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PREFACE

This is the second issue of the Journal of Accounting and Management. After sur-
viving the birth pangs, we hope that the Journal will grow into a respectable magazine 
for the professional and academic audience worldwide. 

It has been conceptualized as a medium for publication of highly original theo-
retical and practical scientific research, dealing with various aspects of changes in ac-
counting and management. It presents the original, peer reviewed research findings 
which have local, national and international implications clearly applicable by profes-
sionals and academics.

The Journal contains the selected papers presented at the International Scien-
tific and Professional Conference organized by the Association Croatian Accountant, as 
well as the original papers submitted directly to the Journal. All the papers have been 
blindly peer-reviewed and should be accepted by two independent reviewers to be 
published in this Journal.

This issue of the journal is technically improved compared to the previous one, 
and our next goal is to ensure abstracting and indexing of the Journal of Accounting 
and Management in some bibliographic and research databases. Therefore, we hope 
that it will become a valuable reference for all those interested in the topics of ac-
counting and management.  

Editors:
Vinko Belak, Editor in Chief
Željana Aljinović Barać, Associate Editor
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SITUATION AND PERSPECTIVES FOR IMPROVEMENT 
OF QUALITY OF FINANCIAL REPORTING IN LLC IN 
MONTENEGRO

Ana Lalević Filipović1 and Selma Demirović2

ABSTRACT
In the beginning of the 21st century, Montenegro paid special attention to 

improve the quality of financial reporting in terms of strengthening the legal and 
institutional framework and harmonizing its legislation with EU Directives. The aim 
of this paper is focused on transparency and quality of financial statements in case 
of 50 limited liability companies in Montenegro. In this paper, the focus will be on 
analysis of current situation in field of perception the effects of publicized financial 
statements from the perspective of managers and employees, then on practice of 
existence of the internal controls and internal audit, audit committee and external 
audit in the implementation of these companies. Based on these results we will 
identify critical points in the field of quality of financial reporting, and make re-
commendations on the level of the whole economy, as well as direct recommen-
dations for managers of these companies in terms of improving transparency 
and qualitative characteristics of financial statements, internal audit and internal 
control system in order to create adequate basis for further development of the 
Montenegrin economy.

Key words:  financial reporting, audit, internal control system, limited liability 
company, Montenegro
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INTRODUCTION

The business environment in which reporting obligator is performing its 
economic activity for many decades suffered a number of changes, driven in 
the first place by economic globalization, the expansion of capital markets, as 
well as by current financial crisis present for a long time. These factors not only 
contributed to the changing of business environment and reporting entity’s 
statements, but they imposed the need for auditing and the necessity of re-
viewing audit objectives and qualitative characteristics which are the basis for 
financial reporting instruments.

Starting from the above, the main goal of this paper is to examine the par-
ticipation of the Montenegrin accounting regulatory framework and to com-
pare it with the theoretical side of qualitative characteristics of financial re-
porting established by professional accounting bodies, as well as to take into 
account the LLC as an important legal form of companies in order to identify 
problem areas of their financial reporting. We believe that the implementa-
tion of reforms in the identified critical areas would improve the discipline of 
reporting entities as well as increase the quality of information to their primary 
users, promote market efficiency (which would be the (in) directly linked with 
the quality of financial reporting), reduce accounting abuses, enhance and 
improve the corporate culture with the ultimate effect expressed in the more 
transparent and fairer access to data and information by all interested parties.

The paper is structured so that beside introduction and conclusion, its 
aim and purpose is explained in two parts. The first part develops a theoreti-
cal framework of objectives, users and qualitative characteristics of financial 
reporting, together with institutional and legal framework for financial report-
ing of LLC in Montenegro. The second part focuses on the practical dimension 
of the theoretical explanation of the problem, which will be based on a mail 
survey of a sample of 50 LLC companies in Montenegro. We will examine and 
evaluate the quality of financial reporting in terms of fundamental characteris-
tics, with the aim to detect “critical” areas and to make recommendations with 
the ultimate effect expressed in the effort to repair and improve the informa-
tion power of the financial statements, especially in business and financial de-
cisions.

OBJECTIVES AND QUALITATIVE DETERMINANTS OF FINANCIAL 
REPORTING

Proper evaluation of any legal form of enterprise, therefore for LLC, was 
significantly determined by the existence of continued confidence in terms 
that financial statements are presented as credible, which means that in prac-
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tice and business’ policy the company has a tradition of publishing fair finan-
cial reporting data. These components are of fundamental importance for the 
perception of the company, which indirectly inspires confidence in the effec-
tiveness of executive structures and decreases the possible abuses (especially 
in the insider trading). The fact that importance to provide and promote an 
efficient capital market is a growing priority today has inevitably affected the 
modification of the existing objectives of financial reporting in the general 
purpose for the information users as for an information offer. The mentioned 
modifications have been made in the Conceptual Framework of Financial Re-
porting in 2010 where it states that the purpose is to provide such information 
content of the financial reporting obligator which is useful to existing and po-
tential investors, creditors and lenders (and therefore decreases the number of 
information users) in making decisions (buying, selling, holding the equity and 
debt instruments, taking loans from bank or other types of loans, etc..) wheth-
er to provide funds for entity, noting that users of financial information may 
not require reporting entities to provide them the direct information about the 
investment or approve of funds, so in the decision-making process they have 
to rely on the information content in the financial statements. 

We emphasize that the revised Conceptual Framework of Financial Re-
porting in 2010, not only change the objective of financial reporting, but also 
introduces some new items in their qualitative characteristics. In fact, while the 
old Conceptual Framework of Financial Reporting gives equal importance to 
all the qualitative features (understandability, relevance, reliability and com-
parability), the new revised conceptual framework divides the fundamental 
qualitative characteristics (relevance and fair presentation (previously reli-
able)) and those that should improve the fundamental characteristics (com-
parability, timeliness, verifiability and understandability). Besides these, the 
function of improving the basic characteristics of financial statements is given 
to the timeliness (timing), which is in the Conceptual Framework of 1989 cit-
ed as a limitation of relevant and reliable information. Therefore, it is evident 
that there is certain structural change of qualitative characteristics in finan-
cial statements compared to earlier periods, noting that except comparability, 
clarity and timeliness the aim of improving the fundamental characteristics of 
the financial statements are also entrusted and verifiability, as a new feature 
that has not existed in the earlier conceptual framework.3 

In the above context, it is noted that changed objective of financial report-
ing caused structural and substantive changes of qualitative determinants of 
the information, all aimed at increasing confidence in them, decreasing the 

3  We highlight that the mentioned features enhance the fundamental attributes of the financial statements as an 
individual action, as well as in combination.
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space of their possible misuse, eliminate errors and reduce the cost of making 
decisions about the optimal allocation of resources. In this sense, the expe-
rience of many developed countries indicate that in the field of accounting 
regulations there is a need to harmonize and standardize financial reporting 
with the desire to obtain satisfactory effects. Therefore, lately in Montenegro, 
there are actualizing activities in terms of accounting and they are apparently 
growing in the continuous efforts towards harmonization of normative regula-
tions of Montenegro with the EU requirements.

REFORM OF THE NORMATIVE BASIS OF FINANCIAL REPORTING IN 
MONTENEGRO

Compliance of normative basis of financial reporting in Montenegro with 
the normative basis of financial reporting to the EU aims to create a standard-
ized basis and harmonized principles in the field of qualitative and advanced 
fundamental determinants of financial reporting in purpose of building con-
fidence in the financial statements which would be a credible basis for deci-
sion making. In this section, Montenegro has realized the relevance of the 
above and after the World Bank’s team stay in 2006 which resulted in ROSC re-
ports4, Montenegro joined the long-term regional program of the World Bank 
(REPARIS)5.

In this context, as the accounting legislation of Montenegro shall harmo-
nize with the EU Directives (especially IV, VII and VIII of Directive governing the 
area of   accounting and auditing) the authorities in Montenegro are very seri-
ous about the recommendations of this ROSC reports, and their aspirations are 
directed towards the concretization of the same. Therefore, one of the main 
reasons for the amendments of the Accounting and Auditing Law (AAL) in 
2005 is its non-compliance with the Acquis Communautaire.

The new amendments that are given in AAL which was adopted in 2008 
contain significant improvements over previous AAL and relies on the recom-
mendations of this ROSC report. However, the legal accounting framework in 
Montenegro has not yet reached the level of development that exists in de-
veloped countries. In an effort to fully comply with the Acquis Communautaire, 
Montenegro made a suggestion of Amendments to the AAL in 2011 with the 
intention of removing the lack of current AAL, especially in part that is relating 
to the relevant institutions (organs) which are in charge for receiving submit-
ted financial statements.

4  Reports on the Observance and Standards of Codes A&A. (Find out more details in: “Strategy and action plan to 
improve financial reporting in Montenegro" (http://www.gov.me/files/1239018029.pdf )

5  The Road to Europe: Program of Accounting Reform and Institutional Strengthening.

http://www.gov.me/files/1239018029.pdf
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Starting from the above, we believe that Montenegro in order to improve 
the quality of financial reporting has established reliable basis carried out by 
certain laws (the Law on Accounting and Auditing, Company Law, the laws in 
the field of economic, financial and tax regulations) and secondary legislation 
(regulations, rules) 6.

CASE OF FINANCIAL REPORTING IN LLC IN MONTENEGRO 

Company Law in Montenegro7, (section VI, Article 64-79) provides the key 
determinants of a limited liability company (LLC) as a legal form of companies, 
where in Article 64, paragraph 1 states that “LLC can establish an individual or 
legal persons, by investing a cash or non-cash resources in the company in order to 
make profit, so its founders are responsible for the company to the extent of their 
investment. Initial capital of the company is made by stakes.”

Due to the affirmation of the quality of financial reporting issues in re-
cent years in Montenegro, there has not been similar research on a quality of 
financial statements of LLC. Survey study was conducted at 50 LLC companies 
which are doing business in Montenegro. The goal of a survey is a creation of 
conclusions concerning the perception of the importance of financial report-
ing from the perspective of the business entity as of the reporting entity. All 
legal entities in Montenegro in accordance with AAL are required to submit 
financial reports to the authorities. In the process of forming the sample it was 
taken into account to include LLC companies that perform various activities, 
and that headquarters of companies are not only from the central region, but 
also from the southern and northern regions of Montenegro. Questions in a 
survey list were in a bullet form, and with a particular question there was not 
possibility to select more answers. The purpose of this research is aimed at 
obtaining answers to the question: If LLC in Montenegro consider the financial 
reporting process as a legal obligation or as a precondition of their own devel-
opment, and thus the overall economic development of Montenegro?

In the sample, the focus was on 36% of LLC companies in the southern 
region of Montenegro, 50% of companies in the central region and 14% of 
companies from the north. Regional structure of the sample itself is extremely 
important; particularly if we take into account an individual development of 
each region in the last decade. In the field of their activities, 41% of LLC are per-
forming in the services sector, 19% are engaged in commercial activities, 13% 
in construction activities, 9% of companies are manufacturers, 6% are operat-
ing in the tourism and hotel industry, 6% are engaged in financial activities, 

6  See the website of the Ministry of Finance (www.mf.gov.me). These regulations are made on the basis of the 
fundamental law of accounting regulation by the relevant ministries (Ministry of Finance).

7  Company Law  (Official Paper, Mne No. 06/02, 17/07, 80/08).



6

Journal of Accounting and Management

while the rest of the companies performs some other services (telecommu-
nications, transport, etc.).8 We received answers to questions from the survey 
from the heads of accounting (in 40% of cases), financial managers (20% of 
situations), LLC company owners (24%), internal auditors (4%) and employees 
(12%). Answers can be used for a given analysis, since the survey was 88% oc-
cupied by persons who would have to be fully informed about the process of 
financial reporting at the company where they work.

As the transparency of financial statements is a starting point for achiev-
ing the quality of financial reports, and considering an increased efficiency in 
the transmission of information because of digital world we live in, we investi-
gated the existence of web pages for LLC companies, because its own web site 
is the easiest form to access to company’s financial report by any user. In this 
section of the survey only 23 of LLC have their own web page, which makes 
46% percent of the total sample, but just the number of only 9% of above 
companies publish their financial statements on a web page. This is a very im-
portant part of the research in a quality of financial statements, because if only 
9% of companies that have their own web sites publish their reports on these 
pages, we can express doubt to their understanding of the importance of fi-
nancial reporting. Consequently, we make the question in the field of transpar-
ency of the financial statements: if only 9% of companies that have web pages 
(which is only 4% of all companies from sample) have published financial re-
ports on their websites, how we can access the financial reports of the other 
96% of companies. The answer on this question is given on the graph below: 

Graph 2.  Availability of financial statements in LLC in Montenegro

Availability of �nancial reports of LLC in Montenegro

Financial reports are 
available in our headquarter

Financial reports are 
available on our web page

Financial reports are submitted 
to the competent authorities

0% 10% 20% 30% 40% 50% 60% 70%

Persons outside the company 
can not access our �nancial 
statements

8  Some LLC are doing more activities in the same time.
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Based on the graph we can see that 66% of companies believe that finan-
cial reports should be available by the authorities to whom they submit their 
financial reports, which certainly does not justify the additional non-disclosure 
by themselves. There was a problem with the publication of financial reports 
by CREC9, but with the new amendments to the AAL in 2011 we expect the 
problem to be solved. About 24% of companies are ready to provide financial 
statements to all interested parties only if that person is willing to look for 
reports at the company headquarters. It is interesting that 6% of companies 
believe that their financial statements may not be available outside of com-
pany. This perception of financial reporting as strictly guarded business secrets 
of companies continues to exist in the business environment in Montenegro, 
with a further interesting fact that we get these answers from financial manag-
ers and accounting heads of the given companies. So, right at the start of the 
study we set some restrictions on the quality of financial reports of LLC related 
to their lack of transparency10. 

Only 30% of financial statements are available in English, while 66% had 
no such practice. Companies justify non-English reports by the fact that they 
do not have extensive cooperation with foreign partners so making financial 
reports in English will only cause additional costs. This may be another critical 
point in our analysis so we suggest to management of LLC to consider the op-
tion to publicize their financial statements in English, preferably in their own 
web site, because such a move could attract foreign investors, and thus the 
funds in Montenegro. 

All companies have responded affirmatively to the question of whether 
the financial statements are submitted during the obligatory period11, and we 
can say that the institutional framework in the financial reporting process in 
Montenegro is becoming more efficient in terms of timeline submission of fi-
nancial statements. This situation is observed from 2010 because Montenegrin 
Ministry of Finance entered into effective penal sanctions for untimely submis-
sion of financial statements.12 

Reliability of financial statements is analyzed in terms of a credible inde-
pendent verification of the information that is displayed in the financial state-
ments. According AAL Montenegro stock companies or large entities have an 

9   Central Registar of Economic Court.
10  See more: „Unapređenje korporativnog upravljanja u Crnoj Gori“, Commission for Securities, Podgorica, 

June 2009, pp. 219-221.
11  See: Accounting and Auditing Law (2008), Article 6, “Official paper of MNE”, No.80/08
12  To clarify situation, Ministry of Finance in cooperation with the Council for violations, agreed application 

procedure for initiating criminal proceedings against legal persons and persons responsible for the legal entity, 
which do not submit annually (and quarterly) financial statements, within the prescribed deadline (see AAL 
(2008). Also, see the imposition of punitive financial measures: AAL (2008), Article 19d, paragraph 1 and 2).
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obligation to carry out an external audit of its financial statements.13 Thus, if 
the LLC is not a large entity it has no legal obligation to audit the financial 
statements. Of the total number of surveyed LLC companies just 7 companies 
are doing audit of the financial statements regularly (annually), 4 companies 
are auditing financial statements even several times a year, 11 companies 
sometimes and 26 of them never do auditing, while two companies had not 
responded to this question That situation is described in the following graph:

Graph 3.  Auditing of financal statements in LLC in Montenegro

The frequency of auditing of �nancial statements in LLC in 
Montenegro

Annualy Two or more times a in a year Sometimes Never

54%

15%

8%

23%

In terms of reliability of financial reporting in case of 23% of LLC com-
panies we can rely on auditing of financial statements that they carried out. 
Reliability of other financial statements we have to evaluate whether by con-
sistent application of accounting policies that are selected, or by belief in the 
ethical conduct of accountants and management. It is interesting to note that 
in the case of 8.6% of LLC companies that perform audit of financial statements 
we noticed the situation that the company engaged the auditors and provide 
other consulting services from them, which further raises the question of the 
reliability of audited financial statements.

In order to further study of reliability of financial statements, we analyzed 
the possible existence of internal control in these companies, which would cer-
tainly help to increase the reliability of financial statements in the improvement 
of the accuracy and objectivity of accounting data. Only 16% of companies re-
sponded affirmatively to the question of the existence of internal control, which 
again is not enough to strengthen the reliability of financial statements.

13  See: Accounting and Auditing Law (2008), Article 12, “Official paper of MNE”, No.80/08
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The relevance of financial reports was examined by the aspect in which 
one company uses financial statements of other companies. The analysis 
showed that only 26% of companies in their business and financial decision-
making using financial statements of other companies, while 74% of compa-
nies do not. The reasons for that are following: 

Table 1.  Reasons because LLC does not use others’ financial statements when 
making business decisions 

Reason Percent
Lack of confidence in financial statements 17,14%

Untransparency of fincancial statements 8,57%
Financial decisions are made without analysis of financial statements with 
whom a company makes business relationship 62,85%

Not answered 11,44

The comparability of financial statements of LLC can be assessed at a high 
level. Only 8% of companies are not able to make a comparison of its position 
in time, while 92% of the company can make a comparative analysis of the 
time and comparative analysis with its competitors, which leads us to satisfy 
this element of the quality of financial reports. 

Finally, 76% of respondents said that the aim of disclosing the true and ob-
jective financial statements is to be more informed, and regarding this to make 
more efficient decisions. Above analysis would not lead us to this level in terms 
of what is actually happening. The 23 companies do not use other financial 
statements because they are considered unnecessary in their decision-mak-
ing, and yet be at least 15 of them in the group of those who believe that the 
disclosure of financial statements is a need for more efficient decision-making. 
In the future, institutional and legislative changes will show if the barrier for 
this is a lack of transparency or mistrust in the financial statements or still insuf-
ficient awareness of the importance of financial statements.

CONCLUSION

Financial reporting is the most important basis in the process of business 
and financial decision-making. According to this, the quality of a given process 
will depend on the quality of decisions and efficient allocation of resources 
that users of financial statements made. There are a large number of LLC com-
panies in Montenegro, so we can say that their business efficiency significantly 
contribute to the development of the Montenegrin economy. In this research 
about the quality of financial reporting of LLC companies in Montenegro we 
have concluded the following:
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•	 The transparency of the financial statements of companies LLC is a conse-
quence of the publication of financial statements by authorities to whom 
LLC companies submit their financial reports in time. In 2011 and beyond 
we are expecting greater transparency of financial statements due to the 
construction of a disclosure base for all financial reports that are submit-
ted through the website of the competent institutions (Tax Administration 
or CREC). 

•	 In order to strengthen the reliability of financial statements LLC compa-
nies’ management should consider a periodic external audit of financial 
statements, the introduction of internal control and internal audit, so it 
would increase the reliability of financial statements. Current indications 
concerning the reliability of financial statements show an improvement 
over the previous periods, but in the future it should reduce the number of 
companies who never performed an audit of financial statements.

•	 Relevance is perceived as a critical field of a given study. A relatively small 
percentage of LLC companies use financial statements of other compa-
nies in the process of its business and financial decision making. We rec-
ommend that companies in the future pay their attention to the financial 
statements of entities with which they develop business relationships. It 
will certainly more efficiently allocate their resources and increase efficien-
cy of its business.

•	 The comparability of financial reports is relatively satisfied, with the timing 
comparison of positions in the financial statements. Worse situation is in 
spatial position comparison between two or more companies as a conse-
quence of different accounting policies that are applied.
Based on previous, we can say that the biggest problem in the quality of 

financial reporting of LLC is in area of the fundamental determinants of qual-
ity (reliability and relevance), while the evident progress is shown in terms of 
determinants that promote the fundamental characteristics (comparability, 
timeliness and clarity). However, as long as companies themselves do not re-
quire the higher level of quality of financial reporting we can not speak about 
achieving the desired level.
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STANJE I MOGUĆNOSTI UNAPRJEĐENJA KVALITETE 
FINANCIJSKOG IZVJEŠTAVANJA U DRUŠTVIMA S 
OGRANIČENOM ODGOVORNOŠĆU U CRNOJ GORI

SAŽETAK

Početkom 21. stoljeća Crna Gora je posebnu pažnju posvetila unaprjeđenju 
kvalitete financijskog izvještavanja u pogledu jačanja zakonskog i institucion-
alnog okvira, ali i harmonizaciji svog zakonodavstva sa Direktivama EU. Cilj 
ovog rada usmjeren je na istraživanje transparentnosti i kvalitete financijskih 
izvještaja na primjeru 50 društava s ograničenom odgovornošću u Crnoj Gori.  
U radu će fokus biti na analizi postojeće situacije u dijelu percepcije efekata 
objavljivanja financijskih izvještaja iz ugla menadžera i zaposlenih, zatim na 
praksi postojanja sustava internih kontrola i interne revizije, revizorskog odb-
ora i provođenja eksterne revizije u navedenim gospodarskim društvima. Na 
osnovu dobivenih rezultata identificirat ćemo kritične tačke u polju kvalitete 
financijskog izvještavanja, i dati preporuke na nivou cijele ekonomije, ali i di-
rektno menadžerima ovih društava u pogledu unaprjeđenja transparentnosti 
i kvalitativnih karakteristika financijskih izvještaja, odnosno interne revizije i 
sustava internih kontrola, kako bi se stvorila adekvatna osnova za dalji razvoj 
crnogorske ekonomije.

Ključne riječi:   financijski izvještaji, revizija, sustav internih kontrola, društva s 
ograničenom odgovornošću, Crna Gora. 

http://www.worldbank.org/ifa/rosc_aa_monte_mon.pdf
http://www.mf.gov.me
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CRITICAL ACCOUNTING POLICIES AND 
MANAGEMENT ABILITIES IN ESTIMATING 
UNCERTAINITIES

Nino Serdarević1 

ABSTRACT
This paper presents research results on the financial reporting quality asse-

ssment. The inverse assessment correlates measured accounting conservatism, 
embodied in disclosed critical accounting policies (effect); and estimated manage-
ment abilities to respond to uncertain future events (cause). Primary research is 
conducted on the sample of 178 BIH enterprises, aiming in constructing CAPCBiH 
variable. This variable is set to explain interrelation of the particular internal con-
trol systems and applied risk assessments, against measured response to particu-
lar accounting policy creation. It is assumed, that the critical accounting policies 
consistent application ensures financial reporting, optimally tailored to specific 
business environment and relating risks. I argue that management does not po-
ssess sufficient capacity in assessing the risks and adequate economic benefit con-
sumption; and consequently uncertainties inherent in business activities. In that 
segment, special attention is drawn to the revised ISAE, i.e. auditors’ judgement of 
management capacities in estimates.

Key words:   APC method, critical accounting policies, latent losses, financial 
reporting reliability, uncertainties

1 Nino Serdarevic, PhD Assistant Professor, Faculty of Economics, University of Zenica Travnicka cesta 1, 72000 
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INTRODUCTION

This paper presents research results on respective BIH enterprises’ finan-
cial reporting reliability assessment. Reliability is terminologically determined 
aiming in investigating management abilities in: analysing and assessing busi-
ness risks and uncertainties for future events, creating accounting policies 
correspondingly and applying estimates on assets, liabilities, revenue and ex-
pense closing balances.

Central research question on accounting conservatism has been investi-
gated in light of applied accounting policies, estimates and errors on: consum-
ing resources and capacities in inventories cost of conversion, revenue cor-
rection and bad debt disclosure, contingent liabilities and reserves for court 
cases costs and potential losses, inventories obsolescence, confirmations and 
cut-offs. Central question is extended to the comparative analysis, including 
internal control system and accounting policies chosen.

In primary, the accounting policies are to ensure equal appliance of IFRS 
on all balance positions, such as assets’ measurement at recognition and after 
recognition, revenue recognition, contingent liabilities, reserves etc. Generally, 
in financial reporting, it suffices if the enterprise consistently applies particular 
accounting policies within the same group of items disregarding any business 
specific consideration.

Following afore stated, it can be preliminary concluded, that on the first 
complexity level, accounting policies appear as the excerpts from IFRS, pre-
senting enterprises’ dedication to act in accordance with IFRS directions. The 
accounting policies are free of any strategic considerations, and disclosed as 
basic set of rules. Correspondingly, prospective accounting policies enhance-
ment can be built on the adjustments to business specifics, determining ob-
ligatory procedures, responses against non-system risks and business environ-
ment. Though, accounting policies enhancement foresees effective internal 
control system and that can ensure reliable risk assessment. The accounting 
policies, resulting from inherent uncertainties estimates, refer to as critical ac-
counting policies. These policies embody various accounting estimates, reval-
uation necessities and potential risks and latent losses anticipation. Many au-
thors argue that critical accounting policies tend to anticipate capital market 
“bad news” prompter then “good news”. Logic behind can be found in capital 
preservation accounting principle. As the end effect, particular management 
is rather conservative towards future earnings, avoiding hidden reserves and 
tending to disclose any respective latent losses determined.

Disregarding pro’s and contra’s on conservative approach to valuating 
balances, positive side effect of these adjustments might be considered in es-
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tablishing cause-effect relations, historic information analysis and correspond-
ing accounting responses to forecasted trends. Implicitly, when both, internal 
and external users of financial statements, have equal access to business rel-
evant information, it diminishes information asymmetry and implies directly 
re-enforced financial statements quality. In that regard, analysing critical ac-
counting policies created within financial reporting, pursuant to IFRS choices, 
enables insights in most complex personal management estimations and IAS 8 
interpretations. In this case, Kothari (2002, p. 92) sets the central question as if 
the obligatory accounting principles elements necessarily lead to the initiation 
of desired activities in real. He concludes that even best accounting standards 
are not sufficient in case of lacking adequate appliance, and that the set of 
rules are not more than a list of statements on the paper. 

The enclosed primary research analysis on the sample of 178 entities in 
Bosnia and Herzegovina is the attempt of generating correlations between the 
applied internal system control methods and management estimates. These 
correlations are to be effected throughout created critical accounting policies 
and their implications on assets, liabilities, revenue and expense of respected 
entity.

CRITICAL ACCOUNTING POLICIES AND FINANCIAL REPORTING 
RELIABILITY

Accounting and auditing treatment of accounting policies and estimates
The basis for accounting policies creation and validation is determined in 

International Financial Reporting Standards, IAS8, as well as in International 
Standards on Auditing, ISA260, ISA540 and ISA810. The assessment of the ap-
propriate accounting policy selection is, in specific, regulated in ISA260:

“The appropriateness of the accounting policies to the particular circum-
stances of the entity, having regard to the need to balance the cost of providing 
information with the likely benefit to users of the entity’s financial statements [...]; 
The initial selection of, and changes in significant accounting policies, including 
the application of new accounting pronouncements [...]; The effect of significant 
accounting policies in controversial or emerging areas (or those unique to an in-
dustry, particularly when there is a lack of authoritative guidance or consensus); 
The effect of the timing of transactions in relation to the period in which they are 
recorded.” (Appendix 2 to ISA260.12 (a) and A21)

Appendix 2 to the revised ISA260 thereby instructs the external auditor to 
conduct the reconciliation of disclosed accounting policies with the specific 
business environment, taking into account effects of constant changes on dy-
namic markets.
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In addition, specifically significant assessment of the applied accounting 
policies relates to the estimates of uncertainties: 

“As a result of the uncertainties inherent in business activities, many items in 
financial statements cannot be measured with precision but can only be estimat-
ed. Estimation involves judgements based on the latest available, reliable infor-
mation. For example, estimates may be required of: (a) bad debts; (b) inventory 
obsolescence; (c) the fair value of financial assets or financial liabilities; (d) the use-
ful lives of, or expected pattern of consumption of the future economic benefits 
embodied in, depreciable assets; and (e) warranty obligations.” (IAS 8.32)

Specifics in judgments relating to the accounting estimates are presented 
in IAS 8 that states some implications, but not all management judgements. 
Accounting estimates treatment determined in International Standards on Au-
diting states: 

“Accounting estimate” means an approximation of the amount of an item in 
the absence of a precise means of measurement. Examples are: Allowances to re-
duce inventory and accounts receivable to their estimated realizable value., Provi-
sions to allocate the cost of fixed assets over their estimated useful lives, Accrued 
revenue, Deferred tax, Provision for a loss from a lawsuit, Losses on construction 
contracts in progress, Provision to meet warranty claims.“ (ISA 540.3)

Furthermore, ISA (810.13) define necessity in knowing revised entity’s 
business and considering reliable audit of forecasts and prognosis, built in ac-
counting estimates, whereby standard states that the auditor should have suf-
ficient knowledge of entity’s business in order to be able to make a judgment 
whether all material aspects on forecasting are taking into account while pre-
paring financial statements. Thereby, the auditor should get know the proce-
dures undertaken while preparing financial statements, such as internal con-
trols on estimating uncertainties, competences and knowledge of the persons 
responsible for estimations.

In March 2008 IFAC announced new International Standard on Engage-
ment Assurance 3400, replacing existing International Standard on Auditing 
810. Besides, redrafting is conducted within those ISA, regulating financial re-
porting audits starting after 15 December 2009, and that implies highlighted 
importance in considerations of estimates treatments relating to the entity’s 
environment and its impact on financial statements creators.

Critical accounting policies
SEC (2002) defines critical accounting policies as three, four or five 

politics that are material to supporting financial conditions and entity’s 
performance, and at the same time require complex, subjective man-
agement judgments, influenced throughout estimates on uncertainties’ 
prospective effects.



16

Journal of Accounting and Management

One of most authoritative critical accounting policies author, Cohen 
(1978), has analysed these through the prism of the auditor’s responsibility. 
This considerations directly implied enhancement of the auditor’s report, audi-
tor’s independence, auditor’s and managerial reports on internal controls, and, 
in special the auditor’s increased responsibility in detecting frauds.

Glover et al (2005) point out the interdependence between financial re-
porting requirements and auditors’ responsibilities in detecting frauds, mainly 
referring to the problematic judgments of uncertainties estimations. In final 
instance, authors conclude that inverse uncertainties estimate forces account-
ing principles’ role in detecting fraud risks.

Corresponding response on detected frauds and afore stated considera-
tions are included in revised ISA 540 by side IFAC in 2008. Revised text intro-
duces auditor’s judgments on uncertainties estimates effects in risk assess-
ment; management estimates methods, management considerations prob-
ability and disclosure adequacy. Therein, ISA 540 determines the accounting 
estimate as amount estimation in case of lacking precise valuation and that 
implies prospective inherent non-precision and relating risk of fraud.

DEVELOPING MODEL

Critical accounting policies application is analysed using APC model (Ac-
counting Policy Choices Measure) model, developed by Cotter and Donnely 
(2006). The selected model is found appropriate for two reasons, namely it was 
not feasible to conduct exact financial reports analysis on representing sample 
of 178 entities and that would possibly enable appliance of other methods, 
such as negative accruals, book-to-market value or hidden reserves method; 
and by applying T index (Taplin, 2004), comparing accounting conservatism 
of entities in Bosnia and Herzegovina with the international findings, and that 
is also base on the calculations throughout critical accounting policy choices 
presenting complementary basis with the APC model.

Critical segments to the financial reports reliability in Bosnia and Herze-
govina were created subjectively, taking into account present market rela-
tions and their implications on materiality in financial reporting, in specific: 
bad debt considerations within the reporting period (revenue correction) and 
retroactive appliance of receivables correction; the assumption that the appli-
ance of maximum non-taxable depreciation leads to miss conduction of re-
sources consumption, that implies transfer of fixed costs in inventories and 
deferred expenses and inventories undervaluation; Valuation of assets and 
market value within fair value in accordance with revised IFRS 1; Disclosure 
of potential losses and expenses and implications of long and uncertain court 
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cases, as well as potential court cases cost reserves; Inventories obsolescence, 
discounts, costs of sale and revaluations to net realizable value; Deferring in-
terests in financial expense, payables and receivables confirmations and in-
come smoothing for the reason of VAT postponing and cut-offs.

CAPCBIH thereby presents the sum of applied critical accounting policies, 
formed:

CAPCBIH = BDP + AVRR + PLGR + IVZ + CS + DMSR + IOZ + DEK [1]

Whereby:
BDp presents bad debt and receivables/revenue correction;
AVRR  presents the assets valuation method and respective revaluation re-

serves;
PLGR  presents the accounting policies referring to the potential loss and ex-

pense recognition;
IVZ  presents the inventories valuation methods applied and respective val-

uation to net realizable value;
CS  presents payables and receivables confirmations and cut-offs;
DMSR  presents bases for the depreciation method chosen;
IOZ  presents the inventories obsolescence;
DEK  presents financial and other deferred expense.

Complementary to variable calculations, comparison is conducted taking 
into account level of applied estimates and judgements on inventories obso-
lescence, cost allocation, capacities utilization, receivable due and confirma-
tions. Variable presenting level of applied accounting estimates is market AE. 

First segment of analysis presents the frequency of entities by level of ap-
plied critical accounting policies. Interdependences between two variables are 
set within the correlation and linear regression. Pearson correlation coefficient 
is determined as

rCAPC x AE = Σn
(CAPCi - CAPCBIH) x (AEi - AEBIH)i

RKRP x RP

rKRP x RP = Σn
(KRPi - KRPBIH) x (RPi - RP)i

RKRP x RP [2]
Whereby:
CAPC presents the applied critical accounting policies (CAPCi – mean) and
AE presents the conducted financial-accounting analysis and respective 

estimates (AEi – mean).
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It is assumed that the level of applied accounting estimates and analysis 
in significant correlates to critical accounting policy choices and that directly 
implies reliable internal control system as whole.

EMPIRICAL FINDINGS

CAPC variable by presented values indicates considerably high portion 
of entities with two, three and four critical accounting policies. Contrary, the 
comprehensive set of critical accounting policies proposed can be found only 
in 3.73% of respondent entities.

Graph 1  Portion in total respondents by number of disclosed CAPCBIH

CAPCBIH - Created critical accounting policies
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Variables correlation, measured with Pearson coefficient, presents relative 
acceptable reliability of interdependences between CAPC and AE variables.

Model Summary
Model R R Square Adjusted R Square Std. Error of the Estimate
1 .590a .348 .325 .20864

Source: author’s calculation

Beta coefficients of CAPC and AE variables correlation presents material 
deviations in five disclosed aspects and that implies possible lack in reconcilia-
tions within internal control systems, or indirectly, lacking sufficient uncertain-
ties risk considerations.
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Coefficients

Model
Unstandardized 

Coefficients
Standardized 
Coefficients t Sig.

B Std. Error Beta
1 (Constant) 1.926 .068 28.430 .000

Inventories obsolescence -.069 .048 -.112 -1.443 .151
Cost allocation -.127 .042 -.243 -2.991 .003
Capacities analysis -.083 .042 -.150 -2.005 .047
Payables due -.030 .043 -.050 -.702 .483
Cash in- and outflows -.081 .050 -.135 -1.643 .102

Dependent Variable: CAPC

Source: author’s calculation

CONCLUSION
Taking into account presented analysis, it can be preliminary concluded 

that entities in Bosnia and Herzegovina, contrary to high level of uncertainty 
on the market, do not conduct sufficient risk analysis of uncertain events and 
accounting estimates of future cash in- and outflows.

In segment of considering specific entities environment specifics it can 
be concluded that management does not have sufficient capacity for the ef-
fective internal control system creation and that directly implies low financial 
reporting reliability.

Furthermore, the analysis underlines the necessity in usage of critical ac-
counting policy choices method applicable for the markets with majority of 
entities, not listed on the stock exchange, and not subject to any control ex-
cept the external audit of financial reports.

Detailed analysis of quantitative deviations, taking into account asym-
metries between balance positions, comprehensive income and cash flows, 
would present supplementary research to these findings.
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KRITIČNE RAČUNOVODSTVENE POLITIKE I 
SPOSOBNOSTI MENADŽMENTA U PROCJENJIVANJU 
NEIZVJESNOSTI

SAŽETAK

Rad prikazuje rezultate istraživanja u području ispitivanja postojeće 
kvalitete financijskog izvještavanja u gospodarskim subjektima BiH, koristeći se 
empirijskim odnosima računovodstvenog konzervatizma nastalog na temelju 
kreiranih kritičnih računovodstvenih politika, sposobnosti menadžmenta u 
donošenju procjena i predviđanjem budućih događaja. Primarno istraživanje 
je provedeno na uzorku od 178 ispitanika, konstruirajući tzv. KRPBiH varijablu 
koja prikazuje sustav internih kontrola, procjenu rizika i dosljedno kreiranje 
računovodstvenih politika. Pretpostavljeno je da dosljedna primjena KRP-a 
osigurava financijsko izvještavanje optimizirano poslovnom okruženju i ri-
zicima poslovanja. Autor pretpostavlja da menadžment ne posjeduje dostatan 
kapacitet za procjenu rizika i stvarne konzumacije ekonomskih koristi. U tom 
segmentu skreće posebnu pažnju na zahtjeve revidiranih ISAE u području re-
vizijske ocjene menadžerskih kapaciteta u segmentu donošenja procjena.

Ključne riječi:   neizvjesnost, kritične računovodstvene politike, APC metoda, 
pouzdanost financijskog izvještavanja, latentni gubici
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HARMONIZING EXTERNAL AND INTERNAL 
FINANCIAL REPORTING BY OPERATING SEGMENTS 

Marino Turčić1

ABSTRACT
The segment reporting system proposed in this work is specific by both res-

pecting disaggregation criteria for internal segment reporting needs and at the 
same time forming information basis for required aggregation of homogeneous 
economical items for external reporting needs. By satisfying internal and exter-
nal reporting principles, the aims of harmonized financial segment reporting are 
achieved as well. The regulations of International Financial Reporting Standards 
require that data disclosed in basic financial statements be fully reconciled with 
the data disclosed by operating segments. It is established which parameters best 
conduct the operating segmentation that will equally satisfy the needs of both 
external and internal reporting but also how to optimally determine the volume of 
operating segment. The new concept of harmonized external and internal financial 
segment reports is supported. These reports offer preview of business processes 
based on responsibility accounting and disclose individual contribution of each bu-
siness segment to the total result of the entity, by full affirmation of management 
approach. The importance of harmonizing internal financial reports by segments 
with external financial reports is proved. It is expected that these statements por-
tray a cohesive financial picture of a given entity’s business activities, with appro-
priately structured vertical and horizontal relationships between particular items 
of financial reports, by making easier the possibility of assessment of the amount, 
timing and uncertainty of the future cash flow, liquidity and financial flexibility of 
the entity as a whole, as well as its operating segments. By using know-how and 
experience of the worldwide practice, especially in lodging industry, improved by 
theoretical knowledge and author’s personal experience, a generally acceptable 

1  Marino Turčić, PhD, BRODOKOMERC NOVA d.o.o. Rijeka, Jelačićev trg 4, 51000 Rijeka, Tel: +385916577776; 
E-mail: marino.turcic@brodokomerc.hr

mailto:marino.turcic@brodokomerc.hr
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assessment model of external and internal segment reporting harmonization is 
nominated in several different industries, particularly in lodging industry and retail 
sale, which was after all tested on the sample which included both (some) world 
known and Croatian entities, whose securities are listed on stock-exchanges.

Key words:  operating segment, reporting segment, financial statement pre-
sentation, chief operating decision maker, management approach

INTRODUCTION

The states regulate the form and content of financial statements by cer-
tain rules and by the national accounting standards, and therefore they cre-
ate differences in the basic principles of accounting systems which constitute 
an obstacle to comparing the financial statements of companies from differ-
ent countries in conditions of globalization. The need for harmonization of 
accounting practices of measuring, estimating and disclosing the results of 
operations arises from such circumstances. The harmonization has particular 
importance for those multinational companies that prepare consolidated fi-
nancial statements, since it would be easier to prepare those statements if they 
were prepared on the same basis worldwide. 

The harmonization is a process of increasing the compatibility of account-
ing practices by placing restrictions which may vary slightly. The harmoniza-
tion is a process more open and flexible as opposed to standardization. This 
paper considers the harmonization in the broader meaning of the word, in the 
context of the level of compliance of externally published financial statements 
with internal financial reports on the results of operating segments, prepared 
according to the information needs defined by the chief operating decision 
maker, using the management approach, while respecting the principles of 
responsibility accounting. 

The fundamental goal of the process of harmonization of international ac-
counting practices can only be achieved by better coordinated preparation 
and presentation of external and internal financial reporting by operating seg-
ment, which ensure international comparability and understanding. Modern 
projects of convergence between the European tradition and American expe-
rience lead to the adoption of a set of unified international standards. 

THE NEW FINANCIAL STATEMENT PRESENTATION

As an integral part of the global project of convergence, a new concept 
of the financial statements presentation is developed. It occurs in response to 
two major objections addressed to the previous presentation format: infor-
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mation is not presented consistently and is not sufficiently disaggregated in 
financial statements. The new presentation format is required to provide real 
information and a cohesive financial portray useful in assessing the dynamics 
and the degree of uncertainty of future cash flow, and in assessing the liquidity 
and financial flexibility of each reportable segment and of a business entity as 
a whole. The aim is to ensure quality of the financial statement presentation, 
which increases their usefulness and can help users to understand and thus 
the reporting process become more efficient in their entirety. 

The two main principles of rationalization of the function of external and 
internal reporting are the principle of cohesiveness, which marks  the con-
nected relationship between individual items across a set of financial state-
ments and transparent business transactions sequence at least at the level of 
categories, and the principle of disaggregation, which separates information 
and resources by activity, depending on whether the amounts are associated 
with obtaining or repaying of capital (financing section) or with the manner 
that the entity used that capital to create value (business section). The criterion 
of classification is the manner in which a reporting business entity uses the 
assets and liabilities, which is particularity of a management approach. The 
disaggregation of information is done by sections and categories: Business 
section (segregated into Operating and Investing category); Financing section 
(segregated into Debt and Equity category); Multi-category transaction sec-
tion; Income tax section; Discontinued operation section, net of tax, and Other 
comprehensive income, net of tax.

Items are separated primarily by activity and then disaggregated by func-
tion and by nature. Further classifications are possible, eg into long-term and 
short-term assets and liabilities, by measurement basis, etc. 

Exceptionally, those entities to whom it corresponds, and most often 
those entities that provide financial services (banks, insurers, etc.), can choose 
the alternative option of presenting assets and liabilities in order of increasing 
or decreasing liquidity, especially if such a presentation provides users with 
the most relevant information. 

The new classification policy at the level of reportable segments is more 
complex in application, but certainly represents better the way in which an 
asset or a liability  is used within the business entity. It is necessary to clarify 
to the users of financial statements the basis of classification carried out by 
its reporting segments, and other useful information, eg on the length of the 
business cycle, maturities of long term and short-term liabilities, limits in the 
repatriation of money, disaggregation by kinds of costs, remeasurement, etc
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INTERNAL FINANCIAL REPORTING BY OPERATING SEGMENTS

IFRS 8 - Operating segments are bound to be applied by those companies 
whose debt or equity instruments are traded on public markets, or those that 
are in the process of filing its financial statements with the regulatory authority 
for the issuance of any class of instruments on the public market. 

The concept of management approach prevailed in the determining of 
operating segments because the basic determinant of this concept is to fol-
low internal organizational structure and the positions of chief operating deci-
sion makers and then external reports follow the internal reporting system. 
The management approach brings a new quality: it provides more informa-
tion and increases the number of reportable segments. The users of financial 
statements can see business processes through management eyes. The man-
agement approach has particular value to segment reporting, connected with 
the application of international standard, because any information about the 
results of operating segments which is presented to chief operating decision 
maker, must be published externally. The weaknesses of the concept stem 
from the quantity and the quality of segment information, and depend on 
personality characteristics, will, desires, skills and ambitions of chief operating 
decision maker.

An operating segment is defined as that component of a business enti-
ty that engages in business activities from which it generates revenues and 
which form the basis of certain expenses, be it on the outdoor market or by 
selling products / services to other operating segments within the same busi-
ness entity. The criteria to determine an operating segment is not its size, but 
the fact that the segment’s operating results are regularly reviewed by the en-
tity’s chief operating decision maker in order to make decisions about resourc-
es to be allocated to the segment and to assess its performance, and for which 
discrete financial information is available. 

A reportable segment is the framework for presenting information on the 
operations of the operating segments in a way that its results are reviewed by 
the chief operating decision maker, or by aggregating segments based on ag-
gregation criteria, or individually for an operating segment if it exceeds any of 
the quantitative thresholds set by standards. 

If the reached level of development of information technology allows 
withdrawal of accounting information by segment directly from the same 
database, so that they would be published in summary form in the financial 
statements for external users, we can talk about the harmonized external and 
internal financial reporting by operating segment that provides quality busi-
ness decision-making. 
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It is commendable for a disaggregation to be carried out in a way that the 
users are presented with enough new details with incremental value, useful for 
decision making, as long as the information is useful in assessing the financial 
effects of business activities that the subject is engaged in and in predicting 
its future cash flows and trend forecasts, as long as they provide valuable in-
formation about the financial position, comparable to the other subjects, and 
finally, information about the economic environment in which the entity oper-
ates. The new presentation format of financial statements and amendments 
to standards imposes extra requirements for additional segment information, 
provided that the published data is an integral part of the indicators reviewed 
by the chief operating decision maker, or he is regularly provided with them, 
although they are not included in the respective indicators. Application of 
IFRS 8 - Operating segments, combined with the newly proposed presentation 
model, represents a turning point in reforming the current system of internal 
reporting. The essence of the process of harmonizing is to ensure the organiza-
tional, personnel, informatical and other assumptions, the same methodologi-
cal basis on both levels, so that external comparison of internally generated 
results become concordant.

MODEL OF EXTERNAL AND INTERNAL SEGMENT REPORTING 
HARMONIZATION

In setting the model of external and internal financial segment reporting 
harmonization the first step is to define the target value of the function of 
harmonizing, and then it’s basic and control variables, and their parameters 
also. Then the variables are analyzed by relevant indicators that best represent 
them and finally, the model is tested on a selected sample of business entities. 

Taking into account the conflicting interests of different users of financial 
statements, owners2  were selected as the target user group for further elabo-
ration of this model. The assumption is that the degree of harmonization of ex-
ternal and internal financial information reporting by operating segment that 
meets the information needs of owners, becouse of their immanent lowest 
possible threshold of risk tolerance, will most likely meet the needs of all other 
users of financial statements. 

Key economic decisions become easier if high level of alignment of exter-
nal and internal financial reporting by operating segments is achieved, and 
then, owners are encouraged to invest their capital in business entities. Con-
sequences are appropriate benefits for the general macroeconomic environ-
ment in which the business entity operates. Also, it can be argued that high 

2  This concept includes current and future owners, therefore investors or potential investors. 
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harmonization of external and internal reporting by operating segments cre-
ates a competitive advantage in managing a business entity at the same time, 
by providing a wide range of relevant, accurate, timely and credible informa-
tion that can actually be a good basis for making business decisions, each on 
its level of responsibility.

For purposes of determining the degree of harmonization of external and 
internal financial reporting by operating segments, basic assessment model 
takes the following form: 

 ι
ι

ιΧ=Υ Σ
=

2

1
β  (1)

where the symbols have the following meanings: 
Υ - the dependent variable of assessment of the degree of harmoniza-

tion of external and internal financial reporting by operating seg-
ments,

Χ1 - the basic independent variable in the function of harmonization of 
external and internal financial reporting by operating segments,

Χ2 - the control variables in the function of harmonization of external 
and internal financial reporting by operating segments,

β1 - the coefficient significance of basic variables, 
β2 - the coefficient significance of control variables.

The model incorporates three independent variables that determine the 
degree of harmonization of external and internal financial reporting by operat-
ing segments. The following qualitative factors are selected: 

•	 harmonized general information about operating segments, 
•	 harmonized information from external financial statements, and 
•	 harmonized information from internal financial statements. 

Taking this point of view, the assessment of the degree of harmonization 
of external and internal financial statements by the operating segments can be 
represented by the formula: 
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where the symbols have the following meanings:  
Χ11 - the harmonization of general information about operating seg-

ments,
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Χ12 - the harmonization of information from external financial state-
ments,

Χ13 - the harmonization of information from internal financial state-
ments,

β11 - the coefficient significance of characteristics of harmonization of 
general information about operating segments,

β12 - the coefficient significance of characteristics of harmonization of 
information from external financial statements,

β13 - the coefficient significance of characteristics of harmonization of 
information from internal financial statements.

The development of the model starts from the assumption that each of 
individual financial information synergistically contributes to a higher degree 
of harmonization of overall financial reporting. 

Figure 1:  Categories of harmonized external and internal financial reporting 
information 

List of information

General information about 
operating segments External �nancial reports Internal �nancial reports

Organizational structure of 
operating segments

Identi�cation of reportable 
segments

Main products and services

Geographical areas

Major customer

Di�erences in the basis of 
measurement  

Classi�cation and
presentation form

International �nancial 
reporting standards 

Concept of cohesiveness

Qualitative characteristics of 
information

Public market 
competitiveness

Segment and total amounts 
reconciled

Management approach

Dissagregation criteria

Aggregation criteria

Classi�cation of segment 
information

Measure of segment pro�t or 
loss and revenues

Assets, liabilities and other  
segmental information 

Source: proposed by the author.

It may be noted that there are different characteristics (Figure 1): descrip-
tive, quantitative and qualitative, financial and non-financial, metric and non-
metric, with orientation in time or without, directed towards the past or the 
future, etc. The presented list may be supplemented by other information that 
support the harmonization of external and internal financial reporting by op-
erating segments, provided that they are readable from the published finan-
cial statements and are subject to evaluation, and that their usability exceeds 
the cost of their preparation. 



29

Marino Turčić 
HARMONIZING EXTERNAL AND INTERNAL FINANCIAL REPORTING BY OPERATING SEGMENTS 

Since the variables in the model are the binary values, so as to indicate 
whether the specified quality of the model is present (given the value 1) or 
absent (value 0), the value function is defined as ranging in value from 0 to 1.

In the absence of objective responses and the inability of their initial dis-
tribution to business entities with harmonized and non harmonized external 
and internal financial reports by operating segments, the model suggests the 
following quantification - the external and internal financial reports by operat-
ing segments can be assessed: 

•	 harmonized, in the case when the value function is in the interval  
0,75 ≤ Υ ≤ 1,00 (3) 

•	 medium harmonized, in the interval 0,50 ≤ Υ ≤ 0,74 (4) 
•	 unsatisfactory harmonization exists if there is 0,00 ≤ Υ ≤ 0,49. (5)

The function of harmonization (2) sets the limits that define a linear as-
sessment model of harmonization of external and internal financial reporting 
by operating segments: 

0 ≤ Υ ≤ 1 6)
Χ1i = {0,1}, i = 1, 2, 3 (7)
Χ2i = {0,1}, i = 1,2 (8)
β1 = 0,95 (9)
β2 = 0,05 (10)

1
2

1

=∑
=ι

ιβ  (11)

The standard of harmonized financial reporting requires transparent dis-
closure of general information about operating segments. In this sense, the 
variable Χ111 - OSOS (Organizational Structure of Operating Segments) indi-
cates the presence of information about the organizational basis of each op-
erating segment, Χ112 - IRS (Identification of Reportable Segments) indicates 
the presence of information about the factors determining the reportable 
segments, Χ113 - MPS (Main Products and Services ) assesses the presence of 
information about the main products / services, or groups of products / ser-
vices, Χ114 - GA (Geographical Areas) assesses the presence of geographical 
information about income and assets, Χ115 - MC (Major Customer) assesses the 
presence of information about major customers, while Χ116- DBM (Differences 
in the Basis of Measurement) indicates the presence of information about the 
accounting policies applied in allocating resources to operating segments. 

Particular information from external financial reports are considered har-
monized if the following variables are represented: Χ121 - CPF (Classification 
and Presentation Form) means the consistent application of standard criteria 
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for the classification and form of presentation, Χ122 - IFRS (International Fi-
nancial Reporting Standards) points to the harmonization of information from 
external financial reports with MRSs and IFRSs,  Χ123 - CC (Concept of Cohe-
siveness) assesses whether the information presented in external financial 
statements can portray a cohesive financial picture, across all of the the ho-
mogeneous aggregate economic items,  Χ124 - QCI (Qualitative Characteristics 
of Information) assesses the harmonization achieved in terms of qualitative 
features of the presented information, Χ125 - PMC (Public Market Competitive-
ness) indicates the attractiveness of the presented information that raise the 
competitiveness of business entity on the public market, Χ126 - STAR (Segment 
and Total Amounts Reconciled) indicates integrity of information that is based 
on the vertical accuracy of reported totals and subtotal in each financial state-
ment, as well as horizontal alignment between the consolidated and segmen-
tal information totals.

Harmonization of information from internal financial statements are esti-
mated based on the following variables: Χ131 - MA (Management Approach) 
indicates the impact of management approach to the classification of items in 
the internal calculation, their layout and  reflection of actual business process-
es, Χ132 - DAC (Disaggregation Criteria) indicates the dimension of analysis of 
the segmental data, Χ133 - AC (Aggregation Criteria) assesses the harmoniza-
tion achieved through aggregation of homogeneous economic items, Χ134 - 
CSI (Classification of Segment Informations) validates the modification of the 
segment information presentation according to the new classification form of 
external reports, Χ135 - MSPLR (Measure of Segment Profit or Loss and Rev-
enues) indicates the timing of the measurement and disclosure of segmental 
gains or losses and income, Χ136 - ALOSI (Assets, Liabilities and Other Segmen-
tal Informations) evaluates the harmonization of  the information presented 
on segment assets, segment liabilities and other segmental information.

The model includes two control variables that are assumed to have a di-
rect impact on the harmonization of external and internal financial reporting 
by operating segments, based on respecting the rules of each market, based 
on respecting the generally accepted accounting principles and sets of high 
quality IAS and IFRS, including the standard that addresses the financial re-
porting by operating segments. 

Control variables complement the previous expression (2) as follows: 
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where, in addition to the known variables:
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Χ21  - listing on any of the securities markets (the public, developed or 
undeveloped),

Χ22  - preparation for listing on any of the securities markets. 
In terms of the foregoing, the variable Χ21- SEL (Stock Exchange Listing) 

means a listing of equity or debt securities to the public market, and variable 
Χ22 - IIPM (Issuing of Instruments in a Public Market) indicates the prepara-
tion of the entity to issue any class of instruments and listing subject to public 
market. If a business entity is already listed on the capital markets, in assess-
ing the level of harmonization of external and internal financial statements by 
operating segments, the variable Χ22 is ignored. The model takes into account 
the fact that the business entity is preparing for listing to the public capital 
markets, but with half the value of control variables in the evaluation of its 
harmonization.

In conclusion, a comprehensive model assessment of harmonization of 
external and internal financial reporting by operating segments looks like this: 
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Due to the impossibility of exact evaluation of individual contributions 
to total harmonization of external information and internal financial report-
ing by operating segments, it is assumed that all groups of information from 
the model are not equally necessary to the managers of different levels of 
responsibility. 
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Table 1.   A list of information harmonized external and internal financial repor-
ting by operating segments with the corresponding weight of signifi-
cance

LIST OF INFORMATION

Perspective:  
MANAGERS
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1. General information about operating segments
1.1. Organizational structure of operating segments 10 9 8 7 34
1.2. Identification of reportable segments 10 8 5 2 25
1.3. Main products and services 10 9 8 6 33
1.4. Geographical areas 10 7 7 3 27
1.5. Major customer 10 9 8 1 28
1.6. Differences in the basis of measurement 10 7 5 3 25
GENERAL INFORMATION ABOUT OPERATING  
SEGMENTS - TOTAL 60 49 41 22 172
2. External finacial informations
2.1. Classification and presentation form 10 8 5 3 26
2.2. International financial reporting standards 10 7 4 2 23
2.3. Concept of cohesiveness 10 3 2 1 16
2.4. Qualitative characteristics of information 10 9 7 5 31
2.5. Public market competitiveness 10 5 2 1 18
2.6. Segment and total amounts reconciled 10 8 6 5 29
EXTERNAL FINANCIAL INFORMATIONS - TOTAL 60 40 26 17 143
3. Internal financial informations
3.1. Management approach 10 9 8 7 34
3.2. Dissagregation criteria 10 9 7 5 31
3.3. Aggregation criteria 10 9 7 5 31
3.4. Classification of segment information 10 9 8 6 33
3.5. Measure of segment profit or loss and revenues 10 10 10 5 35
3.6. Assets, liabilities and other segmental information 10 10 10 5 35
INTERNAL FINANCIAL INFORMATION - TOTAL 60 56 50 33 199
INFORMATION HARMONIZED EXTERNAL AND INTER-
NAL FINANCIAL REPORTING BY SEGMENTS - TOTAL 180 145 117 72 514

Source: proposed by the author.



33

Marino Turčić 
HARMONIZING EXTERNAL AND INTERNAL FINANCIAL REPORTING BY OPERATING SEGMENTS 

Set list of appropriate informations (Table 1.) was scored on a scale of 1 
up to 10, which valorized the importance of the each information for specific 
managerial level, since the importance of certain characteristics of harmoni-
zation of external and internal financial reporting by operating segments is 
dependent on the specific information needs of each managerial level. A cer-
tain subjectivity in assessing the significance of some of the information, and 
thus indirectly the function of harmonization, it is inevitable and is subject to 
criticism for committing a pragmatic simplification. However, the significance 
weights to the independent and control variables, defined as described above, 
should not impair pre-defined intervals of different levels of harmonization of 
external and internal financial reporting by operating segments.  

Due to the limitations set out under (9), follows: 

 (14)

 (15)

 (16)

It is common practice in accounting for the control variables is added to 
ponder the significance of the level of significance fixed at 5%. This approach 
recognizes the importance of some features, but also sets the limits of its sig-
nificance. 

Specified model, in its final, now looks like this: 

 (17)

The proposed model is just one of the possible suggestions as to how the 
external and internal financial reporting by operating segments could become 
harmonized. It is open for possibly different assessment of evaluating the sig-
nificance of independent variables, depending on the subjectivity inherent to 
managerial approach, as well as a possibly differently structured list of informa-
tion that given the circumstances could better represent the independent varia-
bles of the model, as well as for different intervals defined by grades of achieved 
harmonization of external and internal financial reports by operating segments. 

From time to time models become outdated under the influence of chang-
es in the economic sphere, which is inevitably reflected in the financial state-
ments of business entities (new valuation methods, costing methods, etc.), so 
the proposed model generally allows for further fine regulation in its applica-
tion. The most important issue of this work is to achieve the goal, which is bet-
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ter transparency of information, all with the aim of optimizing the process of 
making economic decisions. 

TESTING THE MODEL

Testing the model was conducted on a sample of three companies in the 
hotel industry:  stocks of the first company are actively traded on a developed 
capital market (NYSE), the second is listed on the less developed capital mar-
kets (LSE), the third is not quoted on public market. 

Table 2. Testing the model on a selected sample of business entities 

Business subject STARWOOD HO-
TEL & RESORTS

ISTRATURIST 
Umag d.d.

HOTELI  
BAŠKA d.d. 
Baška

Average

Public market NYSE New York ZSE Zagreb -

Ba
si
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 v

ar
ia

bl
es

ge
ne

ra
l

OSOS 1 1 0 0,67
DRS 1 1 0 0,67
MPS 1 1 0 0,67
GA 1 1 0 0,67
MC 0 0 0 0,00
DBM 1 1 0 0,67
total 5 5 0 3,33

ek
st

er
na

l

CPF 0 0 0 0,00
IFRS 1 1 0 0,67
CC 0 0 0 0,00
QCI 1 1 1 1,00
PMC 1 0 0 0,33
STAR 1 1 1 1,00
total 4 3 2 3,00

in
te

rn
al

MA 0 1 0 0,33
DAC 0 0 0 0,00
AC 0 0 0 0,00
CSI 0 0 0 0,00
MSPLR 1 1 0 0,67
ALOSI 1 0 0 0,33
total 2 2 0 1,33

Control variables SEL 1 1 0 0,67
IIPM 0 0 0 0,00

Result Y 0,6137 0,5697 0,0881 0,4238
Source: proposed by the author in accordance with Starwood Hotel & Resorts Worldwide 
Inc., Annual Report 2009., www.nyse.com, (06.09.2010.); „ISTRATURIST UMAG d.d.“ Annual 
Report 2009. and „HOTELI BAŠKA“ Annual Report 2009., www.rgfi.fina.hr/JavnaObjava-web, 
(04.09.2010.).

http://www.nyse.com
http://www.rgfi.fina.hr/JavnaObjava-web
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Conducted tests (Table 2.) indicate that even foreign companies listed on 
the New York Stock Exchange, do not meet the requirements of full harmoniza-
tion of external and internal financial reporting by operating segment, in the 
manner set by proposed model. 

It is indicative that the best assessment of harmonization within listing 
companies, regardless of whether they are listed on developed or less devel-
oped capital markets, is associated to the group of general information on 
business segments. The information presented in external financial statements 
of nonlisted domestic joint stock companies are better evaluated. The evalua-
tion of their externally published information from internal reports is definitely 
devastating.

Even the listed domestic joint-stock company, which has created the manner 
of their own financial reporting due to its ownership structure and under strong 
foreign influence, shows assessment of medium harmonization in the conducted 
test, almost equal to those of the developed capital markets. The tested nonlisted 
domestic stock company indicates unsatisfactory harmonization. 

The drafters of the financial statements in domestic business entities per-
form their task on the level of minimally needed and standardized content. In 
this way, they forfeit the interest of investors to entrust them their capital, and 
business entities give an impression of insufficient competitiveness. In gen-
eral, external and internal financial statements by operating segment are bet-
ter harmonized for those entities that are majority owned by private, mainly 
foreign owners, businesses whose financial reporting is subject to revision, 
multinational companies, business entities whose financial reporting complies 
with IFRS, and particularly the business entities that are present on the public 
capital market and whose securities are actively traded.

Since the application of the current standard for governing the segmental 
financial reporting has just started and there is no significant experience in this 
area, and as the presentation of the new model of financial reporting is still 
analysed in scientific circles of regulatory bodies, the proposed model for the 
assessment of harmonization of external and internal financial reporting by 
operating segments will achieve its full recognition only in the coming years 
and could be the starting point for many new researches in this area because 
of orientation to the future.

CONCLUSION

It is possible to establish a reporting system by operating segments that 
simultaneously satisfies the principles of the external and internal financial re-
porting, and that achieves the objectives of the harmonized financial reporting 
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by operating segments at the same time. By satisfying the criteria required to 
articulate the needs of internal reporting by operating segments, so conceived 
a system also presents the information base required for the aggregation of 
homogeneous economic positions for external reporting. From a broad base 
of accounting information analyzed in detail for purposes of internal report-
ing, the system takes up only those related and relevant pieces of information 
needed to aggregate homogeneous economic positions for external financial 
reporting, particularly those that are regularly reviewed by the chief operating 
decision maker, and thus achieve harmonized external and internal financial 
reporting by operating segments, without unnecessary additional costs.
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HARMONIZIRANJE EKSTERNOG I INTERNOG 
FINANCIJSKOG IZVJEŠTAVANJA PO SEGMENTIMA 
POSLOVANJA

SAŽETAK

Sustav izvještavanja po segmentima poslovanja koji uvažava kriterije ra-
ščlanjivanja za potrebe internog izvještavanja po segmentima poslovanja, 
ujedno čini informacijsku osnovicu potrebnog agregiranja homogenih eko-
nomskih pozicija za potrebe eksternog izvještavanja. Uz zadovoljenje načela 
internog i eksternog izvještavanja, istodobno se ostvaruju ciljevi harmonizira-
nog financijskog izvještavanja po segmentima poslovanja. Međunarodni stan-
dard financijskog izvještavanja nalaže da informacije objavljene u temeljnim fi-
nancijskim izvještajima moraju biti potpuno usklađene sa podacima iskazanim 
po segmentima, određuje parametre poslovnog segmentiranja, te inaugurira 
novi koncept harmoniziranih eksternih i internih financijskih izvještaja o po-
slovnim segmentima, koji pruža eksternim korisnicima pregled poslovnih pro-
cesa temeljen na računovodstvu odgovornosti i razotkriva pojedinačni dopri-
nos svakog izvještajnog poslovnog segmenta ukupnom rezultatu poslovnog 
sustava kao cjeline, uz punu afirmaciju menadžerskog pristupa. Od eksternih 
se financijskih izvještaja očekuje da pruže cjelovitu financijsku sliku poslovnih 
aktivnosti nekog poslovnog subjekta, sa dobro strukturiranom vertikalnom i 
horizontalnom vezom između pojedinih pozicija financijskih izvještaja, koja 
olakšava mogućnost procjene vrijednosti, dinamike i stupnja neizvjesnosti 
budućeg novčanog toka, te likvidnosti i financijske fleksibilnosti promatranog 
subjekta u cjelini, kao i njegovih segmenata poslovanja. Predložen je opće-
prihvatljivi model ocjene harmoniziranosti eksternog i internog financijskog 
izvještavanja po segmentima, koji je na koncu testiran na uzorku poslovnih 
sustava u hotelijerstvu.

Ključne riječi:   poslovni segment, izvještajni segment, prezentacija financijskog 
izvještaja, glavni donositelj poslovnih odluka, menadžerski 
pristup
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ACCOUNTING INFORMATION AND BUSINESS 
INDICATORS IN FUCTION OF DISCOVERING AND 
USING OF INTERNAL RESOURCES IN BOSNIA AND 
HERZEGOVINA COMPANIES

Selma Novalija1

ABSTRACT
The importance of managerial accounting is reflected in the collection, classi-

fication, processing and displaying information that helps managers in meeting 
organizational goals, and therefore optimizing operation and detection of unused 
internal resources. Management must be aware that the company often found a 
large unused, hidden potential, which should in future be activated and used pro-
perly, in order to more efficient implementation of business program company. 
Forgotten internal resources, companies often can be identified in many areas, but 
in this paper, attention is focused on the analysis of unused internal resources at 
fixed assets, labor, raw materials and the manufacturing process. These unused in-
ternal resources could be a guideline when analyzing all companies, that want to 
transform and turn market economy.

Key words:   accounting information, managerial accounting, costing the com-
pany, internal resources of companies

INTRODUCTION

The daily business operation of the companies represents realization of 
business activities, which can be expressed in monetary units and recorded 
in the ledgers of the company. Form and content of financial reports are pre-

1  Selma Novalija, PhD Assistant Professor, Ekonomski fakultet Univerzitet u Tuzli, Univerzitetska 8, 75000 Tuzla, 
Tel: +38761234386 E-mail: selma.novalija@untz.ba; selma_novalija@yahoo.com 

http://us.mc335.mail.yahoo.com/mc/compose?to=selma.novalija@untz.ba
http://us.mc335.mail.yahoo.com/mc/compose?to=selma_novalija@yahoo.com
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scribed by law, in contrast to the patterns and estimates that are created by 
accounting management as assistance in decision making, based on data from 
financial reports and other relevant information that may not be documented. 
This indicates the usability of all available information and data in the com-
pany, documented or not, during the operation of company, in order to exploit 
all available resources of the company. The subject of work is disclosure and 
use of internal resources and reserves of companies, with the purpose of op-
timizing financial situation of companies, using past, present and predicting 
future events. According to previously presented, the aim of this research is to 
demonstrate that use of accounting information and business indicators can 
help to discover unused potential of the company in respect of fixed assets, 
labor, raw materials and production processes and identifying their specific 
characteristics, which are the most represented.

This paper consists of three parts. The first part discusses accounting in-
formation. Importance of information of the financial, managerial and cost ac-
counting, which have usable value in the process of rational decision making, 
will be explained in the second part. In the third section neglected internal 
resources will be explored by using a questionnaire, a sample of 65 companies 
from Bosnia and Herzegovina (B&H). For selection of companies a random se-
lection from the register of companies will apply, among which, 38 are classi-
fied as small, 12 as medium and 15 as large companies.

CREATION OF ACCOUNTING INFORMATION

Requirement for timely disposal of accurate data and information is one 
of the conditions for successful business. We consider information as pro-
cessed data, which gives recipient a certain benefit. The news that a competi-
tive company from the same branch as ours operated with loss, represent data 
for company management, but news that our company operates with loss 
represent information for us, because on this basis we need to take action, 
either recovery of loss or disclosure of potential causes of loss. »Basic attrib-
utes (characteristics) of information are: accuracy, age, coverage, precision, ad-
equacy and comparability.«2 Information should include message that is true 
and complete, understandable for user, and that its content carries reducing 
uncertainty of decision making on one hand, and on other hand, indulgence of 
the customer needs. It is sometimes difficult to distinguish between data and 
information, because the information for example for lower level of manage-
ment mostly represents data which should be processed for middle level of 
management and so on. 

2 D. D. Bourque: A Conceptual and Analytical Look at Information Reporting, Zbornik radova: Management of the 
Firm Under Conditions of Discontinuity, Ekonomski fakultet, Beograd, 1987., pp. 134
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According to the definition of the AICPA (American Institute of Certified 
Public Accountants) accounting is »the skill of recording, classifying and short-
expressed displaying in monetary terms of events and activities that are at least 
partly financial nature and interpreting the results derived from it.«3 Accountants 
are dealing with the techniques of accounting and the accounting managers are 
dealing with the logic of accounting, because it is used in the interpretation of 
business. It is often perceived as a »language of business«.4 Business of company 
leaves a trace in the books where all of business events and changes related to 
business of company are recorded in chronological order, consistently. Full and 
authentic recording of business events represents presentation of the financial 
situation, as the fundament of financial analysis. Financial analysis is the subject 
of study and quantification of mutual conditionality of certain financial and busi-
ness categories, whose relative relations directly determines level of profitability 
and liquidity.5 Business activities are conditioned by providing of capital. Dur-
ing the business operations the concept of operating capital (Operating Capital 
Maintenance - OCM) and financial capital maintenance concept (Financial Capi-
tal Maintenance - FCM) can be applied.6 

Accounting provides the review of company resources as well as the as-
sets and their sources, expenditures and revenues and ultimately, the financial 
results. It allows the timely implementation of commitments and detection 
of possible errors in business and suggests possible corrective steps in this 
regard. In practice, from the point of operations capture, there is financial ac-
counting, managerial accounting and cost accounting, which are considered 
as main sources of accounting information and data. The survey found that 
19.12% of respondents believe that the significant information in the company 
come from managerial, 16.18% of the cost, while 64.70% said that they come 
from financial accounting.

IMPORTANCE OF FINANCIAL, MANAGERIAL AND COST 
ACCOUNTING IN RATIONAL DECISION MAKING PROCESS

Accounting is a systematic method of tracking and recording of events 
that have a direct or indirect impact on the balance sheet positions. Direct im-
pact include business events recorded in balance sheet, while under the indi-
rect impact are considered to be business events recorded in off-balance sheet. 

3  R. Kapić: Eksterna revizija, Ekonomski fakultet, Tuzla, 2000., pp. 3
4  R. Lukić: Računovodstvo trgovinskih preduzeća, Ekonomski fakultet, Beograd, 2003., pp. 11
5  M. Pamukčić: Poslovne finansije, Ekonomski fakultet, Tuzla, 1997., pp. 3
6  Hrvatska agencija za poštu i elektroničke komunikacije, Računovodstveno odvajanje i troškovno računovodstvo, 

Konzultacijski dokument, pp. 51, http://www.hakom.hr/userdocsimages/javnarasprava/Microsoft%20Word%20
-%20Racunovodstveno%20odvajanje%20i%20troskovno%20racunovodstvo_Final%20_2_.pdf , April 2010.

http://www.hakom.hr/userdocsimages/javnarasprava/Microsoft Word - Racunovodstveno odvajanje i troskovno racunovodstvo_Final _2_.pdf
http://www.hakom.hr/userdocsimages/javnarasprava/Microsoft Word - Racunovodstveno odvajanje i troskovno racunovodstvo_Final _2_.pdf
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Cost accounting is the accounting process for expenses or successful deter-
mination of costs. It starts with the recording of costs and revenues, and ends 
with the designated statistical database. Managerial accounting, on the other 
hand, concerns providing of accounting information useful for management. 
This is the process of accumulation, synthesis and analysis of available data and 
their presentation in conjunction with the specific problem of decision mak-
ing and daily management operations.7 Disposition of costs to products (ser-
vices), is   cost and managerial accounting operation area. Financial Accounting 
imposes certain requirements itself in terms of calculation of production: the 
need for elaborating costs for the natural species and creating tracking basics 
of cost accounting according to IAS 2 Inventories, which affect the expression 
of position in the income statement and balance sheet.8 Any further elabora-
tion and methods of their calculation are in the domain of companies manage-
ment and needs to provide target information for different uses, because for 
the business process in company management, is not enough to satisfy the 
need for global information, which are regulated by accounting regulations, 
international standards and accounting principles, it is also necessary to pro-
vide the methodological basis for presentation of business value, by place of 
origin, that is the products and services, or effects.9 Unlike financial account-
ing, which reports are prepared for external users, managerial accounting re-
ports are intended exclusively for managers. 

Management process is implemented by making business decisions and 
controlling their realization. Accounting has data that management uses in 
making decisions. Decision making process involves realization of objectives 
that should be achieved, based on available information and opinions about 
the current state and company development. From this we see that the deci-
sion-making, and therefore management depends on the availability of infor-
mation that should be of high quality and exact, if you are going to conduct a 
rational decision-making process.

7  Rao M.E. Thukaram: Cost and Management Accounting,  Journal of Services Research, Volume 4, Number 1 
(April – September 2004), pp. 161-162

8  Međunarodni standardi finansijskog izvještavanja (MSFI) uključujući i Međunarodne računovodstvene standarde 
(MRS), SRRF BiH (Approval by the Commission of Bosnia and Herzegovina for the accounting and auditing), 
Mostar, 2006., pp. 227

9  Adapted from: B. Hreljac: Obračun troškova temeljem aktivnosti (Activity – Base Costing), Suvremeno 
poduzetništvo, Zagreb, 9/2002., pp.73
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Figure 1.  Accounting as an information system for decision making
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Source: B. E. Jr. Needles: Financial Accounting, Third Edition, Houghton Mifflin Company, Bos-
ton, 1989. pp. 3

Managers use managerial accounting information in business decision-
making process as well as in planning and controlling of company business, 
which provided quantitative information must be timely and relevant. Thus, 
the role of managerial accounting is that, starting from the goals and needs 
of managers of different areas of responsibility, to provide relevant informa-
tion that will help managers to make decisions rationally. Cost accounting as 
an integral part of managerial accounting, should provide to management all 
of necessary information about costs and their impact on business. In other 
words, collecting, presenting and analyzing information concerning the costs 
and effects of company should enable managers to perform the following 
tasks more easily:

» -  creating and execution of business plans and budgets within antici-
pated competitive and economic conditions,

- installation of cost calculation methods that will allow control of activi-
ties, costs reducing and improving of quality,

- control of physical stock quantities, measuring the cost of each manu-
factured product or service for purposes of determining the price and 
performance evaluation of products or departments,

- determining the costs and profits of the company for the usual annual 
or shorter time intervals and

- Choice between two or more short-term or long-term alternative that 
can increase profits and reduce company costs. «10

10 L. Hammer, W. Carter, M. Usry: Cost Accounting, South-Western, Cincinnati, 1994., pp. 9
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How important are collection, presentation and analysis of information re-
garding the costs and effects of company, that facilitate managers to perform 
easier certain tasks during operations in B&H companies is shown in Table 1.

Table 1.    Importance of costs information and effects for the performance of 
managerial tasks

Activity %
Creation and execution of business plans and budgets in anticipated 
competitive and economic conditions

26,55

Installation of cost calculation methods, which will allow control of activi-
ties, costs reducing and improving of quality

20,35

Control of physical stock quantities, measuring the cost of each manufac-
tured product or service for purposes of determining the price and per-
formance evaluation of products or units

14,16

Determining the costs and profits of the company for the usual annual or 
shorter time intervals

23,01

Choice between two or more short-term or long-term alternative that can 
increase profits and reduce company costs

15,93

Studies have shown that any system of accounting capture of costs can 
satisfy the requirements for external reporting, but not the managerial require-
ments necessary for reliably and detailed information about costs and their 
effects. As a confirmation of this we’ll list the details of research conducted 
on a sample of 65 companies from B&H, of which 38 are among the small, 12 
medium-sized , and 15 among large companies, who were questioned about 
the main problems of cost accounting in their companies, which covers im-
portance of cost accounting topics. The following table shows the difficulties 
in calculating the cost of the company, whose management of the subjects 
involved are considered most prominent.

Table 2.  Problems of cost calculation identified in B&H

Cost accounting problems %
Provides adequate information for product cost calculation 26,87
Provides adequate information for pricing 29,85
Missing information for decision making by managers 7,46
Unsatisfactory measure of operating performance 4,48
Missing information to proper valuation of the performance of employees 11,94
Other 19,40

As we see, identified problems of cost calculation in the companies are 
various and often are reflected exactly in the absence of certain information, 
which may represent a certain internal resources (reserves), and using of them 
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can achieve competitive advantage based on a cost basis, and in some cases 
is considered that there is an obvious problem in the inadequacy of measure-
ments of certain performance and their representation in the context of real 
situation.

RESEARCH OF NEGLECTED INTERNAL RESOURCES IN B&H 
COMPANIES

Any information disclosure of internal resources in the company, which 
have been neglected or forgotten, where the company can not expect an ad-
equate return of funds invested in them, is very important for the manage-
ment of the company, as this will help to focus their business interests in more 
appropriate way in planning future operations. Forgotten internal resources 
of the company mostly can be identified in many areas, but we will focus our 
attention on the analysis of unused internal resources for: fixed assets, labor, 
raw materials and the manufacturing process.  During the research of this issue 
there haven’t noticed adequate empirical results of similar research, and we 
will not compare results in this paper with results of previous studies.

One of the elements that support the manufacturing process in the com-
pany is fixed assets. Management must be aware that in this category is often 
found a large amount of unused, hidden potential, which should be activated 
in the future and used properly in order to get more efficient implementation 
of the production process, or the business of the company. Percentage of re-
spondents of 17.28 is considered that in use of fixed assets forgotten internal 
resources of the company occur. In addition, there is the neglect of internal 
resources exploitation as well as raw materials in the percentage of 16.05, 
29.63% of the labor, 13.58% in the production process and 23.46% other. With-
in the insufficient use of fixed assets, we identify the following elements, as 
indicated in Table 3.

Table 3.  Under utilization of internal resources in the use of fixed assets

FIXED ASSETS %
Insufficient use of equipment 31,86

Equipment and machinery out of service after the closure of facilities 6,6

Failed investments 6,6

Operational equipment out of function 13,18

Unused production and office space 21,96

Poor investment maintenance 7,7

Inefficient production planning from the viewpoint of production sched-
uling on existing resources

7,7

Other 4,4
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Based on conducted research, it was observed that the internal reserves of 
fixed assets resulting from lack of use of equipment or equipment out of ser-
vice, inadequate allocation of equipment and machines after closing of facili-
ties in the area of   failed investments, operational equipment out of function, 
unused manufacturing and office space, low maintenance investment, inef-
ficient production planning from the viewpoint to the distribution of products 
to existing resources, etc. These unused internal resources in the use of fixed 
assets could be a guideline for the analysis of all companies that want to trans-
form and face the market economy. 

As noted above 29.63% of respondents believe that with the use of labor, 
there is significant neglect and under-utilization of internal resources of the 
company. Key elements and their representation on this issue are presented 
in Table 4.

Table 4.  Under utilization of internal resources in the use of labor

LABOR %
Excess of labor in the sector of utility jobs 17,60

Organizing of food services 3,2

Maintenance of green areas, transportation and delivery 1,6

Improving the organization of job positions 18,4

Prevention of employee fluctuations 5,6

Lack of employees of certain professions and profiles that are able to 
serve the manufacturing process

15,2

Reduction of losses due to absence from work 10,4

Updating the reality set standards of performance 5,6

Raising the qualification structure 11,2

Eliminating overtime 6,4

Other 4,8

In the analysis of unused internal resources in labor, which are a legacy of 
conventional economies (contradiction: trend acquisition of new, expensive 
technology to reduce manpower needs on the one hand, on the other hand, 
increasing the number of employees), stated as: excessive number of labor in 
the sector of utility operations, inadequate organization of jobs etc., a lack of 
employees of certain professions and profiles that are able to serve the manu-
facturing process. Other unused resources in labor survey revealed were re-
lated to: reducing losses due to absence from work (especially sick leave up to 
30 days that is charged to Company), to actualize the reality set standards of 
performance, raising the qualification structure, elimination of overtime, pre-
venting fluctuations of employees, etc. 
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During the research conducted on the utilization of raw materials, and 
possibility to report unused in this segment, 16.05% of respondents felt that 
this particular segment hides resources, and that this issue needs to be con-
siderate in details and opportunity of achieving the profitable business need 
to be taken.

Table 5.  Under utilization of internal resources in the use of raw materials

RAW MATERIAL %
Weaknesses in the procurement process (personal interests of individuals) 7,14

Problems in the process of production and quantity of materials con-
sumed due to low quality

21,43

Material consumption control establishment 20,41

Proper stimulation of savings on the cost of materials, reduction of scrap, 
more rational use of materials

29,59

Organizing of the production process 18,37

Other 3,06

In the analysis of unused internal resources in the use of raw materials, 
primarily refers to the spending of small tools, utilities, heat and electricity, 
always start with the cost and material saving in material consumption norms. 
In the analysis of unused internal resources in the use of raw materials, the 
problem often occurs already in the procurement process, for the sake of per-
sonal interests of individuals from these services and achievement of benefits 
that not belong to them, which can result in the procurement of materials of 
lower quality, causing the problems in the production process and quantity of 
materials consumed due to low quality. Extra attention should be directed to 
establishment of materials consumption control, proper stimulation of savings 
on the cost of materials, reduction of scrap, a more rational use of materials, 
organization of the production process, etc.

During summarization of the data obtained during conducted research of 
the production process, we have realized that 13.58% of respondents consider 
this segment as one of the major areas where the unused or neglected resource 
of the companies can be located. Mentioned data is systematized in Table 6.

Table 6.  Under utilization of internal resources in the production process

PRODUCTION PROCESS %
Quality of products and services 32,2

Design 0,7

Quality control 17,45

Standardization of products 6,7

Obsolete technology 20,78

Failure to adapt to market demands 18,77

Other 3,4
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In previous sections we observed the use of production factors, and now 
we will look at cumulative effects of that use in the production process. Prof. dr. 
Vidakovic meditating in his book internal reserves in the production process, 
as most important indicates the following: »quality of products and services (as 
the most important internal reserves related to the production process), than 
design, quality control (as the starting premise of maintaining the quality lev-
el), and finally standardization of products (normative regulation of quality).«11 
When we talk about quality it is necessary to cover, in addition to the technical 
reliability of the product, other market requirements in terms of functionality, 
needs, orientation toward standards, design, color, quality of customer service, 
etc. It is necessary to install a policy of quality as an integral part of business 
policy, which would have the task to coordinate all activities related to quality, 
to determine the methods, techniques and guidelines for performing of qual-
ity control, and thus measures of rewards and punishments to join the work 
with the diligence of a good host or not by employees of the company.

The huge internal resources lie in the normative arrangement of the regu-
lations on technical standards, raise of standard potentials and its reassess and 
innovation, observation of design as a method and as an integral part of the 
research and development processes, etc. However, here is present tactics of 
company’s management, postponement of essential moves, avoiding deep or-
ganizational changes, which result with complication for market restructuring. 

CONCLUSION

The importance of managerial accounting is reflected in the collection, 
classification, processing and presentation of information to assist managers 
in meeting organizational goals. Management of the financial situation is per-
formed in order to optimize business, including its disclosure of unused inter-
nal resources. Internal resources can be contained in many aspects, among 
others in a failed investment projects, under-utilization of fixed assets, clos-
ing of unprofitable and not sufficiently effective capacities, redundancy, lack 
of qualified and capable personnel for performance of the manufacturing 
process, disorganized and unrealistic norms for expenditure of materials, in-
adequate efficiency and effectiveness of employees, lack of eligibility of em-
ployees, inadequate capacities, poor and inappropriate quality of finished 
products, lack of quality systems in production, unreasonable and inadequate 
management policies of the company, etc. Analyzing the internal resources 
of the companies in Bosnia and Herzegovina, we have concluded that most 
of these resources are in under-utilization of fixed assets, labor, raw materials 

11  S. Vidaković: Analiza poslovanja preduzeća u tržišnoj privredi, «Mala knjiga»- Novi Sad, Beograd, 2001., pp.  242
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and production processes. In addition, a significant percentage of respondents 
believed that underutilization lies in other segments, suggesting the possibil-
ity of further developing of the research, which would result in their detection 
and specifying.
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RAČUNOVODSTVENE INFORMACIJE I POKAZATELJI 
POSLOVANJA U FUNKCIJI OTKRIVANJA I KORIŠTENJA 
INTERNIH RESURSA U BIH PODUZEĆIMA

SAŽETAK

Svakodnevno poslovanje poduzeća predstavlja realizaciju poslovnih ak-
tivnosti koje se mogu iskazati novčanim jedinicama i evidentirati u poslovnim 
knjigama poduzeća. Forma i sadržaj financijskih izvještaja zakonom su propisa-
ni, za razliku od obrazaca i proračuna koje kreira menadžersko računovodstvo 
kao pomoć prilikom donošenja odluka, zasnivanih na podacima iz financijskih 
izvještaja i ostalim relevantnim informacijama, koje ne moraju biti dokumen-
tirane. To upućuje na upotrebljivost svih raspoloživih informacija i podataka u 
poduzeću, dokumentiranih ili ne, tijekom poslovanja poduzeća, u cilju iskori-
štavanja svih raspoloživih resursa poduzeća. Shodno prethodno iskazanom, u 
ovom radu usmjerit ćemo pažnju na otkrivanje i iskorištavanje internih resursa, 
odnosno rezervi poduzeća, s ciljem optimizacije financijske situacije poduze-
ća, koristeći se prošlim, sadašnjim i predviđanjem budućih događaja. 



50

Received: 20.04.2011. Preliminary Communication
Accepted: 07.05.2011. UDC 336.71/336.74.5

APPLICATION OF STATISTICAL METHODS FOR 
BANCRUPCY PREDICTION OF SAVINGS AND CREDIT 
COOPERATIVES 

Marijana Bartulović,1 Ivica Pervan2 and Ivica Filipović3 

ABSTRACT

Savings and credit cooperatives have been for many years a separate part 
of Croatian financial system whose business activities were followed by count-
less affairs so in 2007 was initiated a process of transformation of savings and 
credit cooperatives. Even after the reorganization and avoiding liquidation 
some of the cooperatives were not financially stable enough, and they sub-
sequently went into bankruptcy. In the context of information perspective of 
accounting information and financial ratios it is from today’s perspective inter-
esting to analyze which financial ratios were significant indicators for survival 
or business failure of savings and credit cooperatives. In order to form a model 
for explaining business failure of savings and credit institutions a discriminant 
analysis is used. 
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INTRODUCTION

Bankruptcy is a situation in which a company can not repay its debts and 
therefore a bankruptcy procedure is initiated while the liquidation of a com-
pany means that a company is brought to an end and deleted from courts 
register. Studies dealing with bankruptcy prediction in Croatia are quite rare, 
and because of the unavailability of data researchers used different samples 
and methodology for predicting financial failure in their studies. In this paper, 
based on the sample of savings and credit cooperatives that have undergone 
the process of transformation in other financial institutions, authors try to de-
velop a model for bankruptcy prediction, or more precisely aim of this study is 
to determine which financial indicators are relevant in the context of savings 
and credit cooperatives bankruptcy prediction.  Savings and credit coopera-
tives that operated in the Republic of Croatia were obliged to transform into 
credit unions or savings banks or initiate a bankruptcy procedure if the compli-
ance with statutory legislation was not possible. 

This study attempts to answer the question whether it was possible based 
on information about liquidity, profitability and indebtness to predict which 
savings and credit cooperatives will be transformed in credit unions or savings 
banks (i.e. those that will „survive“) and which will run a liquidation or bank-
ruptcy procedure. Studies dealing with the bankruptcy prediction are quite 
popular in the world and various authors have developed models for bank-
ruptcy prediction so the second part of this study gives a review of previous 
research in this area. The third part describes the sample and the methodology 
of the research while the research results are presented in the fourth part. 

PREVIOUS RESEARCH

There are numerous studies dealing with the prediction of company bank-
ruptcy, and the first studies related to the bankruptcy prediction on the basis 
of financial ratios date from 1930-ies. Fitz Patrick (1932) in his work compared 
the indicators of successful companies with the indicators of unsuccessful 
companies with the purpose of obtaining information on the profile of com-
panies facing bankruptcy. This pioneering work was followed by a series of 
studies aimed to determine which financial indicators are relevant in the con-
text of predicting companies’ bankruptcy. Beaver (1967) in his work defined 
bankruptcy as the inability of companies to repay its debts and developed the 
first univariate model for predicting financial failure using financial ratios. The 
results of research conducted on 79 listed companies showed that the ratio of 
cash flow to total debt was the indicator which discriminates the best between 
companies that went bankrupt and those which did not. More precisely, based 
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on data about the ratio of cash flow to total debt model correctly classified 
87% of the analyzed cases. Altman (1968) in his research by using discriminant 
analysis developed the first multivariate statistical model for predicting finan-
cial failure.  The research was conducted on a sample of 33 „healthy“ compa-
nies and 33 companies that went bankrupt, and research results have shown 
that in bankruptcy prediction five indicators were relevant (working capital/
total assets, retained earnings/ total assets, EBIT/ total assets, market value/
book value and revenues/ total assets). Based on these five indicators model 
classified correctly 95% cases in one year before bankruptcy and 83% cases 
based on data for two years before bankruptcy. 

The above mentioned pioneering studies were followed by a number of 
studies dealing with development of models for bankruptcy prediction (Deak-
in, 1972, Edminister, 1972, Ohlson, 1980...). The authors, using different meth-
odology for model development and various financial ratios tried to achieve 
the best prediction models.   Bhargava et al. (1998) developed a model for 
bankruptcy prediction in the retail sector and the aim of this research was to 
compare the predictive ability of Altman Z-score and two additional variables 
(cash flow and inventory turnover) that are considered important business in-
dicators in the retail sector. The research results have shown that Z-score has 
better predictive ability than cash flow and inventory turnover meaning that 
the Altman model is better for predicting business failure in retail sector than 
the alternative model based on the two ratios specific for this sector. 

Studies for bankruptcy prediction present a good area for conducting sci-
entific researches and a large amount of studies were conducted all around 
the world. The studies have shown that there are differences in significant vari-
ables for bankruptcy prediction depending on the country where the study 
is performed.  Nam & Jinn (2000) conducted a study on a sample of 46 listed 
companies that went bankrupt and 46 companies that operated regularly dur-
ing the Korean economic crisis (1997-1998). In their research authors applied 
logistic regression, and resulting model based on a selected indicators cor-
rectly classified about 77% cases. 

Pindado and Rodrigues (2004) conducted research for Portuguese com-
panies using models of discriminant analysis and logistic regression. Research 
results have shown that for insolvency prediction two variables were relevant: 
retained earnings/total assets and interest expense/total income. The discri-
minant analysis model correctly classified 89.58% cases, while the logistic re-
gression model correctly classified 91.67% cases. Logistic regression and dis-
criminant analysis were used in developing models for bankruptcy prediction 
of Turkish listed and unlisted companies. Vuran (2009) based on analysis of fi-
nancial indicators for 78 companies that went bankrupt and 91 „healthy“ com-
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pany came to results that  in discriminating between „healthy“ and „unhealthy“ 
companies the following financial indicators were relevant: 

•	 total liabilities/total assets, cash flow from operating activities/interest ex-
pense and net income/total assets (in the year prior to bankruptcy)

•	 current liabilities/total assets and revenues/total assets (two years prior to 
bankruptcy).
Classification accuracy for the discriminant analysis model was 84.4% for 

the year prior to bankruptcy and 80.3% two years prior to bankruptcy. The re-
sults obtained when using logistic regression are similar to the above, and the 
classification accuracy was 84.4% for the year prior to bankruptcy and 82% two 
years prior to bankruptcy.

The study for a sample of Russian small and medium companies was con-
ducted by Lugovskaja (2009). The author used discriminant analysis for devel-
opment of two bankruptcy prediction models. The first model incorporated 
six financial indicators relevant for bankruptcy prediction and achieved clas-
sification accuracy was 76.2% for the estimation sample and 68.1% for holdout 
sample. The other model among financial indicators included two nonfinancial 
indicators (size and the age of the company) and this model has higher predic-
tive ability – 77.9% for estimation sample and  for 79% holdout sample.

In Croatia there are only few studies dealing with bankruptcy prediction. 
For example Sajter (2008) conducted research on the sample of 72 „healthy“ 
companies and 18 companies that went bankrupt. Using discriminant analysis 
as the only significant indicator in the context of bankruptcy prediction the 
ratio working capital/total assets was detected, and the total predictive abil-
ity for a model amounted 88%. The logistic regression model detected the ra-
tio long-term assets/equity + long-term liabilities as a significant variable for 
bankruptcy prediction, among the ratio working capital/total assets. Using 
logistic regression model total predictive ability was 60%. Šarlija et al. (2009) 
conducted research using 16 financial indicators and 2 non-financial indicators 
on the sample of 4,213 insolvent companies and 55,903 solvent companies. 
Predictive ability of developed model amounted 68.18% for solvent companies 
and 74.22% for insolvent companies. Zenzerović (2009) conducted research on 
a sample of  55 „stable“ and 55 „unstable“ companies whereby unstable com-
panies are defined as those companies which initiated bankruptcy procedure 
or have losses exceeding capital reported in the balance sheet. Discriminant 
analysis model was developed with five indicators relevant for predicting fi-
nancial instability, and the overall model accuracy was 95.3%. 

Filipović et al. (2010) conducted research on the sample of 64 savings and 
credit cooperatives which passed the transformation process in savings bank 
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or credit union or which initiated a liquidation procedure with purpose of de-
termining financial data relevant in the context of distinguishing these two 
groups of cooperatives. Research was conducted by using the discriminant 
analysis and as significant variables for distinguishing cooperatives that suc-
cessfully transformed and those that did not the following variables were de-
tected: total assets, equity and free cash flow. 

Pervan et al. (2010) conducted research at a sample of 78 companies 
which bankrupt and 78 healthy companies in order to determine which finan-
cial variables were significant for bankruptcy prediction. Results of research 
which was conducted by using discriminant analysis have shown that in the 
context of bankruptcy prediction current liquidity ratio, debt ratio and EBIT 
are relevant, while the overall predictive ability for a model amounted 79.5%. 
The logistic regression model detected debt ratio, ratio between EBIT and total 
assets and ratio between current and long term assets as variables relevant 
for bankruptcy prediction.  Overall predictive power of the logistic regression 
model was 85.9%. 

SAMPLE DESCRIPTION AND RESEARCH METHODOLOGY

This research was conducted using a sample of 74 savings and credit co-
operatives which makes 71.15% of the total number of cooperatives that oper-
ated in the Republic of Croatia at the end of 2006. During the year 2007 started 
a process of savings and credit cooperatives transformation in other types of 
financial institutions or liquidation process if complying new legislation was 
not possible. Savings and credit cooperatives were classified in two groups, 
where the first group is formed out of 18 cooperatives that successfully trans-
formed in credit union (data on active credit unions in 2010 were taken from 
Croatian National bank web pages4), and the second group is formed out of 56 
cooperatives that went bankrupt i.e. that started a liquidation or bankruptcy 
procedure.  

In the first phase of the empirical study 15 financial ratios that are com-
monly used in the literature in the context of financial difficulties predictions 
were selected and calculated on the basis of savings and credit cooperatives 
financial statements for the year 2006. In the next step the multicollinearity 
between the selected ratios was tested, since multicollinearity between inde-
pendent variables can represent a significant problem. 

Two approaches were applied in testing multicollinearity. Firstly, correla-
tion coefficients were calculated and all the variables for which the correla-
tion coefficient was above 0.8 were eliminated from the model. In the second 

4  http://www.hnb.hr/supervizija/kreditne%20unije/h-popis-kreditnih-unija.pdf



55

Marijana Bartulović, Ivica Pervan, Ivica Filipović APPLICATION OF STATISTICAL METHODS FOR 
BANCRUPCY PREDICTION OF SAVINGS AND CREDIT COOPERATIVES

approach, multicollinearity was tested by regression model in which one in-
dicator was taken as the dependent variable while all the other ratios pre-
sented explanatory variables, and VIFs were calculated. In the literature it is 
often pointed out that the problem of multicollinearity exists if the VIFs in the 
observed model are greater than 5 (Hair, 2010). Analysis of correlation coef-
ficients has shown that there is a high correlation between some of the ratios 
so after eliminating highly correlated ratios six ratios shown in Table 1 were 
included in the initial model. 

Table 1: Description of selected ratios

Ratio Description
Ration between retained earnings and total 
assets - RE/A

Retained earnings/Total assets

Leverage ratio - LR Total liabilities/(Retained earnings + 
Amortization)

Coverage ratio - COV Equity/Long term assets
Days receivable - DREC 365/Receivables turnover ratio
Cost-effectiveness of business activities - CBA Operating income/Operating expenses
Return on capital invested - EBIT EBIT/Invested capital

After the analysis of correlation coefficients and selection of ratios, multi-
collinearity problem was again analyzed for all the ratios included in the discri-
minant analysis.  Regression model where ratio RE/A was dependent variable 
and all the other ratios were independents resulted in VIFs  lower than 5 mean-
ing that there is no multicollinearity in the observed model. 

RESEARCH RESULTS

As previously mentioned the aim of this study is to investigate which fi-
nancial indicators are relevant in the context of bankruptcy prediction. Em-
pirical part of the study is conducted using discriminant analysis, and research 
results are shown below. One of the tasks of discriminant analysis is to deter-
mine, based on the differences of means, which characteristics are relevant 
for differentiating cases between groups.  Results show that in the context of 
differentiating cooperatives that went bankrupt and those that did not, signifi-
cant differences in means were detected for ratios RE/A and COV while other 
ratios did not have statistically significant differences in means. 
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Table 2: Testing the differences between means 

Ratio Wilks’ Lambda F df1 df2 Sig.
RE/A 0.885 4.954 1 38 0.032
LR 0.959 1.635 1 38 0.209
COV 0.904 4.046 1 38 0.051
DREC 1.000 0.006 1 38 0.941
CBA 0.964 1.431 1 38 0.239
EBIT 0.973 1.054 1 38 0.311

In order to test the normality of data Kolmogorov-Smirnov test was con-
ducted and it showed that all the variables are normally distributed meaning 
that the assumption of normality of data is not violated. Canonical correla-
tion coefficient amounts 0.680 meaning that 68% of the original variations is 
explained by the differences between the groups. Wilks’ Lambda equals 0.537 
with significance 0.007, which indicates that discriminant model is significant 
as a whole. 

Table 3: Unstandardized discrimination coefficients 

Ratio Unstandardized coefficient
RE/A 14.589
COV 0.014
Constant -2.902

Unstandardized discrimination coefficients shown in table 3 indicate that 
RE/A and COV have positive sign, meaning that the increase of these varia-
bles implies the increase of the discriminant score and reduces the likelihood 
of liquidation/bankruptcy. When conducting the discrimination analysis it is 
very important to test the accuracy of classification presented in table 4. The 
presented table shows that the accuracy of classification for cooperatives that 
„survived“ i.e. that managed to transform equals 88.9% while the accuracy for 
cooperatives that bankrupt is pretty lower and equals 55.4%. Finally classifica-
tion power for the discriminant model equals 63.5%.

Table 4: Testing the accuracy of classification

Predicted group membership
Transformed 
cooperative

Bancr./Liqid. 
cooperative Total

Original
Count

Transformed cooperative 16 2 18
Bancr./Liqid. cooperative 25 31 56

%
Transformed cooperative 88.9 11.1 100.0
Bancr./Liqid. cooperative 44.6 55.4 100.0
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CONCLUSION

In the world there is large number of studies dealing with the bankruptcy 
prediction by developing different models for prediction, while the literature 
on this topic is quite rare in Croatia. The aim of this research was to determine 
whether is was possible to predict bankruptcy of saving and credit coopera-
tives based on data presented in financial statements. Namely, the process of 
transformation of savings and credit cooperatives or starting a liquidation or 
bankruptcy procedure if complying new legislative was not possible started in 
2007. Even after the reorganization and avoiding liquidation some of the co-
operatives were not financially stable enough and have bankrupt subsequent-
ly so it is interesting to consider, from today’s perspective which financial ratios 
were significant indicator for ultimate survival or bankruptcy of cooperatives. 

The research was conducted on a sample of 18 cooperatives that „sur-
vived“ the transformation process and 56 cooperatives that went bankrupt. 
The discriminant analysis model as variables significant for bankruptcy predic-
tion points out the ratio of retained earnings and total assets and the coverage 
ratio while the total predictive power of the developed model equals 63.5%. 
From the above it is evident that information from financial statements are 
useful in bankruptcy prediction, meaning that, based on selected financial ra-
tios it was possible to predict the ultimate survival or bankruptcy of savings 
and credit cooperatives. 
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PRIMJENA STATISTIČKIH METODA ZA PREDVIĐANJE 
BANKROTA ŠTEDNO-KREDITNIH ZADRUGA

SAŽETAK

Štedno kreditne zadruge su dugi niz godina predstavljale zaseban se-
gment financijskog sustava Republike Hrvatske, koji je bio popraćen brojnim 
aferama, te je 2007. započet proces njihove likvidacije ili preoblikovanja. Čak 
i nakon preoblikovanja i izbjegavanja likvidacije neke ŠKZ nisu bile dovoljno 
financijski stabilne, te su naknadno ipak otišle u bankrot. U kontekstu infor-
macijske važnosti računovodstvenih varijabli i financijskih pokazatelja zani-
mljivo je iz današnje perspektive sagledati koji su to financijski pokazatelji bili 
značajan indikator za konačno preživljavanje ili poslovni neuspjeh ŠKZ. U cilju 
oblikovanja modela za objašnjenje poslovnog neuspjeha ŠKZ koristi se diskri-
minacijska analiza.

Ključne riječi: štedno-kreditne zadruge, bankrot, Hrvatska
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THE ROLE OF TRUST IN MANAGERIAL RELATIONS 

Najla Podrug1

ABSTRACT
Future development of the organization is determined by uncertain business 

conditions where individuals are oriented to personal relations in order to achieve 
stability while quality of these relations is largely determined by trust. In large se-
gment of the management and organizational theory literature, trust is viewed as 
an exogenous variable, and if trust is present, it is recognized as an element of con-
tribution, but not as the foundation for achieving business results. In the theoretical 
part of the paper the importance of trust is described as well as trust dynamics and 
the role of trust for achieving business results. By analyzing interpersonal relations 
between the top and lower levels of management, empirical research identified 
relevant elements within function of trust. The role of trust in top management on 
the behaviour of lower levels of management was analyzed. The study was conduc-
ted in large Croatian companies by using structural equation modelling method.

Key words:  trust, managerial relations, structural equation modelling method, 
large Croatian companies

INTRODUCTION 

In academic and scientific community a new paradigm of management 
and organizations with trust as the basic principle of business in the 21st cen-
tury is being developed (Sculley, 1987, p. 125). Trust is clearly a key determinant 
of managerial philosophy and basis for cooperation within and/or between or-
ganizations. Most academic and business experts agree that specific forms of 
long-term cooperation provide advantage that cannot be realized in the mar-

1  Najla Podrug, PhD Faculty of Economics and Business – Zagreb, University of Zagreb, Trg J. F. Kennedy 6, 10 
000 Zagreb, Tel: + 385 1 238 3339 E-mail: npodrug@efzg.hr
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ket through short-term orientation and opportunistic behaviour (Bachmann, 
2006, p. 445).

Further development of the organization is conditioned by the modern, un-
certain business conditions where individuals are oriented to personal relations 
to achieve stability and quality of these relations is largely determined by trust 
(Robbins, 2001). Through analyses of modern organizational structures, Handy 
(1995) indicates the central role of trust, and Crandall and Wallace (1998) and 
Dibben (2000) indicate the importance of relationships based on trust.

Pusic (2005) noted that there is more extensive literature on the role of 
trust in contemporary organizations, but leaves open the question on psycho-
logical reality behind the concept of trust. On the one hand, strengthening the 
identification of the higher level highly qualified members of the organization 
with the organization and its objectives justifies and requires the reduction 
of external control over them. On the other, perhaps costs of different control 
mechanisms, meaning transaction costs in terms of Coase and Williamson, ex-
ceed the benefits that such control can achieve, and trust in this case means 
simply based on a rational account of giving up control operations.

Evidently in the last twenty years the trust has become the focus of interest 
and research as a mechanism of control and authority, alternative to author-
ity and response to opportunism which are fundamental settings prevalent in 
agency theory and transaction costs theory (Podrug, 2010). In that sense, the 
paper will show the phenomenon of trust, the dynamics of trust and the role 
of trust in managerial relations.

CONCEPTUALIZATION AND ROLE OF TRUST IN ORGANIZATIONS  

It is evident that trust is extremely important in the social, economic, po-
litical, legal and organizational relations (Bianco, 1993, Blumberg 1989, Brown, 
1994). A multidisciplinary approach to trust (psychology, sociology, econom-
ics, management, ethics, etc.) and the interest of various theorists to the issues 
of trust have developed a wide range of literature on trust in the last ten years, 
but made   confusion about the conceptualization of the phenomenon of trust.

Conceptually, there cannot be trust between organizations, since trust is 
inherent to individuals. Trust develops between individuals, between individu-
als in isolation or in groups, for example, the organization (Dyer and Chu, 2006, 
p. 209). However, individuals in the organization are oriented or not, to individ-
uals within the other organization, so in that sense, inter-organizational trust 
is defined as “the degree to which members of an organization jointly express 
commitment to work cooperatively with other organization” (Zaheer, McEvily 
and Perrone, 1998). 
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Some researchers define trust in terms of behavioural intentions (Mayer, 
Davis and Shoorman, 1995; McKnight, Cummings and Chervany, 1998, Rous-
seau et al., 1998), and others as an internal activity of choice, judgment or 
preference (Lewis and Weigert, 1985 , Riker, 1971). Some researchers equalize 
trust and trustworthiness (Butler and Cantrell, 1984; McKnight, Cummings and 
Chervany, 1998), while others view the trust as a personality characteristic that 
is acquired in early life stages (Rotter, 1967; Webb and S. Worchel, 1986). Fi-
nally, some theorists treat the trust as a synonym for cooperation or risk-taking 
(Kee and Knox, 1970; Lewis and Weigert, 1985; Zand, 1972).

Gambetta (1988) defines trust (or the opposite, distrust) as the level of 
subjective probability of certain activities, where an agent evaluates the be-
haviour of another agent or group of agents. Assessment of behaviour takes 
place prior to the activity of another agent or group of agents and before 
monitoring options (regardless whether agent can or cannot control the ac-
tions of the other person) indicating that the specified activity reflects on him. 
Trust is certainly related to the uncertainty, and if the action of another agent is 
more limited, the role of trust proportionately reduces. In this sense, a smaller 
number of available actions (and greater restrictions on the possible actions), 
means smaller number of subjective ex ante assessment of these actions. 
Mishra (1996) defines trust based on four dimensions. Trust is, according to 
Mishra, a willingness by the exposure of another believing that the other party 
is: a) competent, b) open, c) conscientious d) reliable.

Colquitt et al. (2007) consider that the work of Mayer, Davis and Shoorman 
from 1995. that was published in the Academy of Management Review pro-
vides the strongest contribution in defining the elements of a trust phenome-
non and that they make distinction between trust and trustworthiness, define 
trust as a situational characteristics and individual personality characteristics, 
etc. Mayer, Davis and Shoorman (1995) define trust as “willingness of a trustor 
to be vulnerable to the actions of a trustee based on the expectation that the 
trustee will perform a particular action.“ Exposure means accepting risks, so 
the trust is willingness to accept risk but not risk-taking per se. This definition 
is adopted as the underlying assumption of this empirical research.

DEVELOPMENT AND DYNAMICS OF TRUST IN ORGANIZATIONS 

Large and complex organizations face the problem of developing trust, 
because individuals do not have the ability to establish relationships and incre-
mentally trust with all members. The process of developing trust happens only 
at the interpersonal level and in smaller groups, resulting in loss of efficiency 
in building trust in complex system (Podrug, 2010). Kramer, Brewer and Hanna 
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(1996) recognize the identification with the organization as an alternative op-
portunity to development of trustworthiness and trust in the organization. Si-
mon (1991) explains how the identification with the “we” gives satisfaction to 
the individual (and includes acquisition of benefits) when the organization, 
group, family, country achieve your goals. Identification with the organization 
is a motivational factor for the efficiency of labor and ultimately achieving the 
goals. Identity-based trust is the resultant of many activities in organization 
such as socialization processes that shape the strong identity with organiza-
tion, the effectiveness of leaders and their activities to strengthen the identity 
and strength of organizational culture to maintain the identity of the organiza-
tion (Kramer, Brewer and Hanna, 1996, p. 377).

Given the complexity of developing trust in the organization, the issue is 
necessary to study by orientation of the simplest social relation - the relation 
between two individuals (Podrug, 2010). By isolating the phenomenon of trust 
between two people, following their relationship and interaction, it is possible 
to define the conditions for the development of trust and for the reversible 
process of developing distrust. Burt and Knez (1996) define trust between two 
people as “anticipated cooperation”. Simplification of the term is necessary in 
order to concentrate on the key parameters of trust and development of trust, 
and expected cooperation is essential for functioning of the organization and 
trust in the organization. Trust is created by constant interactions - from past 
to future. Experience and knowledge about the person with whom one coop-
erates, as well as current cooperation is the best pulse for future cooperation.

Many scientists who study the issue of trust in the organizational context 
suggest a gradual development of trust (Rempel, Holmes and Zanna, 1985; 
Zand, 1972). Strong trust in the initial relationship is paradoxical argument 
against the conclusions of scholars who provide little trust in the initial routes. 
Arguments for low initial trust found scientists who studied calculative-based 
trust and those who analyzed the knowledge-based trust. One trusts the other 
after the analysis of rational derived costs and benefits (Lewicki and Bunker, 
1995; Shapiro, Shepard and Cheraskin, 1992) or after accumulation of suffi-
cient knowledge about the behavior of the trustee (Holmes, 1991, Lewicki and 
Bunker, 1995). For both perspectives, takes time to develop trust.

EMPIRICAL RESEARCH OF TRUST IN MANAGERIAL RELATIONS 

The aim of this empirical research was to identify the effect of trust func-
tion on pro-organizational managerial behaviour meaning the effect of trust 
function on collectivistic behaviour of managers in order to maximize the or-
ganizational utility function. The phenomenon of trust is analyzed in mana-
gerial relations from the “bottom-up” perspective in a manner that the lower 
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levels of management are trustors, and top management are trustees. The 
study was conducted in large Croatian companies measured by the number 
of employees.

Measurement scales used in the questionnaire were revised and adapted 
from existing measurement scales that can be found in the scientific litera-
ture, of course keeping in mind the theoretical meaning and content coverage 
of some latent variables. The instrument also contained general information 
on the subject including the position in the enterprise, sex, age, education, 
working experience and ownership of company shares in which the respond-
ent (the lower levels of management) is employed. During the period of sixty 
days was obtained 96 completed questionnaires from 33 different companies 
representing the rate of return of 7.35%. The above rate is acceptable given 
the sensitivity of the analyzed phenomenon and complexity analyzes. Table 1 
shows the characteristics of the sample.

Table 1.  Characteristics of the sample  

number (%)
sex men 57 (59,4%)

women 39 (40,6%)
age less than 40 years 53 (55,2%) 

41 - 50 years 26 (27,1%)

51 - 60 years 15 (15,6%)

61 or more years – 2 (2,1%)
education Ph.D. – 2 (2,1%)

MBA or MA  10 (10,4%)

BA 80 (83,3%)

other 4 (4,2%)
years of working experience less than 2 years 7 (7,3%)

2 - 5 years 14 (14,6%)

5 - 10 years 42 (43,8%)

10 - 20 years 28 (29,1%)

more than 20 years 5 (5,2%)
ownership of company shares ownership 16 (16,6%)

no ownership 80 (83,4%)

Proposed model for analysis of the influence of trust in top management 
on pro-organizational behaviour of lower level management is presented in 
figure 1. Trust is defined as function of perceived trustworthiness of a person 
you trust (the so called trustee, in this case top management) and the trustor’s 
(lower level management’s) propensity to trust. 
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Figure 1.  Proposed model

Perceived 
trustworthiness of
top management

Propensity to trust of 
lower level 

managament

Pro-organizational 
behaviour of lower 
level management  

Common indices to verify the proposed model are shown in the table 2. 
Chi-square test was significantly higher than the critical which confirms that 
the proposed model has good reliability. 

Table 2.  Reliability of proposed model  

Method of Estimation: ML Chi-Square Statistic: 1787,67
Discrepancy Function: 18,8 Degrees of Freedom: 626
Maximum Residual Cosine: 0,000102 Chi-Square p-level: 0,000000
Max. Abs. Gradient: 0,000711 Steiger-Lind RMSEA
Max. Abs. Constraint: 8,8E-008
ICSF Criterion: 3,84E-006 ---> Point Estimate: 0,144
ICS Criterion: 0,000292 --> Lower 90% Bound: 0,136
Boundary Conditions: 0 --> Upper 90% Bound: 0,151

RMS Stand. Residual: 0,123

Additional verification was conducted with confirmative factor analysis. 
Table 3 shows the values   of standard indices to measure responsiveness of 
model to the empirical data. Presented indices suggest that the defined model 
fits the empirical data. 
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Table 3.  Verification of proposed model by fit indices 

Index Value
Joreskog GFI 0,861

Joreskog AGFI 0,844
Bentler-Bonett Normed Fit Index 0,813

Bentler-Bonett Non-Normed Fit Index 0,921
Bentler Comparative Fit Index 0,927

James-Mulaik-Brett Parsimonious Fit Index 0,764
Bollen’s Rho 0,801

Bollen’s Delta 0,926

The conclusion is that empirical data collected met all the prerequisites 
necessary for successful implementation of structural equation modelling 
method. The method of structural equation modelling was used for analysis of 
the correlation matrix of manifest variables. Parameters that will determine the 
acceptance/rejection of the hypothesis were estimated using the maximum 
likelihood method (ML method). The maximum likelihood method is a very 
general method for estimating unknown parameters of statistical methods. 
The resulting ML estimates have desirable asymptotic characteristics: unbi-
ased, efficiency and normal distribution. The essence of ML methods is that 
based on observations from the sample pick one estimate unknown param-
eters for which the likelihood to obtain value from the sample is maximal.

Table 4.  Maximum likelihood method for estimation of parameters

Method of Estimation: ML Chi-Square Statistic: 1860,26
Discrepancy Function: 19,6 Degrees of Freedom: 663
Maximum Residual Cosine: 9,7E-005 Chi-Square p-level: 0,000000
Max. Abs. Gradient: 0,000743 Steiger-Lind RMSEA
Max. Abs. Constraint: 6,63E-008
ICSF Criterion: 3,43E-006  ---> Point Estimate: 0,144
ICS Criterion: 0,000282 --> Lower 90% Bound: 0,136
Boundary Conditions: 0 --> Upper 90% Bound: 0,151

RMS Stand. Residual: 0,123

The following step in analyzing the results of structural equation model-
ling is to determine the degree of fitness of identified structural model with 
the empirical data. Table 5 displays the standard indices used to measure the 
degree of fitness. 
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Table 5.  Fit indices

Index Value
Joreskog GFI 0,856

Joreskog AGFI 0,839
Bentler-Bonett Normed Fit Index 0,806

Bentler-Bonett Non-Normed Fit Index 0,917
Bentler Comparative Fit Index 0,924

James-Mulaik-Brett Parsimonious Fit Index 0,760
Bollen’s Rho 0,794

Bollen’s Delta 0,923

Indices values are at the satisfactory level; therefore, the defined structural 
model is acceptable for further analysis. The following analysis is estimation of 
parameters of structural model. Standardized structural coefficient estimates 
direct causal relation between lateral variables. 

Figure 2.  Structural model based on empirical data

0.186*Perceived 
trustworthiness of
top management 

Propensity to trust of 
lower level 

managament

Pro - organizational 
behaviour of lower 
level management

0.196*

0.597*

 p<0,001

Figure 2 shows the structural model based on empirical data. The struc-
tural coefficients describe the relationship between the elements of trust 
functions (perceived trustworthiness of top management and propensity to 
trust) and pro-organizational behaviour of lower levels of management. Con-
clusion of the empirical research is as follows: pro-organizational behaviour 
will increase by 0.186 standard deviations if perceived trustworthiness of top 
management increases by one standard deviation and pro-organizational be-
haviour will increase by 0.196 standard deviations if the propensities to trust 
of lower level management increases by one standard deviation. The positive 
effect of trust elements on pro-organizational behaviour of lower level man-
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agement is evident which confirms the possibility of using trust as a strategic 
tool for empowerment of managerial pro-organizational behaviour. Within a 
function of trust, correlation between perceived trustworthiness of top man-
agement and propensity to trust is empirically determined and confirmed as 
statistically significant correlation (0.597).

CONCLUSION  

Trust researches are clearly problematic because it is difficult to define 
trust relationships, unclear are relations between risk and trust, as well as 
the distinction between trust, antecedents and effects of trust. The existing 
literature on trust is inconsistent and un-systematized, for example, some re-
searches analyze level of trust without a clear distinction between trustor and 
trustee. This paper analyzes the phenomenon of trust in managerial relations 
which are very sensitive relations with the clear distinction between trustor 
and trustee. The empirical research confirmed the influence of trust on the be-
havior of lower levels of management. Given the inherent propensity to trust 
(lower-level manager) which is not subject to some kind of manipulation in 
order to develop trust, the subject of future research should be an analysis 
of trustworthiness and the specific dimensions of trustworthiness in order to 
define a strategic approach for individual segments in order to strengthen the 
trustworthiness and for trust development. 
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ULOGA POVJERENJA U MENADŽERSKIM 
RELACIJAMA

SAŽETAK

Budući razvoj organizacija uvjetovan je neizvjesnim uvjetima poslovanja 
gdje su pojedinci orijentirani osobnim relacijama za postizanje stabilnosti, a 
kvaliteta navedenih relacija velikim je dijelom determinirana povjerenjem. U 
velikom dijelu znanstvene literature iz područja menadžmenta i organizacijske 
teorije povjerenje se promatra kao egzogena varijabla, pa ukoliko je povjere-
nje prisutno, tada se prepoznaje kao kontribucijski element, no ne i kao temelj 
za ostvarivanje poslovnih rezultata. U teorijskom dijelu rada je opisana važnost 
povjerenja, dinamika povjerenja te uloga povjerenja za ostvarivanje poslovnih 
rezultata. Analizirajući interpersonalne relacije između vrhovnog i nižih razina 
menadžmenta u empirijskom istraživanju su identificirani relevantni elementi 
funkcije povjerenja. Analizirana je i uloga povjerenja u vrhovni menadžment 
na ponašanje nižih razina menadžmenta. Istraživanje je provedeno u velikim 
hrvatskim poduzećima, a primijenjena je metoda modeliranja strukturne jed-
nadžbe. 

Ključne riječi:   povjerenje, menadžerske relacije, modeliranje strukturne 
jednadžbe, velika hrvatska poduzeća
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INVESTMENT MANAGEMENT 
IN CROATIAN HEALTH TOURISM

Mato Bartoluci1 and Zvjezdana Hendija2

ABSTRACT
The starting point of this article is the perception that tourism in the Republic 

of Croatia belongs to leading economic activities. This thesis is supported by basic 
economic indicators from the last decade: the share of tourism GDP was between 
14 and 21%, foreign exchange earnings from international tourism were between 
6 and 7.5 billion Euros, the number of people directly employed in tourism was 
between 82 and 91 thousand in hotel and catering, together with at least 40 tho-
usand people employed in other areas indirectly connected with tourism. One of 
the most propulsive special interest tourism at world level is health tourism whose 
growth continues despite the crisis and recession that have slowed down global 
tourism trends. The Republic of Croatia possesses both the outstanding resources 
and a long tradition for health tourism. However, this type of tourism has not made 
the most of its developmental possibilities, and is not competitive, particularly in 
the foreign tourism market. The goal of this analysis was to address both the inves-
tments to date and the possibilities of new investments in development of health 
tourism, and ultimately to provide an assessment of guidelines for further deve-
lopment. The basic hypothesis was that health tourism in the Republic of Croatia 
did not have an adequate place in previous developmental plans and strategies, so 
that consequently it has not developed to satisfactory level. Secondary data sour-
ces were used to confirm this hypothesis, together with the results of primary rese-
arch of authors carried out within planning the investments in health-tourism cen-
tres in the period between 2002 and 2011, and with future investment plans. As for 
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2383 471. E-mail: mato.bartoluci@efzg.hr

2  Zvjezdana Hendija, PhD Assistant professor, Trg J. F. Kennedy 6, 10 000 Zagreb, Tel: + 385 1 2383 269. E-mail: 
zhendija@efzg.hr
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the concept of health tourism development, the authors advocate for the concept 
of public-private partnership. For the investments in health tourism to be efficient, 
they have to managed in such a way that all criteria of sustainable investment be 
taken into account. Desk research, comparative analysis and SWOT analysis were 
applied.

Key words:  health tourism, development, investment management, Croatia

INTRODUCTION

Tourism in the Republic of Croatia belongs to the leading economic activi-
ties which is evident through the basic economic indicators in the last decade. 
According to the official statistical data of the Central Bureau of Statistics of 
the Republic of Croatia, the number of overnights has increased by 12 million 
(i.e. 27%) between 2002 and 2008 – from 45 to 57 million (Čavlek, Bartolu-
ci et al., 2010:140). A continuous growth of tourism traffic was evident until 
2009, when, due to the global crisis and recession, this growth slowed down in 
Croatia as well (with the 2% fall, i.e. the number of overnights totalled 56 mil-
lion). Financial indicators are even more important than the data regarding the 
trends of tourism traffic. The income from international tourism also increased 
continuously by 3.5 billion euros from 4 billion euros in 2002 to 7.5 billion euros 
in 2008. The Croatian National Bank has foreseen the income decrease to 6.4 
billion euros for the recession year of 2009 (Croatian National Bank, 2010:61). 
The share of tourism in GDP was between 16 and 21% in the analysed period, 
and it fell to 14% in the year 2009. The number of people directly employed 
in tourism was between 82 and 91 thousand of those employed in hotel and 
catering area, together with at least 40 thousand people employed in other 
areas indirectly connected with tourism (Bartoluci, Budimski, 2010a:8). These 
data confirm the importance of tourism for Croatian economy.

One of the most propulsive specific types of tourism at world level is 
health tourism whose growth continues despite the crisis and recession that 
have slowed down global tourism trends in 2008 and 2009 (UNWTOa, 2011:1). 
The latest trends in tourism market show signs of recovery (935 million of in-
ternational tourist arrivals were realised in 2010), so that all prognoses of ex-
perts from the World Tourism Organization as regards future perspectives of 
tourism are very optimistic (UNWTO, 2011:1). A particularly dynamic growth 
is anticipated for special interest tourism (SIT) such as cultural, health, sport, 
rural, ecological tourism, etc. (UNWTO, 2001:43).
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HEALTH TOURISM IN CROATIA

Numerous authors have tried to define health tourism. For Alfier and Hitrec 
(1977:199, Hitrec, 1998:2), health is one of the oldest and strongest motives for 
travel, and later it has also become one of the strongest motives of tourism 
trends. For Kušen (2006:177), health tourism is one of the oldest SITs within 
which natural factors are used in an expert and a controlled way, and within 
which physical therapy is aimed at health preservation and improvement, as 
well as at increasing the quality of life. This type of tourism is based on using 
natural curative factors such as sea, spa and climate (Bartoluci in Čavlek et al., 
2011: 356). Accordingly, Čavlek and Vukonić (2001:454) defined health tourism 
as a temporary change of permanent residence of people and travel to an ap-
propriate health resort for various reasons (prevention, treatment and rehabili-
tation). Natural and climatic factors are used in health tourism in a controlled 
way according to the type, kinds and duration, thus aiming at the improve-
ment of health and physical fitness. Health tourism helps people preserve and 
improve their physical, mental and spiritual health.

In Europe this type of tourism started to develop in 18th century, and it 
expanded fully in 19th century, however, the people who were users of such 
services were members of wealthier circles of feudalistic and bourgeois class 
as well as members of the ruling royal houses. As for the area of today’s Croatia, 
spas started to develop in 19th century following the example of numerous 
European spas (Vichy, Abano, Karlovy Vary, Spa, etc.), primarily owing to natu-
ral favourable conditions (thermo-mineral water springs, curative muds, etc.). 
Such spas started to develop in the continental part of Croatia (Varaždinske 
Spas, Lipik, Daruvar, etc.) and today they are the skeleton of health tourism in 
Croatia. From the middle of 20th century onwards modern tourists travelled 
to the coasts of warm seas, so that as for Croatia, the greatest share of tour-
ism traffic (approximately 90%) focused on its coastal area. Health tourism in 
traditional spas in the continental part of Croatia developed mostly owing to 
day-trip tourism and to the curative character of trips (orientation towards the 
older people, those who are ill and those who are convalescents). The then con-
tinental spas included one part of their accommodation capacities, mostly the 
spa facilities, i.e. special hospitals, in the health system which determined and 
in a way decelerated this type of tourism in Croatia. People directed to health 
resorts by the Croatian Institute for Health Insurance for recovery or treatment 
are even today mostly the users of health tourism services. The terms of pre-
vention, treatment (treatment, recovery) and medical tourism are frequently 
used incorrectly in theoretical discussions. While treatment and medicine deal 
with the treatment of deteriorated health, prevention is aimed at preventing 
the development of various diseases. The types of facilities used by tourists, 
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patients, convalescents, etc. may be special hospitals, spas (as facilities), com-
mercial tourism facilities – very frequently hotels, private rooms, apartments 
and houses, etc., in destinations abundant in natural conditions favourable for 
the development of health tourism (Bartoluci, Birkić, 2011:4).

A problem also arises when trying to monitor the data regarding health 
tourism. Overnights in health resorts are recorded in different ways, and in 
some accommodation capacities the overnights are registered in a two-way 
manner, e.g. in tourism and health services (Telišman et al., 2005:34). Official 
statistical data do not provide a complete insight into health tourism. The Cen-
tral Bureau of Statistics of the Republic of Croatia records separately the spas 
on the one hand, and health and spa resorts on the other (Central Bureau of 
Statistics of the Republic of Croatia, 2011:411). While health resorts are usu-
ally situated in coastal destinations (e.g. Crikvenica, Opatija, Veli Lošinj, etc.), 
the spas are to be found on the continent. Ten spas in the Republic of Croatia 
are statistically recorded: Bizovačke Spas, Daruvarske Spas, Istarske Spas, Krap-
inske Spas, Lipičke Spas, Stubičke Spas, Spas Lešće, Topusko Spas, Tuheljske 
Spas and Varaždinske Spas. It is interesting that Ivanišević (2008:66) mentions 
as many as 103 spas in the Republic of Croatia that have natural resources for 
future development of spa tourism which indicates an insufficiently exploited 
potential of this type of tourism in Croatia. How unreliable the statistical data 
regarding health tourism are, is also evident in the examples of Sveti Martin 
Spas which the Central Bureau of Statistics of the Republic of Croatia has al-
located into other places and not into spas although they are nowadays one of 
the most developed contemporary centres of wellness and health tourism in 
Croatia. If we take into account the data regarding health resorts, i.e. special 
hospitals, it should be emphasized that more than one third of their capaci-
ties is not recorded within tourism, but within health care services. From 6,000 
beds registered in 14 health resorts by the Zajednica zdravstvenog turizma, 
which is a part of the Croatian Chamber of Economy, as many as 2,100 beds are 
under contract with Croatian Institute for Health Insurance (Croatian Chamber 
of Economy, 2011:1, Trdina, 2008:21). It is estimated that between 60 and 80% 
of income is generated according to this basis in special hospitals. Taking all 
the previously mentioned into account, statistical data in spas were consid-
ered for the analysis in this article, because, all limitations taken into considera-
tion, they reflect in the best way the characteristics of this SIT in Croatia.

Following the trends of tourism in Croatia, in the period between 2002 
and 2008, the number of overnights in spas increased by 78,000, i.e. by 24% 
(from 327,000 in 2002 to 405,000 in 2008) which is by 3% less compared to 
the simultaneous increase in the total number of overnights in the Republic 
of Croatia (BIST 2011). The decrease continued in the recession year (348,000 
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overnights in 2009 and 313,000 in 2010). Domestic guests dominated (84%) 
in the structure of guests in those places, followed by the Italians (5%), Bosnia 
and Herzegovina citizens (2%) and the Austrians (0.6%), whereas other nation-
alities of guests were rare. Despite the very modest share in the total tour-
ism traffic in Croatia, due to the dominance of spa tourism in coastal places 
(94%), health tourism has some advantages. A more even distribution of tour-
ism trends throughout the whole year is more characteristic for health tour-
ism, so that in July and August 18% of all overnights is realized, whereas the 
average in the Republic of Croatia is 53%. The next advantage is reflected in a 
better utilization of accommodation capacities in health resorts. They use 84 
days on average, whereas the Croatian average is 64 days. It should be particu-
larly stressed that accommodation capacities in spas are utilized more in the 
colder period of the year, when the capacities are, in general, not so frequently 
used. Spas have a symbolic share of 0.5% in accommodation capacities in the 
Republic of Croatia (3,715 of permanent beds compared to 833,118) and a 
modest share of 0.6% of overnights (312,900 in 56 million overnights in 2010). 
However, what is even more difficult is their actual state. The offer of health-
related tourism contents and services in places where it is available does not, 
with some rare exceptions, meet the demands of contemporary market for this 
type of tourism which is the consequence of years-long falling of Croatian spas 
behind similar capacities in Europe (Telišman et al., 2005:25).

 REALIZED INVESTMENTS IN CROATIAN HEALTH TOURISM (2002 - 
2010)

The Croatian National Bank assessed the total direct foreign investments 
in hotel and catering activities, i.e. to hotels and restaurants in the period 
between 2002 and 2009 to be 451 million euros which is a modest share of 
2.5% in total foreign investments (18 billion euros) in the period under con-
sideration in the Republic of Croatia (Croatian National Bank, 2011), and the 
total investment in tourism is also modest. The experts from Horwath Consult-
ing stress that the total investments in hotels and restaurant are a negligible 
share in total economic investments in the Republic of Croatia. One share of 
these investments in catering is related to the incitement of the development 
of small family entrepreneurship and to smaller investments in reconstruc-
tion of the existing ‘classical’ hotel industry, whereas new investments were 
scarce (Čavlek, Bartoluci et al., 2010:149). According to the data of the Ministry 
of Tourism of the Republic of Croatia, approximately 270 million euros were 
invested in 474 projects of small and medium entrepreneurship, mostly small 
family hotels and apartments (Ministry of Tourism of the Republic of Croatia, 
2011). Under the influence of the global economic crisis in the years 2009 and 
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2010, the inflow of foreign investments in all sectors in the Republic of Croatia 
significantly decreased. Direct foreign investments in hotels and restaurants 
drastically decreased, so that only 10.3 million euros in 2009 and 9.8 million 
euros in 2010 were invested (Croatian National Bank, 2011). For the sake of 
comparison, between 2002 and 2008 the range of annual foreign investments 
in the sector was between 17 million euros in 2003 and 138 million euros in 
2008, depending on the year.

The principal body of government administration in charge of invest-
ments in tourism is the field ministry for tourism (Ministry of Tourism of the 
Republic of Croatia), however, the main shortcoming is that it has no conti-
nuity as regards its work, because tourism shifted from one field to another 
(trade, transportation, etc.), and it was only in 2008 that it started to act as an 
independent body of government administration. Financial means that this 
ministry is in charge of are mostly small and it is very difficult to realize alone 
the tasks assigned to it by the law (Bartoluci, Hendija, Budimski, 2010:1536). 
To explain, the Ministry of Tourism of the Republic of Croatia is in charge of 
the country’s tourism policy within the general economic policy, in charge of 
investments in tourism, of incitement of the development of SITs and other 
similar tasks assigned to it (NN 5/08:1).

To develop tourism in Croatia certain strategic documents were devised as 
well as developmental plans whose design was encouraged by the Ministry of 
Tourism and the Croatian National Tourist Board. Ultimately, eight global stra-
tegic documents and developmental plans3 for the development of tourism in 
Croatia were written. In the latest one, the Strategic plan of the Ministry of Tour-
ism of the Republic of Croatia for the period between 2011 and 2013 (Ministry of 
Tourism of the Republic of Croatia, 2010), health tourism is mentioned, within 
the development of tourism sector, as one of the SITs whose development 
should be encouraged in Croatia together with rural, cultural, enogastronom-
ic, eco-, hunting, fishing, adventure, religious, youth tourism, etc. However, the 
actual measures for the accomplishment of this goal are lacking. It is interest-
ing that health tourism is in these documents mentioned as a good develop-

3  Strategic marketing plan of Croatian tourism 2001-2005 (THR Barcelona and Horwath Consulting Zagreb, 2000), 

Tourism and development of Croatia – Strategy of development of the Republic of Croatia in 21st century 

(Institut za turizam Zagreb, 2001), Strategy of development for the Republic of Croatia (DEG 2002.), Strategy of 

the development of Croatian tourism in 2010 (McKinsey, 2003), Strategy of the development of Croatian tourism 

til 2010 (Ministry of Tourism of the Republic of Croatia, accepted by the Government in 2003), Action plan of 

Croatian tourism in 2009 and 2010 (Ministry of Tourism of the Republic of Croatia, 2008), Action plan of Croatian 

tourism in 2011– Competitive in 2010 – Programme of measures of the Government of the Republic of Croatia 

for tourism (Ministry of Tourism of the Republic of Croatia, November 2010), Strategic plan of the Ministry of 

Tourism of the Republic of Croatia for the period between 2011 and 2013 (Ministry of Tourism of the Republic 

of Croatia, 2010).
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mental option of Croatian tourism, particularly in touristically underdeveloped 
areas, however, what is not measured are concrete measures and activities to 
achieve this goal. Kušen rightfully states that in Croatia, after the Croatian War 
of Independence, the development of health tourism was declaratively sup-
ported and insisted on, however, without any concrete, significant steps. Fol-
lowing the incentive of the ministry in charge of tourism in 2002, a study was 
made in which the phenomenology of health tourism was partially explicated. 
From 1990s, a special Committee for health tourism and natural curative fac-
tors existed within the Croatian Academy of Medical Sciences and it organized 
thematic meetings dedicated to health tourism (Kušen, 2006:216). Another 
study was made, this time by the Institute for Tourism, in 2005 that had in its 
focus the competitiveness of health tourism. In spite of these efforts, the juris-
dictions of health care and tourism sector, that interweave all the time, are still 
not separated. State institutions, ministries in charge of health, tourism and 
economy, the agency for the incitement of investments, chambers of economy 
and the units of local and regional self-government should try to point to the 
problems of the sector and to possible ways of problem solutions. One of the 
instruments would be a more adequate legislative regulation aimed at putting 
the affairs in the system of interwoven jurisdictions between the two sectors – 
health care services and tourism – in order. 

These problems are best confirmed by the fact that past and future invest-
ments in health tourism are not systematically recorded anywhere. Ministry 
of Tourism of the Republic of Croatia, Ministry of Economy, Labour and En-
trepreneurship, Ministry of Health and Social Welfare, Croatian National Bank 
and similar institutions provide only scarce information connected therewith. 
The sources of health tourism investments-related information for our analy-
sis were therefore the statements of investors published in the press (Vjesnik, 
Business.hr, Lider, Banka, Poslovni dnevnik, etc.).

Due to the complexity of the topic, the realized investments in the period 
between 2002 and 2010 were analysed separately. After that new short-term 
capital investments were dealt with, as well as the long-term planned invest-
ments that were analysed in more detail further in the text, ranked according to 
the size of investments. Investments in health tourism between 2002 and 2010 
were small and ranged around 85.5 million Euros. Such small investments are 
partially due to high rates of tax and quasi-taxation payments that additionally 
burdened the investments in Croatia regardless of the sector. Problems due to 
administrative obstacles, difficult credit supplying conditions and impossibil-
ity of credit rescheduling also occurred in the realization of new credit lines.
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Figure 1.  Investments in health tourism in Croatia between 2002 and 2010 

Investment Destination Purpose
50 million Euros Sveti Martin Spas Wellness and spa resort, 4-star hotel, golf 

course, sports hall
15 million Euros Tuhelj Spas Outdoor swimming pool with water attrac-

tions, spa
10 million Euros Istarske Spas Reconstruction of health resort, building of a 

new wellness centre and of a policlinic
5.4 million Euros Daruvarske Spas Thermal water park Aqua Balissae
3.9 million Euros Varaždinske Spas Hidroterapija Spas, investment in hospital
1.2 million Euros Krapinske Spas Renovation of the small family 4-star apar-

thotel Villa Magdalena and spa
Source: Authors’ calculation.

The total of 50 million Euros has been invested in Sveti Martin spa and golf 
resort between 2003 to 2010, and this is one of the greatest greenfield invest-
ments in this sector. Due to the quality of offer, this resort is an outstanding sup-
plement to health tourism in the Republic of Croatia. Concession for the use of 
spas (earlier name: Vučkovac) was obtained by a private investor for the period 
of 30 years. The majority of financial means was invested to the 4-star hotel, a 
wellness centre, a sports hall and the golf course. Tuheljske Spas were overtak-
en by the Slovenian Olimpia Spas in 2003 who invested the total of 15 million 
Euros, and for the first three years only the business losses were covered be-
cause the firm was bankrupt at the moment of purchase. The biggest outdoor 
spa resort was built with various water attractions as well as the largest wellness 
centre in the vicinity of Zagreb (as the main focus of tourism demand). The firm 
Miamedica bought Istarske Spas in 1995and has invested since then 10 million 
Euros. The greatest amount of money was invested in the restoration of the 
hotel, the restaurant, in the kitchen equipment and in the introduction of the 
HACCAP quality system, the construction of a new wellness centre with a swim-
ming pool and in the construction of a new policlinic categorized as a 4-star 
facility. A thermal water park Aqua Balissae was constructed in Daruvarske Spas 
and the investment, which ended in 2009, amounted to 5.4 million Euros. The 
3.9 million euro investment in adaptation and reconstruction of the thermal-
mineral pool with additional contents was finalized in Varaždinske Spas in 2009. 
This completed the total investment in Hidroterapija Spas within the Special 
hospital for medical rehabilitation, in adaptation of physical recreation-related 
activities, hotel adaptation, and in the construction of an outdoor and of an in-
door swimming water park. In Krapinske Spas the 1.2 million euro investments 
in the hotel Villa Magdalena, categorized as a 4-star hotel, and in the wellness 
centre, sauna and other contents were completed in 2009. 
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Capital investments in health tourism in this investment cycle were mainly 
directed towards the construction of wellness-related contents and towards 
the improvement of accommodation capacities offer.

Interestingly, a part of planned investments in this period has never been 
realized. From 2002 onwards, 62 million euros intended for health tourism 
were planned but not invested – 32 million were intended for the recovery of 
Bizovačke Spas and 30 million for the health resort Naftalan from Ivanić-Grad. 
To date none of the eight attempts to privatize Bizovačke Spas succeeded. Cro-
atian Privatization Fund has tried for years to sell this resort for 1 kuna, the pur-
chase implying that the buyer will be obligated to overtake the accumulated 
debts as well (Matijević, 2011:3). After the first unsuccessful privatization at-
tempt in 2007, a developmental study was devised in which the improvement 
of these spas was planned (higher hotel category, construction of a water park 
and other contents). A similar idea existed for the health resort Naftalan, how-
ever, no investor showed any interest for the purchase of these spas.

 PLANNED INVESTMENT MANAGEMENT IN CROATIAN HEALTH 
TOURISM

Due to the complexity of economic crisis and recession that Croatia is fac-
ing (Sever, 2009:218), it is not realistic to expect any significant investments 
in health tourism, particularly on a short-term basis. The economic situation 
of the Republic of Croatia in 2010 was characterized by the actual decrease of 
GDP, by the increase of unemployment, by the unfavourable investment cli-
mate, by the limited capital inflow, export decrease and a more difficult credit 
supplying situation (Čavlek, Bartoluci et al., 2010:149). In such conditions in-
vestments risks significantly increase, and this rejects foreign investors and 
affects the decrease of investment range in all sectors, thus also in tourism. 
It is well known that foreign capital is placed in those countries and in those 
sectors where legal security, macro economic stability and better market po-
tential exist. Still, the opportunities of investment in tourism in the Republic of 
Croatia are present. According to recent analyses, Dragičević (2010) assesses 
medium- and long-term investments in tourism to be between 9.5 and 12 bil-
lion euros.

In spite of the generally unfavourable investment climate which discour-
ages investments in the Republic of Croatia, attempt to improve this segment 
of tourism offer exists in certain health tourism destinations. In the advanced 
phase of preparation (April 2011) there were very few investments in Croatia 
that were directed towards the development of health tourism, however, there 
many more planned investments existed for which one could hardly deter-
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mine how realistic they were. The authors of this paper have therefore ana-
lysed separately the short-term investments in the advanced phase of prepara-
tion (and realization) and long-term investments in health tourism (Bartoluci, 
Hendija, 2011).

Investments that are done in the advanced phase of preparation and reali-
zation in health tourism in Croatia are limited both by number and by amount.

The total of 14.6 million euros has been planned for health tourism in the 
year 2011, from which 12 million euros were planned for Tuheljske Spas and 
2.8 million for Jezerčica Spas. 

Figure 2.  Short-term investments that are done in an advanced phase of prepa-
ration and realization in health tourism

Investment Destination Purpose
2.8 million euros Jezerčica Spas Indoor swimming pool and 4 swimming 

pools for children, spa centre
12 million euros Tuheljske Spas Construction of a new 4-star hotel, public-

private partnership
Source: Authors’ calculation.

The construction of a new 4-star hotel has been planned in Tuheljske Spas, 
and in Jezerčica Spas, that are completely a private property, investments an-
nounced in March 2011 should have been completed in a very short time (in 
three months, i.e. by June 2011). The construction of a three-floor indoor swim-
ming pool, wellness centre construction and the construction of four swim-
ming pools for children have been planned.  A bank credit has been planned 
for the investment as a part of the local project for the development of small 
economy, and Krapinsko-Zagorska County and the town of Donja Stubica com-
mitted themselves to give a subsidy of the 5% credit rate, which will realize the 
public-private partnership (Rak-Šajn, 2011:1). A separate group encompasses 
long-term planned investments for which it is already questionable whether 
and when they will be realized (Project Phantasy near Šmidhen, Draškovac 
Spas, Sutinske and Šemničke Spas, Sveti Ivan Zelina Spas, wellness in Tuheljske 
Spas, Geothermal project Legrad, and other similar projects mentioned in the 
media). If all these investments were analysed, the total long-term investments 
in health tourism in Croatia could reach over 540 million euros.
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Figure 3.  Long-term planned investments in health tourism

Investment Destination Purpose
109.7 million euros Stubičke Spas Public-private partnership for the health 

tourism complex numerous contents (con-
struction of several hotels, thermal and spa 
zones, congress, trade, policlinic-medical 
centre)

100 million euros Sveti Ivan Zelina 
Spas

Investment in recreational water complex of 
thermal riviera

0.3 million euros Daruvarske Spas Investment in spas, wellness and the similar
80 million euros Draškovac Spas Preliminary design for the Adrenal water 

park is complete
27 million euros Varaždinske Spas It is planned to renovate new contents with-

in the Special hospital for medical rehabilita-
tion, and the most important investment is 
the reconstruction of the hotel Minerva.

200 million euros Šmidhen Spas Project Phantasy.
16 million euros Tuheljske Spas Football camp of the Croatian National Fed-

eration in Tuheljske Spas
7 million euros Tuheljske Spas Renovation of the wellness centre.
0.6 million euros Topusko health 

resort
Documentation for mud baths.

other Sutinske Spas, Šemničke Spas, Geothermal 
project Legrad, etc.

Source: Authors’ calculation.

The planned capital investment in Stubičke Spas actually has the greatest 
chance for its realization. It is a public-private partnership, i.e. a joint venture of 
the Sunce concern and of the Krapinsko-Zagorska County which was arranged 
in 2008.  The completion of the project is planned to occur until 2013, however, 
since the applications for the booking of the land on which the construction 
of this health-tourism complex is planned have only recently been invited, the 
term is likely to be prolonged. The total greenfield investment of 109.7 mil-
lion euros has been planned for the construction of the health-tourism resort, 
which should encompass the construction of three (5- and 4-star) hotels, ther-
mal and spa zones, a big water park, and a congress, trade and policlinic-med-
ical centre. Unlike this investment, the realization of the planned 100 million 
euro investment in Sveti Ivan Zelina Spas is questionable because the invest-
ment was agreed upon in the year 2005, and nothing has been done since. The 
investor (Mabetex group) is not ready to give up the investment. The Croatian 
Privatization Fund has registered itself on land on which construction of the 
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hotel should have been made. A 5-star hotel has been planned together with a 
water and geothermal park, an Olympic swimming pool with platform/spring-
board, a wellness centre, an amusement and trade centre, a football field, etc. 

A joint venture project was made for Daruvarske Spas with Italian partners 
from the funds of the Interreg project of the European Union. A 27 million euro 
investment planned for Varaždinske Spas is aimed at reconstruction of the ho-
tel Minerva, and some other contents within the Special hospital should also 
be restored. There are also some other investments that have been planned, 
e.g. 80 million euros for Draškovac Spas, 7 million euros for wellness contents 
in Tuheljske Spas, 200 million euros for the project Phantasy in Šmidhen Spas, 
etc. Except towards qualitative improvement of health tourism offer, most 
long-term planned investments are also directed towards significant enrich-
ment of this offer by including in it numerous other contents (entertainment, 
business, congress, etc.).

Planned investment management in health tourism is a strategic process, 
which can be realized at several levels.

First, investment processes should be initiated at national level and their 
carriers should be the Ministry of Tourism of the Republic of Croatia, the Minis-
try of Health and the Ministry of Economy supported by the Croatian Chamber 
of Economy. A precondition for the initialization and realization of investment 
projects are ownership relationships of health resorts and special hospitals 
that are primarily owned by the state. The basis for the commencement of new 
investment projects should be a new strategy of health tourism development 
in the Republic of Croatia.

Second, on the basis of strategy it is possible to devise investment studies 
for each project which would serve to draw the attention of new investors and 
business partners by utilizing the public-private partnership concept. Tourism 
destinations and business subjects in them should be the carriers of invest-
ment projects. This relates primarily to health resorts and spas.

Third, the possibilities of investment projects in health tourism are here-
with not exhausted. In Croatian tourism, particularly in the coastal area, there 
are quality hotel capacities that are not sufficiently utilized throughout the 
year. Positive examples in some destinations (e.g. in Opatija, Lošinj, Solaris 
near Šibenik, Dubrovnik, etc.) show that it is possible, by developing wellness-
related contents as well as other activities, to attract new tourists to travel to 
certain destinations outside the main tourism season as well. Detailed studies 
and projects are necessary in the development of such investments projects to 
identify economic efficiency of new investments. To initiate such investments, 
entrepreneurs usually lack capital, knowledge and managerial skills (Butts, 
Briedenhann, 2006:116).
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To minimize the risks and uncertainty of realized projects in health tour-
ism, it is necessary to manage entrepreneurial projects right from the very 
idea to its realization (Bartoluci, Budimski, 2010b:195). Entrepreneurial project 
management can be done by managers themselves or by an expert organiza-
tion specialized for project management. However, for successful investment 
project management in health tourism, a new developmental strategy is nec-
essary, both at national and at destination level.

To point to new investment opportunities in Croatian health tourism, SWOT 
analysis served to assess strengths and opportunities, but also to critically assess 
weaknesses and threats of future Croatian health tourism development.



83

Mato Bartoluci, Zvjezdana Hendija; INVESTMENT MANAGEMENTIN CROATIAN HEALTH TOURISM 

Figure 4.  SWOT analysis of Croatian health tourism

HEALTH TOURISM IN THE REPUBLIC OF CROATIA
STRENGTHS WEAKNESSES

Natural predispositions for development 
(thermo-mineral springs, curative muds, 
etc.
Under-utilization of all natural resources
Climatic advantages
Tradition of health tourism in spas
Beneficial geotransportation position of 
the Republic of Croatia as regards the 
tourist generating markets
hospitability
Expertise of medical staff
Entrepreneurial activity in creating the 
multitude of new contents (e.g. Sveti 
Martin)
Whole-year operation
Better utilization of accommodation and 
other capacities in a destination
Security of a country

Contemporary equipment for medical 
services and rehabilitation
Categorization and level of equipment of 
facilities in destinations
Interweaving of jurisdictions of health 
and tourism
Lack of identity
Lack of a clear developmental strategy 
both at national and at local level
Dependence on domestic guests
Poorly developed extra spending in des-
tinations
Cultivation of the environment
Under-motivation of staff

OPPORTUNITIES THREATS
Construction of quality accommodation 
capacities (e.g. a hotel in Tuheljske Spas)
Foreign capital interest
Introduction of European standards
permanent growth of tourism demand, 
new segments and new markets
New positioning of Croatian tourism, 
recognizable image
Increasing the quality of services
Increased interest of individual guests
Healthy food
Competitiveness of new products
Connection of health tourism with other 
special interest tourism (SIT)

Strong competition of the already devel-
oped health tourism destinations in com-
petitive environment (Hungary, Slovenia, 
Austria, etc.)
High tax and quasi-taxation payments
Impossibility of quick adaptation to the 
changing tourism needs
Slow construction of tourism infrastruc-
ture due to the lack of finances
Unsolved ownership problems
High losses of health resorts accumu-
lated through the absence of business 
(e.g. Bizovac)

Source: Authors’ elaboration
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The SWOT analysis showed that there are numerous unexploited opportu-
nities of the development which opens new perspectives for new investments 
in Croatian health tourism.

CONCLUSION

The thesis regarding the importance of tourism for Croatian economy 
has been confirmed in this analysis, and this hypothesis has been substanti-
ated by economic indicators regarding the share of income of tourism in GDP 
(which ranged between 14 and 21% between the years 2002 and 2009) and 
by the total number of employees in tourism (approximately 130 thousand). 
The analysis of tourism traffic trends in the last decade in Croatia has shown 
that the dynamics of tourism growth followed the growth trends in the world. 
In spite of the global crisis and recession that have temporarily slowed down 
tourism trends, tourism at global level is successfully recovering, so that the 
prognoses of its growth, these prognoses being expressed by experts from 
the World Tourism Organization, are very optimistic. A particularly dynamic 
growth is planned for health tourism that is one of the most propulsive types 
of tourism in the world.

It is difficult to statistically monitor health tourism in Croatia due to the 
overlap of jurisdictions of health care services and tourism sector.   

In tourism destinations which are, due to their natural attractions such as 
curative muds, thermo-mineral water springs, etc., oriented towards health 
tourism development, one share of capacities is under the jurisdiction of health 
care services (mostly within special hospitals), and one share is placed freely 
in the market and is recorded as such. More than one third of accommodation 
capacities, i.e. health resort facilities, are not recorded in tourism but in health 
care services. Today’s users of health tourism in Croatia are usually people 
who have been sent for recovery or treatment by Croatian Institute for Health 
Insurance which is the legacy of past time. Nowadays, ten spas are statisti-
cally recorded, and as many as 103 places in Croatia have been registered that 
possess natural resources for the development of spa tourism. SWOT analysis 
has shown that Croatia possesses the basic tourism resources for the develop-
ment of health tourism, and it particularly possesses natural curative factors 
which is a basic precondition for creating an attractive offer. These resources 
are not even nearly sufficiently exploited with regard to their actual potential. 
Additionally, Croatia has a long tradition and accommodation capacities that 
can be increased to a more quality level through necessary investments, thus 
providing a better competitive position in the market, and simultaneously im-
proving the quality of services.
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Although spas realize a very small share in tourism offer (0.5% of the total 
number of beds) and demand (0.6% in the total statistically recorded over-
nights), this SIT has some advantages that are not sufficiently emphasized. A 
more even distribution of tourism trends throughout the whole year, as well as 
a better and a more evenly distributed utilization of accommodation capaci-
ties throughout the year are characteristic for health tourism.

The analysis of development plans and strategies for Croatian tourism in 
the last decade served to prove the hypothesis that health tourism did not 
have an appropriate place in developmental plans and strategies. Health tour-
ism is regarded as a good developmental option of Croatian tourism, partic-
ularly in touristically underdeveloped areas, however, no concrete measures 
and activities are listed that should be done to realize these goals. 

A direct consequence of the past approach to health tourism is invest-
ment policy. The analysis made it possible to conclude that investments in the 
past decade were made depending on the abilities and initiative of private 
entrepreneurship, and not on the basis of clear visions regarding the develop-
ment of health tourism at national level. The same holds true for the long-term 
developmental plans of certain health-tourism centres.

It can therefore be said that to make positive effects in health tourism, it 
is necessary to define both the quantitative and the qualitative developmen-
tal goals, as well as the developmental strategy at national, regional and local 
level on the basis of a stronger concept of public-private partnership, taking 
into account the criteria of sustainable tourism development.

Right now in the moment of the final and intensive processes of Croatia’s 
accession to European Union, the moment is right to initiate or to expand all 
types of investment activities in the Republic of Croatia, particularly in tour-
ism, and within it in health tourism, which is one of the most propulsive types 
of tourism in the world. Investments in health tourism in Croatia directly con-
tribute to the development of tourism on the whole, and tourism significantly 
contributed to the economy of Croatia and to the welfare of its citizens by 
being based on sustainable utilization of natural and cultural-historical poten-
tials, by actively participating in their preservation and development, and by 
creating an environment that is attractive for investors (Strategy of develop-
ment of Croatian tourism, Ministry of Tourism of Republic of Croatia, 2003).
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UPRAVLJANJE INVESTICIJAMA U ZDRAVSTVENOM 
TURIZMU HRVATSKE

SAŽETAK

U radu se polazi od spoznaje da turizam u Republici Hrvatskoj spada u 
red vodećih gospodarskih djelatnosti. Ovu tezu podupiru temeljni ekonomski 
pokazatelji u posljednjem desetljeću: udio turizma u BDP-u kretao se između 
14 i 21%, devizni prihodi od međunarodnog turizma bili su između 6 i 7,5 mili-
jardi eura, broj izravno zaposlenih u turizmu kretao se između 82 i 91 tisuću 
zaposlenih u ugostiteljskoj djelatnosti uz još najmanje 40 tisuća zaposlenih u 
drugim djelatnostima neizravno povezanih s turizmom. U svjetskom turizmu 
jedan od najpropulzivnijih specifičnih oblika turizma je zdravstveni turizam čiji 
se rast nastavlja i usprkos krize i recesije koja je usporila globalna turistička 
kretanja. Republika Hrvatska za zdravstveni turizam ima izuzetne resurse i 
dugu tradiciju, ali taj oblik turizma u Hrvatskoj nije iskoristio svoje razvojne 
mogućnosti te nije konkurentan posebno na inozemnom turističkom tržištu. 
Cilj je ovog rada analizirati dosadašnje investicije i mogućnosti novih ulaganja 
u razvoj zdravstvenog turizma te dati ocjenu smjernica budućeg razvoja. Te-
meljna hipoteza u ovom radu jest da zdravstveni turizam u Republici Hrvatskoj 
nije imao odgovarajuće mjesto u dosadašnjim planovima i strategiji razvoja, 
pa stoga i nije ostvario zadovoljavajući razvoj. U potvrđivanju ove hipoteze 
korišteni su sekundarni izvori podataka, ali i rezultati primarnog istraživanja 
autora provedenog u planiranju investicija u zdravstveno turističkim centrima 
u razdoblju od 2002. do 2011. godine kao i budući planovi ulaganja. U koncep-
ciji razvoja zdravstvenog turizma autori se zalažu za koncept javno-privatnog 
partnerstva. Da bi investicije u zdravstveni turizam bile učinkovite, njima je 
važno upravljati uvažavajući sve kriterije održivog razvoja. U radu će se koristiti 
znanstvene metode istraživanja: metoda istraživanja za stolom (desk research), 
metoda komparativne analize i SWOT analiza.

Ključne riječi:   zdravstveni turizam, razvoj, upravljanje investicijama u zdravst-
venom turizmu u Republici Hrvatskoj
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INDIVIDUAL ANTECEDENTS OF MOBBING – THE 
CASE OF CROATIA

Nina Pološki Vokić,1 and Valentina Idžojtić2

ABSTRACT
In the paper, antecedents of mobbing are categorized into four groups – indivi-

dual, group, organizational and external antecedents. Individual antecedents des-
cribed are victim factors (personality, perceptions and attitudes, working charac-
teristics, and demographic characteristics) and aggressor factors (personality, de-
mographic characteristics, management/leadership style, management skills, and 
other characteristics). Group and organizational antecedents explained are work 
design, working environment, organizational policies and practices, independent 
characteristics of the organization, and other organizational antecedents. External 
antecedents emphasized are environment uncertainty, and cultural setting. 
Empirical part of the paper investigates individual antecedents of mobbing, as 
they were rarely the research subject, although everything in life and organizations 
starts with individuals. The research instrument consisted of two parts – a highly-
structured questionnaire for measuring the presence of mobbing developed by 
Kostelić-Martić in 2005, and questions about the individual characteristics of par-
ticipants (gender, age, educational level, marital status, number of children, years 
of employment, size of the enterprise). 125 respondents participated in the survey. 
Results did not support the argument that individual characteristics – gender, age, 
educational level, marital status, number of children, years of employment, and 
size of the enterprise are important predictors of experiences of mobbing in the 
workplace. However, the support for the individual antecedents’ hypothesis that 
employees with greater family responsibilities may provoke mobbing has been fo-
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und. Precisely, the highest level of mobbing is perceived by employees with three 
or more children.

Key words:   mobbing, individual antecedents of mobbing, group antecedents 
of mobbing, organizational antecedents of mobbing, external 
antecedents of mobbing, Croatia

INTRODUCTION

Mobbing, as a direct hostile communication and behavior of one or more 
people toward one or more individuals over a long period of time (at least six 
months) on a frequent basis (at least once a week) (Gates, 2004), is a serious 
problem that occurs all over the world (Daniel, 2009b). Mobbing (manager to 
employee but as well co-worker to co-worker) has been an ethical phenom-
enon for as long as there have been formal organizations (Harvey et al., 2009), 
but it is expected that this type of behavior will even increase as a consequence 
of globalization. Namely, the diversity of employees, foreign assignments, and 
the variety of legal environments increase the frequency and severity of mob-
bing behavior (Harvey et al., 2009). 

As mobbing is a chronic form of stress at work and refers to the repeated, 
systematic exposure of negative acts targeted toward an individual or a small 
group of people who are unable to defend themselves (Bond, Tuckey & Dol-
lard, 2010), it has many negative consequences. A social interaction in which 
the sender uses verbal and/or non-verbal communication that is characterized 
by negative and aggressive elements directed towards the receiver’s person or 
his or her work situation (Agervold & Mikkelsen, 2004), produces many harms 
both to the individual and to the organization. Researchers agree that mob-
bing has a number of negative individual consequences in the form of stress, 
poor mental health and psychosomatic symptoms (Agervold & Mikkelsen, 
2004), as well that it indirectly impacts organizations through diminished em-
ployee morale, productivity and motivation, and increased absenteeism and 
turnover (Hoel, Einarsen & Cooper, 2003 from Bond, Tuckey & Dollard, 2010), 
which all diminishes organizational outcomes.

Given the serious implications of mobbing for the well-being and work 
performance of victims and for the functioning and effectiveness of organiza-
tions, it is important to have an understanding of the factors that may contrib-
ute to its development – antecedents of mobbing (Bond, Tuckey & Dollard, 
2010). By developing an understanding of the factors that contribute to mob-
bing, practitioners will be better placed to develop strategies to both prevent 
mobbing and to manage it when it does occur (Bond, Tuckey & Dollard, 2010). 
Various factors, ranging from personality traits to organizational policies and 
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practices, have been studied as possible antecedents of mobbing. However, 
antecedents of mobbing on the individual level still constitute a research field 
with scarce research attention so far. Therefore, this study has following goals: 
(1) summarizing of antecedents of mobbing based on the existing but scarce 
research literature, and (2) investigating individual factors as predictors for en-
gaging in mobbing, as everything in life and organizations starts with indi-
viduals.

THEORETICAL BACKGROUND – ANTECEDENTS OF MOBBING

Antecedents of mobbing can be grouped into four categories (figure 1): 
individual, group, organizational and external antecedents. In other words, 
mobbing could be triggered by personal factors (apart from victim or aggres-
sor), work group factors, organizational factors or outside influences.

Figure 1: Antecedents of mobbing

Source: authors

However, it is important to stress that mobbing is never triggered by ex-
clusively one of the depicted antecedents of mobbing. Rather, mobbing is a 
consequence of the combination of individual, group, organizational and ex-
ternal factors. As Zapf (1999 from Jennifer, Cowie & Ananiadou, 2003) argues, 
there is likely to be a causal chain of conflict development with more than one 
factor contributing to its escalation.
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Individual antecedents

Individual antecedents have been found to correlate strongly with mob-
bing (Agervold & Mikkelsen, 2004; Coyne, Seigne & Randall, 2000; Daniel, 
2009a; Einarsen, Raknes & Matthiesen, 1994; Eley, Lichtenstein & Stevenson, 
1999; Glasø et al., 2007; Hauge, Skogstad & Einarsen, 2009; Hepworth & Towler, 
2004; Namie, 2007; Ólafsson & Jóhannsdóttir, 2004; Tehrani, 2004; Vartia, 1996; 
Zapf, Knorz & Kulla, 1996).3 Therefore, no comprehensive model of mobbing 
would be satisfactory without also including individual factors of both the vic-
tim and the tormentor, and their contributing effects to the onset, escalation 
and the consequences of the mobbing process (Zapf & Einarsen, 2003 from 
Glasø et al., 2007).

The individual level antecedents of mobbing include two primary drivers: 
victim factors and perpetrator factors (LaVan & Martin, 2008). The victim fac-
tors include, but are not limited to: (1) the personality of the victim, (2) victim’s 
perceptions and attitudes, (3) victim’s working characteristics, and (4) demo-
graphic characteristics of the victim; while the aggressor factors include, but 
are not limited to: (1) the personality of the aggressor, (2) demographic char-
acteristics of the aggressor, (3) aggressor’s management/leadership style, (4) 
aggressor’s management skills in the case of manager being the aggressor, 
and (5) other characteristics of the aggressor.

Victim factors

It has been proved that the personality predisposes individuals to be-
come victims of mobbing (Aquino & Lamertz, 2004; Bjorkqvist et al., 1994 from 
Bulutlar & Ünler Öz, 2009; Coyne, Seigne & Randall, 2000; Glasø et al., 2007).4 
Namely, the personality of a victim is relevant in explaining perceptions of and 
reactions to mobbing (Einarsen, 2000 from Glasø et al., 2007), and may also 
elicit certain destructive responses and behaviors in the perpetrator (Glasø et 
al., 2007). 

Particularly, weaknesses within a victims’ personality profile (so cold weak 
victims) could make them become an easy target or vulnerable to mobbing (Ei-
narsen, 1999 from Coyne, Seigne & Randall, 2000; Zapf, 1999 from Coyne, Sei-
gne & Randall, 2000). Victims of mobbing tend to be introverted, shy, lacking 

3  Although studies proved that there are individual antecedents which stimulate mobbing, some of the 
researchers disregarded the role of individual characteristics as antecedents of mobbing (Leymann, 1996; 
Leymann & Gustafsson, 1996). For example, Gates (2004: 31) believes that “this cancer grows because of a toxic 
workplace culture rather than because there is a particular “mobber” or “target” personality type”. Leymann 
(1996) strongly opposed the idea that personality traits of a victim are a cause of exposure to mobbing, 
because victims develop changes in personality due to mobbing.

4  Of course, there are theoreticians who believe and proved the opposite. For example, Glasø et al. (2007) 
concluded that personality does not easily differentiate targets from non-targets.
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self-esteem, emotionally instable, as well as more sensitive, less independent, 
less dominant and less conscientious than non-victims (Coyne, Seigne & Ran-
dall, 2000; Einarsen, Raknes & Matthiesen, 1994; Glasø et al., 2007; O’Moore et 
al., 1998 from Coyne, Seigne & Randall, 2000). More to it, researchers reported 
several negative characteristics of mobbing victims. For example, they have 
been described as paranoid, neurotic, apprehensive, anxious, with symptoms 
of depression, submissive, rigid, and compulsive (Brodsky, 1976 from Vartia, 
1996; Coyne, Seigne & Randall, 2000; O’Moore et al., 1998 from Coyne, Seigne 
& Randall, 2000; Glasø et al., 2007; Vartia, 1996; Zapf, 1999 from Glasø et al., 
2007). Zapf, Knorz & Kulla (1996) even found that mobbing is correlated with 
psychological ill-health.

However, strengths within a victim’s personality profile could as well con-
tribute to being mobbed. Researchers have found that victims are targeted 
because they are more conscientious than non-victims, have high self-esteem, 
and tend to be less agreeable (Brodsky, 1976 from Vartia, 1996; Coyne, Seigne 
& Randall, 2000; Glasø et al., 2007).

Altogether, as the link between certain personality characteristics and 
victimization has been proved (Aquino & Lamertz, 2004), researchers suggest 
that personality traits may give an indication of who in an organization is most 
likely to become a target of mobbing (Coyne, Seigne & Randall, 2000).

Victim’s perceptions and attitudes concerning different organizational be-
havior aspects should not be neglected as being a factor in understanding 
the mobbing phenomenon. For example, Vartia and Hyyti (2002 from Hauge, 
Skogstad & Einarsen, 2007) found victims to report more job dissatisfaction 
than their non-mobbed colleagues. Salin (2003 from LaVan & Martin, 2008) 
proposed dissatisfaction and frustration as individual antecedents of mobbing. 
Agervold and Mikkelsen (2004) found that targets of mobbing reported less 
perceived importance of their work than non-mobbed employees, while Vartia 
(1996) found that both targets and observers of mobbing reported percep-
tion of insufficient opportunities to influence matters concerning themselves. 
Furthermore, researchers have found a strong negative relationship between 
affective commitment and mobbing behavior (Hoel & Cooper, 2000 from Bu-
lutlar & Ünler Öz, 2009; McCormack et al., 2006 from Bulutlar & Ünler Öz, 2009). 
As well, victims are considered to be highly traditional and moralistic, and may 
follow organizational norms but not informal group norms that are against 
formal rules; hence they may become isolated and as such unlikely to have the 
social support network to support them or deter the mobber (Coyne, Seigne 
& Randall, 2000).

Victim’s working characteristics, both positive and negative, proved to be 
another group of causes of exposure to mobbing. Various positive behavioral 
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patterns of a victim have been found to correlate with mobbing. For example, 
researchers have found that victims are targeted because they are proactive, 
enthusiastic, high (over) achievers, know the work better than the aggressor, 
more organized, punctual, honest, with higher integrity and ethical standards, 
those exposing fraud or crimes, possible whistleblowers, with a prosocial ori-
entation, better liked than the mobber, promoters of human rights, with a de-
sire to help, educate or heal others, those who refuse to be subservient or resist 
control, or those who do not belong to the “in group” (Brodsky, 1976 from Jen-
nifer, Cowie & Ananiadou, 2003; Gates, 2004; Namie, 2000 from Vandekerck-
hove & Commers, 2003; Namie, 2007; Zapf, 1999 from Coyne, Seigne & Randall, 
2000). All those characteristics form so called provocative victim cluster, which 
provokes negative reactions and aggression in others and makes individuals 
targets of mobbing behavior (Coyne, Seigne & Randall, 2000). Actually, what 
gets people with those characteristics mobbed, is that they provoke envy, di-
minish self-esteem in others, or are even considered patronizing.

The possible reasons for mobbing are as well various negative behavioral 
patterns of victims which targets appear likely to have. Victims are more often 
those people unable to cope effectively with mobber or mobbing situation, 
people with the overall lack of conflict management skills (especially those 
who are submissive and tend to avoid conflict, and hence are less likely to 
stand up to the aggressor and unlikely to be able to defend themselves when 
attacked5), those lacking social skills, often involved in relationship conflicts or 
exhibiting negative affectivity, those perceived as annoying by others, or those 
less open to experience (Braithwaite, Ahmed & Braithwaite, 2008 from Query 
& Hanley, 2010; Coyne, Seigne & Randall, 2000; Einarsen, Raknes & Matthiesen, 
1994; Glasø et al., 2007; Jennifer, Cowie & Ananiadou, 2003; Namie, 2007; Ol-
weus, 1993 from Jennifer, Cowie & Ananiadou, 2003; Zapf, 1999 from Coyne, 
Seigne & Randall, 2000).

Finally, researches support the argument that demographic characteristics 
of the victim are possible predictors of experiences of mobbing in the work-
place. Prime targets of mobbers, as they have been found to be more exposed 
to mobbing, are: women (especially those with heavy family responsibilities), 
older workers, members of minority groups (socially unequal people because 
of their social status, nationality, religion, culture etc.), non-managers6 (espe-
cially blue collar workers), and members of not protected groups7 (Einarsen 

5  It is believed that if a person is capable of counterattacking with aggression, that person usually will not be 
mobbed (Namie, 2007).

6  Workers and supervisors are more frequently exposed to negative acts than managers (middle or senior 
managers) (Hoel, Cooper & Faragher, 2001).

7  Nearly three-quarters of all mobbing occurs when the target is not a protected-group member or when the 
harasser is a protected-group member (Namie, 2007).
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& Skogstad, 1996; Hoel, Cooper & Faragher, 2001; Gates, 2004; Namie, 2007; 
Query & Hanley, 2010; Tehrani, 2004). Numbered groups are more frequently 
exposed to negative acts and have a higher risk of victimization as they are 
especially vulnerable, not only to mobbing, but as well to other discrimination 
activities.

Aggressor factors

Personality of the aggressor has been shown to contribute significantly 
to mobbing (Harvey at al., 2009; Zapf, Knorz & Kulla, 1996; Namie, 2007; Var-
tia, 1996).8 Not only that individuals with specific personality traits may have 
a tendency to exhibit mobbing behavior (Harvey et al., 2009), but the mob-
ber’s personality may trigger certain behaviors in the victim that may end in a 
destructive encounter (Glasø et al., 2007). Namely, the physiological make-up 
of an individual (i.e., genes and chemical balance) has been found to have a 
direct effect on the behavioral patterns of an individual (Harvey at al., 2009).9 
This means that no matter what the social climate or culture of an organization 
is, there will always be people who tend to harass others (Zapf, Knorz & Kulla, 
1996). In other words, inherited personality characteristics on the part of the 
aggressor are not the only cause, but they do play a role in the development 
of mobbing.

Aggressors’ personality factors that encourage mobbing are aggression, 
narcissism, need for power and uncertainty about oneself (Adams, 1992 from 
Vartia, 1996; Bulutlar & Ünler Öz, 2009; Namie, 2007; Randall, 1997 from Jen-
nifer, Cowie & Ananiadou, 2003). Additionally, mobbers seem to be extremely 
ambitious, envious people10, and willing to exploit others when opportuni-
ties arise in order to advance their careers (Adams, 1992 from Vartia, 1996; 
Björkqvist, Österman & Hjelt-Bäck, 1994 from Vartia, 1996; Einarsen, Raknes 
& Matthiesen, 1994; Namie, 2000 from Vandekerckhove & Commers, 2003; 
Namie, 2007; Vartia, 1996). However, concerning the mobbing personality, it 
has to be stressed that mobbers are not necessarily psychopaths and may act 
normally in other nonwork situations (Namie, 2007). 

8  More to it, it has been found that genetic factors influence aggressive antisocial behavior to a far greater extent 
than nonaggressive antisocial behavior (Eley, Lichtenstein & Stevenson, 1999).

9  This is not to say that mobbing is predestined, rather that there is a strong connection between inherited 
genes and the propensity for individuals to become aggressive in certain environmental contexts (Harvey et 
al., 2009).

10  U.S. research (Namie, 2000 from Vandekerckhove & Commers, 2003) showed that the top three mobber 
motivations are: a target who refused to be subservient or resisted control, a mobber who envied the target’s 
competence, and a mobber who envied the target’s social skills. Turkish researchers pointed out that the 
possible reasons for mobbing are competition concerning status and job position’s envy (Bulutlar & Ünler 
Öz, 2009). Envy was also perceived as the most common reason for mobbing in a study among university 
employees (Björkqvist, Österman & Hjelt-Bäck, 1994 from Vartia, 1996).
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Mobbers have been identified with specific demographic characteristics. 
Harassers were identified as generally being men11 (Einarsen & Skogstad, 
1996; Hauge, Skogstad & Einarsen, 2009), older than the targets (Rayner, 1997), 
a protected-group members (Namie, 2007), and managers (ACTU, 2003 from 
Query & Hanley, 2010; McKenzie, 2010; Namie, 2000 from LaVan & Martin, 2008; 
Rayner, 1997; Quine, 1999 from Vandekerckhove & Commers, 2003; Vandeker-
ckhove & Commers, 2003).

As evident from the above, there is a well established body of research 
which concludes that mobbers are bosses. Poor management/leadership style 
and insufficient management skills especially proved to be characteristics of a 
work environment which promotes mobbing. Namely, elements of authoritar-
ian environments have been described as important risk factors for mobbing 
(Leymann, 1990 from Jennifer, Cowie & Ananiadou, 2003).

Mobbing is associated with poor management/leadership styles, in oth-
er words with dissatisfaction (low satisfaction) with management/leadership 
(Agervold & Mikkelsen, 2004; Einarsen, Raknes & Matthiesen, 1994; Hauge, 
Skogstad & Einarsen, 2007; Hoel & Cooper, 2000 from Agervold & Mikkelsen, 
2004; Tinaz, 2006 from Bulutlar & Ünler Öz, 2009; Vartia, 1996).

Managers with authoritarian, destructive, inhuman, uninterested or pas-
sive forms of management/leadership are significantly more reported as mob-
bers (Güneri Ҫangarli, 2009; Hauge, Skogstad & Einarsen, 2007; Leymann, 1990 
from Jennifer, Cowie & Ananiadou, 2003; Leymann, 1996; O’Moore & Lynch, 
2007 from Güneri Ҫangarli, 2009). Deficiencies in leadership behavior which 
they exhibit are, for example, arbitrary and self-aggrandizing behaviors, au-
thoritarian ways of settling differences of opinion, using force in conflict reso-
lution, lack of consideration of subordinates, lack of management support, lit-
tle or no recognition of achievement, and lack of mutual conversations about 
the tasks and goals of the work unit (Ashforth, 1997 from Güneri Ҫangarli, 
2009; EOA, 1997 from Vandekerckhove & Commers, 2003; Vartia, 1996).

Quite the opposite, charismatic leadership behaviors are negatively cor-
related with workplace aggression (Hepworth & Towler, 2004 from Güneri 
Ҫangarli, 2009). Active involvement of management and high consideration 
behaviors may decrease the prevalence of mobbing (Güneri Ҫangarli, 2009).

Managers with deficient management skills were found to have a signifi-
cantly higher probability of being a perpetrator of mobbing as compared to 
managers with above-average management skills (Harvey et al., 2009; Hauge, 
Skogstad & Einarsen, 2007; Leymann, 1996; Sousa & Vala, 1999 from Jennifer, 

11  However, Namie (2007) found that woman-on-woman harassment accounts for 50 percent of all mobbing 
and that 58 percent of mobbers are women. Therefore he concluded that mobbers are equally likely to be 
female.
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Cowie & Ananiadou, 2003; Tinaz, 2006 from Bulutlar & Ünler Öz, 2009; Vartia, 
1996). Particularly, lack of conflict management skills, interpersonal skills, and 
fairness is strongly related to mobbing. Namely, poor conflict management 
skills enable a conflict to develop into a mobbing process. Most frequently, 
poor managerial performance in that area entails either (1) getting involved in 
the group dynamics on an equal basis and thereby heating it up further (which 
we have seen more often with female mangers) or (2) denying that a conflict 
exists (which we have seen more often with male managers) (Leymann, 1996). 
Secondly, interpersonal relationships have been found to be one of the strong-
est predictors of mobbing (Hauge, Skogstad & Einarsen, 2007). Thirdly, where 
management is perceived as fair, employees are more receptive to change and 
are more open in their relationships towards one another (Sousa & Vala, 1999 
from Jennifer, Cowie & Ananiadou, 2003).

Other characteristics of the aggressor which significantly predicted being 
a mobber are exposure to harassment and parenting style. Studies confirmed 
the connection between mobbing and personal experiences (both private, es-
pecially during the childhood, and professional). Namely, childhood and inter-
personal experiences affect to a great extent one’s behavior relative to social or 
professional counterparts (Harvey et al., 2009). Target status is found to be one 
of the most important predictors of being a perpetrator of workplace mobbing 
(Hauge, Skogstad & Einarsen, 2009), as aspects of mobbing are learned from 
others and mimicking the behavior of others has been shown to play a part 
in becoming a mobber in the workplace (Harvey et al., 2009). In other words, 
mobbing behavior is to a degree ‘caused’ by ‘nurture’, which means that an in-
dividual learns to be a mobber when the environment, both in private and 
business occasions, is supportive of such behavior (Harvey et al., 2009). As well, 
mobbers have been identified with poor parenting style (Randall, 1997 from 
Jennifer, Cowie & Ananiadou, 2003).

Group antecedents

Features in the functioning of the work unit can also promote mobbing 
(Agervold & Mikkelsen, 2004; Güneri Ҫangarli, 2009; LaVan & Martin, 2008; Var-
tia, 1996; Zapf, Knorz & Kulla, 1996). Working in groups/teams, as a type of work 
design, leads to mobbing when for example following group level mobbing 
antecedents are present: high degree of cooperation and teamwork required 
(Zapf, Knorz & Kulla, 1996), lack of constructive discussions of tasks and goals 
in the work group (Vartia, 1996), internal competition (Salin, 2003 from LaVan 
& Martin, 2008), changes in work group composition (Salin, 2003 from LaVan 
& Martin, 2008), or poor climate in the particular team (LaVan & Martin, 2008). 
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Namely, in work groups where the need for cooperative efforts is high, 
or where piecework is based on group performance, peer mobbing may be 
a means of punishing a member of the group (Agervold & Mikkelsen, 2004; 
Zapf, Knorz & Kulla, 1996). Unfortunately, working in teams may as well cre-
ate an appropriate environment for the scapegoating process, in which team 
members direct their aggression towards least powerful individual (Güneri 
Ҫangarli, 2009).

Organizational antecedents

Organizations may create a suitable environment for mobbing through 
their policies, culture and practices (Güneri Ҫangarli, 2009). Namely, there is 
a convincing set of arguments about the occurrence of mobbing in the work-
place being primarily due to organizational conditions. Precisely, there ap-
pears to be five prominent organizational factors that stimulate and/or elicit 
mobbing behavior in a work environment: (1) work design, (2) working envi-
ronment, (3) organizational policies and practices, (4) independent character-
istics of the organization, and (5) other organizational antecedents.

Work design

One of the most important factors in predicting mobbing experiences at 
work is the way work is organized (Groeblinghoff & Becker, 1996; Harvey et 
al., 2009; Hauge, Skogstad & Einarsen, 2007). Namely, job stressors may make 
some employees behave in ways that may lead others to attack them, thus 
supporting the notion that, as a result of environmental stressors, individu-
als may more easily become targets of mobbing (Hauge, Skogstad & Einarsen, 
2007).

Deficiencies in work design which have been found to correlate with mob-
bing are job content, workload, working conditions, accountability, role con-
flict and role ambiguity, work control and work challenge. Job content allows 
mobbing behavior to perpetuate when job is badly designed (Zapf, Knorz & 
Kulla, 1996), when work is monotonous and unchallenging (Glasø et al., 2007), 
when production and/or working methods are poorly organized (Leymann, 
1996), when goals are not clear (Vartia, 1996), when there is a lack or improp-
er supervision (Harvey et al., 2009), or when working hours are not optimal 
(EOA, 1997 from Vandekerckhove & Commers, 2003). Characteristics related to 
workplace mobbing are as well high workload (Einarsen, Raknes & Matthies-
en, 1994; EOA, 1997 from Vandekerckhove & Commers, 2003; Hoel & Cooper, 
2000 from Agervold & Mikkelsen, 2004; Salin, 2003 from Hauge, Skogstad & 
Einarsen, 2007), negative working conditions (Einarsen, Raknes & Matthiesen, 
1994; Harvey et al., 2009; Vartia & Hyyti, 2002 from Hauge, Skogstad & Ein-
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arsen, 2007), lack of accountability (Güneri Ҫangarli, 2009), high degree of role 
conflict and role ambiguity (Agervold & Mikkelsen, 2004; Einarsen, Raknes & 
Matthiesen, 1994; Hauge, Skogstad & Einarsen, 2007; Jennifer, Cowie & Anania-
dou, 2003; Matthiesen & Einarsen, 2007), low levels of work control (Agervold & 
Mikkelsen, 2004; Einarsen, Raknes & Matthiesen, 1994; Vartia, 1996; Zapf, 1999 
from Vandekerckhove & Commers, 2003), and less challenging work (Einarsen, 
Raknes & Matthiesen, 1994).

Working environment

One of the strongest predictors of mobbing has been found to be poor 
working environment (Bjorkqvist et al., 1994 from Agervold & Mikkelsen, 2004; 
Einarsen, Raknes & Matthiesen, 1994; Groeblinghoff & Becker, 1996; Hoel & Sa-
lin, 2003 from Agervold & Mikkelsen, 2004; Leymann, 1996). This view has been 
strongly supported by Leymann (1992 from Einarsen, Raknes & Matthiesen, 
1994), who stressed that personality factors are irrelevant to the study of mob-
bing, and that work conditions alone are the primary cause of such behavior 
and experiences. The work environment perspective suggests that environ-
ment which discourages and reprimands mobbing prevents inborn predis-
positions for such a conduct to cherish and blocks learning of such behavior. 
Specifically, mobbing is related to the following work environment variables: 
organizational culture, social climate, and ethical climate.

Among the biggest drivers of mobbing are organizational culture, values 
and norms that are in place at work (McKenzie, 2010). Namely, the organiza-
tional culture encompasses the basic parameters of acceptable and unaccep-
table behavior in the work setting; which in turn, defines the level of accept-
ance of deviant behavior, such as mobbing (Harvey et al., 2009). 

Dysfunctional organizational culture proved to be an important organiza-
tional problem facilitating mobbing. Factors pointing towards a culture which 
encourages mobbing are: competition for jobs, tasks, advancement, status or 
supervisor’s favor and approval, politicized or quarrelsome atmosphere, op-
pressive work regimes, and poor internal communication (especially poor in-
formation flow) (Hoel & Beale, 2006; LaVan & Martin, 2008; Namie, 2007; Salin, 
2003 from Hauge, Skogstad & Einarsen, 2007; Vartia, 1996). For example, Vartia 
(1996) compared the organizational culture of mobbing and non-mobbing 
working atmosphere, and she found that mobbing working atmospheres 
are characterized by competitive cultures, while non-mobbing atmospheres 
have easy-going and pleasant organizational cultures. Rayner et al. (1999 from 
Güneri Ҫangarli, 2009) and Aquino and Lamertz (2004 from Güneri Ҫangarli, 
2009) state that it is expected that mobbing is observed more frequently in 
organizations characterized by competitive culture, due to the fact that one of 
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the reasons of mobbing is the competition for tasks, advancement or achiev-
ing supervisors’ approval. Namie (2007) found that the organizational culture 
fosters mobbing behavior by allowing aggressive competition that pits indi-
viduals against each other, as well that in such cultures team-building practic-
es are absent, and workers succeed through cutthroat behavior. According to 
Vartia (1996), the results concerning the communication climate demonstrate 
the importance of discussions, listening, and tolerance.

Low-quality social climate is perceived as the most common reason for 
mobbing (Agervold & Mikkelsen, 2004; Einarsen, Raknes & Matthiesen, 1994; 
Hauge, Skogstad & Einarsen, 2007; Hoel & Cooper, 2000 from Agervold & Mik-
kelsen, 2004; Vartia, 1996; Zapf, Knorz & Kulla, 1996). It is one of the main de-
terminants of such misconduct, as it might create conditions that encourage 
mobbing. For instance, Agervold and Mikkelsen (2004) assert that poor psy-
chosocial working environment may increase the likelihood of interpersonal 
conflicts which, if unresolved, might end in mobbing. Hauge, Skogstad and 
Einarsen (2009) proved that being a perpetrator of mobbing is significantly 
related to experienced stress at work. Eley, Lichtenstein and Stevenson (1999) 
found that aggressive antisocial behavior is significantly influenced by the 
shared environment, particularly among males.

Characteristics of negative work climate being related to mobbing are 
many, such as unsatisfactory relationships at work (Einarsen, Raknes & Mat-
thiesen, 1994; Hoel & Cooper, 2000 from Agervold & Mikkelsen, 2004), less so-
cial contact with colleagues (Agervold & Mikkelsen, 2004), lack of social sup-
port from co-workers and supervisors (Hanse et al., 2006 from Hauge, Skogstad 
& Einarsen, 2007; Zapf, Knorz & Kulla, 1996), more conflicts and disagreements 
among colleagues (Agervold & Mikkelsen, 2004), stressful working environ-
ment (Hauge, Skogstad & Einarsen, 2009; Vartia, 1996), little encouragement 
for personal growth (Glasø et al., 2007), and the dominant group “outing” or 
“othering” those who are not accepted (Gates, 2004).

A poor ethical climate also predicts mobbing. Findings support the no-
tion that mobbing will thrive in organizations with low moral standards and 
culture (Einarsen, 1999 from Bulutlar & Ünler Öz, 2009; Güneri Ҫangarli, 2009; 
Harvey et al., 2009). Namely, when there are low moral standards in the depart-
ment, the culture and climate within the organization learns over time to ac-
cept substandard treatment and, therefore, mobbing is not only tolerated but 
expected (Harvey et al., 2009).

Bulutlar and Ünler Öz (2009) even propose that mobbing can be predicted 
from the ethical climate type of the organization: (1) Competitive environment 
present in instrumental climate where everybody pursues their own interests 
establishes a basis for mobbing behavior to emerge. (2) In law and code cli-
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mates employees will be more motivated to comply with existing codes of 
conduct and thus they will not be inclined to engage in mobbing behavior. (3) 
Rules climate which emphasizes adherence to company derived rules and pro-
cedures is not compatible with mobbing. (4) An employee perceiving a caring 
climate is not likely to behave in a way that will be detrimental to others as in 
such a climate employees have a sincere concern for the well-being of others. 
(5) Independence climate promotes ethical behavior and therefore is negatively 
related to dysfunctional forms of behavior.

Organizational policies and practices

Among the biggest drivers of mobbing are organizational systems (or-
ganizational policies and practices) that are in place at work (McKenzie, 2010). 
Mobbing will only be able to develop within the organizational contexts that 
allow such behavior to take place (Brodsky, 1976 from Hauge, Skogstad & Ein-
arsen, 2009). In other words, in those organizations which support mobbing by 
management structures and policies (Hoel & Cooper, 2001 from Jennifer, Cow-
ie & Ananiadou, 2003) and those with a lack of organizational policies about 
handling conflict situations (Leymann, 1993 from Leymann, 1996). Namely, if 
mobbing activities are not punished by superiors, then they will be perceived 
as usual and the part of the organizational culture by the members of the or-
ganization (Omari, 2003 from Güneri Ҫangarli, 2009). More to it, not only that 
mobbing behavior is encouraged and will continue when it is not punished, 
but it could be cultivated as a desirable or necessary activity if mobbers are 
rewarded through promotions and positive recognition (Namie, 2007).

Conversely, if mobbers are publicly stopped, the employer sends a mes-
sage of zero tolerance for mobbing (Namie, 2007). However, beside the strong 
commitment from managers to take action to prevent mobbing (Dollard & 
Bakker, 2010), organizations should create and enact formal anti-mobbing 
policies, practices, and procedures, both of preventive and penalty type (Bond, 
Tuckey & Dollard, 2010; Gates, 2004; Hauge, Skogstad & Einarsen, 2009; Ley-
mann, 1996; McKenzie, 2010; Namie, 2007). Namely, if both the mobber and 
the victim know that his kind of behavior is not approved, the victim will not 
be in defenseless position (Bulutlar & Ünler Öz, 2009).

Organizational change

The uncertainty due to anticipated changes can also promote mobbing at 
work (Vartia, 1996). Mobbing is therefore particularly prevalent in change situ-
ations. Namely, managers in charge of implementing change may experience 
high level of stress, which is likely turn to aggression and may be perceived 
as mobbing by subordinates (Güneri Ҫangarli, 2009). Consequently, organiza-
tional changes lead to increased vertical mobbing behaviors (Güneri Ҫangarli, 
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2009). Organizational changes which have been identified as a correlate of 
mobbing are for example: budget cuts, changing nature of work, change in 
management, major restructuring, and downsizing (Hoel & Cooper, 2000 from 
Güneri Ҫangarli, 2009; Hoel & Salin, 2003 from Hauge, Skogstad & Einarsen, 
2007; LaVan & Martin, 2008; O’Moore et al. 1998 from Hauge, Skogstad & Ein-
arsen, 2007; Rayner, 1998 from Vandekerckhove & Commers, 2003; Salin, 2003 
from LaVan & Martin, 2008; Vartia, 1996).

Independent characteristics of the organization

Compelling evidence suggests a relationship between independent char-
acteristics of organizations and mobbing. Mobbing is a problem primarily of 
employees working in larger organizations, male-dominated industries, pub-
lic administration and manufacturing companies (Einarsen & Skogstad, 1996; 
Mikkelsen & Einarsen, 2001; Vartia, 1996; Zapf, Knorz & Kulla, 1996). On the 
other hand, health, educational and research sectors are low-risk sectors (Ein-
arsen & Skogstad, 1996; Vartia, 1996).

Other organizational antecedents

The antecedents of mobbing at the organizational level include reward 
systems, dysfunctional organizational structure, and the pressure from share-
holders. 

Concerning the reward system, individual performance based reward sys-
tems may stimulate mobbing since, in this case, people want to show their 
individual performance as higher than others, and in order to do that they may 
harass others (Neuman & Baron, 1998 from Güneri Ҫangarli, 2009) and try to 
affect their performance in a negative way (Güneri Ҫangarli, 2009). However, 
it is also argued that collective bonus systems may promote mobbing as team 
members may feel aggression towards underachieving member, who indirect-
ly decreases others’ bonuses (Collinson, 1988 from Güneri Ҫangarli, 2009).

Davenport, Schwarts and Elliot (1999 from Vandekerckhove & Commers, 
2003) found support for the organizational antecedent hypothesis that sub-
optimal organizational structure may provide fertile ground for mobbing at 
work. Namely, when tasks are not grouped properly, when division of labor 
and responsibilities is not clear, or when work units are not communicating 
and cooperating, mobbing is likely to prevail.

Finally, an overall climate pressuring companies to provide good revenues 
for shareholders increases workplace pressure, and consequently the possibil-
ity of mobbing (Davenport, Schwarts & Elliot, 1999 from Vandekerckhove & 
Commers, 2003).
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External antecedents

External antecedents (antecedents outside the organization, beyond indi-
vidual or organizational control) which have been found to be related to the 
occurrence of mobbing are environment uncertainty and cultural setting.

•	 Environment uncertainty
Environment uncertainty, caused for example by economic crisis, has 

strong effects on the prevalence of mobbing. Namely, the difficult situation 
at workplaces can promote mobbing (Vartia, 1996), as it is easier for a mob-
ber to harass someone in contexts where there is a high degree of uncertainty 
(Zapf, 1999 from Jennifer, Cowie & Ananiadou, 2003). Evidence suggests a rela-
tionship between job insecurity and mobbing (Hoel & Salin, 2003 from Hauge, 
Skogstad & Einarsen, 2007), which implies that downsizing and lack of pos-
sibilities for new employment, as characteristics of economic depression, are 
common reasons for mobbing.

•	 Cultural dimensions
Researches proved that the low prevalence of mobbing is due to cultural 

dimensions (Einarsen, 2000 from Nielsen et al., 2009; Mikkelsen & Einarsen, 
2001). Evidence exhibits that mobbing is less widespread in countries with 
egalitarian, collectivistic and feminine values (Mikkelsen & Einarsen, 2001). 
Namely, organizations in such cultures give a high priority to the rights and 
well-being of the individual and as such discourage aggressive behavior in ad-
dition to condemning abuses of power (Einarsen, 2000 from Mikkelsen & Ein-
arsen, 2001).

METHODOLOGY

Apart from the theoretical analysis, in order to explore individual anteced-
ents of mobbing, the prevalence of mobbing was empirically assessed.12  

Research instrument  

A research instrument was a highly-structured questionnaire with two 
groups of questions. The first part of the questionnaire was an instrument for 
measuring the presence of mobbing from Kostelić-Martić (2005). The instru-
ment consisted of 40 items which were evaluated by respondents on a Likert-
type scale from 0 to 2 (0 = never or almost never, 1 = several times, 2 = often), 
such as: “I am not included in social activities and contacts.”, “I have been ridi-

12  Methodology and data presented in the empirical part of the paper originate from the graduate thesis 
“Relationship between mobbing and employees’ loyalty” written by Valentina Idžojtić at the Faculty of 
Economics and Business, University of Zagreb, Zagreb, Croatia.
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culed and humiliated with insulting jokes.”, “I have experienced sexual harass-
ment (verbal and/or physical).”, “I have problems when asking for a break, holi-
days, transfer, change of work shift or similar.”, “My colleagues refuse to work 
with me.”, “When I enter the office, the awkward silence occurs.” The second 
part of the questionnaire was used to gather information about the individu-
al characteristics of participants in the survey (their gender, age, educational 
level, marital status, number of children, years of employment, and size of the 
enterprise they work for measured by the number of employees). The research 
instrument was a self-evaluation one, which means that the results may be 
caused by method effects such as social desirability or negative affectivity. 
However, the correct and therefore mostly used method for assessing mob-
bing is a self-report, as mobbing is defined as hostile and/or perceived hostile 
behavior by the recipient (Einarsen, 1999 from Bulutlar & Ünler Öz, 2009; Ein-
arsen & Skogstad, 1996).

Data collection method  

Questionnaires were distributed personally to full-time employees em-
ployed in various Croatian companies. Respondents returned fulfilled ques-
tionnaires through the post in a month time (september 2010), which enabled 
anonymousness because questionnaires were returned via prepared return 
envelopes.

Sample 

The convenience sample consisted of 125 employees (response rate: 
25%13), employed within heterogeneous Croatian companies. As table 1 de-
picts, respondents were very heterogeneous by their nature.

13  As the response rate in internet surveys is usually 10% and less (Tkalac Verčič, Sinčić Ćorić & Pološki Vokić, 
2010: 104), the response rate is satisfactory.
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Table 1:  Respondents’ profile

Individual characteristics % of respondents
Gender male - 48,0%; female - 52,0%
Age up to 30 years - 18,4%, 30-40 years - 36,8%, 40-50 years - 

28,0%, 50 or more years - 16,8%
Educational level elementary education - 7,3%; high school diploma - 64,5%; 

college degree - 13,7%; university/postgraduate degree - 
14,5%

Marital status single - 37,6%; married - 56,0%; divorced - 5,6%; widow/wid-
ower - 0,8%

Number of children no children - 36,8%; 1 child - 30,4%; 2 children - 27,2%; 3 and 
more children - 5,6%

Years of employment up to 5 years - 12,2%; 5 to 10 years - 13,8%; 10 to 20 years - 
34,2%; 20 to 30 years - 25,2%; more than 30 years - 14,6%

Size of the enterprise up to 50 employees - 32,8%, 50 to 250 employees - 25,6%, 
more than 250 employees - 41,6%

Source: survey

Data analysis 

Apart from descriptive statistics calculations (relative frequencies and av-
erage values), Mann-Whitney U test, Kruskal-Wallis H test and calculations of 
Pearson correlation coefficients (r), depending on the type of data, were con-
ducted using Statistical Package for the Social Sciences (SPSS).

RESULTS

In table 2 mobbing scores for each subcategory of respondents, accord-
ing to their gender, age group, educational level, marital status, number of 
children, years of working experience and size of the enterprise their work for, 
are provided.
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Table 2:  Mobbing scores per subcategories

Individual characteristics Individual categories Mobbing 
score

Ranking according 
to mobbing score 

Gender male 1.41 11
female 1.37 16

Age up to 30 years 1.28 23
30-40 years 1.48 4
40-50 years 1.35 19
50 or more years 1.40 12

Educational level elementary education 1.49 3
high school diploma 1.38 14
college degree 1.50 2
university/postgraduate 
degree

1.33 21

Marital status single 1.44 7
engaged 1.36 18

Number of children no children 1.42 9
1 child 1.32 22
2 children 1.42 9
3 and more children 1.53 1

Years of employment up to 5 years 1.24 24
5 to 10 years 1.40 12
10 to 20 years 1.45 6
20 to 30 years 1.37 16
more than 30 years 1.44 7

Size of the enterprise up to 50 employees 1.46 5
50 to 250 employees 1.34 20
more than 250 employees 1.38 14

TOTAL 1.39 -
Source: survey

Total mobbing score (for all respondents together) is 1.39, which implies 
that altogether respondents perceive a minimum level of mobbing.14 Precise-
ly, 92.8% of respondents had average scores lower than 2.00, and only 7.2% 
of respondents (9 respondents) had scores greater than 2.00. More to it, 11 
respondents (8.8%) had average scores of 1.00, which means that they had 
never or almost never experienced any mobbing behavior.

Still, 10 of the 40 items which form part of the mobbing instrument got the 
average score greater than 1.50, among which three items (“I have problems 

14  Mobbing behaviors were assessed on a three-level scale from 0 (never of almost never present) to 2 (occurs 
often). However, for the purpose of statistical calculations, those values were recoded to a scale from 1 to 3. 
Therefore 1 signifies minimal presence of mobbing behavior, 2 moderate presence of mobbing behavior, and 3 
frequent mobbing behavior.
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with advancing within the company and/or with getting a raise.”; “It occurred 
to me that other people took credits for my accomplishments.”; “Sometimes I 
get overloaded with work and deadlines which I could not meet.”) even ob-
tained the average score near to 2, which signifies that behaviors described in 
those items are somewhat present in respondents’ working environment. In 
the same time, four items (“I have received anonymous telephone calls and/or 
letters.”; “Threatening or insulting letters were send to my friends and/or fam-
ily.”; “Employees are controlled by the employer even outside work.”; “I have 
experienced physical abuse on work.”) got the average score near to 1, which 
means that those behaviors, according to respondents’ perceptions, occur 
never or really rarely on their work. 

As well, when looking at mean mobbing scores for different subgroups, it 
is evident that mobbing is perceived not to be present or to be minimally pre-
sent among respondents regardless of their individual characteristics. Namely, 
all mean scores presented in the table 2 are lower than 2, a value that signi-
fies a moderate presence of mobbing behavior. Even more, out of 24 mobbing 
scores for individual subcategories, 22 are lower than 1.50, which implies that 
respondents never or almost never experience situations “where an employee 
is persistently picked on or humiliated by leaders or fellow co-workers” (Ein-
arsen, Raknes & Matthiesen, 1994).

Table 2 additionally reveals that the highest level of mobbing is perceived 
by respondents with three or more children (mean = 1.53), and those with col-
lege degree (mean = 1.50), while the lowest level of mobbing is perceived by 
employees with less than 5 years of working experience (mean = 1.24), and 
those younger than 30 (mean = 1.28). However, in order to explore whether 
individual antecedents of mobbing exist, relationships between individual 
characteristics of respondents and mobbing scores were explored (table 3).
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Table 3:  Results of the statistical analysis of relationships between individual 
characteristics of respondents and mobbing scores

Individual characteristics Results of the statistical analysis
Gender U = 1875,0, sig. = 0,822
Age r = 0,025; sig. = 0,786 / χ2 = 4,372; sig. = 0,224
Qualifications χ2 = 4,611; sig. = 0,203
Marital status* U = 1635,5, sig. = 0,150
Number of children r = 0,063; sig. = 0,485 / χ2 = 3,639; sig. = 0,303
Years of employment  r = 0,043; sig. = 0,638 / χ2 = 5,653; sig. = 0,227
Size of the enterprise (number of em-
ployees)

χ2 = 2,946; sig. = 0,229

Notes: (1) The statistical analysis conducted (Mann-Whitney U test, Kruskal-Wallis H test or cal-
culations of Pearson correlation coefficients) depended on the type of data. (2) The relationship 
between mobbing score and age, number of children and years of employment was explored 
both for independent variables being numeric and interval scales (grouped in categories). 
Therefore, the results of both statistical analysis conducted are provided. (3) * = The difference 
between single and engaged individuals was explored.

Source: survey

As table 3 reveals, there are no subgroups of employees which perceive 
statistically significantly higher levels of mobbing. None of the values calcu-
lated (U, χ2 or r) was found to be statistically significant. However, in order to 
further explore the possible significant differences between respondents’ per-
ceptions, equivalent statistical procedures were conducted for every mobbing 
item (table 4).
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Table 4:  Statistically significant relationships between individual characteristics 
of respondents and average values of mobbing items

Individual 
characteristics

Number of 
relationships 
explored

Number of statis-
tically significant 
relationships

Mobbing items which statistically 
significantly differ

Gender 40 2 “My colleagues refuse to work with 
me.”; “I have been assigned dangerous 
tasks or tasks which are inappropriate 
for my health conditions.”

Age 40 0 (r); 3 (M-W) “When I enter the office, the awkward 
silence occurs.”; “My colleagues refuse to 
work with me.”; “I have experienced sexu-
al harassment (verbal and/or physical).”

Qualifications 40 2 “I did not have the privilege to partici-
pate in training and development pro-
grams.”; “I have problems when asking 
for a break, holidays, transfer, change of 
work shift or similar.”

Marital status* 40 4 “I have been ridiculed and humiliated 
with insulting jokes.”; “I have experi-
enced sexual harassment (verbal and/or 
physical).”; “I have been assigned dan-
gerous tasks or tasks which are inappro-
priate for my health conditions.”; “I did 
not have the privilege to participate in 
training and development programs.”

Number of 
children

40 3 (r); 1 (K-W) r: “My colleagues refuse to work with 
me.”; “I have experienced physical 
abuse.”; “Without any reason I have 
been exposed to constant critique.”

K-W: “Without any reason I have been 
exposed to constant critique.”

Years of em-
ployment

40 0 (r); 2 (K-W)  “I am not included in social activities 
and contacts.”; “My colleagues refuse to 
work with me.”

Size of the 
enterprise

40 2 “I have been ridiculed and humiliated 
with insulting jokes.”; “I have been ridi-
culed and humiliated about my private 
life.”

TOTAL 280 13 / 16 -

Notes: (1) Out of the total number of significant relationships, only five were significant at 0,01 
level, and the rest were significant at 0,05 level. (2) The relationship between mobbing items and 
age, number of children and years of employment was explored both for independents vari-
ables being numeric and interval scales (grouped in categories). Therefore, the type of statistical 
method used is provided (r = Pearson correlation coefficient computed; M-W = Mann-Whitney 
test performed; K-W = Kruskal-Wallis test performed). (3) * = The difference between single and 
engaged individuals was explored.
Source: survey
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Table 4 further confirms that individual differences are not significantly 
related to mobbing perception (behavior). Namely, only approximately 5% 
of relationships explored (13 or 16 relationships depending on the statistical 
method used) are found to be statistically significant.

CONCLUSION

Results did not support the argument that individual characteristics – 
gender, age, educational level, marital status, number of children, years of em-
ployment, and size of the enterprise are important predictors of experiences 
of mobbing in the workplace. However, the support for the individual ante-
cedents’ hypothesis that employees with greater family responsibilities may 
provoke mobbing has been found. Precisely, the highest level of mobbing is 
perceived by employees with three or more children. 

The possible explanation for only weak support for the individual ante-
cedents’ hypothesis is the overall non-presence of mobbing found. Respond-
ents expressed on average a minimum level of mobbing, even when looking 
at average scores of every subgroup of respondents. Result of only 7.2% of 
respondents experiencing mobbing corresponds with the finding that the 
prevalence rate of mobbing in Europe is 11% (Paoli & Merlie, 2001 from LaVan 
& Martin, 2008).15

Although results do not support the individual antecedents’ hypothesis, in 
order to manage harassment and mobbing behaviors, which have been found 
to exist in organizations all over the world, individual, group, organizational 
and external antecedents and their interactions should be taken into consid-
eration. Namely, in working life they are interacting with each other (Güneri 
Çangarli, 2009), and should be therefore dealt with aggregately. As theoretical 
part of the paper suggests, mobbing is usually triggered by the combination 
of personal (both victim’s and aggressor’s), work group, organizational and ex-
ternal factors, and thus all four levels of mobbing triggers should be constantly 
monitored.
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INDIVIDUALNE PRETPOSTAVKE MOBINGA – 
SLUČAJ HRVATSKE

SAŽETAK

U radu su pretpostavke mobinga podijeljene u četiri skupine – individual-
ne, grupne, organizacijske i vanjske pretpostavke mobinga. Individualne pret-
postavke mobinga opisane u radu su čimbenici žrtve (osobnost, percepcije i 
stavovi, radna obilježja i demografska obilježja) i čimbenici napadača (osob-
nost, demografska obilježja, stil menadžmenta/vođenja, menadžerske vješti-
ne i ostala obilježja napadača). Grupne i organizacijske pretpostavke mobinga 
objašnjene u radu su dizajn posla, radno okruženje, organizacijske politike i 
prakse, nezavisna obilježja organizacije i ostale organizacijske pretpostavke 
mobinga. Vanjske pretpostavke mobinga naglašene u radu su nesigurnost oko-
line i kulturalno okruženje. U empirijskom dijelu rada istražuju se individualne 
pretpostavke mobinga, s obzirom da su one rijetko istraživane, iako sve u živo-
tu i organizacijama započinje upravo s pojedincem. Instrument istraživanja sa-
stojao se od dva dijela – visoko-strukturiranog upitnika za mjerenje prisutnosti 
mobinga razvijenog od strane Kostelić-Martić 2005. godine i pitanja vezanih 
uz individualna obilježja ispitanika (spol, dob, obrazovna razina, bračno stanje, 
broj djece, godine radnog staža i veličina organizacije rada). U istraživanju je 
sudjelovalo 125 ispitanika. Rezultati istraživanja nisu potvrdili pretpostavku da 
su individualna obilježja spol, dob, obrazovna razina, bračno stanje, broj dje-
ce, godine radnog staža i veličina organizacije rada značajne pretpostavke za 
percepciju postojanja mobinga na radnom mjestu. Ipak, pronađeni su dokazi 
u prilog pretpostavke da zaposlenici s većim obimom obiteljskih obaveza če-
šće potiču napadače na mobing. Naime, najveća razina percepcije prisutnosti 
mobinga prisutna je kod ispitanika s troje i više djece.

Ključne riječi:   mobing, pretpostavke mobinga, individualne pretpostavke 
mobinga, grupne pretpostavke mobinga, organizacijske pret-
postavke mobinga, vanjske pretpostavke mobinga, Hrvatska
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