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Markets in Russia1
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Ludmila Ivanova 
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Abstract 
In the conditions of deepening inter-state contradictions and the decline in oil prices on world markets, there is
a need for efficient redistribution of financial resources within the fragile national economy. In this regard, the
significance of the securities market as a mechanism for such redistribution increases. Despite the integrity of 
the national securities market, in the Russian Federation there exist relatively isolated regional and meso-
regional securities markets (those ones of the Russian Federation subjects and Federal Districts). The
subjects of the Russian Federation (regions) and Federal Districts (meso-regions) differ in the degree of their 
investment development and attractiveness as well as maturity of infrastructure of regional securities markets.
As a consequence, there is a considerable gap in the possibilities of ensuring regional issuers with attracted
financial resources for the purpose of their innovative development. 
The development of regional and meso-regional securities markets occurs in tandem of two opposite trends:
on the one hand, it is centralization of local markets, their integration into the national and global financial
markets; on the other hand, it is decentralization and promotion of regional development. The development of
regional and meso-regional markets should not violate the integrity of the national securities market and
should take into account regional socio-economic characteristics. The analysis carried out has shown that the
main problems of regional and meso-regional securities markets in Russia are caused by external and internal 
factors. Among the identified problems, the main ones are: the problem of combining national and regional
interests under a single national legislation in the field of securities; the lack of adequate understanding of the
role of the securities market in solving regional socio-economic challenges; reassessment of the speculative 
role of the securities market; and underestimation of the instruments of the securities market in the innovative 
objectives of the region. 
Since the main function of the securities market is the investment function, one should note that while elabo-
rating the development strategy of regional and meso-regional securities market, emphasis must be placed on 
the development of the primary securities market mechanisms. 
 
Keywords 
Regional securities market, meso-regional securities market. 
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Introduction 
The regional aspect of the securities market is 
important for countries with complex administra-
tive and territorial arrangement, revealing the in-
ternal territorial inequality of locations. One 
should agree with Urozhaeva and Ivanov (2011, p. 
9) who believe that "the regional factor is of great 
importance for Russia: the country has a magni-
tude comparable to the continents". Despite the 
integrity of the national securities market, in the 
Russian Federation there exist relatively isolated 
regional and meso-regional securities markets 
(those ones of the Russian Federation subjects and 
Federal Districts). 

The need for research in the field of formation 
of the strategy of development of meso-regional 
and regional securities markets in Russia is caused 
by several reasons. Firstly, the Russian securities 
market refers to the emerging markets, securities 
market institutions are at different stages of the 
life cycle, they are formed uneven from a terri-
torial point of view and do not provide the proper 
level of financial affordability. Secondly, new 
economic conditions (the decline in oil prices on 
the world markets, the use of economic sanctions 
and aggravation of inter-state conflicts) impose 
certain restrictions on the mobilization of finan-
cial resources both into the Russian economy as a 
whole and into the economy of certain Russian 
regions. Thirdly, the prospects for the national 
economy development depend on the degree of 
implementation of the innovation policy in the 
regions of the Russian Federation. Considering 
the fact that rapid economic growth is almost al-
ways accompanied by the increased inequality of 
territories (Scott, 2002, pp. 137-161), it is impor-
tant to note that the significance of the securities 
market, as a mechanism for redistribution of fi-
nancial resources in the regions, increases against 
a backdrop of the government spending reduction. 

The lack of an integrated strategic approach to 
the development of securities market in the new 
economic conditions of Russia and inadequate 
consideration of significant differences between 
regions do not allow taking advantage of the po-
tential of the securities market. Therefore, it is 
important to identify problems that, once solved, 
will contribute greatly to the formation of ade-
quate meso-regional and regional strategies for 
the development of the securities market. 

 
 
 
 

1. The concept of regional and    
meso-regional securities market 
There are different methodological approaches to 
the study of the regional economy and industry 
regional markets in the economic literature. In 
these works a region is considered as a quasi-
state, a quasi-corporation, a market or as a society 
(Granberg, 2003). Despite the differences in ap-
proaches, researchers agree that the regional mar-
ket is a system concept which is characterized by 
a complex structure (Kleiner, 2014; Fatykhov, 
2007). The analysis of the literature does not give 
a clear idea of the regional securities market. It is 
primarily explained by the fact that a region can 
be seen as a separate state, several countries, unit-
ed by a set of attributes (mostly by geographical 
proximity) (Granberg, 2003, p. 23) or a part of the 
state (established on the basis of complex prin-
ciples) (Adzhich & Roy, 2013, pp. 45-46; Regula-
tion (EC), 2003). Therefore, there remain some 
debatable issues concerning both the concept of 
regional and meso-regional securities market and 
its integration into the national securities market. 

The regional securities market can be unders-
tood as: a set of economic relations in the issue 
and circulation of all types of securities on a sepa-
rate territory with the participation of all legal 
entities and individuals - residents and non-
residents (Rau, 2004, p. 8.); a market, territorial 
boundaries of which are determined by taking into 
account sources of replenishment and the purpos-
es of financing and investment (Samaruha, 2009, 
p. 62). Edronova and Novozhilova (2007, p. 78) 
limit regional markets by the territory of a city, 
region, or state. Some scientists consider the re-
gional market as stock exchanges that operate 
outside the main financial centre of the country in 
New York (Teweles, Bradley & Teweles, 1992). 
Berdnikova (2011, p. 195) defines a regional se-
curities market as a complex socio-economic, 
functional, organizational system of relations of 
issuers, investors and professional market partici-
pants, intermediaries and consultants on the own-
ership, disposition, management and securities 
lending (in the region) and the funds of regional 
issuers (outside the region). 

Scientists emphasize different essential charac-
teristics of the regional securities market, based 
on the objectives of their own research. While 
studying the regions at the supranational level in 
the era of globalization, the most important are the 
processes of integration and harmonization of 
legislation in the sphere of securities market 
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(Chee-Wooi, & Kim-Leng, 2006) or the issues of 
the regional financial centers' creation (Droby-
shevskiy, Krut’ko, & Velikova, 2010). But if one 
studies the regions at the level of individual states, 
the issues of decentralization remain relevant 
(Berdnikova, 2011). 

From the perspective of a system and institu-
tional approach, the regional securities market 
should be seen as a stable system of economic 
relations concerning the issue and circulation of 
securities, mechanisms, institutions and tools that 
are used to attract investment in the region's econ-
omy in order to build an innovative regional 
economy and enhance its competitiveness, im-
proving the quality of life in the region. The re-
gional market as a system includes an emission, 
trade, investment and mediation, accounting (in-
frastructure), regulating, control and evaluation 
subsystems (Gorlovskaya, & Miller, 2014, p. 
208). In this article, the term “a regional securities 
market” should be construed to the local market 
of the subject of the Russian Federation, and the 
term "a meso-regional market" means the Federal 
District market. These markets will be considered 
in terms of a system and institutional approach. 

 
2. The genesis of the regional 
securities markets in the Russian 
Federation 
Regional securities markets appeared in the Rus-
sian Federation in the early 1990s. The main fac-
tors of their formation and development were pri-
vatization of the state municipal enterprises, the 
search for new sources of financing of deficits of 
the regional and local budgets in the conditions of 
financial crisis, the formation of the legal frame-
work of the securities market regulation. As a re-
sult, such types of markets were created in the 
regions: the market of the state (sub-federal) and 
municipal securities, which were issued primarily 
to finance the deficits of regional budgets; and the 
regional markets of corporate securities, which 
were issued during privatization. A three-level 
system of the issuers was developed during priva-
tization: open joint-stock companies of the na-
tional level (they were registered in the regions), 
open joint stock companies of the regional level 
and closed joint-stock companies of the regional 
level. In the same period there was a rapid estab-
lishment of regional exchanges and quasi-stock 
exchange structures (Mirkin, 1995, pp. 415-416). 
The asymmetry of the securities market was laid 
in the 1990s. As noted by Granberg (2003, p. 

305), rapid but chaotic development of the finan-
cial market in Russia did little to interregional 
integration. According to him, the formation of 
financial capital until 1998, "contributed" to the 
deformation of the Russian economic space. The 
dominant trend was the concentration of financial 
capital in Moscow; most regions were discon-
nected from financial "games" and were hostages 
of the macroeconomic situation zigzags. After the 
crisis of 1998, there was a period which can be 
called the stage of centralization and concentra-
tion of the securities market in the capital region. 
Gradually, all regional stock exchanges were 
closed, the number of regional professional se-
curities market participants reduced. The asym-
metry of the securities market in Russia was en-
trenched, despite the fact that in 2004 due to the 
transformation of regulatory bodies the Federal 
Financial Markets Service (FFMS) (consisting of 
13 regional offices of the FFMS) was established. 
They were formed in the federal districts and 
groups of the subjects of the Russian Federation 
to monitor the observance of the requirements of 
the legislation of the Russian Federation by the 
issuers, professional securities market partici-
pants, market entities of collective investments, as 
well as to participate in the development and im-
plementation of federal, meso-regional and re-
gional projects and programmes for the develop-
ment of financial markets and their infrastructure. 
The analysis carried out by the authors has shown 
that 46% of the subjects of the Russian Federation 
adopted programmes for the development of their 
regional securities markets (calculated by the Le-
gal reference and information system "Consultant 
plus". The regional legislation). 

By 2010 meso-regional and regional pro-
grammes had become less relevant, since the fo-
cus of the development of the national market had 
changed: the Strategy of creating an international 
financial center in Russia was adopted. Neverthe-
less, in the context of globalization the Russian 
regional securities markets integrated into the 
global financial market through the issue of Euro-
bonds and the American and global depositary 
receipts. 

The global financial crisis has changed the sit-
uation: the adopted strategies of development of 
financial markets in the regions became irrelevant. 
Currently, in an unstable economic environment 
"regionalism" of the securities market in Russia is 
becoming more actual, as the subjects of the Rus-
sian Federation face a task of finding financial 
resources for the purpose of innovative develop-
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ment of the regions' economy (Dudin, 2015). We 
agree with Samaruha (2009, p. 62), who writes 
that: "... for the economy of Russia and all its re-
gions, particularly the regions-locomotives, it is 
necessary to form a strategic plan for the devel-
opment of financial markets in such way, so that it 
will allow to obtain reasonable, technologically 
and resource-ensured opportunity for rapid transi-
tion from the survival tactics to the active strategy 
of innovative development". 

 
3. Factors affecting the formation of 
the problem field of strategic 
development of meso-regional and 
regional securities markets 
The development of regional and meso-regional 
securities markets is in line with two opposite 
trends: on the one hand, it is centralization of the 
local markets, their integration into the national 
and global financial markets, and, on the other 
hand, it is decentralization and stimulation of the 
regional development. Centralization is mani-
fested primarily in mega-regulation of financial 
markets by the Bank of Russia. The unified na-
tional legislation in the field of securities market 
does not allow establishing regional barriers to the 
flow of capital. At the same time meso-regions 
and regions have different investment potential, 
and therefore, various opportunities to attract fi-
nancial resources through the securities issue. The 
harmonious development of regional and meso-
regional markets should not violate the integrity 
of the national securities market, but it should take 
into account regional and socio-economic charac-
teristics. 

The global competitive environment leads to 
the need for attracting and building up strategic 
investments that will provide stable economic 
growth. That is why the strategy of development 
of meso-regional and regional securities markets 
stems from the necessity of innovative develop-
ment of the Russian economy in general, its meso-
regions and regions.  

At the national level in Russia two important 
Strategies have been adopted: the Strategy of de-
velopment of the financial market of the Russian 
Federation for the period until 2020" (Govern-
ment of the Russian Federation, 2008); the Strate-
gy of innovative development of the Russian Fed-
eration for the period until 2020" (Government of 
the Russian Federation, 2011). These two national 
strategies should define a development vector of 
the regional securities markets. However, in the 

Strategy of development of the financial market of 
the Russian Federation for the period up to 2020 
particular emphasis is given to the development of 
the Central Federal district, specifically Moscow. 
The Strategy of innovative development of the 
Russian Federation for the period until 2020 pays 
more attention to the regional aspect, but the role 
of the securities market in innovative develop-
ment of economy is not revealed. 

The factors that influence the formation of the 
strategy of development of meso-regional and 
regional securities markets should be traditionally 
divided into external (towards the region) and 
internal ones. 

The main external macroeconomic factors, af-
fecting the nature of the strategy of development 
of regional securities markets, include: disruptions 
in integration processes (cracks of globalization 
on the basis of aggravated socio-economic and 
political contradictions); a high risk of uncertainty 
of economic environment (it reduces incentives 
for long-term investments); a high key rate, infla-
tion growth and low level of the population sav-
ings. According to the forecast of the World Bank 
(2015), "the maintenance of sanctions, low oil 
prices, limited access to capital and uncertainty of 
economic policy will continue to restrain invest-
ment activity, which significant recovery is not 
expected before 2017". This means limited access 
of the Russian regions to international financial 
resources and concerns both corporate issuers and 
the subjects of the Russian Federation. During the 
years 2007-2009 (i.e. in the pre-crisis period), the 
average amount of borrowings of the Russian re-
gions in the Eurobond market averaged $ 1.3 bil-
lion a year; in 2013 it amounted to 0.6 billion dol-
lars, and in 2014 this sum was equal to $ 0.5 bil-
lion (Russian Stock Market, 2014, p. 32). Data on 
the corporate issuers are better: in 2009, the vo-
lume of Eurobonds was 99.1 billion dollars, in 
2013 it was 181.8 billion dollars and in 2014 there 
was a decline by 11 % (calculated by the authors 
on the basis of: Russian Stock Market, 2014, p. 
32). 

External institutional factors, influencing the 
formation the strategy of development of meso-
regional and regional securities markets, include: 

(a) equal access to the activities in the securi-
ties market for both banks and non-bank institu-
tions. About 44% of the total number of brokers, 
dealers and trustees are credit institutions (Rus-
sian Stock Market, 2015, pp. 29-30). Therefore, 
competition between deposit and credit institu-
tions and the securities market institutions is ra-
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ther rigid. According to Solovyov, Astapov and 
Chistilin (2015), the banks have the advantage of 
attracting customers from the point of view of the 
network organization of their activities, but they 
do not always provide high-quality services; re-
gional securities companies have lower costs and 
higher yield on long intervals at a higher level of 
management; 

(b) reduction in the transparency of regional 
financial markets and securities market in particu-
lar in connection with transition to mega-
regulation. In our opinion, the transition to full 
mega-regulation in Russia has not finished yet. In 
the context of the theme of this article, it refers to 
the activities of the territorial offices of the Bank 
of Russia as the successors of territorial branches 
of the Federal Service for Financial Markets 
(FSFM). They should publish full statistics on 
meso-regional and regional securities markets so 
that regional investors can make appropriate deci-
sions. 

(c) instability of the legal framework of the se-
curities market regulation. For example, since 
September 1, 2014 changes to the Civil Code, 
according to which the form of organization of 
joint stock companies was changed, were made. 
All open joint stock companies should be trans-
formed either in public (PJSC) or non-public joint 
stock companies. In this regard, regional issuers 
face the problem of choosing between two organi-
zational forms. This, in turn, will affect their 
emission potential. According the National Asso-
ciation of stock market participants (NASMP) 
(Russian Stock Market, 2015, p. 23), the number 
of open (public) joint stock companies, which, in 
principle, should make potential of the public fi-
nancial market, remains rather large - more than 
26 thousand of companies. Nevertheless, there are 
extremely few of them on the organized market: 
at the end of 2014 the number of listed companies 
was 260 and in the middle of 2015 this sum 
amounted to 252 companies (Russian Stock Mar-
ket, 2015, p. 23).  

(d) the stock market does not fulfill its primary 
investment and redistributive function: there is a 
predominance of speculative transactions, the 
primary market remains underdeveloped (Table 
1). At the same time, the volume of secondary 
trading on Russian stock exchanges in the same 
period amounted to: in 2010 - 43.2 bn rubles, in 
2012 - 226.4 bn rubles, in 2013 – 260.2 bn rubles 
(Russian Finance, 2014). 

 
 

Table 1   Characteristics of the primary securities market in 
the Russian Federation (for the year) 

 

Primary market indicators 2010 2012 2013 
The number of registered issues 
(additional issues) of corporate issue 
securities, units. 

8605 7079 5447 

including:    

the proportion of registered issues 
(additional issues) of shares, % 

97,7% 97,5% 97,2 

the proportion of registered issues 
(additional issues) of bonds, % 

2,3% 2,5% 2,8% 

The volume of registered issues 
(additional issues) of corporate issue 
securities at nominal value, bn rub. 

4,06 3,45 8,55 

including:    

the proportion of registered issues 
(additional issues) of shares, at par 
value, % 

74,3% 66,6% 31,3% 

the proportion of registered issues 
(additional issues) of bonds, at par 
value, % 

35,7% 33,4% 68,7% 

 

Source: Authors’ calculation based on the data of  
Russian Finance, 2014 

 
The primary market is dominated by bonds. 

Such investor preferences correspond to the tradi-
tional values of the population (Mirkin, 2000). 
The main proportion of share placements account 
for nonpublic joint stock companies. For example, 
an initial public offering of shares of the Russian 
issuers in the first half of 2015 is episodic in na-
ture (Russian Stock Market, 2015, p. 6).  

Let us look at the internal factors which are re-
lated to economic and institutional differences 
between meso-regions and regions of Russia. 
They include: 

(a) significant differences in the investment at-
tractiveness of regions (Table 2). 
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Table 2   Classification of the Russian regions based on 
“the investment potential – risk” 

 

The ratio of  
"Investment 

potential - risk" 

Number of regions 
2014 2015 
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Maximum potential - 
minimal risk 1A 

4 4.7 3 3.5 

Maximum potential - 
minimal risk 2A 3 3.5 2 2.4 

Reduced potential – 
minimal risk 3 A 1 6 7.0 6 7.0 

High potential - 
moderate risk 1B 

1 1.2 2 2.4 

   
Average potential – 
moderate risk 2B 10 11.8 11 12.9 

Reduced potential – 
moderate risk 3B1 

34 40.0 31 36.5 

Insignificant  
potential - moderate 
risk 3B2 

12 14.1 12 14.1 

Reduced potential - 
high risk 3C1 3 3.5 5 5.9 

Insignificant poten-
tial – high risk 3C2 

10 11.8 10 11.8 

Low potential - 
extreme risk 3D 2 2.4 3 3.5 

Total: 85 100 85 100 
 

Source: Authors’ calculation based on the data of the rating agency 
ExpertRA, 2014; 2015 

 
In 2015 the number of regions that have the 

rating "1A-3A" decreased by 15%, while the 
number of regions that have the lowest rating of 
"3C1 to 3D" increased by 20%. The research of 
Ivanov (2011, p. 251) showed that the developed 
regions with significant institutional resource for 
the development and implementation of applica-
tions for public funding and raw materials re-
gions, attracting the attention of the development 
institutions within the paradigm of "conquering 
new lands", take the advantage of funding at the 
expense of the state development institutions. This 
is also confirmed by another research: in 2010-
2011 78% of the total volume of direct foreign 
investments were intended for the top 10 regions, 
50% of them were absorbed by the cities-subjects 
of the Russian Federation (Moscow and St. Pe-
tersburg) and the Moscow region (Investing in 
Russia, 2013, p. 19). This indicates a significant 
differentiation of regions in Russia. The content 
analysis showed the following: the higher the in-
vestment attractiveness of the region is, the less 
attention is paid by the regional authorities to the 
need to develop a strategy for the development of 
the regional securities market (Table 3). 

Table 3   Characteristics of meso-regions in terms of the 
adopted strategies of development of the regional  

securities markets 
 

Meso-
region 

(Federal 
District, 

FD) 

The number of regions in the meso-region 

Total 

Including: 
the regions which 

have a strategy 
(programme) of the 
regional securities 

market development 

regions with the 
rating 

1А-3А1 1В – 3В1 

Central 
Federal 
District  

18 10   

Northwes-
tern Fed-
eral District 

11 3   

Southern 
Federal 
District 

6 3   

North 
Caucasian 
Federal 
District 

7 4   

Volga 
Federal 
District 

14 9   

Ural 
Federal 
District 

6 2   

Siberian 
Federal 
District 

12 7   

Far  
Eastern 
Federal 
District 

9 3   

Total 83 41   
 

Source: Authors’ calculation based on the data of the rating agency 
ExpertRA, 2014; 2015; Government of the Russian Federation, 2011 

 
At the same time, the research has shown that 

one of the factors of the investment attractiveness 
increase is the presence of such head of the re-
gion, the absolute priority for whom is to attract 
direct foreign investment in the region (Investing 
in Russia, 2013, p. 19). 

(b) significant differences in the budgetary 
provision. This leads to the fact that in some re-
gions (so-called "donor regions") there is enough 
budget for their innovative development, but most 
regions in Russia (their share is 88% of the total 
number of the Russian Federation subjects) refer 
to so-called "recipient-regions". Therefore, the 
search for extra-budgetary sources of financing of 
innovation becomes relevant for them; 

(c) the unevenness of the population income 
(Gini coefficient in 2010 was 0,421, in 2012 it 
was 0,420, and in 2014 it amounted to 0.416) 
(Regions of Russia, 2013; 2015a). Table 4 
presents data showing changes in the level of av-
erage per capita income of the population in dif-
ferent meso-regions of Russia. 
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Table 4   The ratio of average per capita income of the 
population by meso-regions of the Russian  

Federation (per month) 
 

 2010 2011 2012 2013 2014 
The Russian 
Federation 1.00 1.00 1.00 1.00 1.00 

Central Federal 
District 1.30 1.30 1.29 1.29 1.26 

Northwestern 
Federal District 1.05 1.02 1.00 1.00 1.03 

Southern Federal 
District 0.80 0.80 0.81 0.84 0.88 

North Caucasian 
Federal District 0.70 0.72 0.74 0.73 0.75 

Volga Federal 
District 0.84 0.83 0.85 0.84 0.87 

Ural federal district 1.15 1.15 1.13 1.12 1.10 
Siberian Federal 
District 0.80 0.80 0.80 0.79 0.77 

Far Eastern  
Federal District 1.10 1.10 1.10 1.12 1.15 

 

Source: Authors’ calculation based on the data of the Regions  
of Russia, 2015b 

 
The result is a low investment activity of the 

population in regions with low income. 
According to the data of the National Associa-

tion of Stock Market Participants (NASMP) the 
number of private investors-residents in 2015 
amounted to 980.7 thousand people (Russian 
Stock Market, 2015, p. 24). Despite the fact that 
the number of investors-individuals is increasing 
(in 2012, their number amounted to 824.1 thou-
sand people; in 2013 this figure was 818.1 thou-
sand people and in the first half of 2014 it was 
equal to 900.9 thousand people), their share does 
not exceed 1% of the working population of Rus-
sia. Thus, in the first half of 2015, the share of 
investors-individuals in the total volume of deals 
with shares, committed on the Moscow Stock Ex-
change, amounted to 31,8% (Russian Stock Mar-
ket, 2015, p. 25). It is worth noting that the num-
ber of non-resident individuals who are the clients 
of the Moscow stock exchange, in the same pe-
riod, was 3 652 people, and their proportion in the 
total volume of transactions in shares amounted to 
41,4% (Russian Stock Market, 2015, p. 25).  

(d) the lack of financial literacy of the popula-
tion, mentality and some differences in the tradi-
tional values of the population living on the terri-
tory of different regions. In general, Russian citi-
zens prefer bank deposits to securities, which 
seems logical in terms of simplicity of their nature 
understanding and historical practice. The low 
level of public trust in the securities is responding 
to the lack of compensation and compulsory in-
surance system in the securities market, in con-
trast to the system of mandatory deposit insurance 
of private pension funds. The lack of compensa-
tion funds is contrary to international practice and 

prevents the development of the securities market. 
According to research by Mirkin (2000), "the se-
curities market in Russia will be more likely to 
exist as a debt market (in fact, "the German" or 
"Japanese" model), where transactions with shares 
will have a subordinate value"; 

(e) uneven distribution of the professional se-
curities market participants across the regions and 
a high level of concentration of financial services 
in Moscow. While studying the problems of the 
banking sector of the financial market Ketova and  
Rachilov (2013, p. 43) identified such problems 
as: growing differences between the banking 
groups of the Moscow region and other Russian 
regions, the problem of fair competition develop-
ment, inadequacy of the resource base. This prob-
lem can be also extended to the regional securities 
markets because banks are the dominant financial 
intermediaries in the regional markets. 

(f) reduction of the competition level. The 
maximum concentration is observed among the 
professional securities market participants: 80% 
of assets are accumulated among 8.1% of partici-
pants (44 organizations including 934 professional 
participants of the Russian securities market make 
up this proportion) (Bank of Russia, 2015, p. 39). 

Thus, the overall problem situation related to 
the development of national, regional and meso-
regional securities markets is generated by non-
compliance of the results of the national market 
development with the goals and objectives of the 
innovation economy. 

 
4. The formation of the strategy of 
development of the regional securities 
markets 
In the report of the Russia's Region Drivers of 
Growth: 4x4 (2014) it is noted that the main driv-
er of the economic growth of Russia is the im-
provement of institutions; so, the reforms of the 
business environment can have a significant im-
pact on the growth of the regional economy in 
Russia. However, these reforms should not be 
selective, they should be comprehensive in nature. 

The conceptual vision of the strategy of devel-
opment of meso-regional and regional securities 
markets involves systematizing of the require-
ments and conditions of its formation for each 
region and meso-region (Picture 1). 

The strategies of meso-regional and regional 
securities markets' development should be based 
on the principles of organization of the national 
securities market. The principles of organization 
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of the national securities market in Russia include: 
the principle of free movement of capital through-
out the territory of the Russian Federation; the 
principle of continuity, sequence of public policy 
in the securities market and its commitment to the 
emerging Russian model of the securities market); 
the principle of mega-regulation of the financial 
markets aimed at protecting the rights and inter-
ests of the financial markets' participants, reduc-
ing systemic risks and increasing transparency of 
the securities market; the principle of combining 
mega-regulation and self-regulation of the securi-
ties market; the principle of the unity of the regu-
latory legal framework of the securities market on 
the territory of the Russian Federation; harmoni-
zation of the objectives of development of meso-
regional and regional securities markets; the prin-
ciple of competition support; the principle of 
orientation on international experience and taking 
into account the trend of globalization of financial 
markets. 

 

 
 

Figure 1   The formation of the strategy of development of 
regional and meso-regional security markets 

 

Source: authors' research 

 
The strategies of meso-regional and regional 

securities markets' development should be formed 
based on the priority of the national policies in the 
field of financial markets and other national strat-
egies associated with them. The goals and indica-
tors of the low-level strategies should be logically 
incorporated into the purposes of the national se-
curities market development, without disrupting 
the unity of the national securities market and at 
the same time taking into account socio-economic 
characteristics of the region and meso-region. A 
distinctive feature of the strategy of development 

of meso-regional and regional securities markets 
is that while detailing the methods and tools of its 
implementation, it is necessary to comply with the 
rules and restrictions arising from the applicable 
laws of the Russian Federation in the field of se-
curities market. Specification of the strategic pro-
grammes of regional and meso-regional securities 
markets' development and their further adjustment 
are done under the influence of external and inter-
nal factors that were discussed above. 

 
5. Classification of problems related 
to the development of strategies of 
meso-regional and regional securities 
markets 
The problems caused by the factors mentioned 
above should be described as semi-structured de-
velopment problems relevant to the adaptation 
level of decisions. External factors form the basis 
of the problem field of meso-regions and regions; 
they strengthen and expand constraints in the de-
velopment of their strategies in the field of securi-
ties. It seems to us that the main complex of prob-
lems is caused by internal factors and contradic-
tions.  

The problems associated with the development 
of strategies of meso-regional and regional securi-
ties markets, should be divided into three groups. 

Group A. The problems of creating a consis-
tent three-level system of strategic development 
of the securities market in Russia: blurring of 
priorities and a lack of the strategy of regional 
securities market development in most regions, a 
complete lack of the strategy of meso-regional 
securities market development. To solve these 
problems one should develop of a set of measures, 
which could reveal the interests of all stakeholder 
groups, determine the strategic development tools 
within the developed and coordinated strategies. It 
is necessary to create expert groups to develop the 
projects of documents, defining quantitative and 
qualitative indicators and tools of regional and 
meso-regional policy in the field of the securities 
market. 

Group B. The problems of the primary securi-
ties market development in the regions and meso-
regions: motivation of issuers, investors and pro-
fessional participants of the regional and meso-
regional securities markets. To solve these prob-
lems one should introduce tax incentives in terms 
of competence of the regional authorities to en-
hance the placement of new (additional) issues of 
securities by the regional issuers; simplify the 
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registration of additional securities issues by non-
public joint-stock companies; support socially 
responsible regional issuers. 

Group C. The problems of increasing of the 
investment climate in the regions and meso-
regions: disproportionate investment of regions 
and meso-regions, the problems of low investment 
attractiveness of the majority of the regions in 
Russia. These problems are understood by the 
authorities of the regions best of all. However, the 
mechanisms and tools for solving these problems 
in the regions need to be further detailed. In par-
ticular, it is necessary to develop the institution of 
investment consulting, construct regional securi-
ties intended for the public. It is also necessary to: 
create regional private venture capital funds to 
finance innovation; create insurance funds for 
regional investors; create regional trading sys-
tems; form a system of information disclosure for 
regional investors; improve financial affordabili-
ty; revitalize programmes aimed at improving the 
financial literacy in the regions. 

To solve these problems one should specify 
the mechanisms, tools and roadmaps of the 
planned activities' implementation; enable the 
"alignment" of regions and meso-regions in their 
abilities to take advantage of the securities mar-
ket. In addressing these issues a big role is re-
served to the legislative and executive authorities 
at the regional level, territorial units of a mega-
regulator (Bank of Russia) and territorial units of 
self-regulatory organizations which unite profes-
sional participants of the Russian securities mar-
ket. 

 
Conclusion 
The complex structure of the Russian securities 
market is connected with the features of the feder-
al arrangement of a large state and the relations of 
such type as "Federation - meso-region - region". 
The result of socio-economic differences of meso-
regions and regions and their investment differen-
tiation is a significant gap in the ability to attract 
resources through the securities market instru-
ments for the purpose of innovation development 
of the regions. The conducted analysis of the ex-
ternal and internal factors that influence the for-
mation of a three-level strategy of the develop-
ment of the securities market in Russia has al-
lowed us to identify three basic groups of prob-
lems: Group A. The problems of creating a con-
sistent three-level system of strategic development 
of the securities market in Russia; Group B. The 
problems of development of the primary securities 

market in the regions and meso-regions; Group C. 
The problems of improving the investment cli-
mate of the regions and meso-regions. The solu-
tion of these problems is in line with strengthen-
ing the function of the securities market. SM 
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Abstract 
The nature of strategic organisational change management is different now from what it was in the past. As
we could say either level of corporate strategy or itself the management presents changing character either 
level of corporate strategy or daily operation and both theoretically and in the practice. 
The conference paper wants to analyse the data of many change initiatives delivered by students’ (mainly
MBA students of Pécs University during the past decade) well-structured short cases and case studies. These 
documents have been based on different change management concepts. Some of them were traditional well-
known old concepts, while some of them were new developments of change management. The hypothesis of 
this paper is: however, there are many different concepts, theories, approaches to change (particularly strate-
gic management nevertheless the success or failure of these initiatives independent of concept used. In other 
word, there is no one best way of strategic management changes. The author is arguing that the changing
profile of organisational change can describe at least by two main approaches. The hard and the soft ap-
proach are two general options for managing strategic change in the organisations. The ways of value crea-
tion, efficiency improvement can be targeted successfully by both of these approaches that will be introduced
in the paper. The relevance of hard- and soft-oriented change management process has been proved with 
students’ short cases, respectively the rich in-the-field experiences of the author. However, the good balance
of them is needed. The proper combination of hard and soft concepts and practice for achieving organisational
success is wished. 
 
Keywords 
Changes, strategic change management, soft and hard approach, short cases, change initiatives. 
 

1. Change and organisational 
responsiveness 
The crisis culminating in the second half of the 
last decade has left an indelible mark on enter-
prises both in respect of operations and manage-
ment. In retrospect, it is clear that the manage-
ment of organisations was unprepared to tackle 
the organisational issues and requirements pre-
sented by the crisis. Hungarian experts on man-
agement science (educators and researchers) at-
tempted to sum up the experiences and the conse-
quences retrospectively (Balaton & Gelei, 2013). 
The profession is trying to find a way out by 
processing 150 years of Hungarian business think-
ing (Antal & Baksa, 2015) and equally, by presag-
ing management innovations (Inzelt & Bajmóczy, 
2013). Previous analyses on the future evolution 
of organisations (Kocsis & Szabó, 2000) in Hun-

gary did not have sufficient clout at the time to 
enable enterprises and their management to pre-
pare for what was looming ahead of them. 

Besides publications processing the national 
models of the crisis and crisis management crying 
for new corporate strategy, it has been a general 
experience that papers and studies — including 
those cited above — can become tools of preven-
tion only to the extent of meeting their own spe-
cific goals. By definition, a crisis is a forced stra-
tegic organisational change, and the customary 
response to it is proactivity. The only way organi-
sations can achieve a more effective form of crisis 
management is by heightening the level of organ-
isational responsiveness. This term appeared in 
the terminology of management in the 1990s. 
Originally, it was perceived as an ability to re-
spond to environmental changes (Cheng & Kesne, 
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1988). It was only after the ground-breaking arti-
cle of Bartlett & Ghosal (2002) that the role of 
people, in particular, the quality and adequacy of 
human capital, came to be perceived as the key 
driving force behind an organisation’s respon-
siveness. What does organisational responsiveness 
imply with respect to the changes of a “typical” 
organisation? Main factors: 

 

1. The understanding of the complexities of 
large-scale organisational changes. 

 

It has become widely recognised worldwide 
(Yaeger, 2006) that complexity entails the ability 
to give adequate answers to the following ques-
tions: 

 

▪ What and why? – choosing initiatives 
 strategic alignment 
 social and professional priorities. 

▪ Risks associated with action or inaction: 
 customer, 
 financial, and 
 reputation risks. 

▪ 80% of success is in How. 
 execution, 
 results vs. methods, 

▪ Who? – differentiating between mere 
impact adopters and drivers: 
 customers, 
 stakeholders, 
 enablers (of decision-making and ac-

tion). 
▪ When? – managing multiple initiatives 
 simultaneous, 
 overlapping, 
 sequential 

 
2. Getting the “governors” of changes pre-

pared. 
 

“The corporate governance issue is puzzling 
because different organisational structures exist 
throughout the world; and there are examples of 
good and bad corporate governance in every 
country” (Gup, 2007). The question raised in the 
title of the article — Does the board structure mat-
ter? — is still relevant today, and the answer is: 
yes. Board structure does matter. Who is engaged 
in changes affecting the organisations of banks 
and on whose behalf? What is their expertise and 
what interests motivate them? In a very recent 
article, the well-known Hungarian research fellow 
writes: “So, good governance first of all means 
serving the interests of capital. However, the time 
horizon of market mechanisms is too short to be 

able to ensure the smooth operation of the econ-
omy. Therefore, a new public management system 
should be developed, which is different from the 
exclusively enterprise-centred logic” (Botos, 
2014, p. 285). A part of this endeavour could be 
the specification of change management for the 
companies and institutions of the financial sector. 
In examining this particular topic, we are address-
ing the key issues of organisational responsive-
ness in the context of change management. Pic-
ture 1 represents a new value model for change 
direction of the public sector.  

 
3. The expertise and knowledge of managers 

and their subordinates, as well as their atti-
tude to accepting changes are of crucial 
importance. 

 

Even the smallest financial institution is struc-
tured; both from an organisational and a geo-
graphical perspective. It may have organisational 
units spanning over continents, countries and re-
gions. 

The form of the organisational units may also 
be extremely complex and diverse from subsidiar-
ies to branches. Their common feature is the use 
of labour-intensive human resources. This inten-
sity characterises front office and back office per-
sonnel alike. 

Contrary to mainstream economics, according 
to social psychology the individual, as part of a 
group, is by nature a social animal (Aronson, 
2008). The individual decisions of a middle man-
ager working in a branch or division often reflect 
values defined and followed by groups (Kardos, 
2013, p. 1261). This means that harmonising the 
interests of the individual and the group represent-
ing the organisation (in this case, the financial 
institution) is of key significance. Work values are 
the practical manifestations of organisational re-
sponsiveness. As the individual and the group 
perform their tasks; so the organisation improves 
its ability to comply with externally and internally 
induced changes. 
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Figure 1   Public Sector Value Model 
Source: Frankóné 2007, p. 58 

 
4. The improvement of individual competen-

cies is a typical human resources manage-
ment duty at the organisations of the eco-
nomic sectors. 

5. In analysing the different aspects of organ-
isational responsiveness, a number of 
specificities should be considered: 

 

▪ knowledge depreciation has perceivably 
accelerated in the domestic organisa-
tions of the sector; 

▪ the technology of operation is intensify-
ing; 

▪ the tightening of the legislative envi-
ronment has increased the demand for 
responsible working practices; 

▪ the generation shift among the manag-
ers and employees has accelerated, with 
an increase in female employees and 
new entrants; and 

▪ employee expectations (assumptions) in 
respect of training and development are 
rapidly changing — mostly increasing 
— worldwide (Kaur, 2012). 

 
(5)The organisations have several special 

traits, which is natural as each sector differs from 
the others in many regards. They may differ in 
terms of mission, attitude to profit generation, 
organisational culture, applied technologies, and 
so on. Organisational sciences have developed 
numerous methodologies to explore organisa-
tional specificities, such as the approach known as 
contingency theories (Child, 2005), which sum up 
the factors affecting organisational design. The 
real cases worked out were utilized the well-
known and widely used STEEPLE-analysis (see: 
Farkas, 2013) describe the controlling specificities 
through exploring the external environment. This 
may focus on an entire sector and/or the individ-
ual organisations/enterprises of the sector. Inde-

pendent (explanatory) and dependent (output) 
variables are customary terms in management as 
well, and the problem of dependency is a frequent 
matter of discussion. 

 
6. The ownership structure may impede the 

recognition of the trigger for organisational 
change. 

 

The ownership structure of large (especially 
multinational) banks is complex, multiply struc-
tured and often lacks transparency. Hungarian 
banks are no exception after the privatisation of 
the banking sector. This structure has given rise to 
large-scale efficiency issues for some time now 
(Várhegyi, 1998). The revision of the structure is 
a change objective in itself as a macro-level 
change. From the aspect of national-level 
changes, concentrated professional versus dis-
persed ownership presents a number of dilemmas 
for organisational actors, including the following: 

 

▪ Who are the initiators of changes from the 
group of owners, especially at banks with 
hundreds of thousands of owners (share-
holders)? 

▪ How many channels are needed by the 
governing body or management represent-
ing the owner and owners’ interests to be-
come an agent of change? 

▪ To what extent can the total separation of 
owners and employees (in space and time) 
ensure the formation of commitment to the 
change objectives? Wouldn’t the “death of 
distance” be replaced by the “blocking 
force of distance” as a hindering factor? 

▪ To what extent does the phenomenon of 
“strategic decision at the centre – execution 
at the frontiers” facilitate the formation of 
the commitment required by the change 
management models presented later in this 
study? 

 
As a reply to this last question, we present an 

example of a change management practice of an 
anonymous financial organisation. 

Example of our MBA students’ preparation: 
 

“The central decision was integration. 
After the acquisition they immediately set 

down to work out the integration project, as the 
two banking businesses had a completely different 
operational and information technology back-
ground and different financial core activities. 
With a view to improving the operational effi-
ciency of the Group, the objective of the project 
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was to ensure the implementation of uniform IT 
solutions and the introduction of uniform account-
ing and reporting systems with optimal resource 
utilisation (time, money, people), and all this was 
to be achieved by taking advantage of already 
existing assets and solutions. 

The implications for local-level executors in-
cluded the following: 

 

▪ as soon as the integrated organisational 
structure was set up, there was no longer 
need for the work of some of the IT staff, 
and 

▪ as a general trend, managers from one of 
the banks were downgraded or transferred 
to different positions, while new positions 
with higher decision powers were created 
for the employees of the other banking 
business”.  

 
The following case is also intended to illus-

trate this point. 
“When change initiatives run aground — as 

they so often do — change agents can be quick to 
point a finger at the people who never got on 
board. The assumption is that they resisted a per-
fectly logical move, so it fell apart. 

However, blaming resisters not only is point-
less but can actually lead to destructive manage-
rial behaviours. When managers perceive resis-
tance as a threat, they may become competitive, 
defensive, or uncommunicative. They are some-
times so concerned with being right—and not 
looking bad—that they lose sight of their original 
goals. In stubbornly pushing things through with-
out understanding the resistance, they sacrifice 
goodwill, put valuable relationships in jeopardy, 
and squander the opportunity to engage sceptics in 
service of a better plan. They presume that only 
the other folks—the resisters—need to alter their 
behaviour for the change to succeed. The authors 
of the deservedly world-renown paper serving as 
the source of the extract (Beer & Nohria, 2000) 
wrote: 

 

“In our research and consulting work, we’ve 
had the opportunity to study change initiatives at 
scores of large and small companies and we’ve 
found that to understand resistance to a program, 
you need to start by adjusting your own mind-set. 
Ask yourself two questions: ‘Why am I seeing 
this behaviour as resistance?’ and ‘If I viewed the 
resistance as feedback, what could I learn about 
how to refine the change effort?’. Once you’ve 
honestly answered those questions, you can begin 

to see resistance as a resource—as energy to be 
channelled on behalf of the organisation. Even 
difficult people can provide valuable input when 
you treat their communications with respect and 
are willing to reconsider some aspects of the 
change you’re initiating. Here are two ways you 
can use resistance to effect change more produc-
tively” (Farkas, 2013, p. 183). 

Understanding the nature of change is the 
primary requirement for decoding resistance (Ford 
& Ford, 2009). 

The section of application examples of this 
paper addresses this subject. 

 
2. Types of change: managed and 
unmanaged organisational changes – 
hard and soft continuum  
There are numerous classifications of organisa-
tional changes depending on characters of change. 

The literature addressing the topic of changes 
offers ample advice about how to proceed in 
planning and implementing changes. The multi-
tude of concepts all agree on one thing: solutions 
are aimed at clear state of affairs and the man-
agement of transparent situations. That notwith-
standing, large-scale social and economic regime 
changes at the end of the 20th century and subse-
quently, the financial-economic global crisis 
demonstrated that the set of tools available for the 
management of changes is insufficient, lacking 
any effective solutions for managing novel or, 
from a different perspective, “messy”) organisa-
tional situations and problems (Senior & Swallers, 
2010). Without a doubt, the range of concepts 
pondered when changes occur or when changes 
are being made should be broadened. 

The classification that distinguishes between 
 

▪ managed and 
▪ unmanaged changes  
 

provides a sound framework for the analysis of 
macro and micro-level changes. 

The relevant papers of Kornai (1999) and An-
gyal (2009) are helpful in understanding the con-
cepts and Hungarian adaptations of these two 
main types. 

The next part of this article is focused on the 
analysis of managed micro-level organisational 
changes. 

The micro-level approach to change manage-
ment addresses changes initiated by member of 
the organisation and management. It covers inten-
tional, purposeful organisational changes, by 
which the organisation intends to respond to the 
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challenges generated by the environment and by 
its own internal operations. Planned organisa-
tional changes represent an intention on the part 
of central and local-level management and em-
ployees to improve, through the changes effected, 
the organisation’s adaptability and alter the be-
haviour of individuals as intended. Nowadays the 
trends of differentiation and integration are simul-
taneously represented in organisation restructur-
ing concepts. Under such conditions managed 
changes may be suitable for identifying the right 
orientation of organisations. Subsequently, how-
ever, two important details of the conceptual 
framework of change management will need to be 
addressed. Firstly, the model of the equilibrium 
theory should be described, as it helps explore 
correlations between transition management and 
the maintenance of dynamic capabilities. Sec-
ondly, we should examine the typical attitudes to 
changes in various phases of the change. 

The first question is: does the impact exerted 
on the organisation’s participants by transforma-
tions generated by dynamic capabilities through 
unmanaged changes produce the same response 
graph as in the case of managed changes? Sec-
ondly: did resistance to the change materialise 
inside the organisation and how did the organisa-
tion recognise and overcome the resistance? 
Thirdly: did the organisation apply, during the 
instinctively occurring changes, the methods used 
to overcome resistance in the case of systematic, 
planned changes, including training and commu-
nication; participation and inclusion; assistance, 
support, negotiation and persuasion? Fundamen-
tally, change management means managing the 
transition between an organisation’s existing state 
and its future (planned) state. In the lack of pres-
sures for change, the organisation is at rest. As 
soon as the triggers of change make an appear-
ance a transformation begins, which must be con-
stantly managed until the organisation — having 
incorporated the changes — returns to a state of 
rest. 

This change in equilibrium is illustrated by 
Figure 2: 

 
 
 
 
 
 
 
 
 

Steady State A 
The current state, which carries the need and pressure for 

change 

Transition management 
1. Develop a vision and strategy; 2. Communicate the vision; 
3. Manage the execution of the strategy; 4. Generate short-

term wins 

Steady State B 
The target state of the change, with the equilibrium restored 
both within the organisational unit and the organisation itself. 
As a result of the change, the vision developed takes hold in 

corporate culture and operations. 
 

Figure 2: Public Sector Value Model 
Source: Farkas, 2013 

 
Organisations may reach State B from State A 

through unmanaged changes (transitions) as well. 
The main difference is in controllability and the 
result of the expected outcome. The level of un-
certainty and unpredictability depends on the mo-
bilisation and quality of the organisation’s dy-
namic capabilities. The methodology applied by 
Voszka (2013) to analyse the history of changes 
in state ownership in post-transition Hungary also 
resembles the three phases of the equilibrium 
model. In the author’s opinion, the triad of nation-
alisation – privatisation – nationalisation implied 
the vested interests and value relations of the 
ever-present attitude of equilibrium seeking. The 
desire to outdo the previous state through changes 
can be considered a basic goal of change man-
agement. 

 
3. Practical issues of soft and hard 
continuum 
The rich methodology of change management 
provides users with a multitude of procedures, 
models and know-how. This paper can only offer 
a glimpse of how these tools are utilised in the 
wide range of organisations either in the business, 
or in the public sector. The examples mentioned 
so far have served this main purpose, while, how-
ever, they also touched upon the tailoring of these 
concepts to the sector. 

Below we present a few examples of the vast 
collection of cases amassed by the University of 
Pécs during the courses given on the subject of 
change management over the years. We learnt that 
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the most popular change management model 
among our Master and MBA students is definitely 
the Kotter model based on world-famous research 
and epoch-making publications of Harvard pro-
fessor, John P. Kotter (Kotter, 1996; Kotter & 
Schlesinger, 2009). Knowing this evidence we are 
searching for other applications within the frame-
work, of hard and soft continuum of change man-
agement practice. 

Change management has a hard side and a soft 
side. Our learning from MBA students’ cases was 
that most managers tend to have some familiarity 
and experience dealing with the ‘hard’ aspects – 
like goals, strategic plans, structure, and perform-
ance targets. However, most managers know far 
less about how to deal with the ‘softer’ aspects of 
change, revolving around factors like staff emo-
tions, politics and organisational culture. The 
problem, of course, is that it is the soft side which 
so often wrecks change management efforts. If 
not dealt with effectively, for example, emotions 
like fear and scepticism can quickly create resis-
tance and disengagement that can really damage 
or thwart a change process. 

 
3.1. Jick’s Ten-Step Model Focusing on the 
Hard Side of Change 
The overview of Jick’s Ten-Step Model (1993) 
provides a good opportunity for analysing the case 
of a bank where management attempted to man-
age the evolution of a change that was aimed at 
restructuring a unit of the banking organisation. 
 

1. Analyse the organisational need for change 
Once the decision was made, management 

strived to provide justification for the change 
through several channels (e-mail, internet, meet-
ings). Due to the nature of the situation, however, 
it was insufficient to be understood and accepted 
by everyone. 

 
2. Create a shared vision and common direc-

tion and 
 

3. Separate from the past 
The goal was to create a uniform communica-

tion process inside the organisation, based on 
standard operating procedures. With that in mind, 
they restructured the organisation of the unit and 
standardised the rules. As a result, the existing 
rules were either eliminated, or transformed. 
Management set up a separate team for the pro-
ject. 

 

4. Create a sense of urgency 
Everyone understood that it was easier to work 

according to uniform rules, and co-workers can 
offer help more easily if they understand each 
other’s work. In addition, the clear declaration of 
new dependencies and responsibility levels, and 
especially the elimination of the previously pre-
vailing existential uncertainty, served everyone’s 
interest. 

 
5. Support a strong leader role and 

 
6. Line up political sponsorship 
Management intended to centralise “powers” 

in a single hand. To that end, management tried to 
ensure that the person selected to lead the change 
was someone respected by employees both at the 
professional and at the human level and clearly 
suitable for resolving any problems down the line. 
After the announcement of the decision, upper-
level managers stood up for the appointee as one, 
making it clear that they trusted him and that they 
expected everyone to follow his lead and help him 
in his work. 

 
7. Craft/include an implementation plan, and 

 
8. Develop enabling structures 
Management and the new leader communi-

cated each step of the changes throughout the pro-
ject. They clarified new positions and responsi-
bilities. Everyone was given a thoroughly speci-
fied new job description, whereby a clear picture 
emerged of the dependencies. 

 
9. Communicate, involve people and be hon-

est 
Throughout the process, stakeholders and af-

fected employees were requested for feedback at 
joint team building meetings, ensuring that any 
questions arising were analysed from different 
angles (e.g. evolution of personal relationships, 
provision of opportunities for development, etc.). 

 
10. Reinforce and institutionalise the change 
While the change was clear, the “conclusion” 

of the process raised a few problems. As a result, 
follow-up meetings and training courses were 
arranged to ensure the institutionalisation and 
smooth functioning of the new organisational 
structure. 
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3.2. Five-Step Model: A New Approach to 
Understanding the Soft Side of Changes 
To help managers deal with the soft side of 
change, we frequently used a new ‘five-step’ 
model that has recently been developed by two 
American strategic management professors (Aus-
ter & Ruebottom, 2013). They developed their 
new framework from their wide consulting and 
academic work, including, apparently, 400 change 
projects carried out by their MBA students. The 
model revolves around assessing and classifying 
how the most influential people in the different 
groups of people associated with a change feel 
about that change and then working with those 
individuals in a targeted way to leverage their 
influence over others to gain wider acceptance. 
Here, in summary, are the five steps: 
 

Step 1. Map the political landscape of Change 
on a strategical level. 

Step 2. Identify the key influencers each 
stakeholder group. 

Step 3. Assess influencers’ receptiveness to 
change planned. 

Step 4. Mobilize influential sponsors and pro-
moters. 

Step 5. Engage influential positive and nega-
tive sceptics. 

 
This 5-step model, certainly is not a complete 

framework for dealing with all soft issues (e.g. 
organizational culture and values/beliefs), but it is 
an easy-to-follow and action-oriented guiding for 
change leaders on how to deal with key issues 
emotions and politics of main stakeholders. By 
our experiences this model is suitable to under-
stand the importance of soft side change action. In 
the practice it is working! 

 
3.3. Application Examples 
3.2.1. The Soft Approach at the „Hungarian” Bank 

Another case involves a project aimed at changing 
the organisational culture of a leading domestic 
commercial bank in Hungary. The case describes 
the process of change in a countryside branch 
where the need for change was signalled by the 
declining trend of sales revenues. The branch 
manager decided that, since the branch was un-
able to come up with the expected indicators 
anyway, there was nothing to lose by applying 
radical tools to execute the required changes. (Ac-
cording to this particular classification, there are 
two types of organisational changes: radical vs. 

incremental change). When the radical version is 
the preferred choice, 
 

▪ a large number of organisational character-
istics are subject to changes, 

▪ these characteristics prevail at several hier-
archical levels of the organisation, 

▪ changes occur relatively quickly, 
▪ changes are effected through high-scale, 

spectacular “leapfrogs”, and  
▪ they assume the support of senior man-

agement. 
 
The branch manager reckoned with all this 

when he decided to “give a shot” to instigate 
changes of a cultural nature. From the get-go, it 
was important for the branch to adjust to the or-
ganisational culture of the parent company, which 
management tried to achieve by defining both 
external and internal values and having them ac-
cepted by employees. To replace the old, poorly 
functioning collegial relations, new relationships 
were created with new working groups set up, 
while fundamental, external factors — formerly 
being the stumbling blocks of effective work — 
were reshaped (office layout, modernisation of 
assets). In the new work environment and through 
the participation in new groups, employees gradu-
ally accepted the need for change and became 
supporters — especially when they recognised 
that in the improved workplace the changes al-
lowed them to have more time for sales work and 
they could make more money as a result. Person-
nel changes in management were also on the 
agenda; moreover, employees needed an envi-
ronment where they could learn from each other. 

As a result, a supportive environment 
emerged, which helped in the introduction of new 
procedures. Obviously, the initial objective was to 
eliminate the superficial problems before getting 
to the root causes of the issues. Through these 
changes, the branch gradually integrated into the 
organisational culture of the parent company and 
gained an enormous momentum that could only 
be curbed by the impact of the subsequent crisis. 
When the leader drew the conclusions of the pro-
ject, to his surprise he found that, overall, the 
change turned out to be incremental rather than 
radical as originally planned. In other words: it 
was a step-by-step process, adjustment to external 
circumstances was a predominant aspect during 
the implementation of the goals, and priority was 
given to the training of employees and the shaping 
of their attitudes. This, however, should come as 
no surprise: after all, there is broad consensus that 
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in the practice of change management the trans-
formation of organisational culture is an incre-
mental process. 

This representative example comes from a 
case that is about the application of a change 
management method called force field analysis. 
The principle of force field analysis was devel-
oped by Kurt Lewin, a social psychologist 
(Lewin, 1947; 1972). In essence, the theory as-
serts that the commencement and implementation 
of changes are determined by the proportion of 
the helping forces and the hindering forces rela-
tive to one another. In other words: in order to 
effect changes, the driving movement toward a 
goal must be stronger than the blocking move-
ment toward a goal. 

Change, or maintenance of the status quo? 
This was the dilemma for a large multinational 
company in the case study, with a history of about 
25 years and a network of 82 branches at the time 
of the study. The main driving forces (e.g. the 
need for social and HR changes, changes in in-
formation technology, pressure for innovation and 
expectations to meet changing customer needs) 
led to profound organisational changes.  

Some of these forces were perceived as strate-
gic, while another part of them were operational. 
In any case, ultimately the bank’s performance 
indicators improved and problems reached a level 
of resolvability. This short example also demon-
strates that even the simplest method can succeed 
if, filled with new content, it is applied in the con-
text of a different profession al environment. 

 
3.2.2. Hard Approach at a Telecommunication 
Company  

The organizational setting for this research was a 
large, national full service providing telecommu-
nication company which employs approximately 
17,000 employees. The external impetus for stra-
tegic reorientation was the announcement of com-
plete deregulation of European telecommunica-
tion markets. There were several new entrants on 
the market. The vision of the company was to 
‘develop an integrated master change programme 
to transform the company into a cost efficient 
provider of world class customer driven products 
and services in a national and international tele-
com market’. The respondents (250 people) for 
this study were managers (form staff units as well 
as line units) in the company. They were asked to 
base their answers on experiences from one par-
ticular change project in which they had taken 
part as change agents. Half of the respondents 

were asked to base their answers on ‘fairly suc-
cessful’ change processes while the other half of 
respondents based their answers on ‘fairly unsuc-
cessful’ change processes. The final sample was 
the following: it contained data from 51 percent 
with the first instruction and 49 percent with the 
latter instruction. A key investigation approach 
was used in combination with the use of percep-
tual measures, which is the most frequently used 
way of obtaining information on subunit, organ-
izational and environmental variables in organiza-
tional research. Overall the results of the research 
showed that there is a positive relationship be-
tween participation and a number of outcome 
variables that are relevant for judging the success-
fulness of implementing strategic change. Partici-
pation was found to have a strong effect on all 
outcome variables; however, the relationships 
between participation and goal achievement, and 
resistance are somewhat stronger than the rela-
tionships between participation and the three 
components of organizational commitment. This 
short real case represents the possibility of hard 
and soft combination of change management 
when the company strategy has been involved by 
big change. 

 
4. Summary: what really works 
Primary management procedures — strategy, exe-
cution, culture and structure — provide the foun-
dation of any business. 
 

▪ A strategy must be clear, concise and tar-
get-oriented, and management should ad-
here to this principle at all times. The cho-
sen method of growth should be carefully 
selected in order to avoid venturing into 
uncharted territories. The weight and the 
proportion of core activities should be in-
creased. Management should rely on the 
organisation’s core competencies and focus 
on their development. 

▪ Execution means the achievement and 
maintenance of smooth operations. Once 
again, the most important factor is “how”. 
Corporate champions are always realists. 
They recognise that they cannot outstrip 
their competitors in every aspect of their 
operation; therefore, they identify the proc-
esses most important for satisfying their 
customers’ needs and then focus all their 
energy and resources on those particular 
areas to ensure that these processes are per-
formed with maximum efficiency. 
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▪ Culture must be performance-oriented. At 
corporate champions, everyone gives their 
best. These organisations create a culture 
that encourages outstanding individual and 
team performance, where not only senior 
and local managers, but also employees are 
responsible for success. This is best 
achieved by direct, performance-based re-
wards. In addition, organisations and insti-
tutions adopting this line of changes pro-
vide an opportunity for harnessing the tal-
ent of people. 

▪ The organisational structure resulting from 
the changes should be fast and lean with an 
ability to respond flexibly — it should be 
as simple as possible. 

 
As regards secondary practices — talent, in-

novation, management, fusion and partnership —, 
several factors are key to success. 

 

▪ Talented employees should be retained and 
new talents recruited. 

▪ Innovations should be adopted to transform 
the industry and its organisations. 

▪ Leaders committed to change are highly 
needed. 

▪ A real chance for growth can be achieved 
through fusions and partnerships. Leaders 
willing to implement successful changes 
should work toward this goal. Their efforts 
serving the change should be concentrated 
on these objectives. 

 
The management of change is not an easy task 

even at the local level investigated in this paper. 
Only an unquenchable thirst for information, con-
tinuous learning, training and self-education can 
make someone the master of change management. 
SM 
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Abstract 
The continuous determination of the developing business systems to maintain a long-term relationship with its 
key internal, as well as external stake-holders, predominantly lies in the capacity of their managers, as lead-
ers, to perceive, conceptualize and further prosper in harmonizing the external constraints to the internally
achieved behavioural qualitative degree, particularly in strategic re-positioning and re-orientation of the busi-
ness system. In creating so, the fundamental importance lies in creating and developing the concept of busi-
ness integrity, especially in establishing the strategic model of performing of the business ethics management
program that is focused at increasing the potential for a strategic shift from incidental strategic integrity posi-
tions or individuals to enacting the structural approach to the business integrity. 
Profound increase of the expectations from the managerial actions, in quantitative and qualitative dimension,
would not be effectively and efficiently performed without a proper determination of the sources for a sustain-
able competitive advantage, especially their categorization on the process and behavioural ones. While build-
ing – up the strategic transparency of the business, it is of an utmost importance to link the Business integrity 
with sufficiently sustained vision and values, organizational structure, management processes, as well to the
concept for developing the human resources, owing to the influence that this concept possesses for increasing 
the public awareness, loyalty, as well as the models of responsibility and accountability. Business integrity
creates strategically recognizable and above all socially responsible business system. 
 
Keywords 
Business integrity and sustainability, transparency, employee engagement (EE), competitive advantage (CA). 
 

Introduction 
Business sustainability of contemporary busi-
nesses, in fact, predominantly implies to the ten-
dency of the organization to integrate the concepts 
that add value to the overall organizational per-
formance, while attempting to harmonize the in-
ner organizational resources and capabilities, on 
one hand, to the changing needs, motives and as-
pirations of the customers, on the other hand.  

A proper structural determination of the es-
sence of the desired sustainable competitive ad-
vantage lies in the managerial potential to inte-
grate the behavioural manifestations of the em-
ployee engagement and involvement, transpar-

ency, economic sustainability with the prevailing 
model of the business integrity, including its strat-
egy, good practices, code of conduct, as well as 
overall business integrity policy. The orientation 
for a consistent application of the business integ-
rity model within the prevalent business practices 
is placed with its capacity to influence to unify the 
prevalent strategic sustainability determinants, 
i.e. economic, social and environmental ones. 

 
1. Business sustainability framework 
for integrity 
In essence, the managerial intention to develop a 
business model which would simultaneously add 
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value, while achieving its strategies and goals, 
leads to the concept of business sustainability, 
with an emphasis to the contemporary orientation 
not only to the environmental and philanthropic 
actions, but far more to those that create and 
maintain a long-term relationship of the enterprise 
to its key stakeholders, and promotes the organ-
izational entity as an accountable responsible cor-
porate citizen. 

Therefore, the so-called orientation beyond 
environmental constraints implies to developing 
the elements of responsibility and accountability, 
fundamentally the corporate social responsibility 
programs (CSRP), which aim to promote the 
benefit that they possess from behavioural utiliza-
tion of their long –term strategies (Bowd, Bowd & 
Harris, 2006). The practice of prominent multi-
national corporations proves this strategic shift, 
illustrated in the cases of Hewlett Packard, Coca-
Cola, Microsoft etc.  

The corporate strategies for achieving the sus-
tainability concept, which is the framework for 
creating the business integrity, consists of the fol-
lowing managerial sustainability orientations 
(Biggemann, 2011), i.e.: 

 

▪ Internal – a company may be able to com-
municate their aims, and however 

▪ External – best illustrated on the practice of 
more than 30 years of IMP Group research, 
which has proven that companies are reli-
ant on the actions and reactions of other 
parties that form the network in which they 
operate. 

 
The applicative importance of above orienta-

tions is connected to building up the concept of 
corporate citizenship, which relates to the need 
for a holistic and integrated responsibility assur-
ance system (Waddock, 2004), that would influ-
ence all levels of business, not only the bottom 
line, and, at the same time, would be able to seg-
ment and prioritize the key stakeholders, that is 
aimed at increasing the overall responsibility and 
accountability in the value creation chain.  

The relation and influence of the corporate 
citizenship towards the business integrity is 
placed in the necessity to avoid perceiving this 
concept only as a marketing tool to increase prof-
itability, with so-called integrity form organiza-
tions (Philips & Caldwell, 2005), meaning that 
developing and utilizing the business integrity is 
not a formal, but far more thorough and inter-
related model of establishing a vivid changes 
within all key organizational sustainability di-

mensions, such as in vision and values, organiza-
tional structure, management processes, as well as 
in the developmental concept of the human re-
sources. 

Furthermore, precise determination of the sus-
tainability in business (Biggemann, 2011) is more 
than environmental, particularly stating that the 
very sustainability follows the detailed organiza-
tional sustainability orientations, i.e.: 

 

▪ reflected in the long-term competitive ad-
vantage, 

▪ implies to the business ability to thrive over 
time, 

▪ determined to survive their founders and to 
accommodate to changes in the business 
environment, 

▪ oriented to respond to new regulation, 
▪ securing the support of other parties that 

supply critical resources, and 
▪ it is about dealing with those that don’t like 

one’s business. 
 
Although 15 years ago, the main promoters of 

business sustainability were the corporate social 
responsibility programs (CSRP), the practice of 
multi-national corporations has proven that these 
programs were not sufficient, even not complete. 
The prior reason for it is fundamentally owing to 
the fact that they have not manifested enough evi-
dence for the needed degree of the so called triple 
C – concept, i.e. commitment, collaboration and 
communication of the company with the key – 
stakeholders, through the models of aligning the 
goals and unifying the overall business orienta-
tion. 

It seems that companies, in contemporary 
times, are more concerned about the potential 
negative influence that environmental practices 
may have on their competitiveness and, therefore, 
this implication for the competitive advantage, 
particularly to the sustainable competitive advan-
tage, becomes increasingly important. Due to this 
tendency, in certain cases, companies are able to 
develop rather and recognizable unique, valuable 
and inimitable resources that are permanently 
derived from their environmental practices.  

The process of excluding a source of competi-
tive advantage, from the environmental segment 
of the sustainability concept, implies to creating a 
so-called environmental action – based competi-
tive advantage model. Theoretically determined, 
environmental action – based competitive advan-
tage model refers to a system that is achieved by 
companies settled into market niches that bring 
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together consumers who attach special value to 
products’ environmental dimension (Roy, 1999 as 
cited in Del Brio, 2007). 

The business integrity dimension of this model 
is placed in the fact that environmental competi-
tive practices are managed and implemented by 
human resources, consisting of managerial and 
non-managerial employees, that, on the basis of 
training and increasing of the awareness, are 
aimed at creating a natural environment – based 
differentiation from the competitors, as an integral 
strategic element of every concept of competitive 
advantage. It is quite evident that in the essence of 
the inter-connection of this model and the busi-
ness integrity lies the importance of the human 
capital, especially the importance of the human 
resource management.  

It is evident that the essence of the business 
sustainability is placed in the concept of business 
integrity, whereas their harmonization and proper 
utilization lead to strategic and sustainable com-
petitive advantage. 

 
2. Managerial involvement and 
employee engagement for business 
integrity 
The existing level in the evolutionary process of 
human resource management is so-called global 
strategic human resource management and leads 
organizations to use all possible sources of com-
petitive advantage, whereas human assets are one 
of these sources. The most important impetus of 
the above strategic orientation to treating all of 
the employees, regardless of the fact whether they 
are of managerial or non-managerial capacity, is 
conducted by the application of resource – based 
view of creating competitive advantage, as well as 
achieving the desired sustainability. 

The process of creating resource – based 
driven view of sustainable competitive advantage 
implies a proper implementation of the following 
fundamental criteria for coping with the so-called 
resource pitfalls (Teece, 1998 as cited in Del 
Brio, 2007): 

 

▪ Given the dynamic environment, firms need 
to be able to identify, upgrade, renew and 
reinvent valuable resources, and 

▪ Firms need to be able to create an envi-
ronment where valuable resources may be 
self – reinforcing and to enhance their 
value and strengths, leading to important 
sustainable cost-disadvantages for compa-
nies with the aim of imitating them. 

▪ The only business factor that entirely satis-
fies the above detailed criteria is the human 
factor. Therefore, a transparent determina-
tion of the position of employees in relation 
to the managers, in achieving the sustain-
ability, is pretty needed. 

 
In analyzing the influence of the employees to 

creating the business integrity, the far most crucial 
feature of their performance is the employee en-
gagement. A precise determination of employee 
engagement leads to the fact that it is the extent to 
which employees commit to something or some-
one in their organization, how hard they work and 
how long they stay as a result of that commitment 
(Corporate Leadership Council, 2004). 

As a behavioural concept, employee engage-
ment is structurally complex, strategically driven, 
flexible in understanding and applying and best 
illustrated through pathway of best practices. 
Modern organizations today face the challenge of 
attracting and further developing of the capabili-
ties of their employees, in such a way that they 
would constantly transfer to key stakeholders the 
achieved business integrity behaviour, while add-
ing value to the processes they perform. The em-
ployee talent would not be used if it were not 
properly developed, through the concepts of em-
ployee engagement and commitment. 

Managerial attempt to determine the most ap-
plicable, emerging integrity trends that are an 
indicator of existing of employee engagement 
lead to the following Table 1 illustration: 

 

Table 1   Focus and measuring of Employee  
engagement (EE) 

 

No. Trends for focus on EE 
Common themes for 

measuring EE 
1. Employee – employee 

relationship evolving to 
partnerships 

Recognition and positive 
feedback for one’s contri-
bution 

2. Increased demand for 
work/life balance 

Opportunity to perform 
well at challenging work 

3. HR’s greater role in 
promoting the link be-
tween employee per-
formance and its impact 
on business goals 

Pride and satisfaction of 
the employer from em-
ployee performance 

4. Increasing focus on 
selective retention for 
keeping mission-critical 
talent 

Understanding the link 
between one’s job and the 
organization’s mission 

5. Work intensification as 
employers increase 
productivity with fewer 
employees and re-
sources 

Effort above and beyond 
the minimum 
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6. Acquiring and keeping 
key talent re-emerging 
as top issues of con-
cern 

Intention to stay with one’s 
employer 
Job satisfaction 

7. Decline in traditional 
communication meth-
ods and increase in 
cyber communication 

Personal support from 
one’s supervisor 

8. Needs, wants and 
behaviours of the talent 
pool driving changes in 
attraction, selection and 
retention practices 

Prospects for future 
growth with one’s em-
ployer 

 

Source: Adopted according to Society for Human Resource Manage-
ment, 2006, pp.14-27; Vance, 2006, p.73 

 
In practice, employees that develop a proper 

cooperation with their colleges create an innova-
tive approaches to fulfilling the every-day tasks, 
increase the development of their talents, enable 
creative job design, develop positive expectations, 
beliefs and behaviour, horizontally and vertically, 
enact a proper balance between the work demands 
and work-life stability etc. are perceived as en-
gaged employees. As a consequence, business 
productivity increases, efficient usage of energy, 
resources and capabilities is above average, and 
at the same time, they are satisfied employees that 
are in a position to effect high organizational per-
formance. 

The position of managers while developing the 
potential of engaged employees, in underlying the 
necessity for business integrity, refers at first level 
to their managerial involvement. In essence, 
managerial involvement implies, in accordance 
with our explorations, developing a capacity of 
managers for an efficient usage, protection, utili-
zation and development of various techniques that 
are needed for the most applicative combination 
of resources and capabilities of an organization.  

For instance, managerial involvement in rela-
tion to the needs for environmental action – based 
competitive advantage model is connected to solv-
ing the following key environmental issues 
(Roome, 1994 as cited in Del Brio, 2007): 

 

▪ The lack of managers adept at both busi-
ness and environmental practice, and 

▪ The absence of established competence in 
environmental management. 

 
Managerial involvement plays fundamental 

importance in perceiving the combination of in-
ternal and external business elements, as a source 
of strength or opportunity, which influences the 
overall sustainable competitive advantage. In this 

integration of the managerial involvement with 
the desired business integrity, the role of the 
transparency plays the critical importance. 

In particular, transparency essentially refers to 
the disclosure of information, which was origi-
nally seen in corporate sustainability reports and 
required for product sustainability certification 
(Mollenkopf, 2015). As such, transparency is of a 
significant importance for companies that thrive 
strategically to achieve the sustainability, espe-
cially the economic sustainability. In this context, 
economic sustainability, in our detailed explora-
tions, implies to variety of modalities through 
which companies require a higher level of trans-
parency for information, that are practically criti-
cal for the process of resource and capabilities 
protection and utilization, aimed at ensuring the 
continuous process of achieving their competitive 
advantage.  

It is evident that economic sustainability is in-
ter-connected and supportive with the initially 
determined prevalent model of business sustain-
ability, in our analyses, fundamentally on the fol-
lowing way: 

 

1. economic sustainability determines the 
framework for the integration of economic, 
social and environmental developmental 
tendencies, with an accent to identification 
of optimal pathways for their effective and 
efficient combination and location, by ap-
plying the concepts of transparency, re-
sponsibility and strategic orientation, 
whereas 

2. business sustainability implies establishing 
and further development of consistent and 
permanent modalities of the mutual con-
nection and inter-dependence of every 
business entity with its key stakeholders, 
with an emphasis on the organizational 
identity and image, by application of the 
concepts of accountability, corporate citi-
zenship and business integrity. 

3. In order to entirely harmonize both sus-
tainability modalities, economic and busi-
ness one, it is of a fundamental importance 
to develop proper strategies for building a 
transparency in the workplace (Meister, 
2015), on the following way:  

4. hire and engage transparent employees, 
5. encourage straight communication, 
6. insist on proactive use of social media by 

leaders, 
7. consider eliminating layers of titles and 

opening up transparency in finances, 
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8. create an online forum for employees to 
ask any question of the leadership. 

 
The integration of the above elements and its 

influence to the business integrity may be illus-
trated on the case of the customers, meaning that 
if the employees are not being transparent with all 
information for the products/services, if their 
communication to the customers is not precise 
and detailed, if the companies’ leaders are not 
familiar to the customers, if all important finan-
cial data for the transaction are not presented to 
the customer and if the important aspects of the 
communication between managers as leaders, on 
one side, and the employee, on the other side, are 
not revealed to the customers, than the relation-
ship cannot be characterized as sustainable, with 
limited potential for a repetitiveness of the pur-
chasing process in the future. 

The limitation in developing the dimensions of 
sustainability, economics or business one, influ-
ences to the capacity of an organization to inte-
grate the sustainability into the prevalent concept 
of competitive advantage, creating a reactive, not 
a pro-active method for managing organizational 
changes, and, at the same time, decrease the ca-
pacity for a continuous and integrated internal and 
external communication process, that would be 
capable, on a permanent basis, to receive and 
transfer important information to and from the 
particular business entity. 

 
3. Sustainable dimensions of the 
business integrity 
In determining the sustainable determinants of the 
concept of business integrity, it is of an utmost 
importance to emphasize that, the effects of integ-
rity in achieving business sustainability are such 
that companies should find increased motivation 
to demonstrate and pursue integrity alongside the 
whole value chain. (Biggemann, 2011). Therefore, 
each and every prosperous company should be in 
a position to behave with a sustained pride, pre-
dominantly due to its’ interest to develop a strate-
gic type of relationship, through which not only 
the material, but value elements are transferred, in 
both directions – enterprise to the key stake-
holders and vice versa. 

In increasing the scope and depth of the trans-
ferred value, the key role is played by the identifi-
cation of the key components of the competitive 
advantage (Winer, 2004), which we would illus-
trate on the following way: 

 

▪ Competitive advantage must be able to 
generate customer value, which, in fact, is 
defined by the customer in terms of lower 
price, speedy delivery, transaction conven-
ience, or other important characteristics, 

▪ The enhanced value of the product or ser-
vice must be perceived by the customer, 
explained in terms that regardless of the 
fact whether the product or service is per-
ceived as being superior to competitors’ 
products or services, the very customer 
must be able to perceive your specific 
products or services as really more com-
petitive than others on the market – best il-
lustrated on the case of Intel, with the con-
cept of Intel inside, 

▪ Effective competitive advantage requires 
that whatever business tactic is used, 
should be difficult for business competitors 
to copy it. 

 
The integration of the above competitive ad-

vantage components illustrates that it is expected 
to be, at the same time, valuable, rare and not a 
subject of imitation. This, in fact, is the competi-
tive approach that has been applied by majority of 
enterprises, while attempting to achieve the sus-
tainable character of the very competitive advan-
tage model, illustrated in the cases of Intel, 
American Airlines, Ford etc.  

The concept of enacting the critical impor-
tance of the sustainability, while undertaking the 
transformative approach to organizational 
changes, leads to a clear determination of the fea-
tures for sustainable growth, an organizational 
state that is directly linked to the potential of the 
business integrity. These features can be seg-
mented into the following ones (Hedstrom & 
Isenberg, 2014):  

 
1. Identification of the 5 sustainability forces, 

including particularly the following: 
 

▪ The big squeeze issue – relating to the 
discrepancy between the growth of the 
population and the capacity of natural 
resources to sustain that growth, 

▪ Transparency rules – fundamentally de-
termined as the real need for broader in-
formation that are suitable for sustain-
ability analyses, not only to rely on 
standardized, comprehensive and sus-
tainable reporting, which is, in a major-
ity of cases, normatively constrained, 
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▪ The rising tide of emotions – as a di-
mension for sustainable growth, it is fo-
cused on re-orientation of the dominant 
focus of the companies towards the 
globalization and its rising importance 
for the sustainability and growth of con-
temporary businesses, precisely in a 
way of finding out the path for develop-
ing a positive emotions for the company 
by the key stakeholders, 

▪ Servicing the poor – as the majority of 
multi-national companies expanded 
their operations in the countries of the 
‘third world’, it seems quite important 
for them to sustain the tendency in 
which the features of their products or 
services would best be accommodated 
in accordance with the expectations of 
the customers, containing values and 
beliefs that are culturally most suitable 
and acceptable, 

▪ Environmental protection of the face of 
the business – relating fundamentally to 
the necessity for building a business 
opportunity from protecting the envi-
ronment, especially implementing the 
compliance standards, waste protection, 
water and air filtration, introducing 
electrical, hybrid product types etc. 

 
2. Undertaking a transformative action ori-

ented towards sustainable growth, which 
includes the following elements: 

 

▪ Portfolio analysis, which relates to cre-
ating a ‘red zone analysis’, integrating 
the corporate and business unit strate-
gies, new business models for the de-
veloping etc. 

▪ Brand/image transformation, an ele-
ment that encompasses the application 
of the triple-bottom-line audit model, 
changing the core business value, creat-
ing a sustained NGO alliances etc. 

▪ Supply Chain Management – it is linked 
to launching targeted sustainability au-
dits, building sustainable management 
systems through integrating the value 
chain within core business processes 
etc. 

▪ Stakeholder engagement – an element 
that includes a facilitation of workshops 
between the company and NGOs, pre-
serving the influence of the stakeholders     
for not achieving the business and so-
cietal goals etc. 

The common denominators of above detailed 
sustainability features undoubtedly imply simul-
taneous achievement of business profitability, 
innovative practices and organizational changes 
and growth modelling. Above detailed features of 
sustainable growth, analyzed in small enterprise, 
can best be illustrated through the importance of 
the strategic management process, which is criti-
cal for creating and developing the business integ-
rity concept, on the following Table 2, for small 
enterprises: 

 
Table 2   Competitive Advantage Strategic  

Management Process 
 

Industry/ 
Business 

Conditions 

Management 
Action 

Leverag-
ing the 

Marketing 
Mix 

Result in CA 
through 

Entry/exit  
barriers 

The team Product 
Increased 
customer 
satisfaction 

Timing 
Flexibility and 
Integrity 

Price 
Creating 
‘Raving 
Fans’ 

Market 
share 

Opportunity 
identification 

Place 
Highly satis-
fied custom-
ers  

Culture of 
innovation 

Risk taking 
and Decision-
making 

Promotion 
Increased 
re-purchase 
rates 

Intensity of 
coopera-
tion 

Technical 
expertise and 
Experiencing 
curve  
leveraging 

People 

Customer 
relationship 
manage-
ment 

General 
economic 
conditions 

Industrial 
knowledge and 
Entrepreneu-
rial ability 

  

 

Source: Adjusted according to Bressler, 2012, p.12  

 
The concept that enables the integration of the 

business integrity within the overall sustainability 
is the most prominent model of sustainable com-
petitive advantage. For majority of businesses, it 
emerged as critical in the late 1980’s, as a result 
of the necessity of businesses to react to ignoring 
the importance of the most sensitive business fac-
tor, i.e. the people, while intense investing in new 
technology, organizational structures, manage-
ment and marketing techniques etc. As such, sus-
tainable competitive advantage, in our explora-
tions, aims predominantly to fulfil the strategic 
business expectations, illustrated on the following 
way: 

 

▪ Develop and implement a strategy that is 
simultaneously adding constant value to 
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processes and behaviour and enabling 
managers to develop sustainable capability 
and skills of their employees, which are 
needed for proper strategy implementation, 

▪ Leveraging the relationship with the exist-
ing and future competitors in such a way 
that would enable innovative changes con-
stantly and systematically to be imple-
mented. 

 
A proper unification of above strategic busi-

ness expectations leads to clearing up the concept 
of integrity in business. The prior determination 
of the business integrity leads to the fact that, as a 
managerial approach, it can yield strengthened 
competitiveness (Azmi, 2006), through the follow-
ing pathways: 

 

▪ Facilitates the delivery of quality products 
in an honest, reliable way, 

▪ Enhances work life, by making workplace 
more fun and challenging, 

▪ Improves relationships with stakeholders,  
▪ Possesses a potential to instil a more posi-

tive mindset that fosters creativity and in-
novations etc. 

 
Strategic approach to the business integrity 

leads to clearing up the elements of the so-called 
centred business integrity strategy. In practice, it 
consists of the following business integrity dimen-
sions (Fitzsimon, 2007): 

 

1. Integrity with regard to financial and ad-
ministrative activities which are internal, 

2. Integrity in dealing with partners, contrac-
tors, job applicants and others seeking to 
obtain work or grant, 

3. Integrity with regards to engagement with 
relations to public officials, and 

4. Integrity of partners that are in relation due 
to research-funded activities. 

 
Having in mind that great deal of business in-

tegrity analyses are empirically oriented, it is 
quite important to emphasize that it differs from 
anti-corruption and anti-bribery policies, due to 
its structural detailing through specific business 
integrity policies, risk analysis, managing conflict 
of interest, receipt of gifts, modalities of pay-
ments, settling expenses for public officials, sub-
contracting, compliance agreements etc. 

The contemporary importance of the business 
integrity is proven in the latest OECD edition on 
this subject, named Corporate Governance and 

Business Integrity: A Stocktaking of Corporate 
Practices (OECD, 2015). In this fundamental 
managerial material that should serve as a path-
way for businesses in creating and promoting the 
business integrity concept, the theoretical deter-
mination of Business integrity policies is detailed 
as integrity company programs, functions, people, 
processes or controls that seek to prevent, detect 
and/or address Serious Corporate Misconduct. 

The importance of Business integrity stan-
dards created under the premises of OECD are 
also stipulated within the applicative benefits 
from OECD Guidelines for Multinational Enter-
prises, detailed on the following way (OECD, 
2011): 

 

▪ Provide comprehensive framework for re-
sponsible business conduct, 

▪ Call on enterprises to support and uphold 
good corporate governance principles and 
develop and apply good corporate govern-
ance practices, including throughout enter-
prise groups, 

▪ Incorporate references to other OECD 
standards on business integrity, like Anti-
bribery convention, recommendations for 
effective action against hard core cartels, 
recommendation on fighting against big 
rigging in public procurement etc. 

 
The strategic importance of the business integ-

rity concept lies in its potential to harmonize the 
business and economic sustainability concepts 
with the prevailing model of competitive advan-
tage, while obtaining an optimal utilization of the 
relationship between managerial involvement and 
employee engagement and commitment. 

 
Resume 
Business sustainability of contemporary busi-
nesses, in fact, predominantly implies to the ten-
dency of the organization to integrate the concepts 
that add value to the overall organizational per-
formance, while attempting to harmonize the in-
ner organizational resources and capabilities, on 
one hand, to the changing needs, motives and as-
pirations of the customers, on the other hand. 
Corporate strategies for achieving the sustainabil-
ity concept, which is the framework for creating 
the business integrity, consists of the internal and 
external managerial sustainability orientations. 
Corporate social responsibility programs (CSRP) 
have not manifested enough evidence for the 
needed degree of the so called triple C – concept,. 
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i.e. commitment, collaboration and communica-
tion of the company with the key – stakeholders, 
through the models of aligning the goals and uni-
fying the overall business orientation. 

Theoretically determined, environmental ac-
tion – based competitive advantage model refers 
to a system that is achieved by companies settled 
into market niches that bring together consumers 
who attach special value to products’ environ-
mental dimension. It is evident that in the essence 
of the business sustainability is placed in the con-
cept of business integrity, whereas their harmoni-
zation and proper utilization lead to strategic and 
sustainable competitive advantage. A precise de-
termination of the employee engagement leads to 
the fact that it is the extent to which employees 
commit to something or someone in their organi-
zation, how hard they work and how long they 
stay as a result of that commitment. In essence, 
managerial involvement implies, in accordance 
with our explorations, to developing a capacity of 
managers for an efficient, usage, protection, utili-
zation and development of carious techniques that 
are needed for the most applicative combination 
of resources and capabilities of an organization. 

Economic sustainability, implies to variety of 
modalities through which companies require a 
higher level of transparency for information, that 
are practically critical for the process of resource 
and capabilities protection and utilization, aimed 
at ensuring the continuous process of achieving 
their competitive advantage. The limitation in 
developing the dimensions of sustainability, eco-
nomics or business one, influence to the capacity 
of an organization to integrate the sustainability 
into the prevalent concept of competitive advan-
tage, creating a reactive, not a pro-active method 
for managing organizational changes, and, at the 
same time, decrease the capacity for a continuous 
and integrated internal and external communica-
tion process, that would be capable, on a perma-
nent basis, to receive and transfer important in-
formation to and from the particular business en-
tity. 

In increasing the scope and depth of the trans-
ferred value, the key role pays the identification of 
the key components of the competitive advantage, 
i.e. must be able to generate customer value, the 
enhanced value of the product or service must be 
perceived by the customer and should be difficult 
for business competitors to copy it. The concept 
of enacting the critical importance of the sustain-
ability, while undertaking the transformative ap-
proach to organizational changes, leads to a clear 

determination of the features for sustainable 
growth, an organizational state that is directly 
linked to the potential of the business integrity, 
i.e. identification of the 5 sustainability forces and 
undertaking a transformative action oriented to-
wards sustainable growth. 

The concept that enables the integration of the 
business integrity within the overall sustainability 
is the most prominent model of sustainable com-
petitive advantage. As such, sustainable competi-
tive advantage aims predominantly to fulfilling 
the strategic business expectations, i.e. develop 
and implement a strategy that is simultaneously 
adding constant value to processes and behaviour 
and enabling managers to develop sustainable 
capability and skills of their employees, which are 
needed for proper strategy implementation, and 
leveraging the relationship with the existing and 
future competitors in such a way that would en-
able innovative changes constantly and systemati-
cally to be implemented. Strategic approach to the 
business integrity leads to centred business integ-
rity strategy. 

The contemporary importance of the business 
integrity is proven in the latest 2015 OECD edi-
tion on this subject, named Corporate Governance 
and Business Integrity: A Stocktaking of Corpo-
rate Practices. The theoretical determination of 
Business integrity policies are detailed as integrity 
company programs, functions, people, processes 
or controls that seek to prevent, detect and/or ad-
dress Serious Corporate Misconduct. The strategic 
importance of the business integrity concept lies 
in its potential to harmonize the business and eco-
nomic sustainability concepts with the prevailing 
model of competitive advantage, while obtaining 
an optimal utilization of the relationship between 
managerial involvement and employee engage-
ment and commitment. SM 

 
References 
Azmi, A. R. (2006). Business Ethics as Competitive 

Advantage for Companies in the Globalized Era, 
Fortune Business Leaders Council Survey. Retrieved 
January 21, 2016 from SSRN: http://ssrn.com/ 
abstract=1010073 

Biggemann, S. (2011).  Achieving Business Sustainability: 
The Role of Integrity, Proceedings from 27th IMP-
conference in Glasgow, p.1-14 

Bowd, R., Bowd, L. & Harris, P. (2006). Communicating 
corporate social responsibility: an exploratory case 
study of major UK retail centre, Journal of Public Affairs, 
6 (2), 147-155. 

Bressler, M. S. (2012). How small businesses master the 
art of competition through superior competitive 
advantage, Journal of Management and Marketing 
Research, 11, 1-12. 



 

 

Ljubomir Drakulevski et al.        Strategic Approaches to Creating and Developing the Concept of Business Integrity 31 

STRATEGIC MANAGEMENT, Vol. 21 (2016), No. 2, pp. 023-031

Corporate Leadership Council. (2004). Driving Performance 
and retention through employee engagement. 
Washington, D.C.: Corporate Executive Board  

Del Brio, J. A., Fernandez E. & Junquera, B. (2007). 
Management and employee involvement in achieving 
an Environmental Action-based Competitive Advantage: 
an Empirical study. International Journal of Human 
Resource Management, 18 (4), 491-522. 

Fitzsimon, J. (2007). Center Business Integrity Strategy: 
Good Practice Note. Journal of Internal Auditing Unit 
CGIAR, 21, 1-30. 

Hedstrom, G. & Isenberg, M. (2014). Sustainable Growth: 
On the Brink of a Major Transformation. International 
Journal of Corporate Sustainability: Corporate 
Environmental Strategy, 9 (1), 1-6. 

Meister, J. (2015). Five Strategies for Building 
Transparency in the Workplace, Forbes,14-19. 

Mollenkopf, A. D. (2015). Transparency and Integrity: 
They’re prerequisites for supply chain sustainability. 
Supply Chain Management Review, November, 1-3. 

OECD (2011). OECD Guidelines for Multinational 
Enterprises. Retrieved December 20, 2015 from OECD: 
http://www.oecd.org/daf/inv/mne/48004323.pdf 

OECD (2015). Corporate Governance and Business 
Integrity: A Stocktaking of Corporate Practice. Retrieved 
December 20, 2015 from OECD: 
http://www.oecd.org/daf/ca/Corporate-Governance-
Business-Integrity-2015.pdf 

Philips, R. & Caldwell, C. B. (2005). Value Chain 
Responsibility: A Farewell to Arm’s Length. Business 
and Society Review, 110 (4), 345-370. 

Society for Human Resource Management (2006), Special 
Expertise Panels 2006 trends report, pp.14-27 

Vance, R. J. (2006). Effective practice guidelines: Employee 
engagement and commitment. Alexandria, VA: SHRM 
Foundation. 

Waddock, S. (2004). Parallel Universes: Companies, 
Academics and the Progress of Corporate Citizenship, 
Business and Society Review, 109 (1), 5-42. 

Winer, R. S. (2004). Marketing Management. Upper Saddle 
River, NJ: Prentice Hall Publ. Co. 

 
 

 
 Correspondence 
 

      Ljubomir Drakulevski 
 

      Faculty of Economics -  Skopje 
      blvd. Goce Delcev 9, 1000, Skopje, Macedonia 
 

      E-mail: drakul@eccf.ukim.edu.mk 
 

 



 STRATEGIC MANAGEMENT, Vol. 21 (2016), No. 2, pp. 032-036
 
 
UDC 005.95/.96 
 

 
Received:  March 1, 2016 
Accepted:  June  3, 2016 

The Role of Integrative Strategies and 
Tactics in HR Negotiations 

 
Márta Dévényi 
University of Pécs, Faculty of Business and Economic, Pécs, Hungary
 

Abstract 
The objective of the paper is to discuss the strategies and tactics of integrative negotiations, which are re-
quired for the success of managing human resources in home and international business operations in the
21st century. However, electronic communication has an important role, the findings of the Cranet Survey on
Comparative Human Resource Management prove that regarding “the methods of corporate internal commu-
nication, direct verbal communication is the most widely used form in both top-down and bottom-up communi-
cation” (International Executive Report, 2011). One of the most common methods of direct verbal communica-
tion is negotiating to hire the best employees and talents for the company, to decide on salaries and benefits
and to solve the emerging problems in employee relations. This paper examines the strategies and tactics of
integrative HR negotiations on the basis of theoretical research. 
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HR communication, direct verbal communication, HR negotiation, integrative strategies and tactics. 
 

Introduction 
It is proved by findings of the Cranet Survey on 
Comparative Human Resource Management In-
ternational Executive Report 2011 that direct ver-
bal communication is most widely used in organi-
zations to communicate major issues to their em-
ployees both in top-down and bottom-up commu-
nication. HR communication is a strategic tool of 
HR management and negotiations are common 
forms of direct verbal HR communication having 
the aim of hiring the best employees and talents 
for the company, deciding on salaries and benefits 
and solving the tasks and problems in employee 
relations, employee involvement and participa-
tion. My paper investigates the strategies and tac-
tics of integrative bargaining, which can be rec-
ommended to implement in efficient HR negotia-
tions. 

 
1. Trends in HR communication  
HR communication is a significant part of internal 
corporate communication and it has become a 
strategic tool of HR management. It is proved by 
findings of the Cranet Survey on Comparative 
Human Resource Management International Ex-

ecutive Report 2011 that direct communication 
methods, both verbal and written, are most widely 
used in organizations to communicate major is-
sues to their employees. Survey data show the 
growing importance of internet and intranet in 
employee communication (more than 70% of or-
ganizations use electronic communication to 
communicate major issues to a great or very great 
extent); however, verbal communication is the 
most widely used form in both top-down and bot-
tom-up communication (p. 91). 

 
1.1. Features of top-down and bottom-up 
corporate communication 
Findings of the Cranet Survey 2011 show that 
there is a shift in top-down employee communica-
tion from the representative to individual forms 
and becoming more personal. Brewster et al. 
(2007) argue that it may be caused by the increas-
ing levels of direct communication reflecting a 
decline in trade union influence (as cited in Cra-
net, 2011). Torrington, Hall, & Taylo (2008) state 
that the changing workplace itself may cause the 
shift from representative to individual forms of 
communication as it is difficult to establish a rep-
resentative body for the majority of the workforce 
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because of the increased workforce diversity in 
workplaces, heterogeneous contract relationships, 
network-based organizational structures and com-
plexity of the work. Furthermore, the benefits of 
and the need for a union membership have re-
markably decreased by the reduced workplace 
size, different management styles and increased 
mobility in the labour market (as cited in the Cra-
net, 2011).  

The most popular way used for employees to 
communicate their views to management in most 
organizations is direct communication with the 
immediate supervisor. Electronic communication 
and other forms of direct verbal communication 
(workforce or team meetings, direct communica-
tion with senior managers) also present common 
bottom-up communication methods (Cranet Sur-
vey, 2011, p. 94). 

 
2. The advantages of different 
channels of HR communication 
The choice of communication channels by organi-
zations depends on profile and size, the macro-
cultural background and organisational culture, 
the level of technical development and the qualifi-
cations of employees (Borgulya, 2010, p. 408). 
The two main channels of communication used 
are oral and written communication. The selection 
of communication channel in HR communication 
is basically dependent on the type of message to 
be conveyed, whether routine or non-routine. The 
appropriate channels for transmitting routine mes-
sages are the written media, as these tend to be 
clear and minimise ambiguity. The benefit of 
written communication is that it is tangible and 
verifiable. It includes traditional forms such as 
letters, memos, bulletin boards etc. and computer-
aided forms such as electronic mail (e-mail) and 
websites transmitting information via the Internet 
and Intranet (a private, organisation-wide infor-
mation network). Oral communication might be 
conveyed via different channels such as face-to-
face communication, telephone conversations, 
voice mail, online conversations and online video-
conferencing. Oral communication permits an 
immediate exchange of information, immediate 
response and the reaching of agreed conclusions 
(Bovée & Thill, 1986, p. 3). Speed and feedback 
are its advantages. However, Robbins (2003) ar-
gues that the major disadvantage of oral commu-
nication in organisations that the message has to 
be passed through a number of people. The more 
people are involved in the process of communica-
tion, the greater the potential distortion is (p. 283). 

If we attempt to assess the relative richness of 
different channels of communication, it seems 
evident that the face-to-face version is the richest. 
It offers multiple information cues, verbal and 
nonverbal (words, facial expressions, gestures, 
intonations, etc.). It is based on personal interac-
tion between the coder/sender and receiv-
er/decoder of the transmitted messages. By con-
trast, written forms of communication represent 
low channel richness (Robbins, 2003, p. 283). 
There is a need for ‘rich’ channels for transmitting 
non-routine messages, as these are more complex, 
more complicated and easily cause misunders-
tanding (Robbins, 2003, p. 283). They often mean 
sensitive communication, which requires empathy 
on the part of HR managers. The recent period of 
global financial crisis, necessitating restructuring, 
serious layoffs and the closure of companies, has 
increased the need for face-to-face HR communi-
cation with employees to deal with sensitive situa-
tions. The selection of the ‘richest’ channel to 
convey information and empathy helps HR man-
agers to reproduce ‘face-saving’ solutions for em-
ployees (Dévényi, 2012).  

 
3. HR negotiations as a significant 
form of direct verbal HR 
communication 
HR negotiations are significant forms of HR 
communication. Effective HR negotiations are 
needed permanently in HR management settings 
like employment discussions, corporate team 
building, labour and management talks, contracts, 
handling disputes and employee compensation. 
Based on different social interactions, negotia-
tions can be of different types, and business nego-
tiations are one of the most frequently met types 
of negotiation practice. Business negotiations also 
differ depending on the types of transaction which 
they serve. HR negotiations are types of business 
negotiations.  

 
3.1. Definition of negotiation and the     
structures of bargaining situations 
Thompson (1990) defines the five characteristics 
of a negotiation situation as follows: “(a) People 
believe that they have conflicting interests; (b) 
communication is possible; (c) intermediate solu-
tions or compromises are possible; (d) parties may 
make provisional offers and counteroffers and (e) 
offers and proposals do not determine outcomes 
until they are accepted by both parties” (p. 516). 
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Bazerman, Curhan and Moore (2005) define 
negotiation as “the interpersonal process of con-
flict resolution” and as a consequence it is “one of 
the most basic and most important forms of social 
interaction” (p. 180). Walton and McKersie 
(1965) state that “the degree of conflict between 
parties’ interests determine the structure of the 
bargaining situation: (1) Pure conflict exists when 
parties’ interests are perfectly negatively corre-
lated, that is any outcome that increases one par-
ty’s utility decreases the other party’s utility in a 
fixed sum fashion. Pure conflict situations are 
known as fixed sum or purely distributive negotia-
tions. (2) Pure coordination situations exist when 
parties’ interests are perfectly compatible, increas-
ing one party’s utility also increases the other par-
ty’s utility. (3) Sometimes parties’ interests are 
neither completely opposed, nor purely compati-
ble. Such situations are known as variable-sum or 
integrative negotiations. In integrative bargaining 
situation the gains of one party do not represent 
equal sacrifices by the other party” (as cited in 
Thompson, 1990, p 516). 

 
3.2. The role of strategies in negotiations 
Building strategies means “the elaboration of the 
general principles which the negotiator – having 
set for him/herself the goal to be reached – intends 
to implement in the course of the negotiation to 
reach these objectives in face of the assumed reac-
tions of the environment.” (Dupont, 1996, p. 57) 
This definition refers to the two significant cha-
racteristics of strategies namely, that they are gen-
eral principles implemented in practice and that 
they should be adapted to the reactions of the en-
vironment.  

The two most important strategic modalities 
negotiators can choose are the cooperative and 
distributive (conflictual, competitive, confronta-
tional) orientations to negotiations, which were 
described by Walton and McKersie in their Beha-
vioral Theory of Labor Negotiations (1965) (cited 
in Dupont, 1996). Cooperative orientation means 
integrative, non-conflictual goal achievement 
based on exchanging information between the two 
parties and working on joint gains. Distributive 
orientation, on the contrary, means conflictual, 
confrontational, competitive achievement of un-
ilateral benefits. Lax and Sebenius (1986) have 
stated that both distributive and cooperative strat-
egies imply cooperative, “value creating” and dis-
tributive, “value claiming” elements but the ways 
of problem-solving are different (cited in Du-
pont,1996). 

Dupont (1996) underlines that the negotiator’s 
choice of cooperative or distributive orientation is 
not entirely free, but is based on the situation, the 
negotiator’s personality, experience and compe-
tence and on the opponent’s presumed and rea-
lised choice. The negotiator should be aware of 
his opponent’s choice, otherwise he might make 
the mistake of having a cooperative attitude to a 
distributive negotiator and vice versa (p. 64). 

 
3.3. Implementing integrative strategies in 
negotiations 
Many researchers argue that most of the negotia-
tions are integrative. There is no empirical evi-
dence; Raiffa (1982) proves it by a deductive ar-
gument: “two people are more likely to have dif-
ferent priorities, risk preferences and valuation of 
resources than they are likely to have identical 
preferences across such dimensions. Differences 
on any dimension define opportunities on integra-
tive trade-offs” (cited in Thompson, 1990, p. 516). 

If negotiators’ interests are not purely competi-
tive, they can not only divide resources (distribu-
tive bargaining) but also create resources by iden-
tifying additional value, benefits and additional 
resources making the chance of integrative bar-
gaining. Pruit & Rubin (1999) argue that “In em-
pirical examination of negotiation behaviour ne-
gotiator outcomes are summed to form a measure 
of joint profit, which is used as a measure of inte-
gration. Integrative agreements allow negotiators 
to achieve greater utility, allow negotiators to 
avoid potential stalemates, are more stable over 
time, foster harmonious relations between parties, 
and contribute to the welfare of the broader com-
munity” (cited in Thompson, 1990, p. 717).  

Strategies were identified by researchers to 
reach integrative agreements, including logrolling 
(Pruitt & Rubin, 1999), the Dual Concern Model 
(Pruitt, 1995; Pruitt & Rubin, 1999) and Fisher 
and Ury’s model of principled negotiation (Fisher 
& Ury, 1991). 

Logrolling (Pruitt, 1995; Pruitt & Rubin, 1999) 
is a strategy in which trade-offs between issues 
are made by the negotiating parties and this way 
each party gets all or most of his preferred out-
come on issues, which are important to him but 
each party concedes on issues, which are of little 
importance to him (Pruitt, 1995, p. 27, Thompson, 
1990, p. 517). 

The dual concern model (Pruitt, 1995; Pruitt & 
Rubin, 1999) is based on identifying four basic 
strategies which are available to negotiators: (1) 
problem solving; (2) contending; (3) yielding; (4) 
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inaction. The model “makes the following predic-
tions about the antecedents of the four strategies: 
concern about both own and other party’ out-
comes encourages a problem-solving strategy, 
concern about only one’s own outcomes encou-
rages contending, concern about only the other 
party’s outcomes encourages yielding, concern 
about neither party’s outcomes encourages inac-
tion” (Pruitt, 1995, p. 30).  

Fisher and Ury’s model of principled negotia-
tion (1991) presents a cooperative or integrative 
way of negotiating based on four principles: sepa-
rate the people from the problem, focus on inter-
ests not on positions, invent options for mutual 
gains, insist on using objective criteria (Fisher & 
Ury, 1991, p. 15). Dupont (1996) has assessed 
their contribution as “important (although its me-
rits are more in formulation than in innovation) 
because it offers simple, clear and powerful con-
cepts toward ideally good agreements.” However, 
he also comments on its limitations based on 
McCarthy’s analysis (1995): “The limitation of 
the approach is that it tends to a large extent to 
merge descriptive and prescriptive approaches 
because it presupposes mutual agreement on 
“principles” and mutual good faith, and assumes 
that the situation itself makes a principled negotia-
tion feasible” (cited in Dupont, 1996, p. 55). 

 
3.4. Efficiency of integrative tactics in      
negotiations 
Weingart, Thompson, Bazerman, & Caroll (1987) 
argue that integrative tactics support the imple-
mentation of integrative strategies.  

A special type of ‘Making an offer’ serves an 
integrative agreement: “the packaging of issues 
allows greater opportunity for joint gain than ne-
gotiating one issue at a time, because packaging 
offers the opportunity to make favourable trade-
offs across issues” (Weingart at al., 1987, pp. 285-
286). 

‘Integrative behaviours’ is a set of tactics, 
which includes suggestions of trade-offs and 
statements reflecting mutuality. Interdependence 
of negotiators is emphasized which is likely to 
initiate problem solving. Integrative behaviours 
enhance the possibility of integrative responses 
from the other party (Weingart at al., 1987, p. 
286). 

‘Asking for information’ is a set of tactics in-
cluding questions about preferences, reservation 
price, best alternative to negotiated agreement 
(BATNA), general needs, desires and goals. The 
level of information exchange to enhance the cog-

nitive understanding of the situation is a critical 
determinant of joint benefit (Weingart at al., 1987, 
p. 286). 

‘Providing information’ is a set of tactics to in-
form the other party about needs, desires and 
goals, reasons for one’s own position and recom-
mendations. It is beneficial to provide information 
to the other party for reaching integrative agree-
ments. However, revealing one’s BATNA or 
identifying one’s reservation price is not advised 
as giving information about them weakens nego-
tiators’ positions (Weingart at al., 1987, p. 286).  

‘Negative reactions’ to the other party’s offers, 
ideas and arguments do not support problem solv-
ing in the course of the negotiation and result de-
fensive and distributive behaviour; however, they 
have an important role in negotiations as they ex-
press resistance to an unacceptable suggestion 
(Weingart at al., 1987, p. 286). 

‘Positive reactions’ to the other party’s offers, 
ideas and arguments supports problem solving in 
the course of the negotiation. However, one 
should be careful as it might mean “he will agree 
to anything” and this way it can be considered as 
a sign of weakness (Weingart at al., 1987, p. 286). 

 
Conclusions 
We can conclude that HR negotiations are com-
mon forms of direct verbal HR communication. 
They provide opportunities for exchanging infor-
mation, arguing and convincing the other party or 
parties during the bargaining process to reach an 
agreement, which is acceptable for both or all of 
them. The effectiveness of HR negotiations could 
be enhanced by using strategies and tactics of in-
tegrative bargaining. To conduct effective HR 
negotiations HR professionals need to possess 
negotiating skills, be competent in integrative 
strategies and tactics which is required for inte-
grating available resources in HR negotiations, 
like in the course of hiring the best employees and 
talents for the company, deciding on salaries and 
benefits, solving the tasks and problems in em-
ployee relations, employee involvement and par-
ticipation. SM 
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Abstract 
Strategic human resource management (SHRM) means accepting the HRM function as a strategic partner, a 
role popularized by Dave Ulrich in the mid-1990s. His well-known multiple-role HRM model encompassing four 
HRM roles (administrative expert, employee champion, change agent and strategic partner) is one of the most
popular paradigms implying that HRM is a vital contributor to business strategy. A strategic HRM role is con-
sidered to be the ultimate stage in the evolution of HRM according to the contemporary theory, focusing on
aligning HRM goals, strategies and practices with business strategy in order to achieve organizational goals.
The paper explores the pace of transformation of HRM departments in Croatian companies from old “cadre”,
personnel departments with influential trade unions present in communist times, towards a strategic role of 
HRM typical for companies having world-class high performance HRM practices suitable for free market sys-
tems. In the theoretical part of the paper SHRM and strategic partner concepts are described, while the em-
pirical part of the paper presents longitudinal data on the presence of strategic HRM role in Croatian compa-
nies in the last fifteen years. SHRM indicators for 2001, 2005, 2012 and 2014 collected by the author using
representative samples of 500+ employees companies are presented and analyzed. Empirical findings re-
vealed that although the field is firmly advancing, in general, the strategic component of HRM in Croatia is not
fully present – HR managers are not always top management members, formal HRM strategies are still not
omnipresent, and the relative number of HR professionals in organizations is not adequate for HRM activities
to be implemented properly. 
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Introduction 
The strategic perspective of human resource man-
agement (HRM) has grown out of researchers’ 
desire to demonstrate the contribution that HRM 
practices make to organizational performance and 
competitive advantage (e.g. Delery & Doty, 1996; 
Collins & Clark, 2003), and the application of the 
adjective ‘strategic’ signals that effective HRM is 
critical to organizational effectiveness (e.g. Boxall 
& Purcell, 2000; Jackson, Schuler & Jiang, 2014). 
A strategic human resource management (SHRM) 
is considered to be the ultimate stage in the evolu-

tion of HRM according to the contemporary the-
ory. It is focused on aligning HRM goals, strate-
gies and practices with business strategy in order 
to achieve organizational goals. 

SHRM also means accepting the HRM func-
tion as a strategic partner, a role popularized by 
Dave Ulrich in the mid-1990s. His well-known 
multiple-role HRM model encompassing four 
HRM roles (administrative expert, employee 
champion, change agent, and strategic partner) is 
one of the most popular paradigms implying that 
HRM could be a vital contributor to business 
strategy. It is argued that a strategic role is a piv-
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otal one for HR professionals in today’s organiza-
tion (Cleland, Pajo & Toulson, 2000), as it en-
hances the effective utilization of high perform-
ance HRM practices, which, in turn, increases 
financial performance through increased human 
resources productivity (Mitchell, Obeidat & Bray, 
2013). 

The paper explores the pace of transformation 
of HRM departments in Croatian companies from 
old “cadre”, personnel departments with influen-
tial trade unions present in communist times, to-
wards a strategic role of HRM typical for compa-
nies having world-class high performance HRM 
practices suitable for free market systems. 
Namely, in Central and Eastern European (CEE) 
countries, a need to move away from mostly ad-
ministrative towards more strategic and business-
oriented HRM has emerged (Zupan & Kaše, 
2005). 

In the theoretical part of the paper SHRM and 
strategic partner concepts are described, while the 
empirical part of the paper presents longitudinal 
data on the presence of strategic HRM role in 
Croatian companies in the last fifteen years. Pre-
cisely, SHRM indicators for 2001, 2005, 2012 and 
2014 collected by the author using representative 
samples of 500+ employees companies are pre-
sented and analyzed.  

 
1. Theoretical background – SHRM 
and strategic partner concepts 
1.1. The strategic human resource         
management philosophy 
SHRM is the pattern of planned human resource 
deployments and activities intended to enable an 
organization to achieve its goals, which distin-
guishes itself from traditional HRM as, vertically, 
it entails the linking of HRM practices with the 
strategic management process of the organization, 
and, horizontally, it emphasizes the coordination 
or congruence among the various HRM practices 
through a pattern of planned action (Wright & 
McMahan, 1992). SHRM assumes that effective 
HRM activities improve organizational perform-
ance (Schuler & Jackson, 2005). This has indeed 
been documented – HRM contributes to organiza-
tional performance by improving productivity, 
financial performance, social outcomes, and re-
ducing turnover (Arthur, 1994; Huselid, 1995; 
MacDuffie, 1995; Ichniowski, Shaw & Prennushi, 
1997; Patterson, West, Lawthom & Nickell, 1997; 
Collins & Clark, 2003; Pološki Vokić, 2003; Pe-
terson, 2004). 

Table 1 systematizes and specifies five theo-
retical frameworks in SHRM. The two most as-
sessed in the literature are certainly the universal-
istic and contingency perspective (e.g. Youndt, 
Snell, Dean & Lepak, 1996). The first proposes 
that best HRM practices should be adopted in all 
companies, while the second implies bringing 
HRM strategy in line with business needs (Boxall 
& Purcell, 2000). The configurational perspective, 
emphasizing the roles of complementarity, con-
gruence, and synergy among HRM practices 
(Kaufman & Miller, 2011), is the third widely 
proposed perspective, which completes the three-
way typology developed by Delery and Doty in 
1996 (Kaufman & Miller, 2011). However, in 
practice, most SHRM writers make the configura-
tional perspective a component part of the univer-
salistic and contingency perspectives, thus limit-
ing the framework to a two-way typology (Proc-
tor, 2008 after Kaufam & Miller, 2011). The final 
two perspectives – the contextual and integrative 
perspective, are not widely elaborated in the lit-
erature, as the first is actually a contingency per-
spective that emphasizes a socio-political context, 
and the second consolidates all existing perspec-
tives. 

 
Table 1   SHRM perspectives 

 

Perspective Definition Main arguments Influential 
authors 

Universalistic 
perspective 
(The ‘best-
practice’ 
perspective) 

Investing in 
advanced 
HRM  
practices 
increases 
companies’ 
performance 
irrespective 
of context 

▪ Some HRM practices 
are always better than 
others  

▪ ‘Best’ HRM practices 
lead to higher organiza-
tional performance 
regardless of an organi-
zation’s strategy 

▪ Organizations that adopt 
best HRM practices will 
reap higher profits 

Pfeffer 
(1994); 
Pfeffer 
(1998) 

Contingency 
perspective 
(The ‘best-fit’ 
perspective) 

Designing 
HRM strategy 
to fit critical 
contingencies 
in the firm’s 
specific 
context 
(achieving a 
‘unique fit’) 

▪ All HRM practices are 
not cost-effective across 
all sector or across all 
types of labor (even in a 
single firm) 

▪ The effectiveness of 
individual HRM practice 
is contingent on firm 
strategy 

▪ An organization that 
adopts HRM practices 
appropriate for its strat-
egy will be more effec-
tive 

▪ HRM practices are 
chosen so they best 
align with contingency 
factors such as organ-
izational size, industry, 
business strategy, pro-
duction technology, 
workforce characteris-
tics, job skills, legal 
regimes, political re-
gimes, labor market, 

Schuler & 
Jackson 
(1987); 
Baird & 
Meshoulam 
(1988) 



 

 

Nina Pološki Vokić        Fifteen Years of Strategic HRM Philosophy in Croatian Companies – has HR Department Evolved Into a Strategic Partner? 39 

STRATEGIC MANAGEMENT, Vol. 21 (2016), No. 2, pp. 037-044

and sociocultural influ-
ences 

▪ Both external/vertical fit 
(HRM activities must fit 
the organization’s stage 
of development), and 
internal/horizontal fit (the 
need to ensure that 
individual HRM policies 
fit with and support each 
other) needed 

Configurational 
perspective 

Focusing on 
patterns of 
HRM  
practices that 
together form 
an internally 
consistent 
whole  

▪ A configuration of a set 
of internally aligned 
HRM practices (the 
system of HRM) will 
have a much greater 
impact on organizational 
performance than single 
HRM practices taken in 
isolation  

▪ Explains how systems, 
clusters or bundles of 
HRM practices are 
mutually reinforcing and 
interact with each other 
to have synergistic 
outcomes at the organ-
izational level 

▪ The performance effect 
of HRM practices de-
pends on assembling 
the right combination or 
system of practices such 
that all the separate 
HRM elements fit to-
gether, support each 
other, and develop the 
maximum attainable 
synergy (‘horizontal fit’ – 
the effectiveness of any 
one practice depends on 
its fit or misfit of it with 
other elements of the 
HRM system) 

▪ Bundles of HRM 
practices (most often 
termed high perform-
ance work systems – 
HPWS) are associated 
with important organiza-
tional outcomes 

Doty & 
Glick 
(1994); 
Huselid 
(1995); 
MacDuffie 
(1995); 
Ichniowski, 
Shaw & 
Prennushi 
(1997); 
Becker & 
Huselid 
(1998); 
Delery 
(1998) 

Contextual 
perspective 

Adapting 
HRM  
practices to 
fit different 
national-level 
cultural, 
social, 
political, and 
legal contexts 

▪ Encompasses the 
particularities of geo-
graphic, macroeco-
nomic, industrial and 
social factors  

▪ First introduced by 
scholars outside the 
United States 

Brewster 
(1999); 
Martin-
Alcazar, 
Romero-
Fernandez 
& Gardey 
(2005) 

Integrative 
perspective 

Synthesis 
and integra-
tion of other 
 perspectives 

▪ There is a core of ‘best 
practice’ HRM tech-
niques and policies 
(typically associated with 
HPWS), which in most to 
nearly all organizations 
results in improved 
performance, and the 
rest has to be contin-
gent/contextual, as well 
as configurational 

Boselie, 
Dietz & 
Boon 
(2005); 
Becker & 
Huselid 
(2006) 

 

Source: compiled using Schuler & Jackson, 1987; Baird & Meshou-
lam, 1988; Pfeffer, 1994; Huselid, 1995; Delery & Doty, 1996;  
Becker & Huselid, 1998; Pfeffer, 1998; Boxall & Purcell, 2000;  

Colbert, 2004; Wright, Snell & Dyer, 2005; Lepak & Shaw, 2008;  
Kaufman & Miller, 2011; Marler, 2012 

 
 
 

This paper supports the integrative perspec-
tive, with SHRM considered to be a universal part 
of it. In other words, as SHRM explicitly links 
people management policies and practices to the 
achievement of organizational outcomes and per-
formance, most particularly financial and market 
outcomes (Kramar, 2013), it should be the HRM 
philosophy in every organization. 

 
1.2. HRM as a strategic partner 
One of the first to introduce a strategic partner 
role of HR professionals was Dave Ulrich. He 
wrote about an entirely new role and agenda for 
the field that focuses not on traditional HRM ac-
tivities, but on outcomes, which is not defined by 
what it does but by what it delivers – results that 
enrich the organization’s value to customers, in-
vestors, and employees (Ulrich, 1998a). He 
named it a ‘strategic partner’ role, and it was one 
of the four major HRM roles he recommended in 
mid-1990s – employee champion, administrative 
expert, change agent, and strategic partner (Ul-
rich, 1997). In mid-2000s, together with Brock-
bank, he expanded the typology and proposed five 
major roles – employee advocate, human capital 
developer, functional expert, strategic partner, and 
leader, as depicted in Table 2. 

 
Table 2   HRM roles and their evolution 

 

Mid-1990s Mid-2000s Evolution of 
thinking HRM 

roles Definition HRM 
roles Definition 

Em
pl

oy
ee

 c
ha

m
pi

on
 

Charged with 
understanding 
the needs of 
employees and 
ensuring that 
those needs 
are met 
Charged with 
personally 
spending time 
with employ-
ees, and 
training and 
encouraging 
managers in 
other depart-
ments to do the 
same 

Em-
ployee 
advocate 
 
 
 
 
Human 
capital 
devel-
oper 

Charged 
with 
making 
sure the 
employer-
employee 
relation-
ship is one 
of recipro-
cal value 
 
Charged 
with 
building 
the future 
workforce 

Employees are 
increasingly 
critical to suc-
cess of organiza-
tions. Employee 
advocate focuses 
on today’s 
employee. 
Human capital 
developer fo-
cuses on how 
employees 
prepare for the 
future. 

Ad
m

in
is

tra
tiv

e 
ex

pe
rt 

Charged with 
ferreting out 
unnecessary 
costs, improv-
ing efficiency, 
and constantly 
finding new 
ways to do 
things better 

Func-
tional 
expert 

Charged 
with 
designing 
and 
delivering 
HRM 
practices 
that 
ensure 
individual 
ability and 
create 
organiza-
tion 
capability 

HRM practices 
are central to HR 
value. Some 
HRM practices 
are delivered 
through adminis-
trative efficiency 
(such as tech-
nology), and 
others through 
policies, menus, 
and interven-
tions, expanding 
the “functional 
expert” role. 
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C
ha

ng
e 

ag
en

t 
Charged with 
fording or 
facilitating a 
dialogue about 
values as they 
identify new 
behaviours that 
will help to keep 
a firm competi-
tive over time 

Strategic 
partner 
 

Charged 
with 
helping 
line man-
agers at all 
levels 
reach their 
goals 

Being a strategic 
partner has 
multiple dimen-
sions: business 
expert, change 
agent, knowl-
edge manager, 
and consultant. 
Being a change 
agent represents 
only part of the 
strategic partner 
role. 

St
ra

te
gi

c 
pa

rtn
er

 

Charged with 
designing HRM 
practices that 
align with 
business 
strategy 
Participating in 
the process of 
defining busi-
ness strategy 

Strategic 
partner 
 

As above As above 

 

 Leader Charged 
with tying it 
all to-
gether 
Being 
credible 
both within 
HRM 
functions 
and to 
those 
outside 

The sum of the 
first four roles 
equals leader-
ship, but being 
an HRM leader 
also has implica-
tions for leading 
the HRM func-
tion, collaborat-
ing with other 
functions, ensur-
ing corporate 
governance, and 
monitoring the 
HR community.  

 
Source: compiled using Ulrich, 1997 and Ulrich & Brockbank, 2005 

 
As strategic partners, HR professionals focus 

on execution of strategy by aligning HRM sys-
tems to help accomplish the organization vision 
and mission (Ulrich & Brockbank, 2005). They 
focus on the achievement of organizational goals 
by aligning HRM goals, strategies and practices 
with business objectives and implementation of 
business strategy (Conner & Ulrich, 1996; Ander-
sen, Cooper & Zhu, 2007).  

In practice, HR professionals that are strategic 
partners have ‘a seat at the table’ when business 
decisions are made (Jackson, Schuler & Jiang, 
2014). They are members of the management 
team with a deep expertise in people and organi-
zation, but with enough business savvy to help 
shape future business directions (Ulrich & Brock-
bank, 2005). Ideally, the strategic partner role 
incorporates HR department as a full participant 
in both the development and operationalization of 
organizational strategies (Dessler, Griffiths, and 
Lloyd-Walker, 2007 after Mitchell, Obeidat & 
Bray, 2013) – in both strategy formulation and 
strategy implementation (DeCieri et al., 2008 after 
Mitchell, Obeidat & Bray, 2013). 

Yet, becoming a strategic partner means an en-
tirely new role for HR experts – they may have to 

acquire new skills and capabilities (Ulrich, 
1998a). To play the strategic partner role effec-
tively, they must master the theory and practice of 
forming and implementing strategy – they must be 
able to engage managers in discussions of vision, 
values, purpose, and intent (Ulrich, 1998b). 

 
2. Methodology 
Sample. As it has been identified that HRM prac-
tices in Croatia exist within organizations with 
more than 500 employees (Pološki Vokić & Vi-
dović, 2008), data for 500+ organizations from 
four surveys have been used for the assessment of 
SHRM progress in Croatia: (1) 2001 HRM survey 
conducted by Pološki Vokić (more in Pološki 
Vokić, 2004), (2) 2006 HRM survey conducted by 
Pološki Vokić and Vidović (more in Pološki 
Vokić & Vidović, 2007), (3) 2012 HRM survey 
conducted by CRANET team Croatia beyond the 
official CRANET survey round (more in Pološki 
Vokić, 2012), and (4) 2014 HRM survey con-
ducted by CRANET team Croatia in the official 
CRANET survey round (more in Pološki Vokić, 
Klindžić & Hernaus, 2015). All four samples are 
representative, as around a quarter of 500+ popu-
lation participated in first three survey rounds, and 
almost a half of population in the last survey 
round (see Table 1). Organizations from 500 to 
1000 employees, and private sector organizations 
are over-sampled, which corresponds with the 
Croatian large-sized organizations’ population, 
and implies no response bias.  

 
Table 3   Samples’ profiles 

 

Indicator Survey rounds 
2001 2006 2012 2014 

Number of organizations in the 
sample 

41 36 38 77 

% of the population (respon-
siveness) 27.0 24.2 22.0 43.3 

Organization 
size 
(% in the 
category) 

500 to 1000 
employees 53.7 54.3 44.8 50.6 

1000 to 1500 
employees 

12.2 17.1 10.5 18.2 

1500 to 2000 
employees 9.7 5.7 10.5 10.4 

more than 
2000 em-
ployees 

24.4 22.9 34.2 20.8 

Sector
(% in the 
category) 

private 63.4 63.9 78.9 80.5 

public 36.6 36.1 21.1 19.5 
 

Source: author 

 
Instruments. Typical quantitative and qualita-

tive HRM indicators were collected in 2001 and 
2006 through a highly-structured questionnaire 
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developed using HRM literature, while 2012 and 
2014 surveys used CRANET methodology 
(CRANET, 2009). Both instruments collected 
data about the HR department position in a com-
pany, various HRM practices (such as job design, 
recruitment and selection, performance manage-
ment, compensations and benefits, labour rela-
tions, etc.), and HR manager’s characteristics, 
among which as well SHRM indicators analyzed 
in this paper. 

Data analysis. For the purpose of this paper, 
seven SHRM indicators were extracted from the 
above-mentioned surveys. Six out of seven indica-
tors were not identical considering response val-
ues, and therefore had to be recoded, while one 
indicator (number of HR professionals compared 
to the total number of employees) was computed 
for all cases using identical inputs. Data were ana-
lyzed with IBM SPSS Statistics 23 by using de-
scriptive statistics to calculate relative frequencies 
and mean values, and by using inferential statis-
tics to test the existence of significant differences 
in SHRM indicators among four time points (non-
parametric hi-square and Kruskal-Wallis H tests 
used depending on the type of variable). 

 
3. Results 
Results for the seven SHRM indicators analyzed 
are presented in Table 4. The first thing the table 
indicates is that the strategic impact of HRM in 
500+ Croatian organizations improved considera-
bly in the last fifteen years. At the beginning of 
2000s only around a third of organizations had 
HR departments, and people responsible for HRM 
placed on top management levels. As well, only 
around the quarter of organizations had a written 
HR department mission statement and written 
HRM strategy, as well as evaluated the perform-
ance of HR department in order to assess the de-
partment’s contribution to organizational per-
formance. Compared to that, in mid-2010s almost 
all 500+ Croatian organizations have HR depart-
ments that participate in strategic planning, and 
regularly evaluate HR departments’ performance. 
As well, one of the indicators implies a longitudi-
nal advancement in the strategic role of HR de-
partment – the percentage of organizations where 
HR department participates in strategic planning 
constantly increased since 2001. Almost the same 
applies for the percentage of organizations where 
the person responsible for HRM has a place on the 
top executive team, as this indicator raised con-
tinually with the exception of 2006. 

 

Table 4   SHRM in Croatia in 2001, 2006, 2012 and 2014 
 

SHRM indicator 
Survey rounds Statistical 

differences 

2001 2006 2012 2014 χ/H-
value p 

[1] % of organiza-
tions with HR 
departments 

39.0 91.7 81.6 92.2 50.587 0.000 

[2] % of organiza-
tions where the 
person respon-
sible for HRM 
has a place on 
the board or 
equivalent top 
executive team 

39.0 11.8 57.1 66.2 30.192 0.000 

[3] % of organiza-
tions where HR 
department 
participates in 
strategic plan-
ning 

61.0 79.4 83.8 93.5 17.292 0.001 

[4] % of organiza-
tions that have 
a written HR 
department 
mission state-
ment 

24.4 46.9 - - 4.035 0.045 

[5] % of organiza-
tions that have 
a written HRM 
strategy 

22.0 - 92.1 67.6 43.164 0.000 

[6] % of organiza-
tions where the 
performance of 
HR department 
is evaluated 

26.8 34.3 97.4 84.0 70.246 0.000 

[7] % of employees 
employed in the 
HR department 
out of a total 
number of em-
ployees 

0.87 
min 
= 

0.16 
max 

= 
2.48 

0.89 
min 

=0.30 
max 

= 
2.72 

0.84 
min 
= 

0.02 
max 

= 
2.72 

0.69 
min = 
0.15 
max 

= 
3.58 

4.062 0.255 

 

Source: author 

 
However, another thing that could be observed 

from the table is the impact of the economic crisis 
still present in Croatia (the crisis induced by the 
2008 global financial crisis). Namely, one indica-
tor was better in 2006 than in 2012 (% of organi-
zations with HR departments), one indicator was 
better in 2006 than in 2010s (% or employees in 
HR department compared to the total number of 
employees), and two indicators (% or organiza-
tions that have a written HRM strategy, and % or 
organizations where the performance of HR de-
partment is evaluated) were better at the begin-
ning of 2010s than in 2014. 

Nevertheless, the inferential statistics revealed 
that the role of HRM in 500+ organizations in 
Croatia is more strategic than at the beginning of 
the 21st century. Five SHRM indicators (No. 1, 2, 
3, 5, and 6) are statistically significantly better in 
2010s, and one indicator (No. 4) implies the sta-
tistically significant improvement in mid-2000s. 
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Discussion and conclusion 
Empirical findings revealed that the HRM field is 
firmly advancing in Croatia. A clear shift towards 
SHRM model, as in other CEE countries (e.g. 
Kohont & Poór, 2011; Kohont, Svetlik & Bogiće-
vić Milikić, 2015) is evident. For example, as 
around the world (see Wright, Moore & Stewart, 
2012 after Jackson, Schuler & Jiang, 2014), the 
presence of HR experts in top management teams 
has improved over time. As well as in many CEE 
countries (e.g. Karoliny, Farkas & Poór, 2009), 
the level of involvement of the HR department in 
strategic planning is getting close to best prac-
tices. Finally, the fact that more and more organi-
zations have written HRM strategies suggests that 
the architecture of the HRM function is becoming 
a strategically important one. 

However, although the SHRM philosophy is 
increasingly being accepted, in general, the strate-
gic component of HRM in 500+ organizations in 
Croatia is not fully present – HR managers are not 
always top management members (one third of 
organizations do not provide them with that op-
portunity), formal HRM strategies are still not 
omnipresent (one third of organizations do not 
have written HRM strategies), and the relative 
number of HR professionals in organizations is 
not adequate for HRM activities to be imple-
mented properly (Croatian 500+ organizations are 
on average far from the 1% benchmark). 

Furthermore, the impact of economic crisis 
should not be ignored. The global financial crisis 
impacted activities of managing people in Croa-
tian organizations seriously (Pološki Vokić, 
Klindžić & Hernaus, 2015), which is reflected in 
SHRM indicators as well. 

Altogether, although historically HR profes-
sionals spend more time on administrative HRM, 
especially those in CEE countries (e.g. Zupan & 
Kaše, 2005; Bogićević Milikić, Janićijević & 
Petković, 2008), they should be aware that as stra-
tegic partners they play a major role in creating 
strategic unity (Ulrich, 1998b). This paper advo-
cates that to be strategic partners, HR profession-
als should attend the process of strategy develop-
ment (Ulrich & Brockbank, 2005), which should 
especially be a concern of Croatian HR experts 
that are still not integrated in organizational stra-
tegic endeavours. Even though the HR strategic 
role has implications on the adoption of innova-
tive high performance HRM and, through this, 
financial performance (Mitchell, Obeidat & Bray, 
2013), the strategic HRM philosophy is not pre-
sent all over 500+ Croatian organizations. Many 

HR departments in Croatia have not yet evolved 
into strategic partners, and they do not have the 
opportunity to demonstrate that HRM strategic 
inputs boost organizational outcomes. SM 
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