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The Influence of Modern Business
Environment on Management Changes

Kresimir Buntak
University North, Croatia
Ivana Martin¢evic
University North, Croatia
Maja Mutavdizija
University North, Croatia

Abstract

The business environment that is characterized by the dynamics of change has had
a significant impact in the development of scientfific thinking in the field of
management from the beginning of the nineteenth century until today. In the 1950s,
modern theories and management concepts were developed as a response to the
demands of a new business environment. That particular feature, as well as the way
in which its influence is accepted, enables them a potential application and
importance even in a modern business environment. But, on the other hand, there
are great differences between the environment in the world of the 1950s, when
modern management theory appear, and the world and the environments that
today are. Globalization, internationalization, virtual economy, and smart cities are
just some of the features that are changing the contemporary environment and the
world we live in, and which have a significant impact on the need for change and
adaptation of fraditional theories in business and management. The aim of the
paper is to highlight the need for developing new theories and management
concepts according to the problems that mangement and managers face today as
the first as well as modern management theory has not been developed in
accordance with today's business and general environment.

Keywords: management, virtual economy, business environment, globalization,
smart cities
JEL classification: MOO

Infroduction

From the first theories of management, which focused mainly on the problems of the
organization as a whole and employee motivation, through modern theories, which
stress the significance of quality in all segments of business, we reach the situation in
the contemporary world. This begs the question: do such theories still function in this
environmente Technology is constantly advancing, and we are witnesses of the
rapid changes all around us, which we are all part of. Most would claim that
‘globalization’ is the starting point of all features of the modern world. This is certainly
not incorrect, but there is a plethora of its consequences which significantly affected
the development of the today’s world. The manager and the company are set in
the centre of these changes. They are exposed to the outside influences and so the
main question is: “Does the 215t cenfury environment require new management
theoriese”
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The contemporary characteristics of the modern world largely differ from those
that were prevalent when the fraditional and modern management theories arose.
Precisely this dynamic and changeable environment greatly affects businesses and
general management. Managers are facing modern technologies and innovative
ways of doing business, which in turn changes their role in managing the company.

An Overview of Management Theories
Management theories can be split info two major groups based on the time period
in which they appeared; these are traditional and modern theories.

Figure 1
Management theories

TRADITIONAL THEORIES MODERN THEORIES

SCIENTIFIC MANAGEMENT
SYSTEM-BASED APPROACH
- CLASSICAL SCHOOL ADMINISTRATIVE MANAGEMENT
—{EUREUCRAT\C MANAGEMENT |

BEHAVIOURAL SCHOOL CONTINGENCY
(SITUATIONAL)
APPROACH

QUALITY AND EXELLENCE

SCIENCE APPROACH

MANAGEMENT

Source: Own work, as per Pfeifer, S. (2012), Interna skripta za kolegij Menadzment

Traditional management theories are whose which are widely employed in
practice. They are a cornerstone that other management theories build upon. Even
though the practice of management began long ago, formal studies began only in
the 19t century. Three schools of thought developed within the framework of
traditional management theories. These are: classical school, behavioural schoal,
and science management. Each of these traditional approaches is particular to the
time period during which it had been developed. By taking a closer look at all the
traditional approaches, it can be concluded that neither has been developed to
function in practice on its own.

During the 1950s, modern theories of management appeared as an answer to
changes in the business environment. The changes in business environments and
factors of success of the company also changes the problem approach to the
theory of management and management in practice. (Zeki¢ 2007:83)

The most important approaches that have been developed within the modern
management theory are: systems approach, contingency approach and
excellence and quality approach.

Modern theories are especially important since exactly those theories were
proposed as an answer to the demands of the business environment and have the
possibility of functioning in the contemporary environment as well.
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System Approach

The systems approach is based on systems theory. The system is defined with a
system border and connections between the systems. ,When it comes to the
company, the systems theory starts with the assumption that a company is a system
since it comprises a multitude of interlinked and interdependent subsystems. A
company is analysed as an open system since it is linked with two-way links to ifs
environment and wider systems in which it is a subsystem”. (Belak 2014:56)

Precisely those ‘“interlinked subsystems together fransform the input of work,
materials, financial and other resources into outputs in the form of services or
products. These subsystems are:

1. Psychosocial subsystem, comprising the relations between the individuals and

groups

2. Technical subsystem, which determines the properties of the used input and

produced output and the nature of the transformation process

3. Information subsystem, which collects and analyses data and information

necessary for the decision-making process

4. Management subsystem, which creates and manages the organisation. ,,

(Zekic 2007:80)

All the components of this approach are already known and this approach does
not mark a significant improvement in doing business. All companies today must be
aware of its corporate structure (and systems structure), just as well as it has to be
aware of the environment with which it relates. A major focus is put onto the system,
which connects this approach with the traditional schools of thought, and turns the
focus away from the more modern schools of thought towards which the
approaches should gravitate.

Contingency (Situational) Approach

The contfingency approach is based on the postulates that situations can be
categorised and then, for each of those categories, certain rules can be made,
instead of for each of the situations." (Zeki¢ 2007:81)

In tfoday's dynamic environment and constant technological changes, situations
in which companies find themselves simply cannot be categorised. The rules which
the contingency approach sets for certain stations simply cannot be applied in the
today’s world, as situations change with incredibly speed and the situation in which
the company finds itself ftoday can be wholly different fomorrow.

According to the contingency approach, managers should be flexible when
choosing the management style. A style that is adequate for one set of situations
need not necessarily be applicable elsewhere. This approach stresses that there is no
need to imitate management and management decisions, as that is not something
which will ensure company growth.

»Successful management can quickly and precisely recognise key factors of a
certain situation and then apply the appropriate measures. ,, (Zeki¢ 2007:81)

Business Excellence

Business excellence is the best way of managing the company and attain the best
possible results compared to the competition. The main goal of business excellence
is to ensure that the manner of completing the company’s goals and achieve
competitive advantages be sustainable in the future as well. Business Excellence is a
theory based on TQM, which was first devised by Tom Peters, and American quality,
management, and business experts. It places the manager in the centre of the
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quality improvement process. When steering towards the goal of total quality, the
focus is placed on analysing the processes and their constant improvement (Joiner
et al., 2017).

The most distinctive representative of the total quality method was Edward W.
Deming, who developed an innovative approach for quality improvement in Japan
- — Total Quality Management (TQM). He outlined the basics of TQM in 14 points,
marked as 14 obligations of the management. The aim of these 14 points is to
change the approach to work in both the management and the workers, to reduce
expenses for the company and raise the level of quality and productivity. (Pavletic,
Suman 2008:134-136)

Another notable person who helped define the TQM is Joseph Moses Juran. His
philosophy regarding quality is that quality is gauged by the level of satisfaction of
the buyers by the product. ,,Juran feels that the development of the organizational
system necessarily linked with abandoning the current level of quality and attaining
the higher level with the help of a well-made implementation process.” (Sisko Kulis,
Mrduljas 2009:73-74).

The intfroduction of total quality management is assured by the employment of
the American business excellence model. There are three business excellence
models: Japanese, European, and American.

The basics of the Japanese excellence model were put forward by W. Edwards
Deming. “The particular feature of Deming’s reward is that it does not demand the
candidate to adapt to the model; the candidate is expected to understand their
current situation, establish their own goals and themes, as well as improvement and
transformation throughout the company. Benchmark criteria encompass the results
achieved and the effectiveness that is expected in the future. " (Samardzija i Kolak
2009:212)

The European business excellence model, known as EFQM — European Foundation
for Quality Management was established by the European Foundation for Quality
Management in Brussels. (Vusic 2007:52) The excellence model was developed in
Europe as an answer to the global market developments, which necessitated a
creation of a competitive position of European companies on that market. The basic
assumption of this model is: “Excellent results of an organization in doing business,
customer relations treatment of employees and society are achieved with excellent
leadership which defines the politics and strategy. The strategy is secured by
resources and processes and implemented by the employees and partners. “(Vusic
2007:52)

The American models is based on the Malcolm Baldrige National Quality Award,
one of the most recognizable awards in the world. This reward motivates other
companies to strive for excellence in order to become competitive in the global
market.

Characteristics of the Modern World
There are major differences between the world of the 1950's, when the first modern
theories of management were developed, and the world of today.
The contemporary world demands adaptability and creativity to achieve business
success in the end. The characteristics of the contemporary world such as
digitalisation, IT development and new economy are a great threat for companies
since they can completely shut down certain businesses as well as mark the
development of new ones.

Globalization enabled the countries from all continents to parficipate in
international trade, i.e. it has enabled the world to become connected. The
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development of transportation, communication and information technologies has
further strengthened the effects of globalization and created a new form of mass
culture with new values that are in contrast with the traditional values.

Along with globalization, internationalisation and regionalisation have appeared
as emerging challenges. Regionalisation is the process of creating new levels of
government, which can vary in terms of responsibilities and powers.
Internationalisation and regionalisation also become challenging for the countries of
today. New international and regional unions are being created, which can then be
employed to pressure state governments, but also create connections between
people all over the world. (LonCar 2005:96) Internationalisation is a process of
crossing country borders with a particular interest. It can pertain to the entry of
foreign companies intfo the domestic market and vice-versa.

»Information technology - IT or Information and communications technology — ICT
are technologies necessary for the electronic processing of data.” (Bhatt and
Emdad 2010:6). IT combines people with computer resources, software, data, and
computer network. (Fox 2013:1) Information technology has largely eased the job of
the management as it enables better communication with the employees and lower
management and complete organisation of business processes in the company.

The pervasive use of IT technologies has resulted in the development of a new

concept — the concept of a smart city. A smart city is also defined as a city that
satisfied all the needs of its citizens in total and effectively, in line with or above the
standards and goals prescribed by local, national and international standards for
sustainability.
The key factors of success for smart cities which must be managed are: economy,
government, infrastructure, community, natural environment, organisation, politics,
and technology. Precisely these factors are interdependent and understanding the
connections between them represents a success in creating and maintaining a
smart city (Chourabi et al., 2017).

Virtual organisations are groups of people who gather for a common purpose.
They do not exist in space proper, but they can exist in a wide spectrum of
commercial and non-commercial types of networks and locations. (Radut 2009:122)

The availability of information has enabled the transformation of the traditional
economy and has created a new virtual tfrend - a trend of virtual economy. The
economic development of virtual economy is unpredictable, with sharp growth and
sudden downturns. The economy is consumer-run, and product and technology life
cycles are short.

Key Changes

With the development of globalisation and IT, a new economic reality has also
emerged, which then in turn demands a new economy, adapted to all new business
conditions.

The new economy is the answer to all newly-emerging changes in the world and to
the development of technology which increased the amount of information
available to all individuals. The goal of the new economy is constant and long-term
growth, since because of the availability of all the data provided by the Internet and
other technologies, it is possible to constantly educate oneself.

The new economy and the resulting phenomena have aoffected the new
definition of the term ‘employee’ in the sense of new characteristics related to that
term appearing. Some of these demands and characteristics are: ,multiple skills, job
instability, personal career development, continuous education, teamwork and
comping with alienation and stress.” (Buble et al. 2012:13)
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New company values result from the trend of socially-responsible companies. “The
wider aim of social responsibility is to create higher and higher standards of
sustainable living, while preserving the profitability of the corporation or the integrity
of the institution, for peoples both within and outside these entities." (Hopkins, 2006:
299). The concept that arises within the CSR is the so-called three balance-sheet
concept which marks the “concept under which the total company business is
measured through the benefits it provides towards economic growth, ecologic
quality and social capital.” (Vrdoljak Raguz, Hazdovac 2014:43)

With corporate social responsibility, new value also appears though care for
employees. Employee as a cornerstone of doing business must have the appropriate
conditions for growth and work.

A new company is a new company concept developed based on new values
and new employees under the influence of the new economy. A company must
change its organisation, the allocation of work, functions, employee status and
others, all because of a growing influence of environmental factors, the importance
of corporate social responsibility, employee care and all other characteristics of the
new employee and new value.

Changes in the world exert an increasing influence over the existing business
models and demand the development of new business models in line with the key
characteristics of the contemporary world. For the creation of a new business model,
managers are responsible since they are the people who should recognise where
the company is headed and link and organise certain functions within the company
in order to achieve synergies to achieve improvements and success.

Traditional and Modern Management Theories in the 21st
Century

Globalisation, which has opened up the markets and enabled unbridled access of
capital and workforce, is a source or all problems, but also possibilities faced by the
classic management today. With the appearance of virtual organisations, the
company is not a classical system anymore, which is precisely defined with ifs
borders and subsystem. The non-existence of formal organisation is seen increasingly
often. More precisely, there are less physical companies where the manager has a
leading role and can clearly manage the business.

In its original form, systems theory is not appropriate for the latest changes in the
contemporary world. The focus on the company as a system does not have an
important influence in the modern companies and precisely that which has been
ignored in the systems theory is put into the spotlight — that is, a person as an
individual.

The situational, i.e. contingency approach, on the other hand, takes into account
the situation which the company is currently facing, and stresses that each situation
should be analysed separately. Therefore, speaking of contemporary changes that
take place very often, the companies are facing situations that are changing
constantly, and are often unpredictable.

Quality and excellence approach is one of the approaches that certainly
functions even today, but fin this age it is neither revolutionary nor innovative, but
mandatory. Constant improvement and quality control of services or products is the
cornerstone of doing business and the companies are aware that a quality product
or service is a stepping stone to competing in the market.
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Manager Competencies in the 21st Century

The contemporary environment is exiremely demanding when it comes to
managers’ knowledge and skills. The role of manager in the 21st centfury has
changed in full thanks to the globalization and information-communication
technology.

The main management competence of managers today is to know “everything
about everything”. Managers are required to be competent in almost all fields to a
large degree. A manager must recognize human potential in time and invest their
time in the development of such potential with the goal of creating quality and
ireplaceable employees and innovative business solutions.

Managers are expected to manage and coordinate teams and establish
successful communication among the feam members. A manager must know how
to train employees for teamwork and achievement of common goals. One of the
key competencies which are required of managers is the ability to set priorities.

The world which surrounds us is exposed to constant changes and the fate of the
company can change in a very brief fime period. One of the competencies which is
required in the contemporary world is the management of changes.

Managers are required to recognize the potential before the competition does.
Quality employees are the key to successful functioning of a company, especially in
the contemporary era when creativity, innovation and being different are the keys
to the creation of a new product or a service, which in turn ensures the success of a
company.

Another extremely important competence, which is required from a 21st century
manager, is managing stressful situations. Stress is one of the most common
occurrences within the company and it can create a negative business
environment. A manager must know how to manage stressful situations.

Management Models in the 21st Century

Numerous authors have proposed new theories in this contemporary age. From all
those countless models, Buble stresses the most important four, which are a way out
of the crisis of traditional management. Those models are: radical management,
reinventive management, agile management, and management 2.0 (Buble, 2017).

Radical Management
Radical management is fundamentally different from traditional management that is
pervasive today in the large organisations.

The goal of this model is achieving the greatest client satisfaction and the
provision of value to the client by way of constant improvements, controls, and
benchmarking. Companies led with this management model stress teamwork and
cooperation between the management and the employees, since the goal is to
work together in order to satisfy the clients’ needs.

Under this model, the management gives to the employees the right to take
responsibility of ensuring the clients’ satisfaction and to organizes in teams which will
have a motivating effect on the group and in which everyone will be able to
confribute to the creation of a solution. Communication is also regarded as
important; not only among the employees, but also between the employees and
any level of management, which creates a relationship of them as partners.
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Reinventive Management

Julian Birkinshaw is considered the founder of reinventive management.

»2According to him, management must define goals, motivate the employees to
achieve those goals, coordinate their efforts and make decisions. In this sense he
talks of four dimensions of management, of which two are tfreated as resources, and
two as goals.” (Buble, 2017).

Each of these four dimensions of management affects one another to different
extent. Reinventive management contains four management models that are
appropriate for several types of businesses, different situations, and different leaders.
Those models are: discovery model, planning model, quest model and science
model. The goal of reinventive management is to make smart decision. This is
achieved by following these four key steps: understanding, evaluating, envisioning,
and experimenting.

Agile Management

Agile management was first mentioned by a Dutchman Jurgen Appelo. He
established a third management phase that is particular for the current 21st century,
and named it Management 3.0. Agility represents the “primary feature of
contemporary producers of services and goods in in quickly-changing conditions of
the global market. *(Kolakovi¢ 2010:22)

Agile companies are a constant part of the changes and innovate the existing
products and services, or create new ones which will satisfy the needs of the market.
The goal is, besides steering the company towards the existing companies, to
constantly grow and expand to new markets and create new consumers. This
management model stresses constant conditions and demands awareness for the
market. Companies must, aside from knowing then to recognise an opportunity at
the right time, also have a developed strategy to proceed correctly in such
situations and know what their next step will be.

Management 2.0
Management 2.0 is a term mostly connected with Gary Hamel, who opines that he
Internet should be the model for the transformation of management. Management
2.0 was formed based on the development of Web 2.0, i.e. the development of the
Internet and the ever-increasing availability of information through it. The use of the
Internet has had a significant effect on humanity and companies must not disregard
this effect when it comes to the functioning of the company.

Hamel consider the Internet as ,,the most adaptable, innovative and engaging
thing that human beings have ever created. In many ways, the Web is the new
technology of management. “(Hamel 2009:251)

Conclusion

The ever-growing changes that are taking place in the world in 2017 have a decisive
effect on the business operations of companies. Many are wondering whether we
have reached the peak of technological progress of if it has just begun. What we
know for certain is that new technologies and changes are constantly catching up
fo us.

The current business environment is too dynamic to let the companies lean on
modern management theories and accept them as valid. The company itself as a
term has changed its meaning and we cannot simply approach it as a system with
certain interlinked subsystems. Doing business becomes complex since it has the
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option of crossing spatial borders and other barriers that used to limit the companies.
Flexibility, adaptability, and innovativeness are the key characteristics that the
companies must accept in order to survive in the market.

It is undeniable that the world is developing constantly and that doing business will
contfinue to change as well as the tasks and the roles of managers. All this will affect
the development of new management theories that will complement the current
situations which the companies are facing.
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