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Abstract 

 

The purpose of this dissertation is to analyze how managerial discretion is influenced by the 

environment and, thereby, increase the theoretical knowledge of the concept. Hambrick and 

Finkelstein (1987) introduced environment as a level affecting managerial discretion. However, 

the authors only discussed it in an industry context. Moreover, in this dissertation we developed 

the environmental level by adding two more contexts. Thereby, a theoretical input –and output 

model were created. These include three environmental sublevels: Industry characteristics, 

public sector and transition economy. The analysis is under a strategic perspective, which 

defines top managers’ discretion as the latitude of strategic actions. Hence, managerial 

discretion varies in the scope of available actions influenced by environmental factors. To fulfill 

the purpose of this dissertation, the methodical approach is a case-study. Thus, the data consists 

of interviews, observations and public documents collected in a governmental organization. 

The findings have shown that a dynamic environment, such as a country undergoing a 

transition, provides context-specific factors affecting the degree of managerial discretion. 

Context-specific factors, such as powerful outside forces and quasi-legal constraints can 

increase and/or decrease the degree of top managers’ degree of discretion.  

 

The conclusion summarizes the findings of how the different factors within each sublevel, affect 

the degree of managerial discretion. Moreover, the conclusion also contains the contributions 

of this dissertation. Firstly, the study contributes to the theory of managerial discretion, by 

introducing context specific factors within the public sector and a transition economy. Secondly, 

the study enhances the empirical knowledge about the concept, by providing new empirical 

evidence of managerial discretion. Finally, the results of this dissertation can help policy makers 

as guidelines when implementing policies. Recommendations for future research include 

adding the governance perspective, and/or conducting a comparison research with different 

organizations/contexts. 

 

Keywords: Managerial discretion, environment, industry characteristics, public sector, 

transition economy, tax administration, strategic perspective, top managers  
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1. Introduction 

In this chapter, the topic managerial discretion is introduced and elaborated. Firstly, the 

problem background, which explains the top managers’ role in organizations in a strategic point 

of view. Secondly, the problematization, which underlines the research gap and the importance 

of studying managerial discretion in an environmental level. The problematization is followed 

up by the research question and the research purpose. Finally, at the end of this chapter the 

delimitations and outline of this dissertation are presented. 

1.1 Problem background   

The problem background is divided into two sections: Top managers’ role in organizations 

and managerial discretion in an environmental level. 

1.1.1 Top managers’ role in organizations 

Management was a topic of interest already in the 1960s, and the Harvard-model served as a 

principal guide; explaining top managers as the center of the strategy field and emphasizing the 

personal role of senior executives in shaping firms (Hambrick, 1989; Hutzchenreuter, 

Kleindienst & Greger, 2012). Top managers have a degree of discretion in firms which is called 

“managerial discretion”. Moreover, managerial discretion is defined as “latitude of actions”, 

which frames the array of possible strategic actions for top managers (Hambrick & Finkelstein, 

1987).  

Furthermore, strategic decisions, implemented by top managers, have an influence on 

organizational outcomes (Mitchell, Shepherd & Sharfman, 2011). Strategic decisions include 

that managers commit important resources, set important precedents, and/or direct important 

firm level actions (ibid). Therefore, it is necessary that managers make these underlying 

decisions for organizational effectiveness (Carpenter & Golden, 1997; Mitchell et al., 2011). 

Moreover, top managers need to understand that they have the ability to undertake strategic 

decisions (Mitchell et al., 2011; Yu-hong, Bing & Yuan, 2013). Thus, managers are expected to 

consider if they have the freedom to act, and in what situations to act most successfully 

(Carpenter & Golden, 1997). Therefore, it is vital for managers to understand the scope of 

strategic actions (Hambrick & Finkelstein, 1987). Managerial discretion is essential in firms 
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because it enhances opportunities for the organization and influence organizational outcomes 

(Mitchell et al., 2011; Hambrick & Finkelstein, 1987). 

Furthermore, top managers are important in organizations in a number of ways. Firstly, 

managers have effective capabilities for anticipating, interpreting and responding to the 

demands of an evolving environment (Helfat & Peteraf, 2015). Secondly, managers can exploit 

their discretion to make new opportunities in managerial activities (Finkelstein & Peteraf, 

2007). Thus, managers have the ability to influence the fate of their organization and its success 

by setting organizational strategies. Hambrick and Finkelstein (1987) elaborated one central 

contention of managerial discretion theory, which is that chief executives vary in the number of 

domains they have discretion in. Strategic issues are complex and, therefore, managers need to 

implement appropriate strategic actions, by first determining which organizational issues are 

within their domain of action. Therefore, managers should have knowledge about domain 

expertise; understanding the industry context and the firm’s strategies (Holcomb, Holmes & 

Connelly, 2009). Hence, it is important to have an understanding of the determinants and 

consequences of implementing strategic decisions within the top manager’s domain (Carpenter 

& Golden, 1997). 

The “Upper Echelon” theory, introduced by Hambrick and Mason (1984), has been utilized in 

many papers for the relationship between top management teams’ and organizations’ outcomes. 

The theory is the approach to test the association between the characteristics of top executives 

and organizational outcomes (Hambrick & Mason, 1984). Moreover, figure 1.1.1 illustrates that 

strategic choices arise because of human factors such as executives’ experiences, values and 

personalities. These interact to determine organizational performances. 

 
Figure 1.1.1 The “Upper Echelon” perspective of organizations  
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(Hambrick and Mason, (1984) Upper Echelons: The Organization as a Reflection of Its Top 

Managers, p. 198) 

 

The theory sets out two important points that explain why top managers matter for the 

organization (Hambrick, Canella & Pettigrew, 2001). Firstly, organizations become a reflection 

of its top managers. A strategic decision-maker has managerial perceptions, such as a cognitive 

base and values that influence the choice of strategy. Secondly, the “Upper Echelon” theory 

asserts that characteristics of the top management team (TMT), would increase the 

understanding of organizational outcomes. Top management team characteristics are such as 

education, socioeconomic roots and other career experiences, that affect a TMT’s decision. 

Thus, increasing managerial discretion will strengthen the influence of TMT characteristics on 

the organizational outcomes (Hambrick & Mason, 1984; Hambrick et al., 2001). 

1.1.2 Managerial discretion at an environmental level  

Hambrick and Finkelstein (1987) introduced the environment as one level affecting the degree 

to which the environment allows varieties and changes (Hambrick & Finkelstein, 1987). 

Managerial discretion in an environmental concept is viewed as a moderating variable that 

influences the process of organizational adaptation, to the forces of its external environment 

(Ponomareva, 2013a). This dissertation focuses on how managerial discretion is determined by 

the organization’s surrounding environment in terms of 1) Industry characteristics, 2) Public 

sector, and 3) Transition economy. 

Managerial discretion may depend on the environment, for example the industry context, where 

managers operate (Hambrick & Finkelstein, 1987). There are different industry characteristics 

that affect the scope of strategic opportunities recognized by managers (ibid). At the industry 

context, it was revealed factors such as product differentiability, market growth, industry 

structure, demand instability, quasi-legal constraints, and powerful outside forces (Hambrick & 

Finkelstein, 1987; Ponomareva & Umans, 2015). Moreover, context-specific environmental 

factors can arise that affect the degree of top managers’ discretion. This is because the role of 

informal institutions and trust in particular can have different effects in turbulent environments 

(Ponomareva & Umans, 2015).  Thus, these factors are important to consider at the 

environmental level, when exploring a manager’s degree of discretion.  
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The industry, in which the organization is operating in, constitutes an important sublevel of the 

environment (Datta & Rajagopalan, 1988). Top managers can scan the relevant environment to 

identify opportunities and threats and, thereafter, respond appropriately with strategic decisions 

(Hannan & Freeman, 1977). As mentioned before, the scope of managerial discretion varies 

depending on different industry characteristics. In highly regulated industries, such as in the 

public sector, quasi-legal constraints could be a significant factor decreasing the degree of 

managerial discretion (Hambrick & Finkelstein, 1987). Decisions, implemented by top 

managers in the public sector can be more confrontational and, therefore, restrict available 

actions for top managers (Otenyo & Vaugh, 2006). Therefore, the public sector has another set 

of regulations than industries in the private sector (ibid). The role of top managers in the public 

sector, is important to study to create knowledge about how managers respond to the varieties 

and changes in the environment. In addition, with the degree of discretion the managers’ 

possesses. Thus, it will contribute with further insights of managerial discretion in a different 

industry context.    

Furthermore, in a context of a country’s economy, this research is focused in a transition 

economy. In environments characterized by a transition economy, strategic forces are rather 

context-specific. Strategic forces, such as to increase the market growth, may be limited due to 

powerful outside forces. This can be referred to what Hambrick and Finkelstein (1987) call 

“zone of acceptance”, which discretion exists if the manager implement a decision within the 

acceptance by powerful parties (Hambrick & Finkelstein, 1987, p. 374). For example, a study 

in China, by the authors’ Yu-hong, Bing and Yuan (2013), identified that the strongest external 

force is the government (Yu-hong et al., 2013). This is because top managers have to comply 

with governmental policies (ibid). However, different stages occur in the process of transition 

economy, which has different effects on managerial discretion. Formal and informal institutions 

have different roles in different transition phases. Therefore, an organization operating in a 

dynamic environment is an interesting object to further analyze, to understand factors affecting 

the scope of possible actions managers are able to take or not to take; the discretionary power. 

1.2 Problematization 

It is important to study the concept managerial discretion because research on the concept will 

provide further development in management research. It is by increasing more understanding 

of the phenomenon managerial discretion. However, there are generally few studies exploring 
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managerial discretion empirically, but rather through conceptual analyses (for examples 

Hambrick & Finkelstein, 1987; Finkelstein & Peteraf, 2007). Furthermore, the concept 

managerial discretion is also a complex phenomenon. The complexity is because discretion 

differs and varies from context, which gives managerial discretion another meaning in different 

contexts. Hence, even if managers are in the same situation in decision-making, they may 

interpret actions differently depending on factors influencing the degree of discretion (Yu-hong, 

et al., 2013). Therefore, by increasing knowledge from different contexts, it will provide more 

possibilities to generalize findings from managerial discretion studies. Consequently, by 

conducting an empirical study, it will provide an increasing understanding and knowledge about 

the concept managerial discretion. In addition, more research will add more validity to the 

concept. 

The majority of studies on managerial discretion have been in a Western context, but there is 

also research from Chinese context (Hambrick & Finkelstein, 1987; Hayward & Hambrick, 

1997; Adner & Helfat, 2003; Li & Tang, 2010). Therefore, this dissertation focus in a context 

that is different from these; a country with a transition economy in Eastern Europe. This is 

important because a study in Eastern Europe, will provide a broader picture of managerial 

discretion in diverse contexts. Furthermore, we choose a country in a transition economy 

because it is interesting with its unique environment, which is dynamic. A dynamic environment 

provides top managers great latitude of actions. Moreover, in dynamic an environment, there 

are constantly varieties and changes, which give the managers more discretion to implement 

actions for the changing environment. For example, in dynamic environments many norms and 

rules are not as established, as in stable environments. Hence, this is considered to provide 

managers with more discretion.  

Few researches have focused on dynamic environments (Ponomareva & Umans, 2015). The 

understanding of managerial discretion is important for transition economy countries, because 

the environment is dynamic and undergoing many changes. These countries need development, 

and two of the main factors stimulating growth/development are human capital and investments 

(Schultz, 1961; Edwards, 1991). Therefore, managers are important because they are the ones 

with discretion to implement strategic investment decisions. Consequently, these decisions can 

affect organizational outcomes/growth positively or negatively. Transition economies offer 

many opportunities, for example rapidly expanding markets. However, transition economies 

also face challenges such as an underdeveloped legal system and lack of property rights 
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protection that makes business risky (Svejnar, 2002). These features cannot be found in stable 

economies to the same degree as in transition economies. Consequently, understanding the 

formation of discretion in a dynamic environment would be interesting to study in a country 

undergoing a transition. 

Furthermore, there is almost no research about managerial discretion in the public sector. By 

focusing on the public sector context, and how the environmental factors influence managerial 

discretion, it will give a broader picture of the concept and more understanding of how 

environment matters. It is important for top managers to understand the country’s micro and 

macro policy, for the reason to avoid mistakes in strategic decisions (Yu-hong et al., 2013). 

These mistakes can be considered, for example, if a top manager implements a strategy that is 

not beneficial for the organization. Furthermore, managers’ understanding of the policies is 

especially important in the public sector, because people working there are the ones that have 

to internalize a public ethic of proper behavior as a government (Schick, 1988). Consequently, 

Yu-hong et al. (2013) argue that governments’ macroeconomic regulation will not only affect 

the industry orientation, but also the degree of managerial discretion. Many developing 

countries have management control systems, which prescribe how a government should 

operate. The governments in developing countries are overseen by powerful central agencies 

such as the ministry of finance, the civil service board, and the procurement agency (Schick, 

1988). Therefore, a part of our research is to empirically analyze constraints top managers face 

in public institutions that limit their discretion to act. 

There are differences between the public sector and the private sector. Firstly, the public sector 

differs from the private sector in the way that it is a general society with more and different 

responsibility; such as more stakeholders and more pressure (Schick, 1988; Masoud & Wilson, 

2011). Secondly, the role of top managers differs in the public sector because they are operating 

in a more externally controlled environment. The public sector is owned by the government and 

appointed by the government, with autonomy in decision-making. Thirdly, public companies 

do not face the same competitive demands as private companies. Instead, public companies face 

difficulties with focusing on maximizing employment and/or output, while private firms focus 

on cutting costs and maximizing profits (ibid). State-owned firms have three stakeholders 

groups: Employees, customers and the community (Corneo & Rob, 2001). The workers in 

private firms have larger incentive intensity and higher labor productivity than in the public 

firms. One reason for this is that profits do not belong to anyone. Therefore, the workers care 
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less about its efficiency (ibid). In contrary, private firms contribute to increasing work 

incentives and productivity (ibid). These differences may affect the degree of managerial 

discretion differently. Therefore, our dissertation focuses on exploring managerial discretion in 

the public sector. 

In the public sector managers may have less discretion because of regulation and stakeholder 

pressure. On the contrary, the public sector can also grant top managers with excessive of 

discretion over public resources. Managers in the public sector, with complete freedom over 

resources, have the risk of not yet internalized the habit of spending public money according to 

prescribed rules (Schick, 1988). Thus, the managers cannot be trusted completely (ibid). 

Moreover, the control, especially in transition economies, is not always enforced well and could 

therefore result in a lot of managerial discretion. Furthermore, since the two arguments predict 

different matters, and there is no research showing which argument is supported, discretion in 

the public sector is an interesting subject to research.  

We believe that a further development of the concept managerial discretion will add a deeper 

and a more valid understanding about managerial discretion. This is due to that managerial 

discretion is a complex phenomenon. Our research will contribute with knowledge of how the 

environment of the public sector in a transition economy affects top managers’ degree of 

discretion. Managerial discretion may differ from different managers’ surrounding context and, 

therefore, we need to have a deeper understanding of this (Hambrick & Finkelstein, 1987). 

1.3 Research question  

This dissertation’s research question is as followed: 

How is managerial discretion influenced by the environment: Industry characteristics, public 

sector and a transition economy? 

1.4 Research purpose  

The purpose of this research is to identify and explain how the degree of managerial discretion 

is influenced by the environment: Industry characteristics, public sector and a country with 

transition economy.   
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1.5 Delimitations 

In this dissertation, we focus on the strategic perspective without the governance perspective. 

The governance perspective is about the board, owner and their conflict of interest with 

managers (Ponomareva, 2013a). However, we describe how institutional forces influence 

strategic decisions, as latitude of strategic options (ibid). Secondly, our research about 

managerial discretion is focusing only in the environmental level. Thus, it eliminates the 

Hambrick and Finkelstein (1987) concept, by not including the organizational level and 

managers’ characteristics. This is because our research is conducted in a country undergoing a 

transition economy, which has a unique dynamic environment. In conclusion, our research is 

focused in one perspective, which is strategy and in one level, which is environment. This 

enable us to reach an in-depth analysis, which would not have been possible with a broader 

focus because of time limitation (see more in section 5.3). 

1.6 Outline  

This dissertation consists of five chapters: Introduction, Theoretical framework, Research 

method, Analysis and Conclusion.  

 

The first chapter, introduction, presents problem background, problematization, research 

question, research purpose, delimitations and outline of this dissertation. The second chapter, 

theoretical framework, presents the theoretical input model following with descriptions of the 

sublevels: Industry characteristics, public sector and transition economy. The third chapter, 

research method, presents research philosophy, research approach, qualitative method, research 

strategy, data collection, time horizon, reliability and validity, and generalizability. The fourth 

chapter, analysis, presents the theoretical output model with the analysis of the case including: 

Industry characteristics, public sector, and transition economy. The fifth chapter, the last 

chapter, presents conclusions, contributions, limitations and suggestions for future research.   



 

9 

 

2. Theoretical framework   

In this chapter, the theoretical input model is illustrated to explain the focus of this dissertation. 

The input model is developed to understand environmental factors affecting managerial 

discretion in each sublevel. Thus, the environment is decomposed into three sublevels: Industry 

characteristics, public sector and transition economy.  

2.1 Theoretical input model  

Figure 2.1 Managerial Discretion: Environmental Dimension 

(Based on Ponomareva and Umans, (2015) An integrative view on Managerial Discretion: A 

study of a Russian Firm in Transition, p. 45) 

The aim of this dissertation is to focus in an environmental level with a strategic perspective. 

This is to understand the factors affecting the latitude managers possesses. Thus, on the contrast 

to the “Upper Echelon” theory (see section 1.1.1), this paper focuses on the external factors 

affecting the degree of managerial discretion. Therefore, we decomposed the environmental 

level into a three sublevel dimension: Industry characteristics, public sector and transition 

economy.   

Product Differentiability + 

Market Growth + 

Industry Structure –  

Demand Instability +  

Quasi Legal Constraints – 

Powerful Outside Forces – 

 

 

Formal –and informal institutions 

Strategic flexibility due to lack of formal 

institutions 

Phases of transition economy process    

 

Responsibility to the society  

The competition within public sector  

Importance of ethics and regulation  

TRANSITION 
ECONOMY

PUBLIC 
SECTOR 

INDUSTRY 
CHARACTERISTICS 
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2.1.1 Industry characteristics  

The environmental level was introduced by Hambrick and Finkelstein (1987) as an industry 

level. Moreover, in the environmental level there are industry characteristics in a strategic 

dimension of managerial discretion. The industry characteristics include product 

differentiability, market growth, industry structure, demand instability, quasi-legal constraints 

and powerful outside forces. The factors either increase (+) or decrease (-) the degree of 

managerial discretion (Hambrick & Finkelstein, 1987; Ponomareva, 2013a; Ponomareva & 

Umans, 2015). Thus, industry characteristics need to be analyzed in order to understand how 

the industry influences the degree of managerial discretion.  

 2.1.1.1 Product differentiability 

Industries that offer products or services with a huge variety on the market affect discretion 

positively. Examples of industries with low product differentiability are the gas and oil 

industries; where the supply of variety is small. Examples of industries with high product 

differentiability are cosmetics and computer manufacturing industries. These industries offer a 

wide range of choices in terms of; product variety, packaging, distribution and marketing 

(Ponomareva, 2013b). Thus, great product differentiability provides more opportunities for 

managers to act upon (Ponomareva, 2013b; Ponomareva & Umans, 2015). Hence, small variety 

of goods result in low discretion, and huge variety of goods result in high discretion (Hambrick 

& Finkelstein, 1987; Ponomareva, 2013b).  

 2.1.1.2 Market growth 

Industries that have high growth rate offer managers more opportunities for discretion than in 

low-growth industries (Hambrick & Finkelstein, 1987; Ponomareva, 2013b; Ponomareva & 

Umans, 2015. This is because mature markets could impose restrictions on managerial 

discretion (ibid). Moreover, high growth industries are often characterized by decision-making 

in the entrepreneurial mode (Mintzberg, 1973; Hambrick & Finkelstein, 1987; Ponomareva, 

2013b). The decisions in the entrepreneurial mode are relatively un-programmed. Therefore, 

top managers are important in terms of applying the needed strategic decisions (Porter, 1980; 

Finkelstein & Hambrick, 1987). In the growing markets you can find brisk activity, market 

opportunities, funding sources, and competitive variation. Moreover, in the growth stage of the 

industry life cycle, executives have more strategic freedom (ibid). Industry growth rate also has 
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an influence on managerial discretion on the profit margin (Lieberson & O’Connor, 1972; 

Hambrick & Finkelstein, 1987).  

 2.1.1.3 Industry structure 

Structural characteristics of an industry affect managerial discretion (Hambrick & Finkelstein, 

1987). Industry structure refers to the competition within an industry (Ponomareva, 2013b). 

Managers operating in an oligopoly, where there are several main competitors, have less 

discretion in their competitive strategy than monopolies and/or managers in highly competitive 

industries (Hambrick & Finkelstein, 1987; Ponomareva, 2013b; Ponomareva & Umans, 2015). 

Competitive industries are more open to unconventional strategic choices and innovative 

moves, while oligopolies have well-established rules within the market (Ponomareva, 2013b). 

Consequently, more strategic choices in competitive industry structures are expected to result 

with higher managerial discretion (ibid).  

 2.1.1.4 Demand instability 

Uncertainty about means-ends linkages created by demand instability creates discretion 

(Hambrick & Finkelstein, 1987). This is because the scope of strategic actions increases, which 

increase the degree of top managers discretion. Moreover, when the demand is volatile, there 

are more options, which give top managers’ increased discretion (Hambrick & Finkelstein, 

1987). Demand volatility is related with extremely competitive products and the shortening of 

product life-cycle (Huang, Chang & Chou, 2008; Ponomareva, 2013b). These conditions, 

generate opportunities for managers to act upon the flexibility of demand as a strategic asset. 

Thus, increasing the degree of top managers’ discretion. Hambrick and Finkelstein (1987) state 

that “the greater the instability of demand, the greater the chief executive’s discretion” 

(Hambrick & Finkelstein, 1987, p. 382). On the contrary, when the demand of products in an 

industry is highly reliable, a manager’s discretion becomes constrained with her/his actions 

because of a stable demand (ibid). For example, it can be assumed that the public sector has a 

stable demand on their services, because the services are needed for the society to work. Hence, 

it constrains the top managers’ discretion. In conclusion, if the demand is volatile, the degree 

of managers’ discretion will increase and vice versa.  
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 2.1.1.5 Quasi-legal constraints 

Organizations are subjected to quasi-legal constraints and forced to obey these (Hambrick & 

Finkelstein, 1987; Ponomareva, 2013b). However, regarding the industry of the organization; 

the influence of quasi-legal constraints differs. Extremely regulated industries, do not often 

provide managers with many set of options for the firms. An example of a quasi-legal 

constraint, which eliminates managerial discretion, could be contractual obligations, especially 

long-term contracts. Moreover, long-term contracts limit organizations to consider new buyers. 

This is because organizations already are obligated to certain activities, for example, supply 

products over a long period of time. Therefore, this restricts managers which result in less 

discretion (Hambrick & Finkelstein, 1987). Consequently, more quasi-legal constraints in 

organizations provide managers with less discretion. Thus, quasi-legal constraints show a 

negative influence on the degree of managerial discretion (Hambrick & Finkelstein, 1987; 

Ponomareva, 2013b; Ponomareva & Umans, 2015).  

 2.1.1.6 Powerful outside forces 

Powerful outside forces are external forces which are associated with an organization’s business 

partners (Hambrick & Finkelstein, 1987). These could be a firm’s external stakeholders such 

as; powerful competitors, suppliers and buyers (ibid). Furthermore, powerful outside forces can 

constrain the managers with direct and indirect methods (Thompson, 1967; Pfeffer & Salancik, 

1978; Porter, 1980; Hambrick & Finkelstein, 1987; Ponomareva, 2013b). Examples of methods 

stakeholders can use, which decrease managers’ discretion, are: To compete with a strong 

competitor’s competence, spur a major industry supplier in favor of a newcomer and ignoring 

a key buyer’s demands (Hambrick & Finkelstein, 1987). Furthermore, Ponomareva (2013b) 

argues that business networks also could be considered as influential stakeholders that limits 

managerial discretion, especially in a transition economy context. In conclusion, powerful 

outside forces may decrease managerial discretion (Hambrick & Finkelstein, 1987; 

Ponomareva & Umans, 2015). 

To summarize, these six environmental factors affect managerial discretion: Three of them 

increase managerial discretion (product differentiability, market growth, demand instability), 

while the other three (industry structure, quasi legal constraints, powerful outside forces) 

decrease the degree of managerial discretion (Hambrick & Finkelstein, 1987). 
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2.1.2 Public sector  

This section of the theoretical framework discusses the factors influencing managerial 

discretion in the public sector. Moreover, it includes three factors: Responsibility to the society, 

the competition within the public sector and lastly ethics and regulations within the public 

sector. 

 2.1.2.1 Responsibility in the society   

The public sector provides public services. Moreover, public services are such as; military, 

police, public transit, public health care and public education. Organizations in the public sector 

are publicly owned and are funded through taxation from the society. Public firms have more 

and different responsibility compared to private firms. As a result, publically owned 

corporations have more stakeholders with more pressure because of the larger amount of 

stakeholders; which is associated with the whole society (Schick, 1988; Masoud & Wilson, 

2011). The main stakeholders are employees, customers and the community (Masoud & 

Wilson, 2011). Publicly owned corporations are operating in a more externally controlled 

environment because they are owned and appointed by the government with autonomy in 

decision-making (ibid). In result, scrutiny from powerful outside forces such as the society and 

the government constrain managers’ freedom of decisions-making (ibid).   

 2.1.2.2 The competition within the public sector 

The industry structure describes the market state with respect to competition (Hambrick & 

Finkelstein, 1987). Moreover, an industry structure with a small amount of competition needs 

less strategic decisions than competitive ones (Ponomareva, 2013b). Thus, this results in less 

discretion to be more open by innovating moves and making strategic choices (ibid). In the 

public sector there are both monopolies and oligopolies which are characterized by a small 

amount of competition. Moreover within the public sector there are monopolies such as the 

police and the tax administration, and oligopolies such as universities and health care. These 

services are needed and therefore considered to have low product differentiability. Thus, it is 

resulting in less managerial discretion because of the small variety of services, which provides 

less opportunity for managers to act upon (Ponomareva, 2013b; Ponomareva & Umans, 2015). 

Consequently, the reduced product differentiability and competition limits the degree of 

managerial discretion within these industry forms (Hambrick & Finkelstein, 1987). 
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 2.1.2.3 Ethics and regulations within the public sector 

Authorities such as tax administration, police, and the Ministry of Finance are viewed as the 

guardians, who make decisions concerning public interest on behalf of the citizens (Luk, 2012). 

Moreover, authorities are overseen by powerful central agencies such as the finance ministry, 

the civil service board, and the procurement agency (Schick, 1988). Therefore, people working 

in authorities have to show a public ethic of proper behavior and have higher moral standards 

compared to the private sector (Schick, 1988; Luk, 2012). In recent years, ethics in public 

administration has become more important because of issues that have arisen in the government 

(Luk, 2012). Such problem includes corruption, abuse of power, and fraud within the 

government. Consequently, these issues have decreased public confidence in the government 

(ibid). In result, less confidence in the government can cause more regulations trying to increase 

the confidence the society had before. Thus, more regulations according to Hambrick and 

Finkelstein (1987) constrain managers’ discretion.   

Ethics are important, and therefore, many governments worldwide have ethics in their reform 

agenda. Moreover, ethics are about what is right or wrong, rules and standards, morals and 

values of honesty and integrity. It is affected by contextual factors, for example the type of 

government, the relationship between state and society, the role and functions of bureaucracy 

in the political system and the expectations placed upon public administrators by the society. 

Thus, there is a variation of ethical practices within different countries (Luk, 2012). According 

to Luk (2012) informal leadership strategies are more effective compared to regulatory- or code-

based leadership strategies in achieving ethic management objectives (ibid). Creating an ethical 

climate can positively influence an organizations performance of effectiveness, teamwork and 

quality (Menzel, 2005). It will also enhance more trust between the leader and the followers 

which prevent them from having too many approvals and double checks (Madsen & Shafritz, 

1992). On one hand, more trust can assume to provide top managers more discretion. On the 

other hand, if ethics declines, this decreases discretion.  

Furthermore, it is important for the managers working in the public sector, to understand 

policies within its country and to implement desired polices (Lynn, Heclo & Nathan, 1985; 

Schick, 1988; Meier & O’Toole, 2002). Moreover, there is empirical support that shows the 

public sector consists of more internal rules, which constrains employees’ behavior (Rainey, 

1983; Holdaway, Newberry, Hickson & Heron, 1975; Frant, 1993). Moreover, this claim 
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supports the earlier statement about quasi-legal constraints affecting the degree of discretion 

perceived by managers negatively. Constraining rules are supposed to enhance proper behavior 

and to lessen misbehavior by employees. However, constraining rules can lead to substantial 

costs, and by top managers following rules completely can result in less optimal decisions than 

needed (Frant, 1993). 

In conclusion, the factors within the public sector that influence managerial discretion are: 

Responsibility to the society, the competition within public sector and ethics and regulations in 

the public sector. These factors have shown that the public sector could both increase and 

decrease the degree of managerial discretion. Responsibility to the society has shown that 

scrutiny from powerful outside forces, such as the society and the government, constrain 

managers’ freedom of decisions-making. Competition within the public sector is mixed with 

both monopolies and oligopolies. Thus, it is resulting in low product differentiability and low 

competition. This result in low discretion due to less strategic choices needed to meet the 

competition and the variety of services. Moreover, importance of ethics and regulations within 

the public sector have shown that less confidence in the government can result in more 

regulations trying to gain back the confidence the society had before. Thus, more regulations 

according to Hambrick and Finkelstein (1987) constrain managers’ discretion. On contrast, 

more trust, can assume to result in more discretion for top managers.  

2.1.3 Transition economy  

Transition economy is defined as a country undergoing an institutional change from planned to 

open market economy (Svejnar, 2002). Context-specific forces that shape managerial discretion 

can more clearly emerge from this type of environment (Ponomareva & Umans, 2015). This is 

because the dynamics of transition process creates a variety of institutions that coexists with 

each other. This cannot be found in more stable economies (ibid). To understand different 

factors forming managerial discretion in a transition economy context, this chapter consists as 

following: Formal –and informal institutions, strategic flexibility due to lack of institutions and 

phases of transition process.  

 2.1.3.1 Formal –and informal institutions  

Institutions constitute the rules of the game in the society which organizations are socially 

embedded in (North, 1990; Ponomareva, 2013b). There are two forms of institutions: Formal 



 

16 

 

and informal (Marošević & Jurković, 2013). Formal institutions consist of constitutions, laws, 

property rights (ibid). Informal institutions consist of customs, traditions, codes of conduct, etc. 

(ibid). In an environmental context, enterprises operate in a range of institutional settings which 

can constrain a top managers’ work (Davies & Walters, 2004; North, 1990). Moreover, these 

settings include formal constrains (laws and regulations) and informal constrains (trust, norms 

and cultures) (Peng, 2003). Although formal institutions have to be introduced rapidly, informal 

institutions may take lengthier time (ibid). However, informal constraints embodied in customs, 

traditions and codes of conduct have considerable influence over both behavior of the individual 

manager and the firm (ibid). Therefore, institutional settings on firms will affect managerial 

discretion (Ponomareva, 2013b; Ponomareva & Umans, 2015). The interaction between 

institutions and organizations during an institutional change is, therefore, highly important due 

to that organizations need to take advantage of opportunities that institutions have determined 

(North, 1990).  

In an economy context, a country in transition economy is undergoing the process of an 

institutional change from planned to market economy (Svejnar, 2002). During an institutional 

change, governments are following the politics towards deregulation (ibid). However, strong 

government control remains to be a substantial part of the transition economies (Ponomareva, 

2013b). Another distinguish feature in a transition economy, is that old institutions of the 

planned economy have not yet disappeared and the new institutions of the market economy 

have not finished their formation and adaptation (ibid). Therefore, both newly evolving 

institutions and the legacy of the former institutional system, still play an important role in the 

economy (ibid). The unique environment of undeveloped institutions, creates top managers 

decision-making process an interesting subject within the management research field.  

The relationship between formal -and informal institutions has a huge role in determining the 

degree of managerial discretion. Institutions have a role in organizations by helping to reduce 

uncertainty in top managers’ decision-making (Marošević & Jurković, 2013). However, during 

a rapid institutional change (from planned to market economy), formal institutions may function 

poorly because of an undeveloped legal system (ibid). This may constraint the managers, 

because if the business goes bad, they cannot rely on the law (ibid). Moreover, this induces 

factors such as the presence of uncertainty and lack of trust towards the legal society. Therefore, 

formal institutions may be substituted by strongly functioning informal institutions 

(Ponomareva, 2013b). According to Marošević and Jurković (2013) “informal institutions are 
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designed to achieve what formal institutions aim to do, but they are ineffective or ignored by 

official sources” (Marošević & Jurković, 2013, p. 710). Hence, informal institutions have a 

great role in helping achieving business activities when formal institutions are not completely 

established (ibid). For example, norms and/or an internal code of conduct within the top 

management team, can be significant in terms of regulations when there is an absence of laws. 

On the contrary, it is important to understand informal institutions as another point of view. This 

is because law loopholes can create opportunities for organizations’ competitive advantage. 

Therefore, institutional uncertainty may increase a manager’s flexibility as a result of 

“important characteristic for a firm’s survival” (Ponomareva & Umans, 2015, p. 12). Thus, it 

increases the degree of managers’ discretion. 

 2.1.3.2 Strategic flexibility due to lack of formal institutions  

When the concept of managerial discretion is applied in a transition economy context, it 

becomes apparent that strategic flexibility needs to be considered when defining the boundaries 

of managerial discretion. In contrast to the developed economies, the economic reforms towards 

market liberalization started in the early 1990’s (Ponomareva, 2013b). Therefore, the 

environments have a high degree of instability and poorly functioning market supporting 

institutions. This creates a turbulent environment with a large degree of institutional uncertainty 

(Ponomareva, 2013b). In an environment of institutional uncertainty, the flexibility and the 

adaptive capacity are important factors for the firms’ survival (Ponomareva & Umans, 2015). 

Therefore, strategic flexibility becomes significant in firms operating in environments with high 

uncertainty. Strategic flexibility is often linked to rise in turbulent environments. This is because 

strategic flexibility is a factor that is affected by the organizational capacity to adapt to 

environmental changes (Matthyssens, Pauwels & Vadenbempt, 2005). Moreover, according to 

Ponomareva and Umans (2015) “environmental turbulence can be defined as unpredictable and 

volatile conditions of the firm’s external environment” (Ponomareva & Umans, 2015, p. 11). 

Therefore, the managers are forced to be “alert, learn quickly, and transform ideas quickly into 

action” (Matthyssens et al., 2005, p. 547). Thus, this increases the degree of managerial 

discretion of top managers as more strategic actions upon the choices available (Ponomareva 

& Umans, 2015).   
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 2.1.3.3 Phases of transition economy process 

The process of an institutional change in a transition economy has two distinctive phases: An 

early and a later stage of transition economy (Peng, 2003; Ponomareva, 2013a).  

In the early stage of transition economy; uncertainties in formal institutions induces trust as an 

important factor. This is because managers need to rely on interpersonal relationships and 

internal regulations (Peng, 2003). Thus, high uncertainty in the environment can provide 

managers more discretion to help the firm grow (Ponomareva, 2013a). However, Hambrick and 

Finkelstein (1987) explained that managers need to limit the interest to the most powerful party, 

called as the “zone of acceptance” (Hambrick & Finkelstein, 1987, p. 374). Moreover, in this 

kind of environment, it is necessary for managers to process large amount of information 

(Ponomareva, 2013a). Therefore, in search of information from external referents (or other 

powerful parties), helps managers to reduce the amount of uncertainty they face during the 

process of decision-making in setting organizational strategies. Thus, it can limit the degree of 

managerial discretion because of directions determined by external forces.  

The later stage of transition economy provides different standpoints. On one hand, the 

environment becomes more stable and a more formal control is developed (Peng, 2003). 

Approaching the later phase, the strategic environment of a firm is also expected to stabilize 

gradually, which will influence opportunities available for managers (Ponomareva, 2013a). 

Thus, it decreases the degree of managerial discretion. On the other hand, managers may 

increase their discretion due to more developed markets with less impact on quasi-legal 

constraints, increased market competition and product differentiation (ibid).  

In conclusion, institutions, formal and informal, constitute an important role during transition 

economy process. Firstly, institutions compose a range of distinctive features such as settings 

of law and rules (formal) and settings of norms and internal code of conduct (informal). These 

features have effects on the degree of managerial discretion. Secondly, a country undergoing an 

institutional change may induce poorly functioning institutions. Therefore, informal institutions 

will have a greater impact of the organization, which results in greater influence of the degree 

of top managers’ discretion. Strategic flexibility may also have a fundamental role to help the 

organization to grow which increases managerial discretion. Furthermore, there are two 

distinctive phases of transition economy: An early –and a later stage. In the early stage of 

transition economy; the presence of high uncertainty increases the managers’ flexibility in 
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strategic choices. However, power outside forces may have a significant influence which 

decreases managerial discretion. In the later stage of transition economy; a more formal control 

is developed which decreases managerial discretion. In contrary, it increases managerial 

discretion because of a developed market with more opportunities. The role of institutions in 

different phases, determines how the environment enables advantages and disadvantages for 

top managers (for example enforcement of laws).  
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3. Research method 

In this chapter, the different choices of methodology are presented. The purpose with this 

chapter is to provide an outline of the method used in this dissertation. It contains research 

philosophy, research approach, qualitative method and research strategy. Thereafter, the 

description of data collection is presented including interviews, observations and public 

documents. Finally, at the end of this chapter, time horizon, reliability and validity, and 

generalizability are explained to understand the method of this dissertation in more depth. 

3.1 Research philosophy 

Research philosophy is about how the researcher views the world through his/hers values, and 

how this view will affect the research that will be conducted (Saunders, Lewis & Thornhill, 

2009). This dissertation follows the research philosophy view interpretivism. Interpretivism 

focuses on the understanding of differences between humans in our role as social actors (ibid). 

We choose this philosophy view, because of the purpose to understand the differences between 

top managers, more specifically, to understand how managerial discretion is influenced by 

different factors and how these are interpreted by the managers. Interpretivism can also be 

linked with a hermeneutic approach, which is used in this dissertation to interpret the data. By 

implementing a hermeneutic approach we do not only see results but understand the reason to 

these results (Denscombe, 2009). Moreover, because every human is unique, they interpret their 

social roles according to the meanings they have on these roles. Therefore, researchers cannot 

make generalizations about humans according to the philosophy interpretivism. The challenge 

for this philosophy is to understand the humans’ point of view (ibid). Therefore, with the 

philosophy interpretivism it is important to choose a method suitable for this.  

3.2 Research approach 

Research approach is about the reasoning of the process of using existing knowledge to make 

predictions, construct explanations or draw conclusions. The main research approaches are 

deductive and inductive approaches which are the opposite of each other (Saunders et al., 2009). 

The deductive approach is more connected with quantitative research, while the inductive is 

more suitable for qualitative research (Bryman & Bell, 2011). The deductive approach is related 

to positivism, and is based on existing theories to develop logical hypotheses and new theories. 
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The developed hypotheses and theories are then tested for a rejection or confirmation (from 

theory to confirmation). The inductive approach is related to interpretivism and is research in a 

natural onset form. It draws conclusions out of experiences, data collecting and analysis and is 

concerned with the context (from observations to theory). It is argued, that the inductive 

approach is appropriate when the interest is to understand the reason behind a happening, rather 

describing the happening (Saunders et al., 2009; Denscombe, 2009). A combination of these 

two approaches is called an abductive reasoning (Pierce, 1958). Abductive strives to explain 

relevant evidence by finding facts that exists and are accepted, and from that work towards an 

explanation. The result of abductive reasoning is a hypothesis. It can extend and add new 

knowledge, although it does not guarantee a uniquely true answer (Lu & Liu, 2012).  

 

In this dissertation we will use the research philosophy view of interpretivism with an abductive 

approach. Moreover, the abductive approach is grounded in two different research approaches 

applied in our study: The deductive and the inductive approaches (Bryman & Bell, 2011; 

Ponomareva, 2013b). Firstly, the analysis of managerial discretion relies on the established 

theories (see for example Hambrick & Mason, 1983; Hambrick & Finkelstein, 1987). Thus, the 

nature of earlier research on managerial discretion is a deductive approach (Ponomareva, 

2013b). However, an inductive approach was also applied in our methodology, due to that it 

may contribute to the development of managerial discretion (Ponomareva, 2013b). Therefore, 

in this dissertation we use the logic of abductive reasoning for an association of question-theory 

and hypothesis-development. Thus, earlier theories provides a foundation to develop a theory, 

however, there is potential of a new one to emerge (ibid). The logic of abductive reasoning may 

limit difficulties in examining managerial discretion empirically.  

3.3 Qualitative method  

This dissertation aims to identify and explain how managerial discretion is influenced by the 

environment. In order to implement an abductive approach, we needed to gain a deeper 

understanding about managerial discretion. This can be achieved by qualitative method due to 

that it enable us to explore a deep understanding of managerial. Qualitative method allows 

opportunities for the elaboration of description and definition of a concept to gain a deeper 

understanding of complex phenomena such as how managers’ discretion is shaped 

(Ponomareva & Umans, 2015). For example it allows opportunity to look at context specific 
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factors that shape managerial discretion, which may not have been mentioned in the previous 

literature. Qualitative method is a subjective method focusing on words of saying on how, what 

and why things occur when collecting and analyzing data (ibid). It has an inductive approach 

to the relationship between theory and research and gives a view of social reality (Bryman & 

Bell, 2011). The applications of qualitative methods include for example in-depth interviews, 

group discussions and observations (Denscombe, 2009).  

 

There are both advantages and disadvantages of using qualitative research method (Denscombe, 

2009). Qualitative researches are stated to expand the scope of analysis, by revealing 

information on the “micro” aspects of analysis (Bryman, 1988; Ponomareva, 2013b). The 

advantages of qualitative research such as personal interviews have high flexibility and 

response rate (Denscombe, 2009). However, there are several disadvantages that need to be 

kept in mind, such as; it is very time-consuming, the risk of the interviewer- and observer effect 

(ibid). The interviewer- and observer effect means that research can be affected by the 

interviewer’s/observers personal identity such as gender, age, or ethnicity (ibid). Thus, every 

individual are different and reacts differently depending on who is interviewing/observing. 

However, all these disadvantages were considered during our data collection and interpretation 

of data.  

 

Moreover, a qualitative method cannot generalize and validate data in the same way as a 

quantitative method- (Ponomareva, 2013b) - qualitative method gives a deeper understanding 

(Denscombe, 2009). Moreover, according to Denscombe (2009) this is because interviews 

provide insights into the matter of people’s opinions, perceptions, feelings and experiences. In 

addition, qualitative method also offers the freedom to the respondent to answer in her/his way 

(Denscombe, 2009). Consequently, in order to explore a complex phenomenon as managerial 

discretion, we are using a case-study strategy (see section 3.4). Moreover, the qualitative 

method chosen includes interviews and observations (see section 3.5). In addition, public 

documents were collected from the organization. Furthermore, in qualitative research, 

hypotheses are not tested and exploration is one of the aims, which leads to the next section 

about the research design of this dissertation. 
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3.3.1 Research design  

Research design emphasizes how the research question will be answered, which is strongly 

linked with the purpose of the research (Saunders et al., 2009). Because of the exploratory 

nature of the research question, “How is managerial discretion influenced by the firm 

environment in the context of public sector, in a country with transition economy?” an 

exploratory design is implemented (ibid). The exploratory design is useful when the problem 

of the research is complex. The concept of managerial discretion is a complex subject within 

the management research field. Therefore, it is fundamental to understand factors influencing 

managers’ degree of discretion, to develop a deeper understanding of managerial discretion. 

Furthermore, an exploratory research design entails two advantages in forms of “flexible” and 

“adaptable” (ibid, p. 140).  According to the author, an exploratory research can be flexible by 

changing a research’s direction due to that data has shown new insights. For example, during 

interviews the respondents answers may lead to a more narrow focus. Therefore, interview 

questions may be changed during the interviews. Thus, by implementing an explorative 

research design, a greater openness will be achieved. Furthermore, because managerial 

discretion is a complex phenomenon, an exploratory research design would be beneficial. As 

stated earlier, there have been few studies exploring managerial discretion empirically. 

Therefore, because knowledge about the factors is small and it cannot just be tested, but rather 

to understand the concept first.  Choosing an exploratory research design, will help identify and 

explore factors influencing managerial. This is because to fulfill the purpose of seeking new 

insights, by asking questions and assessing the happenings in a new light (ibid, 2009).  

3.4 Research strategy 

The research of this dissertation is an explorative case-study. This case-study will analyze the 

concept of managerial discretion in an environmental level, focusing on three sublevels: 

Industry characteristics, public sector and transition economy. The case-study is based on a 

“single organization” (Bryman & Bell, 2011). This means that the research was conducted by 

using an illustrative case of an organization functioning in the public sector context, and in a 

country with a transition economy. The majority of the studies about managerial discretion have 

been in stable conditions and in large listed corporations (Peng, 2003, Hambrick, 2007; 

Cunningham, 2011; Ponomareva, 2013, Ponomareva & Umans, 2015). In addition, research 

has neither been focused in organizations operating in a dynamic environment, nor in the public 
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sector context (Peng, 2003; Hambrick, 2007; Ponomareva, 2013). According to Saunders et al., 

(2009), a case-study is beneficial if the purpose is to “gain a rich understanding of the context 

of the research and the processes being enacted” (Saunders et al., 2009, p. 146). Thus, a case-

study is chosen as a research strategy to understand factors influencing managerial discretion, 

in the public sector context and in a country with a transition economy.  

3.4.1 Sample selection  

Top-managers, included in a top-management team of a governmental organization, in a 

country undergoing a transition economy, have a huge influence on setting strategic decisions 

for the organization. Moreover, this dissertation focuses on managerial discretion in this specific 

environment. Thus, top managers in this environment are chosen as participants of this study 

(see Appendix 1). Although our research is adopting a case study strategy, it is still important 

to select a sample, which in this dissertation are; top-managers. This is because the sampling 

techniques specify the needed data of the research (Saunders et al., 2009). Our research has a 

non-probability sampling, which provides sample selections based on the researchers’ 

subjective judgment (ibid). However, in Eastern Europe it is hard to get access to corporations, 

in others words; you need to get introduced. Therefore, the nature of the sample makes it a non-

probability. Moreover, non-probability sampling is beneficial when an in-depth study is 

required. In-depth study focuses on a case for a particular purpose (ibid). Thus, conducting a 

non-probability sampling provides an information-rich case-study that can explore the research 

question and gain theoretical insights (ibid). 

3.4.2 Case description 

A case-study in Tax Administration of Kosovo, was implemented to understand the factors 

affecting the degree of discretion of top managers in the public sector. Moreover, the country 

Kosovo was chosen because of the dynamic environment. Therefore, it is vital to firstly 

understand why the public sector in Kosovo is beneficial in this research.  

3.4.2.1 Kosovo   

The country Kosovo is undergoing an institutional change since 1999, by adopting a free market 

economy enforced by Kosovo’s legislative framework (The Word Bank, 2013). The change 

towards market economy creates a natural experiment, which gave an opportunity to examine 
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coexisting informal and formal institutions. The rule of law and the business climate is 

fundamental in terms of the country’s growth rate.  

“Kosovo has made significant progress on strengthening its basic legal framework 

and institutional structures, with a view to reinforcing the necessary foundations 

for a functioning market economy.” (The World Bank Group of Kosovo, 2015) 

Kosovo is taking steps towards improving the business climate by making it easier for local 

entrepreneurs to establish and register companies, to succeed on the market. This has been 

reflected in 86th rank of the 2014 “Doing Business” survey (Aliu, 2014), with a 40-place 

improvement over two years among 189 countries. Thus, Kosovo has an aim to grow in the 

private sector as well as increasing investments, to improve the overall economy of Kosovo 

(ibid). However, according to a pestle analysis by Tax Administration of Kosovo, several factors 

indicate that Kosovo still is in an informal economy (Tax administration of Kosovo, 2013). 

These include economic factors such as; high interest rates, low export and unemployment. In 

addition, informal economy transactions are difficult to track and therefore hard to assure that 

the taxes are paid. Furthermore, Kosovo is a potential candidate for EU accession, but will need 

to adapt comprehensive EU legislation to create a system meeting international standards. 

Consequently, Kosovo is undergoing many changes emerged by the economic transition. The 

changes affect the degree of discretion managers possess. Thus, Kosovo provides opportunities 

to elaborate this. 

3.4.2.2 Tax Administration of Kosovo  

Tax Administration of Kosovo (TAK) is a leading governmental organization in Kosovo (Tax 

Administration of Kosovo, 2010). TAK was organized on January 17th, 2000, and it is managed 

entirely by Kosovo residents with advice and assistance from international donor organizations 

(Tax Administration of Kosovo, 2011a). Furthermore, TAK has developed a functional 

organizational structure with centralized and decentralized entities. However, the top 

management team of TAK is in charge of setting strategic decisions for the organization (see 

Appendix 1). The strategy is service-orientated, and is in a progress to reach the desired state 

of operating efficient. Moreover, TAK’s visions are to “be composed of a professional and 

energetic staff that will guarantee a high degree of transparency and modernization of our 

service in relations with our clients, through which we will become the main source of revenue 

for Kosovo” (Tax Administration of Kosovo, 2011a). 
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3.5 Data collection 

The sources that are available are divided into two categories. These are: Primary and secondary 

data (Saunders et al., 2009). Primary data is the collection of new data which is closely 

connected to the original event (ibid). However, these can be referred to as grey literature 

because they are hard to trace (ibid). Primary data is collected by implementing a research 

method that produces new information. These can be such as interviews and observations. 

Secondary data are based on primary data but the literature source develops comments or gives 

critics about the original material (ibid). Examples of secondary data are journals, books and 

newspaper (ibid). In our dissertation we used both primary and secondary data. Primary data 

collection included interviews and observations of top managers’ daily work. Secondary data 

collection included using information in the organization’s website and reports. These types of 

data collections were used to gain new and more information about managerial discretion. 

3.5.1 Interviews 

The data collection included 16 interviews in a total, nine semi-structured interviews and seven 

unstructured interviews, all conducted in Kosovo. The interviews were conducted with the 

Director General, top managers and managers from different departments of the organization. 

In addition, we also interviewed IMF representatives because IMF is an important external 

stakeholder of TAK. 

Semi-structured interviews explain topics to be discussed and questions to be answered, 

however, the answers are open and the emphasis is on the respondent’s developing views 

(Denscombe, 2009). Thus, semi-structured interviews leave a certain freedom for deviation. In 

contrast, unstructured interviews tend to be more informal and free flowing unlike structured 

interviews, which are more suitable if you want to know the respondent’s deeply thoughts. 

Personal interviews have a high flexibility and response rate (Denscombe, 2009). However, 

although there are advantages, there are also several disadvantages with interviews that we 

considered. The disadvantages are: Time-consuming, the interviewer effect and the need of 

resources. For example, two of our challenges in this dissertation were not to only conduct all 

the interviews in a short period of time, but also to create questions that would not lead to bias 

answers. To reduce the interviewer effect we had semi-structured interviews, which strives for 

asking questions with similar formulations and in the same sequence.  
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Furthermore, we have implemented an exploratory research. Thus, during the interviews we 

were flexible, and changed our questions in a way that the respondent would understand. The 

interviews were designed in English, but were subsequently translated during the interviews to 

Albanian, through an interpreter provided from TAK. Moreover, recording the interviews will 

give a permanent documentation (Denscombe, 2009). Therefore, the semi-structured 

interviews, with permission, were also recorded and transcribed. The unstructured interviews 

were not transcribed because of limited time. However, notes were taken and compared to avoid 

any misunderstandings. In summary, the following two tables show the respondents, durations 

and how many pages of transcription (semi-structured).  

Semi-structured interviews 

Respondent Duration Pages of transcribed interviews  

Top manager of modernization, planning and analyzing department 2,5h  7 pages 

Top manager of large taxpayer department 1,5h 6 pages 

Top manager of support department  1h 9 pages 

Top manager of internal audit unit 1,5h 7 pages 

Top manager of legal and appeals department 2h 7 pages 

Top manager of taxpayer service department 1h 4 pages 

Top manager of general-compliance operations 2h 9 pages 

Top manager of information and technology department 1h 7 pages 

Director General 1h 4 pages 

Total 13,5h 60 pages 

Table 5.2.1.1 Semi-structured interviews 

 

Eight semi-structured interviews were made with top managers from different departments of 

Tax Administration of Kosovo (see Appendix 2 for a sample interview). In addition, one semi-

structured interview was conducted with the Director General of Tax Administration of Kosovo 

(see Appendix 3). The total duration of the interview was approximately 13, 5 hours and a total 

of 60 pages of transcribed interviews. These interviews were based on an interview guide, 

which can be seen in Appendix 4. The aim of the interview guide was to find the determinants 
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of discretion at the environmental level, to understand how the top managers of TAK work and 

what factors influence their work. 

Unstructured interviews 

Respondent Duration 

Interviews with three regional managers of: 

- Taxpayer education service center 

- Region: Pristina 1 

- Call center 

2h 

Technical assistant advisors, IMF (2x) 1h 

Top manager of general-compliance operations 2h 

Top manager of modernization, planning and 

analyzing department 

2h 

Total 7h 

Table 5.2.1.2 Unstructured interviews 

 

Furthermore, two additional interviews were conducted with the top manager of modernization, 

planning and analyzing department and the top manager of general compliance operation 

department. Two interviews were conducted with IMF representatives (see Appendix 5 for a 

sample), and three interviews with regional managers were also made to understand the working 

environment. The total duration of the interviews was 7 hours long. The aim was to increase 

the overall picture of the industry; tax administration.  However, to also understand the 

influence of IMF, we also conducted two unstructured interviews with two representatives from 

IMF.  

3.5.2 Observations 

Observations are based on direct observations of events. According to Denscombe (2009) every 

human perceive different things even if they observe the same event due to; the memory is 

selective, filtering of information and our emotional and physical state (ibid). Therefore, both 

of us made the observations to compare the results. Moreover, these give us a broader picture 

and it provides an opportunity to study how managers perceive the factors that shape their 

discretion, such as the corporate culture. As with interviews that have the risk of the interviewer 

effect, the same have observations with the observer effect, to act differently because the person 
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is being studied (ibid). Therefore, we explained to the participants the purpose of the 

observation, explaining the main idea of a non-participant observation. In addition, after the 

observations we compared our interpretations for more accurate information.  

 

Observations 

Participants Duration Pages transcribed observations 

Top management team + IMF representatives 8h 4 pages 

Top manager of modernization, planning and analyzing 

department 

2h 2 pages 

Top manager of general-compliance operations 2h 2 pages 

Total  12h 8 pages 

Table 5.2.2.1 Observations 

 

Three observations were made to complement the interviews to increase the research 

credibility. One observation included observing a meeting with the the top management team 

and IMF representatives. Two additional observations were made on the top manager of 

modernization of modernization, planning and analyzing department and the top manager of 

general-compliance operations (see Appendix 6 for a sample). The total duration of the 

observations was 12 hours and a total of 8 pages of transcriptions. 

3.5.3 Public documents from the organization 

Public documents from the organization was collected and analyzed, such as the organizational 

strategic plan, organizational structure and policies within the organization. These public 

documents provide a broader picture of the organization and its surrounding environment. 

These documents contain information about the hierarchy of the organization, their values and 

goals, and the legalization involved within the tax agency. It also adds credibility when 

analyzing the results of the findings. 

3.6 Time horizon 

The dissertation course was ongoing during fifteen weeks both in Sweden and Kosovo. 

Moreover, the empirical collection of data was conducted in Kosovo’s capital, Pristina, from 

Mars 31th to May 26th in 2015. The time horizon applied in our research is a “cross-sectional 

study”. A cross-sectional study is according to Saunders et al. (2009) “a study of a particular 

phenomenon (or phenomena) at a particular time” (Saunders et al., 2009, p.155). Our research 
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is a study about managerial discretion in country with transition economy, and based on 

collection of theories, interviews, observations and public documents during a specific time 

frame. 

3.7 Reliability and validity 

For research to be seen as scientific, it needs to contribute knowledge and credibility (Stigmar 

& Sandstedt, 2012; Hansson, 2013).  Reliability and validity are two criteria that measure 

quality of the research, about how reliable and valid the research is (Bryman & Bell, 2011). 

These criteria reduce the possibility of receiving the wrong answer (Saunders et al., 2009). 

Reliability refers to consistency of findings (Saunders et al.; Denscombe, 2010; Bryman & Bell, 

2011). This means that if someone else will go to the field and ask the same questions, there 

would be similar answers to the questions. In addition, to show reliability, the answer should 

show accuracy together with the observations and the public documents. This combination of 

data collection, adds credibility to the conclusion we draw. In addition, to increase the validity 

of our research, both of us will be present in the interviews and observations, in order to make 

comparisons between the collected data. 

3.8 Generalizability 

Generalizability can be referred to as external validity, which is if the result of the research is 

applicable to other research environments (Saunders et al., 2009). Our research argues that 

managers’ freedom of action is affected by different environments. However, our research is 

generalizable because the results may be applicable in similar research environments, which 

would be the public sector in a transition economy. 
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4. Analysis   

In this chapter, the findings are presented, analyzed and discussed in three categories: Industry 

characteristics, public sector and transition economy. Each of the categories presents factors 

influencing managerial discretion in different environmental sublevels, as presented in the 

theoretical framework. 

4.1 Theoretical output model 

 

Figure 4.1 Managerial Discretion: Environmental Dimension applied in Tax Administration of Kosovo 

 

The analysis of this dissertation is based on a theoretical input model (see section 2.1). 

Furthermore, the theoretical output model is to summarize the results of the analysis in three 

different environmental levels: Industry characteristics (Tax Administration), public sector (Tax 

Administration of Kosovo) and a transition economy (Kosovo). In contrary to the theoretical 

input model, the analysis shows how the factors within the public sector and transition economy 

affects managerial discretion (+/-). Moreover, there are two important differences between the 

theoretical input –and output model. Firstly, budget showed to be a significant factor in a 

country undergoing a transition economy. Secondly, the industry characteristic factor, powerful 
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outside forces, can not only decrease the degree of top managers’ discretion, but also increase 

the degree of discretion. 

4.1.1 Tax administration: Industry characteristics 

In the environmental dimension there are several factors that might affect managerial discretion, 

within a particular industry (see section 3.4). The factors are product differentiability, market 

growth, industry structure, demand instability, quasi-legal constraints and powerful outside 

forces. In this section, the factors regarding the tax administration industry are analyzed and 

discussed.   

 4.1.1.1 Product differentiability 

In the tax administration industry services are offered rather than products. The base services 

for the taxpayers could be appeals, tax service support and e-declaration. In addition, seminars 

for the taxpayers are provided, to increase their knowledge about tax liabilities and how to 

comply with these (see Appendix 2). Therefore, in this context, service differentiability rather 

than product differentiability is more suitable. Moreover, service differentiability is assumed to 

be low due to that tax administrations are specialized in one central task, which is taxation. Tax 

administration is one homogeneous service, because in each country there is only one 

organization that offers tax administration within the country. Thus, tax administrations do not 

need to distinguish their services or update the services constantly as for example cosmetics 

and computer manufacturing industries with high product differentiability. Therefore, tax 

services are considered to have a long life cycle resulting in low product differentiability. Thus, 

the low product differentiability offers less opportunities for managers to act, which results in 

less managerial discretion. 

 4.1.1.2 Market growth 

The data collection, including interviews, observations and public documents from TAK, has 

shown that tax administrations can grow in two different ways. 

One way for tax administrations to grow is through the market. The tax administration market, 

consists of the potential taxpayers that are obliged to pay taxes. This is because one requirement 

tax administrations have is to reach all potential taxpayers to make them pay taxes (Top 

managers of TAK, 2015). Thus, the market is the taxpayers of the country. Therefore, if there 

is growth in the population, more people will be working and starting up businesses, thus 
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resulting in more incoming taxes. As a result, more taxes to collect leads to market growth. 

Thus, managerial discretion increases for the reason to provide top managers more possibilities 

to manage new potential taxpayers. 

The other way for tax administrations to grow is within the market. This is because not every 

potential taxpayer that is obliged to pay taxes, is paying taxes. Therefore, tax administrations 

have to enforce taxpaying, to increase the customer-base. For example, according to 

“Compliance Strategy of TAK”, TAK has an opportunity for market growth the increase of 

potential taxpayers (2011b). The opportunity for market growth refers due to the existing “tax 

gap” in Kosovo (2011b). A tax gap means to that the potential tax collection in a country is not 

yet fulfilled in the entire population. Thus, the tax gap is a grey market for taxes. The top 

manager of the large taxpayer department of TAK explained the situation: 

 “The aim is to decrease the tax gap. Each year we have decreased the tax gap 

with 4-5%. Based on the numbers from World Bank, 3-4 years ago the tax gap 

was up to 50%, and now it has decreased to 34%.”  

The quote above indicates an ability for TAK to increase market growth by implementing 

strategies decrease the tax gap. However, this is more common in the early stage of the tax 

administration. This is because high growth industries are often characterized by decision-

making in the entrepreneurial mode (Mintzberg, 1973). Thus, in the early stage, many strategic 

decisions have to be made to reach out to the taxpayers. Moreover, while in the later stage, the 

market is more mature and the taxpayers have more knowledge about tax liabilities and how to 

comply with these. Thus, top managers in tax administrations do not need to implement as many 

strategic decisions in the later stage as in the earlier stage. This is because, for example, the tax 

gap is smaller. Therefore, top managers do not need implement as many strategic decisions to 

reduce the tax gap. Consequently, the market growth rate in tax administrations depends on the 

stage of development. A volatile market growth increases the degree of managerial discretion 

due to that it enhances more strategic opportunities and vice versa (Hambrick & Finkelstein, 

1987). Moreover, due to that the tax administrations is a governmental organizations dealing 

with very sensitive and critical issues; decisions/strategies have to go through more procedures, 

which can be considered to decrease the market growth rate compared to the private sector. In 

this view, top managers in tax administrations may have less managerial discretion. 
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 4.1.1.3 Industry structure 

In the industry of tax collection includes three bodies that collect revenues in form of taxes 

(Director General of TAK). The three bodies collecting revenues are tax administrations, 

customs and directives of property tax. However, tax administrations and customs are the main 

tax collectors. In the tax industry, there is no direct competition because the tax administration 

is the single provider of tax services within the country, while customs collects taxes within the 

boarder of the country. Thus, the tax administration and the customs are focusing on different 

areas of collecting tax revenues. Moreover, the top manager of the support department explains 

the relationship between customs and tax administration: “In one way they are just helping us 

to collect the VAT, income VAT. And after that we should deal with outcome VAT. In one way 

we can say that we are friends”. Therefore, the tax administration does not have high 

competition within the country. This provides top managers with less discretion. In contrary, 

high competition results to continuously innovate and implement strategic decisions to meet 

the competition. 

Furthermore, competition outside the country, such as competition with other tax 

administrations in other countries exist. The top manager of internal audit unit explains the 

situation with other tax administration in other countries: “Our aim is to be in the competition 

with other tax administrations, to be like them, for example, or better than them”. The top 

manager of support department claims that business models of TAK came to be inspired by 

other successful business models from other countries. TAK visits other countries that have 

used successful models, for the reason to learn and improve. Countries such as Turkey, Albania, 

Slovenia, Croatia and Montenegro were mentioned to be important for exchanging information. 

Moreover, the top manager of support department continue explaining: “For example, now we 

exchange the experience with Turkey, this is because last year the tax administration and the 

government of Turkey collected a lot of revenues”. The countries TAK exchange information 

with, have a geographical proximity. This could be seen as information dissemination, which 

means that TAK are close to the competitors for the reason to quickly learn from the competitors 

and to follow the development. In this way, tax administrations are competing with the status 

of being the better tax administration providing better tax services. 

In addition, another competition outside the country could be offshores. Offshores such as 

foreign banks, corporations, investments and deposits may be used for the purpose of tax 
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avoidance or few regulations. This could be seen as competition, because when taxes or interest 

are too high, taxpayers may start transferring their capital to offshores if they feel unsecure 

about their capital (Sikka, 2003). Thus, affecting their taxes. However, although the top 

manager of support department mentioned the high interest rate in Kosovo, offshores has not 

been mentioned in the interviews. Thus, there may not be any significant competition from 

offshores affecting TAK or not enough information about offshores. 

Furthermore, the director general explains that the competition of status can be seen on IMF 

reports, by analyzing evaluations with other regions. In addition, the World Bank conducts 

seven indicators that provide comparison with tax administrations in other countries. These 

evaluations and indicators enable tax administrations to compare and understand the level other 

tax administrations are in. Consequently, competition outside the country is larger than inside 

the country. The competition is rather small but it exist, which results in a small increase of 

managerial discretion 

 4.1.1.4 Demand instability 

The demand for Tax administrations’ services is perceived by top managers as stable because 

the services are limited in the industry. Moreover, these decreases managerial discretion while 

a volatile demand increase. However, when considering the demand in the tax administration 

environment there is more a question if the demand is a relevant concept. This is because all 

potential taxpayers have a legal obligation to pay the tax. The demand has to exist. The top 

managers of TAK explained that one of the largest stakeholders is the taxpayers. Therefore, it 

implies that the demand is a reflection of the taxpayers’, however, it is a meaning of an 

obligation and not an interest.  

 4.1.1.5 Quasi-legal constraints  

The findings of the analysis indicates strong quasi legal constraints. The top managers of TAK, 

have to implement decisions made by the government (Ministry of Finance), and international 

institutions according to the tax legislation of Kosovo. Thus, in this analysis quasi legal 

constraints have shown to be influenced in a large degree by the international community. 

Hence, as the top manager of compliance and operations department stated, the incorporation 

of the legal base has been a reflection of the EU: 
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“TAK’s staff has worked to create a tax legislation of Kosovo to meet with the 

same standards as EU. So together with the ministry of finance we have achieved 

90% of our laws to be in accordance with EU” (Top manager of compliance and 

operations department, 2015). 

The top managers of TAK emphasized the important role of laws in their daily work. As 

indicated earlier (see section 2.2), more quasi legal constraints provides less degree of discretion 

for managers (Hambrick & Finkelstein, 1987).  For example, it constrains the strategic 

flexibility of the top managers. This is because the actions taken by the top managers of Tax 

Administration of Kosovo are determined of the law enforcement by the government of 

Kosovo. This can be emphasized as the top manager of Taxpayers service department 

explained: “The public sector is determined by the law. The rules are already pre-set and all you 

have to do as a manager is to develop actions according to the laws”. However, the top manager 

continued explaining that there is possibility for the advancement of the work processes. The 

top manager of compliance and operations explained that the strategic plan work as a 

“compass”. However, the strategic plan creates flexibility in the sense of adapting a new 

situation, or, if new requests might come up from any stakeholder. Thus, although the legal base 

has a main function in top managers’ work, there is still a need for strategic flexibility. However, 

this can be compared with the “zone of acceptance”, that managerial discretion exist in the 

framework of the laws. 

 4.1.1.6 Powerful outside forces 

There were numerous powerful outside forces mentioned during the interviews. Hambrick & 

Finkelstein (1987) explained that the “zone of acceptance” consist of an undertaken action by 

the top manager within the stakeholder values or preferences (Hambrick & Finkelstein, 1987).  

Therefore, stakeholders can constrain the manager with direct or indirect methods (Hambrick 

& Finkelstein, 1987). The results of the interviews show three important stakeholder categories: 

Taxpayers, the government and the international community. As with the last category, the 

international community, a special part will be provided consisting   viewpoints from a technical 

assistance advisor from IMF.  

  4.1.1.6.1 Taxpayers 

Taxpayers are an influential stakeholder in Tax administrations. The standpoints by the top 

managers of TAK stated the importance of taxpayers. For example, the top manager of Large 
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taxpayer department explained that to fulfill his role towards the visions of TAK, it is important 

to create trust with the taxpayers and corporate with them. Moreover, according to the top 

manager, taxpayers are viewed more as business partners and it is important to maintain a well-

rounded relationship. Furthermore, the top manager of taxpayer service department explained 

that in order to inform taxpayers about different services offering; seminars were hold. 

Therefore, sharing information with its main stakeholder is necessary to develop a 

communication. The top manager of modernization, planning and analyzing department 

explained: “If we do not have the taxpayers, we would not be here. But the taxpayers need to 

fulfill their obligation – for the budget of Kosovo”. Thus, if there are shortcomings in the 

relationship top manager-taxpayer; this may increase the inertia of organizational development. 

Thus, it is limiting the degree of discretion due to difficulties in the top managers’ work.  

  4.1.1.6.2 The government  

The government has a high degree of influence due to many aspects. One aspect is that political 

decision are chancing continuously. This can be referred as the top manager of modernization, 

planning and analyzing department explained: “Sometimes we are also facing political 

decisions – because time to time, politics changes.” Another aspect is the amount of 

collaboration between governmental institutions. This is necessary in order to accomplish the 

objectives of the top managers’ work, mostly because of information-sharing. However, one 

governmental institution that was distinguished, as the one with more “power”, is the ministry 

of Finance. According to the top manager of large taxpayer department the Ministry of Finance 

“set duties” that top managers of TAK need to follow. Moreover, the Ministry of finance has 

huge impact in the budgetary aspect. This is because TAK is financed by the government. Thus, 

the environment the organization is operating in, has a significant impact regarding political 

and financial aspects (determined by governmental institutions). 

  4.1.1.6.3 The international community  

The international community has shown to have a huge impact as a powerful outside force. The 

results of the interviews and the meetings showed international organizations such as IMF, 

USAid and GIZ having an impact on TAK. Also, EU has an important role in setting obligations 

for public organizations to meet nominal standards. However, the international organizations 

may have different functions, such as funding monetary or with technical assistance. It can also 

include such as expert advising, which has been in the case with TAK. The top manager of 
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modernization, planning and analyzing explained that an international expert, helped TAK to 

identify the organization’s values. Furthermore, one with a greater role in TAK, is the 

organization International Monitory Fund (IMF). IMF provides TAK with technical assistance. 

According to the top manager of modernization, planning and analysis: “Time to time, IMF 

comes to TAK to monitor the job in TAK.” Furthermore, during a meeting with Director 

General of TAK, the director explained that IMF provides with recommendations, and that the 

tax administration should consider these when implementing actions. Moreover, the Director 

General of TAK explained that reports needs to be conducted to ministry of finance and other 

international commissions (see Appendix 3). 

   4.1.1.6.3.1 International Monetary Fund 

International Monetary Fund (IMF) is one of TAK’s main stakeholders. However, other 

developing countries may also have a strong relationship with IMF. The main reason for this, 

is for the development of a country’s economy:  

“The IMF's primary purpose is to ensure the stability of the international monetary 

system—the system of exchange rates and international payments that enables 

countries (and their citizens) to transact with each other” (IMF, 2015).  

During a meeting with a representative from IMF (see Appendix 5), he explained the nature of 

IMF’s work and the relationship between other public institutions. As the director general of 

TAK explained (see Appendix 3), the two main functions of IMF is to provide with financial 

and/or technical assistance. Therefore, organizations that are provided with these benefits, are 

needs to be monitored during the progress. Thus, IMF can be seen as an external force for 

implementing international expertise in setting right strategies by the top managers. Within 

TAK, technical assistance is provided by IMF. This assistances emerge when a specific area 

needs to be developed or improved. However, assistance is not a meaning of an external force 

changing the degree of managerial discretion. It is a meaning of providing opportunities to set 

strategies needed for the organization. Thus, the effect of IMF may provide presence of an 

increasing degree of managerial discretion and, therefore, limiting the unfulfilled capabilities 

of top managers. 
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4.1.2 Public sector  

In this section the findings are presented in four sub-categories which are: Responsibility to the 

society, the competition within the public sector and ethics and regulation within the public 

sector. 

 4.1.2.1 Responsibility to the society 

The level of responsibility and pressure in the public sector is perceived by top managers of 

TAK to be high due to the public sector is owned and funded through taxation from the society. 

Therefore, it has a large amount of external stakeholders monitoring their actions. However, 

other matters such as stakeholders and regulations can differ depending on what kind of 

governmental organization it is and what the organization is specified in, for example TAK in 

the tax industry. The top manager of information and technology department in TAK stated: 

“By being specific in an organization, have differences with other agencies”. As we mentioned 

in the earlier section 4.1.1.6 about powerful outside forces, external stakeholders could be such 

as the government, other governmental organizations and the citizens but it can also be 

international institutions. Generally all in all, the whole society is stakeholders of governmental 

organizations. The top managers of the organizations have to take all the stakeholders into 

account when making decisions because as the top manager of information technology 

department stated: “Stakeholders has a big impact on us and how we approach strategies”. In 

addition, the top manager of internal audit unit explained: “As an organization it is more 

complicated because if you plan as an organization to collect revenues it depends on external 

factors”. Therefore, it can affect the top managers’ decision-making in a restricting way due to 

the top managers have to meet the stakeholders expectations. Expectations such as the Ministry 

of Finance setting duties for the top managers, to fulfill or for example making sure that the 

citizens’ money are going to a good cause.   

Furthermore, because all governmental organizations have a high level of responsibility and 

pressure, those are also more externally controlled (Masoud & Wilson, 2011). In addition, 

organizations that deal with very sensitive and critical issues have even more controls. 

Conclusively, working in the public sector could be seen as more difficult and limited in 

decision-making because of bureaucratic barriers, and in terms of budgets and financing, almost 

everything is a process and include controls. The top manager of general-compliance operation 

explained: “As a civil servant, you have obligations to be careful in society and everyone. If the 
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organization reflects as a good institution it will increase the trust from the society”. Thus, top 

managers can seem to have less discretion both in –and outside work. However, top managers 

are still able to perform to their responsibilities in terms of their job duties. This could be their 

so called “zone of acceptance” (as explained in section 1.1.2), meaning that the top managers 

are only accepted by the stakeholders to make decisions within the frame of their 

responsibilities. 

 4.1.2.2 The competition within the public sector 

There are both monopolies and oligopolies in the public sector, and those are the industry forms 

that are less competitive. Thus, in the public sector it does not exists as much competition in 

the public sector as in the private sector, especially for those that are monopolies. This is 

because in the public sector services offered are basic services that is needed and do not exist/or 

are in many various forms. Therefore, the public sector seems to have low product 

differentiability, for example in health care, tax administration or police. Low product 

differentiability provides top managers less opportunity to act upon, and low competition needs 

less strategic decisions. Hence, both low product differentiability and low competition result in 

less managerial discretion compared to the private sector.  

However, the top managers of TAK could see competition or be inspired by other institutions 

that have used successful models both within and outside the country. But in this perspective 

the competition is rather small and strategic decisions in terms of competing are small, which 

provides less discretion. On the other hand, public organizations still need to make strategic 

decisions to meet their responsibilities and improve their services continuously to the changing 

market. However, the public sector is not as dynamic regarding making strategies as the private 

sector, where matters change constantly, for example within a day. Therefore, top managers 

might seem to need less strategic choices or that they may not be able to act as fast as the private 

sector and are slower due to required processes and procedures. This could mean that top 

managers could have the same amount of discretion as the private sector but due to processes 

it takes more time and therefore could be seen as less discretion. Below is an example of how 

strategies can be processed, explained by the top manager of information and technology 

department of a governmental organization, TAK: 

“For the big capital investment you have to plan in the three years framework. If 

I want to implement a big project for 2018 for example, I have to plan now, which 
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capital investment I will make in the next three years and this timeframe has to be 

reviewed every year. This is how to say a midterm plan for capital investment in 

the government or the public institutions“(Top manager of information and 

technology department TAK, 2015). 

The quotation indicates that making decisions, such as implementing a big project, takes a 

significant amount of time before a new strategy can be implemented. However, it could be 

seen as positive for the organization due to the decisions/strategies are more carefully planned 

which limit the mistakes/errors that a fast decision making could imply. The top manager of 

information and technology department, explains the environment of governmental 

organizations: “It is more let’s say more mature, government are more constructive in terms of 

strategies than private sector. This bureaucratic helps the government to be good in this part”. 

But at the same time it may limit the top managers to implement decisions that might be the 

most optimal for the organization because of the long processes to implement decisions and 

loses the motivation to implement the decisions. Thus, there is a trade-off of risk of failure and 

being flexible in decision-making 

Furthermore, fulfilling duties of the organizations of the public sector by offering services, 

services in the interest of providing benefits and satisfaction to the customers can result in more 

confidence from the external stakeholders, especially from the government and donors to invest 

in those organizations. Thus, it will results in more discretion to make strategic decisions. 

However, success could mean that the organization is doing great and is in less need than other 

governmental organizations to be invested in. As the top manager of modernization, planning 

and analyzing department stated: “The TMT need to prioritize what is most important, but based 

on your budget”. Thus, the government could be assumed to prioritize the budget on what is 

most important for the country to invest in, for example in health care, education or 

infrastructure. This means that all of the organizations in the public sector share the same state 

budget, and are therefore affected by each other resulting in either less or more managerial 

discretion depending on how prioritized each industry is. Thus, if one industry is more 

prioritized, the bigger amount of budget will go to that industry, which provides more discretion 

to make strategic decisions, while the less prioritized industries will have less discretion to make 

strategic decisions. Consequently, governmental organizations are affected by each other, which 

leave them with decreased or increased managerial discretion.  
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 4.1.2.3 Ethics and regulations within the public sector 

The public sector is the public face and reflection of the government. Therefore, if the citizens 

have more confidence in the organization, it may increase the trust and confidence they have 

for the government which will result in more managerial discretion. TAK’s strategic plan (2010) 

have five values, which are driven by in all of the top managers’ of TAK. Those are; (1) integrity 

and honesty, (2) professionalism, (3) transparency, (4) respect and (5) flexibility. Integrity and 

honesty ensure equal treatment for taxpayers and fair application of law. Professionalism is the 

key of the success in achieving their mission, aiming continuous improvement towards the 

highest standards of success. Transparency is their key element to create sound relations with 

taxpayers and trust in the tax administration. Respect to taxpayers is demonstrated through their 

contacts in TAK will recognize taxpayers rights and TAK’s obligations, and flexibility is a base 

for new developments in TAK. These are the values which describe what is important for the 

organization to succeed in its core business, and determines what is right and wrong. 

Consequently, to have clear values and good ethics can imply in less approvals and less double 

checks, which increases managerial discretion. Although, if the values are followed correctly 

and trust exists, the organizations are still carefully scrutinized and, therefore, need to be aware 

of what actions top managers make to avoid consequences. However, it might not be as strict 

as if the values were not followed. These values can be assumed to help organizations to assure 

that top managers may not misuse their discretion without limiting it. 

Moreover, it can be authorized that regulation and procedures characterize the public sector. 

Important decisions have to go through many steps; to many important individuals within the 

organization and institutions because of many regulations and procedures to respect and follow. 

For example, tax administration of Kosovo has except the laws for taxes, even has a law for tax 

administration and procedures (Tax Administration of Kosovo, 2011c). Everything top 

managers do, it has to be according to the law. Therefore, the public sector is not considered as 

flexible in doing their job as the private sector which results in less managerial discretion for 

the top managers in the public sector. However, within the frame of the laws, top managers have 

the flexibility to make decisions.  
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 4.1.3 Transition economy  

In this section, the findings have sub-categories which are: The presence of transition economy, 

Formal –and informal institutions, strategic choice due to lack of formal institutions, phase of 

transition economy and budget.  

4.1.3.1 The presence of transition economy  

“The government are trying to create a better business environment in order to 

convince Kosovo to open more businesses, but at the same time to convince the 

investors, foreign investors, to establish businesses. Such thing, should consider 

the cost, the capacity and the possibilities.” (Top manager of Technology 

Information, 2015) 

This quote by a top manager of Tax Administration of Kosovo shows that the environment of 

Kosovo is undergoing an institutional change to establish more businesses and opening the 

economy to the international investors. As the top manager of large taxpayer department of 

TAK explained, a law has been implemented in Kosovo, which is a benefit for the development 

of businesses in Kosovo: 

“Each of the taxes is changing and these changes will impact on our actions. For 

example a company will be released on all kind of taxes, 2 – 3 years, if it creates 

jobs for 100 employees have not been in our strategy before 5 years. This is why 

the strategies cannot be complete 100% because of changes” (Top manager of 

large taxpayer department of TAK, 2015). 

Furthermore, according to a pestle-analysis of Tax Administration of Kosovo, it indicates that 

the environment is in an informal economy (Tax Administration of Kosovo, 2013). An informal 

economy refers to income-generating activities occurring outside the state’s regulatory 

framework (Sassen, 1994). This can for example arise when a state implement a tax system 

(ibid). For example, the tax revenue collection is approximately 25 percent by Tax 

Administration of Kosovo, while the other percent comes from customs (Top manager of Legal 

and appeals department, 2015). Thus, this shows an indication of the level of economic 

development in Kosovo. However, this can also be seen as an implication for market growth. 

This is because all citizens do not pay taxes and, therefore, there is an enormous possibility to 

increase the organizations market. 
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 4.1.3.2 Formal –and informal institutions  

The analysis show strong influence by the government of Kosovo of the strategic settings in 

TAK. The top manager of legal and appeals department explained that “the state of Kosovo is 

setting the rules of the game“. The role of the state was also indicated earlier (see section 2.3 

transition economy) by North (1990). One main component that establishes this influence is the 

macro-situation in Kosovo of the law enforcement. Therefore, the government of Kosovo is 

one of the main stakeholders and has a greater degree of influence the actions of top managers 

of TAK.  A top manager of information technology department explained: “The government, 

for example the parliament, is kind of a designer in terms of legislation. So, the legislation is 

created, the parliament approve, and then TAK are executor of the procedures”. Furthermore, 

the top manager also explained that the strategy plans are based on the requirements of the 

government applied on the organization. In one hand, the organizations direction is therefore 

constituted by formal institutions. On the other hand, this formal institutions functions poorly 

due to lack of resources. Different top managers refers to changes in the legislation of Kosovo 

which increases the instability of the rules: “Actually we are in that phase, tax – legalization are 

changing, so tax norms will change – which in turn change our actions (Top manager of large 

taxpayer department, 2015). Thus, this gives rise to the formation of informal institutions for 

the organization’s survival.  

Furthermore, the analysis shows strong informal institutions, which can be a compliment of the 

poorly functioning formal institutions. Informal institutions are such as an internal code of 

conduct, relationships and trust. 

Firstly, one important component related to this is the “code of conduct” (Marošević & 

Jurković, 2013). The “code of conduct” is a set of rules on procedures the top managers have 

to follow in their work.  In Kosovo, the ministry of public administration has issued a “code of 

conduct” for all employees working the public sector (Top manager of legal and appeal 

department). The top manager of support department explained that the “code of conduct” may 

prevent top managers of conducting an activity: “Code of conduct is one of the rules and one 

of the tools which are preventing tax administration staff to deal with certain activities”. 

However, public organizations may conduct its own “code of conduct” (internal) as a 

complementation of the general one. This might indicate a stronger informal institution due to 

that other specifies is needed to be implied in the organization’s activities. The top manager of 
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legal and appeals department explained that the nature of the environment TAK is operating in; 

it is crucial to conduct own rules for different actions. Thus, the code of conduct in top 

managers’ work has significant impact, and decreases the degree of freedom.  

Secondly, during the interviews and meetings; relationships showed to be significant in the top 

managers’ work. This is due to the need of communication and information-sharing. External –

and internal relationships built pathways for the success of the top manager’s work in the 

organization. Thus, it also benefits the organization. During our meetings with the top managers 

of TAK, there were continuously communication such as with the taxpayers or with the banks. 

The importance of relationships can be summarized by the top manager of modernization, 

planning and analysis: 

“It is very important for me as a manager to have different contacts with directors 

of other agencies, ministries, donors and moreover. This can be done by 

contacting trough phone or emails. Also attending important meetings. 

Information – sharing is important, thus connections is important. Therefore, 

communication is always good to maintain” (Top manager of modernization, 

planning and analysis department of TAK, 2015). 

Thirdly, another important component is “trust”. The factor trust can increase when informal 

institutions constitutes an important role at managers’ daily work. This is because the top 

managers cannot rely on the laws (as explained in the section x) ((Marošević & Jurković, 2013). 

However, according to the analysis, the top managers of TAK see trust as a natural factor that 

have to be implied in the managers’ (and other employees in TAK) work by following the laws. 

Therefore, formal and informal institution have a complimentary relationship; affecting top 

manager in two different streams. 

 4.1.3.3 Strategic flexibility due to lack of institutions 

Although indications of poorly function formal institutions, there is still formal institutions that 

have an impact on the strategies set by top managers. For example, the government of Kosovo 

issues laws that top managers of TAK has to follow in their actions. However, according to the 

top manager of large taxpayer department: “90 percent of all the actions are based on the 

strategic plan, 10 percent are based on the changes”. According to this statement, it shows that 

the environment is quite stable, comparing with the private sector (changes depends on 
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competition and more). However, changes occur in actions because of new law issues. Thus, an 

unstable environment may be arising due to inconsistency in laws.  

Kosovo has a dynamic environment, changes occur in laws or laws may not be established. The 

analyze shows strategic choices occur because of law loopholes. For example, during the 

interview with the top manager of compliance operations, he explained that a strategic choice 

was needed to be undertaken because a law was not fully prepared. This strategic action was 

based on implementing a base for the revenue collection: 

“TAK had to offer taxpayers’ the possibility to pay the base of the tax, and the 

part of the interest. Thereafter, penalties will be reviewed after the law will be 

applicable. So it had to be set for the condition of collecting the revenues. 

Furthermore, the top managers explained the undertaken action is not a conflict in any law issue 

– because the law does not exist. Thus, it increases the degree of managerial discretion for the 

alternative of implementing a strategy. 

 4.1.3.4 Phases of transition economy process 

In analyzing the phase of transition process, Kosovo is between the early –and later stage of 

transition economy. There are uncertainties regarding governmental reforms, but institutions 

are becoming more stable and a more formal control is developed.  

As explained earlier (see section 4.1.3.2), informal institutions have an important role in the top 

.managers’ work. In our interviews communication and information-sharing are two important 

factors. Firstly, the communication in the top management team of TAK is fundamental within 

top managers and other managers of TAK. As the top manager of taxpayers’ service department 

explained: “Top managers should bring new ideas, because as I am a part of the group strategic; 

it is my responsibility and also the other top managers within the TMT”. Moreover, the top 

manager of general compliance operations explained: “Important decisions are done with top 

management of TAK. We are in a continuous communication”. Therefore, top managers have 

a higher discretion because of the need for their professionalism (a main vision of TAK), to 

help the organization grow. During our observations with two top managers; the top manager 

of modernization, planning and analyzing and the top manager of general compliance 

operations, had a continuously communication with the external and internal partners. 

Secondly, to limit the amount of uncertainties, information-sharing with other institutions is 
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another important factor in top mangers’ daily work. By increasing expertise from international 

organizations, TAK can set strategies for a stronger development. The top manager of 

modernization, planning and analyzing explained: “TAK is in good corporation with donors – 

to rise further from our current situation from expertise by example US aid and IMF”.  

According to Director General of TAK, the international organization “set recommendation” 

that the top management team needs to follow to meet international practices. However, this 

can increase managerial discretion due that it opens opportunities for the top managers.  

Although there is a poorly functioning of formal institutions, strong government control 

remains to be a substantial part. According to the top manager of support department: “We are 

not in the part where we have the opportunities to change the politics, so the politics is 

determining from politics and ministry of finance. We are just in executive level”.  Thus, there 

is a legal system to follow which decreases strategic flexibility and the strong governmental 

control in TAK.   

 4.1.3.5 Budget  

“When the ministry of finance do not give enough budget to cover, for example; 

new system of IT, renovate the building, to have a better working place, better 

salary or other to better working conditions – it will attack our job. We need to 

prepare and send request to ministry of finance, to the budget division, and then 

it is up to them to approve or maybe the will cut the budget.” (Top manager of 

operations department of TAK, 2015) 

This quote implies another significant factor that appeared, which is the budget. During the 

interviews, top managers, explained that one of the largest constraints is the budgetary aspect. 

This because without the money there will be limited resources, and with limited resources the 

top managers cannot implement the needed strategy. Thus, it decreases managerial discretion. 

It also decreases the limited options available, options such as; staff, training and working 

conditions. Moreover, the top manager of legal and appeal department explained: “Financial 

cost can deviate to fulfill this objective due to of restriction from the financial stand”. One of 

the main stakeholders, the Ministry of Finance, has the role to allocate capital to public 

organizations. This also indicates the huge impact Ministry of Finance has in the country. 

Another main stakeholder with influence in this aspect is the taxpayers. If the taxpayers fulfill 

the obligation to pay taxes, the budget will increase and the strategic options available for the 



 

48 

 

top managers will also increase. The limited strategic flexibility in this kind of context is much 

created upon the budget perspective. According to a top manager of compliance operations it is 

important to “take our decisions within our budget framework” and “as a top manager you 

should consider the cost, the capacity and the possibilities. That is a decision”. 

 

 

 

 

 

  



 

49 

 

5. Conclusion 

The final chapter begins with conclusion of the findings of each environmental sub-level: 

Industry characteristics, public sector and transition economy. The chapter continues with 

contributions. In addition, limitations of the dissertation and recommendations for future 

research are presented.  

5.1 Conclusions 

This dissertation aimed to find an answer to the research question stated as follow: 

How is managerial discretion influenced by environment: Industry characteristics, public 

sector and a transition economy? 

5.1.1 Industry characteristics 

The industry characteristics are: Product differentiability, market growth, industry structure, 

demand instability, quasi-legal constraints and powerful outside forces. The industry 

characteristics have shown to both increase and decrease the degree of managerial discretion, 

and these are dependent of the intensity (high/low) each factor generates in the industry.  

Firstly, product differentiability in the tax administration sector is low because the tax 

administration is a homogenous service. Thus, it decreases the top managers’ discretion because 

lower differentiability provides less managerial discretion. Secondly, the intensity of the market 

growth in public sector varies depending on which stage the organization is in. An early stage 

provides more discretion, while in a later stage the degree of managerial discretion is limited. 

This is because as the market matures, the scope of strategic actions decreases, which in turn 

decreases the degree of top managers’ discretion. Thirdly, the industry structure in the tax 

administration industry has shown little competition level. Although international competition 

exists, there is only one tax administration in each country that provides this homogenous 

service. Thus, managerial discretion is limited. Fourthly, demand instability in the tax 

administration sector is stable because it is a matter of laws. The citizens of the country are 

obliged to fulfill their responsibility to pay their tax. Thus, it decreases the top managers’ 

discretion because it cannot increase since the demand instability is low in tax administrations. 

Fifthly, quasi-legal constraints in the tax administration sector have a high influence on the top 
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managers’ work. This is because the public sector is highly regulated which constrains strategic 

flexibility. Thus, quasi-legal constraints decreases the top managers’ discretion due to high 

control. Lastly, powerful outside forces in the tax administration can both decrease and increase 

the degree of managerial discretion. Firstly, it can decrease because of the high control from for 

example the government. Secondly, it can increase because donors contribute with assistance 

to develop the organization, which leads to more opportunities for the top managers. However, 

it is important to understand that this can be more a question of a context-specific factor in less 

developed countries. 

5.1.2 Public sector 

The factors in the public sector are: Responsibility to the society, the competition within the 

public sector and ethics and regulations within the public sector.  

Firstly, the factor responsibility to the public sector decreases managerial discretion for two 

reasons. The first reason is that, the public sector holds a high amount of responsibility to its 

external and powerful stakeholders. The second reason is that, the public sector faces a high 

amount of bureaucratic barriers and is, therefore, more externally controlled than the private 

sector. Secondly, the competition in the public sector has shown to be low, which results in low 

product differentiability. This results in a decrease in managerial discretion. Thirdly, the 

government makes priorities when allocating the budget. Thus, the governmental organization 

that is more prioritized receives more capital, which provides more discretion to implement the 

needed strategic decisions, and vice versa. Lastly, clear ethics provide confidence to the society 

which results in more managerial discretion. In the public sector, regulations and procedures 

plays an important role but decreases the degree of managerial discretion. 

5.1.3 Transition economy 

The factors within this category are: Formal –and informal institutions strategic choice due to 

lack of formal institutions, phases of transition economy process and budget.   

The findings within this category, showed factors that both increase and decrease the degree of 

managerial discretion of the top managers of TAK. One important factor within formal 

institutions are the rules (or laws), which are implemented by the government. The state of 

Kosovo has a high degree of influence in public sectors and, therefore, decreases the discretion 

of top managers in TAK. This is because the top managers need to follow certain rules applied 
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by the government. However, although strong institutions still have a substantial control in the 

country, these showed to function poorly. Therefore, informal institutions such as the internal 

code of conduct, trust and relationships have a significant role as substitutes in the top 

managers’ work. These factors showed to be important because of the need to communicate and 

share information. Furthermore, poorly functioning formal institutions both increase and 

decrease the discretion. Firstly, it increases the role of top managers’ work because of the need 

of strategic flexibility. Law loopholes may enhance more strategic flexibility for the top 

managers. Secondly, it decreases discretion because more rules are applied in the public sector 

in order to establish direction for the top manager. Furthermore, the phases of transition 

economy is a two-hold view; between an early and a later stage. Although Kosovo has been in 

transition for a longer period, the development of the change is not finished yet. There are still 

continuous changes, for example in laws. Thus, both formal –and informal institutions still 

affect the degree of managerial discretion. However, one context-specific factor in an 

environment characterized by transition economy is the budgetary aspects. The budget 

(controlled by the ministry of finance), has a fundamental role in what kind of decisions top 

manager can take or not. Thus, it decreases managerial discretion. 

5.2 Contributions 

The environmental level was introduced by Hambrick and Finkelstein (1987) as one level 

affecting the degree of managerial discretion. Our study focuses on the external environment; 

it is decomposed into three sublevels. These sublevels are: Industry characteristics, public sector 

and transition economy. Our study was done in a country undergoing an institutional change: 

Kosovo. A country undergoing an institutional change is more dynamic and, therefore, other 

context specific factors appear that are important to understand. Crossland and Hambrick 

(2011) indicated that national institutions played an important role in determining the degree of 

discretion. Therefore, the analysis of the role of institutions, regarding its effects on managerial 

discretion, contributes to new knowledge. In this dissertation we have extended the theory by 

applying it in a public sector context. The public sector in Kosovo may have other industry 

factors that are more important in terms of restricting or expanding managers’ degree of 

discretion. This is because less developed countries do not have the same financial stand or 

stable politics, which affects industries in the public sector. The actuation on the public sector 
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may limit available strategic opportunities for the top managers. Therefore, the country may be 

crucial as an input of determining which factors affect managerial discretion.  

 

The data collection consists of interviews, observations and public documents. The main 

method in this dissertation is the interviews with the top management team. The other two 

methods, observations and collection of secondary data, complement the interviews with 

additional information. The interviews were based on the interview guide (see Appendix 4). 

The interview guide was divided into three environmental sublevels: Industry characteristics, 

public sector and transition economy. Earlier research has been conducted in the sublevels 

industry characteristics and transition economy (Hambrick & Finkelstein, 1987; Yu-hong et al., 

2013; Ponomareva & Umans, 2015). However, we have not found any research regarding the 

concept managerial discretion applied in the public sector. Therefore, the empirical contribution 

is to understand the determinants of discretion at the public sector level. Furthermore, the main 

determinants in the tax administration are: Responsibility to the society, competition within the 

public sector and ethics and regulations in the public sector. These determinants have shown to 

mostly decrease the degree of top managers’ discretion because there is high control in the 

industry. Moreover, in comparison with the private sector there is less strategic actions to act 

upon in the public sector. One reason for this is that the demand is stable which have results in 

an inert growth rate. Overall, our research contributed empirically by conducting a research in 

the public sector context and in a country in Eastern Europe. There is not much qualitative 

research about the concept managerial discretion applied in this environment. 

 

This dissertation can be valuable for policy makers because it could be used as guidelines when 

implementing policies. We provide knowledge of how different environmental factors affect 

the degree of managerial discretion. Thus, it is important to understand the factor which may 

decrease the progress of an organization operating in a country in need of development.  

 

Regulations applied by the government of Kosovo limit the degree of top managers’ discretion. 

The top managers may not have the ability to process certain activities due to legal or financial 

restrictions. This may lead to not being able to apply long-term strategies needed for the 

organization. Thus, this affects the development of the country. However, it is still important to 

understand that laws constitute ethical work. Laws and regulations should be clear and enforced 
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in order to prevent corruption and threat of stealing from the government. Thus, there should 

be fewer regulations to follow, but highly enforced laws and regulations in order to keep the 

managers from opportunistic actions. Laws that are not clear, can make the managers feels they 

have too nuance regulations that are not working well. Thus, changed regulations create 

uncertainty. Therefore, strong institutions are important to not only regulate, but also to enable 

managers to capture opportunities and develop their organizations. 

5.3 Limitations 

It is important to acknowledge the limitations in this dissertation. Our study is limited to one 

governmental organization. However, one large organization can help to achieve the focus on 

depth rather than breadth of the analysis. However, some of the findings may be applicable in 

other governmental organizations. Moreover, this limitation was affected by a limited time 

frame. However, during the data collection, sixteen interviews and three observations were 

conducted. Thus, it was possible to draw conclusions based on the amount of data.  

5.4 Future research 

In accordance with the delimitations, further research can increase the development of the 

concept managerial discretion. Our research is focused only on one perspective, which is the 

strategic one. Similar research as ours can be done, but by adding the governance perspective. 

This can contribute by showing how the internal organization affects the degree of managerial 

discretion. For example, the governance perspective can show how the board, owners and their 

conflict of interests with the manager. As we have seen in this research; the factor “powerful 

outside forces” is a rather context-specific factor within transition economy for example in 

budgetary aspects. Therefore, the latitude of managerial objectives can contribute to see how 

managerial discretion is affected. Another future research can be to conduct a comparative 

research between organizations in the public sector and, thereby, see if factors may show 

distinctive results. The Tax Administration of Kosovo is a highly regulated organization (tax 

laws), which restricts strategic opportunities. Other public organization in an environment 

characterized by dynamism can bring other context-specific factors. Therefore, applying our 

research model in another public organization may increase the width of the concept. The 

research does not need to be applied in an environment undergoing an institutional change. 

Comparative research can also be interesting regarding the surrounding environment. Our study 
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was conducted in a country with a transition economy. Therefore, comparative research 

between different contexts of economies can show differences in how managerial discretion is 

affected. For example the budget aspect may not be as important in a developed country, where 

maybe the laws are more enforced and established. And lastly, a country can be seen as input 

affecting the degree of top managers’ discretion. Therefore, a future research can be to conduct 

a similar research in another country. 
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Appendix 1 

Organizational structure of Tax Administration of Kosovo  
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Appendix 2  

Sample interview: Rifat Hyseni (Top manager of information technology department) 

 

Can you briefly tell us about yourself? What is your position now and how has your career 

progressed since you started in here? Have you gained more responsibilities and how has it 

affected your freedom of decision making?  

My name is Rifat Hyseni. Master of electronic field and public administration. I am working 

here as director of information technology in TAK. This is one of the main pillars of TAK. 

Everything is managed, tax services, through the information system. I am a member of senior 

management of TAK reporting to the DG. Engineers supporting TAK. In TAK for seven years, 

was one of the most heavy loaded time periods of time professional since I came from another 

institution. This is a total different business of activities. Before coming here I used to work for 

international companies, for example OEC, mission in Kosovo.  

 

What do you do on a daily basis at work? 

As a senior manager, most heavily-load is coming from a strategic point of view. In designing 

and managing one of the biggest and one of the most important department. And managing 

daily basis and also long-term activities. A normal working day starts with checking everything 

which is needed to be checked; that my systems are working. All services are up running good 

for users (internal and external), and also based on the agenda, with colleagues from other 

departments, and also some offers within IT department, any activities which is important from 

the job, besides the activates within the organization, it might be up to 20 percent of my 

engagement, might be duties to the third part – different government agencies, let say that is 

inter-connected with TAK, which can be institutions which are getting information, or processes 

that are inter-connected with our services which we provide, and other social.  

 

Can you name the main responsibilities in you work? 

Yes, these can be break-down in many categories and topics. First, objective or responsibilities, 

is connected with everything about information technology as support to the business need of 

TAK. This is, one side of coin, and in the other side of the coin, information technology, 

operating and making sure all services related with business needs are up and running. 
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Functioning. The second topic is, being able to organize and make plans, strategic plans for the 

organization, based on the organization’s needs. Ensuring to offer services in relations with 

latest technology and requirements by the users. So beside this operations and strategic point 

of view, the other segment of responsibilities is related to managing people, processes, as two 

main components in the technology itself. The other four segments of responsibilities I can 

address, the component of corporation, coordination, and inerrability of information system or 

business processes across the government agencies.  

 

Industry Characteristics 

What services does your department offer? Do you think these services are enough for TAKs 

long-term development? Why? 

No, we just started (3-4 years), to provide services based on latest technology platforms. So we 

are just making a transition from platform of paper services to a technology services for internal 

and external users. And it is going to take long time to modernize this paper-based process to 

electronic services up to self-service levels which in most efficient. This can be seen in modern 

organizations. 

 

How is the demand on services changing through time? What influences the changes?  

Most dynamic department.  

 

What are TAKs most important visions in your opinion? How do you fulfill these visions? 

Which vision is the most difficult to fulfill? And why?  

The vision we just designed for the draft strategy 15-20 has a clear and short vision. “Efficient 

and transparent in order to accomplish our mission in the best way we can”.  

 

Which are the main stakeholders of Tax Administration of Kosovo? Are there any influential 

actors that affect your decisions when implementing strategies? For example, does the 

government of Kosovo have a lot of influence on TAKs strategy plan?  

Government and taxpayers (as our clients). Collecting taxes – applying tax procedures. 

Stakeholders have a big impact on us – and how we approach strategies. The government itself 

is a main stakeholder, because the parliament, are kind of designer in terms of legislation. So 

they create legislation, parliament approve, and then TAK are executor of the procedures. At 
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the same time, ministry of finance is one of the key stakeholder in terms of supporting us; with 

the budget, working conditions in order for us to perform as best we can. From the other side, 

taxpayer they effect as well. In a sense of how good they are in their position, being taxes and 

making TAK e easy life to accomplish our missions.  

 

Can you tell us about the code of conduct in your work?  

Code of conduct is as procedures, a legal corporation, one of the most important document or 

act in order to perform compliance of operations. It has a very big impact in the quality of the 

work, integrity and accountability of every single employee of TAK.  

Transition Economy 

 

Do you as a manager, deal with other institutions related to you work in TAK? How do you 

maintain relationships? How do you establish new ones?  

Main stakeholders: business people or department. Because they are our clients. Customs – 

joint business in terms of administrative tax business (tax payers). But we have to corporate 

very much with them because of activities and mission and responsibilities.  

 

Information-sharing with other business is important such as: personal identification, 

commercial banks – core process of TAK.  

 

Within TAK – two department (which are the biggest users of our services): Corporation and 

Compliance (all activities in the field-tax audit collection, investigation), Tax payer services 

department (all services we provide). TAK is very organized and the actions within TAK are 

both horizontal and vertical levels of communication. However, it depend on the activities.  

 

What factors are important for you when working with teams within TAK and with external 

clients? Is trust an important factor for you? If yes, can you please provide example where 

trust is more important than other situations? 

One of the approach we must comply and doing so very good. Because as the activities are 

divided based on their role and responsibilities most of the process are inter-connected within 

the department. New development and other problem-solving issues make two or more 
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units/departments collaborate as an issue. As a project, we don’t have any single project that a 

single department can manage. Beside operations – for business user – business applications. 

 

(1) Professional (2) Transparent (3) Open (4) Respect (5) Feel themselves part of the success- 

last phase of projects.  

 

Trust depends in which level we are talking but it is very important component for this sensitive 

organization (entire world – “Whenever there is money there is a risk, and whenever there is a 

risk something can go wrong”). From an IT point of view, trust is good but control is better. 

And that is what we are trying to do. I mean of technical point of view; in terms of trust there a 

lot of mechanism to control.  

 

Can you tell us an important decision you recently undertaken?  

Working in TAK –everyday has a challenge. In strategic perspective, right now we are very 

critical stage of important decisions for TAK which is going to impact the legislation (and 

direction) of next twenty years. Decisions have been made, but process long – replacement of 

the entire IT – system. Few people -> IT equipment -> implement information system and 

administrative taxes -> in years TAK has been added functions based on activities and resources 

and capacity. Manage the business process: application system, rapid technology. We are force 

to develop ourselves with or without missions. We applied a lot of development – modern 

services. By changing information system – change business processes – change legal 

infrastructure, organizational structure and all these has to be support by IT.  

 

Public Sector 

What are the main characteristics working in a governmental organization? What is 

important to consider when making decisions in TAK (related to the differences). How does 

it affect your decisions? 

TAK even within the government is specific, specific from the other agencies. TAK as kind of 

an executive agency so we are somehow connect with ministry of finance but in terms of 

responsibility and accountability it is kind of independent or executive agency so director 

general somehow is a big boss which is only supposed to report to the prime ministry. It is very 

high level of responsibility and the power which he has in the structure of government agency. 
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So by being so specific in an organization has a differences with other agencies, a lot of let’s 

say common specifics or characteristics has been the customs. Very very little with the police, 

but mostly the customs are very close but it is totally different business than other governmental 

agencies like education, health, municipalities. It is total scope of job they do/work they do. So 

being a servant of TAk it is kind of let’s say it is a good thing to be a part of this, important 

organization at the same time you have not limitations but you have heavily engagement 

compared with other civil servant government 

 

In what way? 

In terms of, let’s say responsibility, professionalism, accountable which you have to be faced 

with. It is not as a teacher, teaching is a very important job to do but we have, being a tax officer 

that in a face of a lot of pressure, a lot of risk in the field working there and facing different 

situations. There are not situation dealing with kids or any activity, common activity. This is 

about the money, a question about integrity of the state officer. You cannot compare but at the 

same time as a government for example for an employee. For myself, I have a lot of power and 

ability in terms of challenging ourselves with professional, let’s say expertise and also we have 

ability to use buy technology, use software application when someone else other institution they 

don’t have this opportunity because they don’t have those needs. So it is kind of, I mean good 

thing some; there are not bad things which you are not able to deal with easily. They are 

stressful, stressful years and months by dealing with these very sensitive and critical issues as 

a civil servant or a tax administration officer. So there are good things, not so easy things. They 

are not fun, they are stressful. They are sensitive things that we have to do but which they have 

a price. And as much as you challenge yourself I mean you are most and more valuable let’s 

say an officer. 

 

How do you think it affects your decisions? (These differences) 

It depends; I never used to work in the private sector. I mean to compare with but I used to work 

in an organization with different culture different perspective different approach but one of the 

problem which governmental institution have or facing compared to the private sector. It is 

common everywhere in any country. In the private sector I mean normally, you can, the one 

you are responsible for, creating a team, hiring an expert, taking over big projects. I mean you 
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have a lot of flexibility and a lot of power in making different decisions in terms of human 

resources, budget issues, I mean being more dynamic and flexible in doing your job.  

In the government agencies it is a little difficult. I mean hiring and firing people is a long 

process. It is bureaucratic barriers you have and also in terms of budgets and financing. You 

have timelines, you have barriers you have a lot of bureaucratic procedures which makes you a 

bit limited in terms if resources. Otherwise working for the state agency for myself personally 

it is a good thing. Because you are able to reflect your competency, professionalism and 

including these limitation we mentioned there are still able to perform how you are capable to. 

 

Do you feel though that the strategic flexibility in governmental organization is more 

constrained then, than in private? 

Yes, I mean it have both sides, faces.  In a governmental organization I mean which again 

depends on al lot of factors beginning from the decisions makers from the government from the 

political level the strategy normally is not  as dynamic as private sector. But it is more let’s say 

more mature, government are more constructive in terms of strategies than private sector. And 

this bureaucratic helps the government to be good in this part. While if you are a business man 

you can change the strategies within a day, you are the manager, you are the boss. You can 

decide to buy a Mercedes, a Porche. Depends on what you want and what you are able to afford 

I mean to pay for the car. So within one day you become rich by succeeding in one project so 

you can change and buy a car. In the government you cannot. The big capital investment you 

have to plan in the three years framework, in time frame. So if I want to apply, implement a 

project 2018 for example I have to plan now, as a big project and to submit the request that 

within three years what is my plan. So which capital investment I will make in the next three 

years. It is a short term framework. This timeframe has to be reviewed every year, has to be 

modified if it is needed. But this is how to say a midterm plan for capital invest in the 

government or the public institutions.  

What are TAKs main resources? For example, the capital or the budget.  

The resources for TAK they are not more than three.  

1. Human resources (professional experts, legal persons, economist, biggest populations 

of TAK are mostly economists and IT is about 5% only). Supported by the budget as a 

salary.  
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2. Capital investments and the biggest users are IT. A 

3. And other like logistics and supply utilities, buildings, transportation, 

telecommunications, expenses.  

Do you feel that there are enough of resources? 

No actually the resources is lacking in most of the IT departments. Even though we are 

achieving our goals, our plans we are still lacking resources. This is from both angels: quality 

and quantity.  

And how do you work towards this? 

This is a little bit tricky and no straight forward answer but the way how we managed to do our 

businesses. I mean it is kind of agile approach so we have to make things to push forward, 

toward what we are supposed to accomplish to, but based on the workload we have and the 

quality of the job which we have to perform, all the services we have to provide we are missing 

work, not enough capacity to do it. 

Can you tell us about the organizational culture of TAK? How are the relationships? 

The culture of TAK, which is one of the very important components of such organization. It is 

not easy to describe as an identity. Because the country itself is young as a state, the 

Administration is young. A little bit older than the country but it is only fifteen years in alive. 

So it is a newborn. One good thing to have a good perspective. We have good age of employers.  

We have diversity in genders. Also the level of education is pretty good so the features you can 

get from the resources and help you. And the other component of the culture and stability we 

have in our environment is that we have also multi-ethical organization, where we have 

minorities and also Albanians as majority. The relations with all these different categories are 

in a very high level I mean in organizations. Good relationship between employees no matter 

on the age or nationalities or even religions differences. It is pretty good. 

 

Do TAK expectations on you and how do you work towards these in terms of daily basis and 

strategy? 

We as a TAK beside of the strategy let’s say long term and short term. We have a working plan, 

annual working plan. So these working plans are designed based on the strategy, based on the 
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plans the governments requirements applied to the organization. so based on that  process we 

are doing together with the ministry of finance or the fiscal department what  TAK can to next 

long months or so. So based on these we create kind of road map. We see what kind of 

expectations we have as an organization. 

 

And because Kosovo is in transition economy do you feel that the companies are starting to 

establish and you get more taxes? 

Yes actually there are a lot of programs. The government, the public are trying to support start 

up business. We as a government are trying to create better business environment in order to 

convince Kosovo’s to open business but also at the same time to convince the investors, foreign 

investors to establishing businesses and such things. From the culture and the way how the 

Kosovo’s are, the interpriners component and they are good interpronors. But looks like there 

Is still enable, we have to read disenable to doing businesses in Kosovo like policies like 

creating a good environment in terms of having good conditions for finances for example the 

bank system in Kosovo is terrible. The interest rates are so high that even if you open a good 

business and you create a good profit after this business. If you start your business from a loan 

from the bank you have to work for the bank because of the high interest rate, agriculture 25-

30%. You have to be lucky if you had 10% profit and how you are going to pay interest 20% of 

the bank. This is some conditions which are killing the ideas. People that are ambitious they 

cannot do have to, they cannot perform but I think that these mechanism have to be fixed by 

the government, by stakeholder which are financial institutions seriously to help Kosovo in the 

business field. The good opportunity even if it’s a small country still there are a lot of 

opportunity, they can at least produce 70 or 80% of the agriculture products for our needs. Now 

we are importing more that 60-70% of the agriculture products, while we are able to produce 

within the country. The other opportunity for Kosovo could be activated through the mines. So 

we have good mines and we have a lot of other resources which in one way or the other, Kosovo 

can live at the average of the Europe only form the underground resources that we have.  

 

The other things are the natural and the human resources. It is a very good perspective of 

Kosovo, the age of the population, young population, I can say smart people. It has been proved 

to the international market. The colleagues of mine have been very successful in every kind of 

activities they have been very successful. It is a good resource. Even the services Kosovo is 
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capable to provide, especially services in the IT field. They hire from Germany, Schweiz, US. 

A resource that is very valuable. But I think there are still some challenges which we are facing.  

All these benefits of Kosovo can be multiply by current features we have. 

 

Do you have any advice to people that are pursuing the same career as you? 

Sure, I would say everyone can do this. Be dedicated to the field which I studied and worked 

with. Not so many opportunities used to have the same let’s say was as luck as I was taking 

over such a high level of position, all these responsibilities, challenges, opportunities at the 

same time. But everything is possible and people they always have to fight and insist for let’s 

say increasing their expertise and getting knowledge as much as they can in order to accomplish 

for achieving their dreams and before that you have to have a dream.  
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Appendix 3 

Meeting with Director General of Tax administration of Kosovo 

 

Date: 2015-04-30 

Time: 11:30-12:30 

Place: Tax administration of Kosovo 

 

Participants:  

Bexhet Haliti (Director General of Tax Administration of Kosovo) 

 

(Before questions are asked, the director discusses about law and procedures and how the 

organization’s structure is built to enable the tax legislation):   

 

Factors Directot General’s opinion (DG) Interpretation 

Product 

differentiability  

TAK provides services for taxpayers 

to encourage voluntary comply that is 

easy and less costly. One of the main 

services, e-declaration, has a benefit 

because of the 24/7 availability. But it 

is always important to develop 

services to have maintenance of the 

dynamic environment. Other services 

are: education by for example 

providing seminars for the taxpayers 

and the staff.  

Tax Administration of Kosovo 

is providing numerous of 

services in different 

departments. The overall 

development has been very 

successful during the 15 years 

of TAK. However, the 

challenges is to manage the 

changes of the environment 

TAK is operating in.  

Market growth During the time period of 15 years, 

TAK has grown from 50 to 785 

employees, with 70 000 businesses 

and 300 000 people paying taxes. An 

This may be an indication that 

TAK is in a continuously 

growth. The top management 

team conducts plans and 
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action plan is conducted for each 

department. Every 6 month an annual 

basis will analyze for the performance 

of the staff.  

meetings to regularly monitor 

the progress, goals, 

responsibilities and deadlines.   

Market growth  The director explains that there is no 

need for increasing the staff although 

he thinks it will increase 

approximately with 10% by the next 3 

years. In the future, the director thinks 

the IT will have a significant impact - 

by designing new process for new 

systems.  

The growing IT-market will 

probably replace human capital. 

Some of the staff will be 

released from their 

responsibilities to other more 

developed responsibilities 

related to IT-services.  

Market growth The DG explains that IMF would 

probably visit them one last time out 

of five times.   

TAK seems to be pretty 

developed and are not in need 

of that much support as they 

did before. 

Market growth They are planning a new stage that is 

merging with customs.  

This merger will expand the 

organization. 

Market growth TAK has to make a midterm 

expenditure of 3 years for the 

government.  

Government monitors TAK and 

may therefore decrease 

strategic flexibility.  

Market Growth  The director explains a risk response 

plan: to set objectives and how to 

realize the goals.  

Team work may be a important 

function.  

Industry 

structure 

Decisions that are made depend on 

matters outside TAK.  

External forces have a 

significant influence on TAK’s 

decisions. 
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Industry 

structure  

There are three bodies that collect 

revenues in Kosovo. These are: Tax 

administration and customs that 

consist of 90 percent of the collection. 

And then there is others such as 

directives of property tax which 

consists of 10 percent.  

Tax administration does not 

have that much competition in 

Kosovo. 

Industry 

stucture  

We asked the director how the 

competition is outside Kosovo. The 

director explains that the competition 

can be seen on IMF reports - by 

analyzing evaluations with other 

regions. The World Bank conducts 

seven indicator that provides a 

comparison to other TAX 

administrations in other countries.  

Competition outside Kosovo is 

larger.  

Powerful 

outside forces 

For TAK, IMF is as a technical 

assistant giving them 

recommendations by helping them 

with plans and reviews for the 

ministry of finance. Although, after 

each year TAK are more independent. 

Year 2013, TAK made their plans on 

them on and was reviewed by IMF, 

while in year 2014; they both made 

the plan and monitored them. 

IMF seems to give the 

directions for TAK to be more 

independent and developed. 

However, in top managers own 

perception, the degree of 

discretion may be limited.  

Powerful 

outside forces.  

The director explains about a project 

called “Tiaix” (in Brussels). This 

project enables TAK to conduct 

The international community 

has a significant role in 

determining practices.  
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studies in other countries and thereby 

settle practices.  

Powerful 

outside forces 

TAK has to report to Ministry of 

Finance and other international 

commissions.  

External forces have huge 

impact.  
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Appendix 4 

Semi structured interview guide 

The description of how the interview guide was constructed 

The aim of this interview guide is to explore the discretion of the managers in Tax 

Administration of Kosovo (TAK). Moreover, we used the original article by Hambrick and 

Finkelstein (1987) to construct the questions for this interview guide about managerial industry 

environment. In addition, a previous interview guide by Ponomareva and Umans (2015) has 

been an example of how discretion has been studied qualitatively in earlier research. Managerial 

discretion is about the nature of the manager’s job type and what decisions the managers are 

able to implement. This means that we will analyze the “freedom of action” of the top managers 

in TAK. Moreover, the strategic perspective argues for influence of top-management team 

(TMT) decisions on a firm’s ability to adapt to the conditions of the external environment 

(Hambrick & Finkelstein; 1987; Ponomareva, 2013; Ponomareva & Umans, 2015). Therefore, 

this dissertation is focused in an environmental level. Our aim of these interviews is to gain 

knowledge about how the top managers’ experience working in Kosovo: A country in transition 

economy. Moreover, we are also in search for knowledge about how the top managers’ 

experience working in a governmental organization; at a tax agency. Therefore, the interview 

is divided into three sublevels of environment: Industry Characteristics, Transition Economy, 

and Public Sector. 

 

 Introduction 

The questions aim to understand about the manager’s background about how the manager’s 

managerial discretion has developed in the organization. These questions also aim to understand 

what kind of strategic decisions managers have in an organization. 

 

1. Can you briefly tell us about yourself? What is your position now and how has your 

career progressed since you started in here? Have you gained more responsibilities and 

how has it affected your freedom of decision making?  

2. What do you do on a daily basis at work? 
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Motivation: The questions aim to understand about the manager’s background about how the 

manager’s managerial discretion has developed in the organization. These questions also aim 

to understand what kind of strategic decisions managers have in an organization. 

 

Industry Characteristics 

At the environmental level there are industry characteristics which affect your decisions as a 

top manager. The factors either increase (+) or decrease (-) the degree of freedom managers 

have when implementing decisions. The industry characteristics include: product 

differentiability, market growth, industry structure, demand instability, quasi-legal constraints 

and powerful outside forces.  Therefore, we have the following questions: 

 

1. What services does your department offer? Do you think these services are enough for 

TAKs long-term development? Why? 

2. How is the demand on services changing through time? What influences the changes?  

3. What are TAKs most important visions in your opinion? How do you fulfill these 

visions? Which vision is the most difficult to fulfill? And why?  

4. What do you consider to be your role in decisions concerning the organizations strategic 

plan when new services are developed in TAK? What would you usually do to fulfill 

this role?  

5. Which are the main stakeholders of Tax Administration of Kosovo? Are there any 

influential actors that affect your decisions when implementing strategies? For example, 

does the government of Kosovo have a lot of influence on TAKs strategy plan?  

6. Can you tell us about the code of conduct in your work?  

 

Motivation: The questions aim to investigate how the industry characteristics affect the 

manager’s discretion within a public sector.  

 

Transition Economy 

In an economy context, Kosovo is in a transition economy. This means that Kosovo is 

undergoing an institutional process from central planning to market economy. In our research 

project we would like to know more about different factors in this unique environment, which 

can either provide opportunities or constraints when top managers implement strategic 
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decisions. These factors are: (1) Strategic choice due to lack of institutions and (2) Stage of 

transition economy.  

 

1. How does the top management team of TAK adapt the strategies to a changing 

environment? For example, in political aspects, new companies establish stakeholder 

requirements. Can you give us an example of such?  

2. Do you as a manager, deal with other institutions related to you work in TAK? How do 

you maintain relationships? How do you establish new ones?  

3. What factors are important for you when working with teams within TAK and with 

external clients? Is trust an important factor for you? If yes, can you please provide 

example where trust is more important than other situations? 

4. Does the Top management team continuously need to update the strategy plan? If yes, 

how does this affect your work? Does the strategy plan of TAK provide you a flexible 

job or is it very constraint?  

 

Motivation: The questions intend to investigate the manager’s perception on the environment 

he/she is working in. The questions are also, to investigate the role of the manager in this 

particular environment. 

 

Public Sector 

The organizations in the public sector work differently compared to the private sector due to 

they have different goals. The public sector works for making it better for the society, while the 

private sector works for profit. We are interested to see how managers experience working for 

the government; what sources and limitations of discretion there are within a public sector 

organization. The characteristics influencing the degree of managerial discretion that we found 

within the public sector are; their responsibility to the society, their focus with constrained 

competition, the importance of ethics and regulation, and their adaptability to changes. 

Therefore, we have the following questions: 

 

1. What are the main characteristics working in a governmental organization? What is 

important to consider when making decisions in TAK (related to the differences). How 

does it affect your decisions? 

 



 

76 

 

2. What do you consider to be TAKs main resources and yours? For example the human 

capital, or the budget? How does it affect your decision making?  

 

3. Is there competition TAK has to deal with? Are customs seen as competition or more 

like a partnership? If yes, in a scale of high and low. How much is the competition? 

Does it affect you decisions in some way?  

4. Can you tell us about the organizational culture of TAK? What forms the organizational 

culture in Tax Administration of Kosovo?  

5. Are the norms of TAK clear for you is allowed to do and not when implementing 

decisions? Who is responsible for the workers to understand what is allowed to do and 

not?  

6. Do TAK have expectations on you? How do you work towards these expectations? Do 

you get the flexibility to make your own decisions to make it happen? independent 

7. Are there decisions were you wanted to make but because of restrictions you couldn’t? 

8. Do you have any advice to people that is pursuing same career as you? 

 

Motivation: The questions aim to investigate the manager’s perception about how operating in 

the public sector is compared to the private sector, but also, to investigate the role of the 

manager in the public sector. 
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Appendix 5 

Meeting with IMF representative 

 

Date: 2015-05-11 

Time: 11:00-12:00 

Place: Swiss hotel (Kosovo) 

 

Participants:  

Enrico Aav (Technical assistent advisor), Natyra Dajakaj (Student) and Judy Thai (Student)  

 

Description 

This interview is presented in a table that provides information and interpretations. Firstly, the 

information received by Mr. Aav explains the important points regarding the questions asked. 

Secondly, the interpretation identifies the key points regarding the focus of our dissertation.  

 

Information Interpretation 

Can you tell us about the organization IMF? 

IMF provides financial support and 

technical assistance to countries with 

economic issues. Firstly, the purpose with 

financial support is to build a country’s 

economy. This will be monitored by 

representatives settled in the country. 

Secondly, technical assistance means giving 

countries expertise on how to improve the 

economic situation.  

Kosovo is a country with economic issues. 

Therefore, IMF has been an important 

powerful outside force for TAK. However, 

IMF is currently only providing TAK with 

technical assistant which means Kosovo is 

in need for international expertise. 

International expertise is to help TAK to 

reform and make strategic decisions for their 

development.  

What requirements are needed for a country to receive support?  

Mr. Aav explains that there are annual Although meetings are held to understand 
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meetings in USA where IMF, Central bank 

and the government (Ministry of finance) 

from different countries meet to discuss and 

plan if support is needed. This is done by 

creating a plan, with the mission of 

implementing diagnostics and see which 

areas need assistance.     

issues that need expertise, it is still the 

country that conducts the reforms. However, 

IMF conducts an approach by analyzing 

different areas of the organization and then 

provides expertise so the organization can 

meet international standards. 

Do all countries receive monetary funds from IMF? 

Mr. Aav explains that IMF has limited 

resources. 

Limited resources mean that IMF cannot 

help every country that is asking for help. 

IMF need to priorities which country is most 

needed for help. Kosovo might be one of the 

countries that need help in terms of technical 

assistant.  

Can you explain an earlier case? 

Mr. Aav, explained an earlier case where 

IMF helped TAK by providing with 

technical assistance. This helped improving 

the management of tax compliance (which is 

about tax payers’ behavior of paying taxes). 

Therefore, TAK has conducted a Risk 

treatment plan, by implementing a risk 

analysis to understand functions of auditing.  

IMF has significant impact in development 

of the organizations strategies. IMF has 

support TAK by designing new strategic 

management processes and improving the 

information technology. However, as Mr. 

Aav said during the meeting “We do not tell 

what the top managers should do, but to 

advice how and then they should do it by 

themselves”. 
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Appendix 6 

Sample observation 

 

Date: 2015-04-24 

Time: 10:00-12:00 

Place: Tax Administration of Kosovo 

 

Participants during observation:  

Nahit Sharku (Deputy to the Director General-Compliance Operations), Natyra Dajakaj 

(student) and Judy Thai (student) 

 

Activity  Tools  Interpretation 

Before our meeting, the 

director had a meeting with 

two taxpayers about refund of 

taxes. This meeting was 

obligated to him by director 

general of TAK. Further on, the 

director explains that when 

Director General is not in 

TAK, he is in charge of 

Director General’s duties.  

Communication The director has a lot of 

responsibilities which gives 

the director more 

discretion..  

The director explains that he 

was working on three different 

reports. (1) Police (2) Refund 

(3) Audit  

Documents  The director has a lot to 

keep track of due to he 

manages six different 

divisions. 
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The director recieves a phone 

call by one of his managers. 

The call is regarding specific 

information about a process.   

Phone  Communication within the 

director and his managers is 

continuously in need.  

The director explains that he 

receives approximately 50-100 

emails per day. The director 

explains that this have taken a 

lot of time. Furthermore, the 

director also mentions that 

meetings through his daily 

work are about 70 percent.  

Computer/ 

Communication 

The director maintain 

communication with 

managers and other 

stakeholders through emails 

too. 

The director explains what he 

regularly do at work: (1) He 

views the income of TAK (2) 

Meetings (3) Handle all the 

reports (4)  

Computer / 

Communication / 

Documents 

Control may be an 

important factor to consider 

in his work, due to the 

monitoring of the staff.   

Discussion regarding tax 

inspectors on the field. The 

director explains that two 

activities are diveded: visits 

and audits. The director uses a 

data system of statistics to see 

what has been done and 

compares it with the working 

plan. Also, the director 

mentions that his managers 

sometimes have to receive 

approval from him before they 

can make some actions. 

Data system The director’s work include 

a lot of managing and 

monitoring. Every tax 

inspector on the field must 

report every action at the 

end of the day. The director 

makes sure to follow these 

actions to see if everything 

is correct. Furthermore, the 

director also needs to report 

his actions to director 

general. And the director 

General reports to for 
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example Ministry of 

Finance.  

The director explains that 

knowledge is a key component 

in the organization. All 

knowledge TAK has 

maintained from outside the 

country, 90 percent has 

successfully been implemented 

in the organization.  

Information-sharing  Institutions may have a 

significant role due to the 

development of TAK, for 

example, regarding the 

strategic plan.    

There is a discussion about 

decisions. The director 

explains that he approves 

approximately 50-100 refund 

approvals monthly. 

Furthermore, the director 

explains that decisions 

concerning the structure of the 

organization is made by 

common decisions in TAK, 

while professional decisions is 

made by himself concerning 

his responsibilities. The 

director explains that everyone 

has a framework of 

responsibilities.  

Documents/ 

Communication  

Although everyone has a 

framework of 

responsibilities it is 

important to share ideas 

through 

discussions/meetings. 

The director explain that IMF 

conduct a control every three 

month. 

A control mechanism  Strong institutional force. For 

example, because IMF 

provides with monetary funds, 

TAK is obligated to fulfill 
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certain criteria in the strategic 

plan.   

The director names his main 

responsibilities: Meetings, 

collaboration with the police and 

the manager of investigation unit, 

his staff and teamwork (especially 

with director of modernization 

due to risk division).  

Communication Teamwork with internal and 

external units. Decisions are 

therefore affected by the TMT 

and other managers.  

 

 


