attribute of dynamic and adapsystems. These systems
perpetually evolve through cycles of growth, acclation, crisis, and renewal, and
often self-organize into unexpected new configorati(Center for resilience at the
Ohio State University).

Economic resilience is a piece of jigsaw whicheadsled, points to the need for a
much broader perspective over the developmentsssung which includes mutual
interactions among economic and other systems,cantgprises environmental,
social, and even cultural resilience. Economiclissgie means “the ability of an
economic system to withstand adverse shocks, aaitbcate resources to areas
that offer new growth opportunities” (Munitlak-lvavi¢, Zubovic 2017, 18). If a
system, while faced with challenges, possesseisyabilcope, adapt and transform,
it can be labeled as resilient (GolubgvGolubove 2017, 14).

Resilience is obviously a quality of a system whaam be assigned an absolute
value, at least theoretically. If a system bountesk to the equilibrium
immediately, and at no costs, it possesses abgasiteence. In real life, the level
of resiliency should be assessed by virtue of caststime that are necessary to

10



Srdan Marinkovi, Marija DZunt, NataSa Golubovi

pull the system back to equilibrium, to restore pihevious one, or to shift it to the

new one. In economic life, time has value, and ithiwhy one can use the phrase
“the lost decade” referring to the time spent iconeering growth after a shock (e.g.

Japan economic recession in 90s).

Resilience is also a quality of market structutdarket resiliency measures the
speed by which new trade corrects temporary imigaldmetween demand and
supply and brings market price to the new fundaalevalue, if the trade was
informational, or the speed by which new trade dsirthe price back to the
previous level if the disrupting trade wasn’t basedthe fundamental information.
Thus, “resiliency is a characteristic of marketsvimch new orders flow quickly to
correct order imbalances, which tend to move praseay from what is warranted
by fundamentals.” (Sarr, Lybek 2002, 5). This cqnaests on the assumption that
assets are eventually going to be priced on fdireyaand what matters is the speed
at which it happens. Yet, (asset) market interastican be complex, but still far
from the complexity of some other economic systefe more complex system
is, the more it will incline to non-ergodic typee.i mutable reality outcomes of
economic decisions evolve over time in its natunel @ontent. In that case,
resilience will not result in movement along a sthotrajectory, but rather in
continuous adaptation to changing conditions. Adicgy to Tainter (2006, 92), if a
system (social or ecological) has the capacitydotioue a desired condition or
process, this indicates its sustainability, whisiliency indicates the ability of a
system to adjust its configuration and functionemdisturbance.

Rojas-Suarez (2015) defines macroeconomic resylias@bility of an economy to
resist a shock, assuming that the shock comesdraside and all the resources an
economy has at disposal to cope with it are interiva such framework,
macroeconomic resiliency contains two elementgilitg and capacity to react to
shocks. At this point we would underline that thare some similarities but also
important differences between environmental shacikeconomic shocks. Fellow
economists which are not ready to accept blamts gfrofession for not foreseeing
a disastrous event tend to focus solely on cniaissmission mechanism. There is a
vast number of studies of economic disturbancesttbat crisis phenomenon as it
is coming from elsewhere. It is clear for so callambntagion” branch of
explanations, which is obviously rooted in natweiences, particularly medicine.
However, many disastrous events in the econongchiifve not happened all of a
sudden, and taken us by complete surprise. Econdlisitirbances are not
uncontrollable events; they are growing with usj] gnowing because of us. It is
probably true that from the very beginning, it &rdh to assess the extent of an
incoming disorder. As Jorda et al. (2010, 5) wrdffinancial crises, clinical
depression and spam e-mail share common featuws rélguire specialized
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An inquiry into the competitiveness-resilient growtexus

statistical methods. They can be characterizednasybevents (one is in a financial
crisis or not, one is depressed or not, an e-mapam or not) whose outcome may
be difficult to verify even ex-post—was it a findaiccrisis or a simple recession,
clinical depression or bipolar disorder, spam etmaa commercial e-mail about a
product we own?” However, it also might be truettbae serious or a series of
small mistakes help an initial disorder to transfointo full blown crisis.
Economists usually choose (rather arbitrarily) anpérom which they will start
exploring role of different actors, their actionadareactions, leaving all that
happened before simply as given.

There are some similarities between systems irr@atspecially living nature (e.qg.
ecosystems) and anthropogenic systems, like segidlements interact, adapt and
evolve over time. Interactions between units ametiaon some regularity that can
be known or unknown to us. However, physics andobio never go wrong,
causality never fails, and it is repeated the samgover and over again.

If we accept that building our world resilient shibbe our ultimate goal, we model
our behaviour based on the assumption that shawke édrom elsewhere, and all
that we can do is to adapt. All the actors on tiead scene are prone to mistakes.
If no one makes mistakes, no one will be forcecadapt. Thus, our focus on
resilience is somehow too narrow for social systdtris based on the assumption
that for most of us bad things happen, and whéapipens, causes chain reaction
such as how to avoid to be hit, and if one caneanissed, how to control damage,
and learn from the past episode in order to preiteett for the next one.

Thus, the biggest difference between natural atick@pogenic catastrophe is that
humans can control the emergence of the latter Bme.emergence of the natural
catastrophe is based on physics, as well as trasgmiof it. The reactions are
complex but predictable and lead to the range hiftisos (outcomes) that can be
foreseen, and calculated with a reasonable accuhimyertheless, despite of the
increased awareness and understanding, naturatrogiaes are still hard to
anticipate, and all that people can do is to chahgeavay of life in order to reduce
impacts that inevitably come from nature.

In anthropogenic systems knowledge matters (Tai286). Knowledge in society
is disseminated amongst individuals. An individaatumulates knowledge over
the lifetime, carries its knowledge, but the knadge eventually dies with the
carrier. Despite the inventions made to store amsglechinate knowledge (library
achieves, extended databases, searching machiogsoat understanding of
processes around us is still far from flawless. &@mple, if mankind had the right
answer it does not necessary mean that anyoneega lit. One needs some
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knowledge even to look for knowledge. Individuatal aorganizations make many
decisions in the deficit of knowledge and withouit tinderstanding of processes.
If the knowledge is readily available how can belaked the fact that the same
bad things happen all over again. Reinhart and R¢g8609) coined the phrase
“this time is different phenomenon”, trying to eapl why we do not learn from

the experience of others.

Humans are the only living creatures that are prmngrong reactions, errors,
since we make decisions. Although economic crisessametimes classified as
external to the system, but they are never exteéontile whole humanity. There is
always a human mistake somewhere, big enoughdagetria crisis, and likely a
chain of mistakes that help the crisis transmit.

3. CHALLENGED RESILIENCY: ARE WE LIVING BEYOND OUR
MEANS?

Kajfez-Bogataj forcefully underlined in her keynatgeech: “We are living beyond
our means, on resources borrowed from the futudetlae model of capitalism we
use today is inadequate? Both the environmentsisaind the financial crisis have
the same root cause — living beyond our meansgsaources borrowed from the
future.” (Rek, Simic 2009,xi). This statement can be easily accepted, in tise fi
approximation, as a valid explanation of deepets@d the contemporary crisis.
However, such behaviour is not common for entireldyoat least not in any
specific point of time.

Despite the common phrase used in policy circlesearen in academia, we have
reservations against referring to the last crisisaaglobal phenomenon. At least
concerning its roots, and to a large extent theswilias been transmitted outside
the country of origin, it was mostly limited to tmeost advanced industrialized
countries. Nevertheless, growth opportunities warallenged in the vast number
of countries, but one could reasonably expect shaggish or negative growth in

the part of the world which represents the enginearld demand would have an

impact on growth in the rest of the world.

Such an economic “earthquake” should awaken patiakers, and bring them to
reality. Why are new industrialized countries cathe doing better than old ones?
Maybe the economic resources are not that muchawour of currently most

advanced economics as it used to be, and the tueesl of consumption and

living standard are not well rooted anymore.
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Is there any economic fact that can be used taheshypothesis? What reveals a
real strength of any national economy is the outca@han economic battle that
takes place vis-a-vis all other nations. Nationmgete in the world market, so that
current account balances would probably providénaight into who is winning
and who is losing the race.

3.1. Economic crises antirade imbalances

There is a large body of literature dealing withtedeninants of financial and
economic crises, exploring both spatial and tenpairaensions of crises. In this
short review we will limit our interest only to the contributions which are more
comprehensive and refer to the most recent crisisldveloped countries. By
studying macroeconomic fundamentals of developedhities within the sample
of several most striking international crises ower period of last 140 years, Jorda
et al. (2010) agree that external imbalances, famgkprotracted current account
deficits, along with credit growth and behaviourinterest rates, help explaining
incidence, duration and overall social costs oéfdicial disturbances. The authors
found that the current account deteriorates inrtimeup to isolated (local) crises,
although the evidence seems inconclusive in glokaks, possibly because both
surplus and deficit countries get embroiled in thisis. Interestingly, in a less
formal way of analysis, Hume and Sentance (200@hdothe same determinants
important in explaining the roots of recent finah@nd economic crisis across the
developed world. The authors moved forward in @rpig global imbalances, by
blaming low-cost producers for systematic detetiora of trade accounts of
majority of Western economies. Moreover, in a mo@nprehensive review of
determinants of financial crises, which covereds88lies, Frankel and Saravelos
(2012, p. 218) found current account balance fifibst frequently cited variable
that significantly explains incoming crises. If wdd export and import data which
some studies report as variables that substitutéhfo current account variable it
will boost foreign trade related variables as thiesst early warning indicator, just
behind international reserves and real exchange ldatving in mind that the better
performing variables at the same time constituttharge market pressure index
(per se a measure of crisis intensity), it makes vthriable of concern one of
paramount importance.

Just to make a picture complete, we would undethag the importance of current
account imbalances for macroeconomic fragilityas ane of lesser extent even for
emerging countries. Rojas-Suarez (2015) framewark émerging markets

macroeconomic resilience puts current account beldrelative to GDP) on the
top of seven indicators chosen to make a synthm&asure of macroeconomic
resiliency, where the indicators are separateddizators that destabilizing effects

14
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of an adverse external shock on macroeconomic mpeafoce depend on; and those
which portray country’s ability to respond to sho@iscal balance, public debt,
inflation performance and credit growth). Curregt@unt balance, along with
indicators of external solvency and liquidity, bejs to the former group of
indicators. The above intellectual exercise bringso the point that we would like
to address next; that is, how the persistent angngally disastrous trade
imbalances across the world can be explained.

4. COST OF ECONOMIC RESOURCES AND ECONOMIC RESILIEN CE

The logic of unit labour costs that determine in&tional competitiveness can be
traced back to Ricardo (1817). Later contributimg. Dornbusch et al., 1977) put
forward the old arguments to the point that theolabcosts are seen as the main
driver of international competitiveness. Howevdth@ugh the argumentation of
mainstream theory seems strong, empirics seemslkzson this issue. The weak
and even inverse long-term causal relationship éetwhe change in unit labour
costs and output growth, as well as internatiomahpetitiveness, is known as
Kaldor (1978) paradox. The author proved empincatiat in a time span that
lasted several decades the countries that havethegest increase of unit labour
costs were the countries with the steepest econgroigth and improved national
competitiveness. This is probably due to the l@rgattechnological changes and
the contribution of intangible economic resourdegrkilis et al., 2016), which are
the factors that are more likely to make differeicéarger time spans. However,
since radical changes in production technology taime time to become an
influential determinant of labour—output relatioigshin the meantime, day-to-day
changes in unit labour costs, driven by other f&gtoemain the main driver of
international competitiveness, and consequently tfaén driver of changes in
output growth across nations. Those two forcesntdrnational competitiveness
work in unity, they are not mutually exclusive. lWdtugh it is clear from the stance
of economic theory, when it comes to economic pdtiappears that there is much
more confusion. Policy makers advocate either tmtexity measures, ignoring a
whole set of economic growth determinants thatdayside of labour costs, or
calling for alternative economic reforms negatitigprsg economic logic of unit
labour costs as a determinant of competitiveness.

What might the drivers of radically changed relatimternational competitiveness
be? In the table (1) some winners and losers stedli The data are from official
source (OECD), and this is why we excluded Chinamfrthe comparisons.
Although the case of Chinger seis very interesting, the data source contains no
records for this country, as well as for some o#maerging surplus countries. In
the first section of the table, Germany, Japan &uwuith Korea are listed,
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representing the current account surplus counfwémers), while the worst EMU
performers, Greece, Portugal, Spain and Irelande(®), are presented in the
second section of the table.

Table 1: Labour costs and productivity (annual growth rates, %)

GDP per hour worked Labour compensation Unit labour costs
per hour worked
1996—2007| 2007-201pb 1996—20b7 2007-2015 1996—12001)07—2015
CA surplus countries
Germany 1.67 0.58 1.51 2.60 —0.16 2|03
Japan 1.6§ 0.83 -0.11 0.22 -1/79 —(0.61
Korea 5.08 2.92 6.28 4.18 1.15 1.p7
Southern Europe and Ireland
Portugal 1.38 0.78 4.24 0.53 2.86 —0/25
Ireland 3.55 4.9 6.40 1.72 2.86 -323
Greece 2.56 -1.1b 6.50 —0.89 3/94 0.26
Spain 0.21 1.33 3.04 1.49 2.83 016

Source OECD (2017a, 2017b, 2017c, 2017d) authors’ retafion

Unit labour costs index (hereafter ULC) is a widedgcepted measure for
international competitiveness. By the way of candgion, the measure compounds
two distinct indicators. Thus, for a more sophetied analysis, one has to
decompose the unit labour costs into a more pdrifieeasure of “labour”

productivity and a measure that captures changevages. The measure of
productivity is GDP per hour worked, while the m@&asof change in wages is
labour compensation per hour worked. All origingérfuine) data series (levels)
are expressed in USD constant prices (2010 PP&dhas they are completely
comparable. In order to investigate whether thenecoc downturn that became
visible in year 2007 can be explained by changedstarnational competitiveness
we recalculated the indicators so as to compailiedgsebefore and after the crisis.

Data in Table (1) are average annual growth raieshie period (in percentage).
The growth rate of ULC is then simply differencetvibeen the growth rate of
labour compensation per hour worked and the gromate of GDP per hour
worked. Therefore, if the labour compensation (v8hgacreases at steeper rate
than “labour” productivity, it will generata rise in unit labour costs (by hours
worked), and damage countries’ competitive positibme data show that during
the decade before the crisis all the Southern Eucopntries plus Ireland exhibited
no problem with stimulating growth by means of labproductivity. For Ireland
and Greece average growth rate of labour prodtxtivas above that of Germany
and Japan. However, during the period, gap in uUadour costs steadily
accumulated because of differences in growth ratedabour compensation.
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Namely, in those countries wages increased muderfalsan in Germany and
Japan (even negative figures).

Although some authors (e.g. Flassbeck 2016) wevaepto address the issue of
reshaped national competitiveness throughout th& Edvhd particularly position
of Germany vis-a-vis Southern Europe EMU countiigscalling upon Germany’s
policy of undercutting its wage increase so asaip dehind real productivity
growth, the regularity is far less striking in aexercise. Our data (Table 1) show
that Germany can be blamed only for not joining thage race, probably
motivated to fence off from main international catirs. By performing the
“internal devaluation” Germany resorted to “begtiar-neighbour, but only after
beggaring its own people” (Flassbeck 2016, 15).

Unfortunately, the issue of data availability ress our analysis to the most recent
periods. However, there are some data exclusively“labour” productivity
available even for earlier periods, which make Unde ato assess long-term
productivity trends. For example, during the peffiem 1983 to 1996, all sampled
countries recorded stable productivity growth, witbrea leading the group with
average annual growth rate of 7.05 %, followed wrigland (4.04) and Japan
(3.60). All other countries except Greece (1.2%prded average rate above two
percent annually.

The temporal change in “labour” productivity istjaspart of whole picture, which
tells nothing about relative productivity among t@untries in the sample. The
next table (2) presents the data on the level lmdua productivity (USD constant
prices, 2010 PPPs) for the countries (added Turkag}ive to that of Germany.
The data show that labour productivity of all caiggt in the sample (except
Ireland most recently) is lagging behind that ofiGany.

Table 2: GDP per hour worked relative to Germany

| 1983 | 1996 | 2007 | 2015
CA surplus countries
Japan 0.59 0.69 0.69 0.70
Korea 0.17 0.3% 0.4% 0.54
Southern Europe and Ireland
Portugal 0.55 0.56 0.5¢4 0.55
Ireland 0.63 0.77 0.94 1.32
Greece 0.65 0.5% 0.611 0.53
Spain 0.92 0.88 0.75 0.79
Memorandum
Turkey | 0.43] 0.4§ 0.56 0.6

Source OECD (2017b) authors’ recalculation
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What is symptomatic is that both within Europe amdthe global scene, it seems
that there is one major player which implementgggaes-thy-neighbours” policy.
In Europe it is Germany, and in the globe it is r@ghiThose two cases have
something common, but also have some distinct featuAccording to some
classifications (Abdon et al. 2010), Germany issBeond-most complex economy
in the world, after Japan, and the second mostrslfied economy after Italy.
Germany exports total of 5,107 products while 2,With revealed comparative
advantage. This country dominates or has two-dlgire in world export of top ten
most complex products. Those facts lead some auttmrconclude that using
Germany for comparisons is somehow misleading. &tee some pieces of
research (Abdon et al. 2010) that prove that SentBeirope countries as a group
differ in export structure so much that they do catpete directly with Germany.
At least so far, China story has seemed completpposite. It is an astonishing
fact that solely in the first decade of new millerm China tripled its share of
world export of manufactures, which now reached tigits figures. Many would
agree that China’'s competitive advantage restshaag and productive labour.
Moreover, its export structure becomes increasirsgiphisticated (Ceglowski,
Golub 2012). Those are two completely oppositaesgias for penetrating foreign
markets. Technological advance makes Germany peateitom fierce (price)
competition, while China is the economy which fuplice competition on the
global market. To rephrase, China is doing bettdredper) in what all other
countries can do.

The stable growth in productivity is common featafell sampled countries in the
decade that precedes the crisis strike. Howeveat wiade change in international
competitiveness was different pace at which wage®wgrowing before the crisis.
Being a full currency union, EMU, and its adjustmenlicy, operates with one
hand tied. If there aren’t national currencies,re¢hés no scope for external
(currency) devaluation to restore competitivenets/ben member states. The only
way to adjust is through unit production costs,wdfich the unit labour costs
represent a major part. New developments in EMUh mvel macroeconomic
imbalance procedure (above all more stress put alanbed trade) and latest
records, proved common understanding that cooidmadf price and wage
evolution is a key requirement for a successfutenay union. After decades’ long
history of current account deficits, Portugal, d&red and Spain recorded a break
into surplus in 2013, while Greece succeeded thmesa 2015. This trend
coincides with either reversals in unit labour so$lreland and Portugal) or
moderations of previous high growth (Spain and GegeAt the same time,
Germany allowed an increase of unit labour costgh® level which proved
harmless for trade balance, since for the perio®@d7 to 2015 the country
recorded even a steep increase in current accoupluses (from an average of
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1.61 percent of GDP for prior-crisis decade to G6€cent in last eight years), not
so from trade with the Union members, but largebnt trade vis-a-vis the rest of
the world.

The next Figure (1) shows spatial relationship leetwthe current account balance
(in percent of GDP) and the movements in unit laboests. Both variables are
expressed as average rate for the period (1996)2@7 unit labour costs as
annual growth rates. Although the analysis is naseld on sophisticated
econometrics, it seems rather convincing that arsbrissue of balancing current
account can be related to the dynamics of unituabosts.

Figure 1: Current account balance vis-a-vis unit laour costs

® Japan

2 Germany ® Korea

2 3 4 5

® |reland

P
SPain -\ 5 1921x+0.949

R*=0.7573

Current Account Balance (% of GDP)

® Portugal

.10 ® Greece

-12
Unit Labour Costs

Source OECD (2017a, 2017b, 2017c, 2017d) authors’ retation

The idea that unit labour costs determine tradessfloand consequently output
growth, rests on the assumption that nothing isighd in income distribution, e.g.
the capital costs are constant over time, or témésjualize across countries. Felipe
and Kumar (2011) show that “loss of competitiveiidss some countries in the
EMU is not just a question of nominal wages incigsfaster than labour
productivity, since nominal profit rates decreaaéa slower pace than the capital
productivity. Based on the data that covers théogeirom 1980 up to 2007, the
analysis reveals that in all EMU countries but Geethe share of capital in value
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added increased, even tripled in case in AustfimsTthe question is whether the
lost competitiveness belongs to diminishing cappedductivity, i.e. rising unit
costs of capital, along with highly debated risimgt labour costs.

When an economy is faced with a rise in productiosts that jeopardize long term
growth, the question is how those potentially daogs tendencies are tolerated. If
the economy is resilient, such gaps would neveuraatate to the level where
concerted reaction of market and policy forces esessary. The market forces
alone will be sufficient to hold up dangerous temes. The discussed crisis
episode explains that neither free market possesisesstrength to bring

equilibrium back, nor policy interventions couldagantee that.

5. SOME PITFALLS ON THE ROAD TO A RESILIENT ECONOMY AND
POLICY IMPLICATIONS

At this point we should stress an insightful intotbry remark of Jorda et al.
(2010, 1): “It is a great irony that crises arehamps right up to their inception, at
which point they become the scionsr@fw economic orthodoxidgalics added]
and a few fortune tellers.” If the global financailsis that struck across Europe in
2007 revealed that EMU ruled by monetarists ortlgdfailed to achieve real
convergence, so will the same, prolonged econoetession and crisis of Europe
competitiveness unveil shaky grounds of the adjastmpolicy based on
neoclassical recipes, which assume potential gitfle labour market to restore the
lost competitiveness, and again, bring Europe loadke road to real convergence.

When working on the terrain of adjustment policye dras to consider two corner
solutions: austerity measures, or (further) stimoiaof aggregate demand. The
first approach so far proved to be rather costljusithent policy for some
countries, since it brought crisis of under-constiompat the doors. The second
corner solution appears not a viable option anynmginee the hardest hit countries
already reached dangerous levels of public debs Shortage of easy solutions
indicates that an economy, once driven out of theks because of overspending,
possesses no solution that excludes future underdépy. Moreover, even if
under-spending (austerity) is accepted it can beeracomplicated to implement
with success.

If we assume that there are two forces that driwepwd, investment and
consumption, and introduce income distribution aslogenous variable, a
distressed economy that is staggering for intewsnati competitiveness, will
inevitably become stuck in one or another type ridis An increase of labour
share in value-added will increase domestic consiompbut decrease incentives
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to invest, and a profitability crisis and unemplamwill emerge. An increase of
capital share in value-added would stimulate inmesits, but, if not followed with
increase of consumption, the crisis of under-comgion will emerge. Theory of
regional economic integrations suggests that factobility will wipe out local
disequilibria toward a new regional equilibriumt blee process has so far failed.

EMU policy package currently combines country sfiecfiscal tightening
response and all-across-EMU relaxation through msipaary monetary policy,
which, despite of unprecedented extent, have nonpmlanger traditional measures
of monetary stability yet. Such a combination wasighed as a proper response of
a monetary integrated area on asymmetric econdmicks

Through the post crisis recovery package, leadingnties (e.g. Germany)
endeavour to protect growth, while, in countrigsrhdst hard during the financial
turmoil, stability was targeted as their prime canmc However, in this episode,
road to stability goes through restored internai@ompetitiveness.

As is always the case, there will not be one-sitzedll policy. If an economy were
producing only for export, its output would be @tvby world demand, and the
domestic demand would not matter. For the groupooitries that we study, the
case of Ireland is the sole one close to this idéai other countries, domestic
consumption will drive output to a larger extenhefefore, the policy orientation
should be case specific. If an economy is one pbexed type, wage cuts, and
consequently domestic consumption cuts, would \ikdecrease import and
increase export, boost international competitivenesnd output. An overall
economy would benefit from this policy action, appened recently in Ireland.
However, if an economy is wage-led one, with doimed¢mand (consumption)
that dominates international demand (consumptiam@ge cuts would probably
harm domestic demand more than it would stimulaternational component of
total demand for national product, and the tradesoiuld hardly be positive at the
end of the day. In such economies, reward of daipitastments will be protected
if decreasing share of profit in output is compéadawith increased total output,
due to the increase of total consumption.

It is obvious that countries outside of monetaryoorhave some extra room to
maneuver. They have at hand nominal devaluationug eliscuss merits of internal
(real) vs. external (nominal) devaluation. Interdalaluation which is aimed to
restore competitiveness based on downward adjustimeelative wages probably
impacts on the wages in all sectors. Currency dewian, on the opposite side,
impacts on the (real) wages exactly where is neéBldsbeck 2016, 18) in the
industries that compete internationally. Externavaluation will have an
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immediate positive effect on profit margin in expariented industries, i.e.
increase share of profit relative to labour cogtsyiding that wages and prices do
not follow an upward trend after the depreciatidthe effects of currency
devaluation on profit margin and wages in imporeted industries and non-
tradable sector will depend on the way that wagissainternally. However, it is
likely that such development would not harm doneestnsumption as much as
internal devaluation (wage decrease) would do. Meidm of internal devaluation
rests on the assumptions that wages in industrigmsed to international
competition do not follow labour productivity, deat unit labour costs do not tend
to equalize internationally, or, wages in non-tlddasectors do not align
downward with the wages in tradable sector, oppdsitmechanism explained in
Balassa (1964). Therefore, a government has topmgsure on wages in non-
tradable sector, most likely the public sector, ging that the wage decrease will
spread throughout the labour market.

6. CONCLUSION

The theorem that unit labour costs direct tradegl@cross nations belongs to the
basic economic regularity known as “law of one @fjovhich, in this particular
case, means that the same resource must be phieeshine all over the world.
More specifically, reward for labour should be tethto its productivity, which is
the measure of its quality. Unfortunately, opposit¢he laws of physics, economic
laws are possible to ignore for some time.

If the economies were resilient, they would previat pressure to accumulate to
the level that crisis becomes inevitable, and, duld not be that visible that

economic law regulates our lives. Economic crigessagns that our undertakings
are limited by economic laws. They are punishmédotsthe committed crimes.

Fortunately, the economic systems have circuit kesabuilt-in. Those are hard

facts of economic life. Attempts to seize unjustifireward for any resource will be
mirrored in lost international competitiveness, eemtl debt accumulation and
ultimately in jeopardized growth.

The episode that we have studied here points oue gmwlicy fallacies. The first
one is that ongoing monetary integration per s@dselchieving pre-conditions
necessary for creating one such integration, ealhedn terms of relative size of
output shocks and their synchronization (Karftekes 2001). Namely, merits of
monetary integration are strong if there is perfiettaregional migration of labour
and unrestrained inflow and outflow of capital fandbut also mutual
compatibilities of the member countries in mattefssconomic institutions and
coordination of national policies, in the complenaeities of their trade patters,
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business cycle and shock synchronization (Swoff@@®0). Those economic
conditions make an abandoning of monetary autonalmpst a costless strategy.
However, even the very father of optimal currenogaatheory, Mundell (1961)
underlined that at the beginning of the monetarifiaation, member countries
have been far from an optimum currency area in gesmmobility of economic
resources (capital and labour) and price and wiagéoility. According to Rogoff
(2005) EMU failed to achieve the level of its labomarket integration and
flexibility, and remains a non-optimal currency arelecades after the creation.
Secondly, it is a pitfall that adjustment mechanirat goes through divergent
price and wage trajectories, if needed, will operaell (automatically) and at costs
that societies readily accept.
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Abstract: The objective of this research is to analyse wdts of the
consumers towards the organic products and to datex the level of
confidence they have towards the legally estabdistebel for organic

products. A large number of studies have shown tivaen buying,
consumers usually opt for a product with a tradekn#irat guarantees a
certain quality. We used questionnaires designedcifipally to obtain

customer-level data in order to evaluate their tatles towards organic
products and labelling. Having in mind identifiednstrains and literature
review, we structured questionnaires to test theinion about organic food,
basic criteria when opting for groceries and areyhwilling to pay more for
the organic products. Survey results show that goness in Serbia have
awareness of the importance of healthy eating kadnitd they are ready to
allocate more money to buy organic products duthéir quality, safety and
nutrition. Their basic criteria when opting for greries is food composition,
followed by recommendation and price.

Keywords: consumer attitudes, organic products, organic duation,
organic certification process, national organic &b

1. INTRODUCTION

Recent years brought environment preservationdrfdabus, stressing out concerns
about food safety and intensive development of rmdmggroduction and new
alternative ways to produce healthy, safe and enmientally friendly products.
Organic products have a number of advantages mst&f their wellbeing and
absence of numerous harmful chemicals that arelyvidsed in conventional
production. In addition, the negative impact on teevironment has been
minimized. The organic products do not contain tafes that are harmful to
health - pesticides, heavy metal residues, hormomed other veterinary
preparations, mycotoxins, synthetic additives omegieally modified organisms.
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Another aspect of organic production put pointstbat the products are produced
in accordance with the basic laws of nature, inreary with the flora and fauna,
compliant with climatic conditions and as such htneevitality that primarily has a
positive impact on the consumer. This sustainalbteyction system does not
pollute the environment. Synthetic protective agemtd artificial fertilizers are not
used, animal breeding takes place in a way thatribotes to the well-being of
animals themselves and enables the production rofnfare secure products of
animal origin for consumers. During production,opity is given to renewable
energy sources and the use of energy is minimizedngl production and
processing.

Organic production is a legally regulated and idekithe control and certification
process from the farm to the market (FAO, 2011)islta complex, strictly
controlled production system that operates undemdtfined rules of IFOAM (the
International Federation of Organic Agriculture Mavents), which every country
adapts specifically to its conditions and spedisi of the local market and then
regulates it. There are a number of conditions &zath producer must fulfill in
terms of the use of the law of the foreseen tealesicand resources in order to
carry out organic agricultural production. This Iyulcontrolled production is
regulated in the Republic of Serbia by the Law agadic Production (Sluzbeni
glasnik RS", N0.30/10,07.05.2010).

2. THEORETICAL BACKGROUND

The intensive expansion of areas under organicscreflects the importance of
organic production. According to the latest datanfrthe Organic Monitor, it is
estimated that the global organic product market femched 75 billion euros in
2015, with the US as a leading market (35.9 billamos), followed by Germany
(8.6 billion euros), France (5.5 billion) and ChifielJR 4.7 billion). Switzerland,
on the other hand has the highest organic prodimisumption of 262 EUR per
capita in 2015 according to FiBL (www.fibl.org). dife are a number of factors
that influence consumer decision to buy organicdpots: availability, price,
perceived quality, family reasons, political/ethicessues, health problems
(Hjelmar, 2011). Organic barometer study conduciedSwitzerland showed
changes in organic demand trends for the first time2015: 608 consumers
participated in the research, 11% of them are ayréaying organic products, 28%
often buy organic products and 43% buy organic ypectslonly occasionally. All
three groups of respondents intend to buy morentcgaroducts in the future. The
most important motive for the purchase of organmidpcts is the "avoidance of
pesticide residues in food", "contribution to eowimental protection" and "natural
production/foods with less additives and process{R@BL, 2016).
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On a global scale, organic production is intergstamd important because it
protects natural resources from pollution and prese biodiversity. Also, it
provides long-term maintenance and enhancemenrilbofestility. At the country
level, it can ensure sustainable socio-economial rdevelopment, while at the
consumer level, organic production provides safiejfymovi¢, Le¢ovski-Milojki¢,
2015a). Developing and transitional countries witptimal environmental
conditions in rural areas have the opportunityncréase their supply of organic
products on international market and thus boosfitprgthout compromising the
environment with dirty technologies, typical of sleecountries (Ljumovi et. al,
2015). According to FiBL's available data from 20#8.7 million hectares of
agricultural land is under organic production (utihg areas in the period of
conversion). Almost 1% of the agricultural land the world is under organic
production, where 40% of total organic areas awustralia and Oceania, 27% are
in Europe, 15% in Latin America, 8% in Asia, NoAmerica 7% and only 3% in
Africa (FIBL, 2016).

In Serbia about 2,000 producers are engaged imargaoduction, with about
15,000 ha under organic crops and a tendency eftgrdue to increasing demand
for organic products on both domestic and foreigrkats. According to the data
from 2015, area under organic production reach&d%.of total agriculture land,
which is lower than the average in the EU (datanf013 show, there was about
5.4% of land under organic crops in the EU, www.p§s Organic production in
Serbia is regulated since 2000 and the regulatames harmonized with EU
regulations. The possession of the organic ceatdienables producers to access
the organic products market and provides consumghssecurity when buying.
The process of obtaining the certificate is extrlgmegorous, long-term and costly.
However, with the acquisition of certificate, custrs get certain security in
product quality and producers can sell their preglat a significantly higher price,
which can lead to a rise in the profitability. Irder to distinguish the organic from
conventional products, they must be marked wittpecigic label, each country
defining its own. During the 2006 in Serbia the Miry of Agriculture, Forestry
and Water Management prescribed the appearanceoatent of the label for the
certified organic product and the label for the duct from the period of
conversion: "Organic products that are placed ennttarket shall be declared in
accordance with special regulations governing acgaroduction and labeling and
advertising of food. The product from the convemsperiod, which implies the
time period prescribed for the transition to thgamic production system for a
period of 1 to 3 years, also have its mark, prescriby law” (Sluzbeni glasnik RS,
No0.88/16, 28 October 2016). Both marks are displate~igure 1.
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Figure 1: The national organic label for the produds from the conversion period
(right) and the sign of organic products (left)
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The official EU logo for the labeling of organicqgaucts, known as Euroleaf
(Figure 2), was introduced in July 2010. If usedus tproduct must be legally
qualified as organic and fully compliant with thenditions and regulations for the
organic sector established by the EU. For procepseducts, this means that at
least 95% of ingredients are of organic origin. ¢mpd organic products have a
label prescribed by the country in which they aredpced, as well as a sign for
organic products used in the Republic of Serbia.

Figure 2: Euroleaf - the official EU logo for the Abelling of organic products

Certification and control process provide security producers in terms of
protection against unfair competition which attesnft manipulate certain labels
and words in names of their products and ofteneadd buyers in terms of the
quality of their products. The names of some pritglwontain the prefix "bio",

"eco", "organic" even if they have not actually g through the process of
control and certification or produced according thee principles of organic

production. The consumers can be sure that theuptedabeled as organic have
been produced under rigorous control which is dtutetl by the law that can

confirm that the product is coming from controll@gjanic production system.
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3. LITERATURE REVIEW

Consumers opt for the purchase of organic prodactseveral reasons - because
organic production uses less pesticides and fatdi it is considered to be less
environmentally damaging and there are also headtisons (Van Doorn &
Verhoef, 2011). Many studies show that health aumdition aspects are the most
important factors affecting the procurement of aigafood (Honkanen et al.,
2006). In addition to health reasons, motives foyifig and consuming organic
food are ethic (animal welfare or environmentalt@ction), quality (taste) and
national origin (Hjelmar, 2011). On the other hamthen it comes to producing
organic products, profitability is one of the basiiteria that agricultural producers
take into account when deciding on a particulaetgp production. However, the
number of producers, who, in addition to profitapjlalso require quality, safety
and environmental protection is increasing gheski-Milojki¢, 2015). Recent
research showed that it is possible to achieve itphility of agricultural
production with respect to the organic principldsalysis of organic soybean
production pointed out that it is possible to aghi@rofitability and at the same
time realize the benefit to the society as a whbjamovi¢, Lecovski-Milojki¢,
2015b). The promotion of the use of organic proslumbuld be enhanced by
introducing additional content at the organic farsisch as accommodation, food
and beverage, natural tours, horse riding or eviéar @olunteering on organic
farms in exchange for accommodation and food. Sdras a big potential in terms
of development of organic/eco tourism, due to theéd number of protected
resources, natural areas, national parks, resen@yjments and a large number of
protected plant and animal species. Since orgaud has gained an increasing
popularity worldwide including Serbia recently, tees the trend of increase of the
cultivated land area under the organic productiganfovi¢, Lecovski-Milojki¢,
2015a). Promotion of organic products and ruralrismo can also enhance
entrepreneurship (especially female entreprenqurshieation of new jobs and
decrease of unemployment and also developmentalfareas (Rado&j Radové-
Markovi¢, 2017).

In Denmark, organic food consumption has becomedsta - organic food
purchases are normal for Danish consumers - or68ef them have never
bought organic food (Kjaernes & Holm, 2007). Reskaelated to the definition of
a typical organic food buyer has shown that "amaoig consumer is a mature
woman with children living at home" (Hughner et @007). In China, known for a
large number of scandals in the food industryudystvas conducted as part of the
Food Integrity project by FiBL, which showed thdtet official organic label
presence on products can contribute to the grofwinganic food consumption and
growing confidence in the quality of organic foas$pecially for consumers who
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had at least one negative experience with the pgectof fake products (FiBL,
2016). Labels are worth the measure in which thelp ko consolidate the long-
term commitment of the consumer who is affiliateithwthe company-producer
trademark owner and create a positive image (S&nifanjust, 2014). Over the
years, most consumers have realized that theipshgabits have a direct impact
on many environmental problems (Laroche et al. 1200he diffusion of labeled,
branded and certified food consumption is a majend that is a consequence of
changing consumer attitudes towards health and &addty (Stojkou et al.,
2011). An latest research on food safety in Seshiaws that respondents are in
average not sure whether they have reasons to bmistit or pessimistic
(Domazetpoki¢, 2018).

The labeling of organic products does not only fiemensumers, but also sells
organic products. Organic labeling allows organiodpicers to achieve greater
negotiation power over retailers and thus to achigneater market share (Bonnet
& Bouamra-Mechemache, 2016). The most importanamiyfood markets are
USA, Canada, Europe (the largest organic food markee Germany, Great
Britain, Italy and France) and Japan (Parawgi al, 2008). The total sales of
organic products - food, bedding, pillows, clothiagd tobacco - in the United
States increased by as much as 83% between 200Z042d(Cohrssen & Miller,
2016). The organic food market is moving towardgeasing consumer attention
on environmental and animal welfare issues, thaokfie large coverage of the
media and the increasing awareness of the conseegieof environmental
pollution, global warming and the use of naturalowwces (Van Doorn & Verhoef,
2011). In Japan, consumers are willing to pay a b@glaer price for organic than
conventional products that do not have a spedfiel, indicating the possibility of
making a significant profit margin for organic prmetrs and retailers (Kim et al,
2008). Producers, processors, exporters and egamiorfood businesses have to
pass through the process of certification. Autheatizorganizations control
production processes and services in terms of tbempliance with defined
standards. Inspection and certification (the desti€ is valid for a period of one
year, followed by a re-check of all the factorspustated by the Law and, if
fulfilled, the produces gets extension of the @iedte) are the only guarantee to the
consumer that the organic product is produced domprto all criteria and
standards of organic agriculture (Parawei al., 2008). Research conducted in the
United States, Great Britain, Denmark and Swedewdhat trust in the organic
label is greatest in countries with a significarutry participation, which
suggests that governments can influence the grofsiheen consumerism through
active and significant inclusion in eco and orgafabeling (Sonderskov &
Daugbjerg, 2010).
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4. DATA ANALYSIS AND RESULTS

The aim of this paper is to research the attitusfesonsumers towards organic
products and the trust they give to the legallyspribed label for organic products
on the market of the Republic of Serbia. This redeases questionnaires designed
specially to obtain customer-level data in ordeevaluate their attitudes towards
organic products and labelling. Having in mind itiged constrains and literature
review, we structured questionnaires that we usdtié research. The survey was
conducted at the end of 2016 and the beginning0af7 2with 124 respondents
older than 18 years. The survey was anonymoushilistd via social networks and
in direct contact with respondents. Questions ietlwere stipulated in a way that
allows statistical analysis. The questionnaire isted of two parts. In the first
part, respondents gave answers to the questiorsditarmined their basic
characteristics and identity. The second part & tluestionnaire contained
guestions used to test their opinion about orgémici and basic criteria when
opting for groceries. We also tested whether coessrare willing to pay more for
the organic products. Last part of the questioentEsted the connection between
organic labelling and confidence in grocery puraigis Each question in
guestionnaire is given with concise explanation,order to eliminate possible
errors and ambiguities. Data analysis was perforogdg MS Office Excel and
SPSS.

In the first part of the questionnaire, respondentye asked to give basic
information such as age, gender, level of educatmetupation, number of
household members, monthly earnings per househelthbar. The results are
shown in Table 1. The largest number of respondegitsngs to the age group of
20-35 years (64.51%), 19% of the respondents aderuhe age of 20, 8.87% are
aged 51-65 and 0.81% are older than 65 years otoindl 46% of the respondents
have secondary education, while the respondenth tié university degree
constitute 43.44% of the sample, 9.01% with a mastdegree or doctorate.
Majority of the respondents (76.61%) live in Beldga 10.48% in a city with a
population less 100.000, 3.23% in cities with a yafion more than 200.000,
while other places of residence make up 9.68%. Mbshe samples are students
(43.9%), 38.21% are employed, 12.20% are unemploykd largest number of
respondents (38.71%) live in a four-member famigpondents whose family has
more than 4 members make up 21.77% of the samplg5% of the respondents
come from two-member families and 7.26% of the oesignts with one member.
Monthly income per household member up to 40,00tardi is 39.03%, from
40,000 to 70,000 dinars is 33.33%, from 70,00000,000 8.94% and more than
100,000 per household member 18.70%. 49.17% ofonegmts come from
families with children and 51.83% are from familigghout children.
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Table 1: Frequencies of the basic characteristics the sample

Question Available answers Frequency| Percent
Gender: female 90 72.60%
male 34 27.40%
Age: less than 20 years old 24 19.3%5%
20-35 80 64.51%
36-50 11 8.87%
51-65 8 6.45%
65 or more 1 0.81%
Education primary school 2 1.64%
secondary school 56 45.9006
University degree 53 43.44%
master degree/doctorate 11 9.01%
Place of living Belgrade 95 76.61%
city with a population more than 100,000 4 3.28%
city with a population less than 100,000 13 10.48%
other 12 9.68%
Occupation student 57 46.34%
employed 47 38.21%
unemployed 15 12.20%
other 4 3.25%
Household members 1 9 7.26%
2 23 18.55%
3 17 13.71%
4 48 38.71%
more than 4 27 21.77%
Monthly income per up to 40,000 RSD 48 39.03%
household member 40,000-70,000 RSD 41 33.33%
70,000-100,000 RSD 11 8.94%
more than 100,000 RSD 23 18.70%
Family with children 59 49.17%
without children 61 50.83%

Source:Authors own calculation based on the survey

The second part of the survey referred to the Hamevledge that the respondents
have on organic products, leaving the possibilftgefining organic products. This
guestion was intentionally left as open one, simeewanted to determine what
associates them to organic products and to chdek the compliance of their
answers (we asked them the similar question with wnd we defined answers).
Most frequent responses were healthy, not contdediteeated with
chemicals/pesticides, without additives, chemispmpduced in the old fashioned
way, safe, delicious, eco, special conditions faoodpction/controlled food
production, produced by respecting certain prigpbf organic production. It is
interesting that a lot of respondents tied orggmioducts to a food without
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genetically modified organisms. On the other haothes of the respondents
connect organic food with words such as expenstee, expensive, hardly

accessible, not necessary, current trend. The same was determined when they
were asked this same question with pre-defined arssw

Consumer preferences depend on a large numbectof$ahat can be extremely
variable among consumers. As much as 85.4% of nelgpas think that food is not
safe today. However, only 1% of respondents expte$ealth concern in each
grocery purchase, 54.9% of them occasionally espoemicern about purchases,
while 13.8% of respondents do not express theicemnabout food purchases. The
majority of respondents trust the information aadommendations obtained from
family and friends 66.6%. Higher level of importanas a source of information
have consumer protection and organic associattogether constituting 16.2%.
Most dominant criteria for the selection of foodcemposition of the groceries,
34.1% of the respondents opted for that, 22.8%espondents select products
based on the recommendation, 14.6% take the psidheabasic criterion in the
selection of food, 10.6% of the respondents asstiection criterion takes the
origin of the food, the fact that the product isnfr ecological production selected
only 7.3% of the respondents, 3.3% of the respasdeelieve in the brands and
the same percentage of the respondents has thderurd in the recommendation,
composition and origin. The stamp and the tradenzarkthe criterion for the
selection of groceries has the smallest numbeegpandents, only 2.5% of the
sample. However, when respondents evaluated tleniorgroduct mark in terms
of their safety, quality and safety credentials,72¢ rated the maximum score
(grade 5), while 10.1% of the respondents ratedI|diaeest score. Majority or
respondents declared that they read the declaratiggmoduct occasionally 41.5%,
and together with those who do read the declaratiore than 75% are interested
in the content of food products they buy. It ishesting that respondents identified
the usage of genetically modified organisms adipgest threat when buying food
products (36.6%). Expiration data presents andilgethreat (29.3%), while 23.6%
of respondents identified usage of additives/pregies as the biggest threat.
Altogether, more than 70% of risks comes from thetdrs that are eliminated in
organic production. Detail results from the survegarding the basic criteria when
opting for food products are presented in Table 2.
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Table 2: Survey results related to the basic critéa when opting for groceries

Question Answer Frequency | %
Do you think that the food yes 18 | 14.6
you consume is safe? no 105| 854
Do you have concerns whenyes 39| 317
buying food no 17| 13.8
sometimes 67 | 545
When it comes to information recommendation of family and friends 82 66.6
about safety and quality qfthe media 4| 32
food you trust which sources consumer protection associations 10 B.1
information provided by the manufacturer 9 713
ministry in charge 2| 16
organic associations 10 8j1
internet 1| 0.8
other 5| 41
Please state criteria whegnrecommendation 28| 22.8
opting for groceries packaging / design 4 3B
trademark 3| 24
composition 42 | 34.1
price 18 | 14.6
brand 4] 33
ecological production 9 7.3
origin 13| 10.6
other 2| 16
Do you read the declarationYes 43 35
on food products No 29| 23.6
Sometimes 51| 415
What is the biggest risk whenexpiration date 36| 29.3
buying food products pesticide residues in foods 9 73
additives/preservatives 29 236
genetically modified organisms 45 366
other 4| 33

Source:Authors own calculation based on the survey

Respondents also gave answers related to orgamdagiion. Most of them 81.3%
considers that they do not have enough informatioout organic products. They
connect organic products with the same things ithegtified when asked to define
organic production. Organic product are identifeesl healthy (52%), ecological
(21.1%) and safe (11.4%). Most of the respondealimdst 50%) buy organic
products sometimes, while there is 8.9% or redulgpers. When asked if and how
much money would they allocat for the purchasergtnic products if they were
sure that this product was better, healthier, safeore nutritious, 56.7% of
respondents stated that they would be willing tg pp to 30% higher price for
such a product, 14.2% of respondents are readifoiwate 50% more money and
5% of respondents are willing to pay 100% highécearWwhen opting for organic
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groceries, 10% of respondents stated that they dvoattainly choose organic
product at any price while 12% of respondents wawdtl be willing to allocate
more money for an organic product.

Table 3: Survey results related to attitude about myanic food

Question Answer Frequency | %

Do you think you have yes 23| 187

enough information about no 100 | 81.3

organic products

Your association for the term ecological 26| 211

organic is healthy 64 52
quality 6| 4.9
safe 14| 11.4
expensive 11| 8.9
other 2] 16

Do you buy organic productg  yes 11| 8.9
often 11| 8.9
sometimes 60 | 48.8
not 18 | 14.6
do not pay attention to whether the food | Quy 23| 18.7
is organic or not

Would you pay more for not 18 | 14.6

organic products
yes, I'm ready to pay the price up to 30% 70 57
yes, I'm ready to pay the price higher than 17 | 13.8
50%
yes, I'm ready to pay the price higher than 6| 4.9
100%
Yes, | would pay for any price for organjc 12| 9.8
products

Source:Authors own calcu

lation based on the survey

In the last part of the survey, respondents wemvehsigns that are found on
certain food products that are usually found in 'thealthy food" departments in
Serbian grocery shops. These are labels on prothatscan be classified in the
broadest category of "healthy”, such as the grgmgaealabel, including, among
others, the logo of organic products. The respotsdesve answered to what extent
each of these signs gives them confidence in paiepdiood, evaluating them with
grades from 1 (very little) to 5 (very much). Fifstur signs/labels that do not
represent official/certified logo have the averagdues between 2.25 and 2.63.
These are much lower values compared to the valotdéned for official certified
logo for organic product 3.63. This indicates tthet consumers recognize official
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labeling as a sign of trust, security, food produeith high nutrition value and
quality.

Table 4: Survey results related to different labels

Certified logo of

Logol| Logo2| Logo3| Logo4 organic products

Average values 2.63 2.25 2.56 2.40 3.63

Standard deviation 1.05 1.10 1.26 1.1 1.26

Source:Authors own calculation based on the survey

5. CONCLUSION

Based on the conducted research, it can be comtltiiEg consumers in the
Republic of Serbia today are certainly aware ofghality of organic products but
also they consider other important issues sucload $afety, health safety, origin
and quality. A large number of consumers are readllocate more money to buy
organic products due to the quality, safety andrittrt of these products.
However, only 2.5% of respondents value productsetbaon trademark and
organic label. This indicates a relatively smajingiicance for the consumers in the
domestic market when they decide on the purchatieegfroduct. Bearing in mind
that it is precisely the sign of organic produdtattis the only guarantee that the
product is truly produced in accordance with th@gples of organic production
and that the producer himself has undergone aaigoprocess of control and
certification, it is necessary for consumers to paye attention to the presence of
this label when making decisions about purchase.

The role of the state is extremely important in gvecess of bringing organic

products closer to consumers and raising awareabest the importance of

organic products, numerous benefits for consunpeegiucers and the environment
in which they grow and produce. Research in thetddniStates, Great Britain,

Denmark and Sweden has shown that trust in ordaadtlabeling is the highest in

countries with a significant state participatiorhisTis very important in order to

prevent unfair competition in terms of misuse ata&ie terms in the product name,
which misleads buyers in terms of quality and whwehnot undergone a rigorous
process of control of competent institutions and affered on the market as
healthy and biologically.

At this stage of our research we are aware of noaselimitations of this analysis.
Further effort should be made to stratify and iasgethe sample in the research.
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VALUE OF AGRICULTURAL LAND AS NATURAL
RESOURCE

BoZzo DRASKOVIC, PhD”
Jelena MINOVIC, PhD'

Abstract: For some of the natural resources, productive ecaioaise in the
function of development is conditioned by monetaryestments and
technological innovations. The change of ownershghts over natural
resources, especially agricultural land as a naturapital asset is specific,
because natural resources represent the nationallttveof the countries in
which they are located. This paper presents theragpmh by which the
market prices of agricultural land are formed inelitly on the basis of the
volatility of market prices of the products arisifigm the exploitation of
natural capital assets. The paper contains the eingianalysis of the prices
of agricultural land in Serbia. Protected naturasources, as special forms
of natural capital assets, do not have market vadunel indirect evaluation is
based on hedonistic models as well as the expeaditwdels to cover the
costs of protection and readiness to pay for thinteaance of biodiversity.

Keywords: natural resources, natural capital assets, agliatal land, price
of agricultural land

1. INTRODUCTION

Natural resources, natural capital assets, landeimeral, agricultural and forest
land, mineral resources, hydrocarbon deposits aedrepresent fundamentally
different factors of production compared to otleatdrs, such as labor and capital.
The created capital, as physical assets in the fofnequipment and applied
technologies, is relatively easily change locationlike natural resources, these
created assets as production capacities are eateasy to move from one
location to another. Innovations as a product & ttevelopment of human
knowledge and its application in production repnése universal common good,
which in short term is characterized by relativemability. In a long term
innovations are goods which become a general \&alagable to people regardless
of territorial divisions.

" Institute of Economic Sciences, Serbia, bozo.drési@ien.bg.ac.rs
* Institute of Economic Sciences, Serbia, jelena.ric@ien.bg.ac.rs
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Innovations are products of human knowledge, ntarigible assets. Innovations
influence the production of economic values througtactical production,
changing the previous and introducing new, morenegucally efficient ways of
production. The key feature of this process is @duce the participation of
immediate human labor and increase the volume ¢&nah production of goods
and services. Schumpeter (1975) calls this protaesitive destruction’. The
created capital that is present in the form of dings and infrastructure, as a
different spectrum of physical assets, is locatédimwa market. Over these assets,
property rights can be changed relatively easilfilavtheir market location
remains unchanged.

Physical assets presented in the form of manufedtgoods easily change the
market, moving from the market where they are martufed to the markets
where they will be spent. Services, depending air tftorm and structure, are
mostly related to the immediate local market whitrey are rendered. In such
cases, the services are offerd only at the locakets where they are rendered
(tourist services, servicing, warehousing servitegisport, etc.). Service users in
such cases represent a demand market, so cons{oumstiemers) of services move
to places where these services can be renderededomthere are service sectors
that are market-differentiated according to thekeawhere they appeared and the
market where they may be consumed. In such cdsesendering of services and
their use are settled at completely separate twtsti These services are
conditioned by the development of new informatienhinologies and include the
following: financial services, intellectual servicand education services. A special
form of created capital consists of financial assehich, in the conditions of the
developed global market, move from one market talaar relatively easily, even
in few minutes. These are transfers of financiatetss loans, bonds and
receivables. Labor as a special form of naturaitabpssets or the ability of a
human being is a relatively mobile factor of proglure and is conditioned by the
allocation of production resources, differenceg@nomic development between
countries, the level of education, differencesridividual capabilities of human
capital, characteristic for each individual.

Agricultural land, as an integral part of totaldaor part of total natural resources,
represents a resource with a fixed offer. Naturaburces are bound to the borders
of a state whose territory they make and are oné¢hefessential constituent
elements of the existence of the state. Landtheeterritory along with population
and sovereignty make the three interrelated preationd for the constitution and
existence of a community organized in the form aftate. Agricultural land as a
fixed natural, production and existential factordsefined as inherited natural
capital asset. From the economic point of view lasda natural resource and
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natural capital asset may be considered as totadl fassets. Agricultural land as
the subject of market transactions does not chasgearket position. However, as
a factor of production it is subject to the chanfiewnership over it, depending on
national or regional regulations. The change @ titghts between citizens and
legal entities within individual countries is masften liberal with certain anti-
monopoly restrictions.

There are no defined property rights over certairispof land, forest ecosystems
and biodiversities that enjoy special protectiomede are areas that represent
special natural values and ambiences such as ahtjarks, nature reserves,
special protected areas, waters, ponds, foresystenss. In these cases, these are
common natural assets (Ostrom, 2006) whose surwvagrotected by special
customary norms or state regulations.

The explanation of the method by which the priceagficultural land is formed
requires a complex approach and cannot be redunbdto the forms of the
standard model of supply and demand. A numberatbfa influence the formation
of prices of agricultural land as a natural asett is, natural capital asset. It may
seem that the prices of agricultural land refléet thanges in supply and demand
for agricultural land as a natural resource. Howetley are determined indirectly
and depend on the demand for agricultural land ymtsd According to the facts
mentioned above, the price of aricultural land aeiseon the changes in supply
and demand for goods generated from productionegs®s, which take place
alongside the combination of the use of naturaitabgssets (agricultural land) and
fixed i.e. created capital. Fixed or created céieehnology, innovation, financial
assets) significantly affects the deformation oicgs of agricultural land as a
natural resource. Regarding the use of createdfixed capital and agricultural
land as a natural resource (capital), the pridgtgiven to the created capital in
relation to natural resources. The consequendaiapproach is can undisputedly
be interpreted, as follows: if prices of agricutuproducts grow, the market price
of agricultural land increases and vice versa. $tamdard matrix for displaying
changes in the impact of supply and demand on riicespof agricultural products
is logical and satisfactory at first sight. Howevér has a limited value in
explaining the change in the price of agricultdazd. The limitation is due to the
fact that the total supply of agricultural land a®atural asset or natural capital
asset is fixed. The supply of agricultural produc¢sulting from the use of
agricultural land is variable and depends on a rarnolb other factors. In addition
to the application of technological innovations a@ntprovements arising from
agri-technical measures, restrictions also arismlmee agricultural production in
developed countries is stimulated by a series afi@ic policy measures.
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In particular, this applies to direct and indiractbsidies. Changes in the use of
natural capital depend on the application of tetdmo and innovations in the
processing of agricultural land. The question ariséether it is theoretically and
methodologically acceptable to observe agricultlaatl exclusively as any other
created capital. This controversy is discussetli;ygaper. Unlike agricultural land
where its economic value is derived from the masg{étcts of products obtained
from the use of that resource. The value of pretbatatural resources, i.e.
common goods, does not have any implicit valudsastgeneral social value and is
most often measured indirectly with the applicatainsubjective considerations,
usefulness and readiness to pay or willingnessder it.

In addition to the introduction and conclusion, gaper contains literature review,
the theoretical and methodological aspects as agethe empirical analysis of the
prices of agricultural land in Serbia.

2. LITERATURE REVIEW

Kati¢, Simonove (2007) analyze the Law on Agricultural Land of Republic of
Serbia from 2006. These authors state that agui@lliand is a basic, irreplaceable
and non-renewable factor of agricultural productiétatic, Simonové (2007)
consider that agricultural land is of a crucial omance for the survival and
development of a particular community. Plantingalef2002) determine the value
of agricultural land at the national level for thaited States. Bastian et al. (2002)
also determine the value of agricultural land tgkimto account ecological
conditions. Planting, Miller (2001) explore the walof agricultural land as well as
the value of the rights for future land development

Paraudi, Cvijanovi (2014) analyze agricultural holdings in the Rejubf Serbia
according to their economic size and present theem ¢comparative analysis with
selected European Union (EU) countries. These aithote the extremely low
economic power of domestic agricultural producarsamparison with farmers in
developed EU countries, which initiates proposifighe measures and activities
aimed at their economic empowerment and creatirgusiainable competitive
advantage on the domestic and foreign markets.imhéwi¢, Vizek (2008) analyze
the prices and rent of agricultural land in Croaitia other EU member states from
2001 to 2006. Renwick et al. (2013) examine theemtiisl impact of the
agricultural and trade policy reform on the uséaof throughout the EU, focusing
on the issue of land abandoning. Gréi al. (2016) analyse contemporary trends in
agriculture of European Union.
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Pejanovt (2009) considers the development problems of aljuie in the
Republic of Serbia. The author analyzes the impegaof agriculture in the
Serbian economy, the contribution it provides tigtothe foreign trade exchange
of agricultural products. Pejan@v{(2009) points out six groups of problems in
agriculture in the Republic of Serbia: (1) unfalmeaagricultural structure and
non-organization of commodity producers; (2) theegnlated turnover of agrarian
products; (3) non-competitiveness; (4) the inadexjumle of the state; (5)
demographic problems of the agricultural populgti@) the impact of the global
economic crisis. Pejanavi (2007) analyzes the concept of development of
sustainable agriculture in the Republic of Serf@ihis author believes that this
concept is potentially the best solution for thep&aic of Serbia. Pejanav/i{2007)
states that the concept of developing sustainajpliewture goes along with the
modern European model of agricultural development.

The term ecological agriculture implies a specifiystem of sustainable
management in agriculture with the aim of producimeplthy foods, that is,
satisfying the appropriate social and householddsieghile preserving natural
ecosystems and landscapes (Pejhevial., 2012). Kljaj et al. (2012) consider the
land as an ecological factor of agricultural praducin Serbia. Therefore, these
authors cite the types of land in the Republic efbf, the rating classes, the
structure of the land use, the causes of degragdtie flooded areas and the areas
defended from the floods, as well as the main halrpriocesses that take place in
agricultural land, the main polluters of land aridally the basic protection
measure and the strategic goals of sustainable Uarad Pejnovi et al. (2012)
explore the problems and possibilities of developihe# ecological agriculture in
Croatia from the perspective of ecological prodsc@&ie results of the survey by
these authors show that this form of agricultureddpiction in Croatia faces
numerous problems and is still at a low level ofvaedepment. Ecological
agricultural production in Croatia is analyzed hyi&k, Bokan (2011) and Petljak
(2011). Milanové, Cvijanovic (2009) analyze the problems of sustainafilipd
the possibility of economic evaluation of agri-emgital resources. Subiet al.
(2005) consider that economic activity in agrictdtis directly and indirectly
related to the land, as its basic means of proglnand an important element of
agricultural capital. Subiet al. (2005) state that the land is not only biasic
factor of production, but also the basis of footesafor the population; it is the
most valuable natural resource, which directlyuefices the development of rural
communities and the survival of a rural family.

! Sousa Andrade (2007) explains mobility of capitatl @xternal sustainability of the
Portuguese economy.
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Alonso (1964) develops a general theory of soilgaland land use in cities and
regions. Namely, Alonso expands the theory of ngptiwhich is explicitly
formulated only for agriculture, to urban area. sThiuthor shows that the rent
theory is complex and includes variations in thee if location, income, profits
and other costs. Alonso (1964) includes mathematiezdels on the theory of
renting and the location and density of residerases firms, agricultural rent and
uniform land value structure as well as the uséaoél in urban and rural areas.
Capozza, Helsley (1989) analyze the basic lanceprand their growth in urban
areas. Namely, these authors consider that thedstiag of urban land prices has
four components: the value of renting agricultlaald, the cost of conversion, the
value of accessibility and the expected increagevenue in the future, the growth
premium. Shi et al. (1997) combine models for tatug of agricultural land and
those for urban areas. While Hardie et al. (2008¢ the land-rent models,
including farms, forests and urban land.

Plantinga, Miller (2001) explore the value of agttaral land and the value of the
rights of future land development. These authokeld@ed the model of the value
of agricultural land that was derived from the ttetical model of the market for

developed and agricultural land. Plantinga, Mi(l&001) showed that the data from
their application are consistent with the theoryttod value of agricultural land.

Therefore, their findings have implications for Uté¢ research on the value of
agricultural land.

DraSkovt et al. (2014) analyze the importance of protectatiral areas for the
sustainable development of Serbia, while in Dragkeval. (2013) the problems of
the value and valuation of natural resources aait ttost-benefits are considered.
DraSkovt (2012) discusses the economic aspects of envinotaingolicy in
Serbia, while in Dradkowi(2013) management of resources in protected ameas
Serbia are discussed. DrasSkoy1998) considers the economy of natural capital,
valuation and protection of natural resources. Miéet al. (2016) makes a model
and observes the behavior of prey-predator spdoireskove, Minovi¢ (2012) are
trying to determine the external costs in ecoldg®gstems as parameters of
sustainable management. Serbian natural resourwstheir influence on the
development are studied by DraSkgwWlinovi¢ (2013).

3. THEORETICAL AND METHODOLOGICAL ASPECTS

Since the end of the &entury modern economics has been focused onistydy
analyzing and discovering the ways of economic tioning of the created fixed

and financial capital and their mutual relationeTanalysis and observation of
natural assets as natural capital has not beefoths of economic research. The
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exceptions are the areas of ecological economyghwiheal with complex relations
between economy and environmental protection. Tigests of research of the
ecological economy are the following: sustainabévelopment, environmental
damage, trading pollution rights, measures of egvogolicy related to ‘polluter
pays’ and damages that arise from global warmirjcimate change. Except for
environmental protection economics, economic s@dras not explored the issues
of the economic importance of natural capital, bgt Ricardo (1821, 2012).
Contemporary economic theory, unlike the classara, neglected to consider
complex issues related to the mutual relationstepvben created and natural
capital. Nowadays, natural capital and natural tehpassets in the prevailing
economic theory are treated exclusively regardihgirt utility by applying
fundamental models of supply and demand analysisafe or scarce resources. In
theory, the trends in economic science have difteated in relation to the
problem of the theory of value in two directiorise ffirst, which is dominant today
is the marginalist, i.e. the subjective theory; #ezond, work theory of values
originates from the classical economic theory. Twak theory of values sets
human labour at the center of attention and corsiti¢he creator of values. This
theoretical concept was abandoned since the festdes of the twentieth century,
after the socialist revolution in Russia. In theiabst countries, the model itself is
simplified and ideologized. Both approaches mailgied the role of natural
resources as a constituent of commodity value.

This paper deals with agricultural land as a natcapital asset. For the needs of
the analysis, a methodological classification gfitzd forms is made as follows:
natural capital, human capital and created capitak common characteristic of
the first two capitals is inherent in nature. Natucapital in a wider sense
represents the entire natural wealth that has besated independent of human
activity, regardless of being the object directged in the production process.
Also, a human being isle factoa being of nature. Natural capital includes
continual resources, solar energy, gravity forcg@dwower, circulation of air and
water in various states. Natural capital includes-renewable and renewable
resources, flora and fauna, mineral resources gdbbarbons. Human capital is
actually a human being as a natural and sociagbeiho is educated, who carries
cultural heritage and the ability to innovate thgbunterventions within natural
laws. Created capital includes cumulative fixed &ndncial capital assets. The
origin of fixed capital lies in the activities ofqvious and current generations of
people. It covers the infrastructure, buildings.chiaes and equipment. Financial
capital represents cumulative money and financis¢ts, or financial capital.

The influence of natural capital on the creatioreobnomic values has remained
out of the interest of contemporary economic thedhe role of natural resources
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is analyzed from two points of view. The first nasfdo the issues of economic
aspects of environmental pollution and economidizapons arising from climate
change. The second group of issues relates toggnsbtelated to the dynamics of
natural capital exploitation, i.e. renewable andh-nenewable natural resources.
Natural resources are understood as natural cagsisatts and as a condition for the
emergence of commodity and, therefore, market galltefollows that natural
capital assets are viewed as an important factéheéncreation of commodity or
market value.

It is necessary here to try to define the essedtiabnsions of the content of the
terms such as natural wealth, natural values amdralacapital assets. Natural
wealth is broader terms and includes all goodstedeandependent of human
activity. These goods are “natural gifts”. They sigh of the following: land,
geological heritage, air, sea, oceans, and theredtirwaters, plant and animal
species as well as renewable and non-renewablelhss continual resources.
Natural wealth assumes features of natural valleggending on how and in what
way the human being manages to discover and udawiseof nature. Men wanted
to subdue them to their civilization and economiogoess and make them serve
their needs. Men have managed to subdue many hatsmurces with the aid of
technological innovations and bring them into tberf of useful power and ready
for human use.

Natural wealth, when used as production resourcdscansequently in economic
activities, become natural capital assets and a&er transformed into a created
capital. This process is conditioned by the devalept of human knowledge and
the discovery of new production technologies. Delpgmn on the technological
development, some natural assets were inaccegsilblieman productive activity
prior to the emergence of technological innovatioiger the discovery of new
technological knowledge, natural assets becomeoaaagally useful production
resources. They become natural capital assets, smurge for the creation of
created or produced capital. Part of natural aseetmatural values such as
protected natural areas, national parks, ambieareds have ambiental but not
economic value due to legal constraints. Naturahlie suitable for economic
exploitation under the conditions of defined titlights and market oriented
production, become the means of exchange of gdobfaining this feature they
get a market price. Innovations and technologidahacements based on them are
of the fundamental importance for the transfornmatid the natural wealth, i.e.
natural capital into the market capital. Technatajiadvances based on scientific
knowledge and discoveries allow the elements ofouctied nature to be
transformed into goods, giving it market value he tcontext of supply and
demand.
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Firstly, the land represents a natural good andataral resource that, through
human usage, has been transformed from naturalatapi market capital, i.e.,

economic capital. The process was developed inviays. The first arises and is
based on the fact that the land as a natural westitains a lot of natural

resources. They are influenced by other resoutbespower of the sun and the
natural resources of the influence of the climatd the humidity as well as the
heat, and as such represent an environment in wizittire independent of a man,
creates flora and fauna as the material and thetaute necessary for human
existence. Prior to any organized production dodisi of human beings, food

harvesting and hunting represent the primary usewfmaterials for immediate

existential consumption. Human activity was redutethe amount of time that is
needed to carry out the activity of collecting loe factivity of hunting.

The other method related to land refers to thestoamation of land as a natural
capital asset into the created capital, on theshafgproducts obtained from the use
or processing of agricultural land. Products olgdifrom the use of land as natural
resources become commodities. Goods are nothing niaterial substances
obtained from the nature, which become createdtalafiiconomic relations are
developed on them, which in the following iteragoof economic development
lead to the emergence of money capital. Money abhjpit created through the
exchange of products between different social gsomiphin the division of labor.
Land as a natural wealth, i.e. natural capitaltasepresents the basis from which
capital is created, a market product that, in tlenmetition of production,
exchange, supply and demand, receives a monetary Eand as a natural wealth
without economic function cannot be defined as naditcapital asset because it is
not a commodity yet and has no essential charatitsriof the created capital.

In order to avoid confusion in understanding the@oepts, the created capital
represents the capital that emerged from the ecrnonproductive activity of a

human being, and which has become the subject afkeanatransactions.

Agricultural products derived from the use of laagla natural wealth are created,
i.e. produced capital and, through exchange, tlegquiee market value. Due to the
historical development of mankind and the creaobmstitutions, title rights have

been established over land as a natural wealthpideess took place through the
growth of population and establishment of settleimeat empty spaces, the
conquest and division of rights over land withimounities. The land as a natural
wealth, under the influence of market relations;dmees a classical capital even
though it is not created by men. Establishing ithe tights over land as a natural
asset results in the fact that land becomes theautf market transactions. These
transactions are carried out in the same way aiseirtase of created or produced
capital. The land as a natural wealth is transforim& the natural capital asset by
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the market economy. It gives him the characteruyirg and selling, regardless of
the fact that the land itself has not been created product of any kind of human
activity.

Agricultural land as a self-sufficient natural resme, after the negotiation of title
rights, becomes natural capital asset and as segdrdless of the fact that it is not
created by human labor, it is subject to free ntaeasactions. Being the subject
of supply and demand the land acquires derived enasddue under the conditions
of competitiod. Taking into consideration the historical contektcan be noted
that different systems had different treatmentropprty rights over land (territory)
in general and therefore over agricultural landgdrding the consideration of the
relationship between natural assets, natural aedted capital, the issue of the
irreversibility of created, fixed and financial ¢ into natural capital is not less
important. In the previous part of this paper, soaiethe aspects of mutual
relations between natural and created capital haem explained. Consequently,
natural assets and natural capital, along withctieative work of human beings,
are the source of the created fixed and financigdital. The emergence and
dynamics of the production of fixed, created cdpttepends on the available
natural resources, the development of the capabiliof human labor and
technological innovations.

Agricultural land is a natural self-renewable raseuthat can be renewed with a
combination of "resting" the land (restriction frawrploitation) for a certain period

of time, as well as financial investments in irtiga, maintenance of biodiversity,

applying natural methods of self-replenishment arfdl. A wider aspect of the

protection of agricultural land is of global chaexcand refers to the reduction of
negative effects of economic activity on climatamate.

Land in general, as well as forests, waters, lakesans and the atmosphere, are
natural self-renewing resource. All of them areedily or indirectly an
indispensable condition for the economic activifyaohuman being. Land as a
complex and diverse geological structure serves ssurce for the production of
fixed assets and financial capital. Products basednatural capital become
marketable goods and are subject to the laws gflgugnd demand and derived
market values or prices.

2 This paper does not deal with the aspects of amitgmarket prices of agricultural land
on the occasion of the change of its purpose frgricaltural land into a construction site.
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4. PRICES OF AGRICULTURAL LAND IN SERBIA

In accordance with the standard theory of supplg demand, the prices of
agricultural land are conditioned and change deipgnzh the quantities offered as
well as the trends in demand for agricultural laimdfact, supply and demand for
agricultural products, on the basis of which thiegqw of products obtained from
the use of agricultural land are formed, are thbsé determine the fluctuation of
agricultural land prices as a natural resourcenglwith the change in prices of
agricultural products, important factors affectthg prices of agricultural land are
the following: fertility, its vicinity to road andransport infrastructure, the size of
the land and state subsidies that are allocatetiqmare. The prices of agricultural
land in urban settlements are higher, and are tiondd by the possibility of
building residential and commercial buildings.

In 2017 in Serbia subsidies amounted to about RBDMper hectare or about 34
€/ha. The mentioned amount of subsidies per hectdsgs only to agricultural
holdings that have up to 20 ha. Surfaces that ex@®eha are not covered by
subsidies. Total state incentives for agriculture2017 amounted to RSD 29.28
billion or approximately € 244 million. The calctitan of total subsidies includes
subsidies given per hectare to agricultural holslimond they are increased by
special subsidies which include the following: intbees for cultivation of certain
crops, cattle breeding, premiums on milk productima purchase of agricultural
machinery and equipment. The total sum of all siiesion an annual level is
approximately € 24 million. If divided by the totaliltivable area of agricultural
land in Serbia of 3.8 million ha, the calculate@mmge amount of subsidies totals €
64.21/ha. If surfaces of about 0.4 million hectafted are not used and for which
subsidies cannot be obtained are subtracted frernothal area of agricultural land,
it is estimated that about 3.4 million hectaresuesed.

Analysis of the above data shows that, in comparieche used agricultural land,
the total subsidies per hectare, on average, amouabout € 72/ha. Average
subsidies per hectare within the European Uniomutis are far higher than in
Serbia. They go over € 250/ha or it can be saitthey are 3.47 times higher than
in Serbia. In comparison to the European averagdi& belongs to countries that
have relatively abundant agricultural land as anstwvealth. The structure of total
agricultural, forest and other land is relativedyisfactory. Namely, out of the total
of 5.4 million hectares, agricultural land cover8 &illion hectares or 72.2%, out
of which 64.3% is used, and 7.9% of it is not udeatest land is slightly above 1
million hectares or 19.1%, and the rest is abo& #fusand hectares or 8.7%
(Statistical Office of the Republic of Serbia, 2p12
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Figure 1: Dispersion of the total agricultural land (in %) in Serbia by regions
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Source:Authors’ calculation based on Statistical Officetled Republic of Serbia (2012).

Out of the total available agricultural land in §iar about 252 thousand hectares is
state owned which is about 6.63%. It is locatednigain the region of Vojvodina.
State land is leased out by local self-governmddépending on the location and
quality of the land, the average rent is about £H#®. In Vojvodina, the average
rent is higher and ranges from 240 to €390/ha. éfiddase prices for agricultural
land in Vojvodina are conditioned by the size elds, the position and fertility of
the land.

In assessing the value of agricultural land, initmld to market indicators on

realized transactions, the calculation may be eppiiased on the discounting of
rents from the leased land. The rents for cultieadgricultural land of higher

fertility depending on location and quantity offéri@ Vojvodina are higher than in

other regions of Serbia. Western and Eastern Serluharacterized by less fertile
land than Vojvodina and Sumadija.

If the amount of lease is denoted fyand a discount factor with then the value

of the landx on the basis of discounting infinite lease anegitian be calculated as
follows:

x =7 (1)

The average rent per hectare of agricultural lan¥ojvodina is the mean value
calculated from €240 to 390/ha or €315/ha. If thecaunt factori is further
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defined by the reference interest rate in Serbi20iti7 in an average of 4%, then,
having applied the mentioned parameters in equéliprthe average value of one
hectare of land is obtained and amounts o€ 7.875/ha is obtained.

Less fertile land is rented for a lower price anthweertain differences related to
the cultivation of certain profitable crops, suchraspberries in Western Serbia,
the amount of lease may range from the zero leaseuftivating land to protect it
from decay, to the maximum rent of €150/ha in Hasterbia. Taking the lease
amount for leasing agricultural land and applying same discount rate of 4%, the
value of agricultural land = € 3,750/ha is obtained. The lease amount isbki
in the long term and depends on the movement aabilist of prices of
agricultural products. The discount rate, as there@ce interest rate, is also
variable over the long term and depends on monetadycredit developments in
the economy of a country.

The described procedure was applied for the cdlonlaf the average based on
the empirical data on the movement of the amoun¢ff, i.e. the lease paid for the
use of agricultural land in Serbia in 2017. Cefligithe amounts of lease, and
therefore the prices of agricultural land deterrdim the basis of the methods
described above, applied to the micro location @rbi, show that in certain
depopulated rural areas in Western, Eastern anth&wouSerbia, such prices are
very low. Hence the value of the land using thighmdological procedure cannot
be calculated. There is also no market demandh®rmpurchase of land in these
areas.

Figure 2: Prices of agricultural land (€/ha) obtained in marlket transactions by the
regions in Serbia in 2017
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Source:Authors’ calculation based on data provided by Registry of real estate
turnover, The Republic Geodetic Authority (2017)
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For the purpose of this analysis, a sample of &etitns with agricultural land in
Serbia has been defined. 159 transactions wergzaukin seven regions in Serbia,
where the turnover of 167 hectares of agricultlaiatl was made, with the average
transaction of 1.05 ha. The selection of data e@edusome of the illogical values
from the sales contracts that showed enormously gaees. This is due to the
intention of the buyer and seller to display loanaction price in order to pay the
lowest possible tax.

Based on the presented data, the conclusion canalpen that the highest market
prices of agricultural land are recorded in Vojyaliranging from € 6,9 to 10,3

thousand/ha. The lowest prices of agricultural larelrecorded in Western Serbia
and amount to € 3.9 thousand/ha. The average pri€erbia is € 7,490/ha. The
average prices of agricultural land within the Exteed € 20,000/ha. In some
areas they reach over € 50,000/ha. From the dasepred above, it can be
concluded that the value of agricultural land aledi by the application of the

yield method from the net lease is far below itskaavalue. Regarding market
prices recorded through supply and demand on thikemahe supply is relatively

low, while the demand is continuous in the areasrevthe land is more fertile.

5. CONCLUSION

The application of standard economic methods oplsupnd demand does not
provide a sufficiently reliable basis for explaigithe value of natural wealth and
natural capital assets. Agricultural land represemtspecial segment of natural
values, i.e. natural capital assets and serves aesaurce for agricultural
production. Modern economic science marginalizedabpects of the analysis of
agricultural land as a natural factor, which, irdiidn to the created fixed and
human capital, participates in the creation of tharket value of goods. The
concept of subjective value theory is theoreticallgminant which explains
economic processes through supply and demand anadhcept of consumer
surplus. The commaodity character and the formatioagricultural land prices are
based on the realized demand for products prodogenhd from natural resources.
Along with utilization of human and created capitatural capital has the capacity
to generate final agricultural products whose miagt&ee is an indicator for the
revaluation of agricultural land. The specific cwter of agricultural land as a
natural capital requires that the price formatibowdd be observed from several
points of view. Prices of agricultural land in Serln comparison with prices in
developed countries are significantly lower. It very important to develop
methods for evaluation and preservation of natdreérsity found in protected
natural areas, nature reserves and national phrksvaluation of these natural
assets, methods based on standard procedures fkoulatag the market
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equilibrium of supply and demand cannot be appliedact, natural assets do not
have explicit economic value.
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THE ROLE OF GREEN MARKETING IN ACHIEVING
SUSTAINABLE DEVELOPMENT

lvana DOMAZET, PhD"
Milica KOVA CEVIC, MSc

Abstract: All forms of business affect the environment. didiion to the
right to use natural resources, companies also hd#wveir obligations
regarding their utilization. They must not be foedissolely on profit, but
must be socially responsible and take care of therenment. This raises the
qguestion of whether the company can be both enviemtally and socially
responsible and profitable at the same time. Tine @ifi this paper is to show
that it can, and one of the methods is the appboabf green marketing,
which contributes to sustainable development. ™seid of sustainability
must be more closely integrated into the markesimgtegy. This paper
analyzes the benefits and difficulties of applydngen marketing and its role
in achieving sustainable development. The analysis carried out from
several aspects - the position of the main subjecthis field (consumers,
enterprises, countries) was examined. For this paep the "meta" empirical
analysis was applied - data from existing empiriocedearch were used to
obtain the results and conclusions of this paparc&the aim of the paper is
to give recommendations and examples of the gresketing application in
enterprises, in addition to the research of thestixg literature, we used the
method of case studies analysis.

Keywords: green marketing, sustainable development, so@gponsibility,
environmental awareness

1. INTRODUCTION AND LITERATURE REVIEW

Globally we are facing many challenges relatechtdnvironment. To overcome
them, numerous concepts and approaches have beelomkd. One of them is
green marketing, which responds to the needs oflogically-conscious
consumers. There are numerous definitions of grearketing. The most widely
used and cited is the definition of the Americanrkéting Association, according
to which green marketing is defined as the margeatiinthose products that are safe
in respect of the environment, organic and havehaomful effects on the
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environment. Today, consumers, and even compaaiesncreasingly concerned
about the consequences of their actions on the@maent and the environment in
which they operate. Thus, the application of grewrketing implies numerous
changes in approach, which primarily relate to thedification of the basic

elements of the marketing mix. Green marketing atgglies a holistic concept,

because all activities must be coordinated in otdeprotect the environment.
Particular attention must be paid to the way prtglace manufactured and how
they are consumed (Domazet, Jovato2016).

In the literature, green marketing can also be dows organic marketing,
sustainable marketing, and environment marketimgabse this is exactly what
reflects its focus. Applying the concept of greearketing provides benefits to
individuals, organizations and the environmenthdtps individuals take care of
their health more actively, by assisting them te bealthy products, and enables
companies to save on resources and reduce costs) will result in reduced
harmful effects on the environment. Green markeigglso one of the most
important business strategies that helps in engwsustainable development. As
sustainable marketing implies meeting current needtbout sacrificing the
benefits of future generations (Li, Cai, 2009), #pplication of green marketing is
one of the methods to bring it into practice, beeail promotes ways to save and
rationally utilize limited resources. Both concegiave the ultimate goal of
protecting the environment. This work is aimed aalgzing the impact of the
green marketing concept on achieving sustainableldement. In particular, the
application of green marketing strategies in thentides of the former Yugoslavia
and examples of good practice are analyzed.

The concept of green marketing originated in th@0s9- 1980s. The American
Marketing Association organized the first workshmp Ecological Marketing in
1975. In the eighties, some theorists have beguteab with this topic, and it was
in practice in the nineties, with the beginningpsbduction of environmentally
friendly products, as well as with developing mairkg and business concepts that
support this process. Some of the scholars whialigitdealt with this issue were
Stanton and Futrell (1987), as well as the Mint kodanda (1993). The essence of
their concepts is that green marketing, in a wglnse, implies the marketing of
activities that will make the exchange that sasfihe needs and aspirations of
consumers, while reducing the impact of these #ietsv on the physical
environment, possible (quoted by Singh, Singh, Bha2016).

Green marketing refers to the organization's effont production, promotion,

pricing and distribution that will not harm the @onment (Pride and Ferrell,
1993). Polonsky (1994) considers that green margetionsists of activities
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designed to generate and monitor exchange thattaimeet the needs and desires
of people, so that this satisfaction is occurrinthwninimal harmful effects on the
natural environment.

Green marketing mix consists of elements and "eeadly" products, designed in
such a way that has the least harmful impact ortivdonment and, with the help
of natural resources, can satisfy consumer predesethat are unlimited (Chitra,
2007). From all the above definitions it can be atoded that green marketing
promotes a way of doing business that aims to erpatducts that will use the
minimum resources in order to meet the needs cfwoers.

On the other hand, sustainable development impl@svelopment that responds to
existing needs without compromising the abilityfutiuire generations to meet their
needs (World Commission on Environment and Devebtaml987). Sustainable

development is the framework for creating policiesl strategies for sustainable
economic and social progress. It can be understzodnaintaining a balance
between the use, storage and restoration of afluress. The overall goal of

sustainable development is the long-term sustdithalof the economy and the

environment, which will be achieved by integrategpnomic, environmental and

social aspects of the decision-making process (Retn&imowvt, 2015).

Green marketing and sustainable development akedirio common goals, so
different green marketing activities impact on aeing sustainable development:
the production of environmentally friendly produdtse use of recyclable materials
that are biodegradable in packaging, the produdiah business process without
environmental pollution — focused on the efficiase of energy, the application of
efficient waste management (Domazet, RanB015). The concept of green
marketing is crucial for achieving sustainable depment for the following
reasons: it contributes to cost savings, leadhdaekpansion of exports — as there
are no issues with "green" bans, helps to estabiislcompany's "green image",
enables the company to be more competitive, héipsompany to avoid "green
taxes" (Zaharia, Zaharia, Tudorescu, 2010).

As sustainable development implies that satisfyimgeds is done without
destroying the benefits of the future, green mamgehas to change the classical
marketing concept in order to contribute to it. Sbhange must include product
modification, changes in the production procesgkaging, and promotion. The
focus is a green product that does not contain tuiroomponents and does not
pollute the environment.
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1.1. The goals of green marketing

Green marketing seeks to respond to the needs abgcally responsible
consumers. In order to be successfully appliedhuist be accompanied by market
and economic conditions, which encourage its deveémt. To a large extent, this
concept is also linked to socially responsible bess, where business success is
not focused solely on profit but also on environtaémprotection. In that sense,
companies that apply green marketing do this inwags: internally - investing in
people and technologies that will be able to predagreen marketing mix, and
externally - they are trying to have a positiveliehce on the local community.
The basic tools of the green marketing mix areegrproduct, whose production
does not disturb the environment, and the resouatesconsumed in rational
guantities; Packaging, which respects the 3R cdr{égxluce-use as little material
as possible-Reuse-Recycle); Price - companies strigé to find the right price,
since the price for green products is higher aedgthestion is whether consumers
will be willing to pay for it; and Promotion, whetlee green labels are used.

The main goals of green marketing are the followiMishra, Sharma, 2014):

e To eliminate the concept of surplus,

« To modify the concept of the product,

* Prices must reflect actual and environmental costs,

e To make the environment profitable,

« To make changes in product manufacturing processes,
« To make changes in packaging,

e To modify advertising.

The green marketing concept implies that businefiselsa way to reuse the
surplus that remains from production. Accordindlpited resources are saved.
Green products are different from traditional obesause they are produced from
materials that do not pollute the environment amedhealthier for consumers. The
prices of green products are, as a rule, higheasscthey have to cover the costs
of the environment. On the other hand, they mudt o at a level that is
unacceptable to consumers. Therefore, companieddstefine prices that would
meet both criteria. Companies using the conceptgrelen marketing should
demonstrate that this can also make them profitdtale that the profit is not the
only goal of their business. Changes in producfioocesses mean that energy
saving measures are implemented, as well as thagrthironment is not polluted.
Packaging in green marketing uses the 3R concepte@/clable materials are
used. When promoting, and in particular advertisiitigis necessary to create
messages that motivate consumers to use greengpsodun interesting challenge
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lies in the fact that it is difficult to find evidee for statements promoting the use
of green products.

1.2. Reasons for using green marketing

There are numerous reasons for using green magketihich can be observed

from the perspective of consumers, and from thegestive of organizations. With

green marketing, consumers are given the oppoyttmiteach the products that are
good for their health, which at the same time dbdisturb the environment, for

which they are increasingly concerned (Rgruricin, 2015). Green marketing

gives companies the ability to re-brand their patgucreate specific product lines
and to achieve their goals, along with the ratiamsd of resources. The question
arises as to whether the business can be envirdaltyeresponsible and profitable

at the same time? Although green business seetns tore expensive, it offers

certain advantages, which are (Bhaskar, Schold3)20

«  Opportunity to reach their goals,

» A moral obligation for social responsibility,

* Government bodies force companies to become meponsible,
» Competition aimed at protecting the environment,

» High costs, and on the other hand, availabilitgurlus.

The need for green marketing is increasing dubd@toblems of global warming,
ozone depletion... On the other hand, more and rpeaple are interested in
environmental issues. Green marketing providesaa dpasis for the development
of social entrepreneurship, as profit and non-prafjanizations can unite on the
environmental protection. This creates entreprestgprof green communities —
the collective ability to mobilize resources, irdilng social capital, in order to
provide products or services that are more focuseanvironmental protection
than maximizing profits.

1.3. Issues with the application of green marketing

Often, the benefits of green marketing cannot baifested only through money.
Many companies question the actual effectiveneggasn marketing, while others
have difficulties to effectively communicate orfiliiwhat they claim. On the other
hand, consumers themselves are very skeptical.

The application of green marketing is often obsémely from the micro level, i.e.
enterprise level, though broader — macro factorstrparticularly be taken into
consideration.
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The issues that businesses most often face are:

« Companies must be sure that their green activaiesnot contradictory to
the consumers or the economic branch in which tipeyate,

» Companies must be sure that their actions do radate laws and other
regulations,

* There is a lack of standards to prove statemergd s green marketing
campaigns,

» Environmental protection must be considered asig-term investment,

» Green marketing has to focus on consumer benefits.

In order to overcome these issues, companies nnsisof all change their way of
doing business, which implies a modified marketinigg, and in addition, people
and technology adapted to new production processesldition, it is necessary to
work on continuous education of consumers and gtheming their awareness
about the importance of consuming green products, for their health and for the
protection of the environment. One should not fotge importance of institutional
and overall social support to these processes diayl Ljumovi¢, 2016).
Responsible government institutions must recogritee importance of green
action, and adopt adequate strategies to manage #wivities in a sustainable
way, with a long-term orientation.

2. RESEARCH AND METHODOLOGY

For the purpose of this paper, the results of gdsearch that came within the PhD
thesis "Marketing with a social goal and ecolodicaksponsible behavior of
consumers from the territory of the former Yugowavwere used (Ral&ti
Jotanowt, 2017). 1550 respondents participated in crossH@ll research,
conducted in the territory of the former Yugoslavia the topic of ecologically
responsible behavior of consumers and marketing witsocial goal, used as a
stimulus for increasing the environmental awarengiss£onsumers. The basic
research set included about 19 million people fr@arbia 7,186,862, Croatia
4,284,889, Bosnia and Herzegovina 3,827,343, Magen 620,029, Slovenia
2,063,371 and Macedonia 2,107,037. The analyzeagiephic characteristics of
the sample are: state, gender, age, professionéfication and monthly income of
the household.

If the structure of the sample is observed accgrdmnthe countries from which
respondents come from, out of 1550 respondents:aP&8rom Serbia, 250 from
Croatia, 265 from Bosnia and Herzegovina, 250 friblontenegro, 253 from
Macedonia and 256 from Slovenia. That is, from 108@the sample: 17.81% is
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from Serbia, 16.13% from Croatia, 17.09% from Basaid Herzegovina, 16.13%
from Montenegro, 16.32% from Macedonia, and 16.52%¥n Slovenia.

If the structure of the sample is analyzed accgrdingender, it is concluded that
the majority of the sample — 62.90% or 975 subjactswomen, while men make
37.10% or 575 respondents.

When considering the age structure of the sames#pandents aged 18 to 30 make
up the majority of the sample — 50.77% or 787 subjeThe second category by

size are the respondents aged 31 to 40 with 25@3%01 subjects. Respondents
aged 41 to 50 make up 12.52% or 194 subjects, 60 y@ars old make 7.68%, or

119 subjects, while respondents between 61 ande@fsymake up 2.65% of the

sample, with 41 subjects. Only 11 respondents (<d&t¥ between the ages of 71
and 80, while 7 respondents did not answer thetigmesf age.

When considering the structure of the sample aaogrdo the professional
gualification, there is the same number of respotele 39.81%, or 617 subjects
who completed a college/university and those wheeha high school diploma.
These categories constitute the majority of respotelin the sample. Respondents
with completed master studies, magistracy or dattormake 19.16% of the
sample, which makes 297 respondents. Only 15 relgmbs (<1%) have completed
primary school, while 4 respondents did not proviogdormation on the
professional qualification.

The majority of the sample are households with &yemonthly income, 48.90%
or 758 respondents. Respondents living in housshbilow average monthly
income make up 33.68% of the sample, or 522 respuadThe smallest number
of respondents, 17.30% or more precisely 268 stfhjéige in households where
the monthly income is above the average. Two redpais did not answer the
guestion about the monthly income of their housgshol

The sampling methods used are the stratified sammtéhod and the simple
random sample method. The population of consunmers the territory of the
former Yugoslavia, which makes up about 19 millmeople, is divided into six
strata, i.e. six countries from the territory ofetfiormer Yugoslavia: Serbia,
Croatia, Bosnia and Herzegovina, Montenegro, Magiedand Slovenia. A simple
random sample method was used to randomly selbjEcts from each strata.

The technique used in the research is a questi@nrfarst, a pilot questionnaire

was created, followed by the final questionnairghwome corrections. The final
guestionnaire consists of three parts. In additothe introductory, which implied
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the respondents' consent, the second part cordaimegraphic questions, which
are related to the following characteristics of thepondents: state, gender, age,
education and monthly household income. Issuederkléo the state, gender,
education and monthly household income are cloged, twhile the question
regarding the age of the respondents is of open typ

The third part consists of two sub-questionnaires:

a) Questionnaire for examining the environmentallypoesible behavior of
consumers. It contains a total of 28 questionsl&ermining four different
types of behavior: 1) environmentally responsibigibg 2) consuming
products in an environmentally friendly manner Z)ste disposal so as not
to degrade the environment and 4) post-use of tbeéupt. Every behavior
is analyzed through seven different types of prtglud) food and
beverages 2) home care 3) clothes and footweaunrdjtdre 5) electrical
appliances 6) transportation and 7) office supplies

b) Questionnaire for examining elements of marketinmi & social goal as a
stimulus for the environmentally responsible bebawf consumers. It
contains 31 questions: 1) price - 8 items, 2) iigtion - 4 items, 3)
promotion - 12 items, 4) previous experience -edng, 5) creativity - 3
items, and 6) partnership - 1 item.

Descriptive statistics were used to determine thgquencies of different types of
environmentally responsible behavior: environméntaésponsible purchasing,
consuming products in an environmentally friendlgmmer, disposing of waste to
avoid degradation of the environment and post-use@roducts by countries:

Serbia, Croatia, Montenegro, Bosnia and HerzegoWraedonia and Slovenia. In
addition, the same method was used to determindréupiencies of different
elements of marketing with a social goal as a dtimuor environmentally

responsible behavior: prices, distribution, prometi partnership, previous
experience and creativity.

3. RESULTS

The most important research results selected éptinpose of this work are:

e« There are differences in ecologically responsiblecpasing, among
consumers from Montenegro and all other former lmo countries,
where consumers from Montenegro are significandlgs|responsive to
environmental purchases. Consumers from Montendyrp ecologic
products to a lesser extent.
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There are differences in the consumption of praglircan environmentally
friendly way, among consumers from Montenegro latien to consumers
from Serbia, Croatia, Slovenia and Macedonia, whemesumers from

Montenegro considerably less consume products ireranronmentally

friendly manner. Consumers from Montenegro, fornegl®, do not save
enough energy, do not buy in second-hand shops...

Consumers from Montenegro are next to the lastegpect of waste
disposal in an environmentally friendly manner @amers from

Macedonia are on the last place).

Respondents from Montenegro consume products &iryse, to the least
extent compared to others.

Consumers from Montenegro consider distribution aasstimulant of

ecologically responsible behavior to a lesser dxteamparing to

consumers from Serbia and Macedonia.

Consumers from Montenegro are significantly lesdingi to change their

behavior towards an ecologically more responsiloigeun the influence of
commercial propaganda.

Respondents from Montenegro are least willing teest money for the
purpose of ecologically responsible behavior asaoers.

Respondents from Montenegro are least willing teegt time for the

purpose of ecologically responsible behavior asaorers.

The partnership between the state institution &aedcbmpany is the most
stimulating partnership when it comes to increasthg ecologically

responsible behavior of consumers from Montenegastnerships that are
least stimulating for the environmentally respotssitbehavior of

consumers are: a) international institutions, camgsmand celebrities, b)
state institutions, NGOs and celebrities, and t3rimational institutions,

celebrities, companies and NGOs.

According to demographic characteristics, foremeshsumers who

behave ecologically responsible are: women, eld@hsumers, those with
a higher education and those whose income is ahevaverage.

This research shows that, compared to other comsurfrem the former
Yugoslavia, consumers from Montenegro are lesgamlly aware and willing to
buy products that are safe for their health andrenment. This data is quite
surprising, since Montenegro is an ecological stathough it would be necessary
to conduct a more detailed analysis to determieerdlal causes of this situation.
One of these reasons probably lies in the habigiging and consuming products,
second in inadequate offer of green products, bedhird in insufficient stimulus
measures for manufacturers to invest additionatuiees and efforts to develop
the concept of green marketing. Certain initiatiiase been promoted and will be
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implemented within the process of Montenegro's stmient to the European
Union. One of the chapters is about the environmitrdtates that Montenegro
seeks to systematically integrate environmentakissnto all economic sectors and
decision-making processes, and to pay specialtitteto investing in clean energy
sources, effective prevention and control of palut minimizing waste and

environmental risks, and integrating environmersiatainable practices in key
economic activities, in order to change unviablétgpas of consumption and
production, with particular emphasis on combatiingate change.

On the other hand, the results of the research givee recommendations and
guidelines for developing strategies that wouldimeed at raising the awareness of
consumers from Montenegro about the importancenagff@nmentally responsible
behavior. The results that women are more ecoltbgiesvare are not surprising,
because they have higher sensitivity to topicsoofad significance. From the age
perspective, the older are more ecologically resjte, which can be explained by
their greater concern for health, but also for éhgironment, which they leave in
some way to their descendants. As educated peoplenare familiar with the
existence and importance of organic products, they them more. This is also
related to their income, which is higher than thverage and gives them the
opportunity to buy such products, which are, asila,rmore expensive. These
analyses also provide recommendations on whiclyodss it is necessary to focus
in promo-educational campaigns, which primarily @ddes the younger
population and those less educated, because twobogical awareness is at a lower
level. As the general public in Montenegro is lesslogically aware, it means that,
to a certain extent, the activities should be da@dcowards everyone. First of all,
consumers from Montenegro need to educate thenssedb®ut ecologically
responsible behavior — its importance for their Inghg, as well as for the
environment and society in general. It is necesgapresent them the importance
of identifying eco-labels, which is the evidence pfoduct quality. The
presentation model must involve direct contact, aatd only propaganda, which
has not proved to be the most efficient way of camization among consumers in
Montenegro. They must recognize the importance wthmasing green products
and benefits that can be achieved, because pricetia key reason to stimulate
them to buy.

The above outcomes were confirmed by the resuftsedaout for the needs of the
Carbon neutral tourism project, implemented by UNDINDP, 2015). The

research on low-carbon tourism in Montenegro warduaoted in 6 coastal
municipalities (Bar, Budva, Herceg Novi, Kotor, @ty Ulcinj) and in the capital of
Cetinje, and encompassed three target groups: DO lturists/visitors; 2) 100
representatives of the business sector of travket@urism - tourist workers; and 3)
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representatives of competent institutions at tht@nal and local level in the area
of tourism and environmental protection.

The results showed the following:

e Tourists, tourist workers and representatives vemnt institutions at the
national and local levels in the area of tourisnd anvironmental
protection have generally shown a relatively lowele of awareness
regarding low-carbon growth, and low carbon proslatd services in the
area of travel and tourism. However, the generacqmion is that
Montenegro is a clean and ecological tourist datitin. No specific low-
carbon tourism product or service, except the maRorto Montenegro
with their ecological standards for yachts, arewt in Montenegro.

« To some extent, tourist workers use measures figatétand reduce CO2
emissions, but additional incentives and systenadroach, which would
be governed by state institutions, are needed. dRegge institutions are
aware of eco-labeling programs and there are ceirtdiatives to provide
assistance to tourist workers to include that @irtbffer.

e The main obstacles to the use or provision of lanzon tourism products
and services, which were put forward by tourist keos, relate to the lack
of interest (perception that this would not attracire clients / tourists), the
lack of resources and incentives. In addition, igtsirare generally not
interested in low-carbon tourism products and sesyi while competent
national and local institutions indicate a lackwifds and a lack of interest
by representatives of the tourism sector.

e Activities identified to neutralize the carbon fpont in tourism, which
could be an incentive and motivation for the furtlereation of an
environment for the development of low-carbon teuwi relate to
pedestrian and cycling zones, bicycle paths arttbssafor electric bikes,
tax incentives for accommodation of higher categtnefits for tourist
facilities using an energy efficiency programs,@dee landfills, etc.

e« This survey also showed that the awareness of wariactors in
Montenegro on low-carbon tourism is at a low lev@mpetent entities
are familiar with the concept, but not with the huets of its application.
On the other hand, even the tourists themselveaardemanding on this
iIssue, so they do not exert additional pressurdhemuthorities to be more
responsible. Although the state has enacted cdetai® and strategies, no
clear models for controlling their application hdeen established.

e The above indicates that in the coming period, @kl work on raising
awareness about the importance of ecologicallyoresiple behavior not
only of consumers, but also of business entitied state institutions, in
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order to systematically and in the long term dedhvenvironmental
protection.

The originality of this paper is reflected in theadysis of literature and conducted
researches in the area of green marketing, subtairdevelopment and their
connection. A special contribution lies in the presition of a comparative analysis
of Montenegro and countries of the region, prinyarih the segment of
environmental awareness of consumers. The added isteflected in the analysis
of case studies and recommendations for the apiplicaf green marketing in an
efficient way, which can contribute to the improwarh of business operations, as
well as to sustainable development of the econondysiciety as a whole in the
long run.

The paper can serve to all those who want to furélaborate this topic both

theoretically and practically. During the writin§ the paper, the existing literature
was analyzed, but also the practice related t@gpdication of green marketing in

achieving sustainable development. Despite theafjlfthmework of analysis, the

focus was on Montenegro and the region, so thahpkes and recommendations
can primarily be of importance to companies in Mogro who plan to act more
ecologically and socially responsible. The paperalao be used at faculties, in the
study of marketing and green marketing - theorliyi@and through the analysis of

the case study

Future Research Directions:

The paper analyzes a part of the existing liteeatetated to green marketing and
its importance, as well as the contribution of gremarketing in achieving
sustainable development. The researches condudtiedh& aim of analyzing the
ecologically responsible behavior of consumers fiitin territory of the former
Yugoslavia, as well as public researches in Morgemeegarding the knowledge
of the of low-carbon tourism concept, are preseiiethis paper. Research has
shown that the application of green marketing hatsbeen sufficiently developed
on the territory of the former Yugoslavia, espdgiat Montenegro. In that sense,
further research will focus on exploring the reasofor the insufficient
environmental awareness of consumers in Montenegspecially since
Montenegro is an ecological state and consumerthig country should have
greater responsibility towards it. Regarding theli@ation of green marketing, in
addition to the analysis of consumers, furtherasdeby the authors will also refer
to the research of the behavior of business emiel competent state institutions.
In accordance with the results of the researchfutieer work of the authors will
be directed to giving recommendations, which cathbebasis for the development
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of strategies, which would raise consumers' ancerofubjects’ awareness of
ecologically responsible behavior and the importaoicimplementing the concept
of green marketing

4. CONCLUSION

Companies have great benefits from applying greanketing (reducing costs,

creating new markets, etc.). These benefits cantmbserved at the macro level,
as such action leads to sustainable developmerdu@h, for example, energy

savings, reduced waste, etc.).

In addition to businesses, consumers are also iiagefrom green marketing
because acting in accordance with its principlesldeto the provision of products
that are good for the health of consumers, but &sdhe protection of the
environment in which people work and live.

Green marketing is increasingly being applied dlgbaprimarily because
consumers become ecologically aware and demandihgnwenvironmental
protection is in question. On the other hand, statso realize that many resources
are being spent uncontrollably, which can lead heirt disappearance and
unsustainability of certain industries in the fetuhat's why more and more
models are being sought to respond to unlimitedseower needs with limited
resources, and one of these models is green magkdticontributes to achieving
sustainable development, as it promotes the rdtisof resources.

Marketing managers should also adapt to the newceminof action, as the
traditional concept of marketing mix needs to acemdate to new needs. At the
heart of green marketing is the green product, whs made of non-polluting
materials. They are accompanied by green packagiegyell as branding that
distinguishes products that are environmentallyenily. Promotion should
contribute to consumer awareness and informationtaihese products and, when
presenting their advantages, to motivate peopleseothem. The prices of green
products are usually higher due to the specificcgss of their production.
However, they must be at a level acceptable towuass, which can be achieved
by reducing costs, saving energy, using surplusaterials and waste, and so on.
The distribution should also be organized in acapcg with the "green
principles”, primarily through adequate transpartd the use of fuels that are less
harmful to the environment.

Special heed should be paid to consumer educattheir behavior significantly
influences the implementation of the green marketioncept. On the other hand,
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their actions will significantly influence the commies' business, as ecologically
conscious consumers will "make them" behave morgaky responsible, since
they will choose to buy from such.

Consumers in developing countries are less ecaltlgiaware than in developed
ones. This is shown by the research of the ecabgiction of consumers from the
territory of the former Yugoslavia. However, thasea difference between them.
For example, consumers from Montenegro are sigmflg less ecologically
responsible in purchasing from other countriedefregion and are not sufficiently
informed about how they can contribute to environtak protection. In this
respect, an action for raising the awareness okwwoers in Montenegro on
ecologically responsible activities needs to bégoered in the future.
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ILLIQUIDITY RISK OF POLLUTING ENTERPRISES IN
SERBIA

Slavica STEVANOVIC, PhD"
Grozdana MARINKOVI C, PhD’

Abstract: The aim of this paper is to analyze the liquidigk of selected
polluting enterprises in Serbia. The specific objecof the paper relates on
the comparison of polluting medium enterprisesitigy risk with liquidity of
medium enterprises sector and Serbian economguidlity risk assessment
is determined by liquidity indicators, net workirgpital and cash flow
statement. The research is conducted on the gréu8 golluting medium-
sized enterprises whose plants are the major ssumle environmental
pollution in Serbia. Selected liquidity indicatorge determined by financial
statements information disclosed by Serbian BusifReEgisters Agency. The
guantitative and qualitative analysis covers theiguk from 2010 to 2015.
The values and trends of liquidity indicators ofe tipolluting medium
enterprises group represent an unfavourable assiomgor their short-term
financial stability. Positive net working capitah@ws that polluting medium
enterprises have sufficient long-term fund to cdeeg-term assets and the
part of their inventories.

Keywords: Illiquidity risk, cash flow analysis, pollutingnéerprises, medium
enterprises, Serbian economy

1. INTRODUCTION

Economic growth and green growth that is basedawsa for the environment are
the processes that should be realized simultaneddsten growth as an approach
should contribute to the implementation of the @ptof sustainable development
in economic, environmental and social dimensiorvgdovic-Gavrilovi¢, Mini¢,
2012). Economic development in which environmentdmage penalizes
economic growth can be defined as unsustainableelg@went Purovic,
Cvetanow, 2016).
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Environmental protection is a prerequisite for artoy development, as well as for
the growth and progress of its business entitidee €Tharacteristics of social
responsible companies are the application of modanufacturing technologies
influencing on reduction of environmental pollutiand the environmentally
justified way of doing business.

Eco-based capital investments at the state leymrakon the country’s solvency.
Investing in new manufacturing technologies and enodbusiness systems is
associated with short-term and long-term finanstdbility, at the level of

individual entities. Polluter companies’ expendigsirbased on investments in
ecological production, preventive and environmergedtection, environmental

pollution taxes and other unforeseen expenditungdyi that enterprises are able to
operate with satisfactory liquidity, i.e. to ensutteat sources of funding are
available to service matured liabilities.

The aim of this paper is to analyze the liquidiigkr of selected polluting
enterprises in Serbia using the accrual liquidilficators as compared to the cash
flow liquidity indicators and net working capitalsaa financial tool which
represents corporate liquidity. The specific obyectof the paper relates on the
comparison of polluting medium enterprises liquidisk with liquidity of medium
enterprises sector and Serbian economy. The autbossder the main hypothesis
of this research that group of polluting mediumegpitises is exposed to illiquidity
risk, but less than medium-sized enterprises sectdreconomy as whole.

llliquidity risk assessment is determined by ligtyidndicators, net working capital
and cash flow statement. The accrual and cash #pwroaches of liquidity
analysis are used in the paper as complementaryoagpes. Research
methodology is based on the financial, descripts@nparative and statistical
analysis. The research is conducted on the groug8opolluting medium-sized
enterprises whose plants are the major sourcesndfoamental pollution in
Serbia. The sample of the enterprises was selétedthe Pollutant Release and
Transfer Register in Serbia (PRTR register of |asgerces of pollution), reported
by the Serbian Environmental Protection Agency. Tieidity analysis includes
the comparison between polluting medium enterprishe sector of medium
enterprises and Serbian economy over a six-yeaodheon annual and average
level. Selected liquidity indicators are determinég financial statements
information disclosed by Serbian Business Regidgency. The guantitative and
gualitative analysis covers the period from 20120&5.
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This research can be accepted in academic andtipdusctice. The research
results can be of interest to a variety of entsgwistakeholders, including financial
analysts, policy makers, and researchers.

llliquidity problem in Serbian economy makes itfdifilt for enterprises to doing
business. The key originality value of this pajgenithe fact that the assessment of
the illiquidity risk is based on the selected lidjty indicators for medium-sized
enterprises whose plants are the major sourcesngfoamental pollution in
Serbia.

In accordance with the main objective of this redeabesides introduction and
conclusion, this paper also includes three integaais. The first part addresses to
polluting enterprises in Serbia. In the second mdirthe paper, the liquidity
analytical tools were identified. In the third pafter the methodology was
presented as well as the sample of the enterpais@sdata sources, the liquidity
risk of the selected polluting medium enterprises \@nalyzed. This part includes
the comparison between polluting medium enterprises medium enterprises
sector and Serbian economy as whole.

2. POLLUTING ENTERPRISES IN SERBIA

Financial stability is the relevant determinantcohtinual business and growth of
an enterprise. Ecologically responsible businesratjpns as a prerequisite for
economic prosperity and corporate image enhanceimgaly the undertaking of
adequate measures to prevent or reduce environimgoliation (Stevanowd,
Belopavlove, Lazarev-Morawvievi¢, 2014). All the companies which inadequate
activities lead to the pollution of the environmeshbuld bear the responsibility for
damaging its quality. The Environmental Protectioaw (2016) defines that
enterprises in Serbia can apply technologies andegses that meet environmental
protection requirements.

Fulfilling the responsibilities to cover environmahprotection costs and investing
in eco production comprises the ability to maintidguidity that is a prerequisite
for long-term financial stability. Polluter compasi expenditures on behalf of
preventive environmental protection, pollution des and other unforeseen
expenditures imply that the company is able to aggediquidly. Preventive
protection costs created aiming to mitigate andicecollution can also be seen as
an investment resulting in improvement of busingsgormance and responsible
business (KneZe&j Mizdrakovié, AreZina, 2012). The additional expenditure of
polluters may comprise also the environmental @bnirosts incurred by
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controlling and monitoring the process of produttittansport and waste disposal
(Jakowevie, 2008).

Ecologically justified production and products asetvices sale not endangering
the environment and human health is a charactergti socially responsible
enterprisesbuki¢ (2012) notes that environmental standards andaisaility
criteria have to be relevant assumptions of thénless and production and sales of
goods, products and services. Companies whichi@esiead to environmental
pollution are legally obliged to submit annual rgpan sources of pollutants on
the basis of emissions into air, water, soil andsteamanagement. These are
companies that have one or more plants represergingces of pollution.
Environmental reporting entity is obliged to keepilg record of emissions of
polluting substances, that is, generation and wasteagement, to submit annual
reports on prescribed forms to the Environmentatdetion Agency or local self-
government community.

Large sources of environmental pollution are reged in the national database.
The establishing a national electronic databasepdsing that information is one
of the steps leading to the improvement of regoietiand information system
related to environmental protection (StevakpviBelopaviové, Lazarew-
Morawevi¢, 2016). Pollutant companies’ listings are classifaccording to the
registry types for which the data are submittede Hnvironmental Protection
Agency compiles a list of companies that are reglito report to the National
Register of Pollutant Sources.

Besides the Pollution Release and Transfer Reg{®tRTR), there is a list of
companies with reporting obligation for productatthfter the use become special
waste streams, a list of waste management compasiamanufacturer, waste
exporters and importers, or as landfill or treatmplants operators. Additional
registers of the Serbian Environmental Protectiagercy refer to companies
submitting reports on packing placed on the maakek local communities having
responsibility to report on communal waste (wwwasgpv.rs). The PRTR
includes facilities representing the most imporsources of pollution in Serbia in
the energy, production and processing of metalsgral industry, and chemical
industry, waste and wastewater management, pagewaad products, intensive
livestock production and fisheries, food industng @ther industrial branch.

The PRTR large source pollutant register comprilsea systematized based on the
information provided by pollutants in prescribednfis (www.sepa.gov.rs). For
individual companies the reporting obligation idiled at plant level. General
information on the source of pollution, which iatdr alia, related to the data on
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spent fuel in the plant, plant products and rawemials are provided within Form
1. The forms 2, 3 and 4 respectively show dataigwater and soil. The Agency
presents the number of pollution sources for wiiiehcompanies are responsible
to submit the mentioned forms. The types and qtiesitbf produced waste, as well
as the managing way of individual waste typespaogided in Form 5.

3. ANALYTICAL TOOL OF LIQUIDITY ANALYSIS

The company’s financial stability is the subjectanfalysis of all interest groups.
Different interest groups have both, common andifipenformation requirements
regarding company performances. The degree of expay¥ an enterprise to the
business-financial risks is relevant for decisioaking on cooperation. The
ultimate interest of the creditor is the collectiminclaims on the basis of approved
loan and interest within the foreseen deadlines, @ollection of principal and
interest from financial investments. Existing aralgmtial capital owners make up
the interest group of companies that bear the Bighgk of investing capital in the
company and accordingly expect long-term finansiability of the company and
adequate returns. The subject of expectations béroexternal and internal
stakeholders is the ability to pay off the compariidbilities.

The company risk can be defined from different atpd-inancial risk implies the
aspect of ability to settle liabilities both on mndty, and over a longer period.
Stickney (2007) illustrates the calculation anctiiptetation of risk ratios focusing
on both, short-term liquidity risk and long-termiva@ncy risk. A wider definition of
risk implies observing the risk of real yield gaingelation to the expected gains.

The risk assessment of investment and co-operatitin the company can be
carried out on the basis of information from theaficial statements. The fact is
that there is no guarantee that risk-based finarst&iements can positively be
considered in a systematic manner (Damodaran, 2000), but the financial
statements are a relevant source of informatiomesgmting a basis for risk
measurements. Liquidity risk analysis implies aalgsis of the company’s short-
term financial stability. Liquid company is the otiat is able to provide sufficient
cash for continuous business and compliance wsthabilities. A company with
the lower level of liquidity risk has a greaterldpito maintain short-term financial
stability.

The risk of liquidity or insolvency can be assessedthe basis of financial
indicators, while financial indicators are insuidiot to assess the risk that actual
returns could be lower than expected. However,tliis type of risk, the other
information is required.
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The financial ratios differ in whether levels (amtaishown on the balance sheet)
or flows (cash inflow and outflow) are used to gatige relationship (White, 2003,
124). Indicators used for assessing financial btalisk may only be based on the
Balance sheet and Income statement for a givengefitime. There is also a set
of indicators that are additionally based on cdsivs as well as a group of risk
indicators based on market information (Maljni2009). Stevanovi and
Belopavlovi (2011) explain the measuring of short term andyirm financial
stability indicators. Adeli¢, Gajic and Ilic (2016) discusse the problems of the
financial management using modern methods of fishntanagement that include
liquidity risk analysis.buri¢in and BodroZa (2013) inter alia use business risk
drivers analysis and liquidity analysis in perfodrarder to evaluate level of agro
meteorological conditions impact on agriculturakincial performances.

A static liquidity analysis based on the items lod balance sheet represents the
initial phase of the analysis of short-term finahatability. The liquidity analysis
carried out on the basis of the total value of entrrassets, the value of certain
items of current assets and short-term liabilitjeserates risk indicators as a result
of financial and structural disturbances.

Except Current ratio and Quick ratio as traditioralos, a ratio that incorporates

the amount of cash and cash equivalents on thadmkheet helps the analyst to
evaluate short-term liquidity. If the relation betn cash and cash equivalents on
one hand, and short-term liabilities on the ottard) is lower than 25% than it can

be used as the signal of insolvency risk (M&li2i009).

The coverage degree assessment of the short-tahbitities by the company’'s

current assets is not sufficient for the assessnoénits short-term financial

stability. The assessment of the structure anditgual current assets, and the
maturity of short-term liabilities show good or badsumptions for managing
enterprise’'s short-term stability. Adequate ligtydimanagement comprises
monitoring and adjusting the assets maturity stmectand sources of funding,
evaluation of company’s asset and liabilities mamagnt efficiency, as well as
forecasting cash inflows and outflows in the upawgrperiod.

Cash flow from operating is used as a measureeotdimpany's ability to generate
cash in its business activities to be used to cawgrent liabilities. After the
adoption of SFAS No. 95 Giacomino and Mielke (198®)oduce the cash flow
indicators, primarily using cash flows based onrapeg activities. A negative
Cash flow from operating discovers or warns ofgaillity and business problems.
The more permanent negative cash flow from opegatidicates the company's
exposure to long-term financial risk. In additianthe absolute amount of the cash
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flow from operating, the risk of default is undeetinfluence of changes in these
cash flows. Most models for assessing the risk arf-fulfillment use financial
indicators to measure cash flow coverage (Damod&@®7, 175). Ratio nhamed
Operating Cash Flow to current liabilities ratimise of them. The earnings quality
indicators based on cash flows can also be usedlasitors of possible business-
financial problems. The quality of revenue indicatmy indicate an increased risk
of illiquidity (Mulford, Comiskey, 2005).

Indicators that warn about jeopardizing liquiditpntribute to increasing risk that
long-term financial stability is compromised. Diption of the existing financial

structure affects the indicator of indebtedness emplies exposure to higher
financial risks. The indicator of potential indetitess (Malint, 2009) other than

actual liabilities includes potential liabilitie3.he disclosure of information on
potential liabilities contributes to the perceiviogmpany’s financial risk because
conditional liabilities can become real under darteonditions. Financial and

structural risk indicators are also a sign of thiitg to pay interest rates.

Net working capital is a financial stability tockgressed in absolute money units.
Net working capital represents the security mafginthe creditors. It is part of

equity and long-term borrowed capital intended ffoancing current assets. The
amount of the net working capital needs to be tadao the needs of long-term
financing of a current assets’ part that will net fanded from short-term capital
sources. Own net working capital shows the exteatfixed assets are financed
from their equity.

4. LIQUIDITY ANALYSIS OF SELECTED POLLUTING ENTERPR ISES
IN SERBIA

4.1. The methodology and data

The research methodology in this paper is primdréiged on financial, descriptive
and comparative analysis. Mainly, the analysisudel selected medium-sized
enterprises whose plants are the major sourcesndfoamental pollution in
Serbia. The sample of analyzed enterprises wastsdl&éom the Pollution Release
and Transfer Register of large sources of pollutidme sample encompasses both
the submitting enterprises and the ones that dsutwhit the reports to the Serbian
Environmental Protection Agency. The check of ibedf the selected enterprises
that are included in National Pollution SourcesiReg was conducted during May
2017 using the Environmental Protection Agency epliblic of Serbia web site.
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For the comparative analysis of the liquidity, auwth use three groups of the
enterprises. The first group of the enterprisedudes polluting medium-sized
enterprises, the second group represents all meelitenprises and the third group
includes Serbian economy as a whole. Indicatortsntigasure illiquidity risk of all
analyzed groups are reported cumulatively.

Liguidity indicators were the initial indicators ah are analyzed in this paper.
Liquidity indicators of the selected group of eptéses were conducted by
observing the relation between current assets aod-term liabilities (Current

Ratio) as well as the relation between monetargtasand short-term liabilities

(Quick Ratio). Cash flow liquidity indicator as atio between net operating cash
flow and short-term liabilities shows the extentvumich current liabilities are

covered by net cash inflow from operating actigti@gCash Flow Ratio). Also,

illiquidity risk assessment is determined by netkirtg capital determinants and
cash flow statement items.

The selected analytical tools of liquidity are detmed using the data from
financial reports for individual enterprises pubésl by Serbian Business Registers
Agency. Quantitative and descriptive analysis oéficial reports is carried out for
the period between 2010 and 2015. Some indicaters \&nalyzed on a yearly
basis and also average for five years period 2@®2The publication of the
Serbian Business Registers Agency named FinantaérSents Annual Bulletin
contains aggregate datn the financial state and business performance of
enterprises in the Republic of Serbia based oB#iance sheet, Income Statement
and Statistical Annex. The fact that Bulletin ddesrave data from Cash flow
statements is the reason why Cash flow ratio is caltulated for Serbian
Economy.

4.2. Research results

Liquidity indicators. Satisfactory relations between the individual essend
liabilities are in the function of generating oktlkearnings and the net cash flows
that provide the assumption for health financiasipon of enterprises (Vukéli
Stevanow, Belopavlové, 2014, 681). The values and trends of liquidityicators

of the polluting medium enterprises group represenunfavourable assumption
for their short-term financial stability.

The values of current ratio of the selected pailytinedium enterprises are below
the usual normal (2:1), but they are above 1. Tureeat liabilities are covered by
current assets even in 2013 when the ratio is extlio the lowest level. The
current liquidity of the polluting medium enterpss was slightly growing after
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2013. The coverage of short-term liabilities byreat assets was 116% and 118%
respectively.

The values of current ratio are above the valuecwfent ratio of medium
enterprises sector and Serbian economy. Currantabieconomy as a whole is on
the level below the 1 and forecast bad financialcstiral assumption in terms of
ability to service matured liabilities in due time.

By excluding less liquid assets from current asgbts situation is different. The
value of monetary assets is not sufficient to cosiort-term liabilities in the
analyzed period. The coverage of short-term litiedliby the monetary assets for
the selected polluting medium enterprises groupsak-year average is at the level
of 70%. The values of quick ratio are below thelitranal normal (1:1) for all of
three analyzed groups that represent too an unfaliteuassumption for ability to
service matured liabilities. The Quick ratio of tlselected polluting medium
enterprises is below the quick ratio of medium gnises sector in all analyzed
years but above the quick ratio of Serbian economy.

Table 1: Comparative analysis of the liquidity indcators for the period 2010-2015

Indicators 2010 2011 2012 2018 2014 2015
Current ratio
Polluting medium enterprises 1.28 1.p8 121 108 161. 1.18
Medium enterprises sector 1.15 1./18 1/18 1.08 1.051.12
Serbian Economy 0.96 0.94 0.97 0.91 089 Q.89
Quick ratio
Polluting medium enterprises 0.76 0.[r7 0/71 0.63 660. 0.70
Medium enterprises sector 0.81 0.82 080 Q.73 D0.700.74
Serbian Economy 0.68 0.7 0.70 0.64 063 Q.62
Cash flow ratio
Polluting medium enterprises -0.16 0.06 0J09 0.07 .09( 0.18
Medium enterprises sector 0.07 0.10 0|08 Q.05 D.060.08

Source:Authors' calculations based on Serbian Businesssieeg Agency data

When we rely on the cash flow ratio, we can notltat all groups of analyzed
enterprises have liquidity problem because indrsa@re far below the usual
normal (0.4:1). Comparing cash flow ratio of pdligtmedium enterprises with
the values of ratio of medium enterprises secter,can see similar values. After
liquidity indicator analysis, we can conclude thia liquidity is very difficult to
maintain.

Net working capital - NWC. The changes in the net working capital value show
current liquidity tendencies. The net working capfilays an extremely important
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role in assessing the ability to sustain long-téimancial stability of a company. It
indicates both the extent to which long-term cdp#asufficient to cover not only
permanent property but also inventories requesting-term financing.

The lack of own capital for the financing fixed etssis the characteristic of
selected pollution medium enterprises in the amalyzeriod. The trend of their net
working capital determinants during periods is shdmthe table 2.

The negative net working capital, along with a riegatrend since 2011, shows
that such coverage of fixed assets from its owmcgsuis unsustainable for a long
time. Determinants analysis the own net workingteaghows that equity value is
increasing over the period, but this is insufficiemcover fixed assets which value
also increases. Increasing the value of fixed agsety at first glance exacerbate
the image of the net working capital, but investimgxpansion and modernization
of fixed assets is a good reflection of the comfmhbysiness. Although equity and
fixed assets are relatively comparable over theogerthe lack of equity for
financing the fixed assets is increasing becauséods above equity value reduces
equity since 2012. Loss above equity most redugeiyein 2015.

Table 2: Net working capital of selected pollutingnedium enterprises

in mil. RSD
Positions 2010 2011 2012 2013 2014 2015
Equity 32,244 | 34,926 34,725 38,100 39,902 42,721
Loss above Equity 296 0 1,173 1,162 1,826 3,221
Fixed Assets 42,085| 43,932 43,90 49,36 51,7777 55,655

B 9
Own Net working capital | -10,137| -9,007 -10,356 -12,431 -13,610 -16,156
Long-term Provisions and Liabilites 16,642| 15,920 16,159 14,696 19,180 23,172
Net working capital 6,505 6,914 5,803 2,264 5,570 7,016
Deficiency of Net working capital -5750 | -6,138 | -8,694 | -12,601 | -11,977 | -10,400

Source:Authors' calculations based on Serbian Businesssieeg Agency data

Long-term borrowed capital compensates the lackvafi sources of funding to
cover fixed assets as a whole. Positive net workoapital shows that
polluting medium enterprises have sufficient loags funds to cover long-term
assets and the part of their inventories. The mekiwg capital has the lowest level
in 2013. The increase in net working capital dernratss a tendency to improve
liquidity since 2014. The significant reason foistls the increase in value of long-
term provisions and liabilities, which in 2015 w&&% of long-term provisions and
liabilities value from 2013.
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Considering the relation between net working cagtad inventory value, there
was noticed a lack of net working capital to coweentories of selected polluting
enterprises throughout the analyzed period. Thegesigdrawback is present in
2013 when only 15% of the inventory value is codeby net working capital.

Improving financial stability has been noticed fttve next two years when
polluting medium enterprises cover 32% and 40%nwémtories by net working

capital respectively. The comparative analysis ef Working capital for the period
2010-2015 is presented in the table 3.

Own net working capital is negative for all threealysed groups. Loss above
equity most reduces the equity of the pollutingegmtises group. Loss above
equity is about 3.4% of the equity value on averagsle the percentage for the
medium-sized enterprises is 10%. Loss above egaitye of Serbian economy is
even about 20% of the equity value.

Table 3: Comparative analysis of net working capitafor the period

2010-2015
in mil. RSD
.. Polluting medium Medium Serbian
Positions . .
enterprises enterprises Economy
Equity 37,118 587,135 5,432,127
Loss above Equity 1,280 57,937 1,089,148
Permanent Assets 47,788 736,721 7,013,184
Own Net working capital -11,949 -207,523 -2,670,205
Long-term Provisions and Liabilities 17,628 277,972 2,192,114
Net working capital 5,679 70,049 -478,091
Deficiency of Net working capital -9,260 -135,54( -1,868,540

Source:Authors' calculations based on Serbian Businesssieeg Agency data

Net working capital of selected polluting enterpgsisn average covers the 39% of
inventory value, and it is similar in medium entisps sector where net working
capital in average covers about 36% of inventoripeiaNet working capital in
average covers 16% and 11% of current assets wuaspectively in both
mentioned group of enterprises. The fact that dieorh sources finance a
significant part of the inventories of analyzedugs of companies is a sign of their
relatively low solvency. The first two analyzed gps are in better position than
the Serbian economy, which notices negative valusva Net working capital and
Net working capital. The net working capital anadysf the Serbian economy
shows that the part of the fixed assets and inviest@are financed from short-term
sources (Stevanayi2015). The lack of net working capital is consaddy higher
taking into account the importance of long-termrses for inventories financing.
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Cash flows. The cash inflows and cash outflows trends of setegtolluting
enterprises are shown in the table 4. Net cash ffom operating activities is
positive from 2011 when their ability to generasstt from internal sources begins.
Cash inflows from operating activities are gradualicreasing in the observed
period, and largely follow the net operating cashwftrends. Cash outflows from
operating activities were significantly reduced2iL1. In the following period the
operating cash outflows and operating cash inflguasv.

The trend of operating cash inflows and outflows2il5 is disproportionate.
Operating cash inflows noticed maximum value imtieh to the observed period,
while operating cash outflows were only 6% of tme®from the previous year.

Table 4: Cash flow analysis of selected polluting edium enterprises

in mil. RSD
Cash flows 2010 2011 2012 2013 2014 2015
Cash inflow from operating 2,36p 2,833 4,150 4,907 ,556 6,813
Cash outflow from operating 6,159 1,184 1,600 2,568,299 213
Net operating cash flow | -3,793 1,648 2,550 2,345 | 3,257 6,600
Cash inflow from investing 1,083 1,242 947 813 867 ,179
Cash outflow from investing 2,689 2,952 3,606 3,257,030 7,081
Netinvesting cash flow | -1,606 | -1,710 | -2,659 | -2,444 | -3,163 | -5,902
Net cash after investing| -5,399 -62 -10p -99 94 699
Cash outflow from financing 3,986 5,322 3,718 5,1377,463| 11,835
Net cash after debt servicing -9,384 -5,384 -3,827 -5,836| -7,370, -11,137
Cash inflow from financing 9,804 5,291 4,383 6,116 ,192 | 11,995
Net cash after external financing 419 -93 556 280 178 859

Source:Authors' calculations based on Serbian Businesssieg Agency data

The extremely uneven trend of operating cash irgloand outflows is
unsustainable for a longer period of time. Prolaggthe payment of operating
liabilities and collection of claims from earlieemods may be the reason for such a
trend, showing that a significant increase in ofegacash outflows can be
expected in the coming period.

Investing cash outflows are on the rise, partidplan 2015, when selected
polluting enterprises group covers net investinghddows in the entirety from the
internally generated cash. The net cash flow afte¥sting shows that the group in
2014 and 2015 covers one part of the debt from adipgr and investing cash
sources. Investing cash inflows, mainly the restiftroperty, plant and equipment
sale, and net cash inflows from financial investtagmre variable and amount
annually between 17% and 40% of the investing cagfiows, depending on the
year of observation.
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During the period, the financial net cash inflowtlé enterprises is unstable. The
cash inflows and outflows from financing increases 2013. Cash outflows from
financing activities refer to treasury shares, isémg debts and the other financial
liabilities. For the debts servicing and share repase enterprises use external
financing sources entirely, for the period 201020 the past two years, a part of
the operating and investing cash resources arefaséldese needs. Observing the
net cash flow after debt servicing and financinghcimflows values, the conclusion
is that enterprises in 2011 and 2014 use cash stockver the lack of financing
sources. Positive net cash after external finanem@ther years discover that
enterprises increase cash and cash equivalents. valu

5. CONCLUSION

The research results confirm the main hypothesis the group of polluting
medium enterprises is exposed to the illiquiditskriThe values and trends of
liquidity indicators of the polluting medium enteiges group, recorded during the
period 2010-2015, represent an unfavourable assomgor their short-term
financial stability. However, it is still a moreviaurable than liquidity indicators
values and trends in the Serbian economy. The dofitancial imbalance is a
general characteristic of Serbian economy. Thecttral imbalance of resources
and their funding sources followed by a continu@ccumulation of losses,
deteriorating liquidity and increasing indebtedneftect the financial position of
the economy as a whole.

The results of the analysis based on the accrgaiidity indicators is best

compared against the cash flow liquidity indicaaod net working capital before
reaching any conclusions regarding the liquidigsk rof enterprises. The cash flow
liquidity indicator shows a weaker liquidity positi than is indicated by the
accrual liquidity indicators, but positive net wirg capital shows that

polluting medium enterprises are able to continugrtbusiness and they have
sufficient long-term fund to cover long-term assatd the part of their inventories.

Starting from the fundamental financial stabilitgterminants analyzed in the
paper, it is important to emphasize the signifiearmd improving the factors
affecting the company’s liquidity. Strengtheninge thbility to service matured
liabilities, including pollution and environmentalotection ones, implies adequate
coverage of assets by adequate financing sourcesraaly compliance of inflows
and outflows.

Investments in preventive activities and eco-tetdygies are the basis for
improving ecological business that require the ngileening of the ability to
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generate cash flows from operating activitiesaating additional own capital and
obtaining conditions for the borrowing under maaedurable conditions.

ACKNOWLEDGMENT

This paper is a part of research projects Europegrations and social and economic
changes in Serbian economy on the way to the EU4R@09 and Challenges and prospects
of structural changes in Serbia: Strategic diretidor economic development and
harmonization with EU requirements No. 179015, dited by the Ministry of Education,
Science and Technological Development of the RepualbiSerbia.

REFERENCES

1.

10.

11.

Andeli¢, S., Gaj¢, A., lli¢, Dj. (2016). Problems of Financial Management hi t
Public Sector. Economic Analysis 49(3-4): 48-68. Retrieved from
http://www.library.ien.bg.ac.rs/index.php/ea/asisiew/336.

Damodaran, A. (2007Korporativne finansije, teorija i praksaMontenegro: MODUS
— Center for Statistical Research and Forecasts.

buki¢, P. (2012). Sustainable Development under Impéathe Crisis — Global and
National Dimensiong=Economic Analysjs  45(1-2): 1-18. Retrieved
from http://www.library.ien.bg.ac.rs/index.php/edifde/view/213.

Buri¢in, S., Bodroza, D. (2013). The impact of droughtyteld position of the group
of enterprises from agriculture sectBconomics of Agriculture/Ekonomika
Poljoprivrede 60(1): 25-38. Retrieved from
http://www.ea.bg.ac.rs/images/Arhiva/2013/Broj%2@0%

%202013_ %20Issue%201%20-%202013/2%20-%20DjuriciGB6@roza.pdf
burovi¢, G., Cvetanow, S. (2016). Privredni razvoj Podgorica: Faculty of
Economics. Retrieved from
http://fekonomija.ac.me/multimediaold/fajlovi/vij#&016/09/7002/privredni-razvoj-
prvi-dio-2016.pdf.

Giacomino, D.E., Mielke, D.E. (1993). Cash Flowsnother Approach to Ratio
Analysis,Journal of Accountangyl 75 (3): 55-58.

Jakovevi¢, K. (2008).Upravljanje troSkovimaSubotica: Faculty of Economics.
Jovanowt Gavrilovié, B., Mini¢, N. (2012). Green Growth as a Generator for
Overcoming the Crisis. Economic Analysjs 45(1-2): 19-31. Retrieved
from http://www.library.ien.bg.ac.rs/index.php/etitde/view/214.

Knezevt, G, Mizdrakow€, V., Arezina, N. (2012). Stajni postupak i finansijsko
izveStavanje sa aspekta zaStite zivotne sredtneceedings of the X international
scientific conference Sinergija 201422-428. University Sinergija.

Malini¢, D. (2009). Prepoznavanje bilansnih rizika, Tajoéansa: menadzerski
pristup,Ekonomika preduze. Special issue: 156-173, Belgrade: Serbian Astonia
of Economists.

Mulford, C., Comiskey, E. (2005)Creative Cash Flow Reporting: Uncovering
Sustainable Financial Performanciew Jersey: John Wiley & Sons.

86



Slavica Stevanowj Grozdana Marinkovi

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

Official Gazette, Republic of Serbia, Zakon o zaZiivotne sredine, No. 135/2004;
36/2009; 72/2009; 43/2011; 14/2016.

Serbian Business Registers Agency, Registar fijskilsiizveStaja pravnih lica i
preduzetnika, retrieved from: http://www.apr.go\(18.03.2017).

Serbian Environmental Protection Agency, Dostayjapodataka za Nacionalni
registar izvora zaghdvanja, retrieved from:
http://www.sepa.gov.rs/DostavljanjePodataka/Defasjix (10.07.2017).

Serbian Environmental Protection Agency, Pravilrok metodologiji za izradu
nacionalnog i lokalnog registra izvora zdiyanja, kao i metodologiji za vrste, fiae

i rokove prikupljanja podataka, retrieved from:
http://www.sepa.gov.rs/index.php?menu=20168&id=18&ja=showXlinked
(02.04.2017).

Stevanowt, S. (2015). Finansijsko strukturne promene prigreSrbije i zastita
poverilaca u uslovima finansijske kriz&lonographyStrukturne promene u Srhbiji:
dosadasniji rezultati i perspektive47-361. Belgrade: Institute of economic sciences
Stevanou, S., Belopaviovd, G. (2011). Merenje pokazatelja finansijske sigstn
preduzéa, RacunovodstvpNo. 7-8: 67-78.

Stevanowu, S., Belopavilov, G., Lazare\i-Morawevi¢, M. (2014). Obelodanjivanje
informacija o zastiti Zivotne sredine - praksa hifgrEcologicg 21(76): 679-683.
Stevanow, S., Belopaviov, G., Lazare-Morawevi¢, M. (2016). Nacionalno
ratunovodstvo zaStite Zivotne sredine: praksa u Sibdgologica 23 (83): 606-609.
Vukeli¢, G., Stevanovi S., Belopavio, G. (2014). Analiza finansijske sigurnosti
preduzéa u restrukturiranju - predavacka industrija.Proceedingsof the scientific
conference Deindustrijalizacija u Srbiji: Moguosti revitalizacije industrijskog
sektora: 673-689. Belgrade: Institute of economic scienced Belgrade banking
academy.

White, G., Sondhi, A., Fried, D. (2003)he Analysis and Use of Financial
StatementdNew Jersey: John Wiley & Sons Inc.

87
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Abstract: Using the method of systematic literature reviewthis paper, we
present the concept of sustainable project managenaed create a
guestionnaire for empirical research. The reseawds conducted in order
to investigate how sustainability is applied in jget management, from the
perspective of project managers, what is the sadm®mpetencies of project
managers in that process, is sustainability supgbrby leading project
management methodologies and what are the main leciggs for
sustainable project management. The data was gadhdrom project
managers in different industries in Serbia durir@l? and research results
have confirmed that sustainability in project maeagent is to some extent
applied in project management — through the Peapla Profit elements, but
at the very low level concerning the Planet aspEatther, leading project
management methodologies do not entirely suppatasability principles,
and the application of sustainable project managameas an impact on
project manager's competencies.

Keywords: project manager, sustainability, project manageine

1. INTRODUCTION

This paper aims to analyze the sustainable projeahagement from the
perspective of the project manager. The conceuefainable development has
become one of the more common concepts in the éssiworld, which is why
there is a need for integration with other managentencepts. The increasing
project orientation of organizations, the projeavdml of financing of various
organizations in the private, public and civil sesf leads to the need for
sustainable project management. Regardless ofrtivérgg need for the principles
of sustainable development in the application afjgmt management both in
practice and in the scientific research domain, degelopment of operational
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methods and techniques that enable their integraistill under development. As
the industry changes, project managers find themasatonfronted by new issues
and constraints must undertake roles that havdraditionally been part of their

responsibility (Edum-Fotwe & McCaffer, 2000; Silgi& Schipper 2014;). In the

next sections paper present the concept of subtain@oject management and
through research deals with the sustainability isppbn in project management,
the role and scope of competencies of project mamnagt in that process, leading
project management methodologies and their cortibbbdo sustainability and the

main challenges for sustainability project managéme

2. LITERATURE REVIEW

2.1. The concept of sustainable project management

Schoper et all. (2016) presented the researchtsesuthe seminar of the world's
leading International project management associdBMA, on leading trends in
the project management development areas by 2025addition to the
projectification of societies, which is a measurke the diffusion of project
management in all areas of society, as a globatlfrieiture development trends in
the field are as follows:

« Dealing with the complexity of projects

e Transnationalization of project management
e Virtualization of project management

« Women in Project Management

e Sustainability.

Sustainability is no longer viewed merely as péra dusiness strategy but as part
of project management. The current mode of prodaoctorganization, lifestyle,
can indeed have an impact on future generationghwk why things (products,
processes, materials, and other resources), asagddeliefs and understandings,
must be changed.

Silvius & Schipper (2014) define sustainable prbjeanagement as “the planning,
monitoring and controlling of project delivery arglpport processes, with
consideration of the environmental, economic amibs@spects of the life-cycle of
the project's resources, processes, deliverabldseffiects, aimed at realizing
benefits for stakeholders, and performed in a parent, fair and ethical way that
includes proactive stakeholder participation.” lojpct management, sustainability
refers to the integration of economic, social andirenmental aspects Rrofit,
People, PlanefKnoepfel, 2007).
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The link between projects and sustainable developmas first highlighted in
1987 at the World Commission on Environment and dlgvment. In the past
decade numerous papers presented by the leadihgraun the field of project
management on IPMA and PMI conferences and leafbaognals have been
focused on integrating sustainability into the pobjmanagement process (Gareis
et al., 2009, Turner, 2010, Sendokt al., 2007; Silvius, 2010; Obradéwet al.,
2011; Scally, 2013; Silvius, 2017, Aarseth et aD17). Furthermore, different
conceptual models tried to integrate project mammge and sustainable
development, e.g., emerging concept “Green Prdiég@hagement” emphasizes
project management sustainability (Maltzman & Syl 2010; Glavinich &
Taylor, 2008; Sholarin & Awange, 2015).

Incorporating sustainability into project managetriemplies changes (Silvius and
Shipper, 2015):

« At the level of the organization (maturity of theyanization).

» At project level (project management process, nitgtaf sustainability
integration)

» At project manager level (competencies).

The fact is that companies have mainly begun toodtice the concept of
sustainability into their strategic documents (8a@t al., 2016), but the
sustainability implementation is often stopped ¢hemainly because the
introduction of this concept presents an additioc@dt and time to notice any
positive effects and to measure its effectivenésge consider projects as a way to
operationalize company’s strategy, therefore @sisential to integrate and evaluate
sustainable development at the operational plarshod-term cycle (Gareis et al.,
2010; Obradovi et al., 2012; Petro¥i et al., 2017; Aarseth et al. 2017).
Sustainability implementation covers project goegrre policies, processes, and
procedures related to social aspect (people), @mviental (planet) and financial
aspects (profit). This mainly means that a propant have additional objectives
that are not entirely incorporated in initial prcijs objectives, and requires
specific changes in a project. This makes the gbleroject manager became very
important - according to Maltzman & Shirley (201® project manager as a
change agent.”

Agarval & Kalmar (2015) stated that one of the keyriers is related to benefit
analysis before the project and lack of referenomtpto measure sustainable
alternatives. This raises the question of how irtgrit is for a project manager to
be aware of sustainable solutions that are availfdsl a project and aware of the
need to introduce sustainability principles at #aliest stages of the project.
Silvius and Schenar (2014) analyzed different mtopanagement methodologies
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and how they cover sustainability. They made a lemun that the leading
methodologies should be improved and emphasizbdurtompetencies: system
thinking, normative competencies, anticipatory cetepces, strategic
competencies and interpersonal competern@as.of the also recognized problems
in the literature is a client point of view (custentonfusion over the meaning of
sustainable product or process). This can causeldem in the project goal and
scope definition (Hwang & Ng, 2013; Agarval & Kalm2015). Further, a lack of
clarity of a project scope can lead to inefficiefitization of resources and waste
from potential rework. Further issues are relatedthie usage of different
sustainable sources and consequently to the mamagerh a large number of
stakeholders (suppliers, subcontractors and teambmes (Hwang & Ng, 2013).

The significance of sustainability in the projecimagement process is present not
only in the academic but also in practical termisisTs reflected in a standard for
sustainability in project management has been &n-U$he GPM P5 Standard for
Sustainability in Project Managemenrfthe standard focuses on the integration of
sustainability methods to manage organizationalngba (projects) to better
integrate sustainability with an organizationabstgy supported by measurement
of social (people), economic (profit) and enviromtag effects (planet) (Green
Project Management, 2015).

2.2. Project manager competencies

Coping with abovementioned changes in the projesntagement system, project
managers find themselves confronted by new isSitesy need to undertake roles
that have not traditionally been part of their msgibility. Therefore the arising
guestion is: Does sustainable project managemet#gnds project manager’s
competencies, does this process emphasize spadlficin relation to others?

Some authors provided research about competencepimgapin project
management and the importance of project managerspetencies for project
success (Takey and de Carvalho, 2015; Amala 20ab).

In order to understand the profile of the projecnager's competence, it is
necessary to identify the areas in which manageed to be competent, along with
competencies related to the behavior and contexthef project, that present
project’s operating environment (Mei-I et al. 2081, 2007; Silvius & Schipper

2014; IPMA, 2015). Leading global project managemessociations have

developed standards for project manager competencie
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a) International Project Management Institution — IPM¥eveloped IPMA
Competence Baseline (ICBjat defines three competence areas: 1) People
competence (personal and interpersonal competetacjgsticipate or lead
a project); 2) Practice competence (specific t@rid techniques used in
project; 3) Perspective competencies (methods,stoahd techniques
through which individuals interact with the enviroent, as well as the
rationale that leads people, organization and Sesi¢o start and support
projects.

b) Project Management Institute — PMlevelopedProject Management
Competence Development (PMCD) Framewdhat defines the key
dimensions of competencies and identifies the atuches for project
success. By the PMI approach, this framework dsfittee necessary
competencies according to the sub-projects of tloge@t management
process (initiation, planning, implementation, moring and control and
closing), based on the best practice. In a sepahatpter, this framework
addresses a project manager's competencies of tre pfoject
management.

Despite a significant number of papers relatedhi® topic of project manager
competencies, only a few have examined what compiete are considered as an
inevitable element of sustainable project managénferailable articles provided
the research results obtained in the constructidastry and production (Hwang &
Ng, 2013; Tabassi et al., 2016; Dumraka & Barou2id,7).

3. METHODOLOGY

3.1. Research questions

Through systematic literature review (SLR) this grapgs focused on how

sustainability is applied in project managemengdieg project management

methodologies and their support to sustainableeptopanagement, the scope of a
project manager's competencies and the main clygterof this process. Key

research questions are:

1. Which elements of sustainable development are mftsh presented in
project management?

2. What methodology has been used for project manageam to what
extent the applied methodology contributes to $oatde project
management?

3. What is the importance of introducing the sustadmaiboject management
principles in relation to project management suliepsses?
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4. What knowledge and skills are essential for the Iémgntation of
sustainable project management?
5. What are the significant challenges for sustaingpbbgect management?

To discuss the research results for previouslyneefiresearch questions, the
following starting hypotheses are developed:

» Sustainability in project management is importamd at the certain level
applied in project management.

* Leading methodologies for project management plrtisncorporate
sustainability principles.

» Sustainable project management is significant floplaases of the project
life cycle, from initiation to closing the project.

* The application of sustainable project managemex# &n impact on
project manager’'s competencies.

* The application of sustainable project managemenblves specific
constraints.

The starting hypotheses are presented here onbtractively, while at the end of
the paper, based on detailed statistical analykes,results will be discussed,
presented conclusions and further research directiall be formed.

3.2. Research method

In order to confirm or disprove the previously aefi hypothesis, the authors have
established a questionnaire. Afterwards, the asthoonducted structured

interviews with project managers in different intlies, after which the questions

were modified in order to generate the most premmssvers.

The first part of the questionnaire was composedqoéstions relating to
demographic characteristics of respondents. Thensepart was dedicated to the
main elements of sustainability, where respondest® given the scale from 1 to
5 to assess the applicability of those elementthein projects. The three elements
of sustainability are people, planet, and proféis&d on literature review, for each
element there are defined key variables in prsjgtiabuschagne & Brent, 2005;
Brent & Labuschagne 2006; Knoepfel, 2007; Ferna®ferchez, & Rodriguez-
Lépez, 2010; Silvius, 2010; Global Reporting Iritra, 2013; Silvius & Schipper
2014; Martens & Monteiro de Carvalho 2014; Carvalk0l5; Obradovi et al.,
2016; Martens & Monteiro de Carvalho 2017):

* People - human resources management in the prbaith and safety at
work, working conditions, interpersonal relatiomsnployment, benefits,
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career development, relationships with businesmees, customers, local
authorities and other stakeholders, etc.

» Planet - reduced use of natural resources, locaupement, reduced waste
production, recycling, reduced environmental padlut- water, air, land,
biodiversity, monitoring of environmental legiskati

* Profit - Return on investment, Net present valuefifability, market
share, value added, business flexibility, GDP, mpimaé financial and
economic benefits.

The third part aimed to investigate which methodgloespondents are using to
manage their project and to what extent appliechauilogy support sustainable
project management. Considering the statement &t integration of
sustainability into the project management procgsactically widens the
boundaries of project management, the project s¢8geius, 2010), it can be
concluded that there is a need to investigdtether current methodologies support
sustainability in project management.

For the purpose of this research, the respondesits offered to choose one of the
most currently used project management methodao@kll methodology, IPMA
methodology, European Commission Methodology (Rtojgycle Management).
In line with the current trend of agility in busBgegenerally and consequently in
project management, the respondents the Agile appras an option. Based on
some performed interviews with practitioners, wen ceonclude that many
companies adjust and develop their methodologiedifterent internal processes.
Therefore, respondents also had the option to tsalgernally developed
methodology.

Through the questionnaire, respondents expressaddttitude to what extent is
the introduction of the sustainable project manag®nprinciples significant for
each subproject of the project management prodedme with some research-
papers emphasized the link of sustainability withe tproject processes
(Labuschagne & Brent, 2004; Labuschagne & Brend52®rent & Labuschagne
2006; Silvius, Brink, van der; Kohler 2012) sub-geeses of the project
management process are defined according to theni&ithiodology.

As presented in literature review section, it icassary to explore is there any
changes in project manager's competencies scopédheie a need for additional
knowledge and skills for sustainable project managd. Therefore the next
guestion was related to project manager's compignior sustainable project
management. The question about knowledge areaskilledthat describes project
manager’'s competencies for sustainable project geameant was based on 11
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knowledge areas from PMI methodology, and skillsdoaon IPMA ICB4 and
different research results that explore the mosemsal skills for sustainable
project management (Dumraka & Baroudib 2017; Hw&ndg 2013; Mei-l,
Dainty & Moor. 2005; Tabassi et al., 2016; Carvath®abechini, 2015; Daily &
Huang 2001; PMI, 2016; IPMA, 2015).

Finally, the respondents express their opinion dmatwchallenges, related to
sustainability, are recognized on their projecteyvere given a list of possible
challenges that was based on a primary conclusan fhe research in this field
(McCool & Stankey 2004; Best & Kumar, 2008; Silvii)10; Lang et al., 2012;
Agarval & Kalmar 2015;).

4. RESULTS AND DISCUSSION

4.1. Sample description

The online questionnaire was distributed to projeahagers in different industries
(IT sector, oil industry, education, NGO, constioict sector, auto industry,
telecommunication, banking sector, etc.). The prelary analysis of the
completed questionnaires, questionnaires filled pgysons other than project
managers and questionnaires that are incomplete n@r considered in further
analysis. Therefore, only 81 questionnaires haes baken into consideration.

The most of the respondents are professionals finenprivate sector (78%), while
17% are working in public sector and only 5% aaarfrcivil sector. Concerning an
industry, we can conclude that the more than 30%espondents are from IT
sector (distribution of respondents by industrgrissented in Figure 1).
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Figure 1: Distribution of respondents by industry
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The majority have significate experience in projeoanagement: 62% of
respondents have participated in more than 10 @j@8% have participated in
more than 3 projects, and only 10% participateéss than 3 projects.

4.2. The sustainability elements and the key varidé

Through the research results analysis we can coadhat project managers are
focused more at the financial aspect of their mtsjeless if we consider people
aspect on projects, but significantly less at ta@gt aspect (environment). We can
also see that the aspects that refer to the emagnhare in the most cases applied
or not applied (there is a minimal number of regasrfor “partially applied”).

Table 1: Sustainability elements in project manageent

People Planet Profit
Not applied 7,41% 30,86% 4,94%
Very little applied 11,119 18,52% 6,17%
Partillay applied 29,63% 9,88% 24,69%
Largely applied 27,16% 22,22% 34,57%
Completely applied 24,69% 18,52P6 29,63%
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Figure 2: Sustainability elements in project managment
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Results show that environmental aspects, as on¢hefcrucial elements of
sustainable project management, are critical dineg are not represented at all in
nearly one-third of projects. Still, practices fiifferent people and profit aspect
are applied in project management. This confirnesfitst defined hypothesis that
sustainability in project management is at the a@iertlevel applied in project
management

The research results showed that 22% respondentsotiouse any specific
methodology for project management. From the 78%ha$e who stated that they
use the specific methodology, they use internaflyetbped methodology (46%)
rather than one of the standard methodologies (Eig)

Further, based on to the project manager’'s opini@can conclude that applied

methodology does not entirely support all aspectsos$tainability, especially
environmental aspect (Table 2).
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Figure 3: Project Management Methodologies
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Table 2: Methodology support

People Planet Profit
Completely support 25% 10% 31%
Largely support 37% 20% 46%
Partillay support 20% 30% 22%
Very little support 15% 26% 1%
Does not provide 4% 15% 0%
support

As the respondents had the scale from 1 to 5 ttuateathe contribution of the

methodology to various aspects of sustainabilihe taverage score for each
element was calculated. The average grades areedooonsidering the different

presence of different methodologies (Table 3).
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Table 3: Project management methodology contributio to sustainability aspects

Methodology People| Planet | Profit | Method. Ponder People| Planet | Profit
AG AG AG presence TAG TAG TAG
PMI 3,47 2,60 4,07 15 0,24 0,83 0,62 0,98
Methodology
IPMA 4,00 4,00 4,00 2 0,03 0,12 0,12 0,12
Methodology
Internal 3,97 3,00 4,38 29 0,46 1,83 1,38 2,01
Methodology
EU Comm. 3,50 3,25 3,50 4 0,06 0,21 0,20 0,21
Methodology
Agile appoach 4,08 2,69 4,08 13 0,21 0,86 0,56 0,86
Total 19,02 15,54 20,03 63 1,00 3,85 2,88 4,18

*AG — Average grade
*TAG — Total average grade

Based on the statistical analysis, the followingatosions can be made:

The assessment of the contribution of applied nuzilogy, considering
environmental aspects, on a scale of 1 to 5, i8.2A2cording to the
respondents, the applied methodology mostly supplamancial aspects
(high average score 4.18) and slightly less hunspeas (average score
3.85).

Toward a mutual comparison of considered methodedog most
organizations have a customized, internally dewedlopmethodology
(46%). This is followed by application of PMI mettmlogy and Agile
approach, while the European Commission Methodolagy IPMA
methodology are rarely present. An interesting tesion is that the
aspects of sustainable project management, coimgjddre methodologies
mentioned above, are mostly supported in compantesre there is an
internally developed methodology, which deviatesrfithe standard ones.

Considering those results, and the recommendatiddilisius and Schenar (2014)
that project management methodologies should beowepl in order to cope better
with sustainability, we can confirm the second Hiesis that leading
methodologies for project management partially npovate sustainability
principles

From project manager’'s point of view, the introdoict of the sustainability
principles is very important for each sub-proce$sthe project management
process, from initiation to closure. This confirtie hypothesis thatustainable
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project management is significant for all phasestr@ project life cycle, from
initiation to closing the project.

According to the average grade, the most signifiqgauocess(es) to introduce
sustainability are the planning (4,36) and executiba project (4,36).

Figure 4: The importance of introducing sustainability in project management sub-

processes
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Statistics showed that project managers considgegirresource management the
most important knowledge area, from the perspectifesustainable project
management. Next to resource management are gsistamd communication
management.

Those results are in line with other performed aes®es (Hwang & Ng, 2013),
with the exception that stakeholder managemerthignresearch, is not recognized
as highly important for sustainable project manag@mThe same authors also
recognized pro problem of resource utilization, resting this issue directly with
the project goal and scope definition.
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Table 4: The importance of knowledge areas for suainable project management

Knowledge areas A(\f/r%rr?]gle t%r%c)ie
Resource management 4,85
Cost management 4,26
Risk management 4,23
Communication managemen 4,23
Quality management 4,16
Scope management 3,98
Stakeholder management 3,00
Schedule management 3,89
Integration management 3,75
Procurement management 3,p7

Project managers consider social (behavioral) :skiimmunication, decision
making, teamwork, leadership (Table 5), the necgssdlls for sustainable project
management. Skills that are related to the projmitext (analytical skills,

business orientation) are at the second placeewbaghnical skills are the least
important, comparing to behavioral and contextuglss

Table 5: The importance of skills for sustainable pject management

. Average grade
Skills (from1to 5)
Communication 4,43
Decision making 4,42
Teamwork 4,32
Leadership 4,30
Problem-solving 4,3(
Delegation 4,22
Ethics 4,05
Analytical skills 4,02
Business orientation 3,91
Technical skills 3,69

The presented statistical results confirm that application of sustainable project
management has an impact on project manager's ctanpes since it
significantly emphasizes the behavioral skills, raa@ntextual and technical.

The primary constraints for sustainable project ag@ment are related with the
internal organization (inconsistency of internabgesses for sustainable project
management), coordination with a client/investorommunication with
stakeholders and project set up (goal definitionps, resource plan) (Table 6).
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Legal regulations, knowledge about “green” techgms, accessibility of
sustainable solutions are not recognized as cluatignissues for sustainable
project management. When comparing with a previuestion that is related to
project manager’'s knowledge and skills, we canceatihat there is a consistency
between emphasized behavioral skills and highlgjht®nstraints. Although
stakeholder management in the previous questioma@sted as highly important
knowledge area, Inefficient communication with staélders was recognized as a
significant constraint.

Table 6: Challenges for sustainable project manageemt

Main challenges A(\f/;rrigle t%rz;c)ie
Poor human resource plan, which creates the needitbtional 4,48
engagement
Inefficient cooperation with a client/investor imetprocess of goals 4,36
definition
Poorly defined project scope/scope changes 4,32
Inconsistency of internal processes in the orgaioizavith elements 4,11
of sustainable project management
Inefficient communication with stakeholders 4,09
Lack of the analysis of sustainable solution ingthases of 4,00
preparation and planning of a project
Financial constraints for sustainable solutions 3,95
Inconsistency corporate strategy and/or corporat&abk 3,84
responsibility strategy with elements of sustaiegioject
management
Lack of incentives (subsides) 2,67
Lack of benefits analysis for different partiesytbich the project 2,67
can have an impact
Insufficient legal regulations 2,58
Sustainable solutions become outdated in the lemgst 2,52
Lack of knowledge about sustainability principlegeen” 2,48
technologies, materials, etc.
Inaccessible "green" solutions 2,15

Based on presented statistics we can confirm tpethgsis thathe application of
sustainable project management involves certairsttamts However, comparing
those results with results that can be found inliteeature, we can conclude that
project managers, who participated in this reseamtognize approximately half
of the present challenges for sustainable projectagement.
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4. CONCLUSION

The paper presents the concept of sustainablecpnmignagement that in the last
decade became one of the growing trends in theéssiworld.

This paper aimed to analyze the sustainable projeahagement from the

perspective of the project manager. Using the niktbb systematic literature

review, we have created a questionnaire for engiriesearch in order to

investigate is sustainability applied in project ragement. The aim was to
examine whether leading project management metbgad support sustainability

in project management, does sustainability apjtinaaffect the scope of a project
manager’'s competencies and what are the main nlgaleof this process. The data
was gathered from project managers in differenistiies in Serbia during 2017.

The main conclusion of this paper is that sustalitain project management is at
the certain level applied in project managementifenmental aspects, as one of
the crucial elements of sustainable project managenare critical since they are
not represented at all in nearly one-third of prtebut practices for people and
profit aspect are applied in project management.

According to the results, applied methodology myostipports financial aspects
and slightly less human aspects, but the envirotahexspect is not supported
enough. This conclusion does not significantly aepen what methodology the
project managers use. Statistical results confirthat introduction of sustainable
project management is significant for all sub-pescén project management
process, from initiation to closing. It is also Giomed that application of

sustainable project management has an impact gecproanager’s competencies,
since it significantly emphasizes the behavioraillssk over contextual and

technical.

From the project manager’'s perspective, the prin@mgstraint for sustainable
project management is the inconsistency of intenmacesses. Furthermore,
coordination with a client/investor, communicatiaith stakeholders and project
set up (goal definition, scope, resource plan) als recognized as major
obstacles, while legal regulations, knowledge ab&gteen” technologies,

accessibility of sustainable solutions are not gacxed as challenging issues for
sustainable project management.

The results presented in this paper complemersttidies previously performed in
this field. The main advantage of this study ist thas not focused on only one
industry (available research is mainly conductedhim construction industry and
are related to “green” projects). Besides, thia ifirst research performed in this
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field in this region. On the other hand, the litiga of this paper relates to the fact
that this research has a national character, that, it applies only to Serbia.
Nevertheless, we believe that any further resesihciuld focus on expanding the
research in other countries in the region in oreprovide a more profound
statistical analysis with the correlation betweerted related to industry, project
management methodology, country, etc.
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SUSTAINABLE DEVELOPMENT AND DISCLOSURE
PRACTICE AMONG ISLAMIC BANKS
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Abstract: Islamic economic model, especially it's most dgved part
Islamic banking, is known as interest free. Bedidis characteristic it
includes several moral and ethical dimensions based Islam as a
foundation of this business activity. In this agpéslamic banks should be
barriers of sustainable development because pubtarest is the basics of
its foundation. The aim of this paper is to analtfze degree of involvement
of Islamic banks regarding sustainable developneifdrms of disclosure of
their activities. Emphasis is placed on economagia and environmental
disclosure. This paper is focused on theoreticalkigaound considering the
disclosure practice among Islamic banks, especiaihin the three basic
pillars of sustainable development goals.

Keywords: Islamic banking, sustainable development, Suatda
Development Goals, public interest, disclosure

1. INTRODUCTION

In financial system of every country, banks are ohthe most important financial
institutions. Over time, their role has changed ahdy became“financial
supermarkets’and one of the key bearers of sustainable developr@me side of
banks contribution to sustainable economy is inmfoof financing financial
activities while considering social and environnaéngffects. In other words,
financing and implementing those activities thall wicorporate environmental,
social and governance (ESG) criteria. In that aspenks adopted set of codes of
conduct, mainly on a voluntary basis, regardingiremvnent and sustainability
(Weber, Diaz and Schwegler 2014).

International Finance Corporation (IFC) uses ESG@era when promoting
stability of financial systems (IFC, 2017). Rogé2813) and Eccles and Serafeim

" Institute of Economic Sciences, Serbia and a Phlest at a Sarajevo School of
Economics, Bosnia and Herzegovina, aida.hanic@geschrs
* Belgrade Banking Academy, Belgrade, Serbia, azaraci®bba.edu.rs
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(2013), state that ESG evaluation should be coreideot only on a financial level
but as well as on a non-financial too.

Similar to IFC, United Nations created UN Envirommd’rogramme Finance
Initiative (UNEP FI) in order to connect UN and dimcial sector globally. The
need for this partnership emerged as a result ofeasing role of financial
institutions in terms of sustainability. In 201%het UN General Assembly
established 17 Sustainable Development Goals (S&$)e accomplished by
2030. These goals are based on three pillars: esopenvironmental and social.
The estimate is that 5-7 trillion US$, a year, vbi# needed to realize the SDGs
worldwide (UNCTAD, 2016) focusing on environmentahd social market
instruments. Beside these criteria, institutionat thre recognized as financially
stable and at the same time environmentally andalypaesponsible, will be
partners for achieving SDGs.

In this aspect, in order to achieve sustainableeldgwment, one of the basic
functions of banking sector is to provide finana#dbility. After the outbreak of
the financial crisis in 2008, that stability wasdenmined. As a result of the lost
trust and the need to return confidence in thenfire system, Islamic banking
gained importance primarily because of the fact thatrictly forbids interest as
well as speculative activities.

Daily Vatican newspaper,L’Osservatore Romano’reported that‘the ethical
principles on which Islamic finance is based mawpndpbanks closer to their clients
and to the true spirit which should mark every ficial service” (L'Osservatore
Romano, 2009). Because of its balance betweenl soaafinancial goals, Islamic
banks can be one of the key bearers to sustaimivelopment. Ahmed et. al
(2015) notes that Islamic banking, as a systémps to stimulate economic
activity and entrepreneurship towards addressinggoty and inequality, ensures
financial and social stability, and promotes contmesive human development
and fairness which is relevant to SDGs".

The question that arises is to what extent arenisléanks involved in sustainable
development? The answer can depend on the factoh ss the level of
contribution of Islamic banks to the economy, egybc in terms of social
dimensions. This subject can be observed by tleodisre practice among Islamic
banks. In that aspect the aim of this paper isnalyae the concept of Islamic
banking in terms of its disclosure practice abtet issues that are important and
have influence on sustainable development such @moenic, social and
environmental. These three elements are the baswhach SDGs are based and
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represent a “win-win-win” scenario, in which thelef Islamic banks can be
significant.

The paper is organized as follows. Section “Literatreview and Theoretical

framework” gives a brief overview of sustainablevelepment and Islamic

banking principles. Relationship between SDGs gaaisl Islamic economic

foundations is given in the third section. Discl@spractice about social, economic
and environmental elements among Islamic banksvengn the fourth section.

Conclusion is given at the end.

2. LITERATURE REVIEW AND THEORETICHAL BACKGROWND

Sustainable development as a process and a neveptoof global action gain

interest in 1987 whefOur Common Future”report was published emphasizing
that “sustainable development is not a fixed state ofnloar, but rather a process
of change in which the exploitation of resourcég, direction of investments, the
orientation of technological development, and &nal change are made
consistent with future as well as present ned@stindtland, 1987).

According to Oxford Living Dictionaries, sustainalilevelopment is aretonomic
development that is conducted without depletionnafural resources’ This
definition notes that ihternational policies should support sustainable
development”and “sustainable development has become the guidingnéhén
much environmental literature(Oxford Dictionary, 2017).

Strandberg (2005) explains that financial instito are‘the key to sustainability,
as they raise, allocate and price capital and pdavirisk coverage, influencing
access to financing and risk protection, and deteimy which government,
business or individual activities get financed aptpcted against risks.In the
aspect of relationship between corporations andasability, Doane and
MacGillivray (2001) explain that business sustailitglis actually“the business of
staying in business”.

Peeters (2003) notes that financial instrumentsbeanbserved as a way to reach
sustainable development because, in this partigutase, banks intermediaries
between people and organizations but at the same takes care about the
potential risks. On the other hand, their actigitican have an effect on the
environment because of their landing actions.
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In the Report‘'Managing Sustainability risks and opportunities the financial
services sectorby PwC (2012) there is a list of business benefitsesponsible
investment as presented in the next table.

Table 1: List of business benefits of responsiblevestment

Improving risk management Preserve license toaiper

Enhanced brand and reputation Promoting and isitrgannovation
Customer attraction and retention Improved acaesgypital

Enhance human and intellectual capital Building sustaining shareholder value
Attracting and retaining talented staff Identificat of new opportunities
Improved operational efficiency Generating increlss/enues

Source:PwC (2012)

Aliyu et.al (2017), notes that sustainable banksthe bank’s ability to have long-
term solvency and prosperity so impact on socidl-b&ing and environmental
protection could be possible. This is importanetophasize because theéIgoal
of SDGs is partnership for the goals which meara th order to achieve it,
institutions that are foundation of an economic &ndncial system in the country
must be stable. In terms of banks role, especlalgmic banks, Ahmed, Asutay
and Wilson (2014) notes that if all banks werenst financial crises would be
less likely mainly because Islamic banks have filstabilizers that lower the
probability of crises.

Stable partner for the accomplishment of sustagatdbvelopment is very

important. This goal can be achieved by socio-econdnvolvement that also

includes environment issues. In terms of Islamicieseconomic model, Chapra
(1992) explains that is based on a paradigimch has socio-economic justice as
its primary objective. This objective takes itstsom the belief that human beings
are the vicegerents of the One God, Who is the tGreaf the Universe and

everything in it. They are brothers into each otlzerd all resources at their

disposal are' a trust from Him to be used in a jusinner for the well-being of all.

They are accountable to Him in the Hereafter anilva rewarded or punished for

how they acquire and use these resources. “

Islamic banking is a financial activity done in aogance with Islamic religious
law (Sharia), and it is based on different prinegplcompared to conventional
banking (Hani, 2017). According to Islamic Banking Act (1983)obght in
Malaysia, “Islamic bank means any company which carries danhsc banking
business while Islamic banking business means barikisiness whose aims and
operations do not involve any element which is apyroved by the Religion of
Islam”. Regarding the fact that the principles of Islatanking are at the same
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time the principles of Islam, ideology in termsreglization of social interests is
very important because the stronger the ideologithe divergence between the
choices individuals make and those expected of #rertess”(Igbal & Mirakhor,
2007).

Islamic banking implies the prohibition of usti(Riba), prohibition of speculative
activities (uncertainty or Gharar), prohibition glambling (Maysir) and the
promotion of risk sharing. On the other hand,ricty forbids interest according to
Qur’anic verse God has permitted trade and has forbidden inter2s275). In
order to avoid interest, Islamic banking systemlaegd it with returns from
investments activities and operations. This is eotgd to main characteristic of
Islamic banking and that is the use of Profit andd.Sharing (PLS) Paradigm.

PLS implies a direct concern regarding the profiitgb of the undertaken
investment on the part of the creditor, which is telamic bank. In practice it
means that Islamic bank must be focused on thernretmn the undertaken
investment,'because its profitability is directly linked to ¢hreal rate of return”
(Mirakhor and Zaidi, 2007). On that basis Islamianks are exposed to the
displaced commercial risk.

Basic division of Islamic banking products refess t

a) sales based (Murabaha, Istisn'a, ljarah, Tawarruq),
b) equity based (Musharakah, Mudarabah),

c) fee based (Wakalah, Kafalah, Rahn),

d) Islamic deposits (Wadai'ah, Qamawarruq),

e) Investment Accounts (Mudarabah, Musharakah) and
f) Investment Accounts (Wakalah).

According to authors Panzac (2002); Khalilieh (20@6d Cizakca (2014) citied in
Ng, Mirakhor and Ibrahim (2015)islamic partnership (Mudarabah) was brought
from Jerusalem to France during the late twelftimntoey and was incorporated
into the Lex Mercatoria—the medieval European ldwcemmerce”.Generally,
reason for prohibition of interest is based on uiplterest. In that aspect, profit is
as “ex post and symbolizes successful entrepreneursimg@ the creation of
additional wealth while interest is ex ante and resgnts cost that is accrued
irrespective of the outcome of business operatam$ may not create wealth if
there are business losse@tjbal & Mirakhor, 2011).

1 In some literature we can found that authors aasRibawith interest but it is important
to notice that Riba has broader meaning.
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Contrary to conventional banking, Islamic bankingalgses the structure of a
business investment which means that each phaseioffestment implementation
must be in accordance with Sharia. This meanslsteanic banks are exposed to
Sharia risk that doesn’t exist in the classificatiof conventional risks because
every Islamic bank has its own Sharia Supervisooar8 (SSB) in order to

approve or disapprove certain financial activity. that aspect, SSB certifies
Islamic financial products as Sharia-compliantansic economic model can be
found in many verses in the Quran, as the basidslamic economy, which is

given in the next table.

Table 2: Islamic economic model by the verses in¢hQur’an

Field of economy Verses

The role of Fiscal Policy 3:259, 8:72, 12:47

Interest, Bounty/Income 2:279, 16:14, 18:96

Public Debt 2:275, 278, 30:39, 57:11, 4:161
Lending as Moral Phenomenon 2:275-280

Prohibition of Interest 2:265-270

Social Relations vis a vis Interest 2:178,195,24:61

Debtor — creditor Relationship 2:279-280

Impact of Interest to social economic 2:276, 30:39

Productive Activities 21:80, 34:11, 13; 11:37, 26:128
Trade 2:198, 5:2, 73:20

Objective of economic activities 2:201, 7:31, 28:77, 62:10

Moral values of economic activities 21:37, 89:20

The Wealth 3:14, 25:7,8; 71:12;104:1-2
The Money 2:188, 276; 8:2-4; 9:34;98:5
Human behavior towards money 17:100; 89: 20; 100:8

The Contract 4:12,8:41,30:28, 33:27
Business conduct 2:283, 7:85, 11:84, 17:35, 26:181
Business Profit 45:2-5, 62:9-10, 103:3
Philanthropy 3:117, 267, 4:34, 8:36, 13:22
Revenue 2:3,31:34,8:41,17: 29

Source:lsmail (2014). Sustainable Development Goals anel Rble of Islamic Finance

In the institutional way, Islamic economy startsdevelop after the end of the
decolonization process, in the 1950s. In this mbgtre first bank was founded in
1963 in Egypt, while one of the important datedsiamic finance history is the
establishment of the Islamic Development Bank ir¥5l9Ever since, Islamic
banking captures the attention of the world pulbltid, according to Warde (2000),
its most important part of development has beennitdusion in international

financial flows.
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In the aspect of internationalization, events tigtpened in 2015 like the launch
of Diploma in Islamic Finance in Belgium and Luxewobg, opening the
Germany’s first Islamic bank (KT Bank) in Frankfust the launch of Hong
Kong's second sukdk (Thomson Reuters' Islamic Finance DevelopmentoRep
2016) means that Islamic banking and finance isent worldwide. This is
consistent with the Lord Edward George statemamh ft995, quoted in Ainley at
al. (2007), in terms that there ‘igrowing importance of Islamic banking in the
Muslim world and its emergence on the internatiostalge”. In 2014, UK became
first country in the West to issue sukuk and Lon@oeeen as a center of Islamic
banking in Europe.

In 2016, Thomson Reuters' Islamic Finance Developriredicator was published
where the estimates show that by 2021 Islamic Ibgn&ssets will reach US$2.8
trillion as shown in chart below (IFDI 2016).

Chart 1: Expected Islamic banking assets globally

Global Islamic banking assets growth (2012 - 2021,3$ trillion)

25
2
15
1 -
0.5 A I
0 - . . . . . . . . .

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Source:Thomson Reuters' Islamic Finance Development Iridica

In 2015, The Banker publishet@iop Islamic Financial Insitution Repgorthat
includes twenty largest countries ranked by tothbrfa — compliant assets
represented in the next table.

2 Sukuk i'a Sharia [Tmpliant bln[l A[TTunting an[] Auliting Organizati‘h fit Ilamill
Finanlial In(titutithl] (AAOIFI) [efinell [ukuk as , selurities of equal denomination
representing individual ownership interests in a portfolio of eligible existing or future
assets”.
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Table 2: Twenty largest countries ranked by total 8aria — compliant assets

Total Sharia compliant
Rank Country assets (in bn ofFL)JS$)
1 Iran 316,423
2 Saudi Arabia 306,80)
3 Malaysia 206,309
4 UAE 111,294
5 Kuwait 84,448
6 Qatar 70,898
7 Bahrain 65,068
8 Bangladesh 22,298
9 Indonesia 21,044
10 Pakistan 10,101
11 Sudan 7,467
12 Egypt 7,015
13 Switzerland 6,879
14 Turkey 5,950
15 Brunei 5,025
16 UK 3,811
17 Thailand 3,797
18 Yemen 3,549
19 Syria 2,881
20 Algeria 2,516

Source:The Banker, (2015)

But, in spite of such an extraordinary growth, adow to Hayat & Malik (2014),
there are several misconceptions associated wdmis way of doing business
that include:

e Muslims and Islamic finance are monoliths that ocomf to
generalizations;

* Modern Islamic finance is a relatively old and mmatindustry;

* Muslims, in general, understand the theory andtipe@of Islamic finance
and follow it in their financial lives;

* Islamic finance enjoys active government supporhast Muslim-majority
countries;

* Assets of Islamic finance tend to be greater thaose of conventional
finance in most Muslim-majority countries;

» Sharia is the governing law in all countries wittMaslim majority, and
Islamic finance transactions are governed only tgria;

» Islamic finance is not open to non-Muslims;
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» Islamic finance is mainly about charitable rathérant commercial
activities;

» Islamic finance involves illegal activities, such money laundering and
even the financing of terrorism;

» The prohibited Riba is the same as interest;

» Islamic finance is recession proof and immune fronethical practices
and

* The Islamic finance industry is widely believedhte Islamic in form and
in substance.

In order to avoid misconceptions and assumptiorautakslamic banking, it is
necessary to investigate the practice of Islamitkbaegarding their activities in
terms of achieving the three basic pillars of SD®kis is important for the
following reasons:

e Islam, as the basis and source of Islamic bankemphasize the
achievement of public interest as its primary gtfalve consider that this
postulate is more than 1430 years old then theesement of a public
interest through the three dimensions of SDGs shibella mandatory or an
integral part of the operation of Islamic banksyefation to conventional
banks where this practice is mainly non-binding;

» Because Islamic banking is still in the processdefelopment, it is
necessary to explore the degree of disclosureipeaamong Islamic banks
comparing to conventional that are still the dorténimstitutions in the
global financial structure;

» Identification of the ethical identity of Islamiabks through the prism of
relations towards the three basic pillars of theGSDin terms of
determining their social engagement in the sodietyhich they operate.
The above mentioned elements will be analyzed helow

3. SUSTAINABLE DEVELOPMENT IN ISLAMIC BANKING AND S DGS

Generally, Islamic principles date from th& @entury which means that Islamic
banks should be a representative of those valnethat aspect it is important to
analyze and compare Islamic social values and SIDGerms of that, in Islam it is
important to mentionMagasid al Shariaalso known as the “Objectives” or
“Purpose” of the Islamic Law. Auda (2007) notestth@st of Islamic scholars
advocate thaMagasid al Shariaefers to “people’s interestgarab. Masleha)ln
other words, it means that the purpose of Sharito imccomplish the public
interest.
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Great Islamic Scholar, lIbn al-Qayim, quoted in A{@807) states that Shaiig
“based on wisdom and achieving people’s welfarghis life and the afterlife.
Sharia is all about justice, mercy, wisdom, and djo®hus, any ruling that
replaces justice with injustice, mercy with its opje, common good with
mischief, or wisdom with nonsense, is a ruling tha¢s not belong to the Sharia,
even if it is claimed to be so according to sonterpretation”. If we compare this
approach to one of the 17 goals of SDGs, greamgls@ce exists with the 16
goal of SDGs; peace, justice and strong institstion

In addition, the social engagement of Islamic banks be seen through the
relationship of these institutions towards Zakahiolh Islamic banks, as well as
individuals who are in financial capacity, are gbli to allocate for the benefit of
the society. Authors Hayat and Malik (2014) defftakat as a social welfare tax in
terms that it is an annual tax on surplus incomé wapalth of Muslims and is

equivalent to 2.5% of net worth in general. In sie teaching it is very important

because it represents one of the five sacred pititslam (Quranic verses 92:14-
21; 2:177; 9:103).

Second social engagement of Islamic banks is $&engh gard hasan credits as a
form of benevolent credits where, according to 1(2809), lender can’t receive
any benefit in return. This can be observed asahtgaachieve the redistribution of
wealth in the aspect of poverty alleviation. If wempare it to SDGs, this can
respond to the first goal of SDGs; no poverty. Aldas type of credit is very
popular among students in order to daunt costslofaion. In this aspect, this is
consistent with the™goal of SDGs; quality education.

Characteristics of gard hasan are given in the tadke.

Table 3: Qard hasan characteristics

A non-rewarding loan but with the moral obligatioha borrower to repay the principal if
he is in a financial position to do so. If the lmwer is not financially capable to return the
borrowed amount, than the creditor will “forgivédiet credit.

A credit with a benevolent purpose.

A credit with the aim to help the poor to becomé pdeconomic activity especially in
terms of providing opportunities to create job &odiness ventures.

Qard hasan credit practice strives to achieve balamong those who are financially more
stable than those who are not in order to enhanaadial and social inclusion.

Source:Modified according to Igbal and Shafik (2015). meia finance and the role of
gard-al-hassan (benevolent loans) in enhancingsianh: A case study of akhuwat
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Although Islamic banks are considered to be invilvesocial activities, they are
not charity institutions and tend to achieve a fpgsifinancial result. This is
important because of the trust of their stakehaslderwell as partners with whom
they enter into business ventures. As already meed, trust and stability of these
institutions is what led to theirs greater expansio

In order to examine Islamic banks role in econonsiccial and environment
activities, disclosure practice can be considered avay of exploring this three
elements. This is important because Islamic baniksngtill developing and the
market conditions are mainly created for the cotiveal banks. On the other
hand, Islamic banks are learning certain econoal&srand models of behavior in
the global market and making their own criteria @aedorting standards. In that
aspect, disclosure practice among Islamic bangseisented in the next part.

4. DISCLOSURE PRACTICE AMONG ISLAMIC BANKS

Disclosure practice among Islamic banks is impdrfan several reasons which

also includes agency problem theory where accortin&afieddine (2009) the

issue of the separation of ownership and contrgtaser for Islamic banks because
managers of Islamic banks must strive to maxinmeratif shareholder’s wealth and
at the same time provide that those activitiedares in accordance with Sahria.

The amount of disclosure practice among Islamickbanegarding the elements
that can affect sustainability in one society, bananalyzed by using the method
developed by authors Haniffa and Hudaib (2007 Hased on creating an Ethical
Identity Index (EEI). This is important to analylecause of the difference
between the communicated and the ideal ethicalitgestbout Islamic banks but
also between the banks themselves. On the othel;, ldamic banks are obligated
to inform public about their activities as relatedQur’'an: ‘and cover not truth
with falsehood, nor conceal the truth when you k(@w?2). This can be explained
by the next graph.
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Graph 1: Social Relations Framework in Islamic ecoamy

Accountability

Social Relations SocialReporting
Social justice
Ownership and A Benchmark for Islamic
trust Social Disclosure:

» Disclosure of Sharia
Supervisory Board
Opinion Unlawful
transactions

» Zakat (religious levy)
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(benevolent loan)

e Charity and other social
activities

* Employees

e Late repayments and
insolvent clients

e The environment

Source:Maali et al. (2006)

EEI can be used in order to quantify the extentstdmic banking activities in
every aspect of its social inclusion, including mamic, social and environment
activities. Index is based on the principles of teah analysis and uses annual
reports of Islamic banks. Primarily it analysis irlicators grouped into 8
dimensions: 1) vision and mission statem2hBOD and top management, 3)
product, 4) Zakat, charity and benevolent lp&)semployees, 6) debtors, 7)
community and 8) Shariah Supervisory Board (SSB).

The Index is calculated as follows:

I xijt

EEI =
N
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Where:
EEI Index — Ethical Identity Index for dimensioand period t;
Xijt is variable X (1,... n) for dimension j andrte t and has value 1 if the item is
disclosed or O if otherwise;
N is the number of variables/statements

The aspect of social involvement analyzed by thecldsure practice can be
observed through the level of Zakat disclosure.idgethis social element, Zakat
can also be observed from the aspect of its ecaneffect because it leads to an
increase in money supply which ultimately affedte lemand for products and
services. The result is that economy is moving &y

Quraishi (2011) explains that Zakat has an impactmicro and macro economy
but at the same time it can be seen as a fiscahaném. For instance, in micro
aspect it helps to ensure the individual's need$akiyg into account the public
interest while on the macro aspect it deals with distribution of wealth. The

fiscal mechanism can be observed through the sowihlsion by forming funds

for the care of the most vulnerable categorieshefgopulation that also includes
food subsidy, education, health care etc.

As mention above one of the EEI dimension includiskat, charity and
benevolent loansThis dimension described by Haniffa and Hudaib0@, is
component of the following elements:

a) Zakat to be paid by individuals

b) Bank liable for Zakat

c) Amount paid for Zakat

d) Sources of Zakat

e) Uses/beneficiaries of Zakat

f) Balance of Zakat not distributed — amount

g) Reasons for balance of Zakat

h) SSB attestation that sources and uses of Zakatdiegdo Sharia
i) SSB attestation that Zakat has been computed aongdadZakat
i) Sources of charity (saddagah)

k) Uses of charity (saddaqgah)

[)  Amount of gard hasan

m) Sources of gard hasan

n) Uses of gard hasan

0) Policy for providing gard hasan

p) Policy on non-payment of gard hasan
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In the research done by Mosaid and Boutti (2012pregr8 Islamic banks in the
period 2008 — 2009 the result show that the le¥@akat disclosure is low where
information like source of Zakat or uses or benafies of Zakat were missing
which can be considered as a sensitive matterd01%, authors Samed and Said
(2016) conducted a research among 16 Islamic bankkalaysia in 2014 and the
research showed that the overall mean about Zakalodure was 0.70. These
results also show that during the time disclosuaetxe is improving but still it is
not on a required level.

In terms of environment disclosure, research donauihors Farook, Hasan and
Lanis (2011); Yahya, Abul Rahman and Tayib (20@3yus, Yusoff and Mohd
Azhari (2013); shows that practice of disclosumeluding environment activities,
among Islamic banks varies from region or certainntry. This can be result of
several factors such as:

« the level of development of Islamic banking in twuntry or the region
that is being observed,

» the level of the priority given to environment gotion and disclosure
practice in the country or the region that is bedbgerved,

» the reporting practice in the country or the rediuat is being observed.

For instance, in Malaysia where Islamic bankingpiesent since 1983, Central
bank of Malaysia, Bank Negara Malaysia, issued alirid on financial reporting
for licensed Islamic Banks called GP8-i. This ig @opractice among all the
countries that implement Islamic banking. In thepect, in 2015 Islamic Reporting
Initiative was founded as“aeporting framework for Corporate Sustainabilitynd
Social Responsibility (CSR) aligned with Islamiinpiples, beliefs, and valugs
(IRI, 2015).

The issue with the low level of disclosure practimaong Islamic banks can be
associated with the fact that Islamic banking il dgveloping and it needs time to
become an active participant in this field. Alsslaimic banks are probably more
focused on the Sharia complaint requirement ofrgaiceactivity. But this reason
must be taken with reserve because environmenggiiron is also an integral part
of Sharia regarding the fact that more than 758es&m the Qur'an are addressing
the issue of nature.

Finally, the relationship towards society and ilsnents, economic, social and
environmental issues, in Islam are regarded as @ewtather than as a separate
part, which is probably one of the reasons why Igh@mic banks have not yet

separated these elements to specific fields of Hutivities that they have to take

care more actively.

120



Aida Hant, Azra Sdeska

4. CONCLUSION

Sustainable development is a topic that is attmgcthe world’s attention from
1987 and the Brundtland report. In 2015, the UN éBainAssembly established 17
Sustainable Development Goals (SDGs) to be accehmai by 2030. These goals
are based on three pillars: economic, environmemtdlsocial. In order to achieve
this, financial institutions, especially banks, dide be a stable and very active
participant in this process. This is important toten because the process of
sustainable development requires the commitmentha$e who are striving to
sustainability.

As active participant in the world economy, bardgpecially Islamic banks can be
observed as a barrier of sustainable developmeruise of their core values that
are different comparing to conventional. In thipext, Islamic social values or
Islamic law (Sharia) are comparable to SDGs anddleof Islamic banks can be
observed through the adoption of these goals byntpéeementation of the Sharia.
In this aspect the level of the disclosure practio®mng Islamic banks can also
indicate the application level of Sharia.

The emphasis is placed on economic, social andamental disclosure practice
among Islamic banks by using the methodology ofdathdentity Index. The level
of Zakat and environment disclosure was observeith \@wh emphasis on the
theoretical background of the paper. As mentiortakat is defined as a social
welfare tax which amounts 2,5% and beside the keffiect on the society it also
has an economic impact because it leads to anaiseran money supply which
ultimately affects the demand for products andisesv The used research showed
low level considering Zakat but also environmensctiisure practice among
Islamic banks, especially depending on the regibare/the research is done.

Reasons for such results can be found in the fat slamic banking is still
developing and the reporting practice among theci@as that are implementing it
is different.
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FINANCIAL POWER AND DEVELOPMENT
POTENTIAL OF ENVIRONMENTALLY RESPONSIBLE
MEDIUM SIZED ENTERPRISES IN THE SERBIAN
INDUSTRIAL SECTOR
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Abstract: The aim of the research is to determine the ecamand financial
power of medium-sized enterprises registered inRbpublic of Serbia (RS)
in the sector C: Manufacturing and an assessmenthef development
potential of environmentally responsible entermiselhe focus of the
research is on environmentally responsible enteg®i i.e. "green
enterprises” for there is a need to search for waysnprove the economic
sustainability of green business. The subject efrésearch refers to values
of financial performance of enterprises in the pdr2011-2015. Economic
and financial power of enterprises was assessedidiyg the method of
financial analysis. Financial analysis was carriedut based on the
information disclosed in the official financial stanents of enterprises which
are publicly available on the website of the BusiRegisters Agency. With
the application of financial analysis, the yieldsat and financial position of
enterprises was determined. In order to assess yieédd position of
enterprises, an analysis of the structure and agement of total revenues,
structure and arrangement of gross financial resaid profitability was
performed. In order to assess the asset positianadrprises, an analysis of
the structure and source of assets and of theiaffiy of current asset
management was performed, and for the purpose sésamg financial
position of enterprises an analysis of liquiditph@&ncy and indebtedness
was conducted. The analysis of the reasons medaed-sindustrial
enterprises are unprofitable is conducted for thepose of determining their
development potential. In order to examine the measof unprofitable
operation, firstly enterprises which reported netd in 2014 were identified.
The possibility of determining the development s is analyzed on the
sample of five enterprises which reported aboveatrerage net loss in 2014,
and which are characterized by conducting enviromi@iéy responsible
business activities. The focus of the research nis"green enterprises”
because there is a need to improve the economimisability of green
business. The results of the research indicate ¢bahomic sustainability of

" Institute of Economic Sciences, Serbia, sonjaidju®ien.bg.ac.rs
* Institute of Economic Sciences, Serbia, isidoraba@ien.bg.ac.rs
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environmentally responsible enterprises can be ead by improving the
real capacity utilization rate at current global ipe parity or by
strengthening the global price parity at currenafeapacity utilization rate.

Keywords: medium-sized enterprises, industry sector, econand financial
power, environmentally responsible business, ptgi@erbian economy

1. INTRODUCTION

The development potential of environmentally resgole medium-sized

enterprises registered in the RS in sector C: Magtufing is assessed following
the analysis of their economic and financial powethe period 2011-2015. The
focus of the research is on medium-sized entemprigdnich, in terms of key

macroeconomic indicators, are the pillars of theneenic growth of the national
economy (Er et al., 2012; ParauSet al., 2017).

According to the current data of the National BahlSerbia (NBS), medium-sized
enterprises that make up only 2% of the total nunabeompanies in the Republic
of Serbia generate 16% of the total net profitireal, i.e. 14% of total net loss of
all companies in the country, 17% of income, 16%exjfenditures and even 16%
of total employment. Medium-sized enterprises, Whaccount for only 0.7% of
the total number of SMEs, generate 33% of GVA, 36Pdurnover, 40% of
imports, 48% of exports and 29% of employment.

According to the data of the Serbian Business Ragis\gency (SBRA) for 2015,
1004 medium-sized enterprises operated in thetdgrrof the RS. They account
for 37% in the structure of the total number of medsized enterprises registered
in sector C: Manufacturing.

The results of the research of the Institute ofreooic Sciences within the project
“National Network of Medium-Sized Enterprises” poto the fact that the largest
number of medium-sized enterprises in the manufigfundustry operate in low
technology and medium-low technology areas. Theees 28.2% of enterprises
engaged in the production of food products, whiklare engaged in the
production of all metal products, except machines @evices. On the other hand,
23.9% of medium-sized enterprises operate in mediigi and high technology
areas. These data indicate a relatively unfavoartgahnological structure. Almost
half of medium-sized enterprises operate in lowrtareas and produce effects of
lower added value, which makes it difficult for rkar positioning. Nevertheless,
medium-sized enterprises registered within theose€t Manufacturing, generate
about 40% of the total employment in middle-sizategorises in the RS.
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Regional analysis indicates roughly the same gg@dgal distribution of medium-
sized industrial enterprises. Out of the total nambf medium-sized industrial
enterprises, 33% are registered in the territoryaj¥odina, 28% in the territory of
Sumadija and Western Serbia, 25% in the territdrBeigrade and 14% in the
territory of South and East Serbia.

Out of the total number of medium-sized enterprisagistered in the sector C:
Manufacturing, 74% operated with a net gain in 2@r&erprises that operate with
net gains employ 76% of the total number of empisyen medium-sized
enterprises in sector C: Manufacturing.

The selection of the subject of the research wiseinced by the fact that 74% of
companies surveyed, which employ 76% of the totahler of employees in
sector C: Manufacturing and 30% of the total numifeemployees in companies
of this size, operate with net gains in 2015. Tigext of the research refers to the
values of financial performance of all medium-sizderprises registered within
the sector C: Manufacturing in the period 2011-200ise period of the research
provides the possibility to compare data over teme observe the movement of
the basic development indicators. The aim of theeaech is to determine the
economic and financial power of medium-sized emisgs registered in the
Republic of Serbia in sector C: Manufacturing, andassess the development
potential of environmentally responsible enterfwisehe research begins with the
hypothesis according to which medium-sized enteegriregistered within the
sector C: Manufacturing can improve the economistanability of their
environmentally responsible business operation Ilgyfopming an adequate
financial performance management.

2. MATERIAL AND METHOD

The aim of the research was realized using thedatdnmethod of data collection
and analysis, methods of quantitative and qualgdinancial analysis, methods of
description and methods of synthesis. The methggale performed on the basis
of many years of research practice of the autHowsi¢in, S. and Beraha, I., 2017,
p. 147;buri¢in, S andbuki¢, M., 2017, p. 95Puricin, S., and Beraha, I. 2016, p.
343;Dburicin, S., and Beraha, I., 2016, p. 7Hri¢in, S., and Jovanogj O., 2016,
p. 54; buri¢in, S. and Beraha, I., 2014, p. 693; Lazardwbrawevi¢, M.,
Stevanou, S., and Belopavlo¥j G., 2014 DBuricin, S. and Beraha, I., 2013, p.
124;buricin, S. and Bodroza D., 2013, p. 28uri¢in, S., Beraha, 1., anBuli¢,
M., 2013, p.588Ppuricin, S., 2012Ppuri¢in, S. and Beraha, 1., 2012, p. 495).
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Using the standard data collection and analysishodst information was
generated from the financial statements of mediedsindustrial enterprises
publicly available on the website of the BusineggjiRters Agency (BRA). The
data disclosed in the individual official financgthtements enabled the creation of
the consolidated balance sheet and income statevhem¢dium-sized enterprises
registered in Sector C: Manufacturing. The subgédhe analysis is the financial
performance obtained from the consolidated findrat@ements of medium-sized
industrial enterprises.

The analysis of the economic and financial poweerdkrprises covers the period
2011-2015. The assessment of the economic andcfalgrower of medium-sized
industrial enterprises was carried out using thehous of financial analysis.
Qualitative methods of financial analysis were uded breakdown, while
guantitative methods were used to measure the dublighe analysis for which
temporal and spatial comparison were performedcd@yparing the subject of the
analysis over time, it is possible to compare theaioed results in several
successive business years, which determines theentoof creation and the
movement tendencies of basic development indicagpatial comparison of the
subject of the analysis enabled the comparison tigh average values of the
analysis results. The results obtained by tempamdl spatial analysis of financial
performances provide the possibility of identifyibgttlenecks in the operation,
assessing the economic potential of medium-sizatlisinial enterprises, and
imposing different alternative solutions for strdrening their development
potential.

Ratio analysis was used for the purposes of firmdreialysis. For the purposes of
research, the ratio analysis was first broken déavbalance sheet ratio analysis
and income statement ratio analysis. Balance shgetanalysis is divided into the
ratio analysis of financial and asset position efdiam-sized industrial enterprises.
Assessing the financial position requires a catmreof the liquidity, solvency and
indebtedness ratios, while assessing the assdigpagquires the evaluation of the
structure of assets and liabilities, the econont pwsition of the company in the
sale and purchase market. Ratio analysis of incgtatement refers to the analysis
of the yield position of medium-sized industrialtenprises. For the purpose of
assessing the yield position of the company, autation of the structure of the
gross financial result, Operating Profit Margin (@R Return on assets (ROA),
Return on Equity (ROE) and Return on Sales (ROS) pesformed.

Following the assessment of economic and finarmiaber and the identification
of bottlenecks in operation, alternatives have b@eoposed for improving
profitability and strengthening the development eptial of environmentally
responsible medium-sized industrial enterprisederAhtives for improving the
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profitability and development potential of enviroamtally responsible medium-
sized enterprises are also the result of a findacialysis of the global sales and
purchasing parity prices, the degree of utilizatioih actual capacity and the
efficiency of management of working assets.

By applying the synthesis, the results obtainethkeyanalysis are correlated into an
interactive relationship. After the description tfe established relationships
between the obtained research results, conclussomsmade on the economic
potential of environmentally responsible mediunedimndustrial enterprises in the
Republic of Serbia.

3. RESULTS AND DISCUSSION

In the period 2011-2015, liquidity of medium-sizedterprises registered within
sector C: Manufacturing is assessed as conditiprediceptable. Liquidity is
acceptable due to the fact that in all businesssyaescept 2014, enterprises had
sufficient working capital required to cover shtetm liabilities, and conditionally
acceptable due to the fact that in the observeidgéney did not have a sufficient
amount of liquid assets necessary to cover duet-gdron liabilities. From the
aspect of second and third degree liquidity ratios,payment capacity of medium-
sized industrial enterprises decreased in the @04 1-2014, and then increased.

Table 1: Analysis of Liquidity

Indicator 2011 2012 2013 2014 2015
Second degree liquidity 0.77 0.76 0.66 0/62 Q.64
Third degree liquidity 1.23 1.2p 1.06 0.99 1.03

Source:Authors’ calculation according to SBRA data

Medium-sized industrial enterprises were solvent tire observed period.
Enterprises had a sufficient amount of operatirsgetssneeded to cover total debts.
In the period 2011-2014, the ratio of the operaw@sgets and total debt had a
declining, and then a growing trend.

Table 2: Analysis of Solvency

Indicator 2011 2012 2013 2014 2015

Solvency ratio 1.62 1.58 1.55 1.52 1.p5

Source:Authors’ calculation according to SBRA data

In the period 2011 — 2015, borrowed capital prevailtotal sources of financing.
The share of borrowed capital in total sourcesradrfcing increased in the period
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2011-2014. After 2014, the share of borrowed capitéotal sources of financing
decreased to 59.81%.

Table 3: Analysis of Indebtedness

-in % -

Indicator 2011 2012 2013 2014 2015

Share of liabilities in total sources 59.42 60.62 61.17 61.58 59.81
of financing

Source:Authors’ calculation according to SBRA data

The company’s assets structure comprises approgiyngiie same portions of
fixed assets and current assets. After 2012, taeesdf current assets is reduced to
the benefit of fixed assets.

Chart 1: Analysis of Assets Structure
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B Other assets .509%

Il Current assets| 51271% | 52.532% | 49.402% | 48.474% | 48.543%
7Fixed assets | 48221% | 46.883% | 50.025% | 51.018% | 50.940%

Source:Authors’ calculation according to SBRA data

The structure of liabilities from the aspect of @nship changed in favour of
borrowed capital. Within the borrowed sources péficing, the dominant share is
recorded for short-term liabilities. In the peri@@11-2015, short-term liabilities
accounted for 44.47% and capital 41.05% on averragiee total liabilities. Loss
above capital value was characteristic for theque2013-2015 and recorded an
increase.
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Chart 2: Analysis of Liabilities Structure
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Source:Authors’ calculation according to SBRA data

In the period 2011-2015, the operation of mediurediindustrial enterprises
within the overall and operating activities is gsited to be economical. Within the
financial activities of the companies, they opettaieeconomically throughout the
observed period.

Table 4: Analysis of Economy

Indicator 2011 2012 2013 2014 2015
Economy of overall operation 1.03 1.02 101 1100  021.
Economy of operating activities 1.06 1.07 1,04 1.05 1.05
Economy of financing 0.56 0.45 0.51 0.31 0J51

Source:Authors’ calculation according to SBRA data

Under certain conditions, medium-sized industrideeprises have a better position
in the sales than on the purchasing market. Bptisttion in the sales market was
achieved due to the fact that in the period 2011520they collected their
receivables on average every 127 days, while they their obligations every 185
days. Conditionally better position was achievedaose the deadlines for
collection of receivables and settlement of lidigii were prolonged and lasted for
more than three months. Compared to 2011, the nuwbelays required for
collecting receivables reduced from 133 to 121 |evtiie number of days required
to settle liabilities increased from 172 to 188 slay2015.
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Table 5: Analysis of company’s position in the saland purchase market

Indicator 2011 | 2012| 2013 2014 201b
Accounts receivable turnover coefficient 275 2|82.81| 2.97| 3.02
Duration of one accounts receivable turnover 133 9 12130| 123} 121
Accounts payable turnover coefficient 2.12 2|16 61.81.84| 1.94
Duration of one accounts payable turnover 172 16996 |1 198| 188

Source:Authors’ calculation according to SBRA data

In the period 2011-2015, the operation of mediuregiindustrial enterprises was
assessed as successful. In all observed yearstemcpl4, companies conducted
absolutely successful operation. Absolute operasnogcess is the result of a
positive result from the regular operation and tibkal gross financial result. In

2014, the negative gross financial result, with @angfrom regular operations,

resulted in conditionally successful operationsteEarises recorded an increase in
terms of operating success. In 2015, compared fal,2the result from regular

operation increased from RSD 11,384 thousand to REPB7 thousand, while the

total gross financial result increased from RSD72Q, thousand to RSD 11,963
thousand.

Table 6: Analysis of the total gross financial rediti structure
- in thousands RSD -

Indicator 2011 | 2012| 2013| 2014 2015
Operating result — net effect 20,0326,843 18,752 23,281 25,39¢
Result from financing -8,64717,159 -9,763-18,603 -8,162
Result from regular operation - net effect 11,388,684 8,989 4,679 17,237
Result from income from valuation adjustments 0 0| -6,290 -6,421 -7,290
of other assets - net effect
Result from other income - net effect -5921,394 669 -529 2,016
Gross financial result - net effect 10,791,078 3,369 -2,272 11,963

Source:Authors’ calculation according to SBRA data

In all observed years except in 2014, medium-siaddstrial enterprises operated
profitably. The negative gross and, consequeniig, rtet financial result in 2014
caused the negative value of ROA, ROE and ROS.

The higher cumulative operating profit in relatiom cumulative operating loss
resulted in a positive net effect, i.e. a positre@e of operating profit. In the
observed period, each dinar of operating incomemefdium-sized industrial
enterprises averaged 5.15% of operating profit.
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Table 7: Profitability Analysis

-in % -

Indicator 2011 | 2012| 2013 2014 201b
Operating Profit Margin — net effect 5.37 6.2 4|25.89| 5.00
Return on assets — net effect 2126 185 0.28 -p.89%1
Return on Equity — net effect 586 4.y1 0/68 -218.71
Return on Sales — net effect 265 2/08 032 -0.99771

Source:Authors’ calculation according to SBRA data

In the period 2011-2015, medium-sized industridegrises earned 1.02% of net
profit on average for each dinar invested in tatsets, while they earned 2.5% of
the net profit on average for each dinar of invésten capital. In the period 2011-

2015, medium-sized industrial enterprises accuradlabn average 1.17% of

operating income in the form of net profit.

For the purposes of determining the developmenentiai of medium-sized
industrial enterprises, an analysis of the caudesngrofitable operation was
performed. Non-profitable operation at the levelatif medium-sized industrial
enterprises in the Republic of Serbia was idemtifemly in 2014. In order to
examine the cause of unprofitable operation, thepamies that operated with net
loss in 2014 were first identified. In 2014, 29%thé total number of medium-
sized enterprises registered in sector C: Manufiacfwperated with net loss. The
possibility of determining the development potdniias analysed on a sample of
five enterprises that operated with an above-aeerag loss in 2014. These are
also the enterprises with the identified non-padfie operation within the regular
operating activity. Besides the value of net Idbg, main criterion for selecting
enterprises in which the developing potential ismaied refers to environmentally
responsible business operation. Environmentallpaesible business means that
selected enterprises use renewable energy sowe@sopnmentally sustainable) in
their operation and pay attention to the impacthefr activities on social aspects
(socially responsible). The purpose of focusing tiesearch on "green enterprises"
is embodied in the need to improve the economitaswbility of green business.

The results of the analysis on operation of thestlgaofitable environmentally
responsible medium-sized industrial enterprise20ih4 show that the loss occurs
as a result of a reduction in operating revenuedaction in the contribution
margin and an increase in financial expenses. €beedse in operating income is a
consequence of the deterioration of the globalssaftel purchasing parity prices,
while the contribution margin declined due to if®ignt use of actual capacity.
On the other hand, financial expenditures increadee to inefficient use of
working capital.
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Table 8: Reduction in operating revenues due to aetrease in global parity, 2014
- in thousands RSD -

Reduction of
Operating operating
Variable Average global | income at an Actual revenues due
Enterprises material parity price at average operating to the
expenditures sector level global parity income reduction of
price global parity
price
1. 2. 3.(1.x2) 4. 5.(3.-4)
1 1,541,452 1.9 2,774,614 2,623,088 151,576
2 1,923,183 1.9 3,461,729 2,496,118 965,611
3 841,304 1.8 1,514,348 1,454,7D2 59,556
4 1,071,166 1.9 1,928,098 1,802,599 125,499
5 538,600 1.8 969,479 268,700 700,779

Source:Authors’ calculation according to SBRA data

With all environmentally responsible medium-sizediustrial enterprises, which
recorded the least profitable operation in 2014learease in operating revenues
was identified due to deterioration of the globalles and purchase parity prices.
Enterprises recorded a lower global parity pricenpared to its average value at
the level of the sector that in 2014 amounted & 1.

The deterioration of the parity price caused opegatevenues lower than those
that would have been achieved if the parity vakraained at the sector’'s average.
The largest decrease in operating revenues dueetaldterioration in the global
parity prices, in the amount of RSD 965,611 thodsamas registered with the
enterprise number 2, and the lowest with the erismumber 3, in the amount of
RSD 59,556 thousand.

Table 9: Reduction in contribution margin due to the insufficient use of actual
capacity, 2014

- in thousands RSD -

Degree of Contribution Reduction in

Contribution utilization of margin at 100% contribution margin
Enterprise margin actual capacity | utilization of actual | due to insufficient use

(%) capacity of actual capacity

1. 2. 3. (1./2.) x 100 4.(3.-1)

1 1,081,586 75 1,442,114 360,529
2 572,935 60 954,892 381,957
3 613,488 65 943,827 330,339
4 731,433 70 1,044,905 313,471
5 -269,900 100 -269,900 0

Source:Authors’ calculation according to SBRA data
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Only in case of enterprise number 5 there is naigtoh in contribution margin
due to insufficient use of actual capacity. Thisbecause enterprise no. 5 was
unprofitable with 100% of the utilization of actuzdpacity. In all other medium-
sized industrial enterprises, characterized byl@hset profitable operation in 2014,
a reduction in contribution margin was identifiegdedto insufficient use of actual
capacity. In case of enterprises number 1 - 4 ddmgree of utilization of actual
capacity ranged from 60 to 75%, which led to ctttion margin lower than the
one that would be recorded in case of using 100%getfal capacity.

The analysis of data over time revealed small diffees in the intensity of the
impact of insufficient use of actual capacity oe tralue of contribution margin.
The greatest decrease in contribution margin duéngafficient use of actual
capacity, in the amount of RSD 381,957 thousand; registered with company
number 2, and the lowest, in the amount of RSD&I1Bthousand, with company
number 4.

Table 10: Increase in working capital due to ineftient management, 2014
- in thousands RSD -

Working .
Average : Increase in
. capital at the ; .
. turnover ratio Actual working capital
Operating average )
Enterprise income of current turnover ratio working due to a
P assets at sector . capital decrease in the
| of working .
evel turnover ratio
assets
1. 2. 3.(1./2) 4. 5.(4.-3)
1 2,623,038 1.8 1,457,243  3,919,0[77 2,461,834
2 2,496,118 1.8 1,386,732 5,783,1p1 4,396,429
3 1,454,792 1.8 808,218 1,859,510 1,051,292
4 1,802,599 1.8 1,001,444 2,772,086 1,770,592
5 268,700 1.8 149,278 1,209,727 1,060,449

Source:Authors’ calculation according to SBRA data

The financial analysis found that the loss in thesayved companies in 2014 was
caused by inefficient management of current assetsdetermining the extent to
which financial expenditures are growing due tdfioeent management of current
assets, the average turnover coefficient at theéosdevel in 2014 was first
identified. By establishing the ratio between cotrassets at the average turnover
coefficient and actual working capital, an increiwstheir value has been identified
due to inefficient management (Table 10). By far Highest increase in working
capital due to inefficient management, in the amairRSD 4,396,429 thousand,
was registered with the company number 2.
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The quantification of the consequences of ineffitimanagement of current assets
determined the amount of possible reduction inrfora expenses. Although
enterprise no. 1 is characterized by more effic,mahagement of current assets in
comparison to company no. 2, this enterprise rambrthe highest possible

decrease in financial expenses of RSD 585,717 #malis

Table 11: Increase in financial expenses due to ifficient use of working capital, 2014
- in thousands RSD -

o Liabilities based Possibility of
Financial C Average reducing
. on which interest . ) .
Enterprise expenses is paid interest rate financial
P expenses
1. 2. 3.(1./2)x100| 4. (5x3.)/100

1 725,435 3,049,084 23.79 585,717
2 1,178,258 10,507,847 11.21 492,977
3 526,505 2,916,061 18.06 189,815
4 494,761 3,217,976 15.37 272,2p7
5 317,329 2,699.12% 11.76 124.6[74

Source:Authors’ calculation according to SBRA data
Note:" Column no. 5 from Table 10

In order to systematize all the negative impactstlom financial result, the
reduction in operating revenues due to the detsi@mr in global parity, the

reduction in contribution margin due to insuffidierse of actual capacity and the
increase in financial expenses due to inefficieahagement of current assets were
taken into account. The cause of the loss was atielguidentified in all
enterprises with a negative impact on the finan@ault of more than 100%. The
results of the analysis show that the loss wasdetjuately identified only in case

of enterprise no. 5. Therefore, enterprise no. § exaluded from further analysis.

Table 12: Examination of the negative impact on théinancial result, 2014

- in thousands RSD -

Increase Negative
Reduction of | Reduction in in ey
: S ) . impacts
operating contribution financial Total
. - Loss of on the
revenues due| margin due expenses | negative ) )
. the financial
to to due to impact on .
. o . . g . . current result in
Enterprise | deterioration | insufficient | inefficient | financial .
. year relation
in global use of actual use of result 0 loss
parity price capacity working
. (%)
capital
4. (1. + 2. 6. (4./5.)
1. 2. 3. £3) 5. % 100
1 151,576 360,529 585,717 1,097,822 669,980 164
2 965,611 381,957 492,917 1,840,545 1,842,p92 100
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3 59,556 330,334 189,815 579,710 435,166 133
4 125,499 313,471 272,227 711,1P8 466,905 152
5 700,779 0 124,674 825,453 937,147 88

Source:Authors’ calculation according to SBRA data

Development potential of environmentally resporesibhedium-sized industrial
enterprises is analysed through two alternativé® first alternative involves an
analysis of the possibility of increasing the vokuf production and sales at the
current global parity price. The second alternatingplies an analysis of the
possibility of shifting the global parity price favour of sales prices at the current
level of actual capacity utilization. For both aftatives, two aspects of
development potential were analysed. The first e@smioes not take into
consideration the expenditure side correction, evtlie second aspect includes the
correction of expenditure side for the establishedsible amount of reduction in
financial expenses due to inefficient managemewuofent assets. The analysis on
the potential of environmentally responsible medgimed industrial enterprises
through these two alternatives, two aspects, reguithe acceptance of the
following assumptions:

e an increase in revenues, which could occur if theas no deterioration in
global parity prices, is not taken into accountéhese the analysis aims to
determine the global parity price needed for theettpment of medium-
sized industrial enterprises, and

e contribution margin is not adjusted to higher valugy the amount of the
determined reduction due to insufficient use otiactapacity, because the
analysis aims to determine the extent to whichutbe of actual capacity is
necessary for the development of medium-sized inidbgnterprises.

Table 13: Examination of the potential of environmatally responsible medium-sized
industrial enterprises, 2014

- in thousands RSD -

No. Enterprise 1 2 3 4
1. Operating income 2,623,038 2,496,118 1,454,792 1,802,599
2. Variable material expenditures 1,541,452 1,923/1 841,304 1,071,166
3. Contribution margin 1,081,586 572,985 613,488 I3
4.1. | Fixed expense 1,027,635 1,282,122 560,870 1704,
4.2. | Net financing costs (NFC) 723,981 1,133,105 284 484,228
43 Reduction in NFC due to inefficient asget 585,717 492,971 189,815 272,297
"' | management
5 Share of contribution margin in operating 41 23 42 41
) income (3/1) x 100 (%)
6 The degree of utilization of actual 75 60 65 70
) capacity (AC) (%)
7. Income at use of 100% AC (1/6)x100 3,497,384 @1%/7| 2,238,142 2,575,141
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No.

Enterprise

1

2

3

4

Production and sales volume for
achieving neutral result (NR) *WC
((4.1.+4.2.)/5)x100

4,247,859

10,522,470

2,486,73

2 2,953,274

8a.

Production and sales volume for
achieving NR *WIC
((4.1.+(4.2.-4.3.))/5.)x100

2,827,391

8,374,707

2,036,6(

2,282,378

% of AC use for achieving NR with the
current global parity price (GPP) WC
(8/7)x100

121

253

111

115

9a.

% of AC use for achieving NR with the
current GPP WIC (8a/7)x100

81

201

91

89

10.

% increase in the production and sal
volume for achieving NR with th
current GPP WC ((8-1)/1)x100

62

322

71

64

10a.

% increase in the production and sales
volume for achieving NR with the
current GPP WIC ((8a-1)/1)x100

236

40

27|

11.

% change of GP for achieving NR with
the current AC WC (((4.1.+4.2.)-
3.)/1.)x100

26

74

30

26

1la.

% change of GP for achieving NR with
the current AC WIC

((4.1.-(4.2.-4.3.)) -3.)/1.)x100

-13

Source:Authors’ calculation according to SBRA data

Note: *WC- without correction; **WIC - with correicin

The alternatives for improving the development ptitg of each environmentally
responsible medium-sized industrial enterpriseaarfollows

Enterprise 1— it can achieve a neutral financial result with tharent

global sales and purchasing parity prices by irgingathe production and
sales volume, which means using 121% of actual aigpaf the
expenditure side is not corrected, i.e. 81% if theenditure side is
corrected. In relation to the realized physicalunaé of production and
sales, this alternative implies its 62% increadhéfexpenditure side is not
corrected and 8% if the expenditure side is coedeciNeutral financial
result for enterprise 1 can be achieved with thistiey production and
sales volume, provided that the global sales andhpige parity price, if
the expenditure side is not corrected, is changedvour of sales prices
by 26%, i.e. if the expenditure side is correcteldanged in favour of
purchasing prices by 7%.

Enterprise 2— it can achieve a neutral financial result witle tcurrent
global sales and purchasing parity prices by irstngathe production and
sales volume, which means using 253% of actual aiigpaf the
expenditure side is not corrected, i.e. 201% if eéxpenditure side is
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corrected. In relation to the realized physicalunoé of production and
sales, this alternative implies its 322% incredshe expenditure side is
not corrected and 236% if the expenditure side deected. Neutral
financial result for enterprise 2 can be achieveith wthe existing
production and sales volume, provided that the ajlshles and purchase
parity price, if the expenditure side is not coteel is changed in favour of
purchasing prices by 74%, i.e. if the expenditude $s corrected, changed
in favour of sales prices by 3%.

Enterprise 3— it can achieve a neutral financial result with therent
global sales and purchasing parity prices by irgingathe production and
sales volume, which means using 111% of actual aifgpaf the
expenditure side is not corrected, i.e. 91% if theenditure side is
corrected. In relation to the realized physicalumoé of production and
sales, this alternative implies its 71% increadhédfexpenditure side is not
corrected and 40% if the expenditure side is ctececNeutral financial
result for enterprise 3 can be achieved with thistiag production and
sales volume, provided that the global sales andhase parity price, if
the expenditure side is not corrected, is changedvour of sales prices
by 30%, i.e. if the expenditure side is correcteldanged in favour of
purchasing prices by 24%.

Enterprise 4— it can achieve a neutral financial result with tharent
global sales and purchasing parity prices by irgingathe production and
sales volume, which means using 115% of actual aifgpaf the
expenditure side is not corrected, i.e. 89% if theenditure side is
corrected. In relation to the realized physicalunaé of production and
sales, this alternative implies its 64% increadhédfexpenditure side is not
corrected and 27% if the expenditure side is ctetecNeutral financial
result for enterprise 4 can be achieved with thistieg production and
sales volume, provided that the global sales amdhpge parity price, if
the expenditure side is not corrected, is changedvour of sales prices
by 26%, i.e. if the expenditure side is correcteldanged in favour of
purchasing prices by 13%.

An alternative that involves the use of actual cégaigher than 100% implies the
realization of operating activities through theracluction of multiple work shifts.

In order to improve profitability and strengtheneith development potential,
enterprises will decide on the alternative that lsamealized at the moment or will
choose the combination of individual elements dhlaiternatives. When it comes
to determining the level of global parity price ¢gase of using 100% of actual
capacity, the elements of both alternatives akgetoombined.
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Table 14: Change in global parity price at 100% usef actual capacity, 2014

- in thousands RSD -

No Enterprise 1 2 3 4
1. | Operating income 2,623,088,496,118 1,454,792 1,802,599
2. | Variable expense 1,541,452,923,183 841,304 1,071,166
3. | Use of AC (%) 7% 60 65 70
I i 0,
4. |Operating income at 100% AC (1. /3 X3 497384 4,160,197 2,238,143 2,575,141
5. | Variable expense at 100% AC (2./3.)x1002,055,27Q 3,205,308 1,294,314 1,530,237
6. | Contribution margin at 100% AC (4.-5. 1,442,11854,892 943,827 1,044,905
7. |Fixed expense and net financing expenses 201 seq 5 415 227 1,048,654 1,198,338
without correction
7. Fl_xed expense and net financing experhseilssy84€ 1,922,250 858,839 926,111
1. |with correction
% change of GPP in favour of sales prices
8. |at 100% 8.85 35.10 4.68 5.96
use of AC WC ((7.-6.)/4.)x100
8 % change of GPP in favour of sales prices
1' at 100% -7.90 23.25 -3.80 -4.61
" | use of AC WIC ((7.1.-6.)/4.)x100

Source:Authors’ calculation according to SBRA data

In 2014, in order to leave the zone of loss, imprprofitability and strengthen the
development potential of environmentally respomsibhedium-sized industrial
enterprises with the use of 100% actual capacity:

Enterprise 1- should increase the sales price by 8.85%, ie#tpenditure
side is not corrected, i.e. it can reduce the splee by 7.90% if the
expenditure side is corrected;

Enterprise 2- should increase the sales price by 35.10%eit#penditure
side is not corrected, i.e. it should increasestiles price by 23.25% if the
expenditure side is corrected;

Enterprise 3- should increase the sales price by 4.68%, iexpenditure
side is not corrected, i.e. it can reduce the sptes by 3.80% if the
expenditure side is corrected;

Enterprise 4- should increase the sales price by 5.96%, ie#tpenditure
side is not corrected, i.e. it can reduce the splee by 4.61% if the
expenditure side is corrected.

4. CONCLUSION

The research realized the goal of determining ttenemic and financial power
and assessing the development potential of envieataily responsible medium-
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sized enterprises registered in the Republic obi&en sector C: Manufacturing.
The results of the analysis show that medium-sinedstrial enterprises in the
period 2011-2015 were characterised by solventatiper and growth in payment
capacity. In total capital, the share of borrowedrses of financing with a short-
term maturity is dominant, while the operation watgs of enterprises in all
business years except in 2014 were estimated &tapte.

Uneconomic operation within the financial activitgonditionally acceptable
position on the sale and purchase market and ther@nce of loss above capital
necessitated the need to analyse the possibilitympfoving profitability and
strengthening the development potential of mediimees industrial enterprises.
Analysis of the possibilities for improving profitéity and strengthening of
development potential was carried out using dagalased in individual financial
statements of the least profitable environmentalbponsible enterprises in 2014.

The results of the analysis show that the unpia&taperation of environmentally
responsible medium-sized industrial enterprise20@4 is a consequence of the
decrease in operating income due to the deteroratif the global sales and
purchase parity prices. Furthermore, unprofitablperation appears as a
consequence of insufficient use of actual capaeityich led to a reduction in
contribution margin and inefficient management ofrent assets that caused the
growth in financial expenses.

In order to improve profitability and strengtheretlevelopment potential of
environmentally responsible medium-sized industfrekrprises in the Republic of
Serbia, two alternatives were proposed. The fitstrzative relates to the analysis
of the possibility of increasing the use of actoapacity at the existing global
parity price, while the second alternative implaas analysis of the possibility of
changing the global parity price to the benefithed sales prices at the current rate
of the actual capacity use. In addition, a possibtdution for improving
profitability and strengthening development potainis a combination of the
elements of both alternatives, i.e. it was esthbtishow much the global parity
price should be in case of using 100% of actuahciip

The research results confirm the hypothesis acegrtio which medium-sized
enterprises registered in the sector C: Manufawjudan improve the economic
sustainability of their environmentally responsibleusiness operation by
performing an adequate financial performance mamagé Furthermore, the
results obtained by analysing the economic anchéi@ power and development
potential of medium-sized industrial enterprisesropp the possibility of further
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research that could address the assessment oftseftédc increasing their
participation in key macroeconomic indicators.
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Abstract: This paper aims to compare the impact of strengtigerand

hampering innovation factors in innovative compang EU and non-EU
countries. Using data from a sample of 231 firmsated in four non-EU
countries and 197 firms located in EU countries, amapirically test six
research hypotheses on the role of strengthenimghampering innovation
factors in determining firm performance. Analysiesults of the two
subsamples show that different variables are dgicpmit predictors of

performance for firms located in EU countries comguhto those located in
non-EU countries. Several hypotheses are refutedjradicting previous
research findings. Cost factors negatively affeetfgrmance for both EU
and non-EU firms. While, market and knowledge factoave a strong
negative effect on firm's performance of respeftiveon-EU and EU

countries. Additionally, export orientation forrfis in non-EU countries and
cooperation with other enterprises or institutiofts firms in EU countries
have a positive effect on firm's performance. Bgntdying the effect of
strengthening and hampering innovation factorss tetudy results have
important implications for innovation policy andniovation management for
both EU and non-EU countries.

Keywords: innovation, Hampering factors, Stregthening fasto firm,
performance

1. INTRODUCTION

Innovation has been a topic of interest for acadepgovernments and obviously,
firms since a long time. The benefits of innovatiane clear and widely
investigated by researchers and practitioners.vatian contributes to the national
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economic growth and it is a prominent source ofanable competitive advantage
(Romer 1985; Porter, 1990; Drew, 1997). Innovati@s a positive impact on
firm's performance (Han, Kim and Srivastava, 19@8inelli, Evangelista and
Savona, 2003) and it is a fundamental aspect opetition (Baumol, 2002).

Lately, the topic of innovation has gained increagsmportance in the context of
globalization and intensification of competitiontlween firms. Various scholars
argue that besides organizational characteristitd managerial attitudes, the
external environment has a significant impact amovation and ultimately firm's

performance (Porter, 1990). Damanpour (1996) arghiisinnovation is either a

response to changes in the external environmena @re-emptive action to

influence the environment. D’Este, lammarino, Savamd Tunzelmann, (2011)
identified different factors hampering innovatiovhile other researchers underline
the positive effect of collaborative networks (Hdgern 2002) and the export
orientation of firms (Salmon and Shaver, 2005) mmovation and ultimately on

firm performance.

Considering the importance of the innovation and tiole of the external
environment on the capacity of firms to innovater, paper focuses on the effect of
both strengthening and hampering innovation factorsfirm's performance. In
more detail, we focused on two strengthening factoir innovation - network
collaboration (Hagedoorn 2002) and export orieata{Salmon and Shaver, 2005)
and four hampering factors of innovation - markethnological, human resource
lack of reasons to innovate (D’'Este, lammarino,@®avand Tunzelmann, 2011;
Sipos, Bizoi and lonescu, 2013).

The comparative approach used in this study panotsthe importance of the
context and its relationship with firm's performanés argued by Prahalad, (2012)
emerging and developing market tend to be radiddifierent from developed
ones. Consequently, we can argue that strategmsext by firms in the realm of
innovation, and arguably not only, are differentsum, the aim of this study is to
compare the impact of strengthening and hampenngvation factors on firm's
performance in EU and non-EU countries.

Our study contributes to the literature on innamatby increasing knowledge of
the external factors effect on the performanceirohd based in developing and
developed economies. Furthermore, this study sémue light into the role played
by the context using firm's lens.

This paper is organized in five sections. SectiorreRiews the theoretical
background and presents the hypotheses. Sectias@iloes the analyses, data,
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method used, and empirical model proposed by thigoes Section 4 discusses
empirical research findings, and the paper ends thi¢ discussion, conclusions,
further research recommendations and study liroitati

2. THEORETICAL BACKGROUND

2.1. Innovation - a definition and typologies

Innovation is not a new phenomenon. A vast litemtthat tackles different
patterns of innovation is already available. Schet®p (1934), a pioneer in the
economic analysis of innovation, described it aseaw combination of existing
resources. Drucker (1985) defined innovation asngbathat creates a new
dimension of performance. Damanpour (1996) considexs a means of changing
an organization.

There are a large number of innovation typologgshumpeter (1934) argues that
innovation can be break down into the followingecmiries: new products, new
methods of production, new sources of supply, espilon of new markets and
new ways to organize a business. Other researtikerZaltman et al. (1973)
explore twenty types of innovation in the contextosganization. Meeus and
Edquist (2006) argue about four types of innovat@pplicable at service
organizations - service innovation, process inriovattechnological process
innovation and administrative process innovatioamd! (2006) distinguished two
types of innovation: innovation in operational pFeses and innovation in
management processes. Damanpour (1996) providesngerl definition of
innovation which consists of new product or seryitew process technology, new
organization structure or administrative systems, new plans or program
pertaining to organization members.

2.2. The role of innovation strengthening factors m performance of
firms

The network in which firms operate have a strongdot on their performance.
Generally, the cooperation with the other institu or other companies help firms
scale up their profit through economies of scalestcsharing, access to
complementary technology, risk sharing and faseligmment. (Hagedoorn 2002;
Bonteand and Keibach 2005; Faria, Lima and SanBd®)2 On the other hand,
exporting firms can easily absorb know-how and ireceutting edge technologies
to adopt in their production process increasingrtperformance (Salmon and
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Shaver, 2005). There is a positive association éatwfirm’s productivity and
exporting. (Katsikeas and Leonidous, 1996; Wag?@®d/). Hence, we posit:

H1. The higher the cooperation on innovation atitigi between firms or
institutions the higher the firm’s performance.

H2. The more export oriented a firm is, the higierfirm’s performance.

2.3. The role of innovation hampering factors on pgormance of firms

Certain problems are not effectively encounteretil firms face them. Only when
firms undertake investments leading to some typ@onbvation, the chances to
face innovation barriers increase (Galia and Leg2084). Hence, it is important
for innovative firms to be aware of the influenbe barriers of innovation have in
their profit and figure the best manner to effeslvencounter them. As argued by
Sipos, Bizoi and lonesku (2013) the impact of theseiers or hampering factors
is strongly and negatively correlated with firmgrformance.

Factors that can hamper innovation: the lack oflifyeé personnel; the lack of

information in technology; the lack of informatiam markets; the difficulty in

finding cooperation partners; market dominated frestablished enterprises;
uncertain demand for innovative good and servioaeed to innovate due to prior
innovation; no need to innovate due to no demalnel;ltick of funds within the

enterprise or group; the luck of external financsalurces; the high costs of
innovation (Eurostat, 2014).

It is clear that firms need to invest on new ideesy procedures and new products,
but sometimes because of the complex of processss,of investment is quite
high. Several studies conducted in European casshow that cost factors have a
strong impact on innovative activities (Canepa &tdneman, 2008). Savignac
(2006) argues that the adoption of innovation gnigicantly related with the
presence of financial constraints. Following thinelof reasoning we advance the
following hypothesis:

H3. The increase of cost factors which hamper iatiown, lowers firm’s
performance.

Another factor that hampers innovation is the laamk human capital. The
detrimental effect of lack of expertise and orgatianal skills on innovation
performance in manufacturing-intensive sectorsbeen extensively confirmed by
empirical research (Gort and Klepper, 1982). Ondtier hand, lack of skilled
workers with competencies and knowledge is a stroagier to firms in the
service sector (lammarino et al., 2009). In genéradwledge barriers can limit the
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capacity to introduce a new product/service (ibi8pithoven et al. (2013) argues
that SMEs, compared to large firms, are unableully benefit from innovation
since they do not have the same in-house capabilit assimilate the external
knowledge. Hence, we advance the following:

H4. The increase of knowledge factors that hampeovation lowers firm’'s
performance.

Market factors such as to level of competition, $haall size of the firm compared
to its competitors, etc may impose severe consgémnfirm’s capacity to innovate

and hinder its commitment to innovation activitgr{imarino et al., 2009). Market
uncertainty such as ambiguity about the size ofmtcdl market for new products,
the rate of diffusion of these products, industtgndards, etc. innovation has
proved to affect a consumer’s acceptance towanasvation and ultimately the

performance of firms (Hoeffler, 2003). Based ors #hwidence, we posit:

H5. The increase of market factors that hamper vation lowers firm's
performance.

Among the hampering factors that affect innovai®tack of reasons to innovate.
Firms might operate in stable markets with few psscand product innovation.
While market uncertainty might be low the low agprated rents can contribute
negatively to the firm performance, Hence, we adeahe following:

H6. The lack of reasons to innovate, lowers firpesformance.
3. METHODS AND PROCEDURES

3.1. Data

The sample consists of 428 innovative firms rangosdlected using stratified
random sampling method. The sample was randomlgctsal following the
suggested and approved sample characteristics (F0#uction firms and 50%
service companies and 15% micro, 35% small and B@dium sizes) applied in
similar research such as Community Innovation Sur{@lS). Sampling was
broken down in three size related categories: mar@ll and medium size.

Considering the comparative nature of our studysémmple has been divided in
two subsamples; the first included 231 firms lodate four non-EU countries,
namely Albania, Bosnia and Herzegovina, Montenegmd Serbia; the second
includes 197 firms located in EU countries, namigdyy, Greece, Slovenia and
Croatia.
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Measurements:Details of the constructs, measurement and theatipealization
of variables are provided in Appendix A and aredssed below.

Dependent variable

Business performancBusiness performance measurement was assesseddpased
the average of five items, namely market sharegmees, profit, cash flow and
costs reduction (Slater and Olson, 2000; Auh anddviZ012). Respondents were
asked to rate their business performance compar#teir most direct competitor
(Auh and Merlo, 2012) taking into account only l#stee years. The five-item
construct yielded a Cronbach Alpha of 0.876 (stadidad Cronbach Alpha
coefficients), follows thin accordance with the aeunended criteria (Nunnally
1978).

Factors strengthening innovation

Cooperation.Co-operation in innovations in this study is viewasl an active
participation with other enterprises or institusdn innovation activities during the
three years, 2011, 2012 and 2013. Outsourced ssriiive been excluded.

Export orientation.Export orientation was measured as firm's curranniper of
active export countries for 2013.

Factors hampering innovation

Following D’Este, lammarino, Savona, Tunzelmannl@®0andSiposa, Bizoib,
lonescu, (2013) we operationalized the four factioas hamper innovation, namely
cost, knowledge, market and lack of reasons, &s/el

Cost factorsThe constructost factorsusing three items: (1) lack of funds within
the firm (2) lack of external financial resourcesl§3) high innovation (ibid.). The
three-item construct yielded a Cronbach Alpha @66.

Knowledge factorsThe constructknowledge factorsare operationalized using
three items: lack of (1) qualified personnel, (Bjormation on technology (3)
information on markets (ibid.). The three-item downst yielded a Cronbach Alpha
of 0.769.

Market factors.The construcknowledge factorsre operationalized using three
items: (1) Difficulty in finding cooperation partrefor innovation, (2) market
dominated by established firms, (3) uncertain deimfor innovative goods or
services (ibid.). Cronbach Alpha is acceptabl®.at0.
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Lack of reasons to innovatdhe constructLack of reasons to innovates
operationalized using two items: (1) no need t@uate due to prior innovations
by your enterprise (2) no need to innovate becafise® demand for innovations
(ibid.). The two-item construct yielded a Cronb@dpha of 0.804.

Control variable

Firm size.Considering the unreliability of data related tarfis turnover we chose
number of employees as a proxy to firm size. Weraipmalized size as a
logarithm of number of employees. Firm size is mpartant factor affecting firm
survival and performance (Porter, 1990). Innovasirr&ll firms appear to be more
affected by hampering factors compared to mediutgniange firms (OECD, 2011).

3.2. Empirical model

We analyze the data using linear multivariate regjom techniques. Equation (1)
shows the general form of a multiple regressionehadth k predictors.

Y =b, +b X, +b, X, +...+b X, (1)

Although our study is focused primarily on whickegictors have an effect on our
criterion variable, the comparing coefficients loé two sub-samples is a secondary
objective of our analysis. Cohen (1983) suggestgelaamples and the inclusion of
all k variables for each subsample, regardlessheir tsignificance, in order to
compare the fitted regression coefficients. Our @anis quite large, and all
variables have been included for each sub-sample.

3.3. Construct validity for the two business themes

We performed a factor analysis with varimax rotatio test the validity of our
independent perceptual variables (see appendiX&)achnick and Fiddell, 2007).
The results for cost factors loaded reasonably gh5, .860, .634). One item,
namelylack of qualified personndbaded into the knowledge factors, despite being
originally accounted as an item which measures faasors.Difficulty in finding
cooperation partners for innovatioariginally accounted to measure knowledge
factors loaded into market factors. The remainhmgé factors loaded high (.795,
.809, .701). The three items for market factorg (o initial ones plus the one
that loaded into this factor) loaded high also 71,6685, .772). Finally, the factors
for lack of reasons to innovate loaded high (.8885). Loadings are above the
acceptable standard of 0.32 proposed by Tabaclamdik-iddell (2007). After the
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validity tests, we concluded that the measuresdcdag accepted to test the
hypotheses.

4. RESULTS

Table 1 depicts the results related to our hypethethe result of the regressions
for both subsample.

Table 1: Regression results for the two subsamples

. Dependent variable - Performance
Variables Non-EU coutries EU countries
B| S.E. Beta B S.E. Beta
Constant 5.076** .370 4.626** .276
Ln (size) .090| .062 .096] .083 061 103
Cooperation .067| .155 0.27 348 .150 .153
Export orientation 118+ | .043 A71 .040 .033 .090
Cost factors -.100 | .038 -.183| -.115** .030 -.276
Knowledge factors .057| .040 .107)  -.090¢ .040 -.184
Market factors -136* | .041 -.241 .032 .039 .067
Lack of reasons to innovate .079| .062 .092 .051 .049 075
R Square 0.173 0.181
Adjusted R Square 0.147 0.150
F 6.684** 5.958**

'0.01<p<0.05"p<0.01"p<0.001/0.05<p<0.1

Hypothesis 1 is supported for the EU countries anfyge only.Cooperation on
innovation activities between firms or institutiohas a significant and positive
impact on firm’s performance. While, for the non-BUbsample, despite being in
the right direction, the relationship is not sigrant.

Hypothesis 2 is supported for the non-EU countsebsample onlyNon-EU
export-oriented firms appear to have a better perdmce compared to those who
serve domestic markets only. While, there is nmiBgant relationship between
export orientation and performance for EU firms.

Hypothesis 3 is supported for both subsampeseover, unstandardized betas are

alike indicating a similar effect of cost factons firm's performance. Cost factors
negatively affect performance for both EU and ndahfEEms.
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Hypothesis 4 is supported for EU subsample oKlgowledge factors have a
negative effect on performance of EU firms. Theeeffis not significant for the
non-EU subsample. Even more, the sign is oppasitiect one hypothesized.

Hypothesis 5 is supported for non-EU subsample .dvlgrket factors have a
strong negative impact on non-EU firm's performantiee relationship for EU
firms is not significant.

Hypothesis 6 is rejected for both sub-sampl@entrary to the prediction, the
parameter estimates for lack of reasons to inndsatet statistically significant.

There is a positive relationship between our cdntrariable-firm size and
performance for the EU subsample, although onby rilaxed level (p<0.1). Large
EU firms appear to perform better than smaller one.

The R-square indicates that around 17% of the respwariable variation is
explained by the model for the non-EU subsampleraack than 18% for the EU
subsample. Considering that our independent vasatdn be used as covariates in
future studies, our model appears to be very usefén analysing other
explanatory factors of performance.

5. CONCLUSIONS, IMPLICATIONS, EXTENTIONS AND LIMITA TIONS

Cooperation between business partners and instisiappear to be a crucial factor
to foster innovation among EU firms but not amomg+4EU firms. This result is
indicative of the different managerial attitudesozg managers of EU-firms and
the different nature of inter-firm relationship it countries compared to non-EU
ones. Further research is necessary to explorpitteromena of cooperation and
the role of networks.

Export orientation of firms in non-EU countries lasignificant positive impact on
performance. We can deduct that these firms are fimatined to adopt the latest
innovation and practices. Policy makers of non-Bntries should find adequate
instruments and mechanisms to support innovatioangnexport-oriented firms

and/or those aiming to target export markets.

As expected, cost factors have a significant negampact on firm's performance
in non-EU countries and in EU countries. Innovatisrcostly, and many firms
cannot afford it. Specific programmes targetingoivation should be implemented.
More importantly, considering the weak funding efsting programmes, EU or
state-owned agencies need to increase funding.
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Knowledge factors have no significant effect omfs performance in non-EU

countries, while it has a significant and largeseff(see beta (Keith's (2006)) for
EU countries. In efficiency lead economies of thmurf non-EU countries,

knowledge factors do not play an important role inuEU countries, which are
expected to have a knowledge-oriented economy,odsd These results are
noteworthy. A question for new research might bisedh-What about the role of
human capital as a source of competitiveness itotigerun?

Market factors have a negative and significant ichpan firm’'s performance in
non-EU countries but not in EU countries. High lesemarket concentration and
lack of competition might create a substantial atist for firm’'s competitiveness.
Hence, improving market dynamics in non-EU coustigea priority.

Study limitationsOne of the limitations of the study is relatedhe tissing data
for some of our variables. Although missing valaes not high (around 5-15%), it
appears that in one case (one item excluded frerarthlyses) data are not missing
completely at random. In addition, our study does include into the analyses
different facets of innovation. Despite our effoot address the hampering and
strengthening factor - performance link, we did podvide any evidence of the
role that innovation itself plays in this relatibis Finally, more firm level,
industry or strategy controls are needed to enthaethe captured effect can be
attributed to the independent variables.
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APPENDIX A: DETAILS OF CONSTRUCTS AND MEASURES

Variable

Number
of items

Measurement

Dependent variable

Performance a) Market share compared 5 7-points scale (1 =
to the most direct much worse, 4 = equal,
competitor 7= much better)
b) Revenues compared to
the most direct
competitor
c) Profit compared to the
most direct competitor
d) Cash flow compared to
the most direct
competitor
e) Decrease costs compared
to the most direct
competitor
Independent variables
Cooperation Active participation with 1 Dummy 1= cooperation
other enterprises or in the last three years, (
institutions on innovation = no cooperation in the
activities last three years
Export Current number of active 1 Continues (ratio
orientation export countries for 2013. variable) with zero
meaning - no export.
Cost factors a) Lack of funds within your 3 Ratio variable (4-points
enterprise or group scale (O-factor not
b) Lack of finance from experienced, 1 = low, 2
sources outside your = medium, 3 = high)
enterprise
c) Innovation costs too high
Knowledge a) Lack of qualified 3 Ratio variable (4-points
factors personnel scale (O-factor not
b) Lack of information on experienced, 1 = low, 2
technology = medium, 3 = high)
c) Lack of information on
markets
Market factors | a) Difficulty in finding 3 Ratio variable (4-points

cooperation partners for
innovation

b) Market dominated by
established enterprises

scale (O-factor not
experienced, 1 = low, 2
= medium, 3 = high)
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¢) Uncertain demand for
innovative goods or

services
Lack of a) No need due to prior 2 Ratio variable (4-points
reasons to innovations by your scale (O-factor not
innovate enterprise experienced, 1 = low, 2
b) No need because of no = medium, 3 = high)

demand for innovations

Control variable

Firm size Number of employees 1 Logarithem of namb
of employees

APPENDIX B: FACTOR ANALYSIS WITH VARIMAX ROTATION

Factor*
Items of four constructs F1 F2 F4 F4
Lack of funds within your enterprise or group 145 | .875 .056 107
Lack of finance from sources outside your .046 .860 .136 .100
enterprise
Innovation costs too high .200 | .634 .346 .046
Lack of qualified personnel .795 .145 .068 147
Lack of information on technology .809 .089 227 210
Lack of information on markets .701 137 .338 .182
Difficulty in finding cooperation partners for | .357 197 .667 -.022
innovation
Market dominated by established enterprises 103 34 .1 | .785 .104
Uncertain demand for innovative goods or .166 131 T72 .252
services
No need due to prior innovations by your 191 .105 .180 .858
enterprise
No need because of no demand for innovations 223 110 . .089 .875
Percentage variance explained 39.271 13.311 10.48405

* Underlying dimensions as two factors: F1= cogsttdas, F2 = knowledge factors, F3 =
market factors, F4 = lack of reason to innovatéofiac
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Abstract: The role of a state is of key significance for iempéntation of

sustainable development. It collects funds thalt evibble realization of the

concept of sustainable development by means obuaiinstruments. The
most common instrument for collection of funds delagical taxes. This

paper indicates the significance, elements, adwgegaand disadvantages of
ecological (green) taxes and it describes the eemrg of this fiscal

instrument that required a tax reform. The conceptnegative external

effects is also explained in this paper, as welltlas ways of finding a

solution for this phenomenon. Arthur Pigou, a ,fatlof ecological taxes”,

recommends internalization of external effects.

Keywords: ecological (green) taxes, sustainable developmenstainable
economy, fiscal revenue

1. INTRODUCTION

In addition to clear strategy, strong will and coitent, significant funds are
necessary in order to realize the concept of qatte development. All that is
“green”, whether technology, machines, productsservices, is usually more
expensive as ecologically friendly production ineglihigher costs. The state wants
to collect these funds in some way, whether fromunfecturers or from customers.

Regardless the type of tax, it implies paymenthi® dtate that is not followed by
any counter service and that is not voluntary. Kmsl of financial transfers is paid
to the state by tax payers who belong to a cettiradministration. The aim of
introducing a tax is state budget and local govemmnfinancing. This is the most
important source and way of collection of moneythg state, as it could not
function without this fiscal revenue. From this eaue, the state finances common
needs and public wealth (defense, justice, edugatmulture, health care,
infrastructure etc.). Essentially, fiscal reventigst are collected in this way are

"Institute of Economic Sciences, Serbia, olja.ivao@ien.bg.ac.rs
* Institute of Economic Sciences, Serbia, petam@ien.bg.ac.rs
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used for payment of various expenditures in acameavith economic and social
goals of the state. The character of a tax is deted by functioning of the tax
rate. The tax rate can be (Stiglitz, 2004, 457-579)

1. Proportional (tax rate does not change if the ireaimnges)
2. Progressive (tax rate follows the income growth)
3. Regressive (tax rate is reduced by the income gmowt

The aim of ecological taxes is collection of fufidsthe state budget as a result of
non-ecological behavior of the manufacturer thatused environmental

degradation or for goods whose usage causes tlallsd- “negative external

effects”. Ecological taxes are especially significdNot only do they provide the

state income, but they also affect the connectibisozial and private benefit,

which results in improvement of economic efficieneywd achievement of

sustainable economy (Musgrave, Musgrave, 1989, 7-9)

There is no uniform definition of ecological taxésternational institutions, such
as OECD and European Commission, consider this afgex from the point of
view of the tax base. In this respect, ecologiaalis each tax whose tax base is
expressed in physical amounts of substance or gopwess that cause negative
externalities (Petrovj 2016, 97-109). Although there is no uniform diiiom, it is
possible to determine which tax is ecological basedts concrete usage. The
revenues collected by the state on the basis of tii should be directed to
environmental protection or financing of projedtattare directly connected with
improvement of environmental quality or protection.

In addition to ecological taxes, there are alsoetforms of environmental
protection where the role of the state is very irtgott. These taxes could not even
be introduced without a systematized and orgaragguioach. The role of the state
is to provide equal conditions for life and work fmpulation and future
generations, in accordance with the definitionudtainable development itself. By
signing, and more importantly, respecting the silgeenventions, agendas and
strategies, as well as by adopting and applyinghdtmnal strategy for sustainable
development and the laws originating from it, thates shows that it respects the
principles of sustainability (Munitlak Ivanavet al, 2013). In modern jurisdictions,
the right on preserved environment is realizeddoylaining or applying one of the
following instruments:

1. Ecological penalties and taxes;

2. Subsidies for manufacturers in order to reduceugioh;

3. Transferable licenses for pollution and tradingwiitis right;
4. State regulations.
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various results for reallocation of resources aifigrent calculation of ecological
costs. Because of this, each of the above mentiorettlments has a different
redistributive effect.

2. THE EMERGENCE OF ECOLOGICAL TAXES

The term “external effects” or “externalities” wased for the first time by the
welfare economics theoretician, Arthur Pigou, wisnaset basic standards of the
theory of externalities. As a welfare economicsothécian, Pigou advocated the
introduction of a tax instrument for preservatidntlee environment since 1912
(Pigou, 1918). In his capital work “Wealth and Ve#” Pigou dealt with the
issues of external effects, setting a basis fardsteds of the theory of externalities.
At the same time, Pigou suggested market pricedriblded the cost incurred by
environmental pollution (in addition to private osHe called this system of
calculation and understanding of costs “interndgilima of external effects”
(Filipovi¢, 2004).

Some authors, like Meade (1955), Geoffrey, Buch{i®80) and Pearce (1991),
joined this idea of understanding of costs and aggoll tax. These authors
advocate the attitude that ecological tax couldemrmarket imperfection and
limitation as a result of the external action. Gexnf, Buchnan (1980) determined
the strength of tax introduction. A decade laterafee opened this issue again,
dealing with the role of tax on G@Piljan et al, 2017). In this way, the sense of
introducing ecological taxes was explained: bearihg consequences for
environmental pollution resulting from economic igites (production or
consumption).

Stiglitz (2004) points out that introduction of édties for pollution and pollution
taxes bring a double dividend. The double dividendeflected in the following:
fiscal revenues increase due to collected penadties taxes and the state can
reduce other taxes (capital taxes that disturbngavand labour taxes that disturb
work). Another significant characteristic of thesses and penalties is that their
introduction causes the increase of ecologicalbeptable production.

3. ECOLOGICAL TAXATION ARGUMENTS

No economic or any other instrument is perfect.pacsal problem is reflected in
the economic-ecological relationship. The trad#iloway of production involves
the need for more raw materials and more (mosth)-renewable energy for a
higher volume of production. According to Vojinéw2017) “Renewable energy
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sources are energy sources that come from natdreaanbe renewed. Today it is
increasingly used because of its harmlessnesg tertvironment”.

Restrictions on environmental taxes are diverse @ affect various business
entities. Ecological tax can have a regressiveceff@nce this kind of tax is the

most threatening to the population with lower ineoriThis type of tax affects

competitiveness. Different industries have beeacdd by this, because ecological
tax is added to the prices of these products amdices, thereby reducing

competitiveness. Instead of paying taxes on theecthat led to the creation of the
externality, the consequences of the actions thasexd them are taxed, which is
not the goal. The aim of the ecological tax is maptiove the quality of the

environment. When harmful effects arise from thevdies of a large number of

pollutants, the situation is even more complex,abse it is not possible to

determine the individual share of each actor in ¢éhgergence of the negative
externality.

The economy of the new era has a tendency to becgneen" with "green
finance", "green banking", "green technologies'mdst homes" and the like.
Dominant neoliberal economic practice has largelyaeisted the possibilities for
wider consideration of environmental problemssliparticularly necessary to take
into account the problem of irreversibility of mgneapital, or its inability to
convert to natural capital (Draskoy012).

4. THE SIGNIFICANCE OF ECOLOGICAL TAXES

In 28 member states of the European Union (EU28h &0% of public revenues
are collected through taxes. Ecological taxes, esdaive type of taxes, required
the reform of the tax system. Such reform was @iste in Scandinavian countries.
The aim of the tax system reform due to introductad ecological taxes is to
preserve the environment and implement the conafeptistainable development
using fiscal instruments. In order to keep tax kuardelatively unchanged, the
application of ecological tax should be followed twduction of the percent of
burden through other tax forms at the same time. thkes that should be reduced
are those related to labour (earnings). In ordeetep fiscal revenues unchanged,
reduction of taxes related to earnings should bect#d to activities that should be
disturbed, as they result in negative external ctdfei.e. they pollute the
environment, or these activities should be moderhiby introduction of clean
technology (“green” technology), use of other raat@nials and energy sources.

Total environmental tax revenues have an increasemgl in absolute numbers in
the EU28, over the period 2002-2016 (Figure 1). read increases throughout
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the whole period, except 2007-2009, where a deeréasevident, due to the
consequences of the Global financial crisis.

Figure 1: Total environmental tax revenues in the 128 (2002-2016)
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Source:Eurostat, Total Environmental Tax Revenues, th@& @vailable at:
http://ec.europa.eu/eurostat/data/database

In addition to their significance as the state nexg ecological taxes also have a
special goal: reduction or neutralization of negatxternal effects. An economic
activity that results in negative external effects the difference between social

costs (incurred in the environment) and privatetc@sianufacturer's costs) as a
side effect.

In a part of the paper related to the history aflegical taxes, Arthur Pigou was
mentioned as the first theoretician of this typéast He considered that the market
IS not automatically perfect and advocated thervetation of state in this field.
Pigou thought that the role of the state is to ensuch market prices (of the
activities and products that cause a negative mxiigy) that will correspond to
social cost. In this way, the society would be gcted from the liabilities resulting
from externalities, and the cost of pollution wotde included in the price of the
products or activities that caused this externalRygou called this type of
calculation “internalization of external effectdgnitlak lvanovi, Golusin, 2012,
83-98).

One way of internalization of external effectshie introduction of ecological taxes
that burden the unit of the product caused by phaduct (Munitlak lvano\ et al,
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2014, 377). In this way, taxes per unit of prodamtl costs of pollution per unit of
product are equalized. As a result of such calaraproduction will be limited to

what is necessary on the market, and, on the dthed, the company will be
encouraged to produce “socially acceptable” levepallution. A green tax rate

that is defined adequately helps the company tizeegeal total costs incurred by
economic activity. The task of “green” or ecologitaxes is to calculate social
costs in addition to private costs. Assuming theg amount of environmental
damage is proportional to the production volume #drad marginal costs of each
unit of damage are always fixed, private and socgdts will be equalized by
introduction of a fixed fee in the form of ecologii¢ax per unit of product (that is
equal to marginal costs of pollution).

In this way, social costs incurred by the actiitad the business entity will not be
transferred to the society, but calculated in thHeepof products manufactured in
such way.

Generally, the demand curve indicates marginal fitesfethe manufacturer during
the production of a marginal unit of product. Thup@ly curve indicates marginal
costs of production of the additional unit. In timersection of two curves, the
demand curve and supply curve respectively, liraitdiit is identical to limit costs
of production of the output. If production causesjative externalities, the supply
curve does not show social costs, but costs boymaanufacturers. If pollution is
increased due to production, the increase of ptamuwolume incurs real costs.
These real costs are higher that the costs of ptimthu Manufacturers do not
calculate costs of pollution, unless they are fdrte. This deviation between
private and social costs leads to inadequate ptmiucolume and resource
consumption. Therefore, it is important to observe“wider picture” when
estimating the benefit of increase of productiom aake into account external
effects, i.e. total additional costs (private castsl social costs — pollution). In this
case, when it comes to such calculation, marketrioal is achieved when socially
efficient level of production is lower than privbt®ptimal level of production.

Figure 2 shows the difference between social amehier costs. The difference
between the levels of optimal production is notitedn this Figure. It depends on
the fact whether the needs originating from maderhand are taken into account
or not. Qp takes into account only private limistounlike Qs which takes into
account socially justified demand. The Figure 2vghtwo equilibriums, private P

and social S. The point of intersection of realigomarginal benefit and private

marginal costs determines the desired level of ymtion of the company Qp. This
level of production does not correspond to sodiahdpoint, as the manufacturer
makes external cost. However, manufacturer doegsaket into account the costs
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borne by other entities. Point Qs is a level ofdoiciion that corresponds to the
society. At this point, marginal social benefiteigual to marginal social costs. For
this reason, the position of point Qs is at lovexel than the position of point Qp.
The change of production volume between points @prket balance) and Qs
(efficient production volume) will result in changé prices P1 and P2. Moving
equilibriums from point S to point P results in des of manufacturer and
customer’s surpluses. These surpluses are showrelarea of the triangle formed
by connecting points a, S and P. Ecological engagénthat will result in general
increase of welfare, is marked with the surfacentmt by two triangles that are
obtained by connecting points aSP and bSP. Howaveractice, companies often
do not bear external costs. They are transferraiegavhole society. This is why
companies increase production over the limit ofiadastification of the level of
production.

Figure 2: Calculation of social costs for estimatio of optimal level of production

Marzinal social costs M3

% P
\ " Margina] private costs MPC

o

Marzina! social benefit M5E

iy I:I,: Oumintity of the polluting product
Source:Stiglitz, (2004:219); Prekajac, Josifidis, (199283)

If external costs are not included in the pricegate consequences are the
following (Tietenberg, 1998):

e Prices of products, caused by externalities, apastifiably low;

¢ Volume of production of such products is unnecdlysdarge, as
environmental damage is not taken into account;

* Reduction of pollution intensity per unit of produs not incited by the
market, as the costs are external;
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e Such behavior does not encourage the developmetitanflar economy
which is based on waste reduction and its recyclidig the other hand,
recycling is not done as there is no motive fort:themissions are
discharged into the environment at low (or nonajgftes;

e Such system of functioning of production and sggietithout serious
commitment environmental protection, only incregsatution.

5. PRACTICAL CHALLENGES IN IMPLEMENTATION OF
ECOLOGICAL (GREEN) TAXES

A gradual increase in the average rate of ecolbggoas has been noticed since
the mid-nineties of the twentieth century. Howevke beginning of application of
this new form of tax is characterized by the folilogvchallenges (Stevana@vet al,
2003):

a) Influence on competitiveness. Ecological taX wibbably influence the
increase of production price, i.e selling pricepobducts or services, and
therefore it will have a negative effect on comipatness, especially in
relation to those manufacturers who do not caleutlais type of tax in the
price of products and services,

b) Regressive effect of ecological tax,

c) Uncertainty regarding positive fiscal effectseablogical tax,

d) Influence of subsidies that have distortion &ffen ecology,

e) Inadequate harmonization and coordination of tastitutions and
ecological institutions in the country,

f) Resistance of stakeholders, who don’'t understahd cause of
environmental protection, to this new type of tax.

Practical obstacles that societies face during emehtation of ecological taxes
can be neutralized by procedures opposite to thusssl for determination of
obstacles. The challenges that accompany impleti@mtaf ecological taxes can
be solved in another way, systematically or by mezma tax reform that will have
“green, sustainable or ecological” elements in ftitare. These elements can be
(DraSkovt, 2012):
a) Introduction of a tax reform, i.e. implementatiof ecological tax reform;
b) Definition of concepts: what is ecological taxhich is the basis of
calculation, what is the level of tax rate and wha tax payer;
c) Elimination of ecological subsidies having aalison effect;
d) Continuous awareness of possible environmesgalels, guaranteed by
accepting of Aarhus Convention;
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e) Continuous cooperation of the institutions respolesior environmental
protection and tax administration;
f)  Gradual introduction of ecological taxes.

6. CONCLUSION

Despite a gradual increase in ecological tax ratetherefore in fiscal revenue that
is collected in this way, application of this taxfollowed by certain challenges.
Private costs and hence formed price and produgttume, that do not take into
account environmental damage, are never equal ¢alsoosts and socially
justified production volume, which is lower, aswuder However, as it can be seen
clearly in the Figure 2, the prices have a reveesad. Socially justified production
volume is lower, but the selling price of the prodis higher as costs of pollution
are included in the price. Speaking of private go#te opposite is the case —
manufacturers, encouraged by a bigger profit, veanarge volume of production
as possible. However, as costs of pollution areimzdtided in the price, the price
of these non-ecological products, processes oragsi@mactivities is lower. This is
why the role of the state is very important. By dear attitude, regulations,
penalties, tax reform etc., the state can influgheeuse of green and ecologically
acceptable technology that would not incur costsatitition.

Although this type of tax started to be consideatthe beginning of the twentieth
century, it took a long time to adjust the conssitass of theoreticians, as well as
manufacturers and consumers to this way of thinkang even more time to
implement ecological taxes in practice. The esakaliaracteristic of these taxes is
that their basic purpose is improvement of the iguaf environmental protection
and investment in this type of technology whilam@fiating ecological subsidies
having the distortion effect at the same time.
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ECOLOGICAL FOOTPRINT TAX FOR THE
DEVELOPMENT OF LOCAL AGRIBUSINESS

Miklés SOMAI, PhD "

Abstract: The concept of ecological footprint tax (EFT) dadeveloped to

cover the whole economy, but as a first experimesté, this paper suggests
to introduce it in agriculture and food industryh& EFT is expected to
mitigate two of the greatest anxieties of peopled@veloped and semi-
developed world, (rural) unemployment and climatarge. The proposed
arctan relation between the ecological footprintppbducts and the tax to be
paid would result in a fairer allocation of tax cfgges (rich big-consumers
having to pay much higher tax than low-polluter r@gge people), assure
sustainability for both the ecosystem and localnecoy (the tax charge itself
depending first of all on the distance a producttasbe shipped to the
customer), and allow a healthier diet (local protlan, reaching the

customers within much shorter time period than irtgganot having to be

stuffed with preservatives).

Keywords: Eco-tax, local economy, agriculture, food indysemployment

1. INTRODUCTION

In this paper, | try to draw the outline of a neancept for product taxation
whereby two of the main problems for millions ofopée in developed and semi-
developed countries could, if not be solved, beledst mitigated: mass
unemployment (especially in rural areas) and daration of the nature.

Mass unemployment is linked to ever-freer moven@ngoods and capital. So
long as capital can flow freely, capital ownersdstwhere they can obtain the best
mix of quality and cost, i.e. in sites with optimabnditions (like China). As
general trade facilitation since WW2 and the peshtion of bi- and multilateral,
regional and global trade agreements have browggegially industrial) tariffs
down considerably, even ordinary low-price produas profitably be transported
from great distance. The result is that althougbppe as customers might gain a
bit by acquiring goods cheaper from low-cost caestrthan from national
manufacturers, however, as employees, they caly dsd less skilled they are,
the more easily they can) lose their jobs, or astléheir livelihood can become

Jnstitute of World Economics, Hungary, somai.mg@krtk.mta.hu
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increasingly precarious. In addition, as more amatemeconomic activities go
abroad, more and more people fall out of the lamarket which, in the end,
reduces the internal market for the remaining @tz In order to counteract this
tendency, governments support the developmenttefriational tourism, i.e. the
“‘importation” of extra customers, which would compate local industries for
damages stemming from weak domestic demand.

With this, we arrive at the other main challengeoof times. The ever-increasing
inflow of goods and humans (mass tourists) to “inipg” countries from ever
growing distance adds substantially to the alresdyming rate of nature loss and
global warming. As long as the transportation obdm and tourists is mostly
carried out by ships, trucks, cars, buses and planes. by burning fossil fuels —
international trade and tourism will justly be bkanfor contributing to climate
change and deterioration of nature.

The ecological footprint tax (EFT), the conceptvdfich is introduced in this
paper, is intended to help decision-makers to addreo of today's main problems
for millions of people: mass unemployment and thtedoration of nature, or, in
other words, social and ecological crisis.

2. BASICS

My proposal for alleviating the above problems @sdéd on the concept of
ecological footprint, developed by two UBC scholamsre than 20 years ago
(Wackernagel & Rees, 1995). The essence of theepons that it is possible to
estimate how much land, i.e. how many so-calledbalochectares (gha) of
ecologically productive land (dry land and watenjods needed for a defined
population at a given technological level to suppmth the production of goods
and services they consume and the assimilationllaheir wastes sustainably
(Rees & Wackernagel, 1996). Sustainability couldcaurse, be achieved if the
population does not take more resources from ndhae nature can re-generate.
In brief: ecological footprint should not outsthjpcapacity.

On further considering the matter and adopting raomaer version of the original
concept, i.e. by substituting ever smaller entit@@sthe population of a whole city
or country and eventually restraining the conceptindividual products, it is
possible, in theory, to estimate how many globaltéres are needed for these
individual products to be brought throughout thesitire lifecycle, from invention
to degradation or recycling (see Figure 1).
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Figure 1:The narrowing of the concept of ecologicdbotprint

The original concept The narrowed concept

Source:Own drawing based on Rees & Wackernagel, 19968p.22

Based on the above, it becomes possible for thesytatem to undergo a radical
change whereby the amount of the tax paid on g@ouk services would be

proportional to their need in nature, i.e. the egial footprint their consumption

involves. In other words, the greater the damageven product causes in nature
throughout its lifecycle, the bigger the tax buraenthe customer should be. As
time passes, this new type of tax could partiadlglace other taxes (e.g. VAT),
although EU rules on minimum tax rates should kenanto account.

While logically the EFT could quickly become a geai¢ax on goods and services,
it seems worth, however, to test its efficacy ipaaticular sector of the economy.
An important part of my proposal is to first inttagk the EFT system for the
agricultural and food products.

3. JUSTIFICATION

3.1. Important facts

Based on recent assessments, per capita ecoldgatprint exceeds global per
capita biocapacity (1.7 gha) practically in all Ehember states, with no data
available for Malta and Luxemburg (WWF, 2014). Alsat of the components of
ecological footprint (EF) carbon (i.e. the burnwmigfossil fuels) is, for virtually all

these EU countries (with the notable exception efiDark), the largest single one
making up between 35 and 67 percent of their EBb&ly, the ratio of the carbon
component has been on an upward trend througheytehod of 1961-2010, and
rose from 36 to 53 percent of the EF. Moreovels rightfully assumed that much
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of this increase can be attributed to the fact thedwth in international
transportation of both goods and people has goyenloeany reasonable limits.

Another important fact is that damage inflictedrbgn to nature tends to correlate
with household income (Kerkhof et al., 2009), anhds tis also true for food
consumption. Although the difference in size of Bfe between income deciles is
higher for activities like transport, travelling antertainment than for the
satisfaction of the first necessities, food constiompof the rich, too, fits the
general trend in that it involves significantly h&y greenhouse gases emissions
than that of the poor. This is explained partly thg abundance, partly by the
guality and composition of (i.e. high proportion pfemium and/or imported
products in) the food consumption patterns of thgen income deciles (Csutora et
al., 2011).

3.2. Why agri-food products?

A recurrent complaint of last years’ conferencesagriculture and food industries
has been that Hungarian (and other new members$tatestomers put the
cheapest, often foreign-origin products into trstiopping carts even if they could
afford the more expensive, high quality, domestie® As another common
feature of those seminars, speakers tended to btastemers alone and propose
enhanced marketing strategy and additional effoftpersuasion to solve the
problem. But, for the overwhelming majority of hetslds this “solution” simply
does not work, as they have no choice; as a reftiie enduring austerity policy —
remember, crisis in Hungary started in 2006 andtlierten years since then per
capita real income has never recovered to prescliésiel (KSH, 2017) — people
save on almost anything they can.

One step closer to the solution bring us studieestigating consumption structure
through linking human health to ecological footprine. appealing to people’s
sense of health- and eco-consciousnesséfeMobzner, 2014). Most of these
studies conclude that even a minor change towahgskthier diet can significantly
reduce a country’s food footprint. One of the mogtresting papers deals with the
impact of different possible changes in Britishtdia UK food footprint (Frey &
Barrett, 2007). It says that although any of thanges alone or in combination
would reduce the impact considerably, the crucitfiéigtnce resides in where the
food comes from; by comparing the two extreme casé® one when everything
is imported to the other when all food are produoedlly — we obtain a reduction
of 0.7 gha in the footprint when local foods areferred (see Figure 2).
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From the British example, it would be easy to julm@ general conclusion that it
is worth to buy domestic food not only for suppagtiocal employment but also
for limiting the damages caused by internationadiér in nature. But, it is still not
enough good reason for the households to prefat pvoducts.

Figure 2: How a diet can reduce the food footprintn the UK?

1,4 (1,23
1,2 -
1- 0,83
0,8 - 0,64 0,63
0,6 - 48% 0,5 0,46
0,4
0,2 -
0 !
-0,2
0,4 - -23% -24%
: -40% —— _45%
N
o
Qe%.\
M Ecological footprint
(gha/cap)
m Net change vs. UK
average

Source:Own compilation based on Frey & Barrett, 2007

It seems defensible to say that if an economiccpohurtures expectations
concerning people’s behavior as customers, it tsemough to appeal neither to
their emotions (Buy domestic!), nor to their reagBuay healthy and local!). If you

want results, you must hit people’s pockets. If itteoduction of the ecological

footprint tax (EFT) in agriculture and food indystorings prices for local food

under those of imported one, it is certain thatrttagority of customers will shift

towards national products.

Finally, let us mention one more reason why agodfproducts seem to be an ideal
field for testing the EFT. The point is that eatiogal foods, apart being good for
the environment and supporting the local econoragn{érs and other producers),
has numerous potential benefits for the consuntecs, Flavor, savor, freshness,
general quality, even nutrient content (with somgervations ), all are better and
higher in case of local foods, for they are picladheir peak of ripeness versus
being harvested early in order to be shipped todistlibuted on distant markets.
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In addition, with the distance and time betweerdfpooduction and consumption

shortened, it is obvious that fewer additives —vdtaenhancers, humectants,
preservatives, etc. all posing potential threahtionan health — are needed in a
short chain. Although food additives in humans d@wyvrarely lead to adverse

reaction, the latter is often linked with very seis chronic condition. The

symptoms certain additives may cause range frorplsiimves, to asthma or even
life-threatening anaphylactic shock (Palfy, 2015).

4. METHODOLOGY AND RESULTS

As the huge number of foodstuffs makes it impossitd develop a sound
methodology measuring perfectly the damage a ptodan, during its entire

lifecycle, cause to nature; also with regard toaf@e-mentioned economic, social
and environmental goals and circumstances, we bavesort to considerable
simplification. When determining the level of eagilwal footprint tax (EFT), we

take into account:

< First, the geographical distance between the pidgeroduction and the
place of consumption (i.e. the place of shopping);

e Second, whether the product is organic or convealtjo

e Third, whether the product is transported by airplar not.

When justifying the choice of these three elemeittis, important to understand
that:

» First, they meet the goals of supporting local piatithn (farmers and food
industry), preserving the nature, promoting heaftlet, and even bringing
in an element of justice through the ‘punishmeritttee rich by making
them pay for the pollution they inflict to nature;

* Second, they show strong correlation with ecolddmeatprint, as from the
nearer possible a product is transported, and ldner its production
technology is, the smaller the harm done to natitéoe;

 And finally, it is relatively easy to identify therfftom the commercial
documents accompanying the products. On the basithese three
elements, to determine the amount of the tax (EféBs not require too
much additional effort from traders and shopkeepéfish an appropriate
formula, they will be able to easily and quicklyteleine the EFT from
the accompanying documents.

As we have to deal with very different types ofiahles, we had better to apply

different formulas on them. In the case of the gaplgical distance, it is worth to
determine the radius of the area within which Iqalducers should be prioritized.
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Figure 3 and 4 show two different modalities toedetine the EFT. In Figure 3, the
continuous red line shows EFT levels of the simpkesion, dealing with only one
preferential group of producers. When drawing tine,lthe main consideration
was to make sure farmers and industries locatedirwi200 kilometers around
Budapest (i.e. roughly between the Hungarian chpital the national borders)
would benefit from the system. Accordingly, the taxden is relatively low until
150-200 kilometers; at 200 kilometers, there igrdlexion point from which on
the curve steeply climbs up to prohibitive heigtiteen beyond 250 kilometers,
EFT practically drives out competition or at leastkes products extremely
expensive in Hungary’s main consumption region.

Figure 3: Ecological footprint tax (EFT) on certain agri-food products with one
preferential group of producers, based on the geogphical distance between the area
of production and consumption

T HUF ilo

7001

Sb 160 1%0 260 2%0 360 3%0 460 4%0 560 S%D 660 6%0 760 7%0 860>
Notes:Dashed lines apply to organic products, dotteeklito air transported products.

A bit more complicated version of EFT is illustrdt& Figure 2 by the continuous
blue line. This curve has got three inflexion psinfor our intention is now to
support not only one but two groups of produceise Tirst beneficiary group
(local producers) is located within a radius of Kil®meters; for them the EFT is
very low. At 100 kilometers, there is the firstledion point from which on the
curve ascends to slightly higher spheres, but withonaking trade impossible
between the farthest regions of the country. Fdllgwa second (technical)
inflexion point, the tax curve continues to climhbgktly. Here is the second
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beneficiary group (national producers), locatedveen 100 and 450 kilometers
from the point of consumption; for them the EFTaidit higher than for local
producers, but not prohibitive. At 450 kilometetisere is a third inflexion point
from which on the curve goes up to prohibitive hesg

Figure 4: Ecological footprint tax (EFT) on certain agri-food products with two
preferential groups of producers, based on the geogphical distance between the area
of production and consumption

T HUF/kilo

Notes:Dashed lines apply to organic products, dotteeklito air transported products.

A much simpler formula is sufficient in the casetloé second and third variable
(i.e. the condition of being organic or not, arahBported by airplane or not), since
it is only about to provide a tax relief to thossing environmental friendly
technology, and penalize those doing the oppo¥itieile conventional products
would be taxed by EFT, for those organic the preddsrmula is to divide EFT by
a constant. In Figure 3 and 4, this constant ian8l, the corresponding values of
this reduced tax are indicated by dashed linescélghe EFT on organic products
is, as a rule, one-third of that on conventionaésorBy the same token, those
products which are transported by airplane wouldtded with EFT plus a
constant, let it be HUF 200 per kilo.

5. CONCLUSIONS

The proposed ecological footprint tax (EFT) is fimm being a panacea. And, if
we want to be precise even its name is misleaddegarting from the concept of
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ecological footprint, 1 only tried to draft an imtéve tool whereby locally
produced foodstuffs (or those produced within aleiof a certain radius) become
cheaper for local customers than those similar ymtsd(produced with the same
technology) which are brought there for longeratises. In this way, we can Kill
several birds with only one stone.

First, preference given to the local productionl Widost local employment, thus
help to retain people in rural areas. Second, tE, Ehe size of which depends on
the environmental friendliness of the productiochteology and the distance
between production and consumption sites, willlifaté a gradual move from

global to local economy, concerning both productionl trade, and meaning less
transport, less pollution and therefore less hasmmadture. Third, the new tax

conforms to the principle of social justice in thgt pushing up prices of imported
foodstuffs, it increases tax burden of the betférwho has a great share in the
consumption of imported goods and thus a much bigggen average ecological

footprint. Fourth, it is not to be forgotten thapmpared to imported agri-food

products, local ones do not need to contain so nadiditives which means a
blessing for human health, hence, on the long alsg less costs to the national
health service.

Finally, the introduction of the new tax does nacessarily have to lead to
increased tax charges for the majority of the hbalsis. On the contrary, it should
be combined with the reduction of other taxes (¥4T) which would enable
local foodstuffs to be not only more competitiveaimgt imports, but also more
affordable for customers.
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INFORMATION, CONSUMERISM AND SUSTAINABLE
FASHION

Mirela HOLY, Ph.D. "
Nikolina BORCIC, Ph.D:

Abstract: Sustainable fashion is an approach to fashion thatocially and
environmentally responsible, ethical regarding matuthe environment,
people but also conscious regarding the professidtihough in the last few
decades the concept of sustainable fashion has theetopic of interest for
many researchers in Western capitalist countridgs ttoncept is poorly
represented and researched in Croatia. The objestf the paper were to
investigate to which extent articles regarding airsible fashion have been
represented in the electronic editions of the Cianadaily newspapers with
national coverage in the last ten years, how thjsid was elaborated in the
media and to examine whether Croatian fashion aesi (members of the
Croatian Designers' Society — HDD, and the Croatfssociation of Applied
Artists - ULUPUH) are familiar with the concept sifistainable fashion, what
they think about it, and whether media coveragéhisf subject affects their
attitudes toward it.

Keywords: information, media, consumerism, sustainable ifashcircular
economy

1. INTRODUCTION

Florence Kelley, the first General Secretary of Metional Consumers League
said: "To live means to buy, to buy means to hawegp; to have power means to
have responsibility:" Fashion is an industry that, more than other etimo

activities, exists on the requisite oriented tovgacdnstant buying of new clothing
items that are currently on-trend. Fashion poiniisat specific position of fashion

followers in the society. Although fashion is not@w phenomenon, since fashion
historians found roots of fashion in the old cidiions, the fact is that fashion
trends have never before changed as fast as tleeghanging now. Since the
emergence of civilization, clothing has been a syindf one's social status, it is

JVERN’ University, Croatia, mirela.holy@vern.hr
" VERN’ University, Croatia, nikolina.borcic@vern.hr
! http://www.nclnet.org/history
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still true today, but with the increase of the ptr@enon of so-called f&sor cheap
fashion, the availability of fashion items and bigwf clothes is no longer solely
the privilege of social elites. At first glancegtie changes may seem positive and
point to the conclusion that we face greater alditg of fashion in the broad
strata of society. Thus, it is possible to concltiu the present increase of fast
fashion indicates democratization of fashion. Unifoately, reality is far from this
idealized image offered by the advocates of conswenenomy and globalization
of the market. The trend of fast fashion impliesputdsive, even unconscious
purchase of cheap clothes, apace wearing of thethes, short lifetime of clothes,
faster disposal and rejection of clothes that isomger on-trend. The price of fast
fashion for consumers is low, but for people whtemfproduce clothes in very
poor conditions, as well for the already pollutedl ampoverished environment
from which resources needed to produce such clatteegapidly spent, this price is
exceptionally high (Cline 2012). Cline claims thiae fast fashion trend initiated by
Zara, and that today globally known fast fashiompanies like H&M, Forever21,
Mango and Topshop just followed Zara. The trendast fashion is nowadays
globally present and many consider it to be in Ifitsen understandable
phenomenon. However, this is a relatively new tregidbally present in the last
twenty, thirty years (Cline 2012). In the same perias opposed to the trend of fast
fashion, the trend of sustainable fashion has alggved. Unfortunately, this
concept is far less known in the today’s globaletgadhan the trend of fast fashion
which is inextricably linked to the phenomenon ohsumerism.

Sustainable fashion is a part of the philosophygesign that seeks to be socially
responsible, different, and primarily aware of #revironment, but aware of the
profession as wéll Sustainability within “means that through the elepment and
use of a thing or a process, there is no harm tipeople or the planet, and that a
thing or process, once put into action, can enhaneevellbeing of people who
interact with it and the environment it has develb@nd used within” (Hethorn
2009, xviii). As synonyms to the tersustainable fashiofn the literature terms
such agreenor eco fashionethical andslow fashionare also used. According to
Sustainable Technology Education Project, eco eemgfashion makes clothes that
“take into account the environment, the health ohsumers and the working
conditions of people in the fashion industry”. Thigans that eco fashion clothes
are “made using organic raw materials, such a®mratown without pesticides
and silk made by worms fed on organic trees; dowblve the use of harmful
chemicals and bleaches to color fabrics; are aftade from recycled and reused

2 the fast production of cheaper versions of clothesduced by fashion houses, often
involving the exploitative use of cheap labor, nhaifor sale at low cost in wealthier
Western nations (https://www.collinsdictionary.ceotimission/13271/fast+fashion )

? http://www.idop.hr/hr/dop-trendovi/dop-u-hrvatskajrziva-moda/
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textiles; are made to last, so that people keem tfar longer; come from fair
trade.” As far as ethical fashion is concerned the follayfeatures are usually
perceived as ethical: “fair trade; employing woneercertain ethnic groups; made
without animal components; no animal testing; dimgapart of the profits to a
charity; made in a developed country; handmade;wapes paid; contributing to
preserve traditions of an ethnic minority; reveglimanufacturing locations and
workforce policies; the product itself rises awa®sn or promotes an ideal or
cause.’ Slow fashion is described similarly. Slow fashiam an expression was
first coined in a 2007 article written by Kate FEletr. She compared the slow
fashion industry with the slow food movement. As 8tow food movement links
pleasure and food with awareness and responsjbiityw fashion similarly
“defends biodiversity” in fashion supply by “oppogithe standardization of taste,
defends the need for consumer information and pt®teultural identities” tied to
fashion® Although some theoreticians find differences betwéhese terms, the
fact is that all terms point out sustainable waysimplementing sustainable
development principles into fashion. Namely, sunsthility is not possible if we do
not consider the environmental, social and econoaspects of the fashion
phenomenon. It can be concluded that all previousgntioned terms fit the
context of a sustainable approach to fashion withler differences or gradations.

Sustainable fashion appeared in the late 80s ty 8@s of the last century when
fashion brands Patagonia and Esprit, concernedtaiheunegative impact of
fashion industry on the environment and human sigifittextile workers in the so-
called Third world countries, initiated the trentl smstainable access to fashion
(Ribeiro Rosa 2016, 11). The situation, unfortulyatieas drastically deteriorated
in the last twenty years so it would be reasonéblexpect that today sustainable
fashion is a widely known and accepted conceptokinfiately, it is not the case.
The excessive rise in apparel production and saanif decrease in clothes prices
have led to an increase in the amount of clotheshaised per capita. This increase
effected a rise in the amount of waste textiles big@omes garbage and thus has a
very negative impact on the environment. In the (B consumption of fashion
(the amount of clothes purchased per capita) isectdy 37% between 2001 and
2005 (Allwood et al. 2006). In Sweden the amountlothes and home textiles
released on the market rose by 40% between the 2680 and 2009 (Carlsson et
al. 2011 in Tojo et al. 2012). The amount of wasiéiles is also an environmental
problem in Croatia. According to the Annual Repufrthe Croatian Environmental
Protection Agency for 2013, almost 4% (3.71%) okexi municipal waste was
waste textile and footwear. Every citizen of Craainnually produces about 12

* https://greenstyle.wordpress.com/2006/07/28/gfashion-definition/
® https://fashionhedge.com/2014/12/29/ethical-snatae-fashion-difference/
® https://fashionhedge.com/what-is-ethical-fashion/
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kilograms of waste textile and footwéaThe reduction of the negative impact of
clothes production on the environment can be aeklidwy establishing a whole
series of sustainable measures. Niinimaki arguasttie environmental impact of
garments can be decreased during: fiber produdiitishing, dyeing and printing
processes; global logistics during manufacturingl aales; the use and the
maintenance of product disposal. Unfortunatelyremirdesign and manufacturing
systems as well as economic models lead to unsastai fashion consumption
(Niinimé&ki 2013, 13). Efficient mass apparel protioic in lower cost countries has
brought to the drastic fall in garment prices. Lpmduct prices lead consumers to
impulse purchases and unsustainable consumpticavioeh overconsumption, a
very short use time of products and premature depof the produc{Niinimaki
2011). The cause of the problem according to mauogtamable fashion
theoreticians is consumerism, overwhelming asjppinatito possess and buy things,
an idea that one’s happiness depends on the cotisang goods and services, or
possession of material goods. Nevertheless, iecessary to emphasize that there
are differences in consumer behavior and, accoldingither consumerism can be
viewed unilaterally. Lofman (1991), Holbrook andrétihman (1982) differentiate
instrumental consumption from experiential consuamptwhich does not serve to
satisfy existential, but hedonistic, "leisure ait#ds, sensory pleasures, daydreams,
esthetic enjoyment, and emotional responses.” Hokand Hirshman emphasize:
“Consumption has begun to be seen as involvingeadst flow of fantasies,
feelings, and fun encompassed by what we call thpériential view." This
experiential perspective is phenomenological initspnd regards consumption as a
primarily subjective state of consciousness withadety of symbolic meanings,
hedonic responses, and esthetic criteria” (1982).1this is precisely the type of
consumers’ behavior that relies on the trend dffeeghion.

Although many theoreticians see the solution to ghablem in the concept of
sustainable fashion, some theoreticians such akih$0g2015) think that the
problem is much deeper than environmental andttizabhegative consequences of
unethical fashion can only be solved by changirgshcial and economic system,
or by abolishing capitalism (Hoskins 2015). All mdieatures of capitalism are
present in the fashion industry: the impetus foofiprand the consequent
exploitation, power deriving from the possessiosadial resources for production
and the very real need to overcome the insecutersyis which we live. Namely,
Hoskins in her boolStitched Up: the Anti-Capitalist Book of Fashioarefully
sorts out various problems associated with thelpnolof hyper-consumerism in
the fashion industry: the concentration of owngrsifithese industries in the hands
of a small capitalist elite; the immorality and centration of ownership of fashion

! http://www.mzoip.hr/hr/ministarstvo/vijesti/otpaetiekstil-i-obuca-sakupljat-ce-se-u-

trgovinama.html
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media; fostering rampant consumerism; exploitatbrthe labor force in the so-
called Third world countries; degradation of thevimmnment; the imposition of
anorexic standards of feminine beauty; and racisnthé fashion industry. She
considers that the answer to all these problemsoisin the reformation of the
fashion industry in the direction of sustainabilibut in the revolution, the change
of the capitalist system itself. Hoskins claimstttiee whole fashion industry, high
end, as well as fast fashion, is a very powerfud aighly influential business,
dominated by billionaires who are using consumensgaknesses such as
uncertainty and self-dissatisfaction for the imposi of an illusion that happiness
is easily accessible through the purchase of ctothibe fashion industry uses
clothing advertisements as an instrument that drisensumers to escape from
reality, in advertising they create the perceptibat wearing these clothes will
transfer them into a life of wealth and luxury thabst people want. Very
important question in maintaining the influence gdver of the fashion industry
is control over information. The control of infortiem enables manipulation of
consumers therefore, the question of media soursesnportant - who is
authorized to speak or say something about soe&ite, how it is implemented
and who approves it. The question is whose voicesvéews are structured and
shaped by the news discourse (Cottle 2009, 5).kiH®sclaims that the main
purpose of fashion media is to serve as a commiimic#ool to the rest of the
industry, that media have a major influence in heteing what is fashion, and that
studies show a direct link between advertising exausion of certain issues from
the journals (2015, 33-37).

Western professional and scientific literafustaborates this topic well, but in
Croatian professional and scientific literatureigt poorly explored and even
represented. Specifically, in 2015 in Croatia andfation of the previously
mentioned book of Tansy Hoskins was published.hia beginning of 2017 a
scientific paper named "About the controversiesareging ethical consumption
from social debris" written by the group of autheras published: Ivana Brstilo,
Ines Kredt and Karla Vékovi¢. This article explores the problem of ethical
controversies associated with the fashion indudthese works are the only two
scientific or professional papers on the subjecsustainable or ethical aspects of
the fashion industry that have been published iwa@a. The existence of
professional and scientific literature and the empéntation of research on this
topic are the key to informing the targeted puldicch as fashion designers.
Consequently, the topic of this research is suabtdén fashion in Croatia. The
problems of research were: (1) the low represemtati the topic of sustainable

8 A whole range of books, as well as professional scientific articles on the topic of
sustainable fashion have been published. Namelgnv@oogle scholar is researched with
entry sustainable fashion, almost a million links found as a result.
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fashion in Croatian newspapers with national coyeraand (2) the lack of
information regarding concept of sustainable fashé&mnongst Croatian fashion
designers. The objectives of this paper were: ¢l)nvestigate to what extent
articles regarding sustainable fashion were repteddn the electronic editions of
Croatian daily newspapers with national coveragel &ow this topic was
elaborated; (2) to examine whether Croatian fasasigners are familiar with the
concept of sustainable fashion, what they thinkualtiwis concept, and (3) whether
media coverage of this subject affects their at&tu Initial hypotheses were: (1)
Croatian media publish texts on sustainable fastaansmall extent; (2) Texts are
not published in serious sections (the economyotitigs), but superficially in life
style sections; (3) Croatian designers are not a&juainted with the concept of
sustainable fashion, and those who are have reducedoncept to the usage of
organic materials; and (4) the media processingisftopic affects the (dis)interest
of designers, because no necessary public preissunposed on designers.

Jorge Majfud (2009), a Uruguayan writer, in hisickt “The Pandemic of
Consumerism” warned that in today’'s society dewelept is confused with
consumerism, and he concludes that "trying to redexvironmental pollution
without reducing consumerism is like combating dimadficking without reducing
drug addiction" (2009, 87). Inspired by this Majithought, the idea behind this
article is to draw attention of the targeted pulgiémarily fashion designers, to the
phenomenon of sustainable fashion because theyiraréhe first line of
implementation of the necessary changes that timeept can bring about. The
struggle with consumers’ fashion addiction begiiith them.

2. METHODOLOGY

Quantitative and qualitative methods were usedhi& tesearch. Specifically,
guantitative content analysis of selected Croatdectronic media regarding
sustainable fashion and qualitative method of aenaguestion questionnaire was
applied to explore the views of Croatian desigmegarding sustainable fashion.
Media content research was conducted on the efdctrextensions of daily
newspapers with national coveraghutérnji list, Slobodna Dalmacija, ernji
list, 24 sata, Novi ligt The reason why precisely these media were ilgagst lies

in their general informative character and natiosighificance. This allowed a
comparison between the context and importance &brriation regarding
sustainable fashion. In the analysis of the metia following aspects were
researched: (1) the number of articles in eachigatiyn, (2) the length of the
texts, (3) the authors of the texts, (4) the preseof key words (5) the value
orientation of articles regarding the topic of sirshble fashion, (6) the media
context of the articles (the sections in which theyre published) and the manner
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in which the topic was processed and (7) the prethotalues. The research
covered the period from January 2009 to April 20Iffe aim was to investigate
the media presence of sustainable fashion in gdan-period, however, in the
period before January 2009 articles that contaitteal following keywords:

sustainable fashion, eco fashion, green fashiay $hshion, circular fashion, or
ethical fashion were not found. Research regardhmy attitudes of fashion
designers about sustainable fashion was carrietyotlte qualitative method of an
open question questionnaire in the period from t8tl24th October 2017. The
research included members of the Croatian Desigisarsiety (HDD) and the
Croatian Association of Applied Artists ULUPUH (UIRWH). Four examined
designers are members of both societies. All exathiohesigners make a living in
fashion and are recognized in Croatia as artists.

3. RESULTS WITH DISCUSSION

Following keywords were found in the analyzed datc

1. sustainable fashion; slow fashion; circular fashieno fashion; ethical

fashion

circular economy; ethical production; consumeribgper production

sustainable materials; recycled clothes; recyctdggster; organic silk and

cotton; new fabrics; plastic bags; redesigned elathatural cotton

4. environmental protection; eco-friendly

5. responsible behavior; fair business; fair trade;o ephilosophy;
humanitarian fashion show.

wnN

The first group of words refers to the name ofdbacept; the second one is linked
to the context of economy; the third group refessthe type of fabrics and

materials for production of clothes; in the foumhoup words related to the

environment were detected; and the last groupnked with the ethical context.

The presence of these keywords may, at first glanaoggest a more serious,
professional and profound approach to the subjecustainable fashion from a
variety of points of view. Unfortunately, the prase of these complex keywords
is the result of an analysis of four articles réipor on a political party campaign

by which the concept of circular economy in fashicas promoted.
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Table 1: Number of articles in each media / periodh which articles were published

Media / Owner Number of articles Dates of issuePeriod
Jutarnji list / Gloria 6 total 03.07.2015

(supplement of Jutarnji list) | 2 Jutarnji list 13.04.2016

4 Gloria 10.05.2016

HANZA media /fex EPH 29.11.2016

21.02.2017

07.04.2017

July 2015 - April 2017
Slobodna Dalmacija 6 total 27.11.2012

03.07.2015

HANZA media /ex EPH 04.08.2015

18.03.2016

14.06.2016

29.11.2016

November 2012 - November 2016
Vecern;ji list / DIVA 9 total 08.01.2009

(supplement of V&erniji list) 6 Veserniji list 01.09.2010.

3 Diva 18.08.2012

Styria 09.01.2014

22.05.2014

07.06.2015

22.07.2016

04.09.2016

07.02.2017

January 2009 - February 2017.
24 sata / Miss 7 (supplement| 6 total 10.05.2012

of 24 sata) 6 Miss7 22.01.2013

18.09.2012

Styria 16.03.2016

02.03.2017

22.04.2017

May 2012 - April 2017
Novi list 4 total 24.01.2014

05.07.2015

J&T fond 17.05.2016

05.11.2016

January 2014 - November 2016
TOTAL: 31 January 2009 - April 2017

Source:own research, October 2017

In Table 1. is the list of analyzed media, the namiif articles published in each
media, and the period in which the articles werbliphed. The total humber of
analyzed articles is 31, the oldest article waslipwed in January 2009, and the
newest one in April this year. The largest humbkermicles was published in
Vecerniji list, nine of them, and the smallest numbeNavi list, four of themMNovi
list is the only surveyed daily newspaper that is watex by media corporations
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Styria or Hanza Media. The search of articles warsedthrough Google platform

and typing keyword variations (sustainable fashigreen fashion, eco fashion,
slow fashion, circular fashion) plus the name & thedia. Given the fact that

research covered a large period it can be concltliBtdpublication of 31 articles

on this topic points to a lack of interest of thedia on the topic of sustainable
fashion. From the previous table it is also appatiesit the owners of four out of
five researched media are two corporations: Stgrid Hanza Media. This fact

points to a conclusion that the concentration otlimgower in Croatia is in the

hands of a small number of owners. A small numtbevwmers over media allows
the easiest control over information.

Table 2: Length of articles in number of words andauthors

Media / Owner

Length of the texts in words

Authorsof the texts

Jutarnji list / Gloria

HANZA media /ex

EPH

399, 572, 371, 176, 294, 203

Total: 2015
Average: 336

Hina; Jutarniji.hr; Gloria.hr;
Nikolina Krznar; Tina Kovaiéek;
Nikolina Krznar;

Slobodna Dalmacija

HANZA media /ex

EPH

357, 357, 299, 391, 710, 230

Total: 2344
Average: 391

PSD; PSD; PSD; HINA; Nevena
Bani; PSD

Vecernji list / DIVA

Styria

184, 715, 186, 168, 220, 393,

854, 241, 380
Total: 3341
Average: 371

Ana Skiljic Ravengak; BoZena
Matijevi¢; Ana Skilji¢ Ravengak;
aka/VLM; Tonkica Zl&ki; DIVA;
PROMO

24 sata / Miss 7

201, 378, 342, 697, 323, 711

Anamaria Butkow; Monika

Total: 2652 Samadieva; Promo; Mija
Styria Average: 442 Dropulji¢; Mija Dropulji¢; Mija
Dropulji¢
Novi list 409, 147, 511, 450 Andrej Petrak; Portal Novilist.hr;
Total: 1517 Ivana Kocijan;
J&T fond Average: 379
Total: 11869 3 articles Mija Dropulj

Average: 383

2 articles Ana Skilji Ravensak

2 articles Nikolina Krznar

1 article: Tina Kovaié¢ek; Nevena
Bani¢; BoZzena Matije\d; Tonkica
Zlacki; Anamaria Butkow;
Monika Samatieva; Andrej Petrak;
Ivana Kocijan

Many advertorials / promo articles

Source:own research October 2017

It is obvious from Table 2. that articles were ofadl format. Namely, the average
number of words in an article was 383, which idighfly larger number than a
summary of an expert or scientific abstract. Thdidates the superficial and
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promotional character of the analyzed articlesaddition, many articles were not
signed and that indicates the promotional oriemtaf articles. As far as the
authorship of articles is concerned, the table shthat a total of 16 articles are
unsigned, which indicates a PR origin of thesestégburces of information are
promoted brands). As for the other 15 articlesgeeéharticles are signed by Mija
Dropulji¢, 24 satalifestyle journalist. Ana Skili Ravengak and Nikolina Krznar,
who each signed two articles, are also lifestylerjalists. The authorship of
articles therefore suggests that the topic of suwede fashion in Croatian media
over the past ten years has not been processedeg®@omic or political topic, but
dominantly as a lifestyle topic intended for fundakeisure rather than for
information and education.

The value orientation of articles regarding theidagf sustainable fashion, media
context of the articles (the sections in which theyre published) and the manner
in which the topic was processed and the valupsoinotes were also researched
in the content analysis of media. It was found thag articles were neutral, and
the rest of the articles (26 of them) were positisevard sustainable fashion.
Majority of articles were published in lifestylecsiens (24 of them). One article
was published in the politics section, one in besssection, one in Zagreb and
one in Rijeka section. Three articles were pubdtisimecurrent topics. The manner
in which the topic of sustainable fashion is preeeswas dominantly simple and
superficial, it served as a promotional decorabrseveral designers or fashion
industries. As far as the content of the artickesancerned, the majority of articles
promote sustainable collections of brands H&M (@ango (1), UNAESTHETIK
(2), Loreta Gudelj Loré (1), Brokula & Z (2), Manti Zelenika - Druid (1), lvana
Omazt - 10 (2), SaSa Maksimiljano¥i- Maks (1), Kristina Burja - Krie (1),
ROLLTEE (1). Four articles report on the ORaH’s,geeen political party,
campaign that promoted circular economy and theegtof sustainable fashion in
2015. One article deals with a humanitarian fashétwow featuring recycled
clothing items; one praises a sustainable fashigle sf celebrity actress Emma
Watson; one reports that the world's most famoasdof jeans Levi's turns to
sustainable fashion, one reports on eco-fashiadew York Fashion Week; one
reports on sustainable boots made of recycledi@laste informs about the slow
fashion movement; one writes about a sustainalsleida show organized by the
dm trade chain; and one informs about the sustinpérspective of Croatian
fashion festivals. As a rule, articles did not pdev information about the
sustainable fashion concept. Many articles lookoalnridentical although they
were published in different media. This indicatest tsources of these articles were
the same, or, to be precise, that sources weréofasinands themselves (Mango,
H&M, 10 - lvana Omaai, Brokula & Z etc.). Only two articles were noutitrated
with photographs. The total of 207 photos appeandthe remaining 29 articles,
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which leads to an average number of seven photosagiele. Photos are not
evenly distributed in the analyzed articles, so anicle is illustrated with 18
photos in the gallery, and seven articles have amg photo. Regarding the
content of photography, photos of branded clothesavioy models or well-known
women dominate. From the above presented anatysénibe concluded that the
disclosure of this information is not informationfar the public regarding the
concept of sustainable fashion, but as a "greeofhptional tool of brands, some
of which are globally known as unsustainable. Iis thense, such promotional
contents can be considered as “greenwash”.

Eight designers from the Croatian Design Assoama{idDD) and the Croatian
Association of Applied Artists (ULUPUH) participaten the qualitative part of
research: Anamarija BrkiVisnji¢, Paulina Pustahija Penzar, NataSa JIel&iaSa
Cimbur, Jadranka Hlupi Dujmust, Vedrana Mastela, Davor Klériand Luka
Grubisk.

Designers responded to an open question questientizat consisted of four
groups of questions. The answers of interviewedydess according to the group
of questions are presented below.

Ad 1) Are you familiar with the concept of sustditeafashion? If so, how did you
get acquainted with this concept?

All respondents are familiar with the concept batrses of information were
different. They vary from foreign newspaper arsckend professional literature,
documentaries, online sources of material supplien®ign clients looking for
information about where the fabric was manufactuvwdtb made it and under what
conditions, and who made their clothes. Respondal#s mentioned fashion
exhibitions and competitions, PARSONS Universityonfr New York and
ULUPUH exhibitions named "Redizajn", "Zeleno", dwkit eco™.

Ad 2) Is your attitude to sustainable fashion pesjtneutral or negative? Do you
consider sustainability principles to be importéortthe future of fashion? Is this
concept present in today's Croatian fashion ant psssible to compare it with
world’s practices?

The attitudes of Croatian fashion designers abblmitbncept of sustainable fashion
is predominantly positive. The overriding considierais that this concept is more
and more present in the world, but in Croatia istil in its infancy and is not

° "Redesign", "Green", and "Art eco"
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sufficiently represented and known. In Croatiaytkenphasize, fashion design is
undeveloped and fashion designers do not eventhavability to tackle the topic
of sustainable fashion. Respondents are a littlsKaptical regarding the concept
because the fashion industry is strongly influendsd various lobbies and
sometimes incredibly low prices. Fashion is strgngifluenced by the law of
supply and demand. The problem is, they think, Wetll want to pay less and in
return get more value, but we avoid asking oursellew it is possible that
something has such a low price. Sustainable faskigushed to the background
because people are only interested in getting nfaster and cheaper. But, they
also emphasize, influential individuals, especiédighion designers, might have an
important positive impact on the future of fashiand direct it towards a
sustainable direction, especially towards the derein clothes consumption.
Fashion designers could thus contribute to theadlvenprovement, which is the
key to the future not only of fashion, but of theerall state of affairs.

Ad 3) Have you used the principles of sustainaklgh in your work so far? If so,
in what way was it manifested? Do you plan to agpby principles of sustainable
design in the future?

The answers to this group of questions were quitéed: some respondents have
designed collections that conform to the principlecircular fashion; some apply
sustainability principles when cutting and applyazevaste concept; some use
natural/ organic fabrics; some use and redesigtagenclothes; some collect and
use waste materials in their creations etc. On@uesin her circular collection
named "In the end is the beginning" used the resnafrmaterials from previous
collections and pieces of vintage material andileextaste. She also applied the
principles of sustainability in cutting (zero wastencept). The other designer
points out that her "fashion expression” has loagnbbased on the use of natural
materials (cotton, linen, etc.) and redesignedageatclothes. She wrote a master
thesis on "smart" clothing that is based on a ceispl new type of waste material,
and also deals with 3D clothing. The third respangm®ints out that the traditional
craftsmanship of her lingerie line is somewhat Hase sustainable principles. She
also explained that in her opinion all materialsl, oejected items can be used to
create fashion accessories. The fourth respondpptiea the principles of
sustainable design by purchasing recycled matdnisishe also takes care of the
employees / community and has a responsible rakdttip with the waste material.
The fifth respondent has not applied the principdésustainable design in her
work so far, but she would like to apply them besmashe is an environmentally
conscious person, and as a designer, it would tdeabenge to re-use materials.
The sixth respondent uses sustainable textile,iep@lero waste principles in
tailoring and recycles waste material. The sevampondent always prefers
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natural materials (silk and cotton), preferablyaorg, which unfortunately cannot
be bought in Croatia. The last respondent useslesign approach in his work,
and it is manifested in different ways, dependimgtioe purpose of the garment
item. Finally, all interviewed designers plan tgbpthe principles of sustainable
design in their future work.

Ad 4) What is the cultural and social perceptionsabtainable fashion in your
circle? Are designers more familiar with this cqoicghan non-designers? Do you
think that greater presence of these topics innteelia could contribute to the
promotion of this topic to the wider public and hoan it be done?

The majority of respondents believe that thereoisnajor difference in awareness
between designers and non-designers. Designenglbas the society as a whole,
are not sufficiently familiar with the concept ofistainable fashion, but also
sustainable development as a whole. Respondernisnadsthat the majority of

Croatian designers primarily follow the world faghj but are limited by the

money they need to pay for fabrics. In Croatiaahare only a few avant-garde
designers who could be said to consume eco desigd, unfortunately, the

situation is similar in the world as well. Thereadot of buzz about sustainable
fashion in the world, but little is done and evesd consumed. All respondents
believe that greater presence of these topics idianeould contribute to the

promotion of the concept. They suggested the foliguwmethods and ways: (1)

showing (promoting) good examples from Croatia Hreworld, (2) education of

the public through public campaigns, (3) promotafneco design, (4) usage of
well-known people to promote the concept, (5) snatae fashion exhibitions, (6)

education regarding sustainability from kindergayi@) study programs regarding
sustainable fashion at universities, (8) statenfiivag projects that go in the

direction of the sustainable fashion and the future

4. CONCLUSION

The research has shown that two initial hypothesesiccurate and two are not. It
has been confirmed that Croatian media publistigkis on sustainable fashion to
a small extent, as well as that these articlenateublished in serious columns,
but superficially in lifestyle sections. Althoughet majority of analyzed media do
not provide information regarding the number ofwsdeof an article, it is
interesting that the number of views seen onMa&ernji list pages indicates that
this content is not massively viewed. Specificalhe maximum number of views
per article inVecernii list is less than 2800 views. This information, unfoetiely,
demotivates the media from publishing such confEné hypothesis that Croatian
designers are not well acquainted with the conoépustainable fashion has been
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confuted. It has also been confuted that thosearb@cquainted with the concept,
reduce it to the usage of organic materials. Adogrdo the above mentioned it
can be concluded that media processing of thi€ tdpésn’t affect the (dis)interest
of designers because they collect their informaffom foreign media resources,
as well as from foreign expert and scientific kiteire. Given the fact that research
has not confirmed the initial hypothesis about ihituence of mass media on
information, and thus the creation of designesivgi on the concept of sustainable
fashion, it can be concluded that this researchircos the growing influence of
digital media such as social networks on publioimfation, or at least on some
targeted publics. However, mass media continueldag an extremely important
role in informing and thus in creating public attles, so it is impossible to expect
that larger sections of the public will become fifemni with the concept of
sustainable fashion if the media does not informuabt in the future to a far
greater extent than so far. The decision on whethstainable fashion will become
a media topic depends on a variety of factorsiritexest of the media owners, the
interest of advertisers, the interest of politietites, the interest of big fashion
“players”, but also on the public’s interest. Ietpublic will demand such content,
then sustainable fashion will enter the media agdretause the public consumes
the media. Otherwise, sustainable fashion will g to remain a beautiful idea
that is often used as a greenwash tool for largeedal industries. Given the fact
that the taste of the audience is created withhible of media, or often with
publication of certain information in the mediac&n be concluded that the current
situation regarding the media promotion of sustamafashion in Croatia
resembles a vicious circle.

This research has confirmed the need for morelddtarocessing of this topic in
Croatian media, but also in professional and sifietiterature, as well as for far
more thorough exploration of designers' attitudess important to note that the
membership in these two associations is relatilislited and that there is a great
possibility that non-member designers are far las@re of the concept of
sustainable fashion than those who were interviewéarefore, it is planned to
continue the cooperation with these two associatiand carry out a far more
detailed exploration of the perception of this egsicamong designers, as well as
to organize international scientific conferencesastainable fashion in Croatia.
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Abstract: In contrast to the neo-liberal ideology which daates much of
modern economic discourse, virtue ethics embramesame set of morality
for both private and public sphere. In this paper argue that virtue ethics
need nevertheless not at all be in clash with copterary economic theory.
Linking the preferences represented by utility fioms in neoclassical
economics and the system of values which inspiresi tcan in our view
align economic thinking with broader social thinginUsing this novel

approach, we demonstrate that many economic anlseoblems can be
solved so as to arrive at efficient outcomes anuigher expected level of
utility compared to a case with separate public gmivate moralities. For

addressing the problems characteristic of smallropeonomies, our virtue-
ethics perspective on economics supports some mgoegrt intervention as
well as cooperation and solidarity between socgeiiea similar situation.

Keywords: virtue ethics, neoclassical economics, markeicieficy, small
open economies

1. INTRODUCTION

A defining characteristic of neo-liberal politiddieology is a sharp divide between
private and public morality (e.g. Gray, 1995). Thisvide is the dominant
determinant of the concept of human flourishingn@oliberalism. In this work we
argue that such a divide is deeply controversiainfithe point of view of virtue
ethics which we promote in this text. For instarwekat a public official does in his
private life is also important for his job, nottime least because of the example that
he sets to his fellow citizens. We demonstrate thatead many phenomena
important for human flourishing cross the bordemieen private and public. From
the point of view of virtue-ethics, such phenomema therefore also subject to
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moral regulation. For this reason, the virtue-ethgerspective on economics which
we develop in this paper also crosses the bordemlea public and private.

Moreover, we argue that our virtue-ethics perspeadn economics need not at all
be in clash with the contemporary economic thebryontrast, we show that it is
possible to join the lens of virtues-ethics witk tbolkit of neoclassical economics,
the dominant set of economic theories studied etwbrld’s leading universities.
Using our innovative method, we argue that a nudgtof contemporary problems
of the economy and the society can be seen asdsaitf the markets to themselves
lead to efficient outcomes. In particular, we engiba that efficiency of any
allocation of goods or of output is a category whian be evaluated only subject
to certain set of preferences, while the choiceth® set of preferences is
determined by a desired system of values. It iscthxahis link between the
preferences represented by utility functions in aessical economics and the
system of values which inspires them can in ouwvaéign economic thinking with
broader social thinking. Note further that opting & certain system of values will
simultaneously determine which outcomes can beidered market failures. Once
identified, these failures could then be addresssihg the standard policy
prescriptions of neoclassical economics that inreabome form of government
intervention.

We would like to emphasize that various systemwadties, and not only that
inspired by virtue-ethics, could in principle beedsto determine the preferences
represented by a certain utility function. But, weyue that values inspired by
virtue-ethics could lead to superior outcomes inmg of social wellbeing
compared to values inspired by liberal ethics. Thisecause using the same set of
morality for both private and public sphere, a idiishing characteristic of
virtue-ethics compared to liberal ethics, allows #iite to serve as the role model
for the society. Moreover, it allows the elite wse the society’s happiness by
creating cohesive value communities around a cliyeflnosen set of values.

We finally argue that reconciling economic thinkigh broader social thinking is
important for the social wellbeing and the sustaility of economic growth,
particularly in small open economies. From amongumber of reasons for this,
we emphasize two. Firstly, small markets are mdeelyl to experience market
failures as a consequence of market power of anfigyhty firms. While this is a
typical market failure, the ideological bias of tedite of a recently opened
economy would have a tendency to overlook it omejstify it. Secondly, the
sudden change to an open economy, undoubtedly ib@hah many respects,
could also endanger the positive aspects of ndtlmmsness culture and culture in
general. In such an environment, our virtue-etlpiesspective on economics can
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support some government intervention with the afneasrecting market failures
and so preserving the economic wellbeing, natiootlre, and sovereignty; it can
also support cooperation and solidarity betweeieties in a similar situation.

The rest of this chapter is structured as followse following subchapter
introduces the concept of virtue ethics and congpdine main implications of
virtue ethics with those of liberal ethics when Igmimg the problems of the
contemporary society and economy. The third subdehaxplains the importance
of the concept of efficiency for social wellbeingdaits dependence on the chosen
system of values. The fourth subchapter arguesothtatg for a system of values
inspired by virtue ethics can lead to higher soevallbeing than choosing an
ethical system which stands for a distinction betwpublic and private moralities.
The fifth subchapter illustrates how aligning ecmimthinking and broader social
thinking can be particularly beneficial for smafiem economies. The final chapter
concludes.

2. THE CONCEPT OF VIRTUE ETHICS AND ITS VALUE COMPA RED
TO THAT OF OTHER CONTEMPORARY SYSTEMS OF ETHICS

Virtue ethics differs from the other methods oh#ting about ethical issues in that
it posits certain substantive values as guidingeda by which to make moral
evaluations, and embeds those values in a pamisidéon of desirable moral
character of a person. Thus virtue ethics is ablavbid many of the pitfalls of
more formal and impersonal views of ethics, suchpase deontic ethics,
consequentialist ethics, or developmental ethicer Example, deontic (or
deontological) ethics insists that the moral valfe actions (or choices) is
determined by the consistency of those choices wéltain universal moral
principles, regardless of the practical value @ thoices in real life (e.g. always
act so that you may wish that under similar condgi everybody else would
choose the same course of action). This meantieais justified in making moral
choices in accordance with one's conscience, aid efitails that one would
consistently be able to desire for everybody edsthink in the same way and act
similarly in similar situations. However, the prebi with deontic ethics is that in
reality people tend to value universal moral pmptes differently. Thus, for
example, if my universal moral principle is to al@aprotect the vulnerable, no
matter what the cost, | would naturally be ablelésire that everybody else makes
their relevant choices based on the same prindigleever, by acting consistently
with this principle, | am likely to offend the mdrsense of those whose primary,
universal moral principle is that of everybody'ghti to their own property,
because, if, for instance, | am a public offic@iptecting the most vulnerable will
likely mean arranging a redistribution of incomesiciety which will favor those
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who would otherwise fall through the social systend be helpless. This is only
possible at the cost of those who have done weliérsame system, and my desire
that everybody acts as a socialist might causetautie rifts, even social or
political instability, if it collides with sufficiatly many others who hold different
principles particularly dear. In acting against theerests of those who wish to
hold on to their rightfully gained wealth, | actrfetly clearly deontologically: my
adherence to the deontic principle of always dsgisthe most vulnerable is
sincere, and if | were wealthy, | would genuinebsile to be taxed additionally,
however this does not necessarily solve the proldethe practical consequences
of my choices for society.

The opposite moral methodology is the so-callech$eguentialist ethics”, which
postulates that a moral action is justified if amdy if in the sum of its foreseeable
consequences it increases the well-being (or rigittsatisfaction of interests, or
however else general satisfaction might be defireddnost stakeholders in the
decision. In the above example, this would meanithanaking a decision on the
level of taxation and the consequent redistributbmealth, | must consider how
many people would benefit from my decisions and/at extent, and then choose
that course of action which enhances the well-g8nef most. This may mean
acting in the same way as the benevolent deonttlafiove, if there are so many
of those who are vulnerable who would be helpedstsuitially at the relatively
moderate cost to the few of those who are welllait,it also may mean letting the
vulnerable fail utterly and reduce taxation for thealthiest. The outcome is the
result of a calculation, not of adhering to a ursgead moral principle.

Virtue ethics is capable of avoiding both of thgs#alls of deontology and
conseguentialism, because it assumes that in &uydart community there are
certain character traits in people which are gdlyedasirable, and individuals with
these traits should be trusted to make the mosteptuand morally acceptable
decisions. Virtue ethics thus posits standards kvham exemplary moral
personality should fulfil, and the actions are jeddargely based on what such an
exemplary person might have chosen to do. Tracestak-ethics-based thinking
are present in the manner in which many legal naanesdefined in the English
law. These formulations involve characterizationshs as “what a reasonable
person might expect in the given circumstanceshdia prudent person would be
expected to choose”, etc. In adjudicating individuactions, the courts thus
deliberate, among other criteria, whether and tatwdxtent the choices of the
person were what an essentially upstanding indalidusociety might chose to do
or not. The described way of thinking about the &lows the courts to moralize:
they make their decisions not only based on therlef the law, but also on moral
evaluations which they explicitly or implicitly asige to particular individuals.
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This type of practice is essential for the maintesaof standards of social decency
and an accepted vision of virtue; contrariwise, finactice of many European
continental courts, which tend to be guided litgral the law, and even explicitly
distance themselves from any kind of “moral, as asgpl to strictly legal”
reasoning, is potentially deeply destructive foblpumorality. The law by itself,
ideally, should stem from basic moral intuitionsdatihe ideal of virtue in a
community; however there is no guarantee that tetipe law will necessarily
reflect public morality, and in such cases an prietative, creative role of the
courts is absolutely essential to preserve thednigtandard (morality) from being
actually undermined by the lower standard (theitaelf). Judging the personality,
in aspects both directly relevant and not direpthgvant to the issue that is being
adjudicated is fundamental here. For example, tiereason to believe that an
exemplary community member who embodies many ofcthramunity’s virtues
ought to be treated considerably more leniently dofegal transgression than
someone who is known to show disregard for publioraiity. This is a
controversial issue, and one that one of us hantlgcaddressed at more length
(Fati¢, 2016: 201-226).

This very aspect of virtue ethics brings us clasthe mentioned discussion of the
public and private. The liberal ideology and iteliteeral incarnation insist that the
preservation of individual liberty is predicatedonpa strong separation of the
private from the public, or of private life from Iplic life. This is thought to
prevent the “infringement” of the state and socigppn matters deemed entirely
within the sovereignty of a free individual in antlecratic society. Such a view is
essentially incompatible with virtue ethics, simplyecause virtue cannot
necessarily be separated into private and pubftoes. A person is judged to be
upstanding based on one’s life and one’s choiceth private and public. Thus,
someone who might act impeccably as a public senan regularly cheats on
one’s spouse, drinks and is seen in disreputablapany would hardly be
considered a virtuous individual by most acceptediad standards. Yet, in a
neoliberal context, it would be morally unacceptatol factor the person’s personal
immorality into their evaluation as a public servalo take an extreme example,
as long as one sticks to the neoliberal conceptrigfcy, this would mean that a
police officer who is neither corrupt, nor deviahtring office hours, but is known
to commit adultery, gamble, use legal drugs andaate with the town'’s ruffians,
would not be able to be considered less morallfofitthe job than another police
officer who acts the same at work, but has nonthefenumerated problematic
habits in her private life. Such a conclusion, whiliberally” correct, would
certainly be counterintuitive. Virtue ethics doest mecognize a sharp divide
between the private and the public, although daisable of acknowledging various
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degrees of relevance of private life in the judgtmeiha person in their public
capacity.

One patrticular type of virtue ethics which is esplge relevant to our argument
here is sentimentalist ethics (Slote, 2010). Istinijuishing feature from the other
virtue ethics is that it insists on the possessiba particular quality in virtuous

individuals, namely the propensity for and highanebfor empathy. Sentimentalist
ethics is thus an ethics which sees empatheticopergand, by extension,
empathetic public policy) as virtuous in itself.ighthen, gives rise to an array of
other virtues that are called for, namely loya#tgiidarity, trust, dependability, etc.

Sentimentalist ethics has special repercussionthéoidea of an efficient economic
system which would also be just, because it presgmbntrasted alternative to the
neo-liberal thinking. While the main idea of neeliblism is that the best way to
contribute to human wellbeing is to promote fred¢repreneurship (perhaps the
most accurate definition of neoliberalism, whichofien used as a fuzzy and
mainly negative characterization) (Harvey, 2005:s2ntimentalism is close to the
concept of care ethics, where the duty of careénss paramount to the work of
public institutions and the state as a whole. Tdugy, then, extends to the
economic system, as well. Care ethics requiressifstem, whether it is the
economy, the military, or the social service, ttuatty care for the wellbeing of
the citizens not in terms of their relative posisovis-a-vis one another (e.g. as in
ensuring “fair competition”), but factually, howtsdied and stable they are in their
lives in all aspects that depend on a particulatesy. This would mean that the
moral justification of an economic system dependsvbether the main economic
institutions can actually demonstrate that thesiens they have taken have arisen
from genuinely caring and trying to assist thoseeerd in society, as well as from
trying to keep those who are well-off from failimggnificantly. Such arguments
would have to go considerably beyond statistics aratdemic discussions about
particular ideologies, and would likely involve exples and references to specific
substantive values which the economic institutidreere sought to uphold.
Developing such an economic ethics which would bsed on care ethics as a
variant of moral sentimentalism is our work in pesg.

One promising avenue of pursuing a theory of econatiics would be based on
the role trust plays in maximizing the efficiendyexonomic and, indeed, of most
transactions in society overall, and how virtues iaculcated in the possibility of
trust. On the one hand, trust arises either frostititional assurances (in which
case a certain “virtuousness” or “trustworthinesisihstitutions is presupposed), or
from a moralistic belief that people ought to hested until they prove otherwise.
Eric Uslaner labels the first type of trust “stigitetrust” and the second type
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“moralistic trust” (Uslaner, 2002: 14-50). Once @oellated, trust in society leads
to the development of a number of other virtueshsas civility (Seligman, 2010:

62—-74) and facilitates what Seligman calls “gerieedl exchange”, namely
transactions in society on all levels and at anfare efficient rate. Trust is thus a
prime form of social capital (Seligman, 2010: 75810

Finally, it may be useful to point it out here thegntimentalist ethics shows
methodological advantages over other methodolagfiethical thinking, in that it
is capable of reconciling and uniting both deorgatal and consequentialist
ethics. Empathy, or, by our lights, care, is a dalogical principle: recall that in
sentimentalism actions are judged as morally jiestibr unjustified depending on
their conformity with the duty of empathy or car&t the same time,
sentimentalism is a consequentialist method otattihinking, because it seeks to
achieve a state of affairs in which the overall antcof empathy, solidarity, trust
etc. is maximized. Finally, of course, sentimestaliis a virtue ethics, because it
posits an empathetic or caring character as spcetlemplary. This allows
sentimentalist virtue ethics to serve an inclusieie which makes it particularly
suitable for developing an economic ethics and idgalith the concept of
efficiency.

3. ECONOMIC EFFICIENCY AND SYSTEM OF VALUES

Neoclassical economics represents the body of esiertheory which the leading
centers for education and research in economiasndréhe world uphold as the
contemporary standafdCentral to it is the idea of a perfectly competiti
economy in equilibrium (Pearce, 1999: 301). Imputita the competitive
equilibrium of an economy is characterized by eooicoefficiency: in exchange
(Pareto efficiency), markets for production inp(technical efficiency), as well as
output markets (output efficiency) (Pindyck, Ruleidf 2001: 574, 590-9%).
Efficiency is important because a lack of it metna, by rearranging the available
resources, it would be possible to increase at le@meone’s wellbeing without
decreasing the wellbeing of anyone else. For #dsan, inefficient outcomes are
necessarily suboptimal for a society that carefeast to some extent, for each of
its individuals.

' In the subfield of macroeconomics, neoclassicabnemics is complemented by
neoclassical synthesis (Pearce, 1999: 302).

2 That competitive equilibria are economically dffiat is stated by the first fundamental
theorem of welfare economics.
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The goal of an economic system ought to be howegtpnly efficiency but also
justice. While an inefficient outcome appears ngaely unjust — since correcting
the inefficiency would make at least someone bettewithout hurting anyone —
an efficient outcome need not be just. For instaifi@me person is in possession of
all the goods in an economy, while the others afendhis may also be efficient; in
case the rich person feels no compassion for otheds she is not willing to
voluntarily share some of her goods with them,ahly way to make others better
off would be to make her worse off. Striving towsnjdstice, societies therefore
frequently engage in some form of redistributionimfome, goods, or property,
where the optimal form and the extent of redistidou depends on the system of
values held by the society, or at least its depisi@king elite. Nevertheless, if
redistribution were to disturb an efficient outcommed lead to an inefficient one,
one problem would simply be substituted by anotherckily, in competitive
markets, trades following any redistribution wou&hd to an outcome which
would also be efficient and could be more just ttrenoriginal oné.

For an efficient outcome to be achieved, both piaoand following redistribution,
we therefore depend on markets being competitivet tBe requirements for
competition do not always hold. In these casesage fmarket failures which are
traditionally considered to take the forms of margewer, externalities, public
goods, and incomplete information (Pindyck, Rudohf@001: 591-92). Luckily,
economic theory has already devised remedies, wipbally involve some form
of government intervention, for each of these typésmarket failures. When
applied, these remedies could move markets backontpetitiveness and lead to
efficient outcomes. While a system of values standble focus of discussions on
the desired form of redistribution, we argue thashould also be taken into
account when answering whether outcomes are efficied whether markets are
competitive. This is because both allocative antputuefficiency can only be
evaluated subject to a utility function which reggets a certain set of preferences
(Mas-Colell, Whinston, Green, 1995: 175), the lalteing inspired by a system of
values. We therefore argue that economic thinkind broader social thinking
could indeed be reconciled by making the preferenapresented by utility
functions in economics consistent with a choseregy®f values.

% That every efficient allocation is a competitivguéibrium for some initial allocation of
goods, as long as individual preferences are cqnigestated by the second fundamental
theorem of welfare economics. In practice, howesaay; state-administered redistribution
involves institutions which are costly, and the dhée pay taxes may lead individuals and
firms to work and produce less. Thus, at least stose of efficiency, and its tradeoff with
the compensating gain in equity, appears hard daav
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To illustrate how the system of values can deteemirhether a market can be
considered competitive and the outcomes to whidbaitls efficient we will use,
similar to Mladjan, Markow (2016), an example of trade between two countries.
Suppose that both of these countries start by ginduwoth food and jewelry. If
their citizens are allowed to freely trade, eacluM@pecialize in the production of
that good for which it has a comparative advaritagdter specializing, only
jewelry would be produced in one of the countried anly food in the other. By
opening to trade, citizens of both countries wdagdable to consume more than in
autarchy, so specialization could be consideret batimprovement in wellbeing
and an efficient outcome. But, how could our cosido change if we were to
allow for the possibility that the two countries tgoa long-lasting war? If this were
to happen, the one producing jewelry would havesdorender so as to avoid
hunger. Suppose now that occupation by the othemtopwould not endanger the
income of the occupied population, which would|stie allowed to produce
jewelry and trade it for food, but that sovereigatyd many elements of national
culture would be lost.

In order to answer the question whether the masket competitive and whether
the outcome of specialization was efficient, we ldaweed to form an expectation
on the likelihood of war and know to what exterg ttitizens of the country that
would specialize in producing jewelry care aboweseignty and national culture.
In case that their system of values is such thet #te concerned solely with their
income, specialization was an efficient outcomehdy however do care for their
independence and national identity, specializatiwas not efficient. The
individuals instead traded without being fully aarf the consequences that their
decision to buy food from abroad could have forrtbeuntry and the lives of their
loved ones in the long run. This could be regardeda market failure due to
incomplete information, for those unaware of thesmmuences of their trades.
Moreover, it could be seen as a negative exteynatiposed by those that were
aware of the consequences of their trades butatithke into account the pain that
loss of sovereignty and national culture would isgon their countrymates that,
unlike themselves, care for these values. Impdytawhen we opt for a system of
values and use it to identify a market failure, @@ resort to remedies already
prepared by neoclassical economic theory for ctingthat type of market failure.

*“Country 1 has a comparative advantage over Cythin producing a good if the cost of

producing that good, relative to the cost of pradgother goods in 1, is lower than the
cost of producing the good in 2, relative to thestcof producing other goods in 2"

(Pindyck, Rubinfeld, 2001: 585). Notice that, usaognparative advantage, opportunities to
trade are more likely to be found than if a countigre to export only goods for which it

has an absolute advantage, which would mean tlmsita lower cost of producing them
than the other country.
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In this case, government intervention in the foifntaniffs or quotas on imports, or
direct government production, could insure that ugio food is produced
domestically even after partial specializationhia production of jewelry.

It appears that the preferences that are useddgejan the efficiency of a certain
outcome could be inspired by various systems afeslIn this work, we chose to
rely on a system of values that stems from virttigice. Notice that, after

appropriately choosing a set of preferences inatoeementioned example, the
distinction between what could be considered dewssithat concern only the
individual, and those that concern the whole sgc{atternatively the division

between private and public morality), is reduce@wen fully removed, just as it is
in virtue ethics.

4. UNITING VIRTUE ETHICS AND NEOCLASSICAL ECONOMICS :
FEASIBILITY AND ADVANTAGES FOR INDIVIDUAL AND SOCIA L
WELLBEING

Could virtue ethics in principle be reconciled withoclassical economics? For this
to be the case, the system of morality associatedirtue ethics needs to be
compatible with the utility functions which are dse neoclassical economics. At
first sight, there seems to be a fundamental olestdao achieve this:
consequentialist moralities appear to be those dbald intuitively be built into
preferences which are used in utility functions lestinportant elements of virtue
ethics are deontic in nature (Slote, 2010: 13-@@hsequentialist moralities justify
actions based on the consequences they producenoset of actions a set of
preferences could thus be used to order thesenadtimsed on how preferable their
consequences are expected to be. A utility funatempmesenting these preferences
could then assign a value to each action. Thetyidi thus calculated from the
expected consequence, while the actions, circurrssaand even accidents which
led to it may not matter for the value of utilitheimselves. In contrast to this,
deontic morality arises from certain substantiven@ples concerning what the
agent does. For instance, deontic criteria may ddntizat the truth is always told,
property rights are always protected, that oneligaygs loyal to his company,
friends, or family, and alike. Importantly, the osemendation for an action may be
given regardless of the consequences it is expéateaduce.

Is it then possible to have a utility function thapresents a set of preferences that
satisfy deontic criteria? We would argue that ttasld be achieved by assigning a
certain value of utility to each action, not basgdthe consequences it could be
expected to produce, but based on the extent tahwifie action itself satisfies
deontic criteria which may apply to it. Even in easin which morality is a
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combination of consequentialist and deontic comaiitns, as in sentimentalist
ethics, representing it using a utility functionosld not be troublesome: some
actions may be judged based on their expected goesees, some based on
deontic criteria, and some based on both, dependingwhich type of
considerations is seen as more important in easé. dhat both consequentialist
and deontic criteria for morality can be inculcaie preferences represented by a
utility function should however not come as a sigggiven that deontic criteria,
such as virtue, could also be the goal of consedaalism.

Having argued that preferences based on deontialmainciples, important for
virtue ethics, could be represented using utililgctions, we also consider to what
extent other characteristics of morality importéot virtue ethics are in line with
neoclassical economics. Another important charitierof virtue ethics, and a
difference from liberal ethics, is its treatment miblic and private morality.
Liberal ethics insists on a division between pevahd public morality, where the
latter could, or even should, exclude deontic gateVirtue ethics instead rejects
this division, and sees the members of the elite Wbld public office as both
managers of aggregate interests and those whoderavimoral example and
further values. In this virtue ethics moves beysabjectivism in moral evaluations
and requires some assumed consensus of what itsneéd® a respectable person
in society in moral terms (Fishkin, 1984). We artjua the treatment of public and
private morality in virtue ethics is not only conbée with neoclassical
economics, but that virtue ethics, by using theesamorality for both private and
public sphere, could for several reasons lead &atgr wellbeing, both for the
society’s aggregatend for most individuals, than liberal ethicstthe rest of this
subchapter, we identify six reasons for why theeaeihce to the same set of
morality for both private and public sphere cowddd to greater social wellbeing,
as well as greater wellbeing of most individualsmpared to a case in which
moralities are separate.

The first two reasons why virtue ethics ought tdli¢éo greater wellbeing compared
to liberal ethics are associated to the reign dero@omy in society. If one’s

freedom and the experience of life in general ary timited by the structures and
rules of the society, as long as decisions of putfficials are affected by their
personal preferences, a unified morality will maleeisions of state officials that
affect daily lives of the citizens more similar tioe preferences of the citizens
(Nagel, 1979). The examples of such decisions couttlude priority lists for

infrastructural investment, tax policy, social caelicy, as well as the culture
prevailing in state institutions which daily intetavith citizens. The citizens would

® As measured by a social welfare function that iesp weight to each individual’s utility
in determining what is socially desirable (PindyRkibinfeld, 2001: 576).
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thus feel happy about the decisions of the stdieials because they would be the
same as those they would make themselves if asksldatpe the structures of the
state and the society that directly affect theilydaves.

There are however other decisions of state offidiadit also matter for the citizens’
happiness. To the extent that other decisions wdniehn the exclusive jurisdiction
of the state but do not affect most people’s diilgs, such as foreign or defense
policy, are affected by the personal preferencak@fpublic officials which make
them, a unified morality will also lead to a lowgifference between the choices of
state officials and the preference of the citizitge citizens could thus feel happy
about the decisions of the state officials as ttayld relate to them as if they were
their own. One could of course question the extenwhich citizens would care
about that type of decisions. But, everyday disonss between people in a
restaurant, in a taxi, or at a hair dresser’s stextify that people do care for many
such elements of national policy. This may be scabse people associate their
own prestige with that of their nation, or becatisar family’'s memory testifies
that even such elements of national policy can siocally become very important
for daily life, especially in periods of great palal turbulence and conflict.

Two further reasons result in greater social wélipe and that for most
individuals, when public and private moralities éine same. A unified morality
would namely enable the elite to serve as a roldeifor the rest of the society.
Over time, this could lead to a convergence ofeslof individual citizens towards
the values of the elite. Given that we just essdigld that the decisions of the elite
are perceived as important by the citizens and thaiger for their happiness, the
sum of individuals’ utilities calculated by a sdoieelfare function should rise as
the average difference between personal prefereandsthe choice of public
officials declines during the convergence procéstile narrowing the gap
between the preferences of the citizens and the elight to matter for social
wellbeing, we argue that the set of values choseth® elite for the target of this
convergence would also matter. In other words, whebe that not all sets of
values that could be chosen by the elite would leathe same level of social
wellbeing. To illustrate why this ought to be sa woceed to use two opposing
quotes that represent the sets of values propabgtedrts of the Serbidrlite in
the beginning and at the end of the twentieth ggntu

® Serbian in this context refers to the elite of S8e¥bian people, irrespective of the region
or country that it inhabits. We consider its eld@s unique, given that communication
between the members of the elite that live in d#ifé political jurisdictions, and their
influence on the people in other jurisdictions, \aad to this day remains frequent.
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During the last years of the twentieth century, sheyers of popular music gained
importance in the Serbian society as role mod@sijmthe least because the mass
media allowed them to gain enough popularity toeaufficiently well so as to be
relatively rich compared to large parts of theipowerished society in economic
transition. One could qualify the type of lifestytleeir songs promoted as that of
immediate satisfaction rather than perseveranceark for the achievement of
longer term goals. One of the best examples isagwed in the words of one of the
songs of the singer Violeta Viki Miljko¥i(1974-) (Miljkovi¢, 1994):

“Some people like this, other people like that,

And me and you, young one, [we] always [like] sdrimgt new.
Some people like books, going for a walk, and loass,

While the two of us, my boy, we live during thénnig

Coca cola, marlboro, suzuki, discothéques, guitaosizouKi,

This is [real] life, not an advertisement. Nobodyhappier than us.”

Interestingly, the verses of this song explicidfer to happiness, or wellbeing, and
that not only of the singer herself but everyorseavho embraces that type of
lifestyle, in this case her and her boyfriend. Tlleys make a direct connection
between a lifestyle that stems from a certain systé values and happiness, and
actually compare two sets of preferences by thgieeted utility outcome. The
writer of the verses of Miljkoéis song would thus appear to agree with the
authors of this paper on that the level of wellgeghould depend on the set of
values. An opposing lifestyle and system of valisedlustrated by the following
quote from the testament of Isidor DobrylL841-1914), a Serbian trader from
Baranya region, one of the largest benefactorgiofdeinik, a society dedicated to
the free education of poor Serbian children fromoader Austria-Hungary for
crafts or trade. In his will Dobroiadvises:

“We, the older ones, must help, create foundati@m] you, the youth,
(should) work, work and make savings, pray to Geek advice from the
more experienced adults, and love your work — #s¢ shall come by itself
(Kresti¢, 1998)”.

The two world views appear confronted: the firse @@ems to favor unrestrained
experimentation over consulting the adults, nigetdver day life, and amusement
over work. Without looking upon the human drive &rds immediate satisfaction
celebrated in Miljkow's song, we believe that it could be justified oy an

occasional rest aimed at sweetening the effort @whsional bitterness of life,

" Bouzouki is a type of Greek musical instrumengioiting from Asia Minor.
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rather than a set a values and goals that shoaidslves represent the purpose of
life. On the other hand, we believe that a longemthappiness of an individual
and success of a society can rather be assuredebget of values proposed by
Dobrovi¢ in his will. Moreover, we interpret the Serbiancisd and economic
history following the dates of the two quotes asaing in favor of our view. We
thus conclude that the level of utility of eachizgh, and therefore the social
wellbeing, could depend not only on the differebedween his preferred choice
and the choice made by public officials, but aladlte type of values that inspired
the elite’s preferred choice. A unified morality wd allow the elite not only to
unite the citizens around a single set of values,atso to make this set of values
the best possible — that which maximizes the soadbeing.

Finally, we can identify at least two reasons fdwywthe outcomes associated to a
common morality between public and private spheighoto lead to outcomes that
are both more humane and improve efficiency; ab,sthey also result in greater
social wellbeing and that of most individuals. Hrsthe creation of cohesive value
communities reduces the need for and cost of BteEe/ention — reducing the need
for taxation which is associated to inefficiencgince social stigma can play the
role that costly legal sanctions play in a libesatiety. Note that both a social
stigma and its corrective effect on an individudd&shavior are possible only in a
cohesive value community. This is because only negmlef a community that
share a certain set of values will have the expeatahat other members of the
same community would adhere to them. Finding legity in these values,
encouraged by the fact they are not alone, theydvapenly express their opinion
on the extent to which an individual’s actions agnéth these values, disregarding
the liberal objection that this would be interfezerwith an individual's freedom.
Moreover, only if an individual belongs to that aoomity and accepts that he
should in principle act in accordance with its \esuperhaps because for many
needs in his life he is directed towards and depeindn that community, will he
feel ashamed if the other members see that hisractiefy the shared values. If the
members of the community are mean towards the methbe rejects its values
one could argue that such a cohesive value comynumaty in fact be reducing
instead of raising the wellbeing of its memberst, Buthe corrective pressure is
connected with expressions of sincere worry for énge towards community
members that in their view err, such a social stigmay be a more humane and
more effective way to correct socially problematypes of behavior that in a
liberal society would have to be dealt, frequelthya more advanced stage, with
some form of, always costly, state intervention.

Another reason for why a common morality betweeblipiand private sphere may
lead to more humane outcomes that also increaméeaffy can be related to acts
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of solidarity and mutual help. We expect that piginitiated manifestations of
solidarity are more likely to occur in cohesive uglcommunities and that such
deeds should usually lead to higher wellbeing ttare-administered redistribution
of goods, property, or income. The origin of mostsaof solidarity must be
empathy, and one is more likely to feel it towasdperson one knows, which
should more frequently happen in any type of comtyuthan in a society of self-
centered individuals. One can feel more empathynwdre understands the other
person better, and one is able to identify with gfexson and her difficulty. This is
more likely to happen in a community that sharesshme values, because these
values in part determine the ambitions and circarmts of life of each individual,
and one can more easily identify with people whimkhalike and who are in
similar circumstances.

Manifestations of solidarity within cohesive valcemmunities are not only more
likely to occur but should also lead to higher welhg than state-administered
redistribution. The first reason has to do with hibw redistribution of income is
perceived by both the giving and the receiving sitfe the redistributive
mechanisms of a welfare state are perceived a®#udts of a social consensus, as
in Western European social market economies aftéIlWrather than an
expression of solidarity, the taxed ones are dedrif the joy of giving while the
beneficiaries do not experience thankfulness fareikgng what they instead
consider their right, an argument going back tdeast to the Serbian bishop
Nikolaj Velimirovi¢ (Velimirovi¢, 2001). This reduces the immaterial wellbeing of
both groups. One way to address this concern woeltb keep the redistributive
mechanisms of the welfare state, but change theepgon of the nature of the
transfer by both the giving and the receiving siie long as the transfer is made
compulsory however, there is a danger that theepéian would drift back away
from a positive mutual predisposition of the diffet social groups towards an
emotionally cold social compromise. If, howevee tiedistributive mechanisms of
a welfare state are at least in part substituted;omplementet] by voluntary
transfers inspired by solidarity, the joy of giviagd the thankfulness for receiving
could instead raise the immaterial wellbeing.

Acts of solidarity within cohesive communities ocdullso raise the level of
efficiency in how the resources are used to prowide This is because cohesive

8 To the extent that the compulsory redistributivechranisms are kept, it may be beneficial
to substitute the right to aid and the obligatiorpay tax, with only the obligation to pay
tax in order to help others, and the obligationthef state to help those in need, so as to at
least incite the feeling of thankfulness among ¢hdbkat receive aid. In such an
arrangement, instead of referring to their righgyt could instead refer to the obligation of
the state to help.
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communities may better know who needs aid and haehnof it. This could allow
that a greater aggregate improvement in welfaeeliseved using fewer resources
than in a case of a redistribution administeredhgystate, whose institutions may
be more distant to the receivers of aid than felmmunity members. Non-
monetary transfers that can reduce the lossesgitiventransfer process can also be
easier administered within a community. If, fortamce, the aid is needed to
replace a roof of a house that belongs to a famitiy children in which at least
one of the adult household members drinks, a monatnsfer from the state may
result in at least part of the money being instspdnt on alcohol. If a public
servant were in charge of managing the proces®pmdir, including buying the
construction material and paying the workers, baglglect in choosing the best
mix of price and quality and corruption could iretelead to a part of the funds
being wasted. But, the money which would be spentepairing the roof by the
neighbors of the less fortunate family would not Wwasted on alcohol or
corruption: they would know both the needs andweaknesses of the family,
would manage the construction process themselnesywauld not waste their own
money which they could instead use for themselves belp even more of those
in need.

We would finally like to observe that not all cohesvalue communities may have
the same potential to lead to acts of solidarigt tlaise the social wellbeing. For
expressions of solidarity within a community to ahe most potential to help, it
is beneficial that it unites people from differemtonomic strata, allowing the
economically better off to help the worse off. Thashesive value communities
which are not based on a common economic standihépbinstance on religious

or national values should have a greater potenitiahelp, especially if the

economically well off sub-group is sufficiently (.

5. ECONOMIC THINKING AND BROADER SOCIAL THINKING IN
SMALL OPEN ECONOMIES

Thus far we argued that our proposed approach cbaldrery successful in
improving social wellbeing and that of most individs. Building on this, we

proceed to give reasons why the beneficial effeotdd be particularly large in
small open economies, and even more so in thogeréeantly experienced
economic transition. In our view, the benefits tets countries from policies that
reconcile economic thinking and broader social kinig would result in both

immediate gains in wellbeing and — through mordasnable economic growth —
higher wellbeing in the long run. Among many potangources of such benefits,
we would like to describe a few.
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Firstly, notice that small markets are more likedyexperience market failure due
to the concentration of power of a few large firnisliowing privatization in
transitional economies, these firms would aim toimée profit and thus raise
their prices well above their marginal cost of proiibn. While being an economy
open to competition from abroad could reduce thwrket power, the openness
itself may not solve the problem. If local knowledg important for success in the
market, if foreign companies are not sufficienthterested to enter the market
because of its small size, or if the local prodiistribution network is also marked
by high concentration of ownership, then fewer goeduld be produced and
consumed and that at higher prices than in a cativgemarket. This is a typical
case of market failure, and no special approaclatdsvintegrating broader social
thinking in economic decision making should in pipte be needed to recommend
a government intervention with the aim of breakingnopolies and cartels and
regaining output efficiency. But, integrating breadocial thinking may in reality
be necessary to confront a strong ideological agesnst government intervention
or ownership — associated to a system of valueshypoor in solidarity, considers
any market outcome as more equitable — prevaletraimsitional elites. Viewing
instead all the different economic classes of theety as one community would
instead result in different policy recommendatidnscase a country is not strong
enough to regulate the markets with high conceotrabf power, government
ownership of at least one major market player ifnndastry, with a clear mandate
to follow the price and quality policy with the aioh breaking the cartel rather than
taking a part of its profits, could instead corrde¢ market failure and improve
social wellbeing and that of most individuals.

Secondly, ignoring the broader social consequentdsaving an open economy
can lead to situations that, depending on the sygi€ values used, could be
regarded as market failures. Such a market faibmeld arise irrespective of
whether the changes that created it increasedareased output or consumption,
just as in our example on trade in food and jewdhgr example, typical of small
economies that experienced a sudden opening angehahat could endanger the
positive aspects of national business culture dnydspreading outside of the
companies, culture in general. One way this comsue is through adoption of
aggressive marketing strategies from abroad: metbbdustomer acquisition that
range from impolite insistence to outright liesstbould be regarded as a market
failure due to a negative externality. A similarahanism of uncareful adoption of
knowledge from abroad could make bad translatioos fEnglish, preserving a
foreign syntax and resorting to newly invented Agigin, spread a distorted
national language from firms’ internal documentsnedia and everyday use.
Preservation of national language and businessireuin domestically owned
enterprises, whether government or privately owwwed|d work to correct such a
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market failure. Similarly, the insistence of akilstholders, from local management
to customers, that foreign companies adapt to maftioulture, could result in its
enrichment by selected foreign elements rather desastation and replacement.

6. CONCLUSION

In periods of economic prosperity relative to owaspor to the neighboring
countries, most people may be sufficiently satisfigth what they have so as not
to be willing to risk it in a social conflict, evaéhthey are hurt by some injustices.
In such times, the elites could become carelessitapreserving the balance
between economic and social development, the corfoerthemselves and their
countrymates, or about protecting the environmBnt, in spite of the fact that
people have a tendency to believe that “this timdifferent” (Reinhart, Rogoff,
2008) — that due to better experience and polickimgaskills the current round of
prosperity will last forever — financial and ecoriorarises always happen again.
Unfortunately, the social strife which frequentlgcampanies them can have the
potential to lead to even greater disasters, theniar Europe being a telling
example.

In this chapter, we argued that it is possibledooncile economic thinking with
broader social thinking by linking the preferencepresented by utility functions
in neoclassical economics with a desired systemahfes. We also discussed why
relying on virtue ethics instead of liberal ethiosinspire economic policy may be
a way to both make historical disasters less likaig to, also in normal times,
improve the social wellbeing and that of most ifdiinals. Using a number of
examples, we showed that our approach has the t@btea consider both
economic and non-economic contributions to wellgesmultaneously. In these
examples, many corrections of the financial aspéanefficiencies result from
replacement of costly government intervention veititial rules of cohesive value
communities and private initiatives. But, we al¢wmwed that higher efficiency
could also be associated with lower consumptioproduction, depending on the
effects on non-material wellbeing, as well as onemal wellbeing in the long run,
that a certain allocation may have. Moreover, wgued that even apparently
purely non-economic decisions, such as foreigncpadf a country, can also be
evaluated for their efficiency. For the gains tce thon-financial aspect of
wellbeing, the influence of the elites on valuesswiaund to be of great
importance. Considering small open economies, oppraach recommends
cooperation and solidarity between societies inn@la situation: extending the
market size could help to reduce market failures ttu market power, while a
common insistence on preserving elements of simidional cultures may force
international companies to adapt rather than implosie business culture. Finally,
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we believe that future research on this topic sthduither develop and refine the
concept of efficiency which takes into account wuidiial preferences over more
than material goods, the concept which we begaesaoribe in this chapter.
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SHAPING TRADITION INTO CULTURAL-ECONOMIC
GOODS IN ORDER TO ACHIEVE SUSTAINABLE
DEVELOPMENT — CASE OF SERBIAN SILK
PRODUCTION
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Vesna ALEKSIC, Senior Research Associate

Abstract: The main goal of the paper is to answer the questitow to use
traditional knowledge in order to create culturatemomic goods? This is
topical because the connection of real traditiordarrafts with responsible
forms of entrepreneurship represent a real dirattto achieve sustainable
development goals, with a revitalization of cultdtat is related to real
historical facts.

This paper represents a continuation of work thelies on our previous
research findings (related to key phenomena: sidpction, silk roads,
proto-industrialization, cultural political economstc.). Theories we rely on
(such as the cultural political economy, sustaigadevelopment, common
goods, social and cultural entrepreneurship, cudtulourism) have enabled
to summarize the facts that are related to ourfesnomena.

We used our previous research data which impliensgt historical
approaches, archive data and field research. Thiewaed us to strengthen
universal findings and conclusions we came to abeath element. In
confirming mentioned conclusions our specific prasi studies helped a lot
(Serbia, Calabria cases), as well as the exampledter authors. Moreover,
this helped us create a possible solution for ataéization of silk production
as multi-layered heritage that can contribute tatsinable development.

Keywords: silk production, cultural-economic goods, entrepeurship,
sustainable development, proto-industrial phasetjleetrade and markets

1. INTRODUCTION

We have identified the phenomenon of silk and séitice (silk industry) as very
important because silk represents a multilayerettage that connects history,
culture, agriculture and trade. In one word silgressents ideal cultural-economic
good since it had very long tradition, in terms pbduction and trade (within
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borders of Serbia (from 18th to the middle of 26#mtury)). Also, silk cannot be
observed only through one country context, sincegresents imported heritage
from Asia to Europe. Therefore in the next parts,take into account the silk and
its various meanings (cultural, historical, econgmbver time (from the proto-
industrial phase, significant for textiles in gealemrelying on the conclusions of
our previous research (Serbia and Calabria caBesyjious is important, because it
allowed us to model solutions in third part of trésearch paper that could support
silk production revitalization as a traditional kvledge and craftsman skills, by
(re)shaping it into the cultural-economic goodgmarted by responsible forms of
entrepreneurship (cultural, social) and tourismit(cal, eco-cultural, and other
alternative forms). Referring to the grand theotiedped in the perception of
macro systems (such as cultural policy at courgmel), while middle theories
primarily had significance in micro systemic fumeting (management in culture
options on organizational and/ or institutionaldgy The most important base of
previous theories leads to a cultural political remoy (CPE) and cultural
economics authors. Moreover most significant asipus important research for
this paper are the works of Jessop (Albritton, dessd Westra 2010; Jessop, Sum
2013; Jessop 2015) and other authors that corgdisitongly to CPE shaping.

Why is proto-industrial phase important? Becauseresearch has a very strong
historical background in order to achieve a betiaderstanding of relevant
phenomena around silk. The proto-industrial phaseconomic development is
extremely important since it represents the begmrmind initial frame for textile
production. Thus silk, as a textile must be seenuitih proto-industrial discourse.

Proto-industrialization scholars aimed to expldie transition from feudalism to
capitalism, as well as the social transition - aditional society of peasant
agriculture to the modern industrial world. Genlgralproto/industrial phase
represents the period from 15th to 18th century, iams characterized by small-
scale production which is considered to be therbegg of the organized textile
(and as well silk) production. In most cases, thesre very fragmented
economies. As author Huston notes traditional Ibealdicrafts had always existed
in rural areas, but in the period from the fiftdemt the nineteenth century a new
economic development occurred in many regions fixlivconsiderable attention
is now being paid (Houston, K.D.M. Snell 1984))idTperiod is also characterized
by an expansion of rural industry without major rfpes in the techniques or scale
of production, and as a development phase, itring@ as proto-industrial, as an
industrialization before industrialization (Houstd884, Kriedtc, Mcdick 1977).
The time of early modernization/proto-modernizat{®bth century) processes and
activities related to the textile production hawsorted largest worker groups
outside the agricultural sector. Mercantile capitathe feudal system, allowed the
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integration of regional fragmented economies ih wider international network
of commodity (Fennell Mazzaoui 1997), so this easkghanges had the potential
to affect multiple transformations especially imjamit in terms of market evolution
through production relations between interest gsomerchants, aristocracy,
producers, consumers). As Huston noted the trade sgan as an "engine of
growth" in the proto-industrial phase (Huston 198¥S 1974).

To understand the importance of trade better, weiddd to elaborate some
previous research ideas in next part of the disocnss order to spot the elements
that had an impact on the global development oftéléle industry and markets,

with a special emphasis on sericulture (silk indgsfThis will make our previous

main findings on silk industry firmly and univergaimportant.

In terms of transportation options, textile indysstrongly relied on road traffic

(silk roads, Saharan caravan and others) and daensea transportation towards
colonial but also non-colonial countries (North uBoAmerica, Africa, India and

other Asian seaside parts). That is why silk rohdd and still have a very
important role as cultural and economic transnaticorridor.

2. PROTO-INDUSTRIAL TEXTILE WORLDS MARKETS -DISCUSS ION
ABOUT GLOBAL TRAJECTORIES

When talking about European textile markets anerivational activities the main
actors could be separately distinguished: Engli3htch, Spanish, French and
Portugal. These actors mostly had the same goalsatiempts, at first place to
spread markets (from internal to European but @&rttore (through the colonial
world) in all parts of the world. Largest silk prager in Europe was ltaly,
(producing half of the total European produced)sld their export direction was
primarily for the European market, and after fag tther worlds markets in terms
of sophisticated silk products intended for elitmgsumption. Even as the main
producer, Italy imported raw silk from the Levandaother Asian parts. In the 16th
century, Spain had attempted to integrate seri@ultoarkets with colonial South
America, since they introduced sericulture to thatives (but also wisely
expropriated their traditional knowledge about itexin order to be able to satisfy
specific market taste and demand) (Grijalva 198%z2doui 1997). Previous
Spanish attempt was disabled by extensive Chingserts through the triangular
trade route China-Manila-Spanish America with iwveal Chinese community on
the Philippines that later in the 17th century espnted dominant China silk
export direction (Chao 1989, Mazzaoui 1997). Intgpiadustrial phase, exchanges
were based on different types of products with iotioeintries and extensive export
that brought significant capital (gold, silver, gi@nds, luxury goods and money).
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Generally, Mediterranean and Balkan countries excefton and wool developed
silk production (but also other specific nature titeg that came from
Mediterranean plants such as ginestra textile)ussxaf suitable climate (Kocovic,
Markovic, De Santo 2017). When talking about teryit European silk was
produced along the Mediterranean coastal zone, BRalkan, while Asian
production was spread everywhere — from China, nlapa the Middle East,
Central Asia, and India, later in the 19th centogw areas appeared (Wuxi in
Central China or Kashmir in India) (Cafagna, Feteri992, Kocovic, Markovic,
De Santo 2017).

Speaking in terms of continental particularitiesydpe was the main importer of
Asian goods, later exporting them towards othetinents. Europe could not ever
come nearly close to the level of Asian productibsilk, primarily because of the
cultural differences. Not only technology and eaui®w organization but also
socio-cultural norms helped in processes of gowgrithe usages of textiles, as
market social, political or ethnic status or aseomwnial objects that also favored
the consumption of traditional silk and cotton protd of the region (Mazzaoui
1997). As previously mentioned, Asian trade haskswdid and strong over time,
because internal demand was satisfied by inteungplg, but also added values
were created through the export. Namely, Asian t@sand people have always
been strongly attached to the tradition, identityanings, rituals, societal values
that were transported as well to the fashion ast tfor textile (which shaped total
Asian demand). This is why Asian people have alwagderred their own textile
(that also implied small proportion of Europeartlelm Asian markets) (Mazzaoui
1997, Kocovic, Markovic, De Santo 2017). On thestfiplace Asian market
development was based on internal markets, and afteexport. In opposite
European market actors have always been searcbhingefv markets - mostly
external. In proto-industrial phase, most of theintdes would have applied
elementary self-regulating measures in terms ofdjng internal markets from
price dumping. For example, British export towamtsonial markets although
highly depended on merchants, recorded most impogeowth (from England,
Scotland and Ireland) thanks to protectionist messand parallel expansion of
the production. Ottoman Industry was already urither pressure of European
competition at the second half of 16th century (kéami 1997, Cizakca 1997).
Because European countries in this phase had atopstantly increasing demand
for the raw materials (mostly because of lack gbilo produce internally on a
larger scale raw materials - but instead final patsl), this would implied the rise
of raw fabrics at the international markets anaefiuctuations. Speaking about
the interdependence of that time, it is valuablentntion that for example Low-
cost English and Dutch wool, and Indian cotton,ually cut off the Iranian
workers output, and on contrary, the rise of Iran&lk prices had the strong
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impact of European manufactures (which mostly ukadian raw silk). Such
situation often led to the rise of European (mactufieers) demand for Italian
(French and Spanish) raw silk (Kocovic, Markovicee Banto 2017). Europeans
had the role of Trade Bridge between other sidediah textile was superior by
many terms (price, low-cost labor, skills, flexityil and adaptability towards
demand etc), that made them main supplier in tlobayl economy of quality
cotton. Tokugawa Shogunate had strong direction aachmitment to the
development expanding sericulture and textile ihgusthat made Japan
successfully prepared for the future industrialmat What makes Japanese
approach towards silk development different thaly ather is the fact that
producers of the final silk products were peasarte processed their own raw
materials from the first to the final stage, aftexy would sell these products to the
merchants (who in most cases used credits) (Koctérkovic, De Santo 2017).
Rural producers in Japan increased steadily thaikeh share (to the detriment of
urban artisans) and until the arrival of technoldggher specializations did not
exist. This made the development of strong ruratroanities with social mobility
possible. Also, this allowed land-less people totgeir fair shares that actually
represented the capacity building in all the terdepan proto-industrial phase
could be explained as a “strengths reinforcementthef vulnerable, through
reduced improvements by factual achieved powercfic, Markovic, De Santo
2017). African mostly elite demand had strong aaltfiocus, similar to Asian.

Above mentioned vivid textile trade inter-relatioteetween continents and
countries were provided by the existence of varimuges, trails and roads. More
about the multi-layered importance of roads willdbertly explained in next part
that is specifically related to silk roads.

In terms of transportation options, textile indysstrongly relied on road traffic
(silk roads, Saharan caravan and others) and daensea transportation towards
colonial but as well non-colonial countries (Norputh America, Africa, India
and other Asian seaside parts). In addition tanhil role of trade and transport,
Silk roads assumed long-term (millennium) continyabcess of permanent
connectivity of cultures, languages, people, anddgo It could be said that silk
roads from the beginning, have been representimdirt transnational and global
corridors that provided migrations of vibrant vadutrough the respect of culture
and economy. As we could see the trade within silkds took international
proportions as initial reason point, evolving intiifferent types of products
exchanges (Kocovic, Markovic, De Santo 2017). Psses within the silk roads
have been constantly reshaped, allowing deeperrstameling and acceptance
between (different) people. This created firm iela® between people, culture,
environment, within natural landscapes and assatiaapillary tracks, trails,
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routes, paths of latter called - silk roads. Besittee silk, parallel exchanges that
took place on these roads (such as languagesprajditerature, writings, scripts,
spices, legends, materials, grains, animals, pestpl¢ enabled the great cultural
mix, mobility and exchange. (Kocovic, Aleksic, Makkc, 2017).

3. SERICULTURE AND ITS PHASES - SERBIAN EXAMPLE

In the wider terms important for Serbian example purchase of raw silk was
conducted by the private cartels in the BalkanaiegSomething very important
we found in an archive is that previously mentiopedchases of raw silk would
later be launched without any labels by privatéatsuito the European silk markets
(Lyon, Milan, UK, etc.). Moreover, the silk produta The Kingdom of SHS was
sold on the mentioned stock markets, to the whidesad final buyers as Italian or
Hungarian, without right information regarding tt@untry of origin production all
until better organization on State level in terrhgrade.

The Silk production brought inherent culture andrexny in Serbia throughout
history. These categories: culture and economyyarg important because with
silk arrival they were formed and re-shaped withiny terrain in contact with the
indigenous. Therefore, the sericulture as much awsetsal has been very
authentically developed in all places. It is likdlyat mulberry tree, would not
arrive in Europe if there was no need for serigelevelopment (Aleksj 2010).

Table 1: The three phases of sericulture in Serbia

The first phase of sericulture The second phase of sericultureThe third phase of
1769-1914 1918-1941 sericulture 1946-1960

Source:Authors shaping of information from Archive of Y wgjavia

The first factory of silk was created from the madf 18th century in Pancevo,
the city in Banat part of northern Serbia. This bamrecognized as the first phase
of sericulture in Serbia. At that time region ofrBawas part of Austrian military
border. The production of silk was introduced ir83And was rebuilt in the Banat
border in 1769, at that time there was produced@fds of cocoons. Unwinding
silk bureau was founded in 1776, in the city Belkv@ (White Church) and
PanchevoNlileker, 1926;buki¢ 2017).

The second phase of sericulture in Serbia begtes #fe First World War (1914-

1918), and the establishment of the Kingdom of Se@yoats and Slovenes (the
Kingdom of Yugoslavia 1929-1945). It was dividedointhree sectors: state,
concession (private) and free-range sector. Séuieuin that period was promoted
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as asocial and not only profitable categoryrhe intention was to give the
opportunity to the most vulnerable peofimorest agricultural population) to earn
more. By breeding silkworms they could get add#ioimcome before any money
from agriculture arrives. The entire organizatioh tbe state sericulture was
directed towards planting and cultivation of mulgarees. Planted mulberry trees
were mostly located in common and public areas, plashting process was
supported by the state budget. Mulberry trees Weeefor farmers to use, for lives
collection in process of silkworms breeding (foe theed of further cocoons
production). There were only two concession comgmrior the cultivation of
silkworms. One of them was in Croatia and the séawas Silk association located
in Lapovo (Serbia) that covered a pre-war areaesbi@. Free-range breeding of
silkworms existed only in South of Serbia (todayfacedonia).

In the Kingdom of Yugoslavia, there were 24 statidar the purchase of silk
cocoons, 10 nurseries with about 300 thousand dfemy trees under 5 years old
and even 700 thousand planted mulberry trees dlmmgtreets and public roads
that were controlled by over 300 municipalities trolers. At the same time, more
than 25 thousand of families were engaged in thesation of silkworms.

Until 1928, there were three state plants for didiag silk cocoons. They were all
on the rivers because the river water was needqadéaessing: in Novi Sad on the
Danube, in Pafevo on the Tami$ and in Nova Kanjiza on the TisalNbvi Sad,
there was a special Institute for the productiod tasting of silkworm seeds with
Paster's cellular system and the most modern ledgraOnly in North of Serbia
(Vojvodina) where 3 largest factories were locatiédyas possible to produce
annually million to million and a half tons of raeocoons, which represented
around 400 to 500 tons of dry cocoons.

The largest State Silk Factory was located in Ngatl and could employ 350 to
400 workers. At the annual level, it was able tocess 60 tons of raw cocoons, of
which about 15 tons of raw silk was produced witiiresponding quantities of

accompanying products.

The second largest was the State Silk Factory intéep, whit about 300 workers.
At the annual level, it was able to process 50 wisw cocoons, of which about
12 tons of raw silk was produced with appropriat@rgities of accompanying
products.

The state silk factory in Nova Kanjiza had 80 detsraw silk spinning and could

employ about 220 workers. At the annual level, disvable to process 45 tons of
raw cocoons, of which about 11 tons of raw silk @vproduced with appropriate
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guantities of accompanying products. All three déets were able to produce 38-
40 tons of raw silk annually. During the 1920s,peal exhibition space was
made in the factory in Novi Sad.

Until 1928 silk production in the Kingdom of Yugasia was at the third place in
Europe with high-quality types of cocoons, dueh® good weather conditions that
contributed well to sericulture development. Piadly there was not a single
municipality in Vojvodina (North of Serbia), whichas not been breeding
silkworm. Previously sericulture was recognizeaas of the most important state
industries in the Kingdom of Yugoslavia. (Archivaioslavia, Memorial book 10

years of KSHS 1918-1928).

Table 2: Main silk factories and annual productionbefore IIWW

Factory
Pancevo city Novi Sad city Novi Sad city
Pancevo city Pancevo city
Nova Kanjiza city Nova Kanjiza city

Production of cocoons
528 pound®f raw cocoons / | 1.5 million tons of raw cocoons/ | 2-3 million tons of raw

annually annually cocoons / annually
Silk Production
/ 38-40 tons of raw silk / annually 55.5 tons ofirsilk /
annually

Source:Archive of Yugoslavia

The third phase of sericulture begins in 1946 (&fie end of 1| World War). The
new established Federative Republic of Yugoslaegirs to develop the planned
economy, emphasizing the progressive development heavy industries
(metallurgy, mining etc.). Tough focus on indudizaion sidelined even light
industry (textile industry). Nevertheless, seriatdt was found its place in the first
five-year economic plan of socialist Yugoslavia.thifi the plan, it was estimated
that the expansion of silk raw material base issjpbds. From 460 tons silk
cocoons, that was produced in 1946, it was corsitleery easy to climb this
production to a million and a half tons and evemwatt million tons in the period
from 1947 to 1951. Within the first five-year pldevelopment of the two million
tons per year, production was designed. The samey@ar plan was provided for
the construction of two facilities for final prodsoof silk, with a capacity of about
266 tons per year. One large factory installationtaining a capacity of about 180
tons per year was provided in Titov Veles (neveitthwhile the silk factory in
Novi Sad was provided to upgrade the capacity o &255.5 tons However, new
directions for the chemical industry came everywhen the global level and
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replaced almost all the natural and clean indisstrigil the 1960s, which caused it
to after 1960 silk does not exist on industry lemeYugoslavia (Kocovic, Aleksic,
Markovic, 2017).

4. MODELING SUSTAINABLE DEVELOPMENT FRAME FOR SILK
REVITALIZATION AS A CULTURAL-ECONOMIC GOOD

When talking about culture and cultural goods fewartant meanings should be
included such as culture is seen as a common godtdye represents an everyday
way of life and human interrelations, and cultutemmarizing headquarters of
meanings. Fast changing the turbulent environmétht asymmetry regarding the

distribution of created and existing values chamdmtd by capitalist societies

brought us to the position of the lack of ideologgcietal values, followed by

uncertainty clear political directions at mostlyeey (state) level. Mentioned flow

opened up challenges related to the cultural gdadseo-liberal market discourse
cultural goods are highly influenced by economidigies, so even these goods
stepped into the market competition, with addedsfigpeconomic values, that re-
shaped goods into cultural-economic.

Finding new sustainable development frame for gidlvitalization implies
compatible options to achieve resilient culturapali#ment, through directions of
cultural governance that is an integral part aditeconomic governance processes.
Or research question, how to shape silk and itdymtion as a traditional heritage
to cultural-economic good, led us to the conclustbat institutional and/or
organizational change is inevitable. Moreoversitonstantly happening and it is
strongly influenced by capitalistic challengeswi observe culture organizations
and institutions from the point of its purpose, tieflection could be seen in the
preservation and promotion, through communicatiot iaterpretation of cultural
heritage by their meaning. In order to make hegtéagst in time, management
approaches should be more creative, proactive dfettige in line with
contemporary changes that are happening very fiasthier departments. In line
with previously mentioned umbrella policies from iath the cultural practice
depends on, common elements should be sought tigd them more compatible
with total governmental policies and politics (esp#y related to economics)
(Kocovic, 2017). This part of the study is aboutteyesis through a combination of
theory, policy, ideology and practice through fréstiatives (strongly based on
examples from reports of relevant internationaliesdfrom different disciplines.
The interdependence of politics, policies and go&ece is the key in order to
make modelling of silk revitalization and sustaileattevelopment possible.
Moreover, establishment of comprehensive policieat twould enable better
integration of cultural and economic policies (mavin mind the importance of
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culture) is essentially important in terms of gilvitalization since we understand
its multilayered nature.

The work of CPE authors is pointing to the institnal changes and cultural turns
in political economy and it goes in line with anpinit focus on regulation and
state theories, with re-contextualization.

Modern state cumulative genesis in parallel reprisseapitalism development that
is strongly influenced by the arena of total poéti economy and culture.
Moreover, cultural development implies the contimsioprogress of human
activities and lives not only in the field of cultuand art but in all other areas. Or,
even better development of human activities is inoat progress in the field of
culture, since it is an arena of social relatidfgdpvic, 2017). Sesic notes that the
cultural developmenbccurs as the consequence of the interactions fédreint
cultures, economic prosperity, technological depeient, social-political system
etc (Dragicevic, Sesic 2002). Jessop notes timatrevenge of the ‘real economy’
can be seen in the continuing (as of mid-2015)digy credit, and financial crises
and in their role in forcibly reimposing the unitf the circuits of capital by
deflating the associated bubblédessop, 2016). Also in too many terms, a
globalized world brought the topic of the Stateainreal great depression state.
Jessop notes thtte crisis of neo-liberalism shows that the natistate generally
remains the addressee of last resort in appealgsolve economic, political, and
social problems Explaining previous, author saydhat neo-liberalism has
undermined the territorial and temporal sovereigaofystates and their capacity to
resolve these criseand that national states are not in power todinate interests
at the international forums such as the NAFTA, Bueopean Union, the G8, the
G20, the IMF etc. (Jessop, 2016).

In terms of our previous research findings of silid silk production, four most
important findings should be taken into accountigating system solution for
modelling silk revitalization in order to achievestainable development:

1. Silk and silk production represents a combinatidnegogenous and
endogenous knowledgsee also Djukic 2017). To be clearer silk as a
product of sericulture i combination of exogenous and endogenous
knowledge as a practice(s) and a work activity. This canubhderstood
through the fact that the silk production as aroifeenic and cultural)
activity combines traditional and imported knowledge inphecesses and
management practices (.Moreoverthe organization of sericulture work
assumed linking of agriculture and textile industgr from labour
perspective farmers and workers, where mentionggesented a link in a
total chain of values in the process of silk prdawc (Kocovic, Aleksic,
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Markovic 2017). In some (silk) production casesolab was elastic
working in agriculture or industrial departmentg luconstant touch

2. Silk and silk production idissonant heritage (see also Sesic, Rogac 2014)
This means thdnhterpretations of dissonant heritage are tightifliienced
by cultural memories and identities of interpretéfhe experiences of the
present are largely based on specific knowledghepast - thus the ways
of experiencing the present are influenced by wdiffe perceptions of the
past with which it can be connected(...) all theitage is a contemporary
interpretation shaped by narratives of history(.(Kocovic, Aleksic,
Markovic 2017, Sesic, Rogac 2014);

3. Silk and silk production had strongsocial componentor the involved
people in process (in case of Serbia and Calalage)c that makes it
relevant phenomenon for (re) shaping into culte@nomic good by
contribution of social and cultural entrepreneypsshi

4. Silk and silk production represented ttlean industrythat makes decent
argument for silk / sericulture re-start in the marof sustainable
development (Kocovic, Aleksic, Markovic, 2017).

Previous findings let us understand that silk aiki groduction allowed the

creation of social, financial and cultural linkagégtween urban and rural
territories and people. Seeing it as dissonantdggihelps us in the creation of
narratives for new management solutions for respndorms of alternative

tourism that could contribute with entrepreneursiiggms to a sustainable
revitalization and reshape of silk. This is impattéand dangerously indicative)
since we found out that people from countries vatfong tradition in the silk

production (the case of Calabria and Serbia) seerate lost their collective

memory about it, so the reality is almost lost ktemlge about silk and silk

production. Strong social component in our botleaesh, previous example of
Serbia / The kingdom of Yugoslavia and Calabriaws that sericulture as an
activity could be understood assacial entrepreneurship today’s language that
allowed additional money for involved people thatall its phases represented
form of clean industry

Speaking in terms of post-millenniuhY Sustainable Development Goals and its
169 targets, thesare pointed strongly to the importance and redamifor
achieving human rights, gender equality and thecevepment of all women and
girls. Silk and sericulture in its essence represies base for achieving all three
dimensions of sustainable development: the economidtural-social and
environmental. Although the revitalization of settare in Serbia represents
implicit support for all 17 post-millennium goald sustainable development,
explicitly and specifically it contributes to thd following goals:Goal 1 ; Goal 2
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; Goal 3 ; Goal 4 ; Goal 5 ; Goal 8 ; Goal 9 ; GoaD because its international
context; Goal 11 ; Goal 12 ; Goal 13 because itclsan industry; Goal 15
because it can promote and protect environment;|@&abecause it is highly
inclusive activity; Goal 17 because it has intdioaal character that implies
global partnershipgUN General Assembly Agenda 2015)

Taking into account the previously given, new medahd solutions in order to
make silk and sericulture as cultural-economic gdsgecified by heritage,
tradition, identity etc) should go into few possiblirections:

1) Searching for opportunities and support of (sustal®) development
should be based on real resources (commons: natulalral, and human)

2) Such political economy that places the issues mj kerm survival of real
resources ahead of the consolidation and capitawtgr (support
disciplines: Ecology economics, Cultural politieglonomy)

3) Direction where the management of real resourcespmmons, is treated
in more community inclusive manner (see: Elinor r@st views on
governing commons also Social and Cultural entresureship theories).

4) New forms of participatory governance, that will able peaceful
connection between people, planet and prosperitmas important post-
millennia actors and goals (see more: Kocovic, 2juR015), Kocovic,
Djukic, Vicentijevic (2016), Kocovic, 2017).

In close line with the proposed modelling for salikd sericulture revitalization in
Serbia, three examples from Italy - Calabria regomuld represent cases for
blueprinting. Three initiatives happened within nuipalities: Mendicino, San

Floro and Acri. Common to all of three initiatives that they represent
partnerships between the civil sector and the ,stdteeh were later recognized and
supported by EU funds.

Mendicino municipality still has strong marks rektto silk. Namely, on the
building of the municipality, there is an integihtgculpture cocoon of silk bug — as
a municipality brand and clear identity. There isnaseum which is constantly
open, with traditional basic sericulture equipmelnt. this municipality, silk
production is still happening on a small scaleséyeral old women who preserved
the tradition and knowledge of silk processing anekeding silk bugs. Sericulture
lives through women's entrepreneurship at the lef/®lendicino municipality.

San Floro example is most interested. This progeititiated twenty years ago, by
its Major. He recognized the importance of reviation of silk production that
was very important in this municipality area. laitisupport was done by the
municipality through planting 3000 mulberry tre@dich are necessary for silk
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bug breeding. This was a long-term project, firgpported by the municipality.
After the retired mayor, the new generation of yppeople from the municipality
continued to work on the project. They organizesldhtivities through starting the
museum, workshops for the production of silk bugd aocoons, production of
scarves and silk jewellery, production of secondprgducts — mulberry jam,
mulberry liquor, but also organized tours and sisd these production places for
schools and tourists. Year-by-year the visits gholdve increased a few hundred
times. This project is most sustainable because depended on three young
people that are highly motivated, educated andgusiilik narratives to talk stories
around silk, with cultural and economic sustainabamponents. This project
represents optimal mix of cultural and creativerigma and entrepreneurship that
led to the synergy and added values.

Acri municipality is an example of cooperative widhe silk production is taking

place on a traditional old craft level. They hadeapert who had the knowledge
about silk production, and they started this prddac workshops and courses in
order to contribute and help vulnerable groupshigjrtinclusion into processes and
also other forms of social assistance.

What we can conclude with regard to the mentionednples and restoration of
silk production is that it is always small scatdsipossible only in places with real
history and silk tradition, and last but maybe magtortant that in all three cases
SMEs aspect is a key element. Moreover, as theribatibn to sustainable

development, we recognize responsible forms ofigkocreative and cultural,

women’s) entrepreneurship and tourism, which in loo@tion generate added
values.

5. CONSLUSION

In terms of world’s textile markets and its devetgmt, we can conclude that
proto-industrial phase was a very important step ftother industrialization.
Previous meant that countries which were followiggch other in the textile
development and international trade in proto-indalsphase, had very good start
position for further industrialization because tlpbase represented the first
accumulation of all the necessary conditions fothier industrialization. We have
shown by the elaboration of many world’'s examplew lthe global textile trade
looked like because that allowed understandingitimortance that textile trade
had as an engine of growth in the proto-induspielse.

Although the silk production in the Kingdom of Ywsavia in 1928 was at the
third place in Europe with high-quality types ofcoons, due the good weather
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conditions that contributed well to sericulture eieypment, there was not a single
municipality in Vojvodina (North of Serbia), whichas not been breeding
silkworm ,also it is notable that Yugoslavia alngdhd delayed its participation in
the process of building textile and silk (proto)ilstty in comparison to the other
proto-industrial actors (since others started feofaw thousand to the few hundred
years earlier with sericulture).

When talking about significance importance and rivepaof silk, we can observe it
as multi-layered phenomena that were imported (frAsia), which brought

knowledge that was shaped many times during itetré&Namely, silk can be seen
as a prestigious textile, also as a know-how procag well as a combination of
added knowledge (from different total economic lorees) during its travelling

along the silk roads from Eastern to the Westermld\fmarts.

In order to highlight the importance of silk andiselture revitalization and its
modelling, we mentioned four most important findingrom our previous
researches. First of all, silk as a product ofcséttire represents @mbination of
exogenous and endogenous knowledage a practice(s) and a work activity.
Sericulture in Serbian case was hampered mostlthéyfact that two Ministries
were formally in charge of this industry. Minisfigr agriculture and water (MAW)
was responsible (through body Central silk managg)rier the part related to the
production of mulberry trees and purchase of cosofstam producers, where
Ministry of trade and industry (MTI), was resporeilfthrough body Public Silk
Factories) for the further industrial processing aale of the final product. Main
challenges arose because of the fact that necedsséeymination of value for
cocoon in one ministry (MAW) represented input griaformation for the final
product in another ministry (MTI). This led to tkik international trade without
having full balance information, and questionablelcglated final prices.
Moreover, the inability to complete the processnaiitoring the production cycle
led to the lower levels of total output than pladrie.) Costs of production could
not be reduced in time, which put state and produedways in the position of
material loss. The Council of Ministers of all gowaent ministries, along with
two competent for several years have been discubgedossible directions until
1924 when sericulture got unified management utideMTLl Another challenge
for sericulture, perceived by the Minister (MTI) sveeflected in the fact that in
certain areas sericulture was hampered by conesssiperations (due holding a
monopoly in the purchase in some parts of the ¢pwmd dealing with market
speculation on internal, but also external tradi@e concessions were engaged in
foreign trade. As private citizens, they were nuelested in the product and
greater social benefits from the Yugoslav silk. yiaere led by personal benefits,
selling the state-made silk unmarked claiming tihavas produced in ltaly or
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Hungary on the silk markets abroad. After the gatiion of sericulture industry
under one MTI, Kingdom of Yugoslavia started to exysilk very successfully on
international markets mostly to Lyon, Milan and iélx In some cases such as
Japan casdt is the notable demarcation of the agriculturaddaindustrial regions
through the combination of employment in the terofislabour structure that
combined both aspects). Previous also means tleasitk and silk production
allowed the creation of (social, financial and otdt) linkages between urban and
rural territories or, it was the bridgehead for pledrom the rural and urban areas
that also represent a combination of exogenous emitbgenous in terms of
departments, but also this finding is support far nding thatsericulture had
strong social component

Another important conclusion of this paper is ttatsilk carries the meaning and
the significance of dissonant heritagé/e came to the conclusion based on our
field research that people from countries withragleradition in the silk production
seem to have lost their collective memory aboutc@sses around silk and its
existence. This is even more critical because ppbaed in a typical area of silk
production, where the result is collectively losemory in the present. Losing
collective memory is dangerous because it implesloss of culture and identity
(Kocovic, Markovic, De Santo 2017).

The third important conclusion is related the strong sericulture social
componentThe example of Serbia has shown that sericulisran activity could
be understood as a social entrepreneurship in ®dapguage that allowed
additional money for involved people. In case ofaBsda, it meant surplus or first
capital accumulation for landless people. In batbes - vulnerable groups from an
agricultural area that was the poorest populatienefited directly from silk
production. More different world’s examples coutceagthen previous conclusion
(such as Colonial Spanish America and Japan chs¢)were characterized by
stronger involvement of women in total processesspnt producers, small-scale
production with stronger partnerships etc.

The last but not the least universal finding isprped by the fact thaverything
around silk is clean and sustainabldat makes it clean and desirable industry.
Moreover, this means that the possibility of reeawation, re-start, through
alternative touristic narratives, new forms of eative and cultural economy could
be very important for silk — as a multi-layereditzaye.

In the third part we pointed out the importanceitk and sericulture revitalization

with arguments that are in line with 17 sustainatikevelopment goals, and
desirable steps to include. Calabria examples we tieat are related to restoration
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of silk production enabled us bringing more conicns and arguments about silk
revitalization in Serbia. In mentioned examplesk sitoduction is always small
scale, it is possible only in places with real diigtand silk tradition, and last but
maybe most important that in all three cases SMEme@a is key element.
Moreover, as a contribution to sustainable develmgmwe recognize responsible
forms of (social, creative and cultural, women’sirepreneurship and tourism,
which in combination generate added values.

Based on theory, field research, internationalasoable development frame, and
our previous findings allowed us to give the finahclusion that shaping tradition
into cultural-economic goods (knowledge, heritagal resource) is desirable and
possible in case of silk and silk production inl&rMoreover, it is very important

because it represents strong support for sustamelopment in general.
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SKILLS DEVELOPMENT AND SUSTAINABLE
EMPLOYMENT DURING TRANSITION IN SERBIA

Kosovka OGNJENOVIC, MSc”

Abstract: The objective of this paper is to assess the proématching the
skills available by the workforce and the skillsrdanded by the employers in
the Serbian labour market. A skill mismatch probismainly caused by the
structural unemployment. The main causes of skilsmatches are the
unfavourable structure of the workforce and slowuatinent capacities of
the education and training institutions, on the glypside. On the demand
side, skills mismatches arise due to inability k¢ mployers to develop
more complex tasks and the low level of the conegamiaining intentions.
Unfavourable structure of skills may affect bothb joandidates, policy
makers, and the employers in a way that it prolotigs time spent in job
searching, induces the increase in social expergituand reduces business
productivity. In this paper employability skillseaanalysed in the context of
sustainable employment and it is concluded thatS&sbian labour market
generates substantial skills gaps through all Is\afleducation.

Keywords: employability, labour market, skills, structurahemployment.

1. INTRODUCTION

Skills are defined as an individual's knowledge,mpetencies and abilities
acquired during the formal education, non-formad aformal learning (Cappelli
2015; Kahn 2015). A critical concept of skills tela them directly to the job
requirements. Skills vary over one’s career andy thee subject to different
practices that indicate weak functioning of theolab market, such as skills
shortages, skills gaps and skills mismatches. A sksmatch arises when there is
an imbalance ‘between the qualifications and skhiat individuals possess and
those that are needed by the labour market’ (Cpd28d5, 27). In a similar way,
skills gaps are related to the situation wherdlskpossessed by the job applicants
and/or employees in companies ‘are below the laeguired to perform a
particular job’, whereas skills shortages indidéi situation on the labour market
when ‘there are not enough job candidates of certacupations and skills’
(Cappelli 2015, 252; Cedefop 2015, 28).

"Institute of Economic Sciences, Belgrade, Sertnapkka.ognjenovic@ien.bg.ac.rs
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Skills development at the country level is undstrang influence of the structural
change (Colombano, Krkoska 2009). The main driwérskills development are
the increasing demand of particular economic segctimcluding, for instance,
information and communication technologies and othervices sectors, and a
demographic change that influences the ageingeoWitrkforce and an increase in
the amount of obsolete skills. In a broader semseployability depends on
gualifications, knowledge, skills and attitudes Ii&tie, Pollard 1998). The
development of employability skills supports thenocept of sustainable
employment, where sustainability refers to a satisiry level of skills utilization
during the lifetime. The main objective of this paps to examine the level of
employability skills development, and in particulaow the process of matching
the skills available by the workforce and the skillemanded by the employers
function in the Serbian labour market. The finditigst relate to the supply and the
demand side of skills utilization are derived bingshe data of recently conducted
the Labour Force Survey and the Employers Survey.

The relationship between skills and sustainable leynpent has become an
important topic, especially in the developed ecoiesrstruggling with a decline in
the active population and the ageing of the woddorSinédkova (2011) argues
that labour mobility within the European Union (Elember states increases the
level of occupation-specific and transferable skilDn the other hand, it also
induces skills shortages in the new member staeause highly-skilled workers
prefer higher wages and better working conditidra tire usually offered in the
old EU member states.

In the case of Serbia, however, the importancekdlssfor the labour market
participants’ employability is further associatedthwthe high and volatile
unemployment, a pronounced rate of the increaseeifong-term unemployment,
especially among the youth, and considerable sktimatches. All those issues
characterize the structural unemployment. For itstain the aftermath of the
economic crisis, the employers hesitate to opervaancies what causes a time
lag between the business opportunities and thenesads for workers who possess
certain knowledge and skills (OgnjenévBrankovt 2013a). In particular, this is a
common feature of the economies that share sinpiéghs of the transitional
reforms, characterized by a weak business climatd \@here entrepreneurial
intentions among the youth are not sufficiently eleped and supported (Rajh et
al. 2018). In general, the companies in Serbia havew intention to train.
However, the findings differ depending on the ecoitosector, region and the size
of the company (OgnjenavR015).
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The Organization for Economic Co-operation and Dmwaent (OECD) member
countries spend, on average, around 5.2 percethieofjross domestic product
(GDP) on education, including both the public ainel private sector expenditures
(OECD 2016). They expect a lower level of unemplegitnamong those with
vocational upper secondary education in comparigain general secondary
education, as well as among those who acquired tfegrees in the higher
education institutions. The Government of the Réipulif Serbia in theStrategy
for the Development of Educati@nvisages increasing the public expenditures for
education from current 4.5 to 6 percent of the GBP2020 (Official Gazette
2012). Also, in order to continuously improve skilbf the workforce, it is
envisaged that at least 7 percent of the adult latipn attends some lifelong
learning programs. These objectives are harmomnzédthe employment policies
included in theNational Employment Strategy for the Period 201 2@@Dfficial
Gazette 2011). Support to the development of stflihe workforce is covered by
active labour market policy measures.

The structure of this paper is as follows. The reedtion describes the data and a
method used in the analysis, defines concepts amdides some basic
comparisons of the main indicators between Sentbtlae selected countries. The
second section presents the main results of thiysamand the discussion of the
relevant findings, while the last section concluthespaper.

2. RESEARCH METHODS

2.1. Data and methods

Three main sources of data are used in the anatysipialifications and skills
needs in the Serbian labour market. Two data seurepresent nationally
representative consecutive surveys, whereas oneesotiinformation is collected
for the purposes of compiling a report used to campvorld economies.

In order to analyse the supply of skills and octiopa in the Serbian labour
market the Labour Force Survey (LFS) data are u$hib is the representative
source of data provided by the Statistical Officeéhe Republic of Serbia (SORS)
at the individual level. On the other hand, an wsialof the demand for skills and
occupations is carried out using the Employers Supstablished by the National
Employment Service (NES). A sample unit in thisveyris a company selected to
participate in the process of data collection.
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Selection of the sample units for both surveysased on the statistical theory of
sampling. Recently conducted the 2016 LFS wasse@lon a total sample of
133.7 thousand individuals, including 116.4 thowsamdividuals older than 15

years. The Employers Survey for 2016 was conducieda sample of 3775
companies. This survey is used since 2011 as anummsnt for short-term

anticipation of occupation and skill needs at tbeel of individual companies,

economic sectors and regions. However, the maiwltek of this survey is that
skills needs are assessed only by the employersieah the information such as
the usage of skills or the employers’ training miens is absent from the
instrument currently in use. Therefore, the assessrof skills gaps and skills
shortages based on this survey is not completela®imstruments are developed
for the European companies (Cedefop 2015), or@QECD countries, including
the Survey of Adult Skills (Pellizzari, Anne 2017).

Both data sources for Serbia enable the comparidonsigh time, regions and
economic sectors. However, only data aggregatdteatational level were used in
this analysis.

In addition, the data of the World Economic ForudvHF) are used for the
comparison of the best ranked world economies wWith selected Central and
Eastern European (CEE) countries in terms of thaicgzation of knowledge-

intensive jobs in the total workforce, as well las availability of skilled workforce

in the respective countries.

This analysis was carried out using analytical enmgpirical research methods. In
particular, statistical methods for data aggregeéind processing were applied, but
also comparative methods and interpretation ofréseilts for Serbia and other
selected countries were used.

2.2. Concepts and comparisons

The demand for skills and knowledge at the levehmfeconomy largely depends
on the complexity of tasks required to be fulfilladthe workplaces in companies.
In general, smaller (developed) economies have ehigihares of knowledge-
intensive jobs in the labour market. This can hssttated by the WEF'§&lobal
Information Technology Repodata when both the group of the best ranked
nations (left-sided panel) and the group of setec@®&E countries (right-sided
panel) are observed (Baller et al. 2016). This #tigularly because more
pronounced diversification in production or sergigequires more effort directed
towards innovation and knowledge. Fig. 1 shows éxaept for the UK the share
of knowledge-intensive jobs is highly inversely ratated with the size of country
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measured by the number of inhabitants. Another comieature of the best
ranked countries regarding the share of knowledgmsive jobs in the overall
economy is that six out of ten are the EU countfTdss is not a coincidence. The
EU prioritizes incentives aiming to preserve thghhievel of overall productivity

and activities important for the improvement of Eldmpetitiveness and of
building comparative advantages (Cedefop 2015).

Figure 1: Knowledge-Intensive Jobs as Percentage Workforce in Selected Countries
(%)

a) Ten best ranked b) CEE countries

Belgium 10 Bosnia & Herzegovina
Netherlands ¢ Albania 80
Urited Kingdom 8 F.omania 66
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Norway 4
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Switzerland 3
: Montenegro 29
Singapore 2 s
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Source:Baller et al. (2016).

However, the difference between the best ranked C&ilntry Slovenia and the

worst ranked economy of Albania is almost one @uaifthis implies the existence

of significant heterogeneity among the countrieshiis region. The WEF report

does not publish data for Bosnia and Herzegoviha. data for the two first ranked

countries show that the share of knowledge-intengitss in the economies makes
up 41.7 and 37.2 percent of the total, respectivigdybia’s position is in the middle

with 29.1 percent, which is 11.4 percentage pabisve the share for Albania and
12.6 percentage points below the share for Slove@ia the other hand, the

distance between Serbia and the best ranked woeltbmomies is quite large,

showing that the share of knowledge-intensive jaltkhe Serbian labour market is
almost twice lower than in the comparing countries.

Fig. 2 depicts the experts’ estimates of how easiy for the companies to find

employees of adequate skills in the local labourkets on the scale from 1
(extremely difficult) to 7 (extremely easy). Basadl these estimates, it seems that
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the companies in Serbia are indifferent when thaglability of skilled workers is
considered. However, regarding comparison with roEE countries, it can be
noticed that Romania, Bulgaria and Serbia proviteaverage, the lowest scores.
Actually, more difficulties to find workers of remad skills have reported the
companies in these three countries, while, foramst, Slovenian companies
experienced fewer difficulties when searching falled workers.

Figure 2: Availability of Skilled Employees in Seleted SEE Countries
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Source:Baller et al. (2016).
Note: There is no data for Bosnia and Herzegovina andt&fagro.

Based on the above argumentation it can be comtltio® the Serbian labour
market characterizes a shortage of the workforcadsfquate skills. Given the
existence of a gap between skills supply and demiasdes of sustainability and
employability are of crucial importance for bothetemployers and employees.
This will be further elaborated in the followingcsiens.

3. RESULTS AND DISCUSSION

In this section, we use available data sourcesnadyse workforce skills and
competencies, then how the supply matches the d&nazd whether the severity
of skills and knowledge gap changes in the coufs¢ramsitional reforms. In

particular, the topics that will be studied includerkforce ageing, improvements
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in educational attainment of labour market partioiis, employers’ skills needs
and occupational incidence of skills mismatches.

3.1. Workforce skills and occupations

When the total workforce is observed it can beasatithat medium-skilled labour
market participants are the group that prevails ragnboth the employed and
unemployed. This group makes up 56.8 and 63.2 peafeemployees and jobless
persons, respectively. The second largest grouphigte-skilled labour market
participants. This group share in the total emplegtris almost one quarter, while
the share of high-skilled unemployed persons i 22ercent. A significant

percentage of high-skilled among the unemployeds@er is an indicator of
obvious mismatch between the actual and the skileded by the economic
sectors. Serbian economy employs 18.4 percentwtkilled workers, while this

group makes up 14.4 percent of the unemployed.

Figure 3: Level of Workforce Skills (%)
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Workforce skills differ by gender especially if megh- and high-skilled labour

market participants are observed. As an illustraiiocan be noticed that both
employed and unemployed men with medium-level skilbke up over 60 percent
of the employed and unemployed men, while this groxakes up a little above
one-half of the employed women. High-skilled mea awuch less (20.2 percent)
represented among the employed than women of the sducational level (30.8
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percent). In comparison with men, high-skilled upésged women form a
considerably larger portion among jobless persons.
Figure 4: Occupational Structure of Employees (%)
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In line with the previous elaboration is the finglithat shows that the share of
women in positions of managers, professionals edanicians in the organizations
is 34.3 percent in the overall structure of emptbygomen. In comparison with
men, this share is more than ten percentage pligiter thanks to the engagement
of women in the public sector (especially in sos@ivices, health and education
sectors). Proportionally, men are more represerdaatbng the occupations
composed of clerical, services and sales worké&ied agricultural workers, and
plant and machine operators and assemblers tharemvolhis is because men,
compared with women, are more often employed inséetors of agriculture, and
manufacturing industry and less often among cledoa services workers which
compose this broader group of occupations.

The characteristic of the labour market of mostntoes is the education-job
mismatch. It occurs when lower-level jobs are figdfl with high skilled job
applicants due to a shortage of jobs of a requegdl. Analysing transition and
non-transition countries, Kupets (2015) finds tmatl9 out of 25 countries each
fifth worker is overeducated regarding the quadifions needed for the specific
job. This is further associated with the inciden€dong-term unemployment and
in particular with youth unemployment. Similar finds for the group of the
Western Balkan countries confirm that young peopl® are facing first work
experience need additional training in order toehmore success in job matching
in spite of the attained level of education (Zulép#avlovt 2016).
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3.2. Matching the supply and demand in the labour market

The Serbian labour market is characterized by |atgectural disparities between
the supply and demand of workforce. Obvious redissnin high unemployment.
In spite of a significant drop in unemployment ottee previous several years, the
unemployment rate is still high and it was 15.3cpat in 2016 (SORS 2016). The
unemployment is especially high among certain gsoug labour market
participants (including youth, women, and minosji@and the main cause is its
structural character (Ognjendév2015). Persistency of structural unemployment is
the characteristic of all transition countries dugarticular to rapid technological
change and unreformed education and training systexh cannot adequately
respond to the labour market needs and inevitalolyde skill mismatches (Bartlett
2013). In line with this are the results providgd@nlombano and Krkoska (2009)
for CEE countries that confirm that the traininghdacted at the company level
cannot compensate for a weak level of skills in toeintry induced by the
inefficiency of the education system. Their findihguggest that in-company
training is highly positively correlated with theuntry level of skills development.
In other words, the companies’ intent to train isrenpronounced in countries
where the workforce has higher level of skills.

Table 1: Occupational and Skill Level of Workforce(%)

Unemployed Employed
Occupational group Educational attainment Educational attainment
Low- | Medium- | High- | Low- | Medium- | High-

Skilled skilled skilled | skilled skilled skilled
Managers 0.0 1.6 4.7 0.2 2|2 8.5
Professionals 0.¢ 0.8 325 0.0 2.0 48.4
Technlc_lans and Associate 0.0 8.6 18.9 0.0 129 1800
Professionals
Clerical Support Workers 0.0 84 12,9 Q.9 3.2 7.8
Services and Sales Workers 13.5 33.8 20.3 6.4 P1.57.6
S](llled Agricultural, Forestry and 0.0 0.6 0.0 58 155 3b
Fishery Workers
Craft and Related Trade Workers 20.4 18.1 4.2 7.9 916. 2.6
ZIant and Machine Operators, and 135 10.7 20 7. 128 1l

ssemblers

Elementary Occupations 52]7 17.4 4.4 1p.3 8.5 1.2
Armed Forces Occupations 0(0 a.0 0.0 D.0 0.8 0.8
Total 100.0 100.0 100.0 100/0 100.0 100.0

Source:RSO, LFS (2016).

Note Occupations for unemployed persons are availalie for those who had some work
experience during the previous eight years.
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When the unemployment is high, lack of occupatipeeific skills may leave less
choice to job applicants leading them to accept |tveer-level jobs as it was
previously elaborated. When the educational attaimtrof the unemployed is
compared with the occupational choice, Table 1 shtvat besides elementary
occupations, low-skilled unemployed persons hadipus work experience as
services and sales workers, craft and related tnamtkers and plant and machine
operators, and assemblers. Among the participaititstiae low level of education,
the largest gap between the unemployed and emplsyeyealed in the group of
elementary occupations. Likewise, the largest dg@ncy in the labour market
status of medium-skilled participants is identifi@nong services and sales
workers, craft and related trade workers and el¢éangroccupations, while high-
skilled unemployed persons experienced more diffe=zito find employment if
they had previous work experience as clerical supporkers and services and
sales workers. On the other hand, managers, piofedés and technicians and
associate professionals compose three quarterggbfskilled employees, while
those three occupational groups make up more thhalfaof the unemployed
pointing to the obvious lack of necessary skills.

The general conclusion is that the occupationaloehat the workplace does not
necessary follow the educational attainment of mdividual. This is because
someone may accept a job from necessity even i if a lower level than

expected or because someone may attend the trainingecessary certified and
acquire some occupation-specific skills that movea/her to a higher professional
level.

3.3. Qualifications, knowledge and skills gaps

In general, low level of investment in trainingfdrmation gaps and low mobility
in the labour market are the factors which may easksll shortages (Cedefop
2010). But, to what extent the ageing of the wantdoinfluences skill shortages?
A Cedefop study shows that the workforce ageingttogr with skills obsolescence
causes skills gaps and skills shortages espediakyprganization or restructuring
of the companies and economic sectors leads tlms$iseof specific skills (Cedefop
2010). Table 2 depicts two different paths of tigeiag of the workforce in the
Serbian labour market. The share of the young @ojonl (15-29 years of age) in
the workforce decreased from 23.0 to 18.4 peraetité period 2004-2016, while
the share of the prime age population and olderkevsr (30-64 years of age)
increased by 4.6 percentage points amounting té &rcent in 2016. Such
dynamics induce a drop in these two subpopulatiatis confirming the ageing of
the workforce. The ageing also has diverse effectsthe employment and
unemployment of the two groups of participants shgvwa declining trend of the
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youth share and an upward trend of the prime agk addder workers in the
respective contingents of the workforce.

Table 2: Ageing of Workforce

2004 2008 2012 2016
? ? ? ?
S$1e |88 |88 |88 5
Age group S| || &|d|a|s|8|s|s|2]| =
=< = IS =< = IS =< = IS =< = £
o 1S 8 o 1S 8 o 1] 8 o 1] 8
Youth (15-29 years),
in % 23.0| 181 43853 20% 171 408 19.2 147 33.8.41 154| 34.4
Prime and older
(30-64 years), in % 77. 819 565 795 829 59.0.88 853| 67.00 816 84.6 656
Ratio (15-29)
to (30-64) 0.30| 022 0.7y 026 0.21 0.9 024 01749 | 0.23| 0.18 0.5%

Source:RSO, LFS (2004, 2008, 2012, 2016).

The ageing of the population and entry of the nehocts of young people in the
labour market changes the educational structutkeoivorkforce. New generations
of labour market participants have a better edanati background — more
graduates enter the labour market each year -hbytdo not necessarily have a
greater chance of finding a job that matches tles®| of education. A comparison
of the workforce education structure in the yeabf@nd 2016 shows that
individuals with low qualifications exited the lalnomarket faster than those who
possessed medium-level qualifications. Based oratiadysis of the data in Table
3, it can be concluded that a drop in the sharedividuals with low qualifications
was gradually replaced by those with high qualifass, whereas the share of
medium-skilled labour market participants was stablowever, a significant share
of the unemployed — more than one fifth — withigeyt education is a reliable
indicator of a skill gap or an individual’s choioé non-perspective occupations.
Some comparative studies show that individuals wigdium-level qualifications
are the main source of the workforce surplusesenig and Croatia, whereas the
labour markets of Macedonia, FYR and Montenegrdesufrom the surplus
workforce with low qualifications. When disaggregteducational levels are
observed, for instance, data for Croatia revealedt tskills shortages are
characteristic of individuals with tertiary and sadary technical education. This
can be considered as a common feature for mosthef GEE countries
(Ognjenové, Brankovt 2013Db).
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Table 3: Educational Attainment of Workforce by Yeas (%)

2004 2008 2012 2016

() ° [ (0] ° (3] (0] pe] (3] [} k] (]

Educational| & o 3 o o 3 o o 3 e o )
; 2] o° a 2] o° a 2] o a e ° o

attainment k¥ S = k¥ o IS kv s < X S £

<) e ) o e [0} o 1S [0} o 1S )

= w 5 = w 5 = w 5 = w 5
Low-
skilled 26.7 27.8| 220/, 25.3| 26.0/ 20.3] 20.3] 20.6] 19.1] 17.8| 18.4| 145
Medium-
skilled 57.0 54.7f 67.2| 57.3] 55.6] 684| 59.1| 56.9] 66.3] 57.8/ 56.8/ 63.2
High-
skilled 16.3 17.6/ 10.8| 17.4| 18.4| 11.2| 20.6| 22.5| 14.6] 24.4| 24.8| 22.2
Total 100.0 100.0f 100.0f 100.0| 100.0] 100.0] 100.0] 100.0] 100.0| 100.0| 100.0{ 100.0

Source:RSO, LFS (2004, 2008, 2012, 2016).

Apprenticeship programmes are especially importantower and medium-level
occupations. In particular, they can support thedition from school to work and
help young employees’ to gain first work experientksually, apprenticeship
trainings are organized through on-the-job and/asscoom learning. In the
developed countries apprenticeship opportunitiess @ostly provided by the
employers, but also publicly supported programs available. An analysis
conducted for the OECD countries shows that thedeamce of apprenticeship
programmes varies, covering, for instance, fourcgetr of the workforce in
Germany and barely 0.3 percent in the US (Lermarl7R0In Serbia,
apprenticeship programs are provided as a partnplayment plans at different

administrative levels. Certain medium and high les@ucation occupations are

eligible for these programs.

Figure 5: Employers’ Skills Needs

40.0%

= Occupational knowledze and

B EBroader competencies and

Source:NES (2016).
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In the Serbian labour market, occupation-specifiodedge and skills form less

than one quarter of all the skills required by #mployers as shown by recent
survey data (Fig. 5). Based on the Employers Surshgrt-term anticipation of

future needs for skills and occupations is coll@édwg the economic sectors and
regions. Transferable knowledge and skills are mmole needed — the employers
opted for these skills in almost 50 percent of sa®¥oader competencies and
personal characteristics are perceived by the gmapoas more important than
occupation-specific knowledge and skills. Theselifigs are in line with some

previous studies that show that the employers exn @EE countries pay more
attention to transferable knowledge and skills, nehéoreign languages and
knowledge of information and communication techg@e occupy a special place
(Ognjenové, Brankovt 2013Db).

Table 4 presents the occupational incidence of skdmatches. Two groups of
occupations are identified with the highest shasagaps and the lack of work
experience — high-skilled professionals and medsiitbed services and sales
workers. The employers perceived plant and macbjpezators and assemblers as
the third ranked occupational group with skill gages. Likewise, technicians and
associate professionals are the occupational gtbap equally lacks skills or
cannot be adequately matched to job vacanciesadueitking conditions or lack
of previous work experience.

Table 4: Incidence of Skill Mismatch by Occupation%)

Due to
Occupational group Skills 1 gyilis gap QXE?F'L%SZQSL?L%”Z@
shortage .
the like

Managers 0.4 1.4 1.3
Professionals 215 15.5 16.5
Technicians and Associate Professionals 3.4 6.8 8.6
Clerical Support Workers 15 29 38
Services and Sales Workers 59.9 56.5 49.3
\?J((;I:E(ejrsAgncultural, Forestry and Fishery 0.2 0.0 01
Craft and Related Trade Workers 4.7 6.1 7.9
Plant and Machine Operators, and Assemblers 7.0 4.0 4.7
Elementary Occupations 15 61 7.8
Others 0.0 0.8 0.0
Total 100.0 100.0 100.¢

Source:NES (2016).
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The level of overall productivity of an economy daly depends on the
effectiveness of business climate reforms. In #eof transition and developing
countries, Brixiova and Egert (2017) show that poéicy reform in this area will
affect the creation of sustainable businesseself tire accompanied by the well-
functioning education and training system that $etadnarrowing skill gaps. This
will increase employability prospects of the wonde defined in terms of Hillage
and Pollard (1998) as capability to get the fiig,j maintain employment and
move to a new job if necessary. The concept of eyalility is tightly connected
to the legal forms of employment relationships lestw the employer and
employee and it can stipulate continues employniemqarticular, if the employers
have tools to assess knowledge, skills and akilitiEjob candidates (Cappelli,
Keller 2013). Following this discussion it can mcluded that the instruments for
short- and medium-term projections of occupatiams skills should be in place in
an economy so that policy makers and other relestakeholders gain insight into
skills needs.

4. CONCLUSION

Particular attention in this paper has been paithéoanalysis of employability
skills development and how the process of matchimeyskills available by the
workforce and the skills demanded by the emplofuarstion in the Serbian labour
market. The analysis presented in this paper pesvah assessment of skills gaps
and skills shortages at the level of education @raih occupational groups. In
order to analyse the supply of skills and occupatim the Serbian labour market
the Labour Force Survey data were used for selegtads from 2004 to 2016,
whereas an analysis of the demand for skills acdmations was carried out using
the Employers Survey for 2016.

The main findings of the analysis can be summaraefbllows:

* Regarding international comparison, Serbia fits mgnthose countries of the
CEE region with the average share of knowledgesite jobs in the overall
economy. This implies that no significant improvemén productivity and
innovation-led competitiveness can be expectetarshort-term.

» Most challenges are related to the imbalancesérstipply and demand of the
workforce with medium qualifications, implying thakills gaps are mainly
identified among transferable knowledge and skitisaccordance with job
description. Job matching policies of both thoseahe feeding the supply of
skills and those searching for skilled workers $thdne focused on narrowing
these gaps.
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When the occupational incidence of a skill mismagltonsidered, the analysis
revealed that the occupational group that comphsgis-skilled professionals and
medium-skilled services and sales workers is thmugrwith the highest skills
shortages, skills gaps and the lack of work expegeof job applicants to
adequately respond to job requirements. On therotlaed, technicians and
associate professionals cannot be adequately nohtichgob vacancies due to
working conditions offered by the employers or tlaek of previous work

experience.

There is a limited number of studies that analkilésgelated issues in the Serbian
labour market. The intention of this paper is tel fihe existing gap and provide
some preliminary findings to support policies assed with the enchantment of
labour market participants’ employability. Futuesearch should be focused more
on a quantitative analysis that would examine tatdxtent the shortage of skills
causes labour market frictions, on the one hand, what are the potential
implications of skills gaps on the social and ecgnitgpolicy, on the other.
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