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Abstract
	Today's business conditions, which are largely dictated by the global crisis, forced the companies to fully adapt to market conditions and find acceptable solutions that will result in business savings. Changing market conditions require a quick reaction to the changes from a company, which is not possible if the company is not flexible. Improvement in flexibility and competitive advantage is achieved by structural changes in the business activities of the company, where outsourcing is offered as one of the options. Outsourcing means leaving certain activities, functions or processes to external specialized companies that will perform allocated duties on behalf of the parent company. When it comes to small companies, outsourcing is most commonly applied to the activities related to logistics, IT technology, legal and accounting jobs, human resources, etc. The purpose of this paper is to explore the role of outsourcing in restructuring of small companies in crisis conditions. The aim is to show the possibilities of applying outsourcing in small companies to help reduce operating costs and establish a business network of associates, increase the flexibility and achieve competitiveness in the market. On a concrete practical example will be examined savings that are achieved by turning a part of fixed costs into variable, which depend solely on the business volume of the companies. The companies, in conditions of reduced demand for goods and services, do not have to pay expensive fixed costs, so-called “permanent costs”, but the company cost structure is largely dependent on the dynamics of performing certain activities. The most significant elements of cost structure of the companies which transform into variable costs are labor costs, which in unfavorable market situations for the company are a burden, and whose transition to variable cost increases business flexibility. Also, the impact of expansion of network of associates on access to new knowledge and skills will be analyzed. For a concrete example it was found that access to new markets can be achieved through a network of external business partners that a company can use to establish business cooperation with business associates of external partners, in a way that all participants in the business network benefit from it. Namely, companies that have small market shares are weaker than other market participants and through the business network they can gain access to new markets and further strengthen their positions. Achieving additional benefits provided by outsourcing, besides savings in overall operating costs, is expressed through easier access to information and funding sources, as well as new ways of procurement, distribution and sale of certain products or services.

Key words: outsourcing, small companies, costs, activities, business improvement 











Introduction

	In very uncertain business conditions, which are generated by crisis in the market, small companies resort to various forms of restructuring to adapt to market situation. To protect themselves from external influences and improve internal performance, small companies are taking various steps aimed at maintaining the competitiveness and enhancing security of operations, and reducing risks. In conditions of reduced liquidity in the market, companies are forced to borrow additionally in order to maintain the current level of liquidity which causes a further increase in the price of business because of expensive interest rates. In parallel with this, companies are faced with a decline in demand or decrease in business volume, which leads to difficulties in servicing their commitments, which do not depend solely on the level of business activity of the company. Small companies can look for exit from this new situation in different options that are provided, and their choice depends on the capabilities of company management to implement best solutions, that will ensure survival and reduce vulnerability and dependence of companies to fluctuations in the market. As one of possible solutions outsourcing is offered.
[bookmark: _GoBack]	The purpose of this paper is to point out the possibility of applying outsourcing to small companies in a way that change in the cost structure and expansion of network of business associates raises the level of competitiveness and achieves a better position in the market. The aim is to investigate if the use of outsourcing leads to changes in the cost structure of business and if there is change in the relation between fixed and variable costs. Also this paper aims to determine the association between the use of outsourcing and expanding the network of business associates. For a concrete example will be determined whether the expansion of the business network through outsourcing further increases the range of business opportunities resulting in the realization of additional benefits which would not be available when acting independently on the market.

	In accordance with the previously mentioned facts, the following hypotheses are set in the report:

	H1: Application of outsourcing in small companies has positive effect to company cost structure.

Since fixed costs do not change with the changing of level of companies business activity, allocating part of company resources can reduce the level of fixed costs. In parallel with the above mentioned, allocation of certain company activities leads to an increase in variable costs. If we look at the overall cost structure, we come to a realization that by the use of outsourcing fixed costs are converted to variable which, by reduced business activity of the company in crisis conditions, can be further reduced which ultimately leads to savings. Significant savings can be realized by eliminating fixed costs related to depreciation costs, maintenance, insurance, rent, salaries, etc. It is fixed costs that represent the greatest burden for small companies in crisis conditions when they are, along with the increased cost of capital, very difficult to settle. Therefore, small companies resort to a maximum reduction of fixed costs in order to maintain an acceptable rate of liquidity and settle due obligations regularly.

	H2: Application of outsourcing in small companies contributes to establishing and expanding of 	business associates network.       

	Application of outsourcing should contribute to achieving business relationship with other business subjects (competitors, suppliers, customers, etc.) which on the basis of comparative advantages and powers of individual partners, enables realization of additional benefits that networking provides. Namely, it is about achieving synergy effects that are manifested through reducing business risk, possession and use of resources that partners could not develop on their own, better access to markets, access to new knowledge and skills, increase of business flexibility, saving time and lowering costs. Also research aims to determine the characteristics of connecting companies relating to certain criteria and direction of networking and intensity of connecting.

	When it comes to the paper structure it is necessary to point out that the first part of the paper presents the subject of research and sets hypotheses, followed by a theoretical consideration of issues of outsourcing where the emphasis is placed on the cost structure of companies and establishing business networks of associates. The second part presents results of research, conducted on small companies, which are related to the issues considered in the first part of the paper. At the end of the paper are the conclusive considerations, recommendations for future research and limitations that have had an impact on the observed research.

Outsourcing in small companies  

	Restructuring of companies, viewed from the aspect of business conduct in companies in crisis conditions, can be considered as defensive and strategic. Defensive restructuring relates to staff reductions and financial rehabilitation measures while strategic restructuring is carried out aiming to long-term viability of the business (Benaković, 2012, p. 114). When considering outsourcing as a strategic tool, it can be concluded that the application of outsourcing affects the financial, operational and strategic business of companies. The financial impact is reflected in the change of structure: balance (which includes changes in the structure of assets and short-term and long-term liabilities), income statement (in relation of gross operating profit - GOP and net profit of companies), plan of cash flow (in the structure of expenditure for costs), etc. Changes that occur by application of outsourcing in operative-organizational sense, largely relate to management and organization of business, which includes processes, activities and tasks, and their allocation. The shift in business strategy of the company includes identification of additional profit areas, innovation in business, focusing on the most profitable elements of value chain and new models of connecting companies at strategic level.
	Advantages that application of outsourcing in small companies may bring relate to costs control, increase of operational efficiency, reduction of labor costs, flexibility in starting new business, reduction of business risk and achieving economies of scale.[footnoteRef:2] [2:   The Benefits of Outsourcing for Small Businesses, http://www.allbusiness.com/human-resources/workforce-management-hiring/1084-1.html, (21.02.2014.)] 

	In comparison with large enterprises, small companies are faced with a number of issues that affect innovation, financial capital, personnel disposition and other company resources. Universality of staff in small companies allows employees to perform multiple activities at the same time which in certain cases represents an advantage for the company. However, if these activities represent secondary business activities, it would be better to extract them from the company and to focus company business on their core business activities in which the company achieves competitive advantage in the market.

Fixed in relation to variable costs of company business

	One of the basic functions of company management is managing costs that directly affect the global competitiveness of the company and continuous business improvement. Cost management requires involvement of all levels of management and other employees as well as introduction of control system (Agrawal et. al., 1998). This will help improve activities that contribute to creating additional value and reduce those activities of the company that do not contribute to it, with the aim to achieve lower costs (Hilton et. al., 2000). Managers must have the ability to establish the cause of generation of costs in certain activities, and be familiar with possibilities of cost management and savings achievement (Mikić, 2009).
	If costs are considered through business activity, it is possible to make a comparison of fixed and variable costs. Regarding the change in the scope of activities of the company, costs can be divided into: fixed, variable, mixed and discretionary. Fixed costs include those costs that do not change when activity level of the company is changed. These types of costs are: rent, taxes, depreciation, investment maintenance, etc. Variable costs change depending on company levels of business activity, and as an example we could mention consumption of materials in production. Mixed costs up to a certain level of company activity act as fixed, and then as variable, or vice versa. As an example of these types of expenses could be mentioned cost of telephone in the company for which the fixed subscription includes a number of free impulses, which after bonus is spent, company pays and the bill is increased for the additional amount of spent impulses. Discretionary costs occur as a result of discretionary management decisions. As an example of these types of costs may be mentioned advertising costs, staff training, etc. These costs managers may decrease or increase depending on their preference and as such are independent on the level of activity of company (Belak, 1995).

	Since the problematic of this paper focuses on reducing fixed costs, it is necessary to pay attention to the structure of fixed costs. After determining the contribution coverage generated as the difference between revenues and variable costs, the emphasis is on distinguishing fixed costs by specific hierarchical levels.

	Observing fixed costs by specific hierarchical level they can be distinguished to:
· Fixed costs of products,
· Fixed costs of product groups, 
· Fixed costs of cost location,
· Fixed costs of organization units,
· Fixed costs of system as a whole.[footnoteRef:3]  [3:  Gulin, D., et. al. (2011), Upravljačko računovodstvo (Management accounting), Rif, Zagreb, p. 235. ] 


	This approach in considering fixed cost structure enables successful control of fixed costs and connecting individual fixed costs with hierarchical level of occurrence. The transparency of this method of calculation allows precise definition of costs which by separation of certain activities from the company are eliminated or converted into variable. By converting fixed costs into variable a part of capital assets are freed, needed for new investments as well as development and growth of new products and services. Instead of secondary activities, company performs direct penetration of capital into activities which bring income and allow growth and survival in the market. Savings can be achieved at all hierarchical levels, so in initial stages of strategic analysis for application of outsourcing, attention should be directed to the financial analysis of company business and on the current and future operating costs assessment, which can be made on the basis of the previously described facts. By calculation of future costs it is certainly necessary to determine which costs are eliminated, which costs remain present and which new costs incur by application of outsourcing.

	Costs which are mostly not eliminated by outsourcing relate to:
· Unused building parts,
· Unused equipment parts,
· Unused manager possibilities,
· Unused material parts,
· Costs of capital invested into capital funds,
· Other general costs.[footnoteRef:4] [4:  Greaver II, M. F. (1999), Strategic Outsourcing: A Structured Approach to Outsourcing Decisions and Initiatives, AMACOM, New York, p. 162] 


	In accordance with previously mentioned facts it is necessary to find a solution for the previously mentioned unused capacities that can be partially or completely left to an external executor of outsourcing and in this way partially or completely eliminate them. If the specificity of the situation dictates that the mentioned capacities cannot extract, it is necessary to find a solution that will place the unused resources in function and generate income that will eliminate the negative effects of application of outsourcing.

Expansion of business associates network as outsourcing factor

	Success of business and company development is reflected in finding new strategically important solutions that will ensure the company maintaining and improving of competitiveness in the market, which is especially evident in crisis conditions. Networking is a specific set of connections and relations between the companies in which the parties seek to improve their own market position (Pivčević, 2006). Global crisis has led to an increase in riskiness of independent appearance on the market which had the most impact on small companies that are faced with a series of problems such as managerial inexperience and incompetence of the owner, reduced business financing possibilities, great impact of seasonal fluctuations and increased illiquidity (Netahli, 2008). In such circumstances, recognizing the benefits of collaboration and connectivity becomes necessary in order to maintain or increase competitive advantage and achieve strategic goals. Through strategic partnerships and creating a network of business associates, companies achieve much better results in strengthening the market position than through individual performance in the market. As basic motives for establishing business cooperation and networking are mentioned globalization of markets, uncertainty and volatility of the business environment, development of information technology, high costs of independent investments, access to new markets, protection from competition, and lack of specific resources. Connecting and networking between compatible companies becomes increasingly common form of cooperation between suppliers and customers, yesterday's competitors and companies from various sectors. These facts have special importance for small companies that see opportunity in connecting for narrower specialization in performing certain activities within an established network of business associates.
	Vertical integration of companies refers to connection of companies at different stages of the value chain, meaning companies who are each other's suppliers and/or customers, and who thus seek to improve market position and competitiveness in the market. Vertical integration differs from the standard supplier-buyer relationships in the fact that the purchaser by entering into partnership with the selected supplier creates an exclusive business arrangement which increases the safety of both business partners and provides greater access to the end user (Tipurić and Markulin, 2002). In many countries mediators trade with various competing brands of the same product. Since they do not depend on either brand, they put in foreground brands which sell well and are more profitable. Weak competitive advantage of distributors and retailers does not allow an increase in market share, which causes accumulation of inventories and insufficient capacity utilization. In such cases, agents are advised to connect into distributional wholesale or retail chain, which can lead to reduction in distribution costs, lower prices of products and increase of sales (Thompson et. al., 2008).
	Horizontal integration of companies is a strategic connectivity between competitors who see a chance in mutual cooperation to build competitive advantage. It is assumable that partners eliminate competition with each other and jointly strengthen their powers in relation to other market participants. As an example of this kind of cooperation may be the establishment of strategic retail chains composed of individual companies in the retail sector, and whose main purpose is joint procurement of goods and services. There is another theory that competition within the horizontally affiliated companies is not eliminated but in some degree modified, in a way that realization of benefits for one partner indicates loss to another. The mentioned example is usually a result of unclear and non-transparent relations between the partners which can ultimately result in extremely unfavorable outcome for one of the partners, which can lead to acquisition by the other partner (Tipurić and Markulin, 2002).
	Diagonal integration of companies involves cooperation between companies from different sectors, with the aim of achieving common strategic objectives such as entrance of one of the partners in other types of activities, acquisition of new competencies or creating entirely new markets. The mentioned type of networking offers expansion of assortment of products and services, coming up with new technologies or using brands to achieve the set goals.

	Considering the intensity of connectivity, networking activities in companies range from informal and short-term to formal and long-term, so there are:
· Business association without contract (informal),
· Partially contracted business cooperation (without connecting capital),
· Franchise,
· Network with joint company, 
· Holding (joint company with connected capital),
· Fusion (Frey, 2002).

	By expanding the network of business associates, company comes to possibility to create financial stability and balance disposition of resources that will enable improvement of products and services and build trust among business associates. Joint advertising of business associates can contribute to reducing costs, and easier and faster access to financial funds.

	In contrast to the above, relationship between business partners in a network may require additional efforts that can deplete resources of companies which can ultimately produce negative consequences. Networking without a clear set of goals and inadequate assessment of the strategic relations between the companies may negatively affect all participants in the network.

Research

Research methodology

	According to the Croatian Chamber of Economy[footnoteRef:5] in the area of Dubrovnik-Neretva County in wholesale and retail trade there are 566 active companies that have regularly submitted financial statements for 2012. Of this number, 88.4% of companies have less than 10 employees, and as such represent micro companies which are not relevant for this research because of the small number of employees and a small number of activities that their business includes. For medium-sized companies goes 0.4% of the companies, while the percentage of large companies amounts to only 0.2%[footnoteRef:6]. From this base in a basic set of studies are included 63 (11%) small companies that have between 10 and 50 employees. In order to investigate the role of outsourcing in restructuring of small companies in crisis conditions, a questionnaire has been used that was sent to e-mail addresses of 63 small companies in the Dubrovnik-Neretva County whose primary activity is wholesale and retail. The questionnaire was filled out by 19 ​​small companies, which represents 33.2% of the companies from the basic set. [5:  Croatian Chamber of Economy –Dubrovnik County Chamber: http://www.hgk.hr/category/zk/dubrovnik, (27th February 2014)]  [6:  Classifiaction of the companies is done on the basis of main activity code G and national activity classification G and it is compliant with FINA data, www.fina.hr/lgs.axd?t=16&id=11528, (4th March 2014)
] 


Research results

	Research results showed that from the total number of companies that have filled out the questionnaire 42.1% of companies use outsourcing, while 57.9% of companies do not use it. Of the total number of companies that do not use outsourcing 36.4% of companies intend to start using it, while 63.6% of companies do not intend to use it in their business at all. Also, it should be emphasized that there is not one company that, according to this study, stopped using outsourcing.

	Table 1: Main reasons for not using outsourcing in small companies
	Reasons for not using outsourcing 
	Number of companies

	We feel it's best to perform all activities within our own company
	5

	Fear of losing control over the allocated activates
	0

	Concern for jobs of own staff
	1

	We feel there are no sufficiently qualified outsourcing partners in the market
	1

	We have managed to satisfy our own needs so far
	1

	We have never considered the possibility of applying outsourcing
	3

	Total
	11


	 Source: Own making

	According to the table above 46% of companies that do not use outsourcing, as the main reason, quote the position that it is best for all activities to be conducted within their own companies, 27% of companies had not considered the possibility of application of outsourcing in their business, while the remaining 9% of companies believe that there are not enough quality outsourcing partners, while the same percentage said the company does not use outsourcing for the sake of concern for jobs of their own staff, or that they are currently able to cover their own business needs. It is interesting to point out that no company has indicated fear of losing control over the allocated activities as the main reason for not using outsourcing.

	If we take as a criterion the number of allocated activities, research results in the observed sample show that 62.5% of companies that use outsourcing, allocate three or more business activities, 25% of the companies allocate two business activities, while only 12.5% of the companies allocates only one activity.

	Table 2: Activities which are subject of outsourcing in small companies
	Activities
	Number of companies

	Procurement	
	0

	Sale
	0

	Delivery of goods
	2

	Shipping of goods
	1

	Warehousing of goods
	1

	Cleaning
	1

	Accounting jobs
	4

	Management
	0

	Education
	1

	Financing
	1

	Labor
	3

	Legal affairs
	5

	Marketing
	2

	Information and computer systems
	4

	Security and surveillance
	1

	Total
	26


 	Source: Own making

	The survey shows that 62.5% of the companies allocate activities related to legal affairs, 50% of the companies allocate accounting jobs and information and computer systems, 38% of companies use labor services outside the company, 25% of companies use external executor to carry out transportation of goods, while 12.5% of the companies allocate shipment of goods, warehousing, cleaning, education, financing, security and surveillance. None of the respondents allocate activities related to management, procurement and sales.

	Table 3: Distribution of change in cost structure of small companies by allocated activities 
	Activities 
	Number of companies

	
	Significant reduction
	Partial reduction
	Costs are the same
	Partial increase
	Significant increase
	Number of companies

	Procurement	
	0
	0
	0
	0
	0
	0

	Sale
	0
	0
	0
	0
	0
	0

	Delivery of goods
	0
	1
	1
	0
	0
	2

	Shipping of goods
	0
	0
	1
	0
	0
	1

	Warehousing of goods
	0
	1
	0
	0
	0
	1

	Cleaning
	0
	1
	0
	0
	0
	1

	Accounting jobs
	0
	2
	2
	0
	0
	4

	Management
	0
	0
	0
	0
	0
	0

	Education
	0
	1
	0
	0
	0
	1

	Financing
	0
	0
	1
	0
	0
	1

	Labor
	0
	2
	0
	1
	0
	3

	Legal affairs
	0
	2
	3
	0
	0
	5

	Marketing
	0
	1
	0
	1
	0
	2

	Information and computer systems
	1
	1
	2
	0
	0
	4

	Security and surveillance
	0
	1
	0
	0
	0
	1

	Total
	1
	13
	10
	2
	0
	26


	Source: Own making

	According to data presented in Table 3, it is evident that in 4% of allocated activities it was recorded significant reduction in costs, in 50% of allocated activities partial reduction of costs, in 38% of allocated activities costs have remained at the same level, while in 8% of activities it was recorded partial increase of operating costs. For not even one allocated activity was recorded significant increase in operating costs.

	Table 4: Measuring the affect of outsourcing application in small companies to converting fixed costs 	into variable 
	Activities
	Completely negative
	Partially negative
	Costs are the same
	Partially positive
	Completely positive
	Number of companies

	Procurement
	0
	0
	0
	0
	0
	0

	Sale
	0
	0
	0
	0
	0
	0

	Delivery of goods
	0
	0
	1
	1
	0
	2

	Shipping of goods
	0
	0
	1
	0
	0
	1

	Warehousing of goods
	0
	0
	0
	0
	1
	1

	Cleaning
	0
	0
	0
	1
	0
	1

	Accounting jobs
	0
	0
	2
	2
	0
	4

	Management
	0
	0
	0
	0
	0
	0

	Education
	0
	0
	1
	0
	0
	1

	Financing
	0
	0
	1
	0
	0
	1

	Labor
	0
	0
	0
	3
	0
	3

	Legal affairs
	0
	0
	3
	1
	1
	5

	Marketing
	0
	0
	1
	1
	0
	2

	Information and computer systems
	0
	0
	2
	2
	0
	4

	Security and surveillance
	0
	0
	1
	0
	0
	1

	Total
	0
	0
	13
	11
	2
	26


	Source: Own making

	Results shown in the table above are illustrative of the impact of application of outsourcing in small companies to converting fixed costs into variable, and thus by allocating 50% of activities ratio between fixed and variable costs remained unchanged, allocating 42.3% of activities partly influenced the conversion of fixed costs into variable, while allocation of 7.7% of activities significantly affected the conversion of fixed costs into variable.

	Table 5: Measuring the affect of outsourcing application in small companies
	Indicators
	Completely negative
	Partially negative
	The same
	Partially positive
	Completely positive
	Number of companies

	Total costs
	0
	0
	3
	4
	1
	8

	Fixed costs
	0
	0
	3
	4
	1
	8

	Variable costs
	0
	1
	5
	2
	0
	8

	Availability of funding
	0
	1
	6
	1
	0
	8

	Competitiveness in the market
	0
	0
	6
	2
	0
	8

	Flexibility of business
	0
	0
	3
	4
	1
	8

	Risk of business
	0
	1
	5
	2
	0
	8

	Expansion of business associates network
	0
	0
	3
	5
	0
	8

	Improvement of market position
	0
	0
	6
	2
	0
	8

	Total
	0
	3
	40
	26
	3
	72


	Source: Own making

	If we consider the impact of outsourcing on overall operating costs, 37.5% of the companies claimed that the total costs remained the same and that outsourcing did not affect the level of total costs, in 50% of the companies application of outsourcing had partially positive impact on total costs, while 12.5% of the companies recorded significant positive effects of outsourcing application on overall operating costs. The same indicators also apply to fixed costs, while for variable costs 12.5% of the companies stated that the use of outsourcing had partially negative impact, which means that there has been some increase in variable costs, in 62.5% of the companies outsourcing application had no effect on variable costs, while in 25% of cases application of outsourcing partially contributed to a decrease in variable costs. Application of outsourcing had no significant impact on the availability of funding. In 25% of the companies outsourcing application partly influenced increasing competitiveness. Significant impact of outsourcing application on the flexibility of business was recorded in 12.5% of the companies; partly positive impact in 50% of the companies, while in 37.5% of the companies influence was not recorded. Application of outsourcing in 12.5% of cases partly contributed to increase in the riskiness of business, while a partial reduction in the risk of business was recorded in 25% of the cases. Partly positive impact of outsourcing on the expansion of business associates network was recorded in 62.5% of the companies, while in the rest of the companies influence remained unchanged. Partial improvement of market position of the company was recorded in 25% of the companies, while in the rest of the companies market position remained unchanged.

	Research results have shown that most of the companies which allocate their activities confirmed that the application of outsourcing has partially contributed to expansion of business associates network. In 40% of mentioned companies contribution is visible through vertical integration, meaning cooperation on relation supplier – customer, while in the rest of the companies there was diagonal cooperation with business associates from other sectors. Realized business cooperation in 60% of cases resulted in non-contracted business cooperation based on the exchange of knowledge and experience in business, and the rest of the companies based their business cooperation on the basis of purchase agreements.

	Table 6: Expansion of business associates network in small companies considering expansion affects by 	specific indicators
	Indicators
	Completely negative
	Partially negative
	The same
	Partially positive
	Completely positive
	Number of companies

	Usage of resources
	0
	1
	3
	1
	0
	5

	Access to new markets
	0
	0
	3
	1
	1
	5

	Market share 
	0
	0
	3
	1
	1
	5

	Usage of new knowledge and skills
	0
	0
	1
	3
	1
	5

	Flexibility of business
	0
	0
	0
	3
	2
	5

	Riskiness of business
	0
	1
	2
	1
	1
	5

	Time saving
	0
	0
	2
	2
	1
	5

	Operating costs
	0
	1
	1
	2
	1
	5

	Total
	0
	3
	15
	14
	8
	40


	Source: Own making

	In 20% of the companies expansion of business cooperation partially enabled access to new markets, while the same percentage of companies stated that this influence was entirely positive, while in other cases remained at the same level. The same ratios apply to market share as well. The positive impact was noted in the use of new knowledge and skills in 80% of cases, while in the rest of the companies influence was not recorded. Partially positive or completely positive impact has reflected on the flexibility of operating in all companies, while in 60% ​​of the companies expansion of business associates network partially or completely affected time savings.

Conclusion

	Due to the expressed changes occurring in the market, small companies are forced to look for new business solutions to achieve and maintain competitiveness. Wholesale and retail trade is a particular crisis affected activity in which application of outsourcing is offered as the possibility of restructuring for small companies. 
Research has shown that less than half of small companies in wholesale and retail applies outsourcing, with an average of three allocated business activities. Activities that were subjects to outsourcing the most are related to accounting and legal affairs, and information and computer systems. The largest number of companies that do not apply outsourcing as the main reason stated the position that all activities are best performed within their own companies, while a significant part of the companies has not even considered the possibility of application of outsourcing.

	In most of the observed cases, the application of outsourcing resulted in the reduction of costs of allocated activities. Observation of the cost structure on the level of activities has shown that the application of outsourcing in half of the companies resulted in the conversion of fixed costs into variable. If you take into consideration the costs at the company level, it can be concluded that in most companies there was a reduction of total, but also fixed operating costs, while in most cases variable costs remained unchanged. According to the previously mentioned, the first research hypothesis is confirmed, in which it was proven that the application of outsourcing to small companies has a positive effect on the cost structure of a company.

	Besides the above mentioned, application of outsourcing also recorded a significant positive impact on the expansion of business associates network and business flexibility, while in a lesser degree had a positive impact on the competitiveness in the market and improvement of market position. When it comes to the expansion of business associates network, most companies confirmed that the use of outsourcing influenced the expansion of business associates network in a way that they established cooperation with partners from other activities, while a smaller part of the companies established a vertical cooperation based on relation supplier-buyer. Considering the intensity of cooperation most of the companies focused on informal cooperation based on the exchange of knowledge and experience that enables improvement of business. A smaller part of the companies devised a contractual relationship with other business partners. Expanding business associates network largely positively affected the flexibility of operations, use of new knowledge and skills, and time savings. A somewhat less positive impact was reflected in the increase of market share and access to new markets. Negative impact in individual cases was recorded only in increase of costs and risk of business. In accordance with the above mentioned facts, it can be concluded that the application of outsourcing contributes to the establishment and expansion of business associates network, thereby accepting the second hypothesis.

	The study was conducted on companies whose main activity is wholesale and retail trade in the area of ​​Dubrovnik-Neretva County, which could be a constraint. It is recommended that future studies consider the small companies that are engaged in other activities, to carry out a comparison of the results between activities. Future research should focus on the study of various internal and external influences on the application of outsourcing and take into consideration internal and external environment of small companies.
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