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Blockholding and organisational diversity: the case of a transition
economy’

v . .7 . o kK
Janez Prasnikar, Dragan Mikerevi¢, Damjan Voje

We approached the issue of blockholding effectiveness and behaviour by study-
ing some exemplary organisational transformations in the Republic of Srpska.
We found two distinct clusters of blockholdings. The first cluster is worker-
entrenched blockholdings, where most workers are unionised. The second clus-
ter constitutes worker-liberal blockholdings, where most workers are not union-
ised. There are two distinct subgroups in this cluster. The vast majority of
blockholdings in the first subgroup developed a prevailing role of the capital
owner, heavyweight management and a less trained workforce. The second sub-
group nurtures reciprocity of management and core workers’ cognitive assets,
and is also the most productive.

Wir haben die Wirksamkeit und das Verhalten von Grofsaktiondren anhand von
organisationalen Transformationen in der Republik Srpska erforscht. Wir ent-
deckten zwei verschiedene Gruppen von Grofaktiondren. Die erste Gruppe be-
steht aus fest verwurzelten Arbeiternehmer-Grofiaktiondren, wobei die meisten
Arbeitnehmer gewerkschaftlich organisiert sind. Die zweite Gruppe umfasst li-
berale Arbeitnehmer-Grofiaktiondre, wobei die meisten Arbeiter nicht gewerk-
schaftlich organisiert sind. Es gibt zwei verschiedene Untergruppen in dieser
Gruppierung. Die grofse Mehrheit der Grofaktiondre in der ersten Untergruppe
entwickelte eine dominante Rolle der Kapitaleigner, ein starkes Management
und weniger gut ausgebildete Arbeitskrifte. Die zweite Untergruppe fordert die
Wechselwirkung zwischen dem kognitiven Vermogen von Management und
Kernarbeitern und stellt zudem die produktivste Gruppe dar.
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1. Introduction

Blockholding, or concentrated ownership in the hands of one single owner or a
few large owners, has been in the focus of corporate governance research (Hol-
derness 2003)." Studies have shown mixed results about the role of blockhold-
ings in corporate governance subject to organisational development. Is it a sub-
stitute for legal protection in institutionally poor environments (Shleifer/Vishny
1997; La Porta et al. 2008), or is it a foundation for strategic coordination be-
tween different stakeholders (Black 1990; Cronqvist/Fahlenbrach 2009)? Most
research so far has come to the conclusion that concentrated ownership affects
firm performance positively (Tribo et al. 2007) due to easier long—term goal ori-
entation agreements (Hoskisson et al. 2002) and more intense monitoring of
managers’ actions, consequently decreasing managerial discretion and inhibiting
self-serv—ing behaviour (Finkelstein/Boyd 1998; Tosi et al. 1997). However,
there are also studies showing negative effects of blockholding on firm perform-
ance due to decreased liquidity of equity (Maug 1998), misguided corporate
strategic alignment (Thomsen/Pedersen 2000) or deriving benefits from the con-
trol function only for the Ilargest blockholder (Johnson et al. 2000;
Dyck/Zingales 2004). So a question arises: What differentiates the effectiveness
of block—owned firms? We approach this issue by studying the affect of labour
market institutions.

While there is convincing evidence about the influence of labour institutions in
Western Europe on the effectiveness of a blockholding (Henrekson/Jakobsson
2012; Van Essen et al. 2012), there is much less evidence from transitional
countries. In particular, there is almost no information from countries of the
former Yugoslavia, where peculiar labour relations, including worker participa-
tion, played an important role in the past.” After Yugoslavia fell apart in the last
decade of the 20th century, new countries have emerged in its place. Among
them, Bosnia and Herzegovina has had the most dramatic history.

' The term blockholding (and blockholders) is commonly used in economic literature, dealing primarily with

the problems arising from more/less concentrated ownership and agency problems (see Holderness 2003).
Blockholding refers to a situation of having large owners present, whereby the limits to what is large are set
differently. For example, Demsetz and Lehn (1985) suggest using largest 5 to 20 shareholders, while Schlei-
fer and Vishny (1986) suggest a 5% limit (in Earle et al. 2005). The notion of a block refers primarily to the
“power to impact” therefore the definition can differ by country (institutional characteristics) or industry.
Type, size and number of blockholders matters for firm structure, strategy and long-run performance (see
Tribo et al. 2007; Sanchez-Ballesta/Garcia-Meca 2007; Henrekson/Jakobsson 2012).

Damijan et al. (2004) revealed raising ownership structure concentration in Slovenia as a result of the battle
for control between blockholders, which is negatively influencing corporate performance. Koman et al.
(2013) describe the appearance of blockholdings in Montenegro in relation to stripping assets in the privatisa-
tion processes when interdependency between economic actions and political positions of individuals did not
lead to establishing rules which would promote value building.
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Our research is based on a questionnaire study that was conducted in autumn
2011 in the Republic of Srpska, one of the entities constituting Bosnia and Her-
zegovina. In the recent decade the country has been strongly influenced by eco-
nomic reforms on account of privatisation, liberalisation, and a changing global
environment (globalisation). Mass privatisation was introduced in the years
2000 and 2001 with the intention of making ownership dispersed in most priva-
tised companies. The country preserved Yugoslav labour relation institutions for
a long time and in the year 2000 adopted a liberal Labour Law to ease some of
the labour market rigidity.

In our case, we are dealing with a unique database of companies where top man-
agers were asked specific questions about relations between corporate stake-
holders (owners, managers, and workers) and corporate governance. Our study
has two main findings: First, in the period of ten years after the liberal reforms
were launched, blockholding became the prevailing ownership structure in the
Republic of Srpska. Second, significant differences in the behaviour of block—
holdings based on the empowerment of workers are observed. We identified two
distinct clusters of firms. In the first cluster most workers are institutionally em-
powered (unionised), therefore we call these firms ‘Worker—Entrenched block—
holdings’. Although cooperative behaviour between the blockholders and unions
is evident in few cases, there are also signs of rent—seeking behaviour of unions,
who use their monopoly position in order to expropriate a part of value added.
This is particularly evident in some state—owned firms.

The second cluster of firms shows a different pattern of development. We
named these firms ‘Worker—Liberal blockholdings’, since most workers in this
cluster are not institutionally empowered, but rather present an unconstrained
work force in the labour market. There are two distinct subgroups in this cluster
of firms identified as well. A vast majority of blockholdings in the first subgroup
correspond to a profit maximising Core—Periphery mode of firm with a prevail-
ing role of the capital owner, heavyweight management and a less trained work-
force. The second subgroup strongly reflects the Reciprocal-Essentials (hereaf-
ter RE) mode of firms (Aoki 2010), where the main ingredient of such mode is
the growing importance of human cognitive assets, not limited only to those of
management but also including those of core workers. Hence, the blockholding
diversity appears as the result of different labour relations in firms and various
types of corporate governance could be found.

Our contributions are threefold. First, we contribute to the literature on block-
holdings by analysing blockholdings’ corporate behaviour and organisational
architecture in the framework of different labour institutional arrangements
(Wright et al. 1996; Holderness 2003; Sanchez—Ballesta/Garcia—Meca 2007;
Edmans 2009). Second, by studying firm behaviour in one ex—Yugoslav—ian
country, we are able to shed light on the transformation of labour capital rela-
tions and corporate governance after the abandonment of social ownership and
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worker’s self-management. Thus, our analysis of blockholdings in the Republic
of Srpska also portraits well the development of corporate governance in other
parts of former Yugoslavia. On this ground we contribute to the emerging com-
parative view of corporate governance, which seeks to explain corporate gov-
ernance both in terms of agent relations and path (national) dependency
(Hall/Soskice 2001; Aguilera/Jackson 2003; Hopner 2005; Aguilera et al. 2008;
Aoki/Jackson 2008; Aoki 2010). Third, we made methodological innovations in
the approaches to surveying organisations.

In the following section we present the development of blockholdings in the Re-
public of Srpska as well as describe the labour market to embed the evolution of
blockholding into context. In the third section, we present the hypotheses of our
research. This is followed by methodology along with the survey design and
questionnaire structure. In the fifth section we convey our results. In the last sec-
tion we draw conclusions.

2. Development of blockholdings and specific labour institu-
tions in the Republic of Srpska

2.1 Economy of the Republic of Srpska

The disintegration of Yugoslavia in the 1990s had a strong effect on the Bosnian
economy. The armed conflict that followed on its territory destroyed a substan-
tial part of its physical and human capital. In 1995, the Dayton Accord split the
state of Bosnia and Herzegovina into separate entities: the Federation of Bosnia
and Herzegovina (Federation), the Republic of Srpska, and Brcko District.

In the period from 2000 to 2008, Bosnia and Herzegovina witnessed robust
growth, in particular a double—digit GDP nominal growth rate and a real growth
rate between 6% and 7%. The growth was stimulated by international assistance,
increased foreign and domestic investments, a credit boom funded by foreign
banks and booming domestic demand financed from abroad. While residents in
all Balkan countries spent more than they earned from domestic sources, the
Republic of Srpska boasted some of the highest ratios of domestic absorption
over GDP. This was possible mainly by large remittances from family members
working abroad. According to the estimations, those transfers generate between
15% and 18% of GDP every year (EBRD 2011).

After several years of growth, the economy experienced a sharp decline in the
late 2008, similar to the case of other countries in the region. The output also fell
significantly in 2009 by approximately 3% (EBRD 2010). This economic down-
turn settled slightly in 2010. However, in 2011 the economy of Bosnia and Her-
zegovina stagnated and remains in deep recession. The trend of negative devel-
opments persisted in 2011 in the field of foreign direct investments, budget defi-
cit, increased cost of living, rising inflation and a constant increase in unem-
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ployment. In 2011, the number of employed people in Bosnia and Herzegovina
amounted to 693,359, while the number of unemployed people was 529,994 (in
2010 there were 517,004 unemployed). In the Federation of Bosnia and Herze-
govina, the number of employed people was 441,115, while 367,512 were un-
employed. In the Republic of Srpska, there were 239,998 employed and 150,971
unemployed. The employment rate in Bosnia and Herzegovina was 31.9%
(29.8% in the Federation of BiH, 36.1% in the Republic of Srpska, and 22.9% in
the Br¢ko District), and the unemployment rate was 27.6% (29.2% in the Fed-
eration of BiH, 24.5% in the Republic of Srpska and 39% in the Br¢ko District).
According to the ILO methodology, the unemployment rate in Bosnia and Her-
zegovina was 27.6% in 2011, compared to 2010 when it was 27.2% (Stankovi¢
2012).

2.2 Ownership concentration

A proper legal protection of investors, including minority investors (sharehold-
ers and creditors), ownership disclosure and transparency, and capital market
transactions are determined within the legal framework of each entity. With as-
sistance from the international community, the Federation of BiH and the Re-
public of Srpska adopted commercial legislation and the Company Act. The
Federation of BiH adopted the Company Act in 1998, and the Republic of
Srpska in 1999.

Discussions about the best privatisation model followed the overall debate on
corporate governance in Bosnia and Herzegovina, especially on how to find the
most efficient way of transmitting the interests of owners to the company. The
entities adopted mass privatisation as the prevailing privatisation programme in
hope that ownership in most companies would end up dispersed.” There were
three approaches used: privatisation of small companies — small privatisation,
the privatisation of large companies — large privatisation, and the privatisation of
strategically important companies. The assets of companies undergoing privati-
sation could be purchased with cash, vouchers or coupons.

The privatisation started with a pilot programme of hard currency auctions in 18
small companies (coupons were treated as hard currency) in July 1999. By
March 2001, 98 of 276 small companies had been sold for a total value of KM
20.6 million (approximately 10 million Euros), of which about 80% was paid in
coupons.

?  This was a prevailing view in most transitional countries. As argued by Hansmann and Kraakman (2001), the

best form of an organisation is the shareholder—oriented model, and practice and law are convergent on this
model.

Each citizen in the Republic of Srpska was entitled to vouchers, while coupons were issued on the basis of
frozen foreign account deposits. Vouchers could only be used in privatisation through the voucher offer, and
were valid for two years after they had been deposited into a special Privatisation Account.
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Approximately 600 companies in the Republic of Srpska that hold around one—
quarter of the total assets of state—owned enterprises were subject to privatisa-
tion under the voucher privatisation scheme from the year 2000 to 2001 (IMF
2005). The first official trade in Bosnia and Herzegovina took place on March
14, 2002 on the Banja Luka Stock Exchange in the Republic of Srpska. Even
though there were some successful examples of privatisation, the general effect

of voucher privatisation was minor, accompanied by few new investments and a
notable lack of skills of leading managers (OHR 2004).

Out of the 135 strategic companies, 52 of them were selected for the privatisa-
tion in the framework of international tenders. However, in the first years only a
small number of strategically important companies was sold through auctions
and international tenders. Therefore, after 2003 there was more focus on the pri-
vatisation of strategically important companies. The Republic of Srpska sold
some of its most attractive assets to foreigners between 2004 and 2007. In the
period from 2005 to 2006, the manufacturing and banking sectors attracted most
of the foreign bidders. The main telecommunications company was sold in
2007. This was by far the largest foreign investment in the Republic of Srpska in
the last decade. In the period from 2008 to 2010, the most important sector was
the retail sector

Consequently, since the beginning of privatisation the share of the Republic of
Srpska’s state ownership has greatly diminished. However, some companies re-
main in direct state ownership. The state also holds a prevailing share in some
joint corporations. A number of firms were privatised to foreigners. The remain-
ing forms of corporations are privately owned corporations, which arose from
the voucher privatisation programme. Today, most of the voucher—privatised
firms exhibit enormous difficulties in corporate governance and are, in many
cases, captured by influential groups or individuals (Hoft/Stiglitz 2004; Koman
et al. 2013). Taking also into account newly established firms by private entre-
preneurs, blockholding is currently considered to be the dominant corporate
governance mode in the Republic of Srpska (Mikerevi¢ 2012).”

2.3 Industrial relations

The labour legislation in Bosnia and Herzegovina, social dialogue and collective
bargaining are displayed at the level of entities. Even though laws have been
designed and passed in Parliaments of the entities after the war, they retained
rigid clauses and inflexibility within the labour market remained. Under pressure
from the international community, both entity governments have amended la-
bour laws. The Labour Law in the Republic of Srpska, which was amended in

Data on the exact share of private domestically-owned firms vs. private foreign-owned firms vs. state-owned
firms in the Republic of Srpska is impossible to obtain due to the constantly changing number of firms (bank-
ruptcies, liquidations, mergers, new entry) and a prevailing number of small firms with less than 20 employ-
ees.
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November 2000 (Sluzbeni Glasnik, RS 38/00, 40/00, 41/00), eased some of the
labour market rigidities. The notice period and the size of severance paid by em-
ployers were both significantly reduced. In this sense, labour legislation in the
Republic of Srpska is relatively liberal.

Any worker that is employed can become a member of the labour union,
whereby he/she accepts the rights and obligations arising from the Statute and
other acts of the labour union. There is currently no official data that could accu-
rately indicate the actual share of employees as union members. According to
some estimates, approximately one—half of employees in BiH are members of
labour unions (Dedic 2013). There is higher labour union presence in the public
sector. In the private sector, labour unions are most frequently present in those
companies that had labour unions organised before they had been privatised,
while it is seldom the case in newly established private companies that employ-
ers would allow their workers to engage in union activities (Stankovi¢ 2012).

The Association of Unions of the Republic of Srpska® is a representative and the
carrier of collective bargaining in the Republic of Srpska, together with the gov-
ernment of the Republic of Srpska and Union of Employers of the Republic of
Srpska (Unija udruZenja poslodavaca Republike Srpske) (Sluzbeni Glasnik,
2007).” In May 2010, they jointly signed an ‘umbrella’ General collective
agree—ment, which set the rules for determining basic wages. Basic wages are
determined by multiplying the initial wage for the simplest work task with the
so—called coefficients, each representing particular weight for more demanding
work tasks. The minimum wage in the Republic of Srpska is set forth by the
General collective agreement as well. The General collective agreement is sup-
plemented by industry—specific agreements or special agreements that are unit-
ing a few industries, which effectively convert the concept of basic wage on the
level of industries or groups of industries. Four industry agreements and six spe-
cial agreements are currently in effect in the Republic of Srpska. In addition to
sizes of coefficients for different occupations, they also differ in the context they
cover. For example, the collective agreement for the energy sector has (along
with the finance sector) the highest minimum wage and coefficients for classify-
ing wages based on specific tasks. The General collective agreement applies to
all workers and employers. No collective agreement concluded at the branch or
company level may grant lesser rights than those stipulated in the General Col-

% In 1992, the Association of Unions of the Republic of Srpska (Savez sindikata Republike Srpske) was

founded. The Association was formed from the organisation “Zveza sindikatov Jugoslavije” (Association of
Unions of Yugoslavia). In addition to union organisations, which operate under the auspices of the Associa-
tion, there are also enterprise unions in some companies, which are not members of the Association. They
emerge spontaneously, in the event that employees are dissatisfied with the operation of the official Associa-
tion, which is particularly the case in bankrupted companies. Currently, they have no great significance.

In addition to collective bargaining a, tripartite social dialogue is organised through of the Economic and
Social Council which involves the representatives of the Government of the Republic of Srpska, Association
of Unions of the Republic of Srpska and Union of Employers of the Republic of Srpska.
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lective Agreements. The differences between the public and private sector are
especially evident in the area of implementing the existing collective agree-
ments, where provisions of agreements are more frequently violated in the pri-
vate sector (Stankovic¢ 2012).

The Labour Law completely excludes the participation of employees in corpo-
rate governance, i.e. it does not propose or prohibit workers’ participation. The
employer is only obligated to inform employees about their rights and obliga-
tions, wages, the state of the company, and future development. As for employ-
ees’ councils or workers’ councils, the entity laws regulate their organisation. In
order for the workers’ council to be formed, the employer must have at least 15
workers in permanent employment position. In the Republic of Srpska the deci-
sion on the establishment of a workers’ council can be made by no less than
one—third of the total number of workers at a single employer (Stankovi¢ 2012).

3. Related literature and hypotheses

The paper refers to the literature on corporate governance. In the leading agency
—theoretical explanation of corporate governance (Jensen/Meckling 1976; Fama
1980; Fama/Jensen 1985), ownership and control are dispersed and stock mar-
kets are liquid, generating higher returns, providing higher possibilities of diver-
sification for investors and facilitating financing to managerial entrepreneurships
(the outsider system). On the other hand, the blockholding system (the insider
system) is a system of large shareholders (blockholders). It ensures more vigi-
lant shareholders’ monitoring over management and longer shareholders’ time
horizon. Capital markets are thinner than in the outsider system and the liquidity
of stocks is rather low (Bratton/McCahery 2002; Holderness 2003). While the
advocates of the outsider systems see blockholdings as a substitute for legal pro-
tection in a poor environment (Schleifer/Vishny 1997; La Porta et al. 2008), the
opponents claim that blockholders are common all over the world and seem to
be relatively stable in time (Holderness et al 1999, Holderness 2003). Moreover,
there is an emerging view on corporate governance (Hall/Soskice 2001; Aguil-
era/Jackson 2003; Aguilera et al. 2008; Aoki/Jackson 2008; Hopner 2005) that
seeks to explain corporate governance both in terms of agent relations and path
(national) dependency.

The paper also refers to the literature on labour unions and bargaining. The
more recent models, taking into account the bargaining process between man-
agement and unions, replaced traditional perceptions of unions as a monopolist
on the supply side of the labour market. The notion of bargaining assumes that
unions have control over employment as well as wages. Different strategies are
then possible. Monopoly unions could maximise a wage bill and choose a level
of employment where marginal wage equals zero, or they maximise the mark—
up of wages over the market (alternative) wage. The equilibrium wage is higher
in the latter case (maximisation of rents) than under wage bill maximisation
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(Ehrenberg/Smith 2011). The monopoly union model presupposes that bargain-
ing between managers and unions is sequential, with unions setting and then the
firm choosing the level of employment. However, if the values of those vari-
ables are chosen simultaneously, this results in a situation of efficient bargaining
(Estrin et al. 2008). The formal models of efficient bargaining take a game theo-
retical approach and search for a solution on the contract curve, the locus of
points on the firm's labour demand curve and the union's indifference curve. The
precise point on the contract curve chosen by the two sides depends upon their
relative bargaining power. As the bargaining power could be an exogenously
determined force, the outcome depends not only on endogenous, but also on ex-
ogenous factors (Svejnar 1986). In particular, European countries feature rather
specific institutions in regard to the role of labour in the economy and corporate
governance (Ferner/Hyman 1998). Van Essen et al. (2012) investigated if Euro-
pean labour institutions can function as a countervailing power to blockholdings
and even increase the cooperative capabilities of shareholders and their willing-
ness to cooperate with workers to increase profit. They identified the following
influences of labour institutions on blockholding: 1) the employment protection
laws constrain the ability of blockholders to pursue value—enhancing adjust-
ments of the scale operations in their firms; 2) collective labour action laws
negatively affect blockholder effectiveness; 3) employee involvement in firm
decision—making has a positive effect on blockholder effectiveness, and 4) no
significant effect of the level of unionisation on blockholder effectiveness exists.

Whereas the negative effects of employment protection and collective labour
action laws on blockholder effectiveness support the competitive perspective
between stakeholders, the positive effect of labour laws mandating employee
voice in firm decision—making is more in line with the cooperative view of cor-
porate governance. This means we made reference to the literature on worker
participation as well. The cooperative view of corporate governance could
namely be explained by the fact that employee involvement in decision—making
may foster the elimination of post—contractual information asymmetry (Free-
man/Lazear 1995), increase investments in human capital (Furubotn 1988; Fu-
rubotn/Wiggins 1984) and enable the controlling owners to pursue value—
enhancing quality management and innovative strategies (Kraft et al. 2011). In
addition, with the globalisation of markets and the information revolution, which
is a new phenomenon, Aoki (2010) proposes a RE mode of organisational archi-
tecture (reciprocal essentialities of management and workers cognitive assets).
The growing importance of human cognitive assets, not limited only to those of
management but also including those of the core workers, is the main ingredient
of such a mode.

Two working hypotheses were made based on the literature review and descrip-
tion of the development of blockholdings and industrial relations in the Republic
of Srpska. The first takes in the account the diversity of blockholdings based on
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different ownership arrangements and the divergent role of unions in organisa-
tions. Hence, corporate governance diversity should be an important feature of
the corporate landscape in the Republic of Srpska. In view of the relationship
between bargaining among corporate constituents and corporate governance, the
working hypothesis is as follows:

Hypothesis 1: Blockholding behaviour differs in relation to the bargaining
power dissimilarity found in corporate constituents.

However, this competitive approach among corporate constituents is often chal-
lenged by a more cooperative view, claiming that corporate constituents do not
merely compete for the largest possible slice of the corporate pie, but also coor-
dinate and cooperate strategically to increase the size of the pie which is to be
distributed (Aoki 1984; Hall/Soskice 2001). In particular, organised workers in
labour unions might positively affect blockholder effectiveness owing to de-
creased transaction costs and collective action problems, that burden dispersed
employees to effectively pursue their interests in competition with other corpo-
rate constituents (Traxler 2003; Schnabel et al. 2006). The concentrated repre-
sentation of labour interests can thus increase the likelihood of cooperation, pro-
ducing benefits that dominate the costs to shareholders resulting from the em-
powering effects of unionisation. Likewise, value—enhancing cooperation be-
tween blockholders and labour may provide joint strategies that require firm—
specific investments in human capital, worker empowerment and higher worker
loyalty defining a firm’s genetic material helping to achieve competitive advan-
tage (Prasnikar et al. 2012; Van Essen et al. 2012). In addition, efficient bargain-
ing between unions (workers) and the firm on employment and wages might bet-
ter serve interests of both the firm and unions (workers). Such outcomes should
be difficult to achieve if a monopoly union of workers pursues rent—seeking be-
haviour (maximisation of wages). This leads to the following working hypothe-
sis presented in the form of two sub—hypotheses on the role of unions (workers)
in blockholding relations in the Republic of Srpska:

Hypothesis 2a: Effectiveness of blockholdings is higher if unions (workers)
are involved in strategic cooperation between employees and blockholders.

Hypothesis 2b: Effectiveness of blockholdings is lower if unions (workers)
are seeking rent—motivated behaviour.

4. Sample selection and questionnaire

4.1 Research design

To test our working hypotheses we rely on questions posed to top managers in
the firm. Managers were chosen as respondents because they possess compre-
hensive operational and strategic knowledge about the firm, as was required by
the questionnaire. We were not in a position to obtain balance sheet data without
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the permission of companies. The primary data was acquired through a unique
psychometric type of questionnaire associated with firm productivity, which was
primarily developed and tested by Bloom and Van Reenen (2007).°

The survey was conducted in autumn 2011. We pilot tested the questionnaire on
a few firms and selected 60 companies to compose a stratified sample on the
basis of their size, industry and location which we believed were good represen-
tatives of companies with over 50 employees in the real sector of the economy.
With the help of a research team from the University of Banja Luka, we ap-
pealed to the CEO of each company for collaboration, sent them the question-
naire, and received positive answers from 58 companies. We also collected data
about individual characteristics of the surveyed firms, such as export orientation
(share of revenues made abroad), ownership type (state or private, domestic or
foreign, and dispersed or concentrated/blockholding), industry (service or manu-
facturing), and legal form (limited liability company or joint stock company).
Firms were also asked to provide specific internal accounting information, from
which we were able to calculate the added value per employee to use as a meas-
ure of their performance.

Manufacturing firms constitute 61.4% of the sample, 22.4% are state—owned
firms, 15.5% are owned by foreigners, and 94.8% are block— owned. In 2011,
they generated 8.7% of total income and employed 5.4% of employees among
all firms registered in the Republic of Srpska. In terms of the industries from
which the surveyed firms were selected (mining, energy, manufacturing, con-
struction, trade and other services) these blockholdings generated 20.9% of total
income of these industries.

4.2  Questionnaire structure

The questionnaire consists of the following question sets: 1) decision—making,
2) adjusting employment, 3) wage setting, 4) the role of labour unions, 5) par-
ticipation of workers in risk sharing, 6) participation of workers in decision—
making, 7) internal training, and 8) on—job training. Since we are interested in
the labour issues in blockholdings, each question set is related to a particular
item from our literature review. The first is directly related to the role of workers
in corporate governance, the next three deal with labour unions and bargaining,
and the last four deal with the position of workers in building comparative ad-
vantages of firms. Thus, they are indirectly related to the role of workers in cor-
porate governance as well. Each question set contains three consecutive state-
ments to which managers responded positively (‘yes’) or negatively (‘no’). Each

Psychometric questionnaires are most commonly used in psychology to conduct research in human psycho-
logical behaviour (i.g. Sixteen Personality Factor Questionnaire by Cattell 1946), frequently with the help of
factor analysis in order to find latent behavioural traits (i.e. finding social value structures). For further refer-
ence please see Musek (1993).
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following statement in a question set represents a greater degree of complexity,
building into a cascading structure.’

We start the first question set from the premise that a fundamental division be-
tween owners and managers is the division between the right to control (control
rights), the right to bear risk and returns for taking risk (residual rights), and the
right to decision—making (decision rights). The first two rights are in the domain
of the owners of the firms whereas the last right regarding decisions on the use
of existing resources belongs to managers. The choice about the separation of
strategic function (given usually to top management) and day—to—day decisions
(which are usually in the hands of middle and lower management) is in the
hands of company owners (Wheelen/Hunger 2010), and they are responsible for
addressing the agency problem which in turn leads to the (de)solution of con-
solidating owners’ and managers’ interests. Owners have the highest influence
on (non—)cooperative behaviour of main corporate constituencies: owners, man-
agers and workers (Aoki 1984; Van Essen et al. 2012).

In order to capture the employment adjustments (the second question set) of
firms when they are confronted by external shocks, it is useful to start with a
profit maximising model of a firm subject to capital and labour accumulation
constraints. The derived static factor demand functions can be perceived as de-
sired long—run equilibrium levels of labour and capital. In the absence of ad-
justment costs, firms constantly adapt employment to a desired level according
to changes in market parameters (in particular, changes in output and wages)
(Domadenik et al. 2008). Realistically, firm behaviour is dynamic rather than
static and there are substantial adjustment costs. In constructing the question-
naire, this distinction was taken into consideration. Firms utilise different ways
to restructure employment in the short term (using overtime, hiring part—time
workers, employing through agencies, hiring students etc.), known as defensive
labour re—structuring. In the long term they adjust desired employment by ad-
justing the number of full-time employees, noted as strategic restructuring of
employment. In addition, we considered firms that based their competitive ad-
vantages on human capital to be building on the concept of core employees. The
higher the share of core employees, the more is invested in a firm’s human capi-
tal and the higher the firm’s comparative advantage (Lepak et al. 2003; Aoki
2010; Zupan et al. 2010).

Deciding on wages (the third question set) is another important element in bar-
gaining. In a mixed economy, such as the Republic of Srpska, which is marked
by liberal relations toward employment and founding new companies on one
side, and preserving institutions of collective bargaining in the labour market
from the former Yugoslavia on the other side (path dependency), the size of

? A combination of closed questions directs respondents to a systematic way of thinking about the actual situa-

tion in the organisation without being biased or thinking too broadly about it. See Bloom and Van Reenen
(2010b) for an alternative view.


https://doi.org/10.5771/0949-6181-2014-3-277

JEEMS, 19(3), 277-304 DOI 10.1688/JEEMS-2014-03-Prasnikar 289

wages (if they are higher than reservation wages'’) is associated with collective
bargaining processes at different levels. A negative answer to the first question
in the question set relating to wages leads to the conclusion that workers are paid
at the reservation wage. Furthermore, answering positively to the second ques-
tion implies a positive deviation from the earnings assured by collective agree-
ment. This either means higher bargaining power of unions, if they exist, or that
the firm is building its compensation policies on the efficiency wage philosophy.
When wages are among the highest in the country, either the first or second
strategy is escalated.

To achieve greater bargaining power, employees organise themselves into /a-
bour unions (the fourth question set). Our first question was whether unions ex-
isted in the firm. We then tested the collaborative behaviour of unions. In the
case of more competitive unions, the collaborative character of unions could di-
minish due to the competition between unions for membership, which is found
especially in European states (Ferner/Hyman 1998). The final question relates to
unions’ concerns with the firm’s success.

The fifth question set, entitled “Workers’ Participation in Risk Sharing”, first
tests the willingness of employees to do ‘something more’ for the firm, which is
a broad concept that can be understood in different ways. The key issue here is
that workers are voluntarily prepared to spend their own time (outside working
time) and energy in the benefit of the company, without any pressure or coercion
from the employer. After testing workers’ compliance, we focused on workers’
long—term planning and loyalty to the firm by asking about their willingness to
stay with the firm even if they had been offered better (paid) employment else-
where. Lastly, we questioned workers on their propensity to financially partici-
pate in the firm and take financial risks.

In order to study the effect of workers’ participation in the decision—-making
process on firm performance, we could categorise participation into levels or
degrees. Clarke et al. (1972) distinguishes between participation concentrated on
work tasks (work—centred participation) and participation concentrated on the
distribution of power (power—centred participation). We have modelled our
question set by Bernstein (1982), who distinguishes between four degrees of
workers' control: 1) employee consultation represents the lowest degree of par-
ticipation, where workers merely provide written or oral suggestions to man-
agement, which can choose to ignore or act on them, 2) employee co—influence
involves discussions between workers and management, where workers have the
right to be informed, discuss their interests, protest, and offer suggestions, but
management still makes the final decision, 3) joint management, or co—deter—
mination, where both parties have the right to veto decisions and form joint de-
cision committees, and 4) self-management, as the most advanced, enables full

' The reservation wage is defined as the wage limit below which employees would be unwilling to work.
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participation of all members of the firm, with workers having total control over
decision—making process. Since the Republic of Srpska normative framework
does not support workers’ participation, this questions set is comprised of ques-
tions which include the first three degrees of employee participation in the deci-
sion—making process. The first question, “Are workers informed about key deci-
sions for the firm?” reflects employee consultation. The second question, “Is
there an established open dialogue with the workers about key decisions for the
firm?” expresses employee co—influence. The last question about workers being
members of governing bodies includes joint management or codetermination.

Based on the notion that cooperative blockholdings also invest more in human
capital, we chose to include this scope in our analysis. Investments in firm—
specific human capital have been a long debatable issue in the economic profes-
sion. Following the resource—based view of firms, human capital was recognised
as an important source of competitive advantage and a firm’s ability to adapt in
volatile environments (Barney 1991; Judge et al. 2009). Many researchers later
identified firm—specific human and structural resources as the largest subcate-
gory of businesses’ intangible investment (Corrado et al. 2009, for the US and
UK; Fukao et al. 2009, for Japan; Bloom/Van Reenen 2010a).

The seventh question set analyses internal training as a part of human capital
practices in the firm. First we identified the company’s intention to make col-
laborative efforts by asking about the provision of organised training based on
identified needs of the company. Next, we determine the proportion of employ-
ees in training and establish the firm’s dedication to measuring the effects of
training. Firms that also measure training effectiveness with other methods,
rather than solely by conducting a survey at the end of a training programme, are
considered more dedicated.

By studying on—the—job training, we identified whether the company actually
provides regular on—the—job training (e.g. apprenticeship, mentorship, job rota-
tion etc.) and if it actively promotes spreading knowledge among its employees.
If a firm considers on—the—job training an important factor in the promotion of
key employees, it will foster successors for most of its key employees, allowing
for quick and efficient replacements.

5. Diversity and behaviour of blockholdings in the Republic of
Srpska

To identify the nature of corporate governance in the Republic of Srpska, we
performed an agglomerative hierarchical cluster analysis in Stata SE 11. We
adapted the simple Matching metric for calculating distances as one of the more
suitable and most commonly applied metrics for clustering binary variables. To
find the most suitable number of clusters, we chose as the most appropriate
Ward's error sum of squares agglomeration method, which minimises variation
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within clusters (homogeneity) and maximises variation between clusters (het-
erogeneity) (Sharma 1996)."" We applied the second question in each question
set as the clustering variable because they possess the most variability and are,
therefore, the most suitable for clustering.'> We also used Pearson’s Chi—square
test to find differences between all three groups. The results are presented in Ta-
ble 1.

The cluster analysis identified two broad clusters that behave as Worker—
Entrenched blockholdings and Worker—Liberal blockholdings based on the level
and type of worker empowerment, with the latter further divided into two sub-
groups (sub—clusters) of predominantly manufacturing Core—Periphery firms
and service RE firms to capture any further heterogeneity within the initial
group. This confirms Hypothesis 1, which says that firm behaviour differs de-
pendent on bargaining power dissimilarity. In the following subsections, we de-
scribe each type of blockholding in further detail.

5.1 Cluster of worker—entrenched blockholdings

In our discussion about the organisational architecture of firms in the Republic
of Srpska, we particularly examined the group (first homogenous cluster) of 24
mostly unionised firms presented in the first two columns of the body of Table
1. Ninety—two percent of firms in this cluster have workers organised in unions,
which institutionally empower (entrench) workers and represent their interests in
the bargaining processes. Only one union organisation exists in 88% of firms.
Compared to the second cluster, these proportions are high. In the first subgroup
of the second cluster, unions only exist in approximately 11% of firms, while in
the second subgroup unions are not present in any of the observed blockhold-
ings.

""" To test the validity of results, we applied different distance measures and agglomerative techniques. By using

Jaccard, Dice and Russel/Rao measures (Finch 2005), we got similar results as with simple Matching, but
simple Matching produced the most significantly different clusters tested with Pearson’s Chi-square. We also
tried other agglomerative methods, such as single, average and complete linkage, but we encountered a prob-
lem with chaining, which is a common occurrence when clustering dichotomous variables. Performing clus-
tering on subsamples provided reliability testing. This was inconclusive in some cases due to sample size
limitation.

We also performed clustering by using all variables in the question sets and found similar results with less
significant differences between clusters because of lost variability. The first questions have significantly
more positive answers than negative answers, while vice versa is true for the third questions (a consequence
of cascading). Therefore, the first and third questions have too low variability, making clustering problem-
atic.
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Table 1: Blockholding types in the Republic of Srpska

Worker— Worker-liberal firms
entrenched Core—
firms periphery [ RE mode
(n=24) mode (n=16)
(n=18)
oo | P | P s | O Sign.
yes yes yes square
1. THE DECISION-MAKING
Operation/strategic management separated 70.8 46.4( 72.2 46.1| 100 0.0 5.776 0.056
Managers and owners act unanimously 70.8 46.4] 55.6 51.1( 100 0.0| 8960 0.011
Owners, managers and workers coordinate 583 50.4| 389 502| 688 47.9| 3219 0.200
decisions
2. DECISIONS ON EMPLOYMENT
Short—term adjustments to shocks are appropriate 83.3 38.1| 944 23.6| 87.5 342| 1.200 0.549
Achieving desired level of employment 542 509| 833 38.3] 62.5 50.0| 3.962 0.138
Existence of core group of employees as a compara- | 5, 5 4o5| 556 511|563 512| 1906 0386
tive advantage
3. DECISIONS ON WAGES
Higher than alternative wages 75.0 44.2( 222 42.8| 100 0.0|24.310 0.000
Wages higher than collective agreement 41.7 50.4] 11.1 323 68.8 47.9|11.829 0.003
Wages among the highest in the country 375 49.5] 5.6 23.6| 56.3 51.2(10.300 0.006
4. THE UNION ROLE
Workers organised in unions 91.7 282 11.1 323 0.0 0.0143.113 0.000
One union organisation exists 87.5 33.8| 11.1 323 0.0 0.0139.601 0.000
Unions concerned with a firm's success 375 49.5] 5.6 23.6] 0.0 0.0[11.959 0.003
5. WORKERS INCLINATION TOWARDS
RISK
Workers are prepared to do "more" for the firm 83.3 381 72.2 46.1| 100 0.0 5.027 0.081
Workers would stay with the firm in bad times 62.5 49.5| 33.3 485 75.0 44.7| 6.521 0.038
Workers are willing to make fin. invest. in a firm 375 49.5] 111 323| 43.8 51.2| 5.016 0.081
6. WORKERS PARTICIPATION
Workers are informed about key decisions 66.7 48.2| 50.0 51.4( 100 0.0]10.540 0.005
Workers have an open dialogue with managers 62.5 495| 444 51.1( 100 0.0]12.286 0.002
Workers are members of governing bodies 45.8 509| 5.6 23.6| 43.8 51.2( 8.787 0.012
7. INTERNAL TRAINING
Existence of organised forms in the firm 100 0.0 66.7 48.5] 81.3 40.3| 8.894 0.012
More than 50% of workers participate 41.7 504 333 48.5]| 50.0 S51.6( 0971 0.615
Other methods of evaluation than survey exist 29.2 46.4| 5.6 23.6| 18.8 403 3.732 0.155
8. ON-THE-JOB TRAINING
Existence of organised forms in the firm 91.7 282 55.6 51.1| 100 0.0(14.003 0.001
S’zis:;ma“" knowledge transfer among employees | g, 5 3341 556 511 100 0.0[12.000 0.002
Successors for most of key employees exists 79.2 41.5( 444 51.1] 62.5 50.0] 5.385 0.068
ADDITIONAL INFORMATION
Productivity higher than median firm 458 509 33.3 48.5( 75.0 44.7| 6.167 0.046
Service industry 26.1° 449 22.2 42.8| 75.0 44.7(12.501 0.002
Limited Liability companies 375 49.5] 55.6 S51.1| 87.5 34.2| 9.805 0.007
More than 100 employees 70.8 46.4( 16.7 38.3] 12.5 34.2]|18.887 0.000
More than 0% of export 542 509| 55.6 SI1.1| 50.0 51.6( 0.114 0.945
More than 25% of export 41.7 504 389 50.2| 18.8 403 2.456 0.293
More than 50% of export 20.8 41.5| 22.2 42.8| 12.5 34.2] 0.614 0.736
Foreign ownership 16.7 38.1| 11.1 323| 18.8 40.3| 0418 0.811
State ownership 37.5 49.5| 16.7 383 63 25.0| 5887 0.053
Block ownership: more than 50% share 91.7 282| 100 0.0] 93.8 25.0] 1.509 0.470

“n=23
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On average, the blockholdings in this cluster are larger, coming mainly from the
manufacturing sector. The prevailing legal status is the joint stock company (al-
though 38% of firms are limited liability companies). The firms do not deviate
positively or negatively in productivity'> since 46% of companies in the cluster
show higher productivity than the median productive firm in the sample. More-
over, 38% of firms in this cluster are state—owned companies. The proportion of
state—owned companies is much higher than in the second cluster. Almost one—
fifth of firms in the cluster are foreign—owned companies; others are voucher—
privatised and de—novo companies.

Data in Table 1 shows that operations and strategic management decisions in
these firms are separated in approximately 71% of firms. In the same share of
firms, managers and owners act unanimously and there is very high coordination
of basic strategic decisions between owners, managers and workers (in 58% of
firms). Eighty—three percent of firms claim that short-term adjustments to
shocks are appropriate and use flexible employment arrangements to achieve
these adjustments. The most widely applied forms of flexible employment ar-
rangerlrients are part-time employments, hiring students and using overtime
work.

This group of firms achieved the lowest level of desired employment and has the
lowest assertion of the core group of employees concept among all three clusters
of firms. Wages are higher than alternative wages in 75% of all companies,
higher than those set by collective agreements in 42% of firms and among the
highest in the country in 38% of cases. As mentioned earlier, there is one union
organisation operating in most of the firms and 38% of companies claim that
unions are concerned with the firm’s success. With regard to loyalty, more than
80% perceive their employees as willing to do something more for the firm.
About 60% of companies believe that employee loyalty level is high and that
employees would remain with the firm even if they were offered a slightly better
employment opportunity (e.g. better paid job). In almost 40% of all cases, work-
ers would even be willing to make financial investments in a firm. Two—thirds
of firms claim to use a participative style of leadership with employees having
the right to voice their opinions, which are taken into account when making
managerial decisions. One aspect of participative leadership is the presence of
workers in government bodies, which exists in almost one—half of the compa-

Productivity was measured by added value per employee, which was used to make a dummy variable. Firms
with added value per employee less than or equal to the sample median were given the value 0, and firms
with added value per employee more than the sample median were given the value 1.

Based on managers’ ranking of adjustment methods to short-term demand fluctuations, hiring part-time
workers is by far the most often applied method (on a scale from 1="most used” to 5="least used,” Friedman
rank is 2.42). It is followed by hiring students (3.84), using overtime work (4.00), employing through agen-
cies (4.06), using reduced working time (4.62) and using work on hold (4.74).
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nies. With regard to human capital investment, all companies reported training
organised in line with company requirements. Moreover, the training participa-
tion levels exceed one—half of employees in 40% of the companies. Only one—
third of firms show the presence of other methods of evaluation rather than a
survey. More than 90% also reported having formal programmes of on—the—job
training, and only a few less claim to support a formal transfer of knowledge,
mostly through mentorships, instructions and teamwork. Seventy—nine percent
of firms believe to have competent successors for the key positions in the com-
pany, which is achieved through the internal transfer of knowledge.

However, this highly positive image of the collaborative effects between unions
and blockholders, which would confirm Hypothesis 2a, becomes less convincing
if we make an internal comparison of firms in this cluster of mostly unionised
companies. Although the total number of firms is low, a more in—depth analysis
shows that firms differentiate to a certain degree. Let us consider, for example,
state—owned firms (nine) and foreign—owned firms (four). Wages in state—
owned firms are higher than those set by collective agreements and are among
the highest in the country in almost 80% of cases. All of these firms claim that
workers are prepared to do ‘something more’ for the firm and would stay with
the firm also in harsh economic times. In two-thirds of state—owned firms,
workers are willing to make financial investments in the firm. However, only
three state—owned firms claim to have achieved a desired level of employment.
On the contrary, all foreign—owned firms have a desired level of employment.
Wages are higher than those set by the collective agreement only in one case.
Workers in foreign—owned firms are also more prone to leaving the firm in bad
times and are not willing to make financial investments in the firm. On the other
hand, foreign firms involve more than one—half of workers in internal training
relatively more often than state firms. In relative terms, they also outnumber the
state—lgwned firms in using other methods of evaluation rather than mere sur-
Veys.

On the basis of our data, it seems that state—owned firms might resemble the be-
havioural characteristics of Yugoslav firms (companies managed by workers,
managers and the government), where unions played an important role in de-
fending workers’ employment and wages in centralised collective bargaining
processes (Prasnikar/Svejnar 1991). Good examples of such governance ar-
rangement are the prevailing state—owned companies in the energy sector. The
collective agreement in the energy sector includes a list of different compensa-
tions, including a tenure premium that puts younger workers in a disadvantaged
position compared to older workers. The agreement also includes collective
health insurance, new year packages for children, payment for every newborn
child, payment for international labour day, payment for different sorts of bene-

"> A more detailed analysis is available upon request.
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fits for retirees and families of the deceased workers etc., which is not included
in most other collective agreements.

Due to possibility of rent—seeking behaviour emerging in the state—owned firms,
a possible explanation of the highest self evaluation of internal training and on—
the—job training, among all firms in the sample, might be that some of these
firms do not differentiate between investments in firm—specific human capital
that is expected to be value—enhancing from investments in firm—specific human
capital for which this is not the case (Micco/Pages 2004; Van Essen et al. 2012).
These results suggest that Hypothesis 2b could be confirmed in the case of
state—owned unionised firms.

5.2 Cluster of worker-liberal blockholdings

The second studied broad cluster consists of 34 Worker—Liberal (mainly non—
unionised) blockholdings with a union organisation present only in two cases.
These firms are, on average, smaller than those in the first cluster. The cluster is
further divided into two subgroups, i.e. in 18 Core—Periphery firms mostly from
the manufacturing sector (almost 80% of firms in the first subgroup fall into this
category) and 16 RE mode firms mainly from the service sector (three—quarters
of firms in the second subgroup fall into service industries). Columns 3 to 6 in
the body of Table 1 show different behavioural patterns of the two subgroups,
which are further described in the following two subsections.

5.2.1 Worker—liberal manufacturing—oriented blockholdings

These manufacturing blockholdings are smaller compared to the first cluster (see
columns 3 and 4 in the body of Table 1). Limited liability companies prevail in
terms of legal status (56%) and there are fewer firms having state ownership
(17%). A check of the ownership structures shows that a number of blockhold-
ings in this group belonging to privatised, formerly socially—owned firms. They
are among the least productive (only one-third of firms in the group show
higher productivity than the median firm).

As it is evident from the results in Table 1, the decisions in this subgroup are
made with the lowest level of consensus between the owners and managers. De-
cisions are coordinated among owners, managers and workers in less than two—
fifths of firms, and the decision—making power is highly concentrated in the
hands of managers (or owners). Short—term labour adjustments to shocks were
executed in 95% of cases,'® and firms adjusted employment to a desired level in
more than 80% of cases. The concept of core employment is observed in 55% of
firms. In most cases the wages are close to the alternative wage. The study re-

'® Based on managers’ ranking of adjustment methods to short-term demand fluctuations, hiring part-time
workers is most commonly applied (Friedman rank: 2.53). It is followed by using overtime work (3.61), us-
ing reduced working time (3.78), employing through agencies (4.36), using work on hold (4.56) and hiring
students (4.58).
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vealed that these workers are paid the lowest wage and also have the lowest risk
propensity. They are willing to stay with a firm in only one—third of cases at
times of economic distress (crisis). Since the economic situation of many firms
1s currently aggravated, most workers would probably leave the firm if an op-
portunity arose. The share of firms in which workers participate, as well as the
share of firms having investment in human capital, is low compared to other
groups of firms. In a series of these firms they do not provide employees with
even basic information about company operations. The relationship with work-
ers i1s mostly transactional.

Core—Periphery employment relationships are more evident in this cluster than
in the cluster of Worker—Entrenched firms. This phenomenon is similar to the
description of Deakin and Reberiouxa (2009), where many companies in France
are reducing the proportion of core employees in favour of agency labour and
subcontracting peripheral jobs owing to pressure from financial markets. This
type of firm is often found in regions of the former Yugoslavia due to one fur-
ther reason: a non—transparent lengthy privatisation of former socialist firms
which is, in some cases, still not completed and is characterised by frequently
changing privatisation methods.'” Both tendencies are also evident from our
data. Firms studied in this segment operate on the verge of economic efficiency
as they are more extensively involved in foreign trade, where they are faced with
a higher level of competition (see additional information in Table 1). Moreover,
non—transparency and corruption of fast ownership concentration in the hands of
new owners are often cited as the main reasons for dissatisfaction in certain
firms where managers (owners) exercised high controlling power.'"® Conse-
quent-ly, these firms are, in most cases, domestically owned.

5.2.2 Worker—liberal service—oriented blockholdings

This subgroup comprises mainly of limited liability companies. Their productiv-
ity is higher than in the median firm in 77% of cases, which makes this group of
firms the most productive of all three clusters. What would be the driver of
above average efficiency of this subgroup of firms? Our data could certainly
point to one fact. Namely, this group of firms is characterised by cooperative
behaviour between the main stakeholders (managers, workers and owners),
which might be value enhancing. This is already evident from the answers re-
ceived to the first set of questions. The results about the level of cooperation in
decision—making under the 5" and 6™ column of Table 1 body show a high level
of consensus between owners and managers, and coordination of decisions with
workers as well. Firms adjust well to short-term employment, economic

In a study of Montenegrin firm behaviour in the period from 1998 to 2009, Koman et al. (2013) found that
too many Montenegrin firms have been lost in the privatisation process due to badly designed and non-
transparent rules. Stripping assets was a more lucrative strategy than building value.

'8 See for example World Bank (2000).
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shocks'” and to a desired level of employment. Firms also highly address the
concept of a core group of employees. Workers have higher wages than those set
by collective agreements in almost 70% of firms. It was claimed by 57% of
firms that they are among the highest in the country.

Workers’ participation in decision—making is observed in almost all firms. Wor—
kers are well informed, have an open dialogue with managers, are members of
governing bodies in 45% of firms, and their risk propensity is high. They are
willing to make financial investments in the firm in 43% of cases. Investments
in human capital, in the form of investments in internal training as well as on—
the—job training, are present in the majority of firms. Yet, workers in these firms
are not organised in unions. Collaboration with managers (owners) is voluntary
and developed as a result of mutual recognition that management’s capabilities
and workers’ capabilities are necessary for value—enhancing activities. Their
cooperation is an important factor of company success.

This group of firms resembles the RE model developed by Aoki (2010) in
which the cognitive assets of management (MCA) and those of workers (WCA)
are reciprocally essential. Without joint cooperation, neither of them can in-
crease marginal product simply by substituting the use—control of non—human,
physical assets (PHA) to the other. The results also support Hypothesis 2a. Such
internal environment evolved especially in the service sector (three—quarters),
which presented one of the major shortcomings of the former Yugoslavia along
with the absence of small and medium-sized enterprises (Petrin/Vahc¢i¢ 1990),
and was, thus, able to attract a young, educated labour force.

6. Conclusion, limitations and future directions

The Republic of Srpska is one of the entities constituting Bosnia and Herzego-
vina and a representative case of a transitional economy where we were able to
study corporate governance and productivity differentiation through the devel-
opment of labour market institutions. There is almost no information on this is-
sue available from countries of the former Yugoslavia, where peculiar labour
relations played an important role in the past. The Republic of Srpska preserved
Yugoslav labour institutions long after the disintegration of Yugoslavia occurred
in 1991. However, the situation has been strongly influenced by economic re-
forms on account of privatisation, liberalisation, and globalisation in the past
decade. One of the purposes of privatisation was to reform corporate governance
and increase firm efficiency. The shareholder—oriented model was perceived as
becoming the prevailing mode of a firm’s corporate governance. However, our
results indicate that voucher—privatised firms in the Republic of Srpska are a
temporary phenomenon. As mass privatisation was introduced along with the

' Managers ranking of adjustment methods to short-term fluctuations in demand gave priority to hiring part-
time workers (Friedman rank: 2.66). It is followed by employing people through agencies (3.63), using over-
time work (3.63), hiring students (3.91), using reduced working time (4.59) and work on hold (4.56).
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launch of liberal reforms, a convergence to concentrated ownership and diver-
sity of blockholdings is a prevalent tendency under these circumstances.

By studying blockholdings in the Republic of Srpska, we identified various
types of corporate behaviour and organisational architecture transformations in
the framework of different labour institutional arrangements. Significant differ-
ences in blockholdings’ behaviour, based on the level and type of (institutional)
empowerment of workers, can be observed. Our analysis identified two broad
clusters that behave as Worker—Entrenched blockholdings and Worker—Liberal
blockholdings, with the latter further divided into two subgroups of predomi-
nantly manufacturing Core—Periphery mode firms and service Reciprocal—
Essentials (RE) mode firms. In Worker—Entrenched blockholdings most workers
are members of (mainly one) labour unions, and achieved fairly good results in
terms of collaborative efforts of blockholders and unions. But, some unions
(particularly in state—owned firms) might evolve rent—seeking behaviour.

Most workers in the cluster of Worker—Liberal blockholdings are not associated
with unions. The owners and/or managers are the dominant decision makers in
the first subgroup of profit-maximising, Core—Periphery firms, which are the
least productive. The Core—Periphery model is likely to be the outcome in many
cases of privatised firms. The second subgroup of blockholdings with Recipro-
cal-Essentials (RE) mode of organisational architecture has developed under the
influence of technological changes. It represents an important segment of busi-
ness that emphasises reciprocity of management and core workers’ cognitive
assets, and is the most productive of all groups.

Different labour relations in firms and various types of corporate governance
resulted in blockholding diversity that might promote the selection of corporate
governance modes in favour of those that utilise new technologies better and in—
creasingly on the global scene. The RE model is a very good example of such
type of firms. Diversity also makes an economic system more adaptable to envi-
ronmental change, as well as more robust to economic shocks.

The case of the Republic of Srpska clearly shows that a design toward a unified
group of firms was a difficult endeavour and that it failed for different reasons.”’
Thes endeavour also brought along some lessons that are important in a broader
context. Collaborative effort on the side of blockholders and unions (workers)
could be value enhancing and might increase the company efficiency. However,
a monopoly—oriented union could present an obstacle for further development of
this collaborative approach. This means that institutional similarities to the
Yugoslav system, cooperative behaviour of constituents on the one side and high
impact of the state and politically influenced unions on outcomes of central bar-

20 See Samuelson (1954; 1955), Grove and Ledyard (1977) and Hurwicz (1994) on the problems of evolution
and design in economic processes and development.
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gaining on the other side, are still present and they affect the way companies and
organisation behave.

Groups of firms in this study were obtained through the analysis of a unique da-
taset. The data was gathered through a psychometric questionnaire asking man-
agers about different characteristics of decision—making in the firm. We applied
a technique of cascading closed questions. In some cases, open questions might
have been better, but enterprises in the Republic of Srpska do not have experi-
ence with (such) research, so managers were suspicious about their rationale
and, therefore, reluctant to cooperate.

The limited sample size is a limitation of this study. However, we are satisfied
with the number of responses considering the circumstances. This research gives
hope that even more companies will be prepared to cooperate in the future and
make research in the respective region.
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