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Liberalization, privatization and microeconomic reforms are of crucial impact for performances of transitional economies. Unfortunately, across the Central and Eastern European Countries (CEEC) in transition, privatization, especially of large companies is delayed, macroeconomic strabilization is not yet assured and microeconomic reforms display modest results. Factors to be blamed for modest microeconomic adjustment results include dispersed ownership, continued soft bank lending and unfavourable macroeconomic environment. These bring us to the conclusion that development gap has even widened in some countries due to the absence of radical shift in production, technology and export. As a consequence of poor restructuring and unfavourable macroeconomic environment Croatian business sector is lagging behind other CEEC real sectors. In order to build competitiveness on foreign markets and restore its position on domestic market Croatian enterprises should consider advantages brought about by cooperation with foreign investors on the basis of employing innovative forms of foreign investment and by operating and thinking globally.
1. INTRODUCTION

Successful transition of a national economy requires microeconomic and macroeconomic reforms based on national government competence and commitment, and aimed at business sector restructuring and privatization, financial sector deepening and sophistication, and integration into the world economy.

Liberalization, privatization and microeconomic reforms are of crucial impact for performances of transitional economies. The object of our analysis will be transition performance of advanced Central and Eastern European Countries in transition (CEEC) namely: Slovenia, Poland, Hungary, Czech Republic and Croatia. Special regard will be paid to Croatian business sector restructuring performance. Particularly, the restructuring advance of the large companies’ sector will be analyzed. Namely, it may be stated that the performance of the large enterprises’ sector mirrors efficiency and speed of the transition process. In other words, the result of this sector reflects the success attained in the field of liberalization, privatization, and microeconomic reforms.

Liberalization and privatization processes in  CEEC are mutually supportive. CEEC, with the best liberalization results, also lead when privatization is concerned, as well as when foreign direct investment (FDI) is considered. In other words, privatization of large companies includes foreign capital inflow. Unfortunately, in the Croatian case, those investments have not substantially improved the technological base or export presence of large Croatian enterprises.

Furthermore, privatization and microeconomic reforms should be treated as interrelated processes. Namely, when wisely managed, they are expected to lead to increased competitiveness, effective corporate control, and restructuring including recapitalization. 

2. 
CURRENT STAGE OF CEEC BUSINESS SECTOR
       
RESTRUCTURING

The main areas of CEEC transition policy, besides the building of market type infrastructure, includes:

· privatizaton,

· macroeconomic stabilization, and 

· microeconomic reforms.

Across the region privatization, especially of large companies, is delayed and macroeconomic stabilization is not yet assured, especially foreign sector stabilization in several countries. Namely, current account deficits have doubled in broader regions, while in the Czech Republic and Croatia they have reached even unsustainable levels when comapred to the GDP. Furthermore, microeconomic reforms are still lagging, which is most remarkably evidenced in the lack of new products and total factor productivity performances.

Main indicators of groups of the most advanced CEEC enlarged by Croatia are presented in Table 1.

Table 1. Main economic indicators of selected CEEC, 1997.


Consumer Price Inflation (%)
GDP
(% real growth)
Current Account Balance 
(bn USD)
Budget Balance
(% of GDP)
Export of Goods and Services
(% of GDP)

Czech Republic
8.4
1.0
-0.4
-1.0
55

Hungary
18.0
4.6
-0.4
-4.1
39

Poland
15.1
6.8
-2.4
-1.6
55

Slovenia
9.1
3.8
-0.1
-1.2
55

Croatia
3.6
6.5
-2.3
-1.3
42

Source: World Development Report 1998/99, Business Central Europe, July 1999.

When internal macroeconomic stabilization, as measured by consumer price inflation, is considered, Croatia and the Czech Republic reveal the best performance. However, foreign sector deficit confirms that restructuring and increased profitability and competitiveness of business units is yet to be to achieved. Although the growth rate for the reviewed countries is rather good, a transitional drop in production is compensated only in Slovenia. Hungary has done well on privatization, but the budget balance, export share in GDP and foreign indebtedness figures are less successful. This conclusion, stands for Croatia (when current budget balance is taken into account), too.

At the business sector level, many of CEEC enterprises, particularly large ones, are characterized by lack of clear vision and strategies, poor organization and frequently poor management, which can partly be explained by management myopia in circumstances of privatization. As a consequence, the corporate sector commonly displays:

· high cost of production,

· low quality standards,

· unsatisfactory professional skills, devotion and creativity of staff

· overcentralized decision making process and frequently old fashion

· management knowledge, and

· poor results in creating new products and renewing present ones (***, 1997b).

Furthermore, investment across CEEC was primarily focused on the reconstruction and replacement of equipment while there was a lack of investment in new  production facilities and in new technologies which promote development through innovation and foreign market penetration.

Factors to be blamed for modest microeconomic adjustment results include dispersed ownership, continued soft bank lending and unfavorable macroeconomic environment (investment set up, level of national and regional risk) which prevented enterprises to get access to cheaper, more favourable, and longer-term financing (FDI). These factors bring us to the conclusion that the development gap has remained the same and in some countries they have even widened due to the absence of radical real sector production, technology and export shift.

3. CURRENT PERFORMANCES OF CROATIAN BUSINESS
       SECTOR

So far, Croatia has revealed good results in price stabilization (as evidenced by Table 1).  However, it has revealed much less favorable results in the economic policy transition segment that may be entitled “from import substitution to export extension”. Foreign balance account is worsening due to the pace and method of privatization and stabilization method adopted, complexity and commitment to structural adjustment programs, as well as the success of the market infrastructure development urging radical financial and corporate sector reforms (Vidučić, 1999a). 

The transitional process in most CEEC led to an initial transitional crisis revealed by the fall in industrial output and the large companies’ crisis. Due to its GDP and employment contribution, the large companies’ sector may be regarded as the “backbone” of the national economy. Therefore, it may be stated that the success of a national economy is a reflection of the performances of its large enterprises.

The Croatian business sector is in an unfavorable competitive position, calling for a radical restructuring process. Reasons for the crisis of Croatian enterprises (which in a great deal resembles the Slovenian case) include:

· loss of former Yugoslav market, 

· increased competition on the local market due to liberalization combined with high entry barriers to western markets set by the political and economic association in which Croatia has not yet gained membership, 

· imposing of hard budget constraint, 

· war destruction, 

· obsolete internal organization and 

· inadequate commercial and management proficiency. 

Privatization of large Croatian companies has hardly begun. State ownership, brought about by turning social ownership into a state one at the beginning of transition, was accompanied by government support, the revival of soft lending of banks and delayed bankruptcies, which have prevented extensive corporate restructuring (Nušinović, Teodorović, 1999.). Furthermore, bailing out of unviable companies and the bank rehabilitation process forced the government to increase indebtedness to a worrying level of 40% of GDP.

Non-transparent and minor privatization of large companies could not provide these with market-type corporate governance. Furthermore, it discouraged foreign investors. Chronic lack of working capital, high short-term debts, accumulating interenterprise arrears, as well as high cost and poor supply of capital (low saving rate, fragile banking market, high risk of borrowers) fuel low profitability and short-time horizon.

As a consequence, the business sector has been operating in debt for six years. The illiqudity burden is steadily increasing with declared interenterprise arrears surpassing money available to enterprises. The number of insolvent enterprises is rising steadily, as well as the average days of payables outstanding, reaching 95 days in 1997 as compared to 61 day which is common for western partners (Šokman, Lovrinović, 1998). Progress in restructuring are lagging as well as the privatization of utilities, tourism industry and banks.

Lack of restructuring in the business sector is evidenced by the state sector performance. In other words, state sector share in total equity in 1997. amounted 43.4%, in total turnover 15.3%, and only 12.3 % in total profit before taxation (Agency for payment services, 1998).

The current stage of restructuring of the Croatian business sector may be observed from Table 2., where profitability, labor productivity and export growth were used as measures of microeconomic reforms performance in the 1994-97 period. Since financial expenses are high and a consolidated financial result is negative at the sector level, the net operating profit rate of return is employed as a profitability measure (derived from EBIT, i.e. net income before interests and taxes and total assets ratio). Modest growth in the reviewed period is due to the decrease of assets (for 26.9%) and growth of EBIT (67.0%) which reveals the increase of both income before taxes and interest expense. However, the profitability ratio stays at a modest level, namely 4.8 % in 1997.

Table 2. Restructuring performance of Croatian business sector, 1994-97 (in %)

Year
Profitability ratio (EBIT/A)*
Productivity growth rate (based on gross output)
Growth of exports

1994.
3.6
2
7

1995.
3.4
8
-4

1996.
4.3
20
3

1997.
4.8
35
7

*EBIT/A= ratio of earnings before interest and taxes to total assets

Source: EBRD, Republic of Croatia: Selected issues, IMF, No 98/51, Information on business sector financial results, Agency for payment services (various years)

In the 1994-97. period productivity has revealed a remarkable growth. Compared to other CEEC, it was in line with the Slovenian performance, but substantially lower than in other CEEC (see Figure 1a). Moreover, growth of productivity is surpassed by growth of wages and salaries in the same period (Teodorović, Lovrinčević, 1998). 

Export growth was lower than Slovenia’s and Czech Republic’s, and modest compared to Poland’s and Hungary’s (see Figure 1 b). Furthermore, it was accompanied by faster import growth leading to increased import competitiveness on the local market and the building of an unsustainable current account deficit (12% of GDP).

As a consequence of poor restructuring and an unfavorable macroeconomic environment, the Croatian business sector is lagging behind other CEEC real sectors, revealing the loss of competitive position in the EU and even on the domestic market. Croatia’s real sector financial performance shows a decrease of assets as well as an increase in the high level of indebtedness, especially short-term debts. Due to six years of operating in debt, companies were:

· almost left without net working capital (namely, only 3.2% of current assets were financed from long-term sources in 1997.) and

· unable to secure simple reproduction (namely, only 78 % of depreciation allowances were used for investment financing).
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Figure 1a. Productivity growth rate for selected CEEC

Source: World Economic Outlook, IMF, EBRD
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Figure 1b. Export growth for selected CEEC

Source: Direction of Trade Statistics; IMF, World Economic Outlook 1998
Lack of working capital was further aggravated by the high cost of financing since the short- term lending rates was 14.2% on average in 1997., which is high compared to both the inflation rate and return on assets.

As evidenced by Table 3., the business sector reveals poor asset management (capacity utilization) as measured by the turnover ratio (business sector has a turnover ratio below 1, signifying that it is not capable of turning over total assets in one year). Furthermore, return on capital is negative due to a negative consolidated financial result (losses are surpassing net income). The efficiency of capital management as measured by sales to equity (whose increase is partly due to decrease of equity) and sales to fixed assets are rather low. These results in assets management are accompanied by a high real wages rate - much higher than in advanced CEEC (see Figure 2.).

Table 3. Assets management, profitability and liquidity performances of Croatian business sector (1994-1998)
Years
Sales/Equity
Sales/Fixed assets
Sales/Assets
Net income/ Assets  (%)
EBIT* / Assets

(t.%)
Current A/ Current L**
Quick ratio
Total debt/

Assets

(%)
Short-term debt/ Assets (%)

1994
0.86
0.81
0.62
-1.1
3.6
1.19
0.73
26.1
19.1

1995
1.00
0.90
0.65
-1.6
3.4
1.09
0.71
32.4
65.3

1996
1.16
1.04
0.71
-1.3
4.3
1.05
0.71
36.6
61.0

1997
1.34
1.13
0.73
-0.2
4.8
1.05
0.74
42.3
55.1

1998
1.30
1.05
0.67
-1.3
4.0
1.01
0.72
46.1
51.2

* Based on 65% estimate of interest expenses in total financial expenses

** A= total assets, L= liabilities

Source: same as for Table 2.
Short-term debt is steadily increasing, while the total debt to asset ratio is approaching a critical level, meaning that in order to secure additional financing, the business sector will have to secure equity financing first. This capital should primarily be a foreign one, due to financial weaknesses of local investors.

A poor earnings base, scarce and expensive external financing, combined with a modest FDI prevented large companies to compensate for lost Yugoslav markets through increased investment aimed to leap into a higher value market based on the improved price, quality and design of their products. Namely, huge investment requirements in the circumstances of increased competition are confronted with the lack and high cost of capital (which is rather a rule than an exemption across the CEEC region) reflecting both the shallow national financial market and the lack of access to international financial markets.

Research and development investments (R&D) are kept at a very low level, except for some blue chip companies such as Pliva and Podravka, which prevented firms from developing new and protecting present potentials whose efficient management is a precondition for permanent profitability (Osmanagić-Bedenik, 1999). Slovenian experience confirms that companies being able to undertake significant investment (in this case financed by increased borrowing) succeeded to increase capital management efficiency through foreign market penetration thus succeeding to transform from loss making to profit making companies in the 1992-97. period (Tajnikar, 1999).

Loss making in the Croatian business sector has become rather a rule than an exemption with the most important national sectors recording losses. According to size, large and medium size companies’ sector have evidenced a negative consolidated financial result (net income minus loss), while the small companies’ sector after several years of profit shrinking, have recorded a slight positive result in 1998. Large companies’ sector proves to be the last one to restructure due to delayed privatization, outdated organization and sometimes soft lending (frequently continued under social pressure). Their share in assets, turnover and profits evidencing poor capital and assets management and low profitability are revealed in Table 4.

Table 4.  Performance of large enterprises sectors (state and majority state-owned) in 1997 (in %)

Large companies sector share

in agregate varibales(%)
100% and majority state owned companies sector share in agregate variables

Total sales
42.3
23.3

Net income 
48.2
26.7

Loss
49.3
45.4

Fixed assets
66.7
58.4

Capital
69.3
61.3

Source: “Privredni vjesnik”, 400 najvećih (Top 400 Companies), 21. June 1999.
Furthermore, state and majority state-owned enterprises have recorded inferior results compared to private ones. While state and majority state-owned companies share in fixed assets and capital was 58.4% and 61.5% respectively, their share in sales and net income of total business sector was 23.3% and 26.7 % respectively. Presumably, state ownership is connected with large enterprise, since few large companies are private (100% or majority private). This sector is highly represented in total business sector capital and assets, while their share in net income is rather modest, which confirms prevalence of outdated technology, scarce investments, and immobilised current assets, as well as inadequate access to long-term capital, and high short-term indebtedness.

Problems of the large companies’ sector (presumably state, and majority state owned) may be confirmed by their representation in Croatian “corporate cream club”, i.e. top 400 companies. Namely, their share more than halved in 1994-98. period, while the small enterprises’ sector increased their presence from 0.8 to 13%, and the medium sized enterpises’ sector group doubled their share in the same period.

The rising and high negative consolidated financial results at the business sector level, which is evidenced simultaneously with income before taxes growth, may be explained by the fact that the earnings’ potential and profit created by vital small and growing private (initially private or majority privately owned after privatization) enterprises is more than compensated by the loss incurred by large state enterprises which failed to privatize, restructure and expand at foreign markets.

That means that the current model of growth, based on private consumption, and postwar reconstruction in circumstances of real exchange rate appreciation, has lost pace, thus calling for an export-oriented model of growth (Teodorović, Lovrinčević, 1999).

This new model has to encompass the important role of medium and large enterprises able to undertake substantial investment in product innovation, technology improvement and human capital accumulation (especially in the field of general, financial and marketing management). Radical microreforms including acceleration and completion of privatization  (utilities, banking and insurance industry, tourism), internal and cross border mergers and acquisitions, and new forms of productive foreign investment could serve as a mode of building competitiveness and foreign market penetration, so much needed for the Croatian business sector.

4. FOUNDATIONS OF CROATIAN COMPANIES
    RESTRUCTURING STRATEGIES 

 The restructuring strategy consideration is closely related to the issue of potential advantages, i.e. factors that could serve as a starting point for building and enhancement of individual companies’ competitive advantages. Such a conclusion is based on the fact that the process of establishment and growth of the small enterprises, as well as the disappearance of larger ones, is a perpetual process, taking place all over the world.

Many enterprises, which were once large ones, have disappeared, while many of them, only some time ago, were classified as small business. Taking these remarks into account, it follows that restructuring is of utmost importance for any company wishing to advance and even keep its competitive position. Unfortunately, many Croatian enterprises seem to be unable to achieve such a goal (Pavić, 1999).

The starting point for the restructuring of Croatian large companies may be the theory of comparative advantage. According to this theory, special attention should be paid to those companies which are able to produce at a lower cost, or which can provide better quality than their competitors. Therefore, possibilities for creating this competitive advantage should be analyzed from the aspect of natural resources, labor costs, availability of capital and technology, etc. However, the current stage of global economic development makes the analysis of last three factors relevant. 

Labor costs, as a source of competitive advantage of Croatian enterprises, should be analyzed in comparison with countries following the same source of competitive advantage, namely other CEEC countries. Compared to the selected, most advanced CEEC countries. Croatia has the highest labor cost (see Figure 2). 

This fact, among others, may be blamed for the decrease of export of the Croatian enterprises, especially in the case of labor intensive industries (such as textile, garments and shoes). Unfortunately, such sectors account for a large share of Croatian output and export with many large enterprises situated in them as well. Therefore, in order to get labor costs more in line with the main competitors of Croatian firms, the national government will have to decrease taxes and contributions that account for a large share of labor costs.

Availability and cost of capital represent a further obstacles for large Croatian firms’ competitiveness building and enhancement. It may be stated that restructuring in transition economies requires huge amounts of capital (at moderate terms) in order to replace outdated technology in the majority of large enterprises.

Since banks are the main source of capital for the business sector (emerging stock-exchanges), low lending activity compared to Western countries (where it reaches 100% GDP) and high interest rates (especially when compared to the inflation rate) represent a heavy burden for the business sector.
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Figure 2. Real wages growth in selected CEEC

Source: same as for figure 1a)
Table 5 reveals high capital cost across the region, and especially for Croatia. Namely, the nominal interest rate on long-term credit ranged from 15 to 25% in 1997 and banks used to charge extra commissions. Taking into account a 3.6 percent inflation rate and a 4.8 percent net operating profit rate of return, one may conclude that Croatian firms had scarce and expensive financing. 

Table 5. Cost of capital and credit extended by banks in selected CEEC, 1997 (in %)


Domestic bank lending (% of GDP)
Discount rate
Long-term interest rate
Interest rate spread

Czech Republic
78.5
13.0
12.5
5.5

Hungary
49.2
19.5
28.2
6.5

Poland
35.3
24.5
...
6.1

Slovenia
36.0
10.0
21.3
8.1

Croatia
46.4
5.9
14.2
11.2

Source: Top 100, The Banker, July, 1998, World Development Report 1998/99, Business Central Europe, August, 1999, IMF-Croatia, 1998

Companies which opt for international diversification of financing and being able to approach international financial markets (primarily large firms with an appropriate credit standing) may reduce risk (foreign exchange, technological obsolescence, illiquidity, political, portfolio), overcome national financial market segmentation and improve capital structure (Eiteman, 1992). As a consequence, companies' cost of capital is decreased enabling increased capital budget and enhanced availability of capital which is finally recorded in increased shareholder value.

On the other hand, companies which are not able to approach international capital markets due to inappropriate creditworthiness, or due to size, have to resort to domestic sources or alternative financial markets.

Nowadays, implementation of new technologies represents a condition sine qua non for companies eager to improve and even keep their competitive position. However, Croatian companies lack qualitative long-term capital due to its short supply at shallow, national capital market.  Furthermore, they can rarely raise capital internationally.

Regarding the current market and financial constraints, one may come to the conclusion that large Croatian enterprises should seriously consider the advantages brought about by:

· cooperation with foreign investors on the basis of employing innovative forms of foreign investment which will secure a strong position on the local market (monopolistic), as well as enable them to regain competitiveness in the global market place, and

· operating and thinking globally (which will enable them to gain advantages based on location and size of production change).

The contemporary globalization process requires outward orientation, too. Otherwise the global market may be closed for most of the Croatian companies’ products, because the Croatian companies are rarely able to deliver products acceptable to western markets by its price, quality and design. This leads us to the conclusion that the global competitiveness of a Croatian product should be enhanced in each of the aforementioned aspects. One possible solution is the networking of Croatian companies with similar foreign companies, as well as the development of R&D networks at the level of large enterprises in order to respond fast enough to changing market requirements.

Efficient resource allocation is of utmost importance for survival and growth in the ever changing and uncertain global economy. Foreign market presence in the contemporary world commonly represents a prerequisite for preserving and improving current firms competitive position based on continuous access to information on the newest processes and technologies, R&D activities and the world's capital markets. 

For example, penetrating foreign markets through foreign direct investments (FDI) enables firms that operate in capital-intensive industries as well as in industries that require huge R&D to benefit from production scale economies. Furthermore, FDI enable large companies to gain information and experience especially important in industries with rapid product innovation and technological breakthroughs in order to renew their competitive advantages. Unfortunately, this strategy could be followed only by a few outstanding Croatian companies (such as Pliva and Podravka).

FDI is considered to be a critical factor for a successful transition process since, besides financial resources, it involves operational know-how, organisational and marketing know-how and development of human resources, too (Porter, 1990). In addition to FDI, new forms of international investment are also very important, including franchising agreements and leasing, especially for the manufacturing and tourism industry. 

These mean that large companies (small and medium sized not necessarily excluded) should follow strategies and provide internal organization that will enable them to build a sustainable competitive advantage in the global environment. Consequently, the tasks faced by its management teams include:

· organizational restructuring, including reengineering of business processes aimed at reduced costs and increased customer satisfaction, and 

· organizational design,

which are all based on proper analyses of current organizational and human resource characteristics of individual companies (Buble, Alfirević, 1999).

5. CORPORATE RESTRUCTURING AND CREATION OF
             SUSTAINABLE COMPETITIVE ADVANTAGES

Corporate restructuring comprises a set of activities, including the reorganization of company’s ownership structure as well as restructuring of its portfolio of assets. These activities include new forms of debt and quasi-debt financing instruments, new forms of organization, increased importance of active investors and an increasing focus on assets, which maximize shareholder wealth while divesting those that fail to provide this increase. (Robbie & Wright, 1996) 

The experience of successful companies may illuminate the course of necessary restructuring. Namely, enterprises in industrial countries employ up-to date organizational, financial, technological and management knowledge. For example, strategies employed by the most successful European (German and British) and Japanese firms may be qualified as the strategy of leadership in quality, creativity and innovations. This strategy, not surprisingly, rests on a high degree of technology employed and information science proficiency. Furthermore, it is based on the capability of discovering and turning new products into profitable production as well as continuously developing existing ones.

Methods available for Croatian large companies’ restructuring include strategies such as: turnaround management, regrouping and portfolio management.

These strategies include activities aimed at performance enhancement and competitive position improvement including cost reduction, divestment including spin-off or outright sale of inefficient organizational divisions, financial support of prospective divisions, introduction of performance measurement for each division, and sometimes, replacement of management.  

As a last measure, we can list bankruptcy, which is inevitable in cases when the net worth of a company is greater when “dead” than “alive”. However, Croatian, as well as Slovenian experience has revealed reluctance of the government to force large companies into bankruptcy, because of unfavorable social consequences, leading to the revival of a soft budget constraint. However, bankruptcy has led, in some cases, to the establishment of phoenix companies that have emerged from a healthy core business.

The most frequent method of Slovenian large companies’ restructuring was by size adjustment done mainly through capital reduction and downsizing, with the result of moving into a medium-sized companies’ group (Tajnikar, 1999). Moreover, companies that have managed to reverse an unfavorable profit trend have changed capital structure incurring more debt aimed at increased investment that enabled them to secure export penetration.  

A similar conclusion may be drawn for successful Croatian enterprises. Those able to reorganize, improve their financial structure and expand at the foreign market have managed to earn profits such as Pliva, the leading regional pharmaceutical company, and the large food company Podravka. Unfortunately, the majority of large companies failed to restructure and regain competitiveness. Namely, the large companies’ sector still has the largest share in Croatian business sector losses. Besides this drawback, we could stress illiquidity which is spread all over the Croatian economy. These confirm that the large companies’ sector has not yet managed to overcome the transitional crisis. 

Due to the fact that Croatia is a small, open, transitional economy eager to become a member of the WTO and EU, implying a further increase of competitiveness, special attention needs to be paid to:

· the design of strategies that provide the international viability of enterprises, and

· ensuring of a stimulating macroeconomic environment.

In the world of a globalised and turbulent environment, companies have to create strategies that incorporate flexibility, speed, adaptability as well as capability to anticipate changes in its environment. In defining corporate strategy, management may choose among a defensive, aggressive, conservative and competitive strategy. Competitive strategy implies an increase in financial and commercial resources, an increase in productivity and domination over competitors (Krzakievicz et al., 1998).

A new strategy surely implies additional funds for realization, but a new way of thinking is especially required - need to think globally, adapt quickly and predict and create changes, which may be sublimed in one word - be innovative. Namely, firms that have performed best in the 1990s reveal certain common features. They have affirmed themselves as being:

· innovative, technologically advanced and flexible

· able to demonstrate excellency in production and leadership in development of new and renewed products and

· capable of understanding current and creating new customers needs and tastes.

According to the concept of "core competitions" based on the resource theory of firm and developed by G.Hamel and C.K.Prahalad, the creation of corporate competitive advantage should be focused toward the future. Companies have to develop core competencies which may be defined as a complex set of complementary technologies, skills and knowledge  (Tipurić, 1999).

In order to survive and expand, companies need to build sustainable competitive advantages which implies companies’ distinctive competencies in the field of innovation, implementation of unique technologies, creation of new products and knowledge about future changes within domestic and foreign markets (Godziszewski, 1998). Companies should monitor their competitive advantages in order to create and preserve effective barriers to entry into the market.

Permanent development of firms, besides remarkable investments in R&D, human and physical capital, requires establishing networks of human and organizational capabilities, and defining and developing key operational processes.  Furthermore, excellent knowledge of competitors and current and potential markets are of utmost importance. Therefore, companies should embody the anticipation of regional markets’ development in their strategy of competitiveness building. 

The base for all this is top management having the adequate knowledge and vision to create a viable strategy which highly ranks customers, as well as continuous staff education aimed at increased performance in team work, creativity and decision making capability. 

6. CONCLUSION

CEEC enterprises, particularly large ones, are characterized by a lack of clear vision and strategies, poor organization and frequently poor management. The CEEC corporate sector commonly displays: high cost of production, low quality standards, unsatisfactory professional skills, devotion and creativity of staff, and frequently old fashion management knowledge, and poor results in creating new products and renewing present ones.

As a consequence of poor restructuring and an unfavorable macroeconomic environment, the Croatian business sector is lagging behind other CEEC real sectors, revealing the loss of the competitive position in the EU and even on the domestic market. Croatia’s real sector financial performance evidences decreases of assets as well as an increase and high level of indebtedness, especially short-term ones. Due to six years operating in debt, companies were almost left without working capital, and unable to secure simple reproduction.

Regarding current market and financial constraints, one may come to the conclusion that large Croatian enterprises should seriously consider the advantages brought about by cooperation with foreign investors on the basis of employing innovative forms of foreign investment, and by operating and thinking globally.

The contemporary globalization process requires outward orientation, too. Otherwise, the global market may be closed for most Croatian companies’ products. Namely, Croatian companies are rarely able to deliver products acceptable to western markets by its price, quality and design. This leads to the conclusion that the global competitiveness of the Croatian products should be enhanced in each of the aforementioned aspects. One viable solution is networking Croatian companies with similar foreign companies, as well as the development of R&D networks at the level of large enterprises in order to respond fast enough to changing market requirements.

Efficient resource allocation is of utmost importance for survival and growth in the ever changing and uncertain global economy. Foreign market presence in the contemporary world commonly represents a prerequisite for preserving and improving current firms’ competitive position based on the continuous access to information on the newest processes and technologies, R&D activities and the world's capital markets. 

At the national level, the government needs to secure full restoration of financial discipline, energetic privatization of large companies and banks, reduction and balancing of state budget and incentives for foreign investors and investments in line with national priorities (defined by adopted strategy of economic development).

An appropriate macroeconomic framework comprises a sound financial sector, appropriate exchange rate policy, and proper corporate governance.  Furthermore, transparent incentives for export and development promoters, and a friendly environment for foreign investors are a necessary (although not sufficient) condition if extensive corporate restructuring and foreign market penetration is going to be a rule rather than an exemption across the Croatian and other CEEC’s corporate sector. 
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RESTRUKTURIRANJE VELIKIH PODUZEĆA U TRANZICIJISKIM EKONOMIJAMA S POSEBNIM OSVRTOM NA HRVATSKU

Sažetak

Liberalizacija, privatizacija i reforma poduzeća su od ključnog značaja za učinkovitost tranzicijskih ekonomija. Na nesreću, u tranzicijskim zemljama srednje i istočne Europe, odgađa se privatizacija, posebna velikih poduzeća, makroekonomska stabilnost još nije osigurana, a reforma poduzeća daje skromne rezultate. Čimbenici koje treba izdvojiti kao uzrok skromnih rezultata prilagođavanja poduzeća uključuju: diverzificirano vlasništvo, kontinuirano “meko” financiranje od strane banaka te neadekvatno makroekonomsko okruženje. Ova razmatranja dovode do zaključka kako se jaz ekonomskog razvoja u nekim zemljama još više proširio uslijed nedostatka radikalnih promjena u proizvodnji, tehnologiji i izvozu. Kao posljedica lošeg restrukturiranja i nepogodnog makroekonomskog okruženja, hrvatski poslovni sektor zaostaje za proizvodnim sektorom drugih tranzicijskih zemalja srednje i istočne Europe. Kako bi se izgradila konkurentnost na stranim tržištima, te vratio svoj položaj na domaćem tržištu, hrvatska poduzeća bi trebala razmotriti prednosti suradnje sa stranim investitorima, i to na temelju inovativnih oblika stranog investiranja te globalnog razmišljanja i poslovanja.
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