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INFLUENCE OF EXTERNAL FACTORS ON BUSINESS
OF COMPANIES IN SERBIA

Abstract

Business environments can be internal and external. In this paper you will see
how external business environments affect business enterprises. They can affect
business results positively or negatively. Empirical research was conducted on
60 companies in Serbia. The results show that the external environment is not
influencing their businesses favorably. The most negative factors are political.
In order to eliminate the negative impact of these factors, it is necessary for the
government to take certain measures.
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YTHUIAJ EKCTEPHUX ®AKTOPA HA ITIOCJIOBAILE
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ArncTpakr
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Introduction

Every organization has its own internal and external environment. Understanding
the external environment is very important for a successful business. External factors
affect almost every aspect of business, whether it is the location of the market, product
price, product distribution etc.

The subject is to determine the impact of external factors on the management of
the company. The main goal is to present the external factors that have the most negative
influence on the operations of companies in the Republic of Serbia.

The paper consists of 2 parts. The first part defines the concept of the business
environment. The terms internal and external environment are described in it. In addition,
the factors of the internal and external business environment are shown. The second
part presents the results of empirical research. The survey tested 60 companies. The
survey contains key external environmental factors that may impact the organizations
management. The results indicate that factors from the political and legal environments
have a negative impact on the operations of the company.

Hypothesis 1: Many external environmental factors affect the business of
companies in Serbia, the most important of which are from the political and legal
environment.

Hypothesis 2: Companies in Serbia do not hold to a detailed assessment of
operating costs in high regard, so factors of the economic environment are ignored.

Business environment

All companies have internal and external environment. The internal environment
is associated with human resource management and business organization. To some
extent, the internal environment can be controlled and changed through the planning and
management of business processes. Internal environment factors are human resources,
organizational culture, organizational structure and management. (Purici¢, 2013)

Knowledge, experience and workforce capabilities are a decisive factor for a
company’s success. This is why a great deal of attention is directed toward the recruitment
of qualified workforce and staff training in particular. Achieving these goals is often
limited by financial resources. However, staff training is an essential aspect of good
business management. Keeping that In mind, this goal should be achieved even in a
difficult financial situation. (Obradovi¢, Fedajev, & Nikoli¢, 2012)

The success of any company depends on the ability to adapt to the environment in
which it operates. For example, when the government changes its policies, the organization
should adopt such changes. Similarly, changes in technology can make existing products
outdated, such as computers succeeding typewriters or color TV’s succeeding black and
white TV. Also, fashion changes may affect the distortion in the market of a particular
product. For example, the demand for denim clothing has influenced the decrease in
demand for traditional clothing. All these cases represent external factors which cannot
be controlled by the company. Therefore, if the company wants to continue its business,
it must adapt to changes. (Wong & Mohd, 2013)
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The term external business environment refers to an aggregate environment that
may have a direct or indirect impact on the performance of companies. It can also be
defined as a set of external factors, such as economic, social, political and legal factors,
demographic factors and technical factors, which cannot be controlled and which affect
the efficiency of the company. (Isiac, 2014)

The survival and success of any company depends on its economic environment.
The main factors affecting the economic environment are economic politics, economic
situation and factors such as energy prices, transport costs, the price of telecommunications
services, quality standards, the influence of the banking sector etc. (Zivanovié, 2014)

The economic situation of the nation refers to a set of economic factors that have a
major impact on the operations of the company. This includes the gross domestic product,
the market of goods and services, foreign exchange reserves, the growth of foreign trade,
the availability of capital, the power of capital markets etc. The economic situation of
the nation has an impact on patterns of consumer spending. An increase in interest rates
and / or high levels of unemployment will reduce consumption of non-essential goods
and services. For example, if people experience financial difficulty, they will spend less
money on sports and recreation, vacations, new cars and luxury goods. (Semolic, 2007)

Social environment includes social factors such as customs, traditions, values,
beliefs, literacy, life expectancy etc. Social structure and the values that a society
cherishes has a significant impact on the company’s functioning. (Kennerley & Neely,
2013)

For example, before ‘“Microsoft” bought “Nokia”, Nokia had mainly been
operating in the Western market. It was important to fully understand social factors in
this market, as well as to constantly improve technology. The growing trend towards
smart phones has led to people only buying these phones, and the demand for standard
phones falling significantly. Nokia’s task was to recognize such a set of circumstances.
However, the company management decided to take it another step forward and develop
the next generation of smart phones. Due to the slow progress of such enterprise, Nokia
has lost competitive advantage, product sales, and financial power. This has led to the
purchase of Nokia by Microsoft, and termination of this brand. (Hueske, Endrikat, &
Guenther, 2015)

The political environment includes the political system, government policy, the
attitude towards the business community, trade unions etc. All these aspects have an
impact on the design of corporates strategy. The stability of the government will also
send a signal of strength and confidence to potential investors. Political factors affecting
the business are important. All companies must obey the law, and managers need to
recognize how upcoming laws will affect business. (Yunusa, Bustamanb, Wan, & Wan,
2014)

Technological environment includes methods, techniques and approaches adopted
for production of products and services and their distribution. Technology is a key factor
in economic development. Due to the advancement of international communication, the
growing economic interdependence of countries, as well as serious shortages of vital
natural resources, transfer of technology has become a major preoccupation of developed
and less developed countries. (Unknown, 2015) Huge changes in the technological
environment have occurred over the past 30 years, mostly in sections such as the
chemical, pharmaceutical and electronics industry. It is very important for companies

EXSIEKOHOMUKA 33



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

to keep up to date with these changes, not only because it will enable innovative new
products, but will also give them a competitive advantage. (Yoo, Sawyerr, & Tan, 2015)

The legal environment is derived from the political situation in the country
and has three dimensions: the laws in the country, the laws of the foreign market and
international laws. The basis of all commercial activity is a contract. The purpose of the
contract is to determine rights and obligations of the parties. In this way, the possibility
of conflicts between parties is reduced. In the context of international business, which
brings a number of risks and complexity, the contracts assume a key role in, for example,
booking forwarding companies, shipping lines, airlines etc. (WTO, 2015)

There are many demographic factors affecting business such as income, age
structure, geographical area, changes in the size and structure of population etc. These
factors can be presented as a range of properties that are used to determine consumer
preferences. Many companies identify their key customers through the analysis of these
traits. Then they target consumers with similar characteristics through advertising and
promotions. Targeted consumers with similar demographic characteristics help the
company increase its sales and profit. (Peterson, Rhoads, & Vaught, 2001)

Case study - impact of external factors on business of companies
in the Republic of Serbia

Table 1. Importance of external environmental factors on company'’s operations
in the Republic of Serbia

Rang | Factors name Ava;:age Max Min.
rating rating ratng
1 High tax rates 4.32 2 5
) Problems with. the collection of 491 | 5
receivables

High levels of corruption 4.16 2 5

4 Finding appropiate business partners 3.95 1
Fluctuation of exchange rate 3.74 1 5
6 Political instability in the domestic 363 | 5

market
Lack of incentives for local authorities 3.62 1 5
Lack of adequate infrastructure 3.53 1 5
Inadequate legislation 3.42 1 5
10 Inadequate workforce on market 3.40 1 5
11 The efficiency of the judiciary 3.37 1 5
12 Complicated export procedures 3.27 1 5
13 Implementation of legislation 3.25 1 5
14 Energy price 2.24 1 5
15 Lack of information on foreign 316 1 5
markets
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16 Inadequate bank support 3.14 1 5
17 Failure to fl.J.]ﬁu contractual 305 | 5
obligations

18 Tariff barriers 2.89 1 5

19 The fulﬁllm.ent of the necessary 285 | 5
quality standards

20 The high le\_/el Qf prices of 279 | 5

telecommunication services

21 Lack of raw materials 2.68 1 5

2 Difficulties in the purchgse / lease of 262 | 5
business premises

23 High transport costs 2.21 1 5

In this section, the analyzed and presented results of an impact assessment of
external environmental factors on the operations of companies with 5 to 30 employees
will be shown. Firstly, they identified key external environmental factors that may impact
the business of an organization. A sample of 60 companies was analyzed on the territory
of Serbia.

The research results are presented in tables. In Table 1 results are shown and
ranked by the influence of external environmental factors that may affect the business.
The factors are ranked according to the average rating of answers. A minimum and
maximum rating is given in addition to the average rating for each factor according to
the responses given. External environmental factors were evaluated by the impact from
1 to 5(1 - least affecting, 5 - most affecting).

The resulting ranking list points to the major problems faced by companies in
Serbia. If you look at the results shown in Table 1, you can come to a conclusion that the
tax rates, the issue of debt collection and high levels of corruption are the most important
external environmental factors that affect the business of the companies. Based on
ranking factors listed in Table 1, it can be concluded that the first 10 ranked factors are
typical for political and legal environments, which was one of the six external factors
considered in the business environment, and thus confirming the hypothesis 1.

To the contrary, the least significant external environmental factors that may
affect the operations are the fulfillment of the necessary quality standards, high prices
of telecommunication services, lack of raw materials, difficulties in purchase / lease
of business premises and high transport costs, which are specific for the economic
environment, which was also subject to external environmental factors considered, and
thus confirming the second hypothesis.

Conclusion
The term external business environment involves external forces, factors and
institutions that are operating beyond companies’ control, which affects the functioning

of the organization. Changes in the external business environment are unpredictable,
vary from city to city, region to region and from country to country. Analysis of the
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environment can significantly facilitate the work of managers in dealing with business
challenges.

There is a close interaction between the organization and its environment. This
interaction helps the company’s development, growth and efficient use of resources. As
already mentioned the external business environment is complex and dynamic by nature
and has a long lasting impact on the survival and development of business. A proper
understanding of the social, political, economic, legal, demographic and technological
environment helps companies identify opportunities and threats, focus on growth and
continuous learning, achieve competitiveness and identify strengths and weaknesses.

Based on the conducted tests, the importance of external environmental factors
can be seen. The research results can provide important information about the impact
of external factors on the business of companies in the Republic of Serbia, based on
empirical results, to managers of companies and potential investors.

The results of this research should be interpreted with caution, due to certain
limitations. The main source of limitations is in the survey itself, which covers only the
most important external environmental factors. Surveys were completed by one person,
which is, in most cases, the owner of the company. Other than that, the survey is also
affected by the fact that the respondents cannot be impartial, as well as the competence
of the interpretation of the environmental factors. In addition, a relatively small sample
of 60 companies that participated in the survey had been used, mainly those that operate
in the township of Nis.

This work may be subject to further examination, which may include medium and
large companies that would set up a hypothesis confirmed on a larger sample.
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