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PROF. DR. MILIJA ZECEVIC,

Prof. Emeritus,

Academician of European Academy of Science,
Vienna,

Rector of European University — Chairman
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Management Development in Central and South-East Europe

Vision and strategy of European University is linking universities, institutes
and economies not only at global, world and European level, but also linking
universities, institutes and economies of Central and South East Europe.
European University in corporation with Belgrade Chamber of Commerce,
Scientific Society for Management, Belgrade, The College of Hotel
Management, Belgrade, European Management Association, London, Faculty
of Business and Tourism, Budva, Montenegro, University of Rijeka, Croatia,
European Centre, Maribor, Greek Piraeus Bank, University of Krems, Austria
and other partners organises International Scientific Conference on the topic
of: Management Development in Central and South-East Europe

Objectives of the conference

« linking institutions and prominent personalities from the countries of Central
and South-East Europe;

« the exchange of ideas and experiences in the development of European
management, international management, international marketing, international
tourism and hospitality, as well as the promotion of opportunities for further
business cooperation;

The strategic goal of this International scientific conference is that, in Europe
and in the world, and especially in Serbia and countries of Central and South-
East Europe, economies are being developed, value systems are being
promoted and the carriers of efficient, effective and profitable operations are
the most capable operational managers, middle managers and top managers.
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International Human Resource Management

Employee Selection and Repatriation

Annually, multinational corporations (MNCs) select thousands of people
to work not only at home but also in their affiliates throughout the world. Who is
selected for the job abroad and what happens to them when they return home? In
this section we will:

1. Identify three fundamental sources MNCs may fill vacancies from in
management abroad,

2. Determine some of the most frequent criteria of selecting the best persons for
performing the tasks abroad,;

3. Describe selecting procedures that are used in making final decisions on
behalf of organizations and managers themselves;

4. Discuss the reasons of return from abroad and present some strategies
securing the smooth return to local operations.

Case Study Analysis

Philips, a giant electronic firm from the Netherlands, is one of the largest
multinational company in the world. Philips was not particularly successful in
American market. Shortly before the World War 11, the company joined all of its
American operations into trust so the relationships between the headquarters and
American affiliate, North American Philips (NAP) Corporation, were at
distance. After the War, Philips began expanding in Europe and strongly
confronted competition. American market proved to be undetectable. At present,
Philips is fiercely fighting the Japanese for the leading share in American
electronic and consumer goods market. One of the recent moves that should
improve the situation in America has been the disintegration of the trust
established before the World War Il. Now NAP is a part of Philips company so
the MNC is physically present in the United States. Of course, it takes more than
re-organization to beat the Japanese.

Industrial analysts think that the biggest problems of Philips is its
marketing function. For example, despite the fact that Philips has invented
compact-disk player and is the leading in European market; in the US, its players
sold under the name of Magnavox lack behind. Sony and Technics hold more
than a half of the market and Philips’s share is only 2 percent. Critics claim that
the problem partly lies in the small advertising budget and resistance to lower
prices in order to increase the market share. Another example refers to video-
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recorders. In early 80-ies, Philips failed to effectively compete with its video-
recorder design. Video recorders made in Asia easily won Philips models. Even
NAP refused to sell Philips video-recorders, taking Matsushitu ones instead.
What are Philips plans to resist in American market? First, the company pushes
hard its products, such as its successful compact-disk players. It also imports
into the US European small kitchen appliances like mixers and coffee machines
under the name of Norelco. It will start to sell light-bulbs under its name. It will
use production facilities bought from Westinghouse-Electric Company. The
Japanese will also follow similar strategies for new product introduction.
Therefore, if Philips hopes to increase its share in American market it will need
better quality goods and more effective marketing. It means to set aside large
funds for American market and outlet location expansion. Clearly it cannot be
achieved without well chosen managerial team that will respond to local market
and at the same time follow policies and directives from the Netherlands.

Staff Sources

There are three basic sources where MNCs may select managers for their
foreign affiliates from: (1) home-country; (2) affiliate host-country; (3) the third
country.

Home-Country Individuals

Home-country individuals are managers who are the citizens of the
country a multinational corporation is based in. Those mangers are called
expatriates, refering to those who live/work outside their homeland. Historically,
MNCs placed individuals from their homeland or expatriates in the key positions
in their affiliates. Based on the American, European and Japanese company
researches, Rosalie Tung found that American and European companies
employed expatriates in less developed regions but preferred individuals from
host-country in developed regions. The Japanese, however, employed more their
home-country individuals all over the world, specially in middle and top
positions.

There are numerous reasons for employing individuals from home-
country. Based on her research, Tung found that the most frequent reason for the
selection, even 70 percent gave affirmative answer, was operation beginning -
MNCs prefer their staff to launch the venture. The second reason, 68 percent of
the surveyed, was that home-country individuals had necessary technical
expertise. There are also some other reasons:

... a desire to provide a company with managers with international experience
who will occupy responsible positions; a need to maintain and perform
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organizational coordination and control more easily; the lack of managers in a
host-country; company’s opinion that a foreign operation will not last long;
multi-racial population in the host-country - selecting a manager from any race
may cause political or social problem; company belief that it has to keep foreign
image in the host-country; and some companies belief that a home-country
individual is the best for the job.

Host-Country Individuals

Host-country individuals are local managers MNCs hire. There are many
reasons MNCs employ managers from the host-country for middle and lower
level positions. A number of countries expect MNCs to hire local talents and this
is a good way to meet those expectations. Even in the case when it wishes to
place its own staff in all management positions, it may happen that there are not
enough managers available and also transfer costs and living expenses may be
high in the host-country. While top management positions are usually filled with
home-country individuals, there are also other cases. For example, many
American MNCs use their managers at the beginning of their operations and
then leave the work to local managers. Of course, there are exceptions in the
model. An early study found that American managers were often in charge of
affiliates marketing products all over the world. When a product is introduced
into a new country, local managers are replaced by host-country mangers. Then,
when the international project has been completed, local managers return to their
positions.

This traditional managerial position model illustrates why it is so
difficult to generalize the issue of staff in international environment. The
exceptions are the cases where valid regulatives dictate selection practice and
require a certain degree of “naturalization”. In Brazil, for example, traditionally,
two-thirds of employees in any foreign affiliate must be Brazilians. Many
countries impose real and refine pressures on MNCs to fill higher positions with
locals. In the past, the host-country pressures forced companies like Standard Oil
to change their manager selection approach. In European countries, home-
country managers appointed to foreign affiliates often stay in the position till the
end of their career. The Europeans do not return to the headquarters or another
affiliate like the Americans. There is another way, though very rare always to
use home-country managers to lead operations. The Japanese are a good
example; they tend to use the following approach:

Japanese are almost always in top positions in their foreign affiliates,
including sales. “If somebody is bothered, he goes to work for another
company”, says Thomas Elliot, Senior Vice-President of Honda Co. of America.
Thomas Mignanelli, Executive Vice-President of Nissan Motor Corp. says:
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“They tell you right at the beginning that the President will always be a
Japanese”.

Americans, on the other hand, rely more on host-country managers. Tung
found four main reasons why American companies tried to employ host-country
managers: (1) they are members of the culture; (2) they know the language; (3)
they are less expensive than home-country managers; and (4) their employment
is good for public relations. European companies using host-country managers
usually offer two main reasons for that: Knowledge of culture and language,
while Japanese companies explained that host-country managers were the best
qualified individuals for the job. The section “International Management in
Action: Important Work Advice to Foreigners” give examples of how
Americans can best adapt to foreign bosses.

International Management in Action
Important Work Advice to Foreigners

Employment opportunities in the world will increase because Japanese,
South Koreans ad Europeans continue to expand their economic horizons. It is
good to work for foreigners? Those who have already worked for foreigners
learned that such a career involves both reward and punishment. Here are some
useful advice gained from the experience of the Americans who have already
worked for foreign MNCs.

First, most Americans are taught to make decisions quickly while most
foreign managers spend more time on decision making and consider speed
unnecessary and sometimes wrong. In the United States there is a saying
“effective manager is right 51 percent of his time”. In Europe, the percentage is
much lower what explains why European managers analyze situations much
deeper than most American managers. Americans working for foreign
companies must make slower and more precise decisions.

Second, most Americans are used to do the job without much guidance.
In Latin America countries, managers are accustomed to give many instructions
and in the Far East there is neither much structure nor many instructions.
Americans must learn to adjust to the decision making process in the given
company.

Third, most Americans go home around 5:00 o’clock pm. If there is
something more to write they carry it home. Japanese managers, for example,
stay late in their offices and often consider lazy those who leave early.
Americans must adjust or persuade managers that they work as much as their
colleagues, but in other place.

Fourth, many international companies say English is their official
language of understanding. Important discussions are, however in home-country
language. It is important to learn the language.
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Fifth, many foreign MNCs use fear to motivate their people. It is
specially represented in production work where workers are under constant
pressure to sustain high production and quality level. For example, people who
dislike working in such intense conditions will have a problem to work in
Japanese automobile plants. Americans must understand that the atmosphere of
humanity in work is more of an exception than a rule.

And finally, in spite of the fact that employment discrimination in the
United States is illegal, many MNCs practice it including those operating in the
US itself. women are offered worse opportunities than men and top jobs are
almost always reserved for home-country individuals. In many cases, Americans
have accepted the ethnocentric (nationalistic) approach, but ethics and social
responsibility are the main issues in the international arena and those challenges
must be dealt with today and in future.

Individuals from the Third Countries

Individuals from the third countries are managers - residents of the
countries where neither MNC headquarters nor an affiliate have been
established. There are two main reasons why American MNCs use the members
of the third countries. They are: (1) those people have necessary expertise; and
(2) they are estimated the best for the given job. European companies gave only
one answer: those individuals are the best for the job. Japanese firms do not
employee members of the third countries. American MNCs use only individuals
from the well-developed countries and it is the final promotion for them. Unlike
American managers who usually go abroad to acquire experience before coming
back to the headquarters, the third country individuals leading foreign affiliates
try to stay in the position for ever.

Those individuals usually work in the MNCs which experienced the
initial and middle internationalization stage. The largest number of the affiliate
managers from the third countries in American MNCs was employed during the
stable growth period and in the stage characterized by political and competitive
threats. The model is partly different in European countries. Together with initial
stage, European MNCs begin employing managers from the third countries and
it continues till political and competitive threats emerge. At this stage the
number of the third country managers decrease in American companies; they are
replaced by the home-country managers.

There are some advantages in employing the third country individuals.
The one is that salary and benefits are lower than for home-country managers.
However, in recent years the salary span has been vanishing. Another advantage
is that the third country individuals may have better knowledge of regions or
local language. This is the reason why many American MNCs have appointed
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English and Scottish managers to head the affiliates in the former British
colonies, Jamaica, India and Kenya.

Nowadays, we have a new kind of multi-lingual, multi-experienced, so-
called “global managers”. Those new managers are a part of the larger
international executive group who can cope with everything and do not fit into
the third country model. With united Europe and similar tendencies in North
America and Asia, there is an increasing demand for the global managers.

Case Study Analysis

1. When NAP operated at distance, were most managers from home
or host country?

Most managers were from host-country. They were from the United
States. If there were managers from home-country, there were only a few
because American affiliate was independently operating. The autonomy has
reflected in the fact that NAP did not choose Philips video-recorder but the
Japanese competitor.

Selection Criteria for International Tasks

The selection of an individual for the post abroad depends on
international selection criteria. Sometimes, a large number of the factors is taken
into account, though in most cases there are only 5 or 6 of them.

General Criteria

Some selection criteria have the specific weight; other are accepted very
superficially. A company that sends its men abroad for the first time has longer
criteria list than and experienced MNC. For example, a study found that
individuals going abroad could be grouped in four categories - chief executive
officers (CEOs), functional executives, trouble shooters and operational
executives - and each category has its own selection criteria.

Chief executive officers must be good communicators, have management
talent, maturity, emotional stability and ability to adapt themselves to a new
environment. Functional executives must be mature and have emotional stability
and technical knowledge of the job. Trouble shooters must have technical
knowledge and have to be initiators and creators. Operational executive have to
be mature, emotionally stable and to respect the laws and persons from host
country. Briefly, each job means different selection factors.

There are also technical and humanitarian criteria to be considered.
Companies not considering the two categories often have high failure rate. For
example, American and Japanese company researchers discovered that many
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American companies had failed in selecting individuals for foreign operations.
Japanese companies, on the contrary, were successful. The first difference
between the two groups was that Americans focused on technical issues while
Japanese considered also behavioral skills, such as ability to communicate with
clients, consumers, executives peers and subordinates.

Adaptability to Cultural Change

Foreign managers must be able to adopt to change. They also need a
dosage of cultural firmness. Researches show that a lot of managers are thrilled
at the beginning of their work abroad. However, after several months a kind of
cultural shock draws in and they start to experience frustrations and feel
confused in a new environment. Some analysis show that many most effective
international managers suffer from the cultural shock. It may be a good sign
because it shows that expatriate managers join a new culture instead of isolating
themselves from environment. Here is an example of a North American working
in Middle East.

“My third day in Israel has been followed by stomach-ache. | went to a
supermarket at the corner to buy something light to eat. I was still not able to
read Hebrew and | decided to take something that looked like yogurt and was
next to the shelf with cheese. As | was not 100 percent sure it was yogurt |
looked into the pack. To my delight, there was a white creamy substance inside
resembling yogurt. | bought my “yogurt” and went home to eat - a soup, liquid
soup. How could I know that soap was packed in yogurt tetra pack or that
products in Israeli supermarkets were not divided into edible and non-edible
ones, like in the United States. My now “clean” stomach has become more
sensitive and my confidence was vanishing”.

When the first trial period is completed expatriate satisfactions start to
rise. In fact, after the first two years, most people are satisfied with their job
abroad. Researches also show that men adapt themselves more rapidly than
women although both genders are similar regarding the degree of job satisfaction
abroad. People over 35 have somewhat higher levels of satisfaction after the first
year but managers under the age of 35 experience more satisfaction in the next 3
to 4 years. However, these differences are not statistically important.

Organizations take several characteristics when determining individual
adaptability. Examples include work experience together with the knowledge of
other culture, previous trips abroad, knowledge of foreign languages (fluency is
not necessary) and recent immigration background. Other examples include:

1) Ability to integrate with various people, cultures and kinds of business
organizations;

(2 Ability to sense development in a host-country and its precise evaluation;
3) Ability to solve problems from different aspects;
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4) Sensitiveness to fines in differences of culture, politics, religion and
morale with individual varieties;

5) Flexibility in managing operations on a continual basis in spite of the
lack of help and information gaps.

Independence and Self-Confidence

In many foreign tasks managers are responsible and perform functions on
higher levels than they are usually used to. At the same time, less people can
instruct and help managers. There is a series of technical advisors in company
headquarters who can help and direct managers. In foreign affiliates, managers
must often rely on themselves. An analysis claims that some of independence
and self-confidence determinants involve previous experience (domestic or
foreign), experience in special projects or labor force, hobby or other job
demanding high level of self-confidence and social ability in the community an
individual lives in.

Physical and Emotional Health

Most organizations demand from their foreign managers good physical
and emotional health conditions. Employees with weak heart will not go to a
foreign affiliate. Nervous individuals also do not count. The factors considered
are psychological ability to overcome a cultural shock and marital status that
influence the ability to fit into foreign environment. For example, an American
oil company operating in the Middle East considers a middle-aged person with
grown-up children the best in overcoming cultural shock; for some locations in
the desert, the best choice were people from Texas or Southern California.
Age, Experience and Education

Most MNCs strive for balance between age and experience. There are
evidences that young managers prefer international tasks. Those managers try to
be more ‘world” oriented and appreciate other cultures more than older
managers. Nevertheless, young managers have less management experience and
technical experience. They lack he experience of the real world. In order to
accomplish desired balance, many companies send both young and experienced
individuals to the same affiliate abroad. As Blue and Haynes said: “Ideally, such
team should be chosen for youth and experience taking into account
relationships, specific responsibilities, authority and professional judgment to
decide whether a certain job needs more youth or experience”.

A large number of companies consider academic degree a very important
matter for an international executive. There is no ideal type of diploma for the
executives. An expert explained it in the following way:
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“Companies with distinctly technical products prefer exact sciences. Other
companies think a successful management must have profoundness,
imagination, creativity and character - such individual usually have social
science degree. However, the best combination seems to be higher education
degree and known business school completed”.

Language Training

One of the recognized weak sides of many MNCs is not paying much
attention to the importance of foreign language training. English is the first
international business language and most expatriates from all countries speak
English. Of course, those speaking only English are in the worse position when
working in countries where English is not an official language. A study
examined 1,100 Swedish expatriates on their satisfaction with local language
knowledge. The Swedish managers specially expressed dissatisfaction with
understanding Japanese and the Middle East languages. In other words, language
can be a critical factor and international experts consider it the most effective
indirect learning method in the very country as well as the means of getting
acquainted with the country value systems and customs.

Traditionally, Americans do little in this area. For example, a recent
survey of 1,500 top managers worldwide has blamed American expatriates for
minimizing foreign language learning values. Executives in Japan, Western
Europe and South America place more importance on the knowledge of more
than one language.

Motivation for Foreign Appointment

It is not enough to wish to work abroad. International management
experts think that a candidate must believe in job importance and even have the
elements of idealism or sense of mission. People dissatisfied with their situation
at home and wishing to escape rarely proove to be effective managers abroad.
Some experts believe that the desire for adventure or pioneering spirit are
enough to go abroad. Other motivational factors are often the wish for increasing
the possibility for promotion and material status improvement. For example,
many American MNCs consider international experience important for
promotion to higher rank. American managers also sometimes recognize that
thanks to salary allowances and benefits they can earn and save more money.
Spouses and Families

Spouses and families are another important element in selecting
individuals to go abroad. If a family is unhappy, manager’s performance is low.
In a recent survey of 80 American MNCs on determining the reasons for
expatriate failure, the number one reason has been the inability of manager
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wives to adjust to different physical and cultural environment. Therefore some
companies interview also spouses before making decision about managers
appointment abroad.

One of the popular approaches in evaluating family adaptability to a
foreign country is adaptability screening.

The process evaluates expected family resistance and fitting into living
abroad. A company considers several matters including family cohesion, its
ability to overcome stress and the ability to adapt to new culture and climate.
The reason why the family criteria have drawn so much attention lie in the fact
that MNCs learned that an unhappy executive wishing to return home before his
post expired would not be productive. In both cases, the company might loose
much money.

Leadership Ability

The ability to influence people to respond in a certain way, called
leadership, is another important criteria in selecting managers for international
tasks. However, it is difficult to determine whether an individual, effective
leader at home, will be equally effective in a foreign environment. When
determining whether candidates have the necessary leader ability companies
consider specific characteristics such as maturity, emotional stability, good
communication skill, independence, initiative, creativity and good health. If
those characteristics are present and the person is an effective leader at home, it
could be assumed that he will be successful abroad.
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UNIV. PROF. DR. VIDOJE VUJIC
University of Rijeka

Faculty of Tourism and Hospitality Management
Opatija — Croatia

Dr.sc. Vidoje Vuji¢, full-time professor and research fellow in tenure,
University of Rijeka - Faculty of Tourism and Hospitality Management,
Opatija

He graduated from the School of Pedagogy in Rijeka in 1981. He finished
the postgraduate studies, scientific-research department, at University Centre
for Economic and Organizational Sciences in Rijeka in 1985 and he was
awarded academic title of Magister of Sciences in Economics, social —
humanistic field.

At the Faculty of Economics in Rijeka in 1991 he defended his doctoral
dissertation and acquired academic title of Doctor of Social Sciences in
Economics.

He participated in the work of several scientific conferences in the field of
entrepreneurship, business management, training and development of human
resources. He is an expert in human resources. Quality manager and quality
auditor with OVQ (EOQ) certificate. Trainer / teacher of entrepreneurs,
managers and students. Consultant for investment studies and entrepreneurial
planning.

In 2007 he was appointed full-time professor and research fellow in the
fields of economics, organization and management at the Faculty of Tourism
and Hospitality Management in Opatija. He is a full-time member of
Croatia’s network of consultants.

He wrote six books as a co-author and 94 scientific and professional papers
from the fields of entrepreneurship, management, quality management
systems, and development of human resources.

He was a co-author in several scientific projects, he wrote several studies and
reports, he was a reviewer of two books and several professional papers, he
delivered many lectures at various seminars and other forms of education in
Croatia and abroad.
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Challenges to management of Knowledge in Central
and South-East Europe

Abstract: Knowledge, as the most generative developmental factor of
contemporary society, production and international competition, constitutes
an area of the broadest interest of every society since its innovation and
implementation materializes strategic goals and accomplishes business
excellence. Knowledge management not only pertains to institutions of
education and science but permeates throughout society as a whole.
Scientists must strive towards new scholarly cognitions and in a more
emphasized manner than hitherto, select, create and convey to the economy
and the general public the cognitions that they consider crucial for the
progress of society.

In the 21st century, individuals and their knowledge are becoming the major
bearers of ideas, information and new cognitions. They are the fundament
and capital of contemporary society and its economy. Contrary to tangible
assets that can be borrowed, the intangible assets perceived in human
capital have to be built. Such building cannot happen quickly; overnight we
could manage to raise a loan, within a term of 10 months to erect a building,
but to obtain a facility for making experts, a minimum of 20 years is
necessary. Therefore the system must duly discover capable and creative
individuals and incite them in every way to fully develop and implement their
knowledge and ability for the welfare of the community. To accomplish a
systematic approach to this goal there have to be clearly defined standards
of acknowledgment, evaluation, selection and promotion of staff.

The paper endeavors to describe the model that identifies the activities of
knowledge management. Consideration is dedicated to the global challenges
of society and answers to issues such as: What is the role of knowledge in
Central and Southeastern Europe? What are the implications of the economy
of knowledge and of administrative functions in general? How is knowledge
created and innovated? How is knowledge organized, conveyed and shared?
Social challenges are defined and European goals of social and economic
development are designated.

Keywords: Management, Strategy, Economy of Knowledge, Social
and Economic Development
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INTRODUCTION

Knowledge as a core strategic resource of the 21st century is of crucial
importance for any economy, especially for the countries of Central and
Southastern Europe, because countries which invest heavily in innovation of
knowledge and which apply it have faster rates of growth and development.
Knowledge has become the basic productive force of society and the main
requirement for business success. Knowledge in the global economy is a
crucial strategic factor of developments, so the states, business systems and
individuals who apply it and invest heavily in it become global winners, and
those who do not apply it are lagging behind. Globalization trends connect
the whole world informationally, economically, technologically and
commercially, in which the same criteria and value systems are applied.
Differences in knowledge and its technological applications are the main
factors that separate developed from underdeveloped countries, the rich from
the poor, high standard of living from low. Human knowledge now becomes
the key and the most important factor of all life and action. Land, labour and
capital are no longer the dominant factors of production. The leading role is
played by a man's knowledge, gained by studying what exists and devising
what is coming.

1. EUROPEAN CHALLENGES AND OBJECTIVES OF
MANAGEMENT AND KNOWLEDGE ECONOMY

We are living in a time of great changes and we are entering a time of great
challenges. The main challenges in the field of management and knowledge
economy were announced by the European Commission on 6 October 2010
in the paper entitled Europe 2020%. The document points out that in the
period of budget constraints, major demographic changes and global
competition, European competitiveness and ability to create new jobs and
rise living standards depends on innovative processes that will lead to new
products and services, and business and social models of management as
well. At the same time, innovation can most effectively resolve the current
social challenges such as climate change, lack of raw materials and energy,
and health problems of the population. Basic postulates of development
strategy should be based on smart development - development of economy

! http://ec.europa.eu/europe2020/index en. htm
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based on knowledge and innovation; sustainable development - promotion
of economy which rationally exploits natural resources and which is greener
and more competitive; regional development - fostering the economy with a
high rate of employment, which brings social and territorial cohesion.
Progress towards the common objectives should be measured by the
following indicators which should become strategic goals of some member
states:

» 75% of the population aged between 20 and 64 should be employed,

» 3% of EU gross national income should be invested in research and
development,

» supporting shift towards the economy with efficient expenditure of

resources 20/20/20 until 2020 (20% reduction in greenhouse gas

emissions, 20% reduction in energy consumption, 20% of energy

should be drawn from renewable sources - water, sun, wind and

biofuels),

number of people who drop out of educational system must be

lowered to below 10%,

at least 40% of young people from the coming generations should

acquire higher education,

fast Internet must be accessible to all Europeans by 2013,

creating conditions for student mobility and modernization of labour

market by focusing on employment growth and sustainable social

model;

there should be less than 20 million people living in poverty

vV ¥V V¥V

Y

Besides these indicators, there are many articles available on the website of
the European Commission which elaborate postulates of numerous initiatives
and European challenges. The countries of Central and Southeastern Europe
musn't ignore these goals. It is only appropriate education and planned
development that will gradually provide their citizens with a quality of life
based on the knowledge economy. In reality, there is no clear boundary that
separates the two economies. It is a gradual, evolutionary process. Today, the
knowledge economy is imposed by taking over the highest level of the
industrial economy. But that doesn't mean that the industrial economy has
suddenly ceased to exist. We're still a part of it and it is very likely that this
economy will survive in the near future. But knowledge will begin to play a
greater role, starting from the highest levels of the industrial economy until it
affects all levels of society. The knowledge economy is already implying that
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machines will take over the work of human mind. And new studies reveal
new challenges of technology development and forthcoming quantum
economy in which robots and computers take over the work of people?

1.1. Global trends and concepts of knowledge economy

In order to understand the past and accept the future of the indicated
characteristics and changes which are reflected in the social development, it
is enough to emphasize global trends of the knowledge economy and its
direction:

from industrial society to knowledge society

from past associations toward future orientation

from labour and capital to information and scholarly communication
from material production to human emancipation

from social inequality to community of equals

from separated nations to global community

from competing countries to united mankind

from versatile dichotomy to universal equality

from division of labor to total entrepreneurial activity

from proprietary control to entrepreneurial and professional
management

from standardization and process control to quality of satisfying
customer demands

from individual existence to individual development

from professional to holistic education

from student's education to knowledge innovations and lifelong
learning

from education because of title to education because of knowledge
itself

from material to development of human capital

from heinous slave labour to pleasant free activities

from possession of property to man's pleasure

from domination of capital to concept of moral and human society of
knowledge

Current relations between the countries of Central and Southeastern Europe
are not up to the task. For this reason, political parties, social institutions and
communities are not able to offer a coherent strategy of sustainable

VVVY VY VVV V VVVVVVVVVYYVY

2 Rene Tisen; Danijel Andriesen; Frank Lekan Depe: Knowledge dividend, Adizes, Novi
Sad 2006, p. 84
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development of their country. The result is visible in the competitiveness of
transition countries, which is shown in the following table.

Country Rang Rang Changes. i_n

2012. 2011. competitiveness

The Czech Republic 39. 38. -1

Poland 41. 41. 0
Slovenia 56. 57. +1
Hungary 60. 48. -12
| Bulgaria B62. 74. +12
Slovakia 71. 69. %)
| Montenegro 72. 60. 12

Romania 78. 77 -1

Macedonia 80. 79. A
Croatia 81. 76. .5
Bosnia and Herzegovina 88. 100. +12
Albania 89. 78. 11

Serbia 05. 95, 0

Source: The Global Competitiveness Report 2012-2013, WEF, 2012

Indicators of changes in competitiveness show that Serbia and Poland have
remained the same rank. Slovenia shows a slight increase, Bosnia and
Bulgaria a relatively huge leap, while all other countries show a decline in
competitiveness. At the European Council meeting, held in March 2000 in
Lisbon, heads of state and government of the EU member states reached an
agreement on a joint strategic target according to which EU countries should
base their economic development and competitiveness on knowledge. In
Lisbon strategy and action plans that are accepted in the European Union,
there are three concepts of social and economic development®:

» Economic concept, which prepares the transition to a competitive,
dynamic and knowledge-based economy. The emphasis is on need
for constant adaptation to changes in information society, as well as
on promotion of research and development.

® Marina Kesner-Skreb: Financial theory and practice, no. 31, Zagreb, 2007, p. 441
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» Social concept, focused on the modernization of European social
model. This is achieved by investing in human capital and
combating social exclusion. Member states are expected to invest
in education and training as well as to conduct an active policy of
employment in order to ease the way towards knowledge-based
society.

> Ecological concept that warns of the fact that economic growth
should be aligned with the rational use of natural resources.

Based on that orientation, the time in which we live is called the
"knowledge era", and accordingly, all current processes are described by
the following expressions: knowledge economy, knowledge society,
knowledge management, human capital, or by appropriate adjectives -
intellectual capital, organization participation, intelligent systems and the
like. Famous Japanese theorist Ikujiro Nonaka, wrote that "in an economy
where the only certainty is uncertainty, the one sure source of lasting
competitive advantage is - knowledge."* At the same time, he makes
distinction between two forms of knowledge, tacit and explicit. Tacit
knowledge can be stored "only within the brain” and can only be
transmitted in human relationships such as swimming, driving, sales skills,
communication and related skills that a person has acquired in its working
practices. Explicit knowledge can be stored "outside the human brain,"
and transfered through documents - manuals, databases, procedures of
developing new product or business plan, then collecting and analyzing
data on competition and other activities that can be easily transferred and
shared.

1.2. Knowledge as an economic resource

The slogan ,,knowledge as an economic resource"” indicates the procedures
and standards for establishing criteria for what knowledge is and what is not,
how knowledge becomes effective, and how remains unusable. New modern
technological capabilities ponder the power of knowledge that is relatively
easily accessible and quickly shared among more and more people.
Information communication globalization allows the flow of large amounts
of information, but the question is how to achieve that every society is
developed in a modern way, but at the same time traditionally and locally
recognizable.

* Ikujiro Nonaka: The Knowledge — Creating Company, Harvard Business Review, Nov —
Dec. 1991, p. 104
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However, there is still an open question of scope, depth, mode, direction,
intensity of state regulations that are so sensitive and vitally important area
of work such as "production”, transfer and use, but also misuse of
knowledge. In this sense, it is necessary to draw attention to the existence of
international (global) control procedures, not so much creation, because it is
not entirely possible, as implementation of certain knowledge (control of
nuclear weapon, sustainable development and environmental pollution, the
use of toxic and radioactive materials, etc.), which, in fact, the way of
defending humankind from itself and its irresponsible members.

A general opinion is that we live in an age when our reality is changing so
rapidly that almost every term that we want to call our epoch soon becomes
outdated and rarely remains popular longer than a decade. “Postindustrial
society"”,"cybernetic society”,"digital”,"computer","virtual”, etc., are just
some of the attempts to accentuate, in a symbolic way, what some of its
authors believe is the most important or the most memorable character of the
epoch. In doing so, it is less important whether an author is successful and
original than the actual content behind each of the above terms. "However,
regardless of etymological differences of these terms, behind all of them is
clearly discernible common origin of all the content that they want to

express, and that is knowledge."”

In each historical period —past, present or future, the systemic social changes
have always been based on knowledge and various productive forces.
Agrarian and feudal age based its development on the fertile earth, physical
labour and manual production. Industrial age from the beginning of the 18
century is characterized by numerous scientific patents and inventions such
as steam, electricity, machinery and line routine work. In this age, maximum
profit is accepted as the main goal of personal and social activity, and the
free market and capitalist social order as a pattern by which this goal can be
achieved. Information age is based on optification, robotization,
microelectronics and scientific global communication. The information age
is characterised by a series of epochal and scientific achievements that have
paved the way for the new era, the era of knowledge society.

Francis Bacon had in mind the true genuine knowledge when he formed the
maxim "tatum possumu quantum scimus™ which means "so far as we know
we can", in a recent and more popular form "better a gram of good practice

® Slobodan Pokrajac: "Transition and technology", Belgrade 2003, p.41
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than a ton of bad theory." Knowledge and power, knowledge and ability to
successfully work in all areas is a fundamental criterion for judging scientific
production, particularly in the theory and practice of economics. Knowledge
hierarchy is shown in diagram 1.

Strategic knowledge management

Competitiveness

Competition
] + better than others
Knowledge [acili-
tates decision-
maiing through
information integra-
tian

To act

+properly act

To know +to want

\—D knowlege +relationnship of applicati
[Translated inta clea i i
unlts. information. |~ information 4+ networking

Data

+meaning

bol
TR + syntax (clarity)

Data, information and knowledge management

Diagram 1: Knowledge hierarchy

Source: Vidoje Vuji¢; Vidoje Stefanovi¢; Matea Deranja: CONCEPT AND
ROLE OF KNOWLEDGE MANAGEMENT OF THE TOURIST
DESTINATION, 20th biennial International Congress on Tourism and Hotel
Industry, 2010

The diagram shows the hierarchy of knowledge creation and management.
The rise only applies to knowledge that is relevant and valuable, because
only then it becomes capital. Knowledge is a process of meaningful
networking of information. Knowledge is the result of data processing and
information awareness®. We may say that information is a material that
generates knowledge in a form which communicates and stores the

® Jelena Djordjevié¢ Boljanovic: Knowledge Management, Datastatus, Novi Sad, 2009, p. 4
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knowledge. Knowledge is the only category which developes due to its
usage. It is intangibly good, immaterial product that is manifested in the form
of information, scientific, literary, artistic and entertaining achievements.
Knowledge is increasingly emerging as the most important new business
resource and driving force of the new economy and it has to be carefully
managed. As an intellectual property, according to current accounting
standards and business practices, it doesn't have the same equal market value
as material wealth.”

1.2. General approaches to knowledge creation

Knowledge has definitely become not only a symbol of human achievement,
but it daily gains a new dimension and meaning. Based on these findings,
we will try to clarify the role of knowledge management as a fundamental
resource of comprehensive development. There are two different approaches
to knowledge creation.

» The first approach focuses on technological knowledge, which
exponentially grows and continues to increase at the immense speed.

» The second approach suggests that mankind still lacks some
important knowledge, especially knowledge about tollerance of
diversity and common social life, as well as responsible attitude
towards nature.

Therefore, we have to do our best that all all knowledge, not just some of its
aspects, is far more developed, and that it affects our daily behavior. Our
civilization is just now reaching the level of mass knowledge about the role
of knowledge management in general. Almost all people on the planet are
already convinced of the efficiency of technological knowledge.
Unfortunately, many are very scared because of that efficiency. However,
much remains to be done in terms of spreading knowledge on the need for
harmonious and less conflicted life in the world community. No social
community can survive without it. From the family to the state. All of this
indicates the need for substantial shift in the structure of effort in the creation
and application of knowledge aimed at comprehensive development of a man

" L. Edvinsson, "Corporate longitude — Navigation of knowledge economy", Differo,
Zagreh, 2003
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and his humanistic potentials, not only at satisfying pragmatic and utilitarian
needs. What is necessary, therefore, is the transition from partial to universal
man, to which the new knowledge and new knowledge management can
most contribute.

Unfortunately, we have degraded knowledge in the last twenty years, and to
a significant extent, our educational system, too. We've applied "Bologna la
carte"” and we've taken from it only what suits us currently, so it now
generates semi-educated people. Bologna system of education and lifelong
learning is neither perceived by employers nor even those who are educated
and seek work. So, today we have a situation that students who graduated,
instead of working, go to the Employment Bureau or abroad. | think the
problem is that the academic institutions do not produce knowledge which
results in skill and excellence. 1 am convinced that the countries of Central
and Southeastern Europe can faster and better change the current situation
and values. They should individually determine their national strategy and
priorities and rationally use natural and human resources. In the near future,
they could produce knowledge and share it with others, instead of importing
and paying dearly for it. In today's knowledge society, when it comes to an
enormous increase in new products and services, science is increasingly
interdisciplinary and crosses the traditional boundaries of institutions, culture
and language primarily due to the possibilities of access to information at
any time and any place.? Strategic challenges involve integrated approach to
simultaneous and often associated phenomena and processes that occur at
different time and spatial scales®.

The first step is to design a new discipline, knowledge management, which
includes the adoption of insights and experiences used in the organization,
identification, creation, presentation, distribution and application of
knowledge. Many views have been incorporated into development of the
discipline by sociological analyses and methods, and critical philosophical
and psychological considerations, from ancient times to the present, are very
important for the understanding of this aspect of science. The importance of
artificial intelligence and expert systems has been stimulating recenly.’® A

8Marin Hraste: Knowledge and social challenges Collection of papers Knowledge-based
competitiveness and development—Croation Academy of Science and Arts in Zagreb, 2011,
p.17

°] Grossmann,1. E., Westerberg, A. W.: Research challenges in process systems en-
gineering, AIChE Journal 46 (2000) 1700-1703

19 Schartz, D. G.: Encyclopedia of knowledge management, Idea Group Inc., London, 2006
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technological, or executive, or synthetic approach can solve the problem..
The technological approach assumes that knowledge management is the
highest level of information management and that researchers rely primarily
on computers and information science. The executive approach considers
that human potential is the most significant, and it has support of philosophy,
politics, psychology and sociology. The synthetic approach, however,
integrates all existing theories and views, while management is seen as a
system, and solved by the synthesis'!. The value of knowledge as a basic
resource of development in the knowledge economy depends on three
driving forces that are shown in Diagram 2.

Structural transformation
into information and
knowledge snuety

*  a scarce resource creates knnwledge
+ there are information and knowledge markets

I \
e E - ——
- '-=\ — A . ——
vl Information and \ ._ e '\
communication technology/ [ knowledge resource o \
'x\lncreasecl meaning of - -- Globalization /
.

~— - =
- -

-

R S e ——— ,_.-_——_-
+ accelerates transactions + local and global competition
+ reduce transaction costs * accelerated international

learning processes

« world information transparency
-
~— —

-
- —
— —

“"-—-..__w___,..—__
« world direction of business processes

Diagram 2: Driving forces of knowledge development

Source: North, K.: "Knowledge Management, Managing Knowledge-Based
Company", Naklada Slap, Jastrebarsko, (2008), p.15

Diagram 2 shows the structural transformation from the information society
to the knowledge society in which business systems are increasingly selling
their information and knowledge. There is an exchange of knowledge on the
knowledge markets. Labour and capital are replaced with knowledge as a

1 prusak, L.: Where did knowledge management come from 7, IBM Systems Journal40
(2001) 1002-1004
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fundamental resource of development and competitiveness. Information is
the raw material from which knowledge is created, a valuable resource in the
knowledge society. Initiating power of world markets and increasing links
between companies and business systems lead to globalization. Expansion of
globalization influences the development of knowledge beecause of rapid
international learning processes, and this way of acquiring knowledge
without geographical limitations realize the benefits of increasing the value
of human capital.

The third driving force is the information and communication technology
that enables rapid, low-cost transactions. Development of information and
communication technology creates a global information transparency, which
accelerates the process of knowledge creation. An increase of applying
information technology was growing rapidly in the late 20th century. Back in
the early 1980s, expenditures for information technology represented less
than a third of total capital expenditure of all US companies®. The remaining
expenditure represented an investment in fixed assets and production
equipment. In 1991, expenditures for information technology exceeded those
for manufacturing technology. Therefore, this year has been called "the first
year" of the new economy or information era. This year has represented the
end of former industrial era that began with the first industrial revolution and
the invention of the steam engine.

12 Kolakovic M.: Entrepreneurship in the knowledge economy, Sinergy, Zagreb 2006, p. 205
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2. NEW ROLE OF LEADERS AND MANAGERS IN COMPANY
DEVELOPMENT

In this paper, leadership is seen as a process in which an individual
influences the behaviour and actions of people in order to achieve the
planned target. In a competitive economy, a fundamental resource of any
business system is a knowledge, or people who have leadership potential. It
is considered that a key competitive advantage in the future will be the
ability of leaders and managers to influence and create a social environment
for the sustainable development of any business system. The emphasis is on
the the process of influencing. There is no leadership without influencing.
There is no leadership without followers. Leaders and followers need to
understand and respect each other well. In every situation, leaders should
behave in a way that there is consistency between what is intended and what
followers actually can and know.

2.1. Management styles and roles of leaders and managers

Leaders are preoccupied with vision, people and business excellence, which
in itself includes satisfaction of customers, employees, managers, local
government and society as a whole'®. Managers are mostly preoccupied with
efficiency, so that the existing job is done as well as possible. The task of a
leader is to maintain the unity of a group of people while leading them in the
right direction. Napoleon said that it was better to have the army of rabbits
led by a lion than the army of lions led by a rabbit. Therefore, changes cause
problems, problems impose leadership management, requirements
mamagement, the process of decision-making and its implementation*. In
theory and practice, there are five leadership styles of management:*®

B Vujic, V.: Human capital management, University in Rijeka — Faculty of Tourism and
Hospitality Management Opatija, Rijeka, 2005, p. 349

“Isak, A.: Managing changes, Adizes. Novi Sad, 2004, p. 52

5 Milosavljevic, M.: Lidership in companies, Cigoja press, Belgrade, 1999, p. 42
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» The first style is a strategic style that refers to the creation of long-
term vision and strategy.

» The second style is created by fanatics or idealists. It features short
interest and mixed motives. It usually occurs in the early stage of
company development. Fanatics can become toxic (poisonous)
leaders if their fanaticism pushes them into destructive behaviour.

» The third style is created by entrepreneurs, careerists who are
preoccupied with power and prestige. They tend to have a personal
and broader interest, do not accept the status quo and want to take the
risk of change. Their goal is to employ, at all levels in the
organizational structure of the company, people who make decisions
in the same way as they would do it themselves.

» The fourth style is characterized by mentors who are loyal to the
broader social goals; they have a wide interest and mixed motives.
These are the leaders whom you can trust, because they have a strong
sense of duty and the need for enhancing the mission of the company.

» The fifth style is characterized by conservators who strive to achieve
comfort and safety. It features high-interest and personal motivation.

The differences between the styles and roles of managers and leaders are
sometimes dramatized. Manager implements, and leader innovates. Manager
is a copy, and leader is an original. Leader is focused on systems and
structures, while manager is focused on people. Manager has a short-term,
and leader a long-term perspective. Manager asks how and when, leader asks
what and why. Manager accepts the status quo, while leader changes it.
Generalized role of leaders and managers is shown in diagram 2.
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Diagram 2: Role of managers and leaders in the process of society
development management

ATRACTIVE AND ACHIEVABLE VISION

LEADER VISiON OF THE FUTURE
DEFINED ACTIVITIES AND DURATION
MANAGER PLANS

OF TASKS REALIZATION

Source: Vidoje Vujic: Management of changes, Faculty of Tourism and
Hospitality Management in Opatija, Rijeka, 2008, p. 85

The manager is morally and legally responsible for achieving the maximum
interest and satisfaction of the owner, customer, employee and the
environment.'® The satisfaction of all stakeholders and interested parties
must be preesent in that correlation. Kotter, in his article titled "What leaders
really do" comes with a claim that leadership and management are two
different and complementary systems, and each has its own features and
characteristics.'” He claims that management refers to planning and
organizing, and leadership to setting the vision and strategy. Manager creates
the ability to establish a plan, leader brings people together and creates a
coalition that vision realizes. Manager relies on control and problem solving,
and leader on motivation, information and innovation of employees'
knowledge.

'® Vujic, V.: Management of changes, Faculty of Tourism and Hospitality Management in
Opatija, 2008, p. 85

v Kotter, P.: What Leaders Really Do, Harvard Business Review, June, 1990, p. 103
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2.2. Demographic and other limitations in development of human capital

Depopulation and aging are two important processes that characterize
demographics of most countries in the last two decades. The first process, the
reduction of the total population, is caused by natural depopulation (more
deaths than births) and negative net migration (more emigrants than
immigrants). The second process, the aging of the population, is caused by a
prolonged reduction in birth rate and extension of life expectancy. This
process is reflected primarily in increasing the number and proportion of the
elderly (people over the age of 65), while reducing the number and
proportion of the young (O - 14 years) and working age population (15 — 64
years). A contingent workforce is ageing, reducing its number in the younger
part of population (15 - 44 years), and increasing in the older part of
population (45 — 64 years).

Projections by 2050 warn of the demographic tendency of increasing the
aging of total population, and working age population as well. Such changes
in the natural dynamics, migration balance and the population age structure
significantly affect the reproduction of workforce, not just aggregately (in
total), but primarily structurally (by age and education), which affect the total
work potential, productivity and overall economic development of most
countries. The younger part of population is the carrier of new ideas and
abilities to quickly acquire or change the knowledge. According to statistical
data and demographic estimates in Croatia, but in Europe as well, that share
is low with projected decline in the future. Therefore, our community must
very carefully use all existing potential of younger generations and the total
population, regardless of age, level of education or current unemployment.
The following diagram shows the educational structure of the workforce in
some countries in Europe.
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Every society has to be concentrated on the long-term top-quality education
for missing skills and knowledge, or on the employment of already formed
people from abroad. In addition to poor educational structure, there is a risk
of brain drain in the near future, so community must systematically care
about the most capable individuals to fulfill their capabilities for the benefit
of society as a whole. This phenomenon is present for a long time in our
society ?Bnd can become fatal for the countries of Central and Southeastern
Europe.

State institutions must, in accordance with a predetermined priority for future
development of the society, take care of the future of educational structure
and capabilities of people who will inevitably migrate and work in our
region. The strategic role of human capital function is determined by a
number of internal and external factors.

'8 Tomislav Filetin: Systematic approach to human potentials Collection of papers
Knowledge-based competitiveness and development—Croation Academy of Science and Arts
in Zagreb, 2011, p. 53
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It is a new challenge and scientific consideration of all business processes in
the enterprise. Material forms of capital (money, machinery, equipment,
buildings, land, raw materials) can be borrowed, bought on credit or held in
reserve. That is not the case with human capital. It has a very different
character, it is more difficult to identify and even harder to measure, control
and ensure.

Many successful companies define knowledge and intellectual capital as
their most important asset. Knowledge is stored in the heads of people or
documented by a person, and thus is associated with a person. Exchange of
knowledge leads to the development of knowledge, where knowledge is
expanding into other areas. Measurement of knowledge leads to new
problems because knowledge is intangible, as opposed to tangible assets that
are easy to measure. The structure of elements of human capital, as
intangible assets of the company, is shown in diagram 3.

Diagram 3: The structure of company's assets

Company's assets

— T

MATERIAL CAPITAL HUMAN CAPITAL
(Tangible assets) (Intangible assets)

e Equipment and ¢ Intelectual capital

machinery e Structural capital

¢  Finished goods e Market capital

¢ Real estates

*  Working capital

Material capital is invested in the means of production, in the production
process it (only) transfers its value to the new product. It consists of
equipment and machinery, real estates (buildins ...), finished products, and
working capital.
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Human capital in the production process reproduces its own value and thus
creates surplus value for the employer. It consists of three intangible assets:
intellectual or human capital, structural or organizational capital, and market
or consumer capital. Specific feature of human capital is that companies do
not possess employees but only pay for their services. At the end of the
working day human capital leaves the company. It is always free to sell its
services to someone and somewhere else.

Intellectual capital is the product of systematic learning that encompasses
abilities, skills, experience, creativity, innovation, culture and employee
motivation; it is a driving force and a generator of human capital and other
values in a business system. Intellectual capital is a "smart factory” that
produces ideas, innovations, programs, projects, information, initiatives,
strategies, knowledge, insights, theories, various laws and rules.

Structural capital is, in fact, logistic infrastructure of human capital, for
example: processes, databases, information technology and equipment, work
organization, the implementation of quality management systems,
intellectual property, experience and tradition, business culture, patents,
licenses and the like.

Market capital consists of buyers and suppliers (i.e. capital of a client or
capital of interrelations), which includes all the relationships and connections
with customers, suppliers and business partners outside the company.

Contemporary businesses have been changing its approach in the analysis of
their operating expenses, the calculation of prices and general financial
strategy, which is also a major step in the process of managing the
development of society. This refers primarily to the use and application of
knowledge, skills and culture of employees, then the company loyalty,
discipline, teamwork, innovation, creativity, customer satisfaction,
communication system, etc. While all of these factors of intellectual capital
can not be balanced by conventional accounting methods , it is more than
obvious that those are the factors that contribute the most not only to the
increase of newly created value, but most of all, the increase of corporate
value. Turning to human potentials, creative and entrepreneurial ideas and
social responsibility is the first and most important step in the restructuring
of business processes.
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The time of transition in Central and Southeastern Europe is characterized by
the simultaneous existence of individuality and collectivity. So, for example,
the state loses its meaning in Europe, while the regional positions are
enhancing. Simultaneous with this tendency is a new recognition of the
individuality, while the European collectivity is becoming stronger in
Europe. In such a system, managing knowledge and sustainable development
becomes a new business philosophy and way of living. Universal standards,
requirements and criteria are set almost at the level of international law for a
different behaviour. The right to the development of those who are not even
born yet is emphasized, and also the relation to natural resources to which
they are entitled as well.

Experience of large and small countries shows that the desired success of
science and knowledge is achieved only in an environment that is all
subordinated to the development of high technology, information
technology, computer-integrated production of goods and easily accessible
digital communication. New materials, new sources of energy,
microelectronics, nanotechnology etc. have appeared on the market.
Research and innovation are the foundation of the overall progress that
requires a high degree of flexibility, interdisciplinary approach, and readiness
to constant and unpredictable changes and unknown challenges in the era of
globalization and continual scientific - technological progress.

The most developed and effective countries of the world are moving in that
direction. United Europe organizes multinational research programs for its
members and the countries in the accession process. According to the
proposal of the European Commission, keeping up with the development of
the world can only be ensured by creating a single European research area,
which is coordinated by the European Science Council. The countries of
Central and Southeastern Europe must realize that only the production of
high technology and high added value can save the country from its
backwardness and obsolescence. If we want to avoid to be just a pendant of
developed countries, and, as the matter of fact, to be independent and to
participate in economic relations, we need to encourage such production.
And that should be achieved in addition to the revival of new and
maintenance of existing branches of the economy, i.e. those parts which are
evaluated as promising.

Therefore, the task of arranging the society of the future becomes much more
complex for each state and an individual as well. Not only do we need to
keep up with the rapid expansion of knowledge and technology and
incorporate them into the real foundation of our social existence, but at the
same time we must find ways and means of continuous improvement and
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balance of social relations and cooperation. The first thing we need to do is
to find and refine those social institutions that are able to promote regional
cooperation and resolve conflicts of every human interaction. At the same
time, rapid technological advancement and the growing energy demand in
the world are threatening with the new dangers and risks of environmental
degradation, thus bringing into question, ultimately, the ability of the planet
to be the basis of quality life.
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CONCLUSION

Assumptions and bases for systematic action in the field of knowledge
management are: clearly defined criteria of recognition, evaluation and the
ways of using it. There are new methods of acting, new economy, new
planning, new methods of managing sustainable development, new strategy
and policy of development, new organization and technology of working,
new activities, new business philosophy, new system and the process of
education and knowledge innovation. People, as the main carriers of ideas,
information and new knowledge, become a strategic base and capital in the
modern economy and highly developed societies. Energy or materials are not
the only fundamental resources in many areas, but creative, capable and
highly educated people. The most prominent examples are the information
and communication industry, design activity and intellectual and other
services.

The main task of any society is to timely notice and conform with the
emerging global trends and needs of the population and the economy. In this
interactive conjunction, the significance of the knowledge economy and
holistic education is becoming more pronounced as knowledge determines
the directions of development of social and economic structures. The way to
(self) achievement of any of human potentials and personality must be
supported by the processes of (self) upbringing, (self) education and (self)
organization. Without systematic management of these processes, most of
the people and communities can not reach this highest human need. The
main components of the systematic detection, monitoring, evaluation and
promotion of human abilities and potentials are: person, parents, friends and
acquaintances, educational and business systems, employment services,
clubs, organizations and employment agencies. These participants have to be
intentionally linked at different levels - from kindergarten through formal
education to the workplace and lifelong learning.
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directors.
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conflict space, Leap Confronting Conflict, and the founder of Warwick in
Africa a charity which has transformed the teaching of maths and English for
over 120,000 young Africans.
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The Changing Art of the Board

Abstract: In this short paper | will explore:

e The changing context in which boards operate in business, in the
public sector and for social enterprises.

e The role of the board in practice.

e Some fundamental characteristics of high performing boards and
directors.

e Board disharmony and the importance of conflict management skills
in the boardroom

Then I will call for an increased focus on “board knowledge, skills and
behaviour” training for managers before they arrive in the boardroom.

The changing context in which boards operate.

Firstly I should explain that my perspective on this topic is both as a
practitioner and academic. From 1985 until 2012 | worked in a variety of
roles at 3i Group plc from investing to being on the operating committee of
this £10bn assets under management international investment business.
During this time | built a resource of over 600 experienced directors who
were appointed to over 2,000 boards for 3i across Europe, Asia and North
America.

Over the last twenty years | have worked with a number of Chairman across
a wide range of sectors to transform the effectiveness of their boards. These
have included start-ups; buy out businesses, long established family
companies as well as major public organisations. This experience led to
membership of the UK government’s Higgs review of the role and
effectiveness of Non-executive directors in 2003.

A continued interest in the practical application of good governance led to
the research required to publish on the topic and to helping to establish a
range of courses for the British Venture Capital and Private equity industry
(BVCA), the European Venture capital and Private Equity association
(EVCA), the Institute of Chartered Accountants in England and Wales
(ICAEW) and the Financial Times (FT). Membership of the Financial Times
NED club’s advisory board, tutoring on the FT NXD certificate and my role
as a visiting professor at Cranfield School of management provide additional
windows onto what is going on inside the boards of a wide range of
organisations.
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Further practical experience has been gained from serving a full and active
term as a board member of The University of Warwick and in Chairing
social enterprises Leap Confronting Conflict and Warwick in Africa.
Interestingly both the University board and Leap have a number of very
young board members who are adding considerable value in each case.

Leap is the leading UK charity in the youth and conflict space. It has
pioneered a number of innovative approaches to working with gangs and
young offenders as well as helping thousands of young people to make more
positive choices about their futures. Leap has also pioneered a model of
deploying young trainers who have been through our programmes to train
boards and management teams on conflict management.

The privilege of this access to boards and directors has enabled me to see
how major global changes are affecting the composition and operation of
boards across business, the state sector and in social enterprises. There have
been major shifts, not least in the amount of discussion that takes place on
the subject. It seems however that the scale and pace of change is increasing.

For a start, take population and demographic changes. If, as some predict,
there might be 9 billion people on the planet by 2050 and if the dramatic
demographic shifts that are already underway were to accelerate, then this
will drive major change for organisations. Demand and resource constraints
are likely to lead to global imbalances in poverty, migration, conflict, health
and a wide variety of other things. This in turn will challenge political and
business operating norms and lead to some critical decisions and choices for
all boards.

Climate change combined what some project will be increased frequency and
scale of natural disasters may also lead to additional transformational
opportunities and threats. The tipping points for oil, water, our forests and
oceans each have the potential to change the way society and business
interact, the viability of business models and more fundamentally how we
live.

The way that boards communicate has also been changing. The thud of a
board pack arriving through the letter box has been replaced by an email or
an alert that your papers are now available on the board portal. For some this
has meant simply replacing the print cartridge but for many it has meant a
much more interactive experience as a board member as well as more
frequent contact. The conference call or video board is nhow much more
common place. However the ease and volume of communication has also led
to a growing threat of sensory and information overload for the director. In
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addition, the immediacy and rapid spread of information that the internet and
consequential developments such as twitter have brought about means that
the degree of control a board has over information flow has been reduced.

Expectations of boards also seem to have increased in line with complexity.
It feels that there is a lower tolerance to error and the threat of a more
ferocious response from the press, investor and other stakeholder groups.
This is sadly making many smart leaders to question whether it is worth
taking on roles in organisations that need the best talent.

Another aspect of this is the amount and pace of change in regulation as
governments and society’s rightly seek to reduce the risk of negative
incidents. Achieving the right balance seems hard to do. The interaction
between national and international regulation, the challenge of managing
many different cultures combined with the pace of change may make this as
increasingly difficult balance to achieve.

The overall challenge for boards is how to take account of these potential
changes in the most effective way and to avoid being at either end of the
“head in the sand to panic” spectrum. Smart boards will make the right
judgement calls and respind in measured and considered ways and have the
right resources in place not only survive these major challenges but to thrive.

The role of the board in practice.

In most situations that I have experienced | have found that the following
description of the role of the board has worked well:

e Right strategy
Ensuring that there is the right strategy, that it is being implemented
and monitored and that there is a good process for formulating and
adapting it.

e Right resources
Ensuring that the organization has the right resources in place to meet
the agreed strategy. The most important of these resources being
people and money.

e Right Governance
ensuring that there is appropriate corporate governance.

In order to fulfil this role and achieve high performance the board must have
clarity of purpose, the right people and effective processes.
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Purpose

RESULT

People Processes

The role of board should also be considered alongside the role of the
executive management team who are often left out of the governance debate.
Their role is fundamentally to

* Develop the business plan
» Deliver the business plan and;
* Maintain financial and operational integrity

The key players on the board will tend to be the Chairman, Chief Executive,
Finance Director and Senior Independent Director. This is not to say other
directors aren’t important, more that if there are effective people in these four
key roles then a board has a good chance of being effective. Good Chairman
tend to attract good non-executives in the way that talented chief executives
find it easier to recruit.

The role of Chairman is typically to :
» To lead the board in the determination of its strategy
» Ensure that the board has clear visibility of results

* Ensure effective relationships are maintained with all major
stakeholders

* Run the board allowing the Chief Executive to run the company

» Judge the executive team on operational/financial performance and;
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» To be responsible for the boardroom team including changing it when
required

The role of the Senior Independent Director (“SID”) is something which is
well developed in major UK public companies but not always formalised in
smaller businesses and non-commercial organisations.

The UK Financial Reporting Council defines this SID role in the following
way

“In normal times the SID should act as a sounding board for the chairman,
providing support for the chairman in the delivery of his or her objectives,
and leading the evaluation of the chairman on behalf of the other directors, as
set out in the Code. The SID might also take responsibility for an orderly
succession process for the chairman.

When the board is undergoing a period of stress, however, the SID’s role
becomes critically important. He or she is expected to work with the
chairman and other

directors, and/or shareholders, to resolve significant issues. Boards should
ensure they have a

clear understanding of when the SID might intervene in order to maintain
board and company stability.

Examples might include where:

* there is a dispute between the chairman and CEO;

« shareholders or non-executive directors have expressed concerns that are
not being

addressed by the chairman or CEO;

* the strategy being followed by the chairman and CEO is not supported by
the entire

board,;

« the relationship between the chairman and CEO is particularly close, and
decisions are

being made without the approval of the full board; or

* succession planning is being ignored.”

In smaller organisations there may be an obvious lead non-executive, even if
it is not formalised, who will take on the role described above. In private
equity backed situations or venture syndicate investments this will often be
the lead investor’s board representative.
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The fundamental characteristics of high performing boards and
directors

As Warren Bennis once said “Power is the ability to convert vision into
reality.” High performing boards have a clarity of purpose or vision and the
ability to convert that vision into reality.

In relation to clarity of purpose the two charts below, one for a private equity
business the other for a charity illustrate how it is straightforward to develop
a clarity of purpose for the organisation which is practical and which
provides a framework for decision making. Essentially every decision should
be taken in relation to the opportunity to further the purpose of the
organisation.

The first chart is a “Value Bridge” taken from 3i’s 2012 annual report. It
shows that the purpose of this business was to increase the value of the
amount it invested in its portfolio. The portfolio concerned consisted of over
100 investments. The chart clearly shows that the two key most significant
ways to achieve value enhancement in this business in the long term is by
growing the earnings of the portfolio companies and by increasing the
multiple of profits, usually EBITDA, that a buyer might pay on exit.
Therefore the boards of the individual companies were focussed on this.
Interestingly this focus meant that considerable emphasis was placed on
corporate responsibility and good governance. In part because strong
performance in these areas made companies easier to sell and more attractive
purchases whereas weak performance could potentially undermine the price.
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Clarity of purpose - Business
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For Warwick in Africa, a social enterprise which was founded in 2006 with
just £30,000 the purpose was clear from the start “to transform the teaching
of maths for young african township learners”. We believed that maths and
English are great liberators from poverty and that the teacher makes the
biggest difference in the learning environment. By focussing on attendance
and results and developing a model which was replicable, which we could
scale and which we could sustain we have built a charity which has now
helped over 120,000 young learners in some of the poorest schools in Africa
in a highly cost effective way.
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Clarity of Purpose — Social enterprise

Performance Replicable

- Attendance 50-75% - Ghana, South Africa, Tanzania
- Testresults 30-40% - 22 urban andrurallocations

- Cost£11 per child per month - Maths and English

Scalable
- 120,000 learners helped
- 700teachers trained

Sustainable

- 2008 £30k four donors

= Since >»200 donors £1.3m

- Studentsraise £40k for next vear
- Corporate’ University Partners

wWiww warwick ac.uk/gofwarwickinafrica

It is hard to have a high performing board without high performing
individuals working effectively together. There are many characteristics of
high performing directors but I have found these three to be the most
important:

» Good judgement
» Superb interpersonal skills
* Excellent antennae

The most effective directors that | have encountered have a very good sense
of judgement of people and situations. Through excellent interpersonal skills
they also have the ability to bring those judgements to bear and to avoid
being one of the “irritatingly right” that no-one listens to. Additionally they
use their highly tuned antennae to ensure that their judgements are well
informed. These are the people who pick up the things that others miss, have
high empathy with peope from a broad cross section of the organisation and
society and understand what’s really going on.

For a board to be effective it also needs to have the right balance of pressure.
The chart below is useful not just for boards but for a wide variety of
coaching sutuations. | tend to use it to convey that a board that is at either
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end of this spectrum is, or will be, in trouble. The low pressure, low
effeciveness “fat cat” end of the spectrum board is likely to wake up and find
that a competitor has eaten its lunch. The “headless chicken “ board at the
other end of the spectrum will consume enormous amounts of energy of
itseld and others but achieve little before it collapses. The “paragon” board is
pacey and high energy but also measured and in control to the extent that any
board can be.

Effectiveness

Pressure

One way in which high performing boards are successful is by having a good
approach to formulating the board’s agenda. Agendas are usually developed
by the Chairman, Company secretary and the chief executive. By focussing
the board’s time first on the five or six most important things that the board
has to decide in the next year time can be planned more effectively. Simply
having one meeting as a board as a whole to discuss what those five or six
key things are is usually of considerable benefit.

The chart below for a dysfunctional board shows the amount of time over a
year short and long term issues were given at the board. Note that this was
far from the intention of the board and was a consequence of a weak
chairman and a garrulous chief executive. The company concerned was
obsessed with short term issues and past glories and failed to deal effectively
with a new entrant into its market, The consequence was that the company
was eventually sold for a fraction of its true potential had it been more alive
to the stratgeic shifts in its marketplace.
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Time given

Short Issues Long
term term

Board disharmony and the importance of conflict management skills in
the boardroom.

As boards are usually comprised of humans in any board there is the
potential for board disharmony and conflict. The causes of disharmony can
be varied from misalignment of objectives to poor personal chemistry or
simply a result of excess pressure from an external source. A degree of
creative tension and a constructively challenging atmosphere is of course
healthy and to be encouraged. Yet, the line between such healthy differences
of view and an all-out war can however be thin when personal relationships
are not robust and underpinned by a high level of respect.

If potentially damaging disharmony exists, whatever the cause, a skilled
Chairman, as leader of the boardroom team, will take overall responsibility
for managing the conflict. However, there are situations where the source of
the conflict is actually the Chairman and it requires someone else to resolve
the situation. This is one reason for the Senior Independent Director role in
large UK public companies and leading institutional shareholders expect
them to fulfil it when necessary.

In terms of managing conflict some excellent work was done many years ago
by Thomas and Kilmann who developed a “Conflict mode instrument” for
testing people to see which were there preferred styles in approaching a
conflict situation. Their work has been much written about but is summarised
in the diagram below.
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I have used this test on hundreds of directors on training courses over the
years usually in conjection with a case study of a board in considerable
disarray. The major learning for many delegates is the resulting increase in
self-awareness and a greater understanding of how others are really
behaving. Armed with this self-awareness they often recognise that they need
to utilise a broader range of approaches than they have been using before and
spend more time understanding how the person they have the conflict with is
motivated and likely to react.

In a more pressured environment with increased uncertainty it is more
critical than ever that boards have a positive approach to managing conflict
as it is likely to be inevitable. It is also important that each individual board
member has the self-awareness and skills as well. Those that are less skilful
in this area are likely to become the most frustrated either because they are in
a high conflict situation or removed from the board.
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A call for an increased focus on board skills training for managers
before they arrive in the boardroom

Many directors receive excellent training on strategy, on organisational
issues and on a wide range of other topics useful in their role as board
members long before they join a board. Yet many others don’t and the
availability of high quality formal training for directors on the specific
knowledge, skills and behaviours essential to being a good director remains
somewhat patchy in many countries.

Much of the training currently available tends to be narrowly focussed on the
basic knowledge required to be a director or confined simply to the legal
responsibilities and risks associated with being a director. The tone of the
training is often more geared to a minimum required level or downside
protection rather than to achieving high performance. There are also very
few training options for potential chairman.

The result is that training for aspects other than basic responsibilities for
many directors is “on the job” with the fortunate learning from the “masters
of the art” or instinctively dealing well with “boardroom devils” behaving
badly.

Well-developed processes for feedback and review are sometimes a
stimulant for training and director development on a group or individual
basis.

It is my strong conviction that a greater emphasis on “Board knowledge,
skills and behaviour” training over a longer period of time is required before
managers become directors. This training should involve experienced
practitioners, simulated situations and role play and be based on real
situations.

Complementing this type of training with “apprenticeship board positions”
under the tutelage of good chairman perhaps in some of an organisations
more independent subsidiaries or joint venture companies can also be very
useful. As can taking a trusteeship position in a charity. |1 know that | have
learnt a considerable amount from the different environments of the social
sector.
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Conclusion

The art of the boardroom is becoming much tougher and those who wish to
be successful board members need to be well prepared, match fit and play in
strong teams which are well led. I believe that more needs to be done to train
and prepare directors for their ever more demanding roles.
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Executive Board Chairman and General Menager,
Piraeus Bank AD

Neoclis Neocleous is Chairman of Executive Board of Piraeus Bank AD
Belgrade. Mr. Neocleous was born in Cyprus in 1959 and holds a B. Sc.
(Honours) degree in Civil Engineering from University College London, as
well as an M.Sc. post graduate degree in Management from Imperial College
of Science and Technology London.

In  October 2007 Mr. Neocleous joined Piraeus Bank Group as Head of
Corporate and Commercial Banking in Piraeus Bank Cyprus. Before Piraeus
Bank Group, Mr. Neocleous worked for 17 years in Bank of Cyprus, where
he has assumed various positions ranging in the areas of Corporate Banking,
Restructuring, Credit, Factoring and Branch Network, in both Cyprus and
Greece.
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The influence o Greek Banking System to Economic
Developmentin South East Europe, With Special
References on Serbia

Thank you for inviting me to participate and to contribute to this conference.

| have a good understanding of Greek Banking for 20 years, since 1992 when
| started to work with a Bank in Greece.

Back then, in 1992, Greek Banking was dominated by state-owned Banks
that did not have any substantial presence abroad. Lending was a
complicated business because of overregulation by The Bank of Greece.
Treasury business was a very important source of income for Banks.
Competition among commercial Banks and quality of service was very low.

However, this situation was about to change completely in the next decade
because Greece had to harmonize its economy with that of the European
Union. During this decade Greece enjoyed strong economic growth and
entered the Euro zone on 01/01/2001. All these changes favored the growth
of private-owned Banks as opposed to state-owned Banks which saw their
market share reduced.

At the time of Greece entering the Euro zone on 01/01/2001, the big Greek
Banks were National Bank of Greece, Eurobank, Alpha Bank and Piraeus
Bank. Out of these 4 Banks only one, National Bank of Greece, was and still
remains under state control, the other 3 Banks are private.

After the introduction of the Euro and the domination of Greek Banking
scene by big private Banking Groups, it was obvious that these Banks had to
look outside Greece, in the region of South Eastern Europe, for further
expansion and further rapid growth.

What followed in the period from 2001 to 2008 when the global financial
crisis started, was the acquisition of local Banks in Romania, Bulgaria,
Serbia, FYROM, Albania and even Turkey, Ukraine and Cyprus by these 4
Greek Banking Groups. Greek subsidiary Banks in these countries, before
the crisis arrived in 2008, followed a business strategy of rapid expansion
and growth. This was the period when Banks placed paramount priority on
profitability and volumes. Greek Banks benefited in all these countries from
positive economic conditions because these countries were in an economic
phase of reducing the economic activity of state Banks and also moving
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closer to Europe, opening up their economies and creating conditions for
economic growth.

Today, the presence of these big four Greek Banking Groups, National Bank
of Greece, Eurobank, Alpha Bank and Piraeus Bank in Romania, Bulgaria,
Serbia and Albania is substantial as they collectively have a market share in
each country ranging from 15% to even 30%.

You can easily understand how beneficial it is to the host countries to have
such participation in their Banking Sector.

The presence of Greek Banks in these countries enabled indirectly other
Greek foreign investments from other sectors to come in. Greek investors in
these countries were actively assisted, supported and financed by Greek
Banks.

In Serbia the big four Greek Banking Groups are active through their local
subsidiaries which are Vojvodjanska, EFG, Alpha and Piraeus. Together,
these four Banks have a combined market share in Serbia of about 15%, they
have invested directly and indirectly about Euro 2,5 bn and employ 5.750
personnel. This means a lot for a relatively small economy like Serbia.

And we now come to the present economic phase which started in 2008 with
the onset of the global financial crisis and lasts up to today. The crisis as you
know started with the subprime mortgage loan crisis in the US then
developed into a Banking crisis at global level and at present we have the
Euro zone crisis with Greece being the weakest link.

Following the haircut of the Greek Government bonds, formally known as
PSI, the big four Greek Banking Groups lost their capital. However, all four
Banks were assessed by European Regulators to be viable and were approved
to be fully recapitalized. Their recapitalization will be completed in the next
3-4 months, with about Euro 30 bn. Through this, Greek Banks will become
among the best capitalized European Banks. Terms of recapitalization will
most probably allow existing top management to continue running these
Banks since it was the Greek State through the PSI that caused the need for
recapitalization.

The future role of Greek Banks in South Eastern Europe will primarily
depend on the direction the Greek economic adjustment program takes. Let
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us just say here that we have good reason to be more optimistic now,
compared to 6 months ago. Greece is moving in the right direction and
European partners recognize now that Greece is doing a lot and must be
supported by giving more time so as to avoid a default on the massive Greek
debt.

Provided that this is so, Greek Banks do not intend to sell their Balkan
subsidiaries because size is paramount in Banking and a strong regional
presence by any Banking Group is essential to be viable in the Europe of the
future, when the crisis will end.

Greek Banks therefore intend to maintain and strengthen their presence in
South Eastern Europe including Serbia and to participate actively in the
critical role of banking which is to support and assist growth and economic
development in the Region.
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UNIV. PROF. DR. IVO ARMENKO
President of Faculty of Business and Tourism,
Budva, Montenegro

Ambassador of Montenegro in Athens

Prof. Dr. Ivo Armenko was born on 22 May 1946 in Montenegro. He
graduated from the Faculty of Economics in Belgrade in 1969, and he was
awarded his Magister degree at the Faculty of Economics in Belgrade in
1984. He received his PhD from the Faculty of Economics in Banja Luka in
2004.

He began his career in HTP ”Sveti Stefan” in 1968, where he worked until
1980 as a company director. From 1980 until 1986, he worked as a director
of the branch of Yugoslav Tourist Association in London. From 1986 until
1990 he worked in HTP “Montenegro turist” Budva as a commercial
director.

Between 1990 and 1992 he worked in Yugoturs - London as an assistant
director. From 1992 until 1996 he worked as a commercial director of HTP
“Budvanska Rivijera”. From 1996 until 1998, he was the member of the
Government of Montenegro holding the post of the Minister of
Tourism.From 1998 until 2004 he served as the managing director of HTP
”Budvanska Rivijera”.

In 2004 he assumed the position of Ambassador of Serbia and Montenegro in
Madrid.

In terms of academic experience, he worked as a lecturer and professor at
several higher education institutions.

Since 2009 he has assumed the position of Ambassador of Montenegro in
Athens and he has been hired as a professor at American University,
“Indianapolis” in Athens as a lecturer in the Department “International
Relations.”

In 2011, Dr. Ivo Armenko, together with Prof. Dr. Rade Ratkovi¢, founded
the Faculty of business and tourism in Budva and there he teaches the
courses of Marketing in Tourism.

During the entire time of his involvement in the economy, Dr. Ivo Armenko
was actively involved in many of the working bodies of the Government of
Montenegro and professional associations. He was a longtime member and
president of Tourism Board of Chamber of Economy of Montenegro,
longtime member of the branch of the Tourist Association of Montenegro
and the Tourism Organizations of Montenegro.
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The Positionof Greece in Tourism Market of the
European Union

Abstract: According to the OECD criteria, the economy of Greece mainly
revolves around the service sector (85%) and industry (12%), while
agriculture makes up 3% of the national economic output. Tourism has been
an important industry of the Greek economy with 16.4 million foreign
tourists in 2012 which ranked it as the 7th most visited country in the Euro-
pean Union and 16th in the world by the United Nations World Tourism
Organization.

The development of tourism in Modern Greek economy started during 1950s.
In old times, Greece was an attractive tourist destination only for privileged
social strata in Europe and the World, and travelling to this country was
motivated mainly by religious or cultural reasons, or by sport events like the
Olympic Games.

Greece was visited by around 33,000 tourists in 1950, and this number
increased to 16.4 million in 2012. According to the OECD report, the share
of tourism in the Greek GDP accounted for 18.2% in 2009. The same report
claimed the average tourist spending for the same year reached $1,073,
which ranked Greece at the 10th place in the world. The number of people
employed directly or indirectly in tourism has been approximately 800,000,
and it makes 19% of the total number of employees.

The Greek government Ministry of Tourism and Culture is in charge of
tourism with the National Tourist Organization within it dealing with the
promotion of tourism in the country and worldwide.
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International tourist turnover in the world in 2011 increased by 4,4%,
i.e. @ number of 980 million passengers is accomplished, according to the
WTO report. In 2012, an increase to a lesser extent is expected and
achievement of turnover of one billion passengers. This turnover is achieved
in the year which was characterized by heavy economic situation in the
world, major political changes in the region of North Africa and the Middle
East, and the natural disasters in Japan. Observed by regions, Europe with an
increase of 6% compared to 2010, achieved a remarkable result. Despite
economic problems and uncertainties that accompanied the Eurozone
countries, tourist turnover in Europe in 2011, measured by the number of
passenger, reached the figure of 503 million. Of the total increase in turnover
in the world of 41 milion passengers in 2011, the increase of 28 million
refers to Europe. Observed by destinations, the largest increase of passangers
in Europe of 8% in the year aforementioned achieved destinations of the
Mediterranean and Central Europe. When it comes to the Mediterranean, this
increase can be explained primarly through moving the turnover from the
Middle East and North Africa to the destination of European part of the
Mediterranean.

When it comes to tourist spending, we can say that it follows the
trend of increase of tourist travellings in the world. According to the same
source (WTO), income from tourism recorded an increase in 2011 mostly in
the following countries: USA 12%, Spain 9%, Hong Cong 25% and Great
Britain 7%. The biggest travel consumers in 2011, i.e. the countries with
growth in tourist spending in comparison to the year of 2010, are countries
such as China +38%, Russia +21%, Brasil 32%. Then follow the countries
from traditional tourism markets with increased spending of their tourists
such as Germany +4%, USA +5% compared to the last year.

According to the same source (WTQ), tourism participates in the
world economy, GDP, with about 5%. When it comes to countries with small
economies, as some island countries, tourism in their GDP participates with
a lot higher percentage (5-25%). The same quality and importance of tourism
is reflected in the employment sphere. It is estimated that out of a total
number of employees in the world every twelfth employee is hired in
tourism.

Looking at the turnover generated by the countries in 2011, France
continues to lead in the tourist turnover having generated 79 million tourists
and is in the third place with 54 billion US $ earned. USA is in the first place
in generated revenue (116 billion $) and in the second place in the number of
tourists numbering 62 milion. Spain is in the second place in the world in
generated income and in the first place in Europe (US $ 60 billion), while in
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the number of tourists it is in the forth place (57 million). China is in the
third place in turnover (58 million) and forth in revenues (48 billion US $),
while Italy remains in the fifth place in tourist turnover (46 million) and in
tourism revenue (43 billion US $).

A significant increase in international tourist turnover in 2011
achieved the countries of European Mediterranean which takes part in world
tourism with 19%, the countries such as: Greece +10%, Turkey +9%,
Portugal +9%, Croatia +9%, Spain 8% and Italy with 6%. Smaller
destinations even achieved two-digit growth of turnover, such as San Marino
+30%, Macedonia +25%, Serbia +12%, Montenegro +10% and Cyprus
+10%.

According to the projection of WTO for 2012, tourist turnover in the
world will increase at a rate of 3-4%. By regions of the world projection
indicates that the growth will be achieved in Europe at a rate of 2-4%, Asia
and Pacific 4-6%, America 2-4%, Africa 4-6% and the Middle East 0-5%.

Greece in the tourist turnover of the EU countries

a) economic conjuncture

According to statistics of the World Bank, Greek economy takes the 34"
place in the world with 299 billion $ of GDP in 2011. At the same time,
Greece is in the 15" place in terms of size of economy among 27 member
states of the EU. In terms of income per capita it occupies the 29" place in
the world with 27.875 $

Greece is treated as an economically developed country which depends
mainly on the service sector which accounts for 85%, then industry 12% and
agriculture 3%. A significant economic activity in Greece is tourism. In
2011, the turnover of 16.4 million foreign tourist is realized. This result puts
it in the 7" place among the EU countries and in the 16" place in the world
according to WTO data.

Apart from tourism, Greece is well developed in maritime transport,
especially in merchant navy, which represents 16.2% of total capacity in the
world. Greek merchant navy is the largest in the world.

As the largest economy in the Balkans, Greece is also the largest investor in
the region. Greece is the EU member from 1982 and adopted the Euro as its
national currency in 2001.
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At the beginning of this millenium, Greece has recorded high growth rates of
GDP, well above the EU average. In 2003, it recorded increase of 5.9% and
5.5% in 2006. During the last few years, Greece was taken by recession and
debt crisis. In 2008, it decreased by - 0.2%, in 2009 +3.1%, in 2010 -4.9%
and in 2011 7.1%. In 2011, public debt of the country recorded 355.658
billion euros, representing 170.6% of GDP. After the negotiation process
which was led during the last months with creditors from Western Europe,
Greece has reduced the debt to 280 billion euros, which is 136.9% of GDP.

Unemployment in 2012 is estimated to be 1.2 million, 25.4% of labour force,
and unemployment in the yonger population is estimated to be as much as
50%.

b) tourist conjuncture

Tourism in the modern sense of the word, started to develop in Greece
during the 50s of the last century. In the old days, Greece was an attractive
tourist destination for privileged layer of society in Europe and in the world
and travellings to this country were mainly motivated by religious tourism,
cultural motifs and sport events such as the Olympic Games. In 1950, Greece
recorded foreign tourist turnover of about 33 thousand tourists, and in 2011
16.4 million tourists. According to the OECD research, in 2009, tourism
accounted for 18.2% of the national GDP. According to the same report,
average spending of tourists in Greece was 1073$, putting Greece in the 10™
place in the world. Number of employed, directly or indirectly involved in
tourism, was 19% of the total number of employed in Greece.

In the Greek Government tourism is taken care of by the Ministry of Tourism
and Culture, which in its part has the National Tourism Organization that
promotes tourism in the country and the world.

c) tourist turnover

In this section of the paper, we will focus on the tourist turnover in Greece in
the period between 2008 and 2012. We do this because the length of this
paper does not allow broader analysis of this subject and second, because we
want to put focus of the analysis on the period of last few years, i.e. the
period of economic recession in the world and Greece and to perceive the
influence of such economic conjuncture on tourism. Here we will provide an
overview of the structure of generated turnover in Greece, by countries, in
the period between 2008 and 2012 (table No. 1), then the structure of arrivals
according to the use of means of transport (table No. 2) and the structure of
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arrivals according to the means of transport and borderline turn in Greece
(table No. 3).

From the survey, one can see that in 2009 in Greece tourist turnover declined
by 6.4% compared to the same period in 2008. When the EU countries are
concerned, that decline was higher and it represents 7.9%.

In the structure of guests arrivals, one can see that most of the tourists come
from Germany 15.9%, Great Britain 14.2%, France 6.5% and Italy 6.3%.
This year the highest decline of turnover compared to the last year recorded
Germany -4.2% , Great Britain -7.35 and Italy 15%. In the structure of tourist
arrivals according to the means of transport and borderlines, the highest
turnover was recorded at the airports in Athens 21.3%, Heraklion (Crete)
13.1%, Rhodes 8.9%, Thessaloniki 5.8% and Corfus 4.9% (table No. 3).

In 2010, Greece recorded growth in tourist turnover of 0.6% compared to
2009. When it comes to tourist turnover from Europe, we see that it has
decreased by 2.4%, while turnover from the EU countries decreased by as
much as 6.3%. The biggest drop in turnover was recorded by Germany with
13.8%, Great Britain 14.7%, France 9.8% and Italy 9.8%. Growth in
turnover was recorded in Poland 97.6% and Russia 63.5%, as well as Cyprus
32.2%. Also, this year the largest share in generated turnover recorded
Germany, 13.6%, Great Britain 12%, France 5.8% and Italy 5.6%. When it
comes to other destinations, the largest growth in turnover is recorded from
the countries of Asia (table No. 1).

In a view of turnover according to the means of transportation, one can see
that Athens is still the leading air passage with a share of 20.6%, following
Iraklio (Crete) 12.8% and Rhodes 9.4% (table No.3)

In 2011, Greece achieved an increase in turnover of foreign tourists by 9.5%
compared with the previous year. From European countries, the growth is
achieved by 10.4%, while the EU member states recorded an increase of
4.9%. The biggest increase in turnover recorded Portugal 77.7%, Albania
69.9%, Russia 63.8%, Luxembourg 53.1%, France 32.4% and Belgium
27.3%. The biggest drop in turnover was recorded by Cyprus with 23.5%. In
the structure of turnover, this year also, the most important place occupies
Germany 13.6%, Great Britain 10.7%, France 7.0% etc. (table No.1).

In a review on the use of the means of transportation and borderlines in
Greece, airport in Athens still remains the leader with a share of 19%,
followed Iraklio (Crete) with 13.0% and Rhodes sa 10.5% (table No.3).
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According to some preliminary results of registered tourist turnover in
Greece, in the first half of 2012, it is estimated by the NTO of Greece that
there was a drop in turnover of about 9.0% compared to the same period in
2011. Predictions are that this drop in turnover will decrease significantly by
the end of the year and that turnover will be gained in 2011.

From the above, one may conclude that in the observed period tourist
turnover in the world, Europe and Greece achieved great results and that
tourism remained one of the most significant industries in the countries of
the world, and especially in Greece. As we stated, observed period of
touristic turnover realization coincides with extremely unfavourable
economic conjuncture in the world, marked by recession and many
unfavourable political occasions and disasters, which certainly needed to
have the negative influence on tourist turnover. Despite all this, tourism
showed to be resistant to all negative occurrences and influences, as
evidenced by the results achieved. As an obvious example for this statement
we can take the example of Greece, which is in the focus of this paper, and
state confirmation of mentioned resistance of this economic industry to
threatening economic conditions in which economic life in the world
unwinds.
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Development of Management in Slovenia in the
Perspetive of European Leadership

Abstract: Changes in the society are the driving force for changes in
management that should encourage innovativeness, quality, creativity and
last but not least, enthusiasm, endeavor and loyalty of the individual for a
higher quality of working environment and personal life.

The role of the manager thus changes, too; from the absolute decision-
maker, into a skillful, knowledgeable and professional coordinator, who is
constantly working towards getting the best out of his/her staff, herewith
becoming first among equal.

Europe is aware about this; the management processes therefore follow the
principles of coaching and mentorship. New management in Europe is in
correlation with the new Leadership, new Leadership in correlation with the
vision of solving economic, social, political and technological trends.

Changes in the society are the driving force for changes in management that
should encourage innovativeness, quality, creativity and last but not least,
enthusiasm, endeavor and loyalty of the individual for a higher quality of
working environment and personal life.

The role of the manager thus changes, too; from the absolute decision-maker,
into a skillful, knowledgeable and professional coordinator, who is
constantly working towards getting the best out of his/her staff, herewith
becoming first among equal.

Europe is aware about this; the management processes therefore follow the
principles o