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INCEPTION 

Why is it that suddenly, all of the global growth prospects seem to be worsening, when everything 
looked so much different merely a year ago? The IMF said that “there is a slowdown in growth 
for 70% of the global economy nowadays”. This, however, does not mean that 70% of the world’s 
countries register a growth slowdown (World Economic Outlook, April 2019, Growth Slowdown, 
Precarious Recovery) The basic category by which experts describe today’s global economic scene 
is „delicacy“ of “daintiness”, whatever that may imply. However, it is very likely that the “delicacy” is 
the expression of unexpected changes and growing contradictions in the confusing world of today.
The previous world of global cooperation and liberalism began to  stray mainly in its own socio-
economic controversies, although the changes are most often explained by the so-called  non-
economic challenges, such as Brexit, the Venezuelan crisis, or the “economic stress” that hit 
Argentina and Turkey. However, India’s growth trend is encouraging (7.5%) while China still 
remains in the high growth zone. Therefore, it can freely be said that Asia is the only hope of the 
world economy. However, this does not mean that “delicacy” does not latently apply to the whole 
world, and even to Asia.
It should not be necessary to remind that the steadily growing last year’s growth forecast was up to 
3.7%, whereas it turned out that the remainder amounted 3.5%, and that the forecast for 2019 went 
up to 3.9%, only for the forecast to be brought down by the latest data to 3.3%. What happened in 
only six months and why the events are not occurring according to the expected positive scenario?

POSSIBILITY FOR EXPLOSION OF DEBTS

“A debt is a wicked friend” - says the old local folk proverb. Many, particularly the elderly people 
of the Balkans, and especially those with somewhat conservative economic views are well aware of 
this. There is a reason why, a man has always feared if he would be able to achieve that, which is 
by definition an unpredictable income, in order to finance the previously uncovered expenditures, 
even if it may be directed to the most obvious investments. An abundance of major economies 
in the world are in a state of oversized public debt, which exceeds the amount of their GDP by as 
much as 200% (Japan, USA, many European countries, Russia). For the sake of sustainable debt 
management, an entire plethora of measures is being implemented, yet global debt maintains its 
growth at a faster pace. Although it is not certain that all those debt control measures are applicable 
to each country individually, it is only logical that a county can be indebted up to one half of its 
annual output. Small quakes in the financial or foreign exchange market rapidly increase the debt-
to-income ratio, as well as the liabilities that a country has to other countries on the basis of trade 
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deficit and other payment liabilities. 
Although Schumpeter also believed that no development was possible without indebtedness, he 
wondered what the scope of absorption of income from the future should be, and how big the 
future revenues should be for the debt system to function. If too much is taken from the “future 
revenues” are involved, it definitely leads into problems that will leave no one aside. The amount 
of public debt in most European countries and Japan ranges from 150% to 200% of their GDP – 
whereas the global debt exceeds global GDP by three and a half times. As if a threshold Maastricht 
figure of 65% has been long forgotten and suppressed. Once the private debt is added to the public 
debt, the total debt in relation to GDP would amount to 512% in Japan, 507% in Britain, 346% in 
France, 314% in Italy, 279% in USA, 278% in Germany.
Perhaps the key to the debt issue is the intergenerational: Provided that the increase in public debt 
allows the present generations of voters to live at the expense of those too young to vote or those who 
may not have even been born yet. Intergenerational justice, as emphasized by the first ideologists 
of sustainable development in the Report of the Brundtland Commission, “Our Common Future” 
(1987), took into account the relationship between the current and future generations primarily 
towards their natural heritage, the Planet, resources and the environment. Is Ferguson right, and 
Edmund Berk before him, who first pointed out that today’s key social contract is not the one 
between the sovereign and the people as quoted by Jean Jacques Rousseau but the intergenerational 
“partnership”? Is there a belief among the young people that the class of politicians (and of course, 
their voters) “takes their future away”?

PUBLIC DEBT AND RECESSION BASED DEVELOPMENT

Every business entity or a family and even individual citizens, fear the misalignment of future 
revenues and expenditures. At the end of 2018, at a time when global growth was only slightly 
revised downwards, there was speculation about the possibility of a new recession in 2020. Are 
these concerns only the product of fears and warnings related to the symptoms of yet fresh wounds 
and the mechanisms of the first major economic crisis in the 21st century? It began as a global 
phenomenon exactly one decade ago. Will the global crisis start repeating again every decade, 
legally as “crises of hyper production” (Marx) or the crises of hypertrophy of dangerous inequalities 
growing worldwide? 
Slowdown trends began primarily owing to the fact that trade wars between the US and China, as 
well as between China and the EU, accompanied by a long-standing history of US and EU sanctions 
against Russia contributed to international trade being more expensive and led to an increase in the 
risk of free placement of goods and investments across the world. Tariffs, new trade procedures, 
bilateral agreements and quotas, along with the economic effects of Brexit and the general cold-war 
policies, have long been characterized as high-risk factors for the world economy. However, it was 
thought that everything could somehow be controlled and that the global awareness of the impact 
of economic freedom was stronger than political will. The global economy is a rather unpredictable 
system primarily due to the fact that there is no will to do anything reliable, that would be of service 
to the whole world. Interests in such world are very different, particularly the short- and long-term 
ones.  
The US and China signed a bilateral trade agreement at the beginning of 2019, whereas numerous 
other major economies in the world would join them by their own agreements. Multilateralism, as 
a principle, is completely neglected, together with the game rules and predictability of economic 
exchange and international trade, technological and environmental cooperation. There are enormous 
threats to global growth, which are increasingly emerging from the political sphere. Economic 
and technological cooperation have gone towards liberalization, technological cooperation and 
global division of labour over the past a hundred and fifty years. Today’s economic-trade wars that 
harm everyone are not merely the result of mutual prestige. In the short term, as written by Ernest 
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Hemingway, wars, as well as inflation may bring temporary benefits and higher rates of growth, 
employment and standards to a disoriented nation, but in the long run they are a paramount 
disaster. 
Is it just a matter of (political) fear of losing relative advantages, from being bested, and of change 
of relative positions, the struggle for a renewed global redistribution of resources or the matter 
of poor strategic and geopolitical assessments? It is likely that the contemporary world is quite 
different than the one imagined at the end of XX century, and even from the one imagined at the 
beginning of the XXI century. Perhaps the circumstances have changed due to new threats and 
challenges, such as terrorism, the escalation of the migrant crisis, different effects of climate change 
and the trends in global markets of commodities, food, energy, industrial products...

WHAT SHOULD BE DONE BY THOSE WHO THINK ABOUT THE 
FUTURE OF THEIR NATION?

Global growth forecasts naturally encourage poor expectations and affect further slowdown or 
stagnation, as a minimum. The economy of resource creation requires a cooperative, free and 
unhindered relationship between the regions and countries, particularly of the most powerful 
global economies. If Turkey and Argentina are exposed to an extraordinary economic shock, if the 
situation in Latin America keeps worsening on a daily basis due to the humanitarian, financial and 
energy crisis in Venezuela, a hope remains, not only in Asian but also in some other, new “tigers”. It 
turned out that future expectations are largely an extrapolation of the past. Poor current trends lead 
to pessimistic economic decisions, among which the particularly important ones are the decisions 
regarding spending, investment and development projects. Countries make calculations according 
to the state and forecasts, estimates and evaluations of businessmen and citizens. The indebted ones 
are afraid much more than others, apart perhaps from those who are the largest creditors, with 
ever-weaker prospects of collecting receivables. The same principle applies for everyone. Nearly 
empty faucets with ever decreasing flow cannot quench the thirst of parched business entities, 
which is why the crisis is quickly transferred to other regions, large and small countries, and onto 
the world as a whole. Even if there is a new recession, a certain amount of time will be necessary for 
the world to focus on creative innovations in order for their chain to create more new investment 
cycles.  
Is it possible for a small economy to resist poor forecasts and influences from around the world? 
Although their impact on global movements is minor, there are opportunities and possibilities to 
introduce necessary dynamics and achieve internal growth potentials in the conditions of rising 
global risks, by means of smart business organization, innovative economy and digital concept.  

COOPERATION DESPITE PROTECTIONISM 

Despite the general tendency of isolationism and economic wars, the global economic picture 
should not only depend on economic policies and leadership visions of prestige and blackmail. 
It is also formed by the free will of companies, families and individuals. None of them are keen 
on supporting the intentions of political leaders by means of practical actions. Business and 
Entrepreneurship are by definition a “creative destruction” (Schumpeter) that does not accept 
things as they are, but it “changes, overturns and disorganizes them” in its search for new sources 
of growth and development. 
And yet, they are virtually everywhere. However, they should be recognized and exploited. As 
nature and society tend to change, so do the business opportunities. Sources of growth are no 
longer financial, technical and natural resources, but primarily - ideas. “Creation” is a word that 
was used so that this Journal, together with the other co-organizers within the “New Economy” 
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Symposium, would initiate a respectable and exemplary event of international exchange of ideas in 
respect of the role of digital and creative economy to instigate growth and development. It was an 
international conference – held in Sutomore, Montenegro, on 16 May 2019, on the topic “Digital 
Concept in the Role of Creative Economy: The Effects of Digital and Creative Tourism Economy.” 
The meeting demonstrated that the conflicting ideas from across the world (eight countries of the 
world) leads to even higher potentials of creative economy, especially in the light of digitization, 
and the intensification of tourism and culture exchange.
Protectionism is neither a natural nor eternal state. Therefore, we should already start preparing 
ourselves for post-protectionism economy even today.

Jun 2019.
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ABSTRACT

Along with joining the EU and with the desire to be compatible with the European labor market, 
flexicurity begins to penetrate gradually the Romanian labor market, becoming a topical concept, 
an economic and social recovery tool. In the simplest possible way, flexicurity can be defined as the 
compromise between flexibility and work safety. The flexicurity principle was born as a solution 
to the European dilemma: how to increase the competitiveness of European enterprises in global 
competition without sacrificing the European social model.
Although a gradual passage is attempted, the tradition of a profession inherited from one generation 
to another or a stable job still exists in the human resource mentality, but it no longer exists in the 
present society. The concept of flexicurity is relatively new, introduced in Europe in 2006, when the 
principles of flexicurity were developed, but they were implemented according to the economic 
specificity of each EU member state.
The purpose of this paper is to analyze the effects that EU accession has had on the Romanian labor 
market and the subsequent steps to harmonize Romania with the European Union requirements 
from the point of view of human resources management, flexicurity at the labor market. 
In Romania, the flexicurity balance is balanced, in the sense that the trade unions support a broader 
level of security, and the employers tend to a greater degree of flexibility.
In conclusion, the Romanian labor market to develop a high degree of flexicurity must aim at 
increasing employment and reducing long-term unemployment, promoting workplace security 
and reducing the rigidity of labor law, especially in case of voluntary dissolution of firms, or of 
collective redundancies. In addition, the flexibility of collective and individual work contracts is 
also sought.
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INTRODUCTION

Flexibility, although is a process with a major impact on the labor market, refers to the transitions 
that take place throughout the life of the human resource: from school to work, from one job 
to another, from unemployment / inactivity to a new job, and last but not least from work to 
retirement. Particular attention should be paid to the fact that the success of this transition process 
is not confined to the employer alone (through greater freedom for companies to hire or dismiss the 
workforce) and does not necessarily involve indefinite work contracts. Flexibility impacts on the 
progress of the workforce towards better jobs, “upward mobility”, optimal employee development, 
flexible work organization (both for the employee and for the employer), capable of responding 
efficiently and quickly to new requirements and competencies productivity and facilitating the 
reconciliation of professional life with the responsibilities of personal life. [20].
At the level of the labor market, labor safety aims, in addition to preserving the workplace, the 
development of skills or the access to professional training in professional life, which would help to 
find a new job easier. [6]. It also intends to provide material support during the period of job loss 
through unemployment benefits, in order to move towards socio-professional integration.
At the labor market level in Romania it is necessary to prevent an increase in unstable jobs, 
characterized by excessive mobility and low security. Otherwise, the number of unemployed on 
the labor market would evolve. Currently, the Romanian flexicurity model can work and deliver 
the expected results only to the extent that employees have an efficient social conversion and 
continuous training system.
Essentially, workforce security offers chances for professional development for all workforce, but 
it mainly targets low-skilled workers, and workforce close to retirement age (very low professional 
reconquest).
The permanent development of the labor market and globalization are beneficial in terms of labor 
market development through job growth and the evolution of the workforce (better prepared 
workforce, receptive to professional change or geographic mobility), but instead calls for openness 
on the part of businesses and workers. [23].
The main reasons for generating change in the labor market are:
integration of the labor force into the European labor market;
developing new processes and technologies, especially in the field of information and communication;
the development of “segmented” labor markets in many EU member states, where workers protected 
or relatively protected and deprived of coexist;
demographic aging of the population, with a direct impact on the labor market, with relatively low 
levels of employment and a high level of long-term unemployment, all of which present a risk to 
the sustainability of social protection systems.

1. REVIEW OF LITERATURE

Review of literature Romania’s integration into the European Union, both in the pre-accession 
and post-accession period, is a process that has generated profound changes in the workforce and 
implicitly in the management of the labor force in the context of European flexicurity. For Romania, 
joining the EU has involved a transition, transfer, being a process that still produces its economic 
effects. For this reason, I consider the impact of flexicurity on the labor market a topical topic, 
analyzed in many specialized studies.
One of the key components that Romania has pursued in the process of integration into the 
European structures was the labor resource, an essential component on the labor market. In my 
opinion, among all the economic resources, the labor resources are the most important, being 
very difficult, if not impossible to fill from the outside, because they are the only resources within 
an organization that have the capacity to increase their value with the passage of time, compared 
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to all other types of resources that can be used both physically and morally. Here I am referring 
especially to the intellectual work resources, which with the passage of time begin to specialize 
in the activities that it carries out. I can not say the same about physical work, because the aging 
workforce has less marginal productivity than the young labor resources.
According to specialty studies, human resources, especially labor resources, are a key resource for 
organizations that ensure survival, increasing competitiveness on the competitive labor market, 
and investments in this resource are becoming more and more evident with the passage of time. 
Economic reform also has fundamental prerequisites for achieving the objectives of the efficient 
use of human resources.
Labor force management is an indicator of great importance and complexity in the economy 
of a country, which is why in this paper I will pay more attention to the labor market trends in 
Romania and in the European Union, especially in terms of European flexicurity, both before 
and after accession. Taking into account that the labor productivity indicators appreciated by the 
productivity level are of great importance in wage negotiations and impact on labor mobility, I 
have proposed that one of the objectives of this paper is to analyze labor market trends in Romania 
and in the European Union. A key point of this paper is European flexicurity, its impact on the 
Romanian labor force, as well as the involvement of civil society and social partners in finding the 
best solutions for ensuring access for all disadvantaged groups to the labor market.
A final part of the paper will address the effects of adhesion on the Romanian labor market and the 
subsequent steps to harmonize Romania with the European Union requirements from the point of 
view of human resources management, applied through flexicurity policies at the level of the labor 
market.
The proposed statistical study is successfully integrated into the new national and international 
research directions in the field of human resource management and flexicurity in the labor market.
The new labor market trends, wage levels in the European labor market integrate perfectly in the 
new directions of human resources research and labor flexibility, both at national and international 
level. Employee culture and level of specialization are directly proportional to the salary level within 
the organization.
A key point of the flexicurity model adopted in Romania was the prevention of excessively flexible, 
unstable jobs, to the detriment of human capital security at work. It was later concluded that the 
flexicurity model can only function to the extent that the committed human capital will benefit 
from an effective system of vocational training and social reconversion. Romania, for the most 
effective integration into the European labor market, has pursued the continuous development of 
human capital through educational and formal training projects that correspond to the abilities 
and knowledge of a person, to facilitate its change in action and economic growth.
Equally important is the employer’s flexibility relative to the employee, as a rigid driving system will 
not be feasible in the long run. This problem can be found both in the Romanian labor market and 
at the level of the Member States of the European Union.

2. RESEARCH METHODOLOGY ON THE LABOR MARKET

The proposed statistical survey is successfully integrated into the new national and international 
research directions in the field of human resource management and flexicurity on the labor market.
Using a wide range of methods, starting with statistical and demographic models (indicators that 
help to determine and justify the evolution of labor resources) and going up to the level of economic 
theory (indicators which, through the economic calculation and analysis methodology, fall in the 
determination of labor resources), the paper addresses only a small part of the whole range of issues 
raised by labor analysis and the impact that flexicurity has on the labor market.
The information presented in the case studies is the main source of statistical data from the National 
Institute of Statistics and Eurostat, as well as the Direction Programs and Workforce Stategies. In 
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addition, web related materials accessible via the Internet were used for further investigation and 
analysis. These documents include recent policy initiatives, scientific and technological institutions 
and several innovative approaches to the impact of flexicurity on the Romanian labor market.
The level of culture of any European country is directly related to the level of development of the 
labor market. National culture and schooling influence the salary level within the organization, the 
way of internal and external behavior, the type of relationships promoted and the work environment. 
Organizations, the key pioneers in the labor market, can support workforce with a number of staff 
policies, rules and regulations that focus on employee development and flexibility. [15].
A key point of the flexicurity model adopted in Romania was to prevent the growth of too flexible, 
unstable jobs to the detriment of human capital security at work. Later, it was concluded that the 
flexicurity model can only function to the extent that the hired human capital will benefit from 
an efficient system of professional training and social reconversion. [19]. Romania, for a more 
efficient integration on the European labor market, has pursued the continuous development of 
human capital through educational and formal training projects that correspond to the abilities 
and knowledge of a person, to facilitate the change in action and the economic growth.
Equally important is the employer’s flexibility with respect to the employee because a rigid driving 
system will not be feasible in the long run. This problem is found both on the labor market in 
Romania and at the level of the member states of the European Union.
Because labor market outcomes are not always what labor force expectations are, the Organizational 
Psychology Magazine talks about three reform projects that aim at making workforce more flexible 
and streamlined: the targeted service-oriented model towards the client, the model based on 
organizational development or on consulting and modeling of the strategic management of human 
resources. [22].
If the first model focuses on how the human resources department performs its tasks, setting the 
company’s employees and management as its clients, the consulting-based model focuses on what 
the staff department does, as well as the internal consultant of the organization. The third model 
of management, the strategic human resource management model, analyzes the position of the 
human resources department in the organization, its power and role in organizational policies. 
Members of the personnel department must be the link between the organization’s policies and the 
human resource.
The statistical analysis developed on the labor market uses statistical data provided by Eurostat and 
the National Institute of Statistics. The socio-demographic variables used are of the nominal type: 
age groups, level of study, level of training.

3. RESULTS. FLEXICURITY IMPACT ON THE WORKFORCE - ROMANIA 
VS. EU

In the European Union, on the labour market, employment is on an upward slope and unemployment 
is steadily decreasing. Transformations in the positive direction are a starting point, even though 
there are currently many unemployed people and European economies still need restructuring. 
[29].
From the perspective of legislative changes that have taken place over the past two decades, they 
have hampered collective and individual negotiation capacity, favored part-time and temporary 
work, and in particular have had repercussions on youth employability. [17]. Analyzes by Maganaris 
and Grigorescu [16, 17] on UK, Greek and Romanian legislation have shown a deterioration in 
workers’ protection and a violation of their rights in favor of employers, which could be called a 
fall in safety, and increasing availability for mobility, at least against culture to the stability of the 
Eastern European peoples.
The workforce benefits from increasing the social security guarantees by promoting the social 
component of the employment contract (health insurance, social benefits, implementation of an 
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effective lifelong learning system) by complying with EU requirements. Aid for companies can 
be implemented by state institutions by analyzing the costs and benefits of legislative changes, 
reducing illegal work and setting up an effective tax system.
At the level of the labor market, flexicurity is a strategy of simultaneously strengthening the security 
and flexibility of the human resource at work. In addition, it emphasizes the European Strategy 
aimed at increasing employment, implicitly reducing the unemployment rate by creating more and 
more jobs, and with a higher level of security for the employee.
All these developments in the labor market require a more flexible labor market with high security 
levels that respond to the new needs of employers and employees at the same time. At European 
level, implicitly at the level of Romania, sustainable development of the labor market is required 
by creating more and better jobs so that it can manage change and new social risks. In addition, 
it is necessary to reduce the segmentation of labor markets and the development of precarious 
workforce and also to promote sustainable integration and the accumulation of competences 
through the specialization of labor force.
The main categories of people experiencing greater insecurity at work are women, young people 
and migrants. [25]. Also here can be the old work force, which has difficulty in maintaining or 
finding a new job. [26].
The workforce has a level of acceptance of the need for adaptation and change in the workplace 
quite differently in Romania, compared to the EU-28 level.

Figure 1. The acceptance level of the need to adapt and change the workforce – Romania versus 
UE-28 (March 2018)

Source: Authors conception based on data from http://statistici.insse.ro/shop/ and MMFES, 
Direction Programs and Workforce Strategies

From the point of view of labor mobility, the human resource in Romania, 84% consider that a job 
must be throughout its life (at EU-28 it is 76%). In the same sense, only half (58%) of Romanians 
consider that changing jobs is a plus to find a job today (76% of the EU-28). Although in Romania 
we are far off in this chapter, increased mobility of workers between companies would increase 
the benefits of citizens and society. Thus, the employed workforce would be more motivated in 
assuming the risks of transferring from one job to another if the benefits would be sufficient during 
the transition periods, and the prospects for finding better jobs would be real. [28].
The Romanian labor market faces a low level of labor mobility, meaning that a job-free employee 
does not agree to go to another city where his / her qualification is required. At the opposite end, 
labor mobility is external, because the chances for the family to find a job as a result of relocating a 
family member are much higher.
If at the EU level a large part of the workforce is aware of the fact that job mobility is an asset 
for new jobs in Romania, probably due to the level of development, the situation is not similar. 



ECONOMICS

12

At present, Romanians prefer safe, stable jobs throughout their professional life, which do not 
necessarily involve continuous professional training.
A threat to the labor market also affects workers with a contract of indefinite duration (due to the 
low mobility and flexibility of the workforce at the workplace), who at the time of dismissal face 
difficulties in finding new quality jobs.
At EU level, the main objective of flexicurity in the labor market is to ensure European citizens and 
their occupations by providing the opportunity to be informed about the existence of new jobs and 
to get a job without difficulty at any stage of life active. The evolution of the workforce is also being 
pursued through the career development prospects in an ever-changing economic environment.
Flexibility and security at work have a mutually stabilizing role in the labor market, the main 
objective being to support employers and employees alike to take full advantage of the opportunities 
of globalization. [10].
Romania alongside the EU member states should act in such a way that the labor market is mainly 
oriented towards employment, economic growth being an opportunity for the EU Member States. 
[23]. Currently, labor market policies create a contradictory environment, aiming either to increase 
flexibility for businesses or to increase security for workers.

4. ELEMENTS AND PRINCIPLES SPECIFIC TO FLEXICURITY ON THE 
LABOR MARKET

Flexicurity has the role of narrowing the gap between the workforce and the workforce in the 
excluded categories (human resources without employment, women, young people, and migrants). 
If forced labor needs protection and training during the transition from one job to another, the 
excluded workforce needs to facilitate access routes to workplaces, with definite employment 
contracts involving rights and obligations of the parties.
Following the research reports and the experience gained during the development of the labor 
market, the European Commission together with the EU Member States concluded that flexicurity 
policy is based on four main application axes: flexible and safe work contracts, development 
strategies continuous professional, active and efficient labor market policies and modern social 
security systems at work. [21]
At the labor market level, flexible and secure contract provisions are made through collective labor 
agreements, an efficient organization, which means a modern labor law.
If lifelong learning strategies guarantee the adaptability and employment of employed workers and 
vendors, active and efficient labor policies help human resources to move more easily through 
transition periods by reducing periods of time unemployment. [2].
Last but not least, the fourth component of flexicurity policy, the implementation of modern social 
security systems encourages employment, guaranteeing financial support and mobility on the labor 
market.
Although at the level of Romania, compared to the EU Member States, the level of human resources 
is not similar, the policies and measures applied on the labor market in terms of flexicurity are 
based on attempts to modernize and adapt to global change. Thus, in order to meet the objectives of 
growth and employment in the labor market, it is necessary to reach a consensus at European level 
on the principles of flexicurity. [31]. These common principles represent key points for sustainable 
development, reaching the goal of creating open and selective markets, and last but not least, to 
increase jobs.
The most relevant principles of flexicurity are:
Flexicurity should be seen as a contractual policy, involving a balance between rights and obligations, 
for employers or public authorities on the one hand and for employees or the workforce in search 
for a job, on the other.
Flexicurity is based on a strategy of diminishing the difference between the human resource with 
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the job and the human resource framed in the excluded categories. If employees need pre-transition 
training and protection from one job to another, excluded categories need easy access to finding a 
job.
Employees, employers, and excluded categories want flexicurity to develop flexible and secure 
contractual arrangements. These include active policies of continuous development, lifelong learning, 
and efficient workforce and social security systems. Their aim is to reinforce the implementation 
of the strategy for job growth and proximity to the European social model, providing new forms of 
flexibility and security to increase adaptability, employment and social cohesion.
Flexicurity supports gender equality, promoting equal access to quality jobs for both men and 
women.
Flexicurity policy offers the possibility of reconciliation and professional reconversion and ensures 
equal chances for the excluded categories (the young labor force, migrants, the disabled and the 
elderly workforce).
There is no single model or strategy to implement flexicurity on the labor market, it must be adapted 
to the circumstances, labor markets and labor relations of each Member State.
Applying internal (within the company) as well as externally (from one company to the other) 
policies that promote flexicurity. High flexibility in hiring and redundancy, correlated with a high 
level of security, which means safe transitions from one job to another.
Flexicurity has the role of facilitating on-the-job mobility, as well as the transfer between 
unemployment or inactivity and work. We are pursuing the development of social protection 
through quality jobs with a good leadership, a good organization of work and continuous updating 
of skills.
Flexicurity develops a climate of trust between public authorities and social partners, all prepared 
to take responsibility for change and initiate balanced policy packages.
Flexicurity policies generate budgetary costs that need to be applied in order to contribute to the 
sustainability of budgetary policies.

5. IMPACT OF FLEXICURITY POLICIES ON UNEMPLOYMENT

Flexicurity seeks to solve contractual segmentation by wishing the EU Member States to address 
the challenges they face in segmenting the labor market, integrating both labor and vulnerable 
workers. This segmentation aims at the equitable distribution of human resources in the labor 
market, offering the chance for new labor market entrants to advance after performance evaluation 
at the workplace and then to obtain better contractual conditions.
The implementation of flexicurity principles in Romania and other EU Member States involves 
managing change by combining a series of carefully planned and negotiated financial and social 
policies and measures. As the socio-economic, cultural and institutional background of the 
EU Member States differs considerably, combinations and policy series will be different and 
implemented differently. 
Although flexicurity is not a unique model for implementation and implementation in the labor 
market or a single policy strategy, the principle of “good practice” can be applied, so Member States 
have a multitude of possibilities to learn from each other by analyzing punctual which works best 
in national contexts. In conclusion, flexicurity can be defined as the link between flexibility and 
security, so flexibility can be considered a precondition for security, and security a precondition for 
flexibility. [20].
From the point of view of the dynamics of the labor market, it was ascertained, both at the level of 
Romania and at the level of the EU member states, that the indefinite period of labor contracts is 
seen by the labor force as a guarantee of the labor legislation and of the collective agreements.  Thus, 
the degree of professional training and the increase in the level of security at the workplace tends 
to depend on the existence of work contracts for an indefinite period. In the legislation in Romania 
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for the last 10 years, in order to increase the level of flexibility of the labor force, the number of 
fixed-term labor contracts, occasional labor contracts and labor through agencies also increased.
In Romania, in the vast majority of cases, a newly employed employee, during the period in which 
he exercises his duties, is initially employed for a fixed period until a contract for an indefinite 
period becomes available to him. Hence, engaging instead to play a basic role as a starting point 
for this type of contract risks becoming a trap for workers. [1]. The segmentation principle of the 
labor market tends to rely more on job protection than on social benefits. Thus, unemployment 
benefits (unemployment benefits) record low rates and large numbers of beneficiaries, while social 
protection systems are underdeveloped. 
In Romania, at the end of the first quarter of 2018, the situation does not look very good from the 
point of view of the number of unemployed registered by the level of education and employment 
on the level of employability. Of the total of 332,730 unemployed, over 33% are unemployed with a 
level of gymnasium training (absolute value 108,096), while the unemployed with post-secondary 
education have the lowest weight of 1% (absolute value 3430). Of the unemployed without studies 
(36,013), about 92% are hardly occupying, compared with the unemployed with a primary education 
level, where the very hard-working unemployed have a weight of 88%.

Figure 2. The distribution of Romanian unemployed the level of training and the level of 
occupancy - March 2018

Source: Authors conception based on data from ANOFM, Direction Programs and Workforce 
Strategies

How to apply the flexicurity policy implemented at the labor market level of each Member State can 
be analyzed by monitoring the market and the employment rate, namely the share of the workforce 
with a job, set to ascend and learn all the time life. Thus, in order to record an institutional evolution, 
both social administrations and local public services that manage employment need support and 
support. The added value can be quantified by helping the unemployed, but also by properly 
managing the decisions taken in the field of the labor market.
In March 2018, in Romania, the highest share (26.17%) of unemployed people were unemployed 
for more than two years, followed by unemployed unemployed for 3-6 months (18.17%) and those 
in unemployment less than 3 months (17.94%).
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Figure 3. Distribution of unemployed in Romania by duration of unemployment - March 2018

Source: Authors conception based on data from ANOFM, Direction Programs and Workforce 
Strategies

Another approach to flexicurity can be done through the remediation of low skills levels and the lack 
of employment prospects for the labor force. Here, Romania can be included, as well as a Member 
State that faces sharp discrepancies in skills and employment prospects among the population. 
[11]. With this aspect of flexicurity, it is intended to increase the employability of people with low 
skills and the development of skills to provide them with job security.

6. THE ROMANIAN LABOR MARKET - DEVELOPMENT STRATEGIES

Although more than half of the implementation period of the Europe 2020 Strategy, a strategy 
to address the effects of the crisis over the next decade, has many key points to follow. By joining 
the European Union, Romania has proposed harmonization, sustainable development of the labor 
market through multiple changes that have a direct impact on the workforce and the employers’ 
companies. Essential are social progress and combating social exclusion, increasing employment 
and guaranteeing social protection.
Europe has identified, through the seven flagship initiatives, new engines to boost growth and 
job growth. Within each initiative, both the EU and national authorities must coordinate their 
efforts so that they reinforce each other. Some of the initiatives presented by the Commission in 
2010 aim at smart growth, a digital agenda for Europe, an Innovation Union, youth on the move, 
sustainable growth, efficient resources in Europe, an industrial policy for the globalization era, an 
inclusive growth, an agenda for new skills and jobs and the European platform against poverty. In 
addition, most of Europe 2020’s major initiatives are directly affected by demographic challenges, 
particularly aging populations.
The major digitization initiative promotes digital education and accessibility of digital services for 
elderly members of society, while the EU’s new skills and jobs agenda initiative supports a longer 
working life through lifelong learning and the promotion of active aging and under conditions 
good health. The “Innovation Union” major initiative offers the opportunity to bring together 
public and private actors from different territorial levels to solve a variety of challenges, and in 
2011 a European innovation partnership for active aging was launched. Good health: its goal is to 
increase by two years the average life expectancy in good European health conditions by 2020.
Finally, the European Platform against Poverty and Social Exclusion addresses the adequacy and 
sustainability of social protection and pension systems as well as the need to provide older citizens 
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with support to have adequate income and access to healthcare systems. Romania aims to make 
the Romanian labor market compatible with the requirements of the European Union, aiming at 
creating better working conditions, based on a new type of growth: smarter, more sustainable and 
more inclusive. In line with the EU, Romania, through the Europe 2020 Strategy, has at least five 
key objectives to be achieved by the end of the 10 years: employment, education, research and 
innovation, social inclusion and the reduction or at least the reduction of poverty.
In order to facilitate the achievement of the objective of increasing employment and reducing 
unemployment, the EU has taken a series of initiatives to support job creation (by promoting 
social enterprises) in order to restore the dynamics of labor markets (by proposing a framework to 
anticipate economic restructuring) and to improve EU governance (through the annual publication 
of a benchmarking system of European performance on the basis of selected employment indicators).
 The European Union promotes a more focused and holistic approach to tackling youth 
unemployment: direct support for young people most in need, combined with structural reforms 
aimed at strengthening partnerships across all EU countries between government departments, 
education systems formal training bodies, employment agencies, businesses, social partners and 
civil society organizations.

7. DISCUSSION AND CONCLUSIONS

Although active labor market policies provide for strong measures to stimulate workers to accept 
and maintain jobs, the Member States, implicitly Romania, have to make efforts to ensure progress 
in the quality of jobs and in the field of competence levels. [24].
Another approach to flexicurity is in terms of diminishing social assistance and increasing 
employment opportunities for people receiving benefits and for workers who are employed 
informally. A handful of countries have been affected by economic restructuring, which has led to 
an increase in the number of people who benefit from long-term social benefits and who have a low 
chance of returning to the labor market. This approach also aims to increase the social assistants’ 
chances of coping with the transition from informal employment to formal employment through 
effective active labor market policies and lifelong learning systems associated with an appropriate 
level of unemployment benefits.
Flexicurity on the labor market implies high elasticity, adaptability to the new, giving up rigidity 
and efficiency in seeking the best solutions in terms of work. The purpose of these actions is to 
develop economically, to increase competitiveness and, last but not least, to provide the employee 
with safety and stability. 
The conclusion regarding flexicurity in Romania is that even though there is a legal framework 
in order to meet the requirements of the European labor market (increase of work, decrease of 
unemployment and increase of the employment rate, increase of efficiency and productivity at 
work), its application depends mainly on the will of decision-makers, and in particular that of 
employers.
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ABSTRACT

The manner how to increase the revenues in tourism, is the question that can be answerd on 
different ways. One of the ways  that may contribute that is  the interaction and  conditionality 
of hotel business and maritime tourism. Destination and the region development are the main 
facts,  so when the guest come by yacht or by ship, usualy the first impression are the port facilities 
and a nearby of the hotel, as the recepting factor of the offer. It is very important and useful in 
development of maritime tourism. All the expences can be improved, when the offer is wide and 
guests can spend a lot of money. The service in the hotel should be quite well and also the quality 
of the food and other facilities. Montenegro facilities are very wide and this region is very famous 
in maritime tourism at recent years. The connection betwen hotel business and maritime tourism 
can improve increasing revenues in tourism of this region.
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INTRODUCTION

Development trend of modern tourism leads to new ways of thinking about destination development 
and gives versatile approach to the interaction of all integrative components that are important for 
development of this field. This research article contains some basic postulates and guidelines that 
are important for understanding the link between hotel management and maritime tourism.

1. REVENUES IN MARITIME TOURISM 

The specificity of maritime tourism is that it constitutes a set of relationships and phenomena that 
arise from the journeys via water ways with different vessels and the stay of tourists in certain places 
along the sailing ways.
,,Maritime tourism is the movement of tourists in vessels by sea or rivers, including their landing 
in ports for maritime tourism and the necessary infrastructure for their reception and servicing“ 
(Brčić I., Orlandić R., 2010, page 20).
With regards to development of maritime tourism, it is significant to point out the following:
• Maritime tourism, as a form of contemporary activity, began to develop in the 19th century;
• The term “marina” was mentioned in 1928;
• Intensive construction of specialized ports for mooring of ships and yachts began in the  
 20th century;
• The annual production of vessels in the world is about 1 million vessels, out of which the  
 greatest portion in Spain, Great Britain, France and Germany;
• The need for and interest in vessels construction has increased globally.
Maritime tourism is considered a selective form of tourism. The term “navigation” origins from 
the Greek word “NAUS”, which means a ship or a boat, and can be translated as a skill of sailing. In 
order to improve the tourist offer, this type of tourism is extremely important and offers multiple 
benefits, namely for the following:
• tourist-catering companies,
• ports and marinas - as service providers,
• shipbuilding companies, importers and renters of vessels, persons who perform their repair, 
 overhaul and service.

1.1. FEATURES OF MARITIME TOURISM

Maritime tourism as a form of touristic movement, it means a set of phenomena related to the 
movement, stay and consumption of goods outside the place of permanent residence, with the aim 
of satisfying cultural and recreational needs.
For the purpose of analysis of maritime tourism, it is necessary to have an insight into the acceptance 
facilities of maritime tourism. Depending on the needs of tourist sailors, the services are provided 
in one of the below listed reception facilities:
• marinas,
• ports and harbours,
• docks,
• berths (moorings),
• anchorages.

,,Marina is a specialized tourist port with naturally or artificially secured water surfaces (sea, lakes, 
rivers and canals), equipped for reception, supplying and servicing of sailors, and for reception, 
supply, storage, maintenance and equipping of berthed vessels and the possibility of using the 
vessels in any moment“ (Rulebook on classification, minimum conditions and categorization of 
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nautical tourism facilities (1990).
Ports, harbours and berths are the facilities of maritime tourism, which are entirely or partially 
intended and adapted to satisfy the primary navigational needs of vessels in maritime tourism 
(reception, mooring and supply), as well as other basic accommodation and service needs of 
maritime tourists (inspection and minor repairs of the vessels)(Rulebook on the tipes of nautical 
tourism, minimum tehnical conditions and the categorization thereof ,No. 9/2003).
Berths (moorings) are specially constructed coastal or coast-related areas for arranged reception 
and berth of vessels of maritime tourism, with direct pedestrian access to a vessel (ibid).
Anchorage is a naturally or artificially secured lake or river water area, which is arranged and 
equipped with a device for mooring of maritime tourism vessels, without the possibility of a 
pedestrian access to a vessel(ibidem).

1.2. TYPES OF REVENUES IN MARITIME TOURISM

A ship was and remains an irreplaceable mean of transport for attractiveness and comfort of the 
tourist trips. Expansion of development of maritime tourism was especially pronounced in the 
80s of the last century. In this regard, it is necessary to observe the ships market and the tourists 
market in particular. These trips depend on the structure and characteristics of the offer. The 
main characteristics of the offer are considered the following: the attractiveness of the natural 
characteristics of the sea and the coasts, the possibility of organizing excursions from certain ports, 
the attractiveness of cultural heritage and the proximity of an airport (this is especially important 
for the beginning, break or end of travel or cruising).
It is believed that European continental coasts and islands are connected through 130 ferry lines, 
and there is also a large number of ferryboat lines. In this wide range of ferry lines, Scandinavian 
countries, which transport more than 40% of passengers and some 30% of vehicles transported 
in Europe, France, Great Britain, Greece and Italy, are particularly distinguished. Characteristic 
of international liner traffic is it being carried out through ferryboats and ferries, and less by liner 
ships.
A tourist yacht is a vessel for a longer stay of maritime tourists, which is equipped with at least 2 
beds and accompanying services. The main characteristic of the yacht is a great comfort during 
long-term journeys. It can be constructed with a motor drive or with a wind drive. In recent years, 
the expansion of the construction of modern and prestigious sophisticated yachts of modern design 
has been noted.
Marinas are needed for maritime tourism. The construction and equipping of the marina represents 
a complex and complete process. “In order to start constructing a marina for maritime tourism, it is 
necessary to implement comprehensive, scientifically founded, preparatory actions:
• spatial planning and selection of the location for construction of a marina,
• evaluation and optimization of the location for construction of the marina,
• programming,
• designing“(Brčić, Orlandić., op.cit. p.88-89)

Three basic principles are needed to be followed in the management of marinas: productivity, cost-
effectiveness and profitability. Generating revenues in a marina is important in several aspects. 
Total revenue is considered to be the total value of products and services that a maritime company 
produced and sold during a certain period of time (ibid, p.104).
In addition to revenues in the business of a marina, costs (expenses) are also incurred. Costs are 
an important instrument of any company’s business policy and profit is dependant thereon (ibid, 
p.105). 
Those can be fixed (accrued depreciation, property tax, interest on loans, wages to employees, 
investment and current maintenance) and floating - changeable in line with the change in 
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employment rate in the short term in a manner that, by increasing the quantity of services in the 
marina by a certain percentage, the costs increase by the same portion.
“The multiplicative effects of maritime tourism arise from the heterogeneity of consumption that 
can be seen, to a great extent, through the need of this category of tourists for 2500-4000 different 
products, but also for different services, and other types and ways of meeting the needs. Part of 
these effects is reflected in the high consumption of maritime tourists through maintenance and 
safe keeping of maritime vessels“(Pasinović M., 1998, page 93).
It is believed that this type of tourism has contributed to emergence of many cities (Portofino, Palm 
Beach, Antib et al.), as well as the revitalization of some old crafts such as repair of sailboats and 
wooden ships. Maritime tourism is characterized by participants mobility and recreation while 
traveling and staying in a harbour (swimming, yachting, surfing, etc.).
From an economic point of view, a maritime location benefits from harbour fees, costs paid for 
the organization of excursions, expenditures for smaller meals and souvenirs, as well as all cruise-
related services (Tourism Development Strategy in Montenegro up to 2020 (2008), page 44).

Table 1. Revenues  and expenses in a marina
Revenues Expenses

Berth Lease Depreciation
Winter storage of a vessel Gross salaries of employees
Vessel service Maintenance costs (tools, 

supplies)
Rental of a vessel General costs (incurred in the 

production process i.e. direct 
costs and indirect costs)

Sale of catering services  
Sale of spare parts, paints, varnishes 
and alike.

 

The table 1 lists the possible revenues and expenses within a marina, while a detailed elaboration 
requires entering parameters per types of vessels and services.

Table 2. Types of revenues in maritime tourism

Income from a 
berth Income from fuel

Revenues from 
purchasing in the 

port

Income from 
excursion

Revenue from 
accommodation 

and catering 
services

Daily One-off Oil, consumable 
goods Daily Daily

Weekly Several times Wardrobe, 
shopping Two-day Weekly

Maritime tourism can also be considered in relation to types of revenues, therefore, the Table No. 
2 shows the type of revenues at daily and weekly level.
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2. INTERACTION OF HOTEL MANAGEMENT AND MARITIME TOURISM

Development of maritime tourism has been evident globally for the last decade, which has led to 
construction and equipping of ports, as well as to development of complementary tourism-related 
activities. In Montenegro, the construction and equipping of Porto Montenegro marina has greatly 
enhanced the destination brand in this field, and at the same time positioning on the world map of 
maritime destinations. Hotel “Regent” in Porto Montenegro marina is an example of good practice 
and interaction of hotel management and maritime tourism.

2.1.  A HOTEL AS A RECEPTIVE FACTOR OF THE OFFER AND DESIGN OF A MARINA 
DESTINATION PRODUCT

Adequate accommodation capacities are needed for servicing and reception of guests in a marina. 
Hotel, as a receptive factor of the offer, is necessary in designing a destination brand and for 
development of maritime tourism. What kind of hotel is needed and in which way to access this 
complex project, those are the issues to be analysed on a long-term basis.
Hotel business requires a preparation of a business plan that has macro and micro analysis: general 
and economic trends in the country, the population standard, the main characteristics of the city or 
the area in which the hotel will operate, i.e. complete and detailed market analysis:
• When it comes to marina of Budva - macro level would represent the Montenegrin coast, 
while the micro level would be the city of Budva;
• Another important element is the analysis of a potential clientele that is interested in services 
of the future hotel. It would be realistic to plan a five-star hotel that would be designed for stay of 
luxurious clients with high purchasing power, which would greatly contribute to the realization of 
significant economic effects that would be generated from this type of tourism.

Table 3  Advantages and disadvantages of a hotel construction in the marina
Advantages Disadvantages

Investment and development Pressure on the coastal sector and the 
load

Attractiveness of the 
destination /

Infrastructure Development Risk
Increase in revenues /

The table 3 shows that it is possible to realize a significant part of revenues from the construction and 
investment in a hotel capacity, which makes the factor of attractiveness of the marina, development 
of infrastructure and realization of economic effects, which significantly influences the formation 
of the destination brand.
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Through the analysis, it can be determined the financial cost-effectiveness of the hotel via the 
following formula:

          Total revenues
  E = ---------------------------
          Total expenditures

Return Time = Capital Investment / Expected net cash flow in one year. (Krstić B., 2010, p.130)
For example. if realization of a hotel project requires EUR 100,000,000, and if net cash flow (annual) 
amounting to EUR 20,000,000 can be expected each year, the term of return of the investment in this 
project will be: 100 mil/20 million = 5 years.
Such an estimate shall be applied in a situation where the net cash flow is the same over the years. Cash 
flow is one of the tools of the company financial management, so it is designed on a concrete example 
of a hotel construction investment. The amount of funds in the amount of cash flow shows the amount 
of available funds for internal financing (financing only), as well as for the possibility of repayment of 
loans based on which the optimal debt limit is identified. Funds in the amount of cash flow can be used 
for new investments without disturbing the financial balance, which essentially refers to cash inflows, 
i.e. cash flow. 
In addition to the aforementioned, it is necessary to prepare an economic-financial analysis of business 
performance, i.e. the projection of the balance sheet and income statement, as well as the estimate of 
operating expenses. From the analysis of these parameters, an estimate of the profitability of the hotel’s 
business can be carried out in the marina.

The construction of the hotel would represent a significant and complex investment, and M. Zečević PhD 
(1973), believes that investments in tourism are, “all investments in re-arrangement, modernization, 
expansion, replacement and new construction of facilities in catering, transport, trade and investments 
in other facilities outside those activities that participate in the formation of tourist services, then 
investments in fixed working capital, are necessary for regular functioning of the tourist activity“( 
Zečević M., 1973).

2.2. HOTEL MANAGEMENT

A Hotel Manager is a person who organizes, instructs and ensures the execution of the task, while using 
the skills in communication and decision-making area. “Management is a process of decision-making 
aimed at achieving goals, and the managers use their decision-making skills with the goal to make an 
effect through communicating and lead to achievement of goals.” (Atkinson, Hill)
The hotel has a management structure with the “Hotel Manager” being at the very top, and, depending 
on the field of the activity or function it performs, it has the following: Human Resources Manager, Sales 
Manager, Food and Beverage Manager, Marketing Manager, Procurement Manager, Quality Manager, 
Accommodation Manager, etc.
Hotels and similar accommodation capacities usually generate the highest revenue per guest and per 
day, the longest season and create the most jobs per bed, which imposes the need for building a high-
quality, high-profitable hotel sector, which was the main goal for a certain number of years of the Quality 
Development Strategy (Tourism Development Strategy in Montenegro up to 2020, op. cit, p.7).
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3. INFLUENCE OF MARITIME TOURISM ON DESTINATION 
MANAGEMENT

Creation of destination management is a complex and long-term thematic challenge for tourism 
experts and tourism employees. ,,Tourism development implies a specific goal (physical volume of 
tourist traffic, creation of as favourable as possible conditions for reception and stay of tourists), 
which means inclusion of all subjects of the tourist offer. Therefore, the goal of tourism development 
has a multiplicative effect on all participants in implementing such a development“(Pasinović M,  
op.cit. p.183).
Montenegro is recognized as a destination of maritime tourism, primarily the dominant receptive 
country, in which maritime tourism is positioned on the model of Croatia and Italy, as the leading 
country in this part of the Mediterranean.

Very complex issues of maritime tourism as an important segment of navy tourism imply the need 
to pay special attention to:
• the concept and meaning of maritime tourism,
• classification of ports and vessels of maritime tourism,
• type of maritime tourism,
• development of maritime tourism in the world,
• development of maritime tourism in our country,
• conditions of sustainable development of maritime tourism,
• maritime tourism and its impact on sea threatening,
• construction of maritime tourism ports and
• maritime tourism ports in our country. (Brčić I, 2009, page17).

Given that maritime tourism is considered selective form of tourism, it should meet four criteria as 
follows: market recognition, additional demand for sailors that distinguishes from the classic form 
of tourism and is realized through an additional offer, a cost position in the tourists-sailors costs 
structure, as well as the statistical coverage.

3.1. INDICATORS OF MARITIME TOURISM DEVELOPMENT

According to data obtained from Monstat, in 2017, 4598 foreign vessels for entertainment, sports 
and recreation entered the territorial sea of Montenegro, which is by 4.9% more than in 2016. Out 
of the foregoing number, 3840 vessels sailed in via sea, and 758 were brought by land (Monstat, 
2018, Announcement-No.48/02).

With regards to citizenship, the greatest number of persons who arrived with these vessels were 
from Great Britain (17.7%), Italy (5.5%), Croatia (3.3%), Germany (2.9%), France (2.8%), Austria 
(2.3%), USA (2.0%) and other countries (63.5%) (ibid).

Apart from the economic aspect, advertising has a great effect onto a maritime location. Kotor and 
Bar are Montenegrin ports that are attractive for luxury ships and cruises. As the receptive port 
of maritime tourism for cruisers, the greatest volume of traffic in maritime tourism is realized in 
Kotor, which is recognized because of its status in UNESCO, landscapes and cultural values. Based 
on passengers traffic data, Venice is still the most popular destination for cruisers in the Adriatic, 
followed by Dubrovnik, while Kotor holds the third position. In the reports of the MedCruis 
Association that gathers more than 100 ports for cruisers across Europe, Africa, Asia, the Black Sea 
and the European part of the Atlantic, Kotor is among the destinations with the highest traffic for 
passenger ships in the Mediterranean region.
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Kotor has become a port in which the passengers from Montenegro and the countries of the region 
are increasingly starting or finishing their circular trips, so it is evident that in the last four years the 
number of cruisers has increased by as much as 42%, which was recorded according to MedCruise 
data. The important elements of the marina for the offer satisfaction of tourists-sailors are the 
following: (cleanliness, connections, berths, sanitation, water, vessels supplies, catering services, 
service, shops), road services and road infrastructure, sports and entertainment facilities and 
money value of the maritime offer. Social elements: the country image, a sense of security and 
hospitality, are also important in creating the image of the destination. 
Based on the research conducted by the Institute for Tourism (Ministry of the Sea, Tourism, 
Transport and Development of the Republic of Croatia – “Tomas-nautika” 2004), it was noticed 
that the authenticity of the products will become significant, and that the tourists will return to 
destinations that offer a complete experience, which means that a better destination management 
will be required. Sources of information used by tourists are as follows: 
• Media (the British, French, Poles)
• Agencies (the Poles, Czechs, Slovaks)
• Internet - French (46%), Poles (29%, British (38%)
• Sailor tourists often use fairs for the source of information, and slightly less internet and  
 media.
In the world, an expansion of maritime tourism development was noted, and it is possible to 
perceive the maritime capacities of the most developed countries in this area, and in the countries 
of the environment it can be analysed on the example of Croatia.

Table 4. Number of vessels in marinas according to the flag of the vessel

            NUMBER OF VESSELS                         STRUCTURE (in %)
                         2016                 2017                 2016  2017
 
TOTAL      211.573            215.329                   100,0  100,0
Croatia       94.250               96.759                      44,5  44,9
Italy             32.570              30.484                    15,4  14,2
Germany     25.992              26.943                      12,3  12,5
Austria        18.411              16.456                   8,7  7,6
Slovenia      7.828                8.077                        3,7   3,8
United    1.764                    4.054          0,8   1,9
Kingdom
USA           3.634        1.551                        1,7  0,7
France     3.476     4.663                        1,6  2,2
Hungary    1.294                1.662        0,6   0,8
Netherlands   2.251               2.870              1,1    1,3
Czech Republic    2.139.       2.630                        1,0          1,2
Scandinavian    2.486           1.972   1,2               0,9
countries
Poland        2.030                2.379                        1,0          1,1
Slovakia      974                  2.063                         0,5              1,0
Switzerland   1.416             1.243                         0,7              0,6
Belgium    1.976                 1.614                         0,9             0,7
Russia         329                      279                           0,2                   0,1
Greece        246                      511                            0,1                   0,2
Israel         70                        224                           0,0                   0,1
Other countries    8.437                   8.895                          4,0                   4,1

Source: Tourism in Figures 2017, 2018, page 35, Ministry of Tourism of the Republic of Croatia
Croatia is the dominant receptive country in this area, but it is highly connected and generates 
significant revenue, which can be concluded from the data in Tables no. 4 and 5. The geographical 
position and the possibility of ferry connection with the countries of the region are important 
prerequisites for the development of this region, so it is recognized as a country with dredged coast 
and great opportunities for maritime tourism development. 
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Table 5 Average daily consumption per person
E %

TOTAL 48,91 100
Accommodation 17,64 36,1

Food 15,29 31,3
Beverages 5,23 10,7
Purchasing 3,33 6,8
Culture and 

entertainment
2,58 5,3

Sport; excursions 4,24 8,7
Other 0,6 1,1

Source: Tomas-nautika,2004, Zagreb  Ministry of the Sea, Tourism, Transport and Development

Given that Montenegro is a border country of Croatia and it has significant natural potentials, it 
can be expected that there will occur better connectivity and expansion of this type of tourism 
development. “Market orientation means that market development trends, target groups’ 
expectations and their financial capacity, as well as the range of competitive destinations offers are 
used as a benchmark and guidelines in the formation of a tourism product“(Tourism Development 
Strategy in Montenegro up to 2020, op. cit., p.71).

In 2016, 4384 foreign vessels for entertainment, sport and recreation entered the territorial sea of 
Montenegro, which is by 9.1% more than in 2015. Out of these 3,642 vessels sailed in by sea, and 
742 were brought by land (Monstat, 2017,  Announcement-No 43).

In 2017, 430 foreign ship trips were realized in Montenegro. According to the flag those ships were 
sailing under, the structure of the ships that sailed into the territorial sea of Montenegro in 2017 was 
as follows: Bahamas (29.3%), Malta (28.1), Panama (8.1%), Belgium (6, 7%), Bermuda (6.3%), Italy 
(4.2%), Greece (3.5%), Marshall Islands (3.3%) and others (http:senat.me www.maritime tourism 
in Montenegro/26.10.2018).

In recent years, the number of cruise ship arrivals has been increased in Montenegro, but due to 
limited load capacities, it would be significant to attract more yachts and sailing boats, which would 
affect the increased volume of consumption and the less load on infrastructure and environment.
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CONCLUSION

Revenues generation in maritime tourism is connected to and conditioned by a number of 
complementary activities, while the quality hotel business is a significant link in this complex 
system. Bearing in mind that the hotel is a receptive supply factor, it greatly influences the design 
of the destination product.
The generation of revenues in tourism is also dependant on the way the tourist offer of a particular 
destination is presented. Maritime tourism revenues are generated from the rental of vessels 
berths, vessels safe keeping during the winter period, boat services, boat rental and chartering, 
accommodation capacities, catering services, shops, culture and entertainment, sports, excursions, 
etc.
Development of infrastructure, marina equipment and the enhancement of the quality of basic 
and complementary content are an improvement of the tourist offer and lead to development of 
maritime tourism. Marina is a special ambient unit and the possibility of its use is a multipurpose 
one. Montenegro’s commitment to marina development will affect the increase in employment 
opportunities and achievement of economic benefits from tourism.
To what extent will maritime tourism influence the increase in tourist consumption depends 
on development of a particular destination and its image. The existence of a hotel in the marina 
provides the opportunity to generate profit and influence the development of the destination.
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ABSTRACT

Purpose – The situation in the field of gambling is changing due to the rise of Internet and Mobile 
gambling. In general gambling consumption is increasing every year, but the distribution of 
consumption has radically changed from Land Based gambling to Remote gambling. The purpose 
of this article is to present an overview of the world gambling industry and a specific overview 
in Austria, Croatia, Italy and Slovenia in order to find some main similarities and differences in 
observed period. 
Design/Methodology/Approach – The main research question is How important is gambling for the 
involved countries and what proportion of the national GDP does the gambling revenue account 
for? This paper presents the analysis of five statistical databases for the last sixteen years in order 
to find out some patterns, cyclical or seasonal features or other significant information that allows 
us to do forecasting of the future revenue with a certain degree of accuracy. We have systematically 
searched and collected data from the World Bank and the National Statistical Offices websites of 
the given countries. Statistical methods were used for benchmark analysis, while Box and Jenkins 
approach and ARIMA modelling were used for forecasting.
Findings – The smallest increase was recorded in Slovenia and the largest in Italy. The same effects 
were also observed in the GDP of these countries. Thus, the state budgets of Croatia and Italy are 
increasingly dependent on gambling taxes. It also has negative wages. The gambling addictions 
among the locals have become more frequent as well.
Originality of the research – The article shows the forecasts of the gambling revenue and its share 
in the GDP by 2027. We want to alert decision makers to adopt appropriate policies. States need 
to rethink their views on gambling and the excessive dependence of the state budget on gambling 
taxes. This is the first time a single comparative analysis of these countries and the above mentioned 
forecast has been conducted. 
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INTRODUCTION

The phenomenon of gambling is not new. It can be defined as playing games with an uncertain 
result that is determined (at least partly) by chance (Bolen & Boyd, 1968) and it can be claimed to be 
as old as humanity itself (Kuss & Griffiths, 2012). From prehistoric to modern times we knew only 
Classical and Special or casino gambling. Internet gambling era started in 1994 when the Antiguan 
government passed a law that allowed online casinos to be established within its borders (Cotte 
& Latour, 2008). The ability to partake in online gambling is a result of technological advances of 
the Internet, gambling software and the secure payment systems. It was announced that the global 
gambling market was 463 billion USD in 2016. Casinos are according to Bloomberg.com among 
the largest industries on earth – 12th place in 2016 (Bloomberg, 2016).
Three central arguments made in this article are: (1) Gambling is an important industry in both the 
tourism and entertainment. (2) Comparison of development in two Countries with long capitalist 
tradition and two Post-Communist Countries. (3) Countries benefit greatly from gambling as 
gambling revenues represent a significant part of GDP.
The main research question is How important is gambling for the involved countries and what 
proportion of the national GDP does the gambling revenue account for?
The paper is organised in the following manner. Section one covers the theoretical and historical 
background of gambling in the involved countries. Section two presents the methodology used in 
the article. Section three considers the theoretical background and research results and discusses 
the research question. Section four offers the main paper conclusion.

1. GAMBLING INDUSTRY OVERVIEW

WORLD’S BIGGEST GAMBLERS 

Gambling is a major industry in the United States and one that has experienced substantial growth 
in the recent decades. However, after a long and steady increase gambling and gambling revenues 
started to decline in 2008 (Horváth & Paap, 2012).
World index of growth in the gambling industry from 2001 (220 billion USD) to 2016 (450 billion 
USD) (‘The world’s biggest gamblers’, 2017) is 2.05 (Table 1 and Figure 2-4). 
It is expected for the global casino gambling market to grow at a Compound Annual Growth Rate 
(CAGR) of 10.16% during the period 2017 – 2021 (Wood, 2017) and the revenue from gambling 
is expected to reach 635 billion USD by 2022 (Pempus, 2016). Asia-Pacific is the major region 
growing in this market due to the emergence of major casinos in the region that are operated by 
the US-based companies which will divert some of the US overseas-derived business in the region. 
Gambling is in the forefront because many countries are looking to beef up their respective tourism 
industries. Las Vegas and Macao may be synonymous with gambling, but the industry’s biggest 
expo is actually held in London, Gibraltar and Malta. Online gambling is the industry’s fastest-
growing sector and has accounted for 11% of the 385 billion USD of gambling profits posted in 
2016 (‘The world’s biggest gamblers’, 2017). Other segments have shown a stable growth. 
To the general public, Australia hardly leaps to mind as a gambling hotbed. According to H2 
Gambling Capital (H2G), a consultancy, betting losses per resident adult there have amounted to 
990 USD last year. That is 40% higher than Singapore (‘The world’s biggest gamblers’, 2017). For this 
article the behaviour of Italian, Austrian and Croatian citizens is important. Italians are in the ninth 
place with 390 USD, half of this on slot machines and Video lottery terminal (VLT). 
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Table 1. World Revenue from gambling and betting and GDP (billion USD)
Year Revenue from 

gambling and 
betting

GDP Gambling and 
betting in GDP

Basic gambling 
Income Index 

(2001)

Basic index 
of gambling 

revenues in GDP 
(2001)

2001 220 33,336 0.66% 1.00 1.00
2002 235 34,612 0.68% 1.07 1.03
2003 265 38,867 0.68% 1.20 1.03
2004 300 43,771 0.69% 1.36 1.04
2005 310 47,386 0.65% 1.41 0.99
2006 325 51,307 0.63% 1.48 0.96
2007 355 57,793 0.61% 1.61 0.93
2008 370 63,386 0.58% 1.68 0.88
2009 370 60,087 0.62% 1.68 0.93
2010 385 65,906 0.58% 1.75 0.89
2011 430 73,242 0.59% 1.95 0.89
2012 440 74,802 0.59% 2.00 0.89
2013 445 76,925 0.58% 2.02 0.88
2014 445 78,870 0.56% 2.02 0.85
2015 430 74,510 0.58% 1.95 0.87
2016 450 75,544 0.60% 2.05 0.90

Average 361 59,396 0.62%
Source: (“H2 Gambling Capital” 2017; own research)

The online gambling industry has now entered its official 20th year of existence (Fontenot, 2016). 
The first recorded online casino to accept a wager was based in Antigua in 1996. Online gambling 
has become exponentially popular with the explosion of internet access over the last two decades 
(Krogulecki, 2017). However, data detailing how much do the individuals play and spend on online 
gaming are not readily available. Some have speculated on the causes of this growth. For example, it 
has been suggested that online poker, a game that draws many online players, and betting exchanges, 
has grown for three reasons: they provide financial value for the gambler without a casino’s house 
edge or bookmakers’ mark-up on the odds; gamblers may win because the games require some 
element of skill when bets are placed and gamblers may compete directly with other gamblers 
instead of a pre-programmed machine with fixed odds (Griffiths, Parke, Wood, & Parke, 2006). 
Legislation over the past several decades has resulted in greater accessibility and social acceptance 
of gambling. One of the most significant changes to the gambling in the past 15 years has been the 
increased availability of interactive gambling (Gainsbury et al., 2015). Approximately 85 nations 
had elected to legalize online gaming as of 2011 (Stewart & Gray, 2011) and in 2017 this number 
is actually around 90. Stewart & Gray have divided those countries into three groups with similar 
qualities or policy characteristics. The first group consists of small jurisdictions in the Western 
Hemisphere, which offer low-cost licensing to operators with low tax rates and little or no regulatory 
scrutiny; they view online gambling strictly as a means of economic development. The second 
group consists of small jurisdictions in Europe that also regulate online gaming for economic 
development but have more regulations compared to the first group. The final group consists of 
larger, developed countries (such as the United Kingdom). Those that fall into the third category 
face the challenge of their markets being invaded by websites originating from the jurisdiction of 
the first two groups (Stewart & Gray, 2011).
The top five emerging trends driving the global online gambling market according to Technavio 
media and entertainment research analysts are (Maida, 2016):
Growing numbers of online women gamblers,



ECONOMICS

34

• Increasing penetration of credit and debit cards,
• Changing consumer gambling habits,
• Use of alternative options to cash,
• Changing marketing strategies.

There has been a significant change in consumer behaviour in the global online gambling market. 
The increase in the popularity of gambling apps and social gambling are the major factors that 
are expected to propel market growth during the forecast period (Maida, 2016). Many industry 
insiders see VR gambling as one of the key areas that gambling operators are investing in to ‘hook’ 
the Generation Y ‘millennials’ into gambling. Today’s modern screenagers love technology and do 
not appear to have any hang-ups about using wearable technology including Fitbit and the Apple 
Watch (Griffiths, 2017).
The casino industry contributes significantly to a country’s economy. It accounts for 0.45% of the 
US GDP, which is slightly less than the world average (0.56 %) (Table 1). The revenue generated 
by casinos can be used to support economic activities such as building schools and hospitals. The 
casino industry has the potential to create numerous jobs considering the number of individuals 
required (Wood, 2017). 

AUSTRIA 

Since the time of the Austro-Hungarian monarchy, there is a rich gambling history in Austria. 
Games of chance, in general, were prohibited in the Austro-Hungarian Monarchy. In 1790 the first 
casino was opened and the town got the name of Austrian Nice, which happened 16 years after the 
closing of the casino in Venice. Gambling was generally prohibited after the World War I (Cabot, 
Thompson, W. N., Tottenham, & Braunlich, 1999).
In modern Austria, there is a very long history of casino entertainment and that kind of entertainment 
has become an important part of their tourist market since 1930. During the 1934 – 1945 period 
two casinos were opened, one seasonal Casino in the Alps, called “Alpencasino”, and another in the 
city of Baden-Baden (during the Second World War in 1945) (Ibid). 
The company “Österreichische Casino A.G.” got reissued a government license in 1950 and that 
was the start of the rapid expansion to other cities in the country. In 1967 company changed its 
name into “Österreichische Spielbanken AG”, and in 1985 got the new modern name “Casinos 
Austria” which is still the name of the company. In mid-to-late 1980s this company began to expand 
its business to the other countries through management contracts and international consulting 
and has realized more than 300 casino projects until today (it owns land based casinos, shipboard 
casinos and video lottery terminals) (Ibid).
Gambling and gaming market in Austria is stable (Table 2, Figure 2 – 4). In the period from 2001 
to 2016, there is a constant growing (index 1.3) and this growth continues in a strong manner in 
2016. Betting and online casino showed the biggest growth. Average share of Gambling and betting 
activities in the GDP (in the period 2001 – 2016) is 0.45 % and looking at the growth index (base 
in 2001) in 2017 a coefficient of 0.82 is realized.
The game and betting stakes rose by +9.9% in 2016, reaching 17.9 million EUR. The gross-(BSE) 
rose by +3.8% to reach 1,610 million EUR. The strongest growth is recorded in Sportwetten and 
online gaming with revenue approximately 35 and 33 million EUR, respectively. Game banks 
achieved the revenue of 12 million EUR (“Glücksspiel & amp; Sportwetten in Österreich 2017” 
2017).
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Table 2. Austria Revenue from gambling and betting and GDP (million EUR)
Year Revenue from 

gambling and 
betting

GDP Gambling and 
betting in GDP

Basic gambling 
Income Index 

(2001)

Basic index 
of gambling 

revenues in GDP 
(2001)

2001 1,237 220,096 0.56% 1.00 1.00
2002 1,182 226,303 0.52% 0.96 0.93
2003 1,161 230,999 0.50% 0.94 0.89
2004 1,175 241,505 0.49% 0.95 0.87
2005 1,172 253,009 0.46% 0.95 0.82
2006 1,174 266,478 0.44% 0.95 0.78
2007 1,125 282,347 0.40% 0.91 0.71
2008 1,201 291,930 0.41% 0.97 0.73
2009 1,263 286,188 0.44% 1.02 0.79
2010 1,198 294,628 0.41% 0.97 0.72
2011 1,374 308,630 0.45% 1.11 0.79
2012 1,324 317,117 0.42% 1.07 0.74
2013 1,271 322,539 0.39% 1.03 0.70
2014 1,305 330,418 0.40% 1.05 0.70
2015 1,517 339,896 0.45% 1.23 0.79
2016 1,610 349,344 0.46% 1.30 0.82

Average 1,268 285,089 0.45%
Source: (“BMF - Bundesministerium Für Finanzen” 2017; own research)

Austria has 12 casinos in tourist destinations (Casinos Austria, 2017). The entry is permitted to 
adults only (aged 18 or above) who have provided adequate proof of identity and who are not 
subject to an entry ban. The frequency of visits to casinos and gambling intensity is monitored by 
the licensee. The individuals who are identified as potentially at a risk of threat to their minimum 
subsistence income are subject to credit checks by the casino (Schwartz & Schwartz Huber-Medek 
und Partner, 2016). For this reason Austrians also go to foreign casinos (Switzerland, Germany, 
Slovenia and Czech Republic). After the renovation in 1990 – 2000, Casino Austria does not invest 
in casinos.
In the lottery market, there is a monopoly with only one license available. However, in the casino 
market, there is an oligopoly, with 15 casino licenses being available. Provincial games with slot 
machines are not part of the gambling monopoly (salons with 10 to 50 slot machines). In the 
license for lottery games, there is a right to be offering “electronic lotteries” which includes any 
gambling product online (Schwartz & Schwartz Huber-Medek und Partner, 2016).
Casino is domestic or more tourist foreign-oriented (Switzerland, Italy, Germany, Slovenia) and 
Lottery, Slot club and Online is more domestic oriented.

CROATIA

In the former communist Yugoslavia, the first legislation on gambling was introduced in 1963 in 
Opatija in Croatia, where the first casino in the East Europe was opened (Luin, 2004).
This casino was intended for foreign tourists only. Casino gambling in Yugoslavia was allowed for 
pragmatic reasons – the lack of the “western currency” – and this has proven significant for the 
future development of this economic activity, especially as an “export-oriented” industry closely 
connected to tourism. Until the 1980’s casino gambling was accepted as a supplement to the existing 
tourist capacities and offered to the “elite” foreign clients (Ibid).
The legislation was liberated after independence in 1991, which was important for the local 
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population who were allowed to visit casinos (Ibid).
The only right to organize games of chance in the Republic of Croatia belongs to the Croatian 
Lottery d.o.o. Other trading companies based in the Republic of Croatia may also be allowed to 
organize games in casino and games of betting by the decision of the Government and the approval 
of the Ministry of Finance and after a public tender.   
In 2007 the first concessions were granted for the organization of games of chance in automated 
clubs, and by the end of 2014, the Ministry of Finance and Government allowed 29 new concessions 
(increase from 19 to 48) (Puljiz, 2015). By statistical data, at the end of 2016 there are 2500 
bookmakers, 15 casinos in 12 cities, 219 automated clubs (‘Pošast koja uništava sve više mladih u 
Hrvatskoj i njihove obitelji’, 2016), a “State lottery” (‘Hrvatska Lutrija’, 2017) and at least 5 online 
casinos. In 2015 the first legal online casino was opened (‘Otvoren prvi internet casino u Hrvatskoj’, 
2015). Opening a gambling club in Croatia is not complicated and can be placed anywhere without 
any restrictions. The holder of the concession can open as many gambling clubs as they can.

Table 3. Croatia Revenue from gambling and betting and GDP (million EUR)
Year Number of 

company
Employees Revenue 

from 
gambling 

and betting

GDP Gambling 
and betting 

in GDP

Basic 
gambling 
Income 
Index 
(2001)

Basic index 
of gambling 
revenues in 
GDP (2001)

2001 70 1,941 89 25,965 0.34% 1.00 1.00
2002 75 2,622 144 28,542 0.50% 1.62 1.47
2003 77 3,463 171 30,703 0.56% 1.93 1.63
2004 75 4,368 221 33,465 0.66% 2.48 1.93
2005 72 5,397 283 36,508 0.78% 3.19 2.27
2006 74 5,761 203 40,198 0.51% 2.29 1.48
2007 85 6,503 288 43,926 0.65% 3.24 1.91
2008 99 7,664 362 48,130 0.75% 4.07 2.20
2009 88 6,397 276 45,091 0.61% 3.10 1.79
2010 92 6,644 261 45,004 0.58% 2.94 1.70
2011 91 6,525 288 44,709 0.65% 3.25 1.89
2012 76 5,598 243 43,934 0.55% 2.74 1.62
2013 78 6,070 306 43,487 0.70% 3.45 2.06
2014 82 5,869 317 42,978 0.74% 3.57 2.16
2015 73 5,254 269 44,068 0.61% 3.02 1.78
2016 68 6,060 354 45,819 0.77% 3.98 2.26
Average 80 5,384 255 40,158 0.62%

Source: (Republic of Croatia Croatian Bureau of Statistics 2017; own research)

In 2016, 353 million EUR were realised in Croatia (Republic of Croatia Croatian Bureau of Statistics 
2017;). From 2001 to 2016 (Table 3, Figure 2 – 4), there is a high growth (index 4.0). Average share 
of gambling and betting activities in the GDP (in the period 2001 – 2016) is 0.623 %, i.e. in terms 
of the growth index (base in 2001) and in 2017 the coefficient 2.26 is realized. While the number of 
gambling companies remains unchanged, the number of employees has increased 3 times.
A big share of the market is formed by the bookmakers. In the famous tourist destinations (such as 
Dubrovnik, Pula, Zadar, Zagreb) there are casinos for tourists or foreigners (for example Italians 
in Istria). Other is for the domestic market. In Croatia, casinos are renovated in the major tourist 
resorts and the managers and owners are frequently foreigners.
Therefore gambling and gambling-related problems among Croatian youths are present (Ricijaš, 
Dodig Hundrić, Huić, & Kranželić, 2016)penologiju i poremećaje u ponašanju”,”id”:”ITEM-
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1”,”issue”:”2”,”issued”:{“date-parts”:[[“2016”]]},”page”:”48-72”,”publisher”:”Sveučilište u Zagrebu, 
Edukacijsko-rehabilitacijski fakultet”,”title”:”Youth Gambling in Croatia-Frequency of Gambling 
and the Occurrence of Problem Gambling”,”type”:”article-journal”,”volume”:”24”},”uris”:[“http://
www.mendeley.com/documents/?uuid=5a1407fc-bc2f-4d9a-8151-f9f49f6a551c”,”http://www.
mendeley.com/documents/?uuid=6824cb99-8c5b-4afb-9570-f718926ce63f ”]}],”mendeley”:{“form
attedCitation”:”(Ricijaš, Dodig Hundrić, Huić, & Kranželić, 2016. Problematic gambling is present 
in young and student population. In Croatia, the gambling market is liberalized and the authorities 
do not care that we have already recorded about 100,000 gambling addicts (‘Pošast koja uništava 
sve više mladih u Hrvatskoj i njihove obitelji’, 2016).
Casinos in major tourist resorts are more foreign tourist oriented (Italy) and Lottery, Slot clubs and 
Online casinos are more domestic oriented.

ITALY 

Gambling in Italy has existed for centuries in many forms and dates to the days of the Roman Empire, 
with games such as Ludus Duodecim Scriptorum, a predecessor to the modern backgammon. This 
game in particular became popular among the Roman legionnaires and due to them the game came 
to the other European countries.
In 1638 in Venice the first gambling house “Ridotto” was opened. It was sanctioned by the 
government with the purpose to be controlled by citizens. The admission to that gambling house 
was free, but only rich people could afford to play, due to high stakes. They used to play Biribi 
(similar to lottery) and Bassett which had a very high house edge. “Ridotto” was closed 1774 due 
to the growth of popularity of the closed gambling clubs called “casinos” and so the word “casino” 
itself is of Italian origin.
In Italy today there are only 4 casinos regulated by their respective municipal authorities, dating back 
to the 1930’s, when an ad hoc regulatory regime was introduced by the Mussolini-era government 
which granted them a unique and special status as “fully-licensed gambling houses” (Mancini & 
Tonucci & Partners, 2016).
ADM regulates gaming machines and sets out an inventory of machines available to players in bars, 
tobacco shops, shopping malls and gaming parlours. There are some 397,000 machines, which are 
connected to the ADM network.  
In 2006, the liberalization of the Italian online gambling market gradually began after the complaint 
was received in 2003 by the European Commission, which investigated the case and started 
infringement proceedings against Italy. As a consequence, Italy was the first EU member state to 
legalize, license and regulate online gambling in a comprehensive way.
There are two market segments for public (legal) gaming in Italy, managed by two bodies such as 
the Autonomous Administration of State Monopolies (AAMS) and the other represented by the 
casinos, formed into a joint-stock company held by the licensees, i.e. the municipalities, regions 
and provinces (de Felice & Martucci, 2017).    
In 2016 (Table 4, Figure 2 – 4) there was an increase of 8% in expenditure (equivalent to 7 billion 
EUR) in comparison to 2015 (88 billion), which is a total of gambling spending at 95 billion EUR 
(Friolo, 2017). There was no investment in the new or existing casinos in Italy since 2000, but they 
set up a new network of gaming salons with VLT. 
From 2001 to 2016, there is constant growh (index 6.64). 
Average share of Gambling and betting activities in GDP (in the period 2001 – 2016) is 3.37 %, i.e. 
in terms of the growth index (base in 2001) in 2017 a coefficient 5.08 is realized. While the number 
of gambling companies remains unchanged, the number of employees has increased 3 times.
In government report released in October of 2015, it was indicated that in Italy there were around 
1.3 million problem gamblers per 60 million inhabitants, with only 12,000 receiving treatment 
for their addiction (Washington, 2016). The island of Capri in 2016 became the first place to ban 
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slots from “inappropriate’ areas” such as the vicinity of schools, churches, tourist beaches, and cash 
machines. Italy ranks first in the European market for online gaming (de Felice & Martucci, 2017). 
That means that the Italian market is the main regulated gambling market in Europe and the fourth 
in world in terms of gross gambling revenue (Calvosa, 2017, 17).

Table 4. Italy Revenue from gambling and betting and GDP (million EUR)
Year Revenue from 

gambling and 
betting

GDP Gambling and 
betting in GDP

Basic gambling 
Income Index 

(2001)

Basic index 
of gambling 

revenues in GDP 
(2001)

2001 14,515 1,298,890 1.12% 1.00 1.00
2002 15,600 1,345,794 1.16% 1.07 1.04
2003 15,492 1,390,710 1.11% 1.07 1.00
2004 24,786 1,448,363 1.71% 1.71 1.53
2005 28,487 1,489,726 1.91% 1.96 1.71
2006 35,243 1,548,473 2.28% 2.43 2.04
2007 42,193 1,609,551 2.62% 2.91 2.35
2008 47,554 1,632,151 2.91% 3.28 2.61
2009 54,410 1,572,878 3.46% 3.75 3.10
2010 61,400 1,604,515 3.83% 4.23 3.42
2011 79,900 1,637,463 4.88% 5.50 4.37
2012 88,600 1,613,265 5.49% 6.10 4.91
2013 84,600 1,604,599 5.27% 5.83 4.72
2014 84,500 1,621,827 5.21% 5.82 4.66
2015 88,200 1,645,439 5.36% 6.08 4.80
2016 95,000 1,672,438 5.68% 6.54 5.08
Average 53,780 1,546,005 3.38%

Source: (“Agenzia Delle Dogane E Dei Monopoli” 2017; own research)

Consumption of gambling is in constant growth. The biggest increases are in betting and VLT 
salons (Agenzia delle dogane e dei Monopoli, 2017). Casino, Lottery, Slot club and Online are more 
domestic oriented. 

SLOVENIA

According to Luin (Luin, 2004), the first casino in what is now Slovenia was opened 1913 in Portorož 
on the Slovenian coast. During the time of the Yugoslavian Monarchy system, casino gambling 
was prohibited just as it was in the other European countries at that time (Makarović, Macur, & 
Rončević, 2011). After second World War, in The Federal People’s Republic of Yugoslavia lottery 
gambling was allowed only for the purpose of humanitarian and cultural benefit on the approval of 
Ministry of Finance, in accordance with the act in 1946 (Ibid). 
There are three distinctive periods in the gambling regulation of Slovenia and former Yugoslavia.
In the first period, in 1965, the Socialist Federal Republic of Yugoslavia allowed all the constituent 
republics to regulate gambling by their own legislative instruments. In Slovenia (“socialist republic” 
within the Yugoslav federation) the law about “special games” was brought out that also included 
casino gambling. This law allowed casino gambling for foreign tourists only and with games played 
in a foreign currency (USD, DEM, ITL). 
The first Slovenian casino was opened (as an experiment) in Portorož in 1964. Although the law 
strictly prohibited foreign companies from participating, Casino San Remo actually cooperated in 
the management of the casino in Portorož up until 1969. Politicians were knowingly tolerating the 
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obvious violation of the law, since the foreign partner had assisted the casino’s start-up. A casino 
in Bled, Slovenia’s most renowned Alpine resort, was opened in 1965. Ljubljana was another city 
that met the criteria in terms of the hotel rooms and so a casino was opened there in 1969, but was 
closed shortly thereafter due to irregularities (Hojnik & Luin, 2016).
In the second period, in the 1980s, this law changed to some extent which meant that casino 
gambling became the main attraction in some tourist destinations, such as Nova Gorica, through 
the shift toward an “American” concept of casino gambling (Makarović, Macur, & Rončević, 2011).
In the third period, after the 1990s, casino gambling became more liberalized since prohibition for 
Slovenian citizens to play in the casino was abolished in 1995. A new system of concession contracts 
between the state and the providers of gambling services was established (Luin, 2004). “Gambling 
halls” (smaller casinos equipped with slot machines) became more common and accessible to the 
local Slovenian population. Since the adoption in 1995 the actual systemic legislation was later 
amended in 2001, 2003, 2010, and 2012. In 2015, the new legislative proposals allowed further 
liberalization.
There are two types of gambling according to the Slovenian legislation: the “classical” gambling and 
casino gambling. “Classic gambling” includes lotteries, lotteries with instant prizes, quiz lotteries, 
bingo, lotto, sports betting, sports pools, raffles and other similar games.  There are two operators 
which administrate the “classic games”: Loterija Slovenije (The Lottery of Slovenia), that runs eight 
different series of games and Športna loterija (The Sports Lottery), which runs six games. Games 
such as lotteries, bingo and raffles can be organized occasionally by humanitarian and non-profit 
associations  (Makarović et al., 2011).
Additionally, the law defined two places where special gambling can be organized: casinos and 
gambling halls. The government, by the law, could award concessions for up to 15 casinos and 
up to 45 gambling halls. A great increase was recorded (+47%), between 2002 and 2007 in the 
number of gambling halls due to legislative liberalization in 2001 and 2003 (Zagoršek, Jaklič, & 
Zorič, 2007), when the number rose to 13 casinos and 34 gaming rooms. Later on, a decline began 
and so currently there are 10 casinos and 26 gaming halls (Republika Slovenija Ministrstvo za 
finance 2017).
Important restrictions in Slovenian legislation concerning gambling are the age restriction, such 
as Article 83 of Gambling Act which defined that those younger than 18 years are not allowed to 
engage in casino-style gambling and they are also prohibited from entering the casino. For other 
types of gambling there are no age restrictions.
In the period from 2001 to 2016 (Table 5, Figure 2 – 4), there is a low growth (index 1.09). Average 
share of gambling and betting activities in the GDP (in the period 2001 – 2015) is 1.04 %, i.e. in 
terms of the growth index (base in 2001) in 2017 a 0.64 coefficient is realized. The number of 
gambling companies and the number of employees remains at the same level as ten years ago.
Casinos and Slot clubs in larger tourist and border areas are more tourist/foreign-oriented (Italy) 
and Lottery and Online gambling are more domestic oriented.
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Table 5. Slovenia Revenue from gambling and betting and GDP (million EUR)
Year Number of 

company
Employees Revenue 

from 
gambling 

and betting

GDP Gambling 
and betting 

in GDP

Basic 
gambling 
Income 
Index 
(2001)

Basic index 
of gambling 
revenues in 
GDP (2001)

2001   1,908 281 23,333 1.20% 1.00 1.00
2002   1,913 289 25,023 1.16% 1.03 0.96
2003   1,991 284 26,319 1.08% 1.01 0.90
2004 47 2,182 338 27,763 1.22% 1.20 1.01
2005 48 2,375 369 29,227 1.26% 1.32 1.05
2006 45 2,474 400 31,561 1.27% 1.42 1.05
2007 49 2,840 417 35,153 1.19% 1.49 0.99
2008 52 2,860 418 37,951 1.10% 1.49 0.92
2009 55 2,800 392 36,166 1.08% 1.40 0.90
2010 57 2,526 363 36,252 1.00% 1.29 0.83
2011 55 2,407 360 36,896 0.97% 1.28 0.81
2012 54 2,263 340 35,988 0.94% 1.21 0.79
2013 48 2,155 309 35,907 0.86% 1.10 0.72
2014 51 2,123 295 37,303 0.79% 1.05 0.66
2015 48 2,154 303 38,543 0.78% 1.08 0.65
2016 46 2,299 306 39,769 0.77% 1.09 0.64
Average 50 2,329 341 33,322 1.04%

Source: (Republic of Slovenia Statistical Office 2017; own research)

2. METHODOLOGY

In this paper we have followed the following methodology. It includes three steps as shown (Figure 
1):

Figure 1. Research methodology 
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DATA COLLECTION
For the purpose of this research, the data on the examined countries was collected from the national 
statistical offices or national gambling supervisory offices. For the rest of the world we have used 
data from the H2 gambling capital and World Bank. The main reason in using these sources is 
intention to observe the total revenue in gambling industry which is important for our discussion.   
CONCRETE TASK AND RESEARCH QUESTION
The task to be solved in this paper is to analyze the dataset that is the revenue of gambling within 
sixteen years (from 2001 to 2016) in order to find some patterns, cyclical or seasonal features or 
other significant information that allows forecasting of the future consumption within the certain 
degree of accuracy. The main research question is How important is gambling for the involved 
countries and what proportion of the national GDP does the gambling revenue account for?
TIME-SERIES DATA 
The dataset represents the consumption from gambling and GDP with a one-year sampling rate over 
a period of sixteen years. The data presents different quantities and some sub-metering values and 
is a typical representative of a time-series data that can be defined as a sequence of observed values. 
One of the most distinctive features of the time-series is that data is not generated independently; 
their dispersion varies in time, and in often governed by a trend and has cyclic components. An 
observed time series can be decomposed into three components: the trend (long term direction), 
the seasonal (systematic, calendar related movements) and the irregular (unsystematic, short term 
fluctuations) (Beliaeva, Petrochenkov, & Bade, 2013).
ANALYZING THE DATA USING TOOLS
This is the second step of our methodology. The datasets are analyzed using the software Tableau 
10.4.
FORECASTING PROCESS 
Forecasting is a process of estimating the unknown. It can be defined as the science of predicting 
future outcomes. Forecast should be fitted with the following characteristics: it should be timely, it 
should be as accurate as possible; it should be reliable; it should be in meaningful units. In order 
to do the forecasting process the following steps should be computed (Nolan (1994; Armstrong 
(2001)): 
1. Definition of the purpose of the forecasting; 
2. Data preparation; 
3. Preliminary analysis; 
4. Choosing and fitting the best model; 
5. Forecasting; 
6. Evaluation. 
DATA PREPARATION 
To analyze the consumption of gambling and its share in GDP in selected countries the following 
attributes are required: Year, Revenue from gambling and betting, GDP. We calculated: Gambling 
and betting in GDP; Basic Gambling Income Index (2001); Basic index of gambling revenues in 
GDP (2001), for all observed years.
PRELIMINARY ANALYSIS 
The good way to understand the data is visualization in order to find some consistent patterns or 
significant trends. With the help of Tableau 10.4, a powerful statistical tool for exploration and 
visualization of the datasets, the graphs for the different time periods are constructed (Tableau, 2014).
CHOOSING AND FITTING THE MODEL 
The next step is to determine the appropriate model that fits the data. For that purpose we use Box 
and Jenkins approach (Box, Jenkins, Reinsel, & Ljung, 2015) that allows selecting from a group of 
forecasting models the one that is the best to fit the time series data. The ARIMA (autoregressive 
integrated moving average) modelling can be applied to the most types of time series data. The 
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forecasting accuracy of ARIMA model is considered by the scientists to be of a high degree1.
FORECASTING 
The forecasting is done for the period from 2017 to 2027. The results of the prediction with respect 
to year’s period are presented in the figure 2 – 4.

Equation 1 Forecasting 

COMPARING THE PERFORMANCE
This is the last and final step of the proposed methodology. We have given the screenshots obtained 
at the time of analyzing the dataset.
EVALUATION 
Evaluation was made by using the Mean absolute scaled error (MASE) which is the most reliable 
according to Hyndman and Koehler (table 6). 
If the MASE is lower than 1 the forecast model is right (Hyndman & Koehler, 2006). In the table 6 
you will see that in all cases MASE is lower than 1. On the other side, Akaike information criterion 
(AIC) is very low which means the used model is appropriate (Bozdogan, 1987). 
These results represent the high accuracy of the forecast. This proves the assurance of scientists that 
forecasting accuracy of ARIMA model is normally of a high degree.
All forecasts were computed using exponential smoothing.

Table 6. Forecast error measures
Sum of Austria (Gambling in GDP index)
Model Quality Metrics Smoothing Coefficients
Level Trend Season RMSE MAE MASE MAPE AIC Alpha Beta Gamma
Additive Additive None 0.057 0.046 0.97 5.7% -82 0.500 0.000 0.000
Sum of Croatia (Gambling in GDP index)
Model Quality Metrics Smoothing Coefficients
Level Trend Season RMSE MAE MASE MAPE AIC Alpha Beta Gamma
Additive Additive None 0.318 0.261 0.76 16.1% -27 0.100 0.500 0.000
Sum of Italy (Gambling in GDP index)
Model Quality Metrics Smoothing Coefficients
Level Trend Season RMSE MAE MASE MAPE AIC Alpha Beta Gamma
Additive Additive None 0.358 0.273 0.88 13.1% -23 0.500 0.000 0.000
Sum of Slovenia (Gambling in GDP index)
Model Quality Metrics Smoothing Coefficients
Level Trend Season RMSE MAE MASE MAPE AIC Alpha Beta Gamma
Additive Additive None 0.058 0.045 0.63 5.0% -81 0.500 0.000 0.000
Sum of the World (Gambling in GDP index)
Model Quality Metrics Smoothing Coefficients
Level Trend Season RMSE MAE MASE MAPE AIC Alpha Beta Gamma
Additive Additive None 0.030 0.026 0.78 2.7% -103 0.500 0.000 0.000

Source: (Tableau output; own research)

1 (Beliaeva et al., 2013)
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3. RESULTS

The data processed by the machine learning algorithm provides efficient results that can be 
understood but the obtained information is too large and the conclusions can prove to be difficult 
to make. It is well known that a visual representation is worth a thousand words. Hence this 
information can be easily understood by the Tableau’s interactive data visualization focused on 
business intelligence. Tableau helps in interactive data visualization of products.
According to collected data we could present and compare the revenues from gambling, share of 
revenues in GDP and gambling revenue index in observed countries.  
Gambling revenue is presented in figure 2 and Gambling revenue index in figure 3. The absolute 
highest growth is recorded in Italy. Croatia also has a lot of growth. The Austrian market is stable. 
Slovenian even shows signs of regression. With 90% confidence it can be predicted that in 2027 
there will be a 626,230 billion USD gambling revenue (index from 2001 to 2027 is 2.8). Italy can 
expect 154,661 million EUR (index 10.6), Austria 1,806 million EUR (index 1.5), Croatia, 505 
million (index 5.7). EUR and Slovenia 327 million EUR (index 1.2).

Figure 2. Gambling revenue (2001 – 2027)

Source: ( (“H2 Gambling Capital” 2017; “BMF - Bundesministerium Für Finanzen” 2017; “The World’s Biggest 
Gamblers” 2017; “Agenzia Delle Dogane E Dei Monopoli” 2017; Republic of Slovenia Statistical Office 2017; Republic 

of Croatia Croatian Bureau of Statistics 2017; own research)
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Using gambling revenue index in observed period the strongest growth can be seen in Italy and 
Croatia. The growth in Austria and Slovenia are below the world average. This points to a downturn 
in the gambling market. In Slovenia, this is due to non-involvement in gambling services, especially 
in online gambling.

Figure 3. Gambling revenue (index 2001 – 2027)

Source: ( (“H2 Gambling Capital” 2017; “BMF - Bundesministerium Für Finanzen” 2017; “The World’s Biggest 
Gamblers” 2017; “Agenzia Delle Dogane E Dei Monopoli” 2017; Republic of Slovenia Statistical Office 2017; Republic 

of Croatia Croatian Bureau of Statistics 2017; own research)

Next, in figure 4 the share of gambling revenue in GDP is presented. As we can see there is a stable 
index in Croatia, Austria and the world. In Italy it is very progressive (in 2016 is 5 times more than 
2001). In Slovenia it was progressive till 2006 and regressive after that year.
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Figure 4. Gambling in GDP (index 2001 – 2027)

Source: ( (“H2 Gambling Capital” 2017; “BMF - Bundesministerium Für Finanzen” 2017; “The World’s Biggest 
Gamblers” 2017; “Agenzia Delle Dogane E Dei Monopoli” 2017; Republic of Slovenia Statistical Office 2017; Republic 

of Croatia Croatian Bureau of Statistics 2017; own research)

Globally the gambling consumption is expected to decline. The trend is mostly in line with Slovenia’s 
prediction, while Austria will maintain the level of the world average. However, Croatia and above 
all Italy will increasingly depend on gambling revenues.

The latest comparison is the placement with regard to the players’ orientation (Table 7). Austria, 
Croatia and Slovenia were in the past foreign (F) oriented casino destinations. Nowadays however 
with online and gambling halls mostly locally (L) oriented. 
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Table 7. Orientation of gambling
Croatia Austria Italy Slovenia

Land-based 
Casinos

Betting Shops/
Off Track 
Betting

L L L L

Bingo L L L L/F
Card Rooms/

Poker L L L L/F

Casinos F L/F L F
Lotteries L L L L
Racing L L L L

Slot Machines L L L L/F
Tribal Gaming 
(only in USA)

Online Casinos

Online Betting L L L L
Online Bingo L L L L
Online Casino L/F L/F L L

Online 
Lotteries L L L L

Online Poker L L L L
Online Racing/

Advance-
Deposit 

Wagering

L L L L

Source: (own research)

Each country needs to find the most suitable business model. In any case, the Internet gambling 
needs to be included considering the national needs. Especially when it comes to the protection of 
citizens.
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4. CONCLUSION

The purpose of this review article has been to expose the gambling situation in Austria, Croatia, Italy 
and Slovenia. Based on the historical perspective we have reviewed the evolution in last 16 years 
and forecasts by the year 2027. It is worth noting that the gaming sector has suffered a significant 
recession in the last few years owing to the severe economic crisis in 2007. 
The main research question is How important is gambling for the involved countries and what 
proportion of the national GDP does the gambling revenue account for? As we can see (table 1 – 5 
and figure 2 – 4) Italy is becoming increasingly dependent on gambling revenues because its share 
in GDP is 5.7 %. The reason for this is the liberalization of VLT salons and Online gambling. Online 
gambling is present on the global market in many ways which have already overtaken the prime 
roll from physical casinos. Most people today prefer the comfort of making wagers from their 
home, and punters can find nearly every kind of gambling from internet casinos to online lotteries 
(Oldroyd, 2017). 
While the importance remains stable at the World level and in Austria, it is increasing in Croatia 
and decreasing in Slovenia. The pattern shown here is that the share of gambling revenues in GDP 
is increasing in those countries where the gambling is locally oriented. 
Gaming revenues in GDP should not be neglected, but we must not rely on them because they 
represent too great a risk. The local population consumption of gaming increases the likelihood 
of gambling addiction. The gambling was and will be present in the future too. The activity itself 
does not contribute to the national income, but brings the redistribution. Therefore it would make 
sense to keep the gambling of the country under control. Countries invest in development only if 
the gambling is export oriented.
Business forecast helps governmental sector and gaming operators to visualize the big picture by 
forecasting the revenue to get a general idea of the coming years. If any changes are needed then 
those changes are done with the objective of achieving a more profitable success. The results of the 
research can be applied in different fields. For example, knowing the revenue from gambling and 
betting is of great importance for several reasons. First of all, the governmental sector can calculate 
the share in GDP and the revenue from taxes which will get into the state budget. Secondly, analysing 
the data of Gambling revenues is useful for companies (gaming operators) for predicting probable 
future consumption to plan the technological cycles and budget costs. 
Based on the results of the analysis and discussion, it could be noted that the research question is 
well chosen and represents the main problem exposed in this paper. 

LIMITATIONS AND FUTURE RESEARCH DIRECTIONS
The paper has certain acknowledgeable limitations and offers some directions for future research. 
Lack of certain data points to a limited scope of our analysis which prevents presenting detailed 
findings. All data was collected from secondary sources with all limitations in that sense. 
There were no prior research studies on this topic which means some findings couldn’t be compared 
with similar ones to find out whether there are inconsistencies.
This study, as applicative research, defines some of the opportunities for future research in terms of 
the new aspect concerning the subject.
It would be interesting to observe some economic impact of gambling on observed countries’ 
economies in a few categories such as investment, employment and foreign trade.
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ABSTRACT

The paper is focused on specific location-allocation problem aimed to determine a set of scrap yards 
for vehicle decommissioning in Slovakia. The goal is to determine scrap yards network so that it 
is not prohibitive to pass old car for dismantling and further processing wherever former owner 
lives. Two approaches are considered. Once we consider the case when it is necessary to construct 
a completely new network of scrap yards, which results to setting of their minimum numbers and 
also their location. In the latter case, the already existing network of scrap yards is considered, 
while the model provides its extension, in order to achieve the desired values of accessibility for 
all residents. The results were applied to an existing network of scrap yards identifying locations 
to build new scrap yards. Areas where whole new network of scrap yards must be built were also 
identified. 
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INTRODUCTION

Presently the reaching of environmental goals takes an increasing emphasis on waste recycling. A 
major problem encountered in any process of collecting and remanufacturing of raw materials is 
the availability of collection points respectively sorting centers for recyclable waste (namely scrap 
yards in the case of vehicle decommissioning).  According to 2012’s Eurostat statistics, in the EU’s 
inhabitant annually produces an average of almost 500 kg of municipal waste, in Slovakia it is 
approximately 320 kg. In Slovakia almost 74% of it goes to landfill municipal waste and only rest 
will be recovered while in more developed countries, this ratio is reversed. One of the reasons for 
the low interest of Slovak citizens in the collection of secondary raw materials is also the location 
of collection points for recyclable waste. 
The paper deals with partial waste recycling problem, namely vehicle decommissioning in the scrap 
yards. Although the disposal of used cars in scrap yards is obligatory for the population, it is clear, 
that without adequate accessibility of scrap yards it is not possible to achieve maximum impact 
when disposing of used vehicles.
One of the actual challenges in Slovakia is to build a transparent and current information system 
to map the flow of secondary raw materials. The current system is often inaccurate and incomplete 
and it is clear that without adequate availability scrap yards is not possible to achieve maximum 
impact when disposing of used cars. The system should not be directed only to monitor the flows 
of secondary raw materials, but also to their optimization.
The paper is focused on the model aimed to solve the location-allocation problem. The goal is to 
determine a set of collecting points (scrap yards) so that it is not prohibitive to pass old car for 
dismantling and further processing wherever former owner lives. Two approaches are considered. 
Once we consider the case when it is necessary to construct a completely new network of scrap 
yards, which results to setting of their minimum numbers and also their location. In the latter case, 
the already existing network of scrap yards is considered, while the model provides its extension, in 
order to achieve the desired values of accessibility for all residents.  
Modelling of car scrap yards network represent designing of large public service systems. Designing 
of public service system includes determination of center locations, from which the associated 
service is distributed to all users of the system, e.g. [Current, Schilling (2002), Ingolfsson, Budge, 
Erku (2008)]. It can be assumed that the number of service centers must be limited due to economic 
and technological reasons [Janáček, Linda, Ritschelová, (2010)].  The public service system structure 
(also car scrap yards network) is formed by deployment of limited number of service centers and 
the associated objective to minimize the social costs, which are proportional to the distances from 
users to the nearest service centers. The standard approach to the public service system design 
assumes that the user is served from the nearest located service center or from the center, which 
offers the smallest disutility to the user [Janáček, 2015]. 
Different works aimed at various location problems can be found, e.g. [Brezina, Pekár, Čičková 
(2009), Brezina, Dupaľ, Pekár (2011), Drezner at al. (2004), Jánošíková, Žarnay (2014), Pekár, 
Brezina, Čičková (2010), Pekár, Brezina, Čičková (2016), Eiselt, Sandblom (2004)]. The primary 
objective is faster deployment of scarp yards; this objective can be achieved using the location 
model when determining the minimal number of scarp yards as well as maximal accessibility is 
given. 
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1. LOCATION-ALLOCATION PROBLEM WHEN MAXIMAL 
ACCESSIBILITY IS GIVEN 

This section describes a model that enables to determine the number of scrap yards if the maximum 
distance that residents have to travel to the nearest of it is given, e.g. [Brezina, Pekár, Čičková (2009), 
Pekár, Brezina, Čičková (2016)]. The aim is to locate scrap yards in Slovak towns or municipalities 
with more than 2500 inhabitants (the number of such towns and municipalities in Slovakia is 
presently 302)) so that the required accessibility (we will proceed to consider distances 50, 40 and 
30 km) while pursuing the goal of minimizing the number of scrap yards. Next, the mathematical 
location-allocation model is given. 
The situation can be described by binary programming problem, when we consider the binary 

variables { }0,1 , 1, 2,...jx j n∈ =  , where n represent the number of municipalities (and towns) in 
Slovakia. The meaning of those variables is following: if the variable 0jx = , the scrap yard is not 

built in j-th municipality or 1jx =  otherwise.  
Let Pj be the number of inhabitants of j-th municipality. The whole number of inhabitants is 

Than it is possible to calculate the coefficients cj: 

The coefficients represent the potential number of requests coming to the scrap yard.  Than the 
objective can be written as follows:
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Now we introduce the other parameters of the model. Let K  be the scalar value that represent 
the maximal desired values of accessibility to the nearest scrap yards and let  be the parameters 
that represent  the minimal distances between the municipalities i and j, , 1, 2,...i j n=  . Now the 
parameters  can be set as follows:
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where aij = 0 if the distance between i-th and j-th municipality is lesser than K and aij = 1 otherwise.  
Based on (2) it is possible to construct the equations that ensure the availability of the municipalities 
from at least one scrap yard in maximum distance K. 
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2. SCRAP YARDS NETWORK IN SLOVAKIA WHEN MAXIMAL 
ACCESSIBILITY IS GIVEN 

The current situation of location of scrap yards in Slovakia is location in 40 municipalities – Figure 1 
– (some larger towns or municipalities have more than one scrap site): Zohor, Bratislava – Ružinov, 
Bernolákovo, Pezinok, Šenkvice, Trnava, Senec, Šamorín, Dunajská Streda, Holíč, Piešťany, Nové 
Zámky, Močenok, Dubnica nad Váhom, Trenčín, Hliník nad Hronom, Levice, Prievidza, Žiar nad 
Hronom, Považská Bystrica, Zvolen, Banská Bystrica, Spišská Nová Ves, Turňa nad Bodvou, Poprad, 
Stará Ľubovňa, Prešov, Košice – Juh, Hanušovce nad Topľou, Trebišov, Michalovce, Svidník, Snina, 
Čadca, Námestovo, Trstená, Žilina, Vrútky, Martin, Ružomberok (if a scrap yard is built on a site 
with less than 2500 inhabitants, it is assigned to the nearest city or municipality with more than 
2500 inhabitants).
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Figure 1. Location of existing scrap yards

 

 existing location of scrap yard

Based on above model consider the following two problems:
1: to construct a completely new network of scrap yards, while considering given desired values 
of accessibility for all residents (only in Slovak towns or municipalities with more than 2500 
inhabitants)
2: to extend existing network of scrap yards, while considering given desired accessibility values for 
all residents (only in Slovak towns or municipalities with more than 2500 inhabitants)
The specified maximum distances (K) are set to 50, 40, and 30 km.

Strategy A: Location at a maximum distance of 50 km 

1. Results (a completely new network of scrap yards) 
When considering the 50 km accessibility than the minimal number of scrap yards is 17. Their 
location is illustrated in Figure 2. 

Figure 2. Location of new scrap yards – Strategy A

 new location of scrap yard
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2. Results (extension of an existing network of scrap yards) 
When considering the 50 km accessibility with respect to existing network scrap yards network 
than the minimal number of scrap yards is 44 (40 existing and 4 new location). Their location is 
illustrated in the Figure 3. 

Figure 3. Extension of an existing network of scrap yards – Strategy A

 new location of scrap yard 

 existing location of scrap yard 
Strategy B: Location at a maximum distance of 40 km 

1. Results (a completely new network of scrap yards) 
When the accessibility is reduced to 40 km than the minimal number of scrap yards is 24. Their 
location is illustrated in Figure 4. 

Figure 4. Location of new scrap yards – Strategy B

 new location of scrap yard

2. Results (extension of an existing network of scrap yards) 
When the accessibility is set to 40 km with respect to existing scrap yards network than the minimal 
number of scrap yards is 46 (40 existing and 6 new location). Their location is illustrated in the 
Figure 5. 
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Figure 5. Extension of an existing network of scrap yards – Strategy B

 new location of scrap yard
 existing location of scrap yard

Strategy C: Location at a maximum distance of 30 km 

1. Results (a completely new network of scrap yards) 
When the accessibility is reduced to 30 km accessibility than the minimal number of scrap yards is 
39. Their location is illustrated in Figure 6. 

Figure 6. Location of new scrap yards – Strategy C

 new location of scrap yard 
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2. Results (extension of an existing network of scrap yards) 
When the accessibility is set to 30 km accessibility with respect to existing scrap yards network 
than the minimal number of scrap yards is 57 (40 existing and 17 new location). Their location is 
illustrated in the Figure 7. 

Figure 7. Extension of an existing network of scrap yards – Strategy C

 new location of scrap yard 
 existing location of scrap yard 
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CONCLUSION

Besides an existing legislation, there must be built a network of available scrap yards when one 
wants to increase the interest in the environmentally disposal of waste. When collecting old cars, 
this can be achieved by optimizing the minimum scrap network, which can be adjusted based on 
their distance from the dwellings of Slovak residents. The minimum scrappage network ensures 
real availability for all residents at a given maximum distance. In the current situation there are 
already 46 scrap yards in 40 locations. When looking at the SR map (Figure 1), however, they are 
unevenly distributed, as the maximum accessibility is currently 87 km (scrap yard in Zvolen and 
the inhabitants of Rimavská Sobota). 
When considering a maximum availability of 50 km, building up a completely new network 
requires creating 17 new scrap yards (their location is given in the previous section). In the case of 
completion of existing network with respect the 50 km availability, it is necessary to build 4 new 
scrap yards.
When the accessibility is reduced to 40 km, we have determined a minimum number of scrap yards 
to 24 (showing in the previous section) and there is necessary to increase the number of scrapers 
in the existing network by 7 points. When considering the completion of the present network of 
collection points, it is necessary to build 6 new sites.
It does not make economic sense to build a dense network for small accessibility distances therefore 
the last accessibility distances was 30 km. The construction of a completely new network needs to 
be ensured by building up scrap yards in 39 new locations. In the case of the completion of an 
existing scrap yards network, 17 new need to be built.

Table 1. Summarization of results
Strategy A
(K=50 km)

Strategy B
(K=40 km)

Strategy C
(K=30 km)

Approach 1 (new 
network)

Scrap yards 17 24 39

Approach 2
(expansion of network)

Scrap yards 44 46 57

New scrap yards 4 6 17

These results can support decision-making for the state in this area. As can be seen from the 
results, in the long run it would be better to focus on creating a new network of scrap yards that 
will improve the quality of the system, e.g. reducing the number of scrap yards while providing 
better availability, which will also reduce the environmental impact. In the short term, it would be 
appropriate to complete a scrap yards network to achieve a better accessibility for inhabitants.
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ABSTRACT

Adequate accommodation infrastucture is on of the basic conditions for sustainable tourism 
development. In order to improve accommodation infrastructure, particular addressing the 
problem of a large share of private accommodation in total infrastucture, it is proposed to transform 
these capacities indo condo model, diffused and integral hotels. Another major problem in tourism 
development in Montenegro is not an adequate structure of emissive markets, more precisely 
dominance of 2 markets. In order to improve emissive market infracture it is necessary to focus 
primarly on West European and Scandinavian market. Improving the situation of the mentioned 
problems would significaly affect the sustainable development of tourism in Montenegro.
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INTRODUCTION 

Tourist product of destination can be perceived as a partial products or integrated products. 
Elementary features of an destination are attractive, communicative  and receptive factors. 
Implementation of sustainable development is based on principles mostly related to envirovmental, 
economic and socio – cultural aspects of tourism development. Important model of tourism 
development of destination is carry capacity model, which involves determining the carrying 
capacity of a tourist resources and space and its basis in fact and argument is a reasonable restriction 
of predicted development with minimal adverse effects make it better, and preferably creates optimal 
effects. When calculating carry capacity of the tourist destination, it is necessary to do certain 
preliminary work and create conditions for it. Needs for accommodation capacities transformation 
in Montenegro based on the sustainable development principles  requires transformation of the 
existing accommodation capacities. There is a necessity of restructuring and regrouping of private 
accommodation and adequate models are: diffuse, integral and condo hotels. Current situations in 
Montenegro requires different perception of emitive markets. In Master Plan is defined that it is 
necessary to turn to Western Europian and Scandinavian markets. 

1. DEFINITIONS OF TOURIST PRODUCT

Magas, Vodeb and Zadel define tourist product is the totality of tangible and intangible properties, 
including functional, social and psychological benefits and satisfaction. The product can be ideas, 
services, goods, or any combination of these three terms. (Magas,Vodeb,Zadel,2018:33)”Considering 
the various theoretical approaches to defining the term of tourist destination, it can be concluded 
that it should be understood and analyzed as a more or less rounded geographic entity that has 
an attractive, communicative and receptive factors, including natural, anthropological and traffic 
conditions for the tourist accommodation, food, holiday and leisure.(Bakić 2002,14)Tourist 
products of modern destinations can be perceived as a partial products (based on one element of 
tourist supply- exp. nature, landscapes etc.) or integrated products (mixture of various elements-
exp. good infrastructure, natural resources, accommodation and leisure facilities). Second 
mentioned, clearly involves benefits for both sides of an market-local supply and tourist demand. 
As the essence of the marketing concept in business highlights the importance of creating the 
supply so it can meet the interest of demand, integrated tourist product turns out to be an ideal 
solution for any destination. This means that the tourist products that are about to be introduced 
on the market should necessarily bee developed as an equivalent to the total quality of products of 
one destination. That requires complementary supply presentation by composing three elementary 
features (factors) of an destination: 
1. attractive factors, 
2. communicative factors, 
3. receptive factors.

The attractiveness of a destination should offer a mixture of different elements of the natural 
attractiveness (climate, flora, fauna, geography, natural beauty and interest) and anthropological 
attractiveness (cultural and historical heritage, folklore, gastronomy, spa / wellness facilities, sports 
and recreational facilities, etc.) (Bakić 2002,130).
Communicative factors include areas of development in terms of distance and closeness of the 
destination (as measured by distance or length of the trip) and the cost of travel and stay on the 
destination. Accordingly, accessibility involves the development of transport infrastructure in the 
destination (state of the roads, the existence of ports, airports, bus stations, etc.). Accessibility is 
a location factor whichin big deal enables emphasis and exploitation of original and produces 
element of destination.It includes communication factors-traffic potentials and their current and 
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future exploitation.Two aspects of this location factors are emphasised: macro approachconcerning 
accessibility of facility in relation to demand flow,and micro aspect concerning location of facility 
in relation to main factors of destination.  (Čačić 1998, 247)
Finally, receptive factors reflect conditions for the stay at the destination and include all the elements 
that make up the tourism supply in the context of accommodation, food, fun, entertainment etc. 
Receptive (receiving) factors include organizational forms in area of   accommodation, food, 
entertainment, recreation and leisure tourists. In other words, under these factors should include a 
variety of activities that are directly and indirectly involved in providing services to domestic and 
foreign tourists (hotel,F&B, store traffic, cultural institutions, utilities, etc..). (Dobre 2005,18.)

2. SUSTAINABLE DEVELOPMENT OF TOURIST PRODUCT 
DESTINATION
 
Bearing in mind the existing theoretical attitudes, interpretations and definitions, as well as practical 
solutions in the implementation of sustainable tourism, five key objectives can be identified, none 
of which must be dominant in relation to others, such as: ( Jegdić,V,2011.,23).
• Protecting the living environment and preserving natural resources
• Ensuring the social integrity of the local community
• Protecting the cultural heritage of the destination and respecting the cultural specifics of the 

domicile population
• Making economic benefits in tourism and tourism
• Optimum satisfaction of the needs of tourists through the offer of a high quality tourist product
The sustainable tourism concept has become a key discourse through which tourism industry 
owners and managers, environmentalists, host communities, developers, politicians and academics 
frame certain tourism issues. (Bramwell , Lane , 2011, 413).
Sustainable development of tourism in particular area should be understood as a subsystem of the 
overall sustainable development of the area. According to the World Tourism Organization (World 
Tourism Organization - WTO, 2004), the principles of sustainability in tourism are mostly related 
to environmental, economic and socio-cultural aspects of tourism development.
The observed model is conceived as a carrying capacity model, which involves determining the 
carrying capacity of a tourist resources and space and its basis in fact and argument is a reasonable 
restriction of predicted development to that with minimal adverse effects make it better, and 
preferably creates optimal effects. (Vukonić ,Keča, 2001, 108).
Several definitions of carrying capacity have been offered, depending on how and where the concept 
is applied. The World Tourism Organisation defines carrying capacity as “the maximum number 
of people that may visit a tourist destination at the same time, without causing destruction of the 
physical, economic and socio-cultural environment and an unacceptable decrease in the quality of 
the visitors”. (Kostopoulou ,Kyritsis 2006, page 9)
Thus, when calculating the carrying capacity of the tourist destination it is necessary to do certain 
preliminary work and create the conditions for it. In this regard, it is necessary to implement the 
eight stages in this process: (Jegdić,Marković 2011, 110).
(1) Identifying management standards for the destination or a tourist resource, which will be  
supported and the types of tourism experiences that are planned;
(2) Determine the period for which carrying capacity is defined (hour, day,week, month or year);
(3) Determination of indicators for environmental, socio-cultural, psychological and economic 
components;
(4) Defining the sustainable measures for each indicator;
(5) Establishment of the obvious connection between state-level indicators and use;
(6) reasoning about the possibilities of acceptance of certain impacts;
(7) Determination of carrying capacity is more / less / equal to determine the extent of visits;
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(8) Determine management strategy that will enable to define carrying capacity respects.
Policy of using natural resources in tourism development which departs from these principles, 
means behavior in accordance with the following assumptions: (Dulčić 2001, 328-329), 
• It is necessary to adopt and implement an active policy of land resource as well as long-term 
policies that must govern and manage not only the exploitation of natural resources and their 
use, but to plan and work to restore the resources that are renewable and nonrenewable natural 
resources, conserve and regulate the manner of their future use . In other words, unrestricted 
exploitation of natural resources to replace the real economy of space (‘spaceship economy’). 
Managing a tourist destination involves the involvement of the private public sector. In addition, 
it is desirable, in various ways, to involve representatives of the local population in an intensified 
manner in order to ensure local development by local community, and to form local action groups.  
(Galicic, Laskarin,2016:190).

3. NEEDS FOR  ACCOMMODATION CAPACITIES TRANSFORMATION 
IN MONTENEGRO BASED ON THE SUSTAINABLE DEVELOPMENT 
PRINCIPLES

Accommodation facilities can be defined as properly built and equipped construction facilities for 
providing accommodation services in tourism (hotel industry and total catering). These facilities 
could also be defined as spatial, organizational-technical and technologically prepared, capable 
of accommodating and accommodating people and providing hotel services (boarding and non-
boarding) services in them. (Vujovic,Cvijanovic, Stetic,2012:140).
Structure of accommodation capacities in Montenegro now is expressively negative, with 23% 
involvement of basic capacities, hotels represent only 13.3% (total number of estimated beds 295.987 
including unofficial estimation of  171.459 unregistered beds). (Government of Montenegro, 
Ministry of Sustainable Development,2008,11)
Structure of accommodation capacities is significantly  different:1
• Average EU  42,18%,  
• Spain  52,55%,  
• Italy  46,38%,  
• Greece  88,23%, 
• Cyprus 95,70%

Improvement of mentioned factors is predominantly reaction on heterogeneous needs of tourist 
consumers ,and its effected on the tourist supply with establishing of three kinds of resorts and 
involvement of condo model (through following new structure of accommodation capacities 
number of beds will increased on 300.000,but with completely new structure of 41,67% of hotel 
capacities-including condo and timesharing capacities).
On the other side, due to concentration of “quasiflat” buildings (based on the unofficial data 
published in Master plan-Strategy of Tourism Development in Montenegro, mentioned destination 
has 171.459 unregistered beds),it is necessary  to establish new General Urbanistic Plans for 
restructuring some urban zones. Despite of significant “development” of mentioned secondary 
living places, for example in Montenegro there is no special taxes policy for flats and houses for 
holiday.
However, this is not the case in all competitive countries. In Croatia, for example, there are special 
taxes for mentioned categories. On this expenses, insurance, residence tax and other expenses has 
to be included, which ownership of mentioned property makes extremely expensive. 

1Source:http://www.queenofmontenegro.com/promo/nvo2010/Materijal%20za%20okrugli%20sto%20-%20
Prof.%20dr%20Rade%20Ratkovic.pdf
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One of the solutions for the “quasiflat” building reduction is condo hotel model, with whom part 
of actual flats can be transformed in the key tourist accommodation capacities. Condo hotels 
or condominiums are flats in building, which owners are using only one part of the year-three 
months, and rest of the year are rented to tourist consumers so after deduction of management fee 
and maintenance whole expenses income is received by the flat owners. Based on the mentioned 
principle, popular accommodation facility hotel Plaza is functional.Mentioned prerogatives 
leave space for creation serious strategy for foreign investor attracting, especially for green field 
investments, which also means respecting with investors side, high level moral standards in 
business, social responsibility, overtaking of own risk, institutional standards, transparent and not 
asymmetric information, clearly defined property rules as a base for property protection and above 
“healthy” competition without favor certain market participants.(Žugić 2010,137.)
Innovated Strategy of Tourism Development in Montenegro is focused mainly on greenfield 
investments on the attractive locations in each of available clusters. Very important fact that 
mentioned document assumes 100m2 of green areas per each bed of the accommodation capacities. 
(Government of Montenegro, Ministry of Sustainable Development, 2008, 87).
Also, there is a necessity of restructuring and regrouping of private accommodation. Authors of 
this work strongly believe that adequate tool for mentioned is implementation of model of diffused 
(not year recognized in current Montenegrin legislation) and integral hotels.
By definition, diffuse hotel is a functional unit in which it is obliged to provide accommodation and 
breakfast, and can provide catering and other services. Diffuse hotel must be predominantly urban, 
historical, and rural-urban structures and buildings, furnishings and equipped with a traditional 
way. It is a functional unit in the area of a settlement consisting of three or more functionally related 
structures embedded in the local environment and way of life.
As a adequate example on the micro level into Montenegrin tourist destination, mentioned model 
should be implemented on the level of Kotor destination.
Catering facilities which provide catering services can be separated by public or common areas. 
This type of accommodation must have: reception hall, common room to room, accommodation 
units, common sanitary facility, and may have other facilities in the function catering and tourist 
spending. What is crucial to the units in the diffuse hotel rooms, suites (suite), studio apartments 
and suites. 
The proposed model of diffuse hotel at the tourist destination Kotor depends on the dispersion 
units, which in turn, may be expressed in the following units:

Graph 1. Basis areas for diffuse hotel forming

Source: Author’s internal research 
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• Joint management
• Presence of common areas for guests;
• Offer hotel services (reception, breakfast, cleaning ...) and logistics
• guests;
• The presence of hosting community:
• a. Integration of guests in the socio-cultural environment of the destination;
• Reasonable distance between the guest units and common areas.

It also raises the question of what should be the goal of forming diffuse hotel. Authors emphasizes 
the following benefits:
Adequate and affordable adaptable capacity during off peak season, which allows an extension and 
the ability to offer consumers a tourist stay more days (instead of a few hours during the day) when 
it comes to folk festivals and other cultural and entertainment attraction;
The full performance on the global market, which also reduces the cost of promotion and 
distribution.

4. DIFFERENT PERCEPTION OF EMITIVE MARKETS

Current situation means dictate of two emitive markets as per following graph (Russia and Serbia):

Figure 1. Structure of accommodation (2017 Year)

Source: Author’s research based on Monstat official data.  

The authors of this paper are strong in the positions of the Master Plan in the sense that it is 
necessary to turn to Western European and Scandinavian markets, but not leaving the focus in 
relation to the markets of the region and Russia. It is based in particular on the net wages and 
discretionary income of the following EU  markets:

Figure 2. Net salary in EUR

Source: //www.reinisfischer.com/average-salary-european-union-2018
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Also, it should be taken into consideration way of transport of observed markets and as per  
EUROSTAT’s research air transport dominates:

Figure 3. Outbound trips of EU28 residents by main means of transport, 2013.

Source:http://www.europarl.europa.eu/RegData/etudes/IDAN/2015/568343/EPRS_
IDA(2015)568343_EN.pdf

Apart of mentioned markets, focus on Montenegrin tourist policy should be on intercontinental 
markets, such as China, which has global tourism spending, as the next three competitors together:

Figure 4. Word’s Top Tourism Spenders

Source: https://www.e-unwto.org/doi/pdf/10.18111/9789284418664

CONCLUSION

Based on the above, it can be concluded that Montenegro has adequate strategic documents of 
tourism development, which are entirely in the context of sustainable tourism development, when 
it comes to accommodation capacities, the organization of a tourist product and, accordingly, the 
development of human resources development. However, what is the table it is necessary to further 
improve the accommodation capacities in the part of the conversion of private accommodation in 
terms of its further integration through diffused and integral hotels. It is also necessary to gradually, 
but continuously, reverse the issue of emissive markets, primarily with a focus on West European 
and Scandinavian market.
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INTRODUCTION

The Philippine retail trade industry carries a wide array of products such as food, textile and 
apparel, construction materials, books, office and household appliances, transport equipment and 
accessories, drugs, mechanical supplies and equipment, petroleum products, toys, gifts, and jewelry 
products.
The growing importance of the retail-trade sector to the Philippine economy is one major factor 
behind repeated attempts since 1993 to liberalize the sector.  In March of 2000, the Retail Trade 
Liberalization Act of 2000 (Republic Act 8762) was passed into law by the Philippine Congress.  
This law opened up the retail trade sector to foreign investment.
Table 1 shows that as the Philippine economy grew in the period 1992 to 2006, the share of retail 
trade in both Gross Domestic Product (GDP) and Gross National Product (GNP) has remained 
at about the same level (between 10-13% of both GNP and GDP).  The average ratio of retail trade 
gross value added to GNP for the period 1992 to 2006 is approximately 0.112 while the average 
ratio of retail trade gross value added to GDP for the period 1992 to 2006 is approximately 0.118.  
The retail sector grew by an average of 5.8% from 1981 to 1997 compared to average GDP growth 
of 2.27% for the same period.  In 1997, its share in the services sector and trade subsector was 
approximately 25.43 percent and 72.84 percent, respectively (Digal, 2001).

Table 1. Philippine Retail Gross Value Added (RTGVA), Gross Domestic Product (GNP), Gross 
National Product (GNP) and Associated Ratios (in thousand Philippine Pesos)

Year

Retail Trade 
Gross Value 

Added (RTGVA) GNP GDP

Ratio of 
RTGVA to 

GNP

Ratio of 
RTGVA to 

GDP
1992 80,305 731,396 718,941 0.110 0.112
1993 81,757 751,479 734,156 0.109 0.111
1994 85,386 786,136 766,368 0.109 0.111
1995 90,389 824,525 802,224 0.110 0.113
1996 95,816 884,226 849,121 0.108 0.113
1997 99,605 930,658 893,151 0.107 0.112
1998 103,151 934,481 888,000 0.110 0.116
1999 108,693 969,334 918,160 0.112 0.118
2000 115,814 1,037,856 972,960 0.112 0.119
2001 120,533 1,061,283 990,042 0.114 0.122
2002 127,714 1,105,695 1,043,094 0.116 0.122
2003 135,292 1,171,431 1,085,072 0.115 0.125
2004 144,691 1,252,331 1,154,295 0.116 0.125
2005 152,963 1,319,107 1,210,497 0.116 0.126
2006 163,856 1,399,527 1,276,435 0.117 0.128

Source: National Statistics Office of the Philippines

Some analytical questions which revolve around the productivity of retail services must be 
answered if the retailing sector of the economy is to be better understood.  Such analysis is of use 
to government policy makers in formulating public policy.  It is likewise useful to industry leaders 
who are trying to assess how much output they can derive from existing resources.
The purpose of this paper is the estimation of a production function for retail stores in the 
Philippines.  The paper investigates the how labor and capital interact in the Philippine retail sector.  
An understanding of the retail trade industry, which is an important segment of the Philippine 
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economy, is needed to manage the economy effectively in the 21st century.  It would also enable 
government officials to formulate policies that would benefit the retail industry.

1. REVIEW OF RELATED LITERATURE

Ingene and Lusch (1999) tried to model the economics of retail store operation by formulating a 
production function showing the relative inputs of labor and capital required. By formulating this 
function, they were able to show the productivity of these factors in the U.S. retail sector.  They 
were able to discover positive and significant relationships between the dependent variable (sales 
per store) and both employee labor hours and total store floor space.  Their paper had three main 
findings.  First, they did not reject their hypothesis of constant returns to scale in department 
stores.  Second, the elasticity of labor was higher than that of capital which implies that additional 
labor is more productive than additional capital.  Their third finding was about regional differences 
in productivity.  These differences were hypothesized to be a function of the age of the capital stock 
and the quality of labor.  Ingene and Lusch (1999) found out that there have been changes in the 
technology used by department stores, some of which is dependent upon construction of new 
stores and some of which is easily adaptable to “old” stores.
Ofer (1973) used a cross section of retail stores in Israel to estimate genuine scale effects in retail 
trade.  He did this by estimating a simple production function by using the Cobb-Douglas structure 
with labor and capital as inputs and value added as output.  Aigner and Chu (1968) showed a 
technique to estimate a production function that shows maximum obtainable product that could 
be obtained from available input combination and technology.
Tilley and Hicks (1970) looked at the relationship between supermarket size and various aspects of 
operating performance.  Ingene and Lusch (1982) analyzed the determinants of productivity and 
productivity change in the retail sector and they found a negative relationship between store size 
and labor productivity.  McAnally (1963) reviewed some of the concepts of retail output used to 
measure productivity.  Ratchford and Brown (1985) used a general production function to study 
productivity gains and losses for various outputs of food retailing over the period 1959 to 1979.
Several studies have investigated means of detecting economies of scale.  McClelland (1967) 
examined the ratio of profit to capital, the ratio of inventory to sales, the ratio of gross profit to sales 
and the ratio of wages to sales.  If there were economies of scale the ratio of wages to sales would 
decrease while the other three ratios would increase (Ingene and Lusch, 1999).  Tilley and Hicks 
(1970) also had a similar methodology.  Ingene and Lusch (1999) did not use the methodology of 
McClelland and Tilley and Hicks because they believe that this approach is only valid if all firms 
pay the same prices for labor and capital.  
The retail sector was chosen for this paper because it is the sector with which customers have the 
most direct contact (Ingene, 1982).  Kendrick (1973) and Takeuchi and Bucklin (1977) mentioned 
that the growth rate of labor productivity in the retail sector has been lower than in other major 
sectors of the U.S. economy in the postwar period.
Recent research has examined the productivity and efficiency of retail stores.  Gauri (2013) found 
that stores with larger selling areas, more check-out counters and are located closer to their 
competition had the best efficiency.  Assaf, Barros and Sellers-Rubio (2011) found that stores with 
lower price strategy, longer existence in the market, and multiple geographical presences are more 
efficient than stores that do not possess these characteristics.
Shin and Eksioglu (2015) studied the relationship between radio frequency identification 
technology and the labor productivity.  Using the Cobb-Douglas production function in their 
regression analysis, they show that retailers using RFID technology have higher labor productivity 
compared to those that do not use the technology. 
Hossain, Majumder and Bazak (2012) used the Cobb-Douglas production function to measure the 
production processes of various industries in Bangladesh.  They found out that some industries like 
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pharmaceuticals and furniture exhibit economies of scale while other industries such as tobacco 
and printing exhibit diseconomies of scale.
Constantin, Martin and Rivera (2009) used several techniques to measure the productivity of the 
Brazilian agribusiness sector.  Using the Cobb-Douglas function, they discovered that harvested 
area and agricultural credit are the two most important factors in agricultural production.  The use 
of limestone to correct for soil acidity is also an important factor of production.
Ayaz and Hussain (2011) used stochastic frontier analysis to measure the efficiency of the farming 
sector in the Faisalabad district of Punjab province in Pakistan.  Their Cobb-Douglas estimates 
show that fertilizer nutrients and cash inputs such as land preparation cost and seed cost have the 
most significant effects on farmers’ incomes.  The provision of irrigation and livestock expenditures 
also have a significant impact on the income of farmers.
Lastly, Chen, Niebel and Saam (2016) examined information and communications technology 
(ICT) intensive industries in Europe.  They estimated a production function and discovered that 
intangible capital has a larger effect on ICT-intensive sectors as opposed to those which are not 
ICT-intensive.

2. MODEL AND METHODOLOGY

The study of productivity in retailing is meant to address whether resources are utilized efficiently.  
In economic theory, the production function framework is utilized to analyze the productivity of 
capital, labor, or both.  Several studies (Tilley and Hicks, 1970; Ofer, 1973; and Ingene and Lusch, 
1978) have applied the production function analysis to U.S. retailing.
Although there are several explicit forms in specifying a production function, we have chosen to 
utilize a generalized Cobb-Douglas production function because it is relatively well-known and 
easy to use.  The estimation of a production function for retail stores will therefore begin with a 
Cobb-Douglas function:

   Y = β0K
β1Lβ2eµ       (1) 

where Y = output of retail stores
K = capital input in retail stores
L = labor input in retail stores
e = base of the Napierian logarithms
β0, β1, β2 = parameters to be estimated
µ= error term
Each parameter in (1) has a meaningful interpretation.  The elasticity of retail output with respect 
to capital input is represented by β1.  Similarly, β2 is the elasticity of retail output with respect to the 
labor input.  The term β0 is a technology parameter.
Since many stores exist in major Philippine retail markets, it is assumed that retail business in 
the Philippines is highly competitive.  In a generalized Cobb-Douglas model, b1 and b2 are not 
restricted to sum to unity.  In this situation, capital and labor are assumed to be paid in proportion 
to their output elasticities.
In estimating equation (1) through the use of a multiple regression analysis, we naturally have to 
make a linear transformation of equation (1), via logarithmic transformation, to arrive at equation 
(2):

   lnY = lnβ0 + β1lnK + β2lnL + µ   (2)
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3. DATA

The data for this study comes from the 1983, 1988, 1994 and 2000 Census of Establishments: 
Wholesale and Retail Trade (CE).  Each CE contains cross-sectional data on retail sales, value 
added, total employment, total compensation, and book value of fixed assets at the regional level 
(including the National Capital Region).
Since establishments differ greatly in size regressions will be done based on the three store categories 
provided by the CE: large stores, small stores, and all stores.  For each category, there are 58 regional 
observations that were gathered from the CEs.
The concept of output in retail trade differs from that in manufacturing.  The latter measures its 
output in physical units, but the former measures its output as a combination of physical items and 
services rendered.  Output should be measured in peso units to capture the service component of 
output which is intangible.  The dependent variable used in this study is total sales divided by the 
number of establishments.  This would serve as a proxy for average output per store.
The CE reports both total number of employees and total compensation for retail stores per region.  
The labor input used in this study is the total number of retail employees divided by the number 
of establishments.  This is called the L variable in our regression equations.  Unfortunately, the CE 
does not disaggregate the data on total number of retail employees into whether these employees 
are working full-time or part-time.  As an alternative specification, we use total compensation 
divided by the number of establishments as the labor input in some additional regression runs.  
This variable is defined as COMP in the regression equations.
The capital input used in this study is the book value of fixed assets divided by the number of 
establishments.  This variable is defined as K in the regression equations. The capital variable is a 
combination of land, buildings, and equipment utilized by retail stores.  Accounts receivables and 
inventories (working capital) are important in retail trade business.  However, the CE does not 
have data on accounts receivables, but it contains data on inventories.  Even if data on accounts 
receivable were available it may not be appropriate for use in a production-function analysis.  Both 
accounts receivables and inventories are highly correlated with sales.  (This is the conclusion of 
some empirical studies for U.S. retailing.) Thus, their inclusion will introduce multicollinearity in 
the results.  Since sales, compensation, and book value of fixed assets are in pesos, the inflation rate 
may have affected our parameter estimates because we are using time-series data (1983, 1988, 1994 
and 2000).  To control for inflation, we deflated the variables for sales, book value of fixed assets 
and compensation in peso units using the implicit price index (IPI) for retail trade (1985 = 100) as 
the deflator.

4. HYPOTHESES

A set of hypotheses concerning the impact of factor inputs on retail store output is developed in 
this section.
The most frequently discussed determinants of retail productivity are the size of stores, the capital 
to labor ratio, and the degree of competition.
The following three hypotheses will be tested:

Hypothesis 1 (H1)
An increase in capital in retailing in a geographical market, holding other factors constant, will not 
affect output.
HO: β1 = 0 accept hypothesis 1
H1: β1 ≠ 0 reject hypothesis 1
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Hypothesis 2 (H2)
An increase in the number of retail workers in a geographical market, holding other factors 
constant, will not affect output.
HO: β2 = 0 accept hypothesis 2
H1: β2 ≠ 0 reject hypothesis 2

Hypothesis 3 (H3)
The sum of the coefficients of capital and labor inputs is equal to 1.
HO: β1 + β2 = 1 accept hypothesis 3
H1: β1 + β2 ≠ 1 reject hypothesis 3

If Hypothesis 1 is rejected then that means that an additional unit of capital, holding labor constant, 
will increase output.  If Hypothesis 2 is rejected then that means that an additional unit of labor, 
holding capital constant, will affect output.  If Hypothesis 3 is not rejected then we achieve constant 
returns to scale (CRS).  Constant return to scale implies that all of the output is used up to pay for 
capital and labor.  If Hypothesis 3 is rejected then we do not achieve constant returns to scale and 
thus we would have either decreasing returns to scale (β1 + β2 < 1) or increasing returns to scale    
(β1 + β2 > 1).  If stores had increasing returns to scale we would expect to see few, if any, small stores 
since larger stores would be more efficient and would be able to cut prices so as to drive the smaller 
stores from the market.  If there were decreasing returns to scale relatively large stores would be 
less profitable than smaller stores.  A profit maximizing entrepreneur thus would not build an 
excessively large store.  Constant returns to scale thus implies that both large and small stores have 
a chance to survive thus ensuring a more competitive market.
I would expect to see both Hypothesis 1 and 2 rejected.  Both additional capital and additional 
labor in my opinion have an effect on a store’s output.  I would expect Hypothesis 3 not to be 
rejected since the presence of both large and small stores in the Philippine market implies that there 
is room for everyone.

5. RESULTS

Several production functions were estimated using the Cobb-Douglas form.  Table 1 presents 
the results of estimating the production function for Philippine retail stores.  Three types of store 
groupings are used: small stores (with less than 10 workers), large stores (with 10 or more workers), 
and all stores (the sum of small and large stores) based on definitions provided by the National 
Statistics Office (NSO) of the Philippines.  Two alternative labor-input variables are used: (1) number 
of employed workers per store (L), and total compensation per store (COMP). Specifications (1), 
(3), and (5) use L as the labor input for small, large, and all stores, respectively.  On the other 
hand, specifications (2), (4), and (6) use COMP as the labor input for small, large, and all stores 
respectively.  Hypothesis testing is conducted at the 5% level of significance.  
The capital input (K) is statistically significant in four of six alternative specifications in Table 1.  The 
L variable is statistically significant in large stores and all stores specifications, but not in the small 
stores specification.  The COMP variable is statistically significant in all three categories (small 
stores, large stores and all stores).  The technology parameter (constant) is statistically significant in 
all equations.  If K is statistically significant then an increase in capital affects output holding other 
inputs constant.  If L or COMP is statistically significant then an increase in labor will affect output 
holding other inputs constant. The coefficient for K (β1) allows us to estimate the marginal product 
of capital while the coefficient for L or COMP (β2) allows us to estimate the marginal product of 
labor.
Specification (2) represents one of the production function estimates for small retail stores in the 
Philippines.  It shows that technological change occurred in the Philippine retail trade sector from 
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1983 to 2000.  It also indicates that a 1% increase in the capital input will increase output by 0.49%.  
On the other hand, a 1% increase in the labor input will increase output by 0.39%.  Labor’s share of 
value added for small stores is 45% while capital’s share is 55%.  (The share of capital is computed 
as β1/(β1+β2) while the share of labor is computed as β2/(β1+β2).)  Using specification (4) for large 
stores, we see that a 1% increase in capital input has no effect on output, while a 1% increase in 
compensation will increase output in large retail stores by 0.94%.  Labor share of value added is 
87%, and capital’s share is 13% (although capital’s coefficient is not statistically significant).  

Table 2. Production Function Estimates of Philippine Retail Stores: 1983-2000.
Variables Small Stores Large Stores All Stores

(1) (2) (3) (4) (5) (6)

Constant 4.901*
(1.214)

3.720*
(0.395)

10.175*
(1.124)

3.345*
(1.391)

4.012*
(1.363)

3.068*
(0.899)

K 0.665*
(0.115)

0.485*
(0.115)

0.292*
(0.116)

0.023
(0.109)

0.701*
(0.120)

0.367*
(0.120)

L 0.538
(0.414)

0.549*
(0.239)

1.013*
(0.338)

COMP 0.390*
(0.100)

0.944*
(0.177)

0.596*
(0.097)

R-squared 0.430 0.540 0.476 0.622 0.642 0.752
Adjusted R-squared 0.409 0.523 0.457 0.608 0.629 0.743

SE of regression 0.410 0.368 0.552 0.469 0.393 0.327
Durbin-Watson Statistic 1.537 1.467 1.558 1.335 1.663 1.397

F-statistic 20.739 32.246 24.988 45.189 49.386 83.510
t-statistic to test for CRS 2.516* -0.466 -0.948 -0.309 0.506 -1.139

Number of observations: 58
* Significant at 0.05 level
Note:  Figures in parentheses refer to standard errors.

The hypothesis of constant returns to scale (Hypothesis 3) is not rejected for large stores.  This 
hypothesis is tested by using the following equation:

(3) 1 2 0

1 2( )
Ht

se
β β

β β
+ −

=
+

where  and H0 = 1 (see Hypothesis 3 above).  The derived t-statistic is then compared to the critical 
t-value for the two-tailed test at the 5% level of significance and 55 degrees of freedom which 
is 2.005.  If the absolute value of the t-statistic from equation (3) is less than the critical t-value 
of 2.005 then we do not reject the hypothesis of constant returns to scale.  Otherwise, we reject 
the hypothesis.  Looking at the computed t-statistics in Table 2, we only reject Hypothesis 3 for 
specification 1.
Using specification (6) as the “best” specification for the all stores category, we can conclude that 
a 1% increase in capital will lead to a 0.37% increase in output in all stores in the Philippine retail 
trade sector.  On the other hand, a 1% increase in labor input (or compensation) will lead to a 
0.60% increase in output in all retail stores.  Thus, the productivity of labor is higher than that of 
capital when it comes to all retail stores.  Labor share of value added in all stores is estimated to be 
62% [0.596/(0.366 + 0.596)] while capital’s share is estimated to be 38%.  The t-statistics to test for 
constant returns to scale (CRS) show that the sum of the coefficients for labor and capital are not 
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statistically different from unity except for specification (1).  Labor is therefore more productive 
than capital in Philippine retail stores in general although it seems capital is more productive when 
it comes to small stores.  Philippine retail stores are subject to constant returns to scale because the 
sum of the production coefficients is not statistically different from unity.
We reject Hypothesis 1 in all specifications except specification (4).  Hypothesis 2 is rejected in 
all specifications except specification (1).  Hypothesis 3 is not rejected for all specifications except 
specification (1) meaning that most of the specifications show constant returns to scale.  The 
F-statistics for all specifications are significant.  The Durbin-Watson statistics in Table 1 indicate that 
autocorrelation is not a problem at the 1% level in our regression estimates except for specification (4).  
However, not all of the employees in the data are paid employees.  Also, compensation in our data is 
composed of salaries and wages as well as benefits.  We try to find out if removing unpaid workers 
as well as benefits from our labor variable would change our results.  The results from using paid 
employees might be similar to the results from using total employees.  Also, the results from using 
wages and salaries alone might be similar to the results from using total compensation.  However, 
it is still interesting to separate paid workers from unpaid workers and wages and salaries from 
benefits because production theory would prefer to link output with paid inputs which means a 
preference for salaries and wages over total compensation and paid employees over total employees.  
Table 3 shows the results if we adjust our labor data.
The L variable for Table 3 represents paid employees instead of total number of employees which 
we did in Table 2.  The COMP variable in Table 3 now represents salaries and wages instead of 
total compensation.  The results in Table 3 mostly resemble those of Table 2.  There are a few 
differences though.  One difference is that capital is significant in specification (3) of Table 2 while 
it is insignificant in specification (3) of Table 3.  The estimate for capital is positive and insignificant 
in specification (4) of Table 2 while it is negative and insignificant in specification (4) of Table 3.  
Specification (3) and (4) show that capital is not much of a factor when it comes to large stores.  
Specification (5) in Table 2 shows that the coefficient of labor is higher than the coefficient of capital 
while the reverse is true for specification (5) in Table 3.  The R-squared and adjusted R-squared 
values for all specifications in the small stores and all stores categories of Table 2 are higher than 
their counterparts in Table 3.  The R-squared and adjusted R-squared values for large stores in Table 
2 are lower than their Table 3 counterparts.
We reject Hypothesis 1 for all specifications except specification (3) and (4).  We reject Hypothesis 
2 for all specifications except for specification (1).  Specification (1) in Table 3 shows constant 
returns to scale whereas specification (1) for Table 2 does not show constant returns to scale.  We 
do not reject Hypothesis 3 for all specifications of Table 3.



ECONOMICS

77

Table 3. Production Function Estimates of Philippine Retail Stores: 1983-2000 
(using adjusted labor data).

Variables Small Stores Large Stores All Stores
(1) (2) (3) (4) (5) (6)

Constant
5.718*
(1.343)

3.967*
(1.139)

10.861*
(1.230)

3.361*
(1.326)

5.443*
(1.455)

3.240*
(0.909)

K
0.639*
(0.127)

0.457*
(0.122)

0.226
(0.131)

-0.044
(0.114)

0.662*
(0.137)

0.328*
(0.127)

L
0.197

(0.185)
0.632*
(0.251)

0.480*
(0.184)

COMP
0.397*
(0.108)

1.019*
(0.179)

0.624*
(0.105)

R-squared 0.424 0.528 0.485 0.638 0.630 0.745
Adjusted R-squared 0.403 0.511 0.466 0.625 0.616 0.738

SE of regression 0.412 0.373 0.547 0.459 0.400 0.331
Durbin-Watson Statistic 1.517 1.505 1.493 1.240 1.406 1.459

F-statistic 20.270 30.732 25.916 48.516 46.785 81.182
t-statistic to test for CRS 1.080 -0.590 -0.880 -0.247 -0.981 -1.333

Number of observations: 58 * Significant at 0.05 level
Note:  Figures in parentheses refer to standard errors.

6. DISCUSSION

We have shown through hypothesis testing that for the all stores category, which represent the 
entire Philippine retail sector, both labor and capital are significant factors of production.  For the 
all stores category the marginal product of labor is higher than the marginal product of capital.  
Therefore, for the all stores category in the short run, additional labor would be more productive 
than additional capital.  This could be because of the fact that the retail sector is a service-oriented 
industry.  We have also shown that for the all stores category there are constant returns to scale.  
This implies that the larger stores do not hold significant monopoly power over the entire retail 
sector and that the retail sector is relatively competitive.  Larger stores are thus not necessarily more 
productive than smaller stores.  The constant variable which represents technology is significant for 
all specifications in Tables 2 and 3.  This shows that a change in technology will have an effect on 
output if capital and labor are held constant.
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CONCLUSION

The estimation of a Cobb-Douglas production function for Philippine retail stores has produced 
the following interesting findings: (1) the hypothesis that a change in capital input has no effect on a 
change in retail store output is rejected; (2) the hypothesis that a change in labor input has no effect 
on a change in retail store output is likewise rejected; (3) the hypothesis of constant returns to scale 
in Philippine retail stores cannot be rejected; (4) the superior productivity of labor as opposed to 
capital in Philippine retail stores is consistently confirmed; and (5) finally, there are indications that 
technological change is occurring in Philippine retail stores.
These findings are useful to retail store managers, government policy makers, and academic 
researchers monitoring the retail trade industry.  Estimating a production function for the retail 
sector is important for retailers because the cost of marketing goods is influenced by the productivity 
of the retail sector.  It will also give retailers the tools to compare productivity in the retail sector 
to productivity in other sectors of the economy.  It would be useful to store managers to determine 
their scale of operation.  They might wonder if doubling the size of their operations would lead to 
doubling the amount of labor and capital in their store.  It would also help storeowners determine 
what their labor costs are as well as help them estimate their return on investment.  
This paper’s findings are somewhat similar to the results of Ingene and Lusch (1999) when they 
estimated a production function of American department stores using a Cobb-Douglas production 
function.  They found the marginal product of labor to be higher than the marginal product of 
capital and they also did not reject the hypothesis of constant returns to scale.
However, several research questions remain unanswered.  A richer database is needed to test the 
existence of economies of scale using an alternative methodology based on ratios derived from data 
on profits, inventory, gross margins, wages, sales, and capital as suggested by McClelland (1967).  
A more detailed database is required to estimate the production function of a specific retail store 
(e.g. supermarkets, department stores or drugstores).  As data collection hopefully becomes better 
in the future more work could be done on this subject.  These research questions are interesting 
topics for future research.  
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data from World Bank Data Bank. Poverty and gender inequality in employment were used and 
measured respectively by life expectancy at birth and gender ratio in labor participation. Other 
variables included are wage rates, female marginal labor productivity and household income. Auto-
regressive Distributive Lags (ARDL) procedure of dynamic panel model was used. The result from 
the Dynamic Fixed Effect (DFE) revealed that female marginal productivity of labor and gender 
inequality in employment have a significant positive impact on demand for female labor in the 
long run, however female marginal productivity was found negative in the short run. It is therefore 
important that, in order to bridge the gender gap in employment, government should ensure gender 
sensitive policies and remove all forms of institutional barriers to female labor demand. Efforts 
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INTRODUCTION

This study examines the pull and push demand determinants of female labor force participation 
in Africa using a panel data between 1990 and 2015. Countries were chosen based on the ranking 
of the Population Reference Bureau (2015) of gender ratio of female labor force participation in 
Africa. The highest, lowest and the closest to the middle of gender ratio of labor force participation 
rate were selected. Gender ratio of labor force participation is central to this study as it gives a 
good representation of female labor force participation in each region in Africa (either it has 
lowest, highest or average gender representation in Africa). The UN World Population Prospect 
(2015)2 was used to select the countries with highest population across African regions. The data 
covers 20 countries chosen across five African sub-regions to capture diverse economic and social 
characteristics across Africa. .
The increasing participation of women in economic activitiescreates a multiplier effect on 
productivity, efficiency and sustained economic growth (United Nations, 2008)3. This is because 
when women earn income, it is invested in thewellbeing of their children, including educating 
them and improving their health conditions (Ernst and Young, 2011)4. Women usually reinvest a 
much greater part of their earnings in their families and communities than men thereby spreading 
wealth and creating a positive impact on future development (World Bank, 2009)5. Evidence show 
that in Bangladesh, Brazil, Kenya and South Africa among other countries, children welfare in poor 
households (including nutritional status and schooling attendance) improves better when income 
is in women ‘s possession rather than men’s (Ernst and Young, 2011)6. In addition to this, a study 
conducted by World Bank in 2011, discovered that the probability of a child surviving   increases 
by about 20 percent when income is in the hands of the women, because women invest more of 
their income in health and nutrition. Therefore, creating opportunities for women in the economy, 
particularly in developing economies will improve their earning capacity, serves a spring board for 
families to move out of poverty and, contributes greatly to the overall economy. Sachs (2009)7 also 
argued that embracing gender equality through increased women participation in labor market 
will facilitate growth and raise the overall level of human capital, productivity and wages. This may 
be responsible for the new trend in international and local programmes /policies to improve female 
participation. For example, the affirmative call for 35% women participation in economic formal 
activities.
The effect of change in female labor participation has been differently felt in Africa depending on 
their level of development and social settings. For example, according to the World Population 
Reference Bureau (2015)8, the gender ratio of labor force participation is 0.76 in West Africa, 0.92 
in East Africa, 0.90 in Central Africa, 0.75 in South Africa and 0.32 in North Africa. However, 
the demand for female labor force participation in Africa is influenced by gender inequality in 
employment, and low GDP growth rate (due to weak and inappropriate macroeconomic policies and 
reforms), demographic change and low labor productivity (Morikawa, 2015)9. Also, private sector 
job creation in Africa was too weak to absorb the fast-growing labor force. Gender disparities in 
employment may serve as a push factor for a country to encourage female labor force participation, 
thereby bridging the gap in employment between male and female.) This will provide the impetus 
for growth and increase the overall level of human capital, productivity and wages (Sachs, 2009)10. 
Invariably, there exists a positive relationship between demand for female labor force participation 
and gender inequality, particularly, in employment. As gender inequality persists in employment, 
government as part of its efforts to bridge this gap may demand and encourage more female 
participation in the economy. 
The demand for female labor force participation  can be driven by  poverty which also serves 
as a push factor, while female’s economic productivity is an important factor, as the dependence 
of the family on their contribution to household resources increases with the poverty status of 
the household (Mahapatra, 2002)11. The study by Klassen and Pieters (2012)12 indicate that 
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female labor participation is driven by necessity rather than economic opportunities and that the 
economic participation of women is mainly determined by economic push factors and social status 
effects. Increase in income and economic participation of women provide the spring board for the 
alleviation of poverty in the family and the economy as a whole (World Bank 200913; Ernst and 
Young, 201114). Therefore, based on the analysis above, there exist a direct relationship between 
poverty and the demand for female labor force participation.
There is a paucity of studies on concerning the demand determinants of female labor participation 
in Africa. Some of the studies that attempted to address this issue include Bernal and Cardenas 
(2003)15, Plekutowska (2007)16, Rotaru (2013)17 and Maleszyk (2014)18.The demand side of 
female labor force is important in this study in order to know the effect of some socio-economic 
indicators, which might not be captured on the supply side. This study is also important because 
of the changing nature of global economy where manufacturing entities are shifting to developing 
countries because of cheap labor. A better understanding of how this shift affects the demand 
for female labor participation is important. This study contributes to existing literature in a 
number of ways. First, it concentrates on data from Africa where scholars have rarely examined 
the determinants of female labor participation. Two, it looks at the demand side of female labor 
participation disaggregating  it to push and pull factors, and then  uses the dynamic fixed effect  
to examine the relationship among the variables. Finally, by selecting countries across all the five 
African sub-regions (Northern, Central, Southern, Eastern and Western Africa), this study covers 
diverse sub-regions in Africa.
The rest of this paper is organized as follows: section two reviews and discusses the related literature. 
Section three presents the methodology, while section four presents estimation, analysis of result 
and discussion. Section five deals with summary, conclusion and policy recommendations.

1. LITERATURE REVIEW

Limited studies exist on the demand side determinants of labor as studies examine labor demand 
from firm’s perspective. Example of such studies is Ibrahim (2013)19 who used annual time series 
cross sectional data from 1990 to 2007 and fixed effect panel seemingly unrelated regression. The 
study estimates the factors responsible for private sector labor demand for employment in Egypt. 
A positive relationship between private demand for labor employment and real private domestic 
products was found, while a negative relationship was found with real wage in the long run. Nguyen 
(2013)20 examined the effect of firm ownership on labor demand in Vietnamese manufacturing 
between 2000 and 2009. The study used firm level data and discovered that labor demand of domestic 
firms and foreign invested enterprises responded slowly to wage changes while joint ventures have 
greater employment elasticity with respect to output, compared to domestic firms. Using panel data 
sourced from EU KLEMS database involving observations between 1970 and 2007 for twenty three 
industries across eleven European area countries. Adam and Moutos (2014)21 provided industry 
by industry estimate of the labor demand function. The result indicated that decreases in wage have 
a future effect on employment growth.
On macro studies, Bernal and Cardenas (2003)22 used quarterly data from urban household 
survey and full information maximum likelihood procedure to investigate the determinants of 
labor demand in Columbia. The study discovered that structural reforms such as adjustment cost of 
changing employment and wage elasticities did have an impact on labor demand through its effect 
on relative prices only. In investigating the labor demand determinants for immigrants in Poland, 
Plekutowska (2007)23, the study emphasized the prevalent of unemployment in Poland which 
normally should make the demand for labor easier. However, structural mismatch of demand 
and supply of domestic labor constitutes a significant factor for foreign labor demand. In 2013, 
Rotaru developed a model that describes the relationship between the employment rate of labor 
resources and other labor related socio economic factors, in Romania. The model was estimated 
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using time series data from the Romanian National Institute of Statistics.  The outcome of the 
analysis showed that household income has a positive impact on labor employment. However, 
labor marginal productivity negatively impact labor employment. Moreover, Ibrahim (2013)24 
empirically investigated the determinants of labor demand in Egypt using annual time series 
cross sectional data between 1990 and 2007. The study used fixed effects panel seeming unrelated 
regression model. It discovered that there was a significant positive relationship between private 
demand for labor and real private domestic product, private investment and real wage. However, in 
the short run real wage was found to be insignificantly negative. 
Also, different factors could be responsible for macro and firm level evidence on the demand for 
female labor participation and these differences will affect the determinants at the two levels.  In 
most cases, entrenched traditions like patriarchy ideology and gender roles and expectations, 
usually encourage low female economic participation. Notwithstanding most countries sometimes 
attempt to implement policies that will increase female employment. On one hand, factors such as 
GDP growth, wages and female marginal productivity of labor may serve as incentive to increase 
female labor demand in a country. On the other hand, household income, inequality in employment 
and poverty may propel (push factors) a country’s demand for female labor. 

2. METHODOLOGY 

In line with the classical theory of labor demand
ddFLFP = f (GDPgr, Wages, Marginal Labor Productivity)--------------------------------------------(1)
In context of this study some other variables that could be responsible for female labor demand at 
country level were added. These are household income, inequality and poverty.
Therefore, in functional term, 
ddFLFP = f (GDPgr, Wages, Female Marginal Labor Productivity, GDP per capita, Inequality, 
Poverty)------------------------------------------------------------------------------------------------ (2)
Demand for female labor force was proxied by the percentage of the female population that is 
employed out of the total female population.
This was calculated thus;  x 100
Where GDP growth rate is the change in total output produced in a country from one period of 
time (usually a year) to the next, which according to the classical theory of labor increases as labor 
demand increases. Wages was measured using compensation of employees (% of expense). This 
consists of all payments in cash, as well as in kind (such as food and housing), to employees in 
return for services rendered, and government contributions to social insurance schemes such as 
social security and pensions that provide benefits to employees. Female marginal labor productivity 
is derived by dividing GDP growth rate by change in total number of female employed. According 
to the classical theory, there is a negative relationship between labor marginal productivity and 
demand for labor, such that the marginal productivity of female labor declines as more female labor 
is employed due to diminishing marginal returns (Samuelson, 2003)25. GDP per capita is used as 
a proxy for household income. This is GDP divided by the midyear population and it is otherwise 
known as income per head. Inequality was measured using gender inequality in employment, 
proxied by the gender ratio in labor force participation. A ratio less than one indicates that the male 
labor force participation rate is greater than the female rate while a ratio of more than one indicates 
that the female rate is greater than the male rate. Gender disparities in employment may serve as 
a push factor for a country to encourage female labor force participation, thereby bridging the gap 
in employment between male and female. This will provide the impetus for growth and increase 
the overall level of human capital, productivity and wages (Sachs, 2009)26. Invariably, there exists 
a positive relationship between demand for female labor force participation and gender inequality, 
particularly, in employment. As gender inequality persists in employment, government as part of 
its efforts to bridge this gap may demand and encourage more female participation in the economy. 
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Poverty was measured using Human Poverty index; life expectancy at birth as a proxy for longevity 
According to the report on poverty in sub-Saharan countries, the human poverty index is a composite 
index based on three important aspects of human deprivation, which are longevity measured by 
the probability at birth of not surviving to age 40, knowledge measure by adult literacy and a decent 
standard of living measured by percentage of people without access to safe water, percentage of 
children underweight under age 5 (Statistical, Economic and Social Research and Training Centre 
for Islamic Countries, 2007)27. The prevalence of poverty in a country may constitute a push effect 
for such country to improve its labor participation, particularly female participation based on the 
fact that this creates a multiplier effect on production, efficiency and thereby leads to sustainable 
growth (United Nations, 2008)28. Increase in income and economic participation of women 
provides the spring board for the alleviation of poverty in the family and the economy as a whole 
(World Bank 2009; Ernst and Young, 2011). Therefore, based on the analysis above, there exist a 
direct relationship between poverty and the demand for female labor force participation
The model is thus specified;
ddFLFPi,t= α0 + α1GDPgri,t + α2CEgri,t + α3FMPi,t + α4GDP/pi,t + α5GRPi,t + 
α6LEBi,t + µi,t.-----------------------------------------------------------------------------------------(3) 
Where:
ddFLFP – Demand for Female Labor Participation
GDPgr – Gross Domestic Product (growth rate)
CE – Compensation of Employees
FMP – Female Marginal Labor Productivity 
GDP/p – Gross Domestic Product per capita 
GRP – Gender Ratio in Labor Force Participation
LEB –Life Expectancy at Birth  
µit – Error term

3. DATA ANALYSIS 

3.1 DEVELOPMENT AND TREND OF DEMAND FOR FEMALE
(% OF TOTAL POPULATION) LABOR FORCE PARTICIPATION IN THE SELECTED 
AFRICAN COUNTRIES

The trend analysis of female labor demand proxied by the percentage of female population that 
is employed depicted in fig 1, shows that Togo has the highest female demand of 75.2 percent of 
its female population in West Africa. It has been experiencing an upward trend from 1991 (62.4 
percent) to 2015 (75.2 percent). 
Agriculture is the mainstay of Togo’s economy and this employ close to four fifth (4/5) of the active 
population including women. Agrarian economy is basically dominated by women because it is 
cheap for any economy to employ women than men, hence the high demand for female labor in 
Togo. This is followed by Ghana with a downward trend, though unstable from 1991 to 2008, but 
from 2009 it has been increasing with its highest of 71.2 percent in 2014. Nigeria was found below 
50 percent at its peak in 2015 with 46.0 percent. 
Inspite of considerable high level of female literacy, cultural influence and patriarchal ideology of 
what is expected of a man and a woman dictate the role a woman can play in the economy, hence 
Nigerian women are discriminated against in employment opportunities and decision making 
positions. Meanwhile Mauritania was with the lowest female labor demand in West Africa; at its 
peak in 2014 with 25.6 percent of its female population. In Mauritania women remain minors as 
existing laws strictly discriminate against female child (according to family code ‘code du statut 
personnel’). Although, Mauritania legislation provides for equal rights with respect to employment, 
but no specific measure has been taken to eliminate discrimination against women in education, 
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employment and labor participation. 

Figure 1. Trend Analysis of Demand for Female (% of total Population) Labor Force Participation 
in the selected African Countries 

Source: Author’s Computation (2019)
 
In East Africa, though relatively stable, Malawi has been experiencing an upward trend from 70.2 
percent in 1990 till 79.1 percent in 2008. The current wave of female economic involvement and the 
impact of such on growth lead to increase in gender awareness among policy makers and increase 
in the number of women in decision making positions. In addition to this, is the formulation and 
execution of gender sensitive policies such as the (i) National Gender Policy (2000)29, which is 
a short term policy for gender mainstreaming in Malawi (ii) Gender Training Team (GTT) of 
1996 by the ministry of women and child development and other measures taken are responsible 
for the increase female labor demand between these periods (Danish Trade Union Council, 
2014)30. Moreover, Zimbabwe has its peak in 2004 with 79.9 percent of female labor demand 
and it later dropped to 72.8 percent in 2013. This is followed by Ethiopia at its peak year (2006) 
with 72.0 percent and since then female labor demand has been dropping. Meanwhile Comoros 
happens to have the lowest female labor demand in the region with less than 30 percent of female 
labor demand. There are many factors that could be responsible for low female labor demand in 
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Comoros, the most important factor is the fact that Comorian society is influenced culturally by 
Arabian Islam and women are limited to functioning as koranic instruction; Also, the persistent 
climate of uncertainty which hinders the sustainability of government decisions and efficiency of 
such on gender mainstreaming in the country and so on (Africa Development Bank, 2009)31.  
Notwithstanding Malawi still appears to be the country with the highest female labor demand in 
East Africa.
 Algeria followed by Egypt has the lowest female labor demand in Northern Africa with 
less than 15 percent in Algeria (its peak was 2013 with 14.1 percent), whereas Egypt has less than 
20 percent of female participation. This is followed by Sudan while Morocco was found with the 
highest female labor demand in the region with 24.9 percent in both year 2000 and 2009.  The low 
rate of female employment in Northern Africa region has its roots in religious values and norms. 
In South African region, Botswana happened to have the highest female labor demand of 61.0 
percent in 2008, although unstable but it has been dropping since then. This is followed by Namibia 
of over 40 percent and South Africa of less than 40 percent of female labor demand. However, 
Swaziland has the lowest female labor demand of less than 30 percent in South African region.
Central African region has its highest female labor demand of 68.1 percent in Democratic Republic 
of Congo in the year 2000 and 2001. Equatorial Guinea and Angola have their peak years in 1991 
(67.6 percent) and 1993 (60.9 percent) respectively. The lowest female labor demand was found in 
Chad with 60.2 percent. In all the countries in this region, there has been a slow decrease in female 
labor demand immediately after their peak years.
 It is note-worthy that in all the African countries Zimbabwe and Malawi were found to 
be the highest female employer of about 79.9 percent and 79.1 percent respectively. While the 
lowest female labor demand was found in Algeria (Northern Africa) with 14.1 percentage of female 
population.

3.2 RESULT OF PANEL UNIT ROOT TESTS

The result of the stationary tests conducted on all the data by means of heterogeneous panel unit 
root test (Im, Perasan and Shin (IPS) and Augumented-dickey fuller test) and homogenous panel 
unit root test (Levin, Lin and Chin) are presented in Table 1. A time series is stated as non stationary 
if the mean and variance of the time series are dependent over time (Gujarati, 2004)32. On the 
other hand, a time series is stationary if the mean and variance is constant over time. 
However, most economic time series are non stationary and only attain stationary at the first 
difference level or at a higher level. It is quite important to determine the order of integration before 
embarking on panel co-integration test. This is as a result of the fact that a non-stationary series 
contains unit roots and such series has the tendency of sustaining shocks. 

Table 1. Panel unit test
Variables Heterogenous  

root
Prob. Homogenous 

root
Prob. Order of 

Integration
IPS ADF-Fisher Levin, Lin & Chin

DFLFP -16.451 469.964 0.000*** -17.565 0.000*** I(1)
CE -5.984 135.054 0.000*** -4.827 0.000*** I(0)

GDPgr -10.594 175.509 0.000***        -9.204 0.000*** I(0)
GDP/p -12. 232 211.259 0.000*** -12.2 0.000*** I(0)
FMLP -16.281 277.323 0.000*** -15.630 0.000*** I(0)
GRLP -5.476 113.823 0.000*** -3.609 0.000*** I(1)
LEB -9.467 407.514 0.000*** -4.099 0.000*** I(1)

Source: Author’s Compilation (2019)
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In Table 1, the panel unit root test for demand for female labor force participation shows that 
at 1% level of significance, Compensation of Employees (CE), GDP growth rates (GDPgr), GDP 
per capita (GDP/p), Female Marginal Labor Productivity (FMLP) are stationary at their levels. 
While Demand for female labor (DFLFP), Gender Ratio in Labor Participation (GRLP) and Life 
Expectancy at Birth (LEB) are stationary in their first difference.
The stationary status of the variables in the model thus suggests that the Mean Group (MG) /
Pooled Mean Group (PMG) and Dynamic Fixed Effect Autoregressive Distributed Lag (ARDL) can 
be employed or used to carry out the analysis. Hence, the ARDL procedure of MG, PMG and DFE 
is adopted for the study.  

3.3 ANALYSIS OF DEMAND FOR FEMALE LABOR FORCE PARTICIPATION 

The results of pooled ordinary least square estimation, (PE), fixed effect estimation (FE) and random 
effect (RE) are presented in Table 2. The result of the Hausman test allowed for the selection of fixed 
effect regression model. Since fixed effect regression is selected, in order to solve heteroscedasticity 
problem, robust fixed effect within regression is conducted while standard error was adjusted for 
20 clusters in country. 

Table 2. Static analysis of demand for female labor force participation
PE FE RE Robust FE

Dflfp Coef. Prob. Coef. Prob. Coef. Prob. Coef. Prob.

Gdpgr 0.070  0.413   0.047 0.578 0.070  0.413   0.047 0.305  

Ce -0.012 0.368  -0.011 0.383 -0.012 0.368  -0.011 0.585

Fmlp 4.056 0.141 4.116 0.128 4.056 0.141 4.116 0.005**

Gdpp -0.084  0.342   -0.060 0.488 -0.084  0.342   -0.060 0.214 

Grlp 0.494  0.000***  0.468 0.000***  0.494 0.000***  0.468 0.000***

Leb 0.077 0.000*** 0.086 0.000*** 0.076 0.000*** 0.086 0.204

Constant 8.035 0.001  9.299 0.000 8.035 0.001  9.299 0.101

Sigma-u 7.902 11.861 7.902 11.861

Sigma-e 1.786 1.786 1.786 1.786

Rho 0.951 0.978 0.951 0.978

Wald chi2(6)= 690.88, Prob > chi2 = 0.0000; R-square: Within = 0.55, Between =0.88, overall = 0.87

Source: Author’s Computation (2019)                                    Note: ***, **, * indicate significance @ 1%, 5% and 10% 
respectively  

Results from robust fixed effect regression in Table 2 indicates that the overall coefficient of 
determination (R2) shows that about 87 percent of variation in demand for female labor participation 
in selected African countries are explained by the variables in the equation. 
The result also showed that female marginal labor productivity and gender ratio in labor participation 
have a significant positive impact on demand for female labor in selected African countries. A 
unit increase in female marginal productivity increase demand for female by 4.116 units. While a 
unit increase in gender inequality in employment proxied by gender ratio in labor participation is 
expected to increase demand for female labor by 0.468 units in selected African countries. 
Since, the number of time series and cross sections in this study is 26 and 20 respectively (that 
is, T = 26 and N = 20), hence they are of the same magnitude. This study made used of Mean 
Group, Pooled Mean Group and Dynamic Fixed Effect instead of generalized method of moment 
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estimators to analyse the dynamic relationship that exist among the variables in the model. This is 
done to avoid asymptotic imprecision and biases that may arise if GMM is used. 
As earlier stated the Mean Group (MG) estimates are the unweighted mean of the individual 
regressions in each country. While the Pooled Mean Group (PMG) estimator estimates a common 
long run coefficient and different short run coefficient. 
For comparison, Table 3 presents the regression results of MG and PMG estimation for the model. 

Table 3. dynamic analysis of demand for female labor force participation
MG PMG

LR SR LR SR
Dflfp Coef. p-value Coef. p-value Coef. p-value Coef. p-value

Gdpgr -32.478 0.344 1.828  0.081*    

Ce 0.303 0.324 0.680   0.048**     

Fmlp 288.512 0.341 2650.086       0.000***     

Gdpp 32.748 0.341 -1.893   0.082*    

Grlp -4.543 0.361 0.616   0.044**     

Leb 2.593 0.239 2.203  0.000***     

ECT -0.668 0.000*** -0.008   0.226    
D1.gdpgr 3.442 0.062 -0.284   0.640    

D1.ce -0.038 0.423 -0.008 0.509    
D1.fmlp 0.951 0.805 -6.031   0.549    
D1.gdpp -3.560 0.059* 0.301   0.629    
D1.grlp 0.024 0.899 0.701   0.000***     
D1.leb -0.195 0.760 0.399  0.110    

Constant -7.976 0.455 -1.675   0.086    

Hausman test H0: βmg = βpmg
0.9021 Failed to reject H0

Source: Author’s Computation (2019)                                     Note: ***, **, * indicate significance @ 1%, 5% and 
10% respectively  

The constraint of common long run coefficient from MG yielded higher standard errors and 
speed of adjustment. This is expected since MG is less restrictive, and thus potentially inefficient. 
In testing the hypothesis of slope homogeneity, we use Hausman (1978) test. The P-values of the 
Hausman test for PMG and MG is greater than 0.05 (0.9021) and hence does not reject the long run 
homogeneity restriction hypothesis. Thus, preference is given to pooled Mean Group estimator as 
this is found to be consistent and efficient under long run slope homogeneity. 

In Table 4, the Pooled Mean Group (PMG) estimator is also compared with Dynamic Fixed Effect 
(DFE) estimator, and Hausman test is applied to test the difference.  The P-values of the Hausman 
test for PMG and DFE is greater than 0.05 (0.9006), this showed the acceptance of null hypothesis. 
And hence, preference is given to Dynamic Fixed Effect estimator as the efficient estimator. The 
rejection of PMG indicates the influence of individual specific effect (i.e country), which DFE 
controlled by imposing homogeneity of all slopes and allowing intercept to vary across countries. 



ECONOMICS

90

Table 4. Pooled mean group and dynamic fixed effect estimation results of demand for
female labor

PMG DFE

LR SR LR SR
Dflfp Coef. p-value Coef. p-value Coef. p-value Coef. p-value

Gdpgr 1.828 0.081* 0.173 0.595

Ce 0.680 0.048** -0.004 0.929

Fmlp 2650.086 0.000*** 125.176 0.000***

Gdpp -1.893 0.082* -0.199 0.552

Grlp 0.616 0.044** 0.552 0.000***

Leb 2.203 0.000*** -0.020 0.793

ECT -0.008 0.226 -0.174 0.000***

D1.gdpgr -0.284 0.640 -0.040 0.496
D1.ce -0.008 0.509 -0.005 0.639

D1.fmlp -6.031 0.549 -4.737 0.003***
D1.gdpp 0.301 0.629 0.040 0.502
D1.grlp 0.701 0.000*** 0.477  0.000***

D1.leb 0.399 0.110 0.043 0.628

Constant -1.675 0.086 1.505 0.212
Hausman 

test Failed to reject H0
H0: βpmg = βdfe

0.9006
Source: Author’s Computation (2019)                                                 Note: ***, **, * indicate significance @ 1%, 5% and 

10% respectively  

Based on the findings from DFE estimator in selected African countries, firstly, the long run result 
shows that GDP growth rate (GDPgr), wages (CE) Household Income (GDPP) and poverty (LEB) 
are not statistically significant in determining the demand for female labor in selected African 
countries. Female Marginal Productivity of Labor (FMPL) and Gender Inequality in Employment 
(GRLP) show predicted sign and are statistically significant at one percent level of significance. The 
result shows that an increase in female marginal labor productivity and/or gender inequality in 
employment increase the demand for female labor. 
Similarly, in the short run, female marginal labor productivity and gender inequality in employment 
are found to be significant. However, female marginal labor productivity indicates a negative 
relationship. The Error Correction Model (ECM) reveals that error correction term is significant, 
and it shows negative value for all variables. This confirms co-integration relationship according 
to Engel and Granger (1987)33. In addition, the ECT incorporates the long run information and 
shows that any deviation from long run expected values is adjusted by 17.4 percent annually. 
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4. RESULTS

The results obtained in this study are quite imperative and have far reaching implications for 
empirical and policy making. Under static and dynamic analysis of demand for female labor, it was 
discovered that among all stated factors that could affect a country’ demand for its female labor, 
only female marginal labor productivity and gender inequality were found to be significant for 
the period under study (1990-2015). The result showed that female marginal labor productivity 
is negative in the short run and positive in the long run, indicating the presence of diminishing 
return and the presence of economies of scale respectively. It means that with a fixed capital stock, 
a unit increase in female labor demand will lead to increasing cost and diminishing return in the 
short run while in the long run the Africa economy will experience economies of scale through 
increase in size and output. This conforms to the study of Rotaru (2013)34 who discovered a 
negative relationship between labor marginal productivity and demand in Romania. Moreover, 
economies of scale in the long run are the cost advantages that an enterprise/economy obtains due 
to increase in size, output, or scale of production with cost per unit of output generally decreasing 
with increasing scale as fixed costs are spread out over more units of output.  This corroborates 
importance of female labor in an economy as emphasized by United Nations (2008), they state that 
increase in women economic participation creates a multiplier effect on productivity, efficiency and 
sustained economic growth. 
Gender inequality in employment was significantly positive and a strong determinant of a nation’s 
demand for its female labor. A unit increase in female employment discrimination drives nations 
in Africa to demand more of its female labor in order to bridge the gender gap. An example can be 
seen in the success of Euro zone’s labor market, which was brought about by the encouragement 
of more women participation in the labor force rather than the conventional market reforms 
(Ernst and Young, 2011)36. Hence, creating opportunities for women in the economy, particularly 
in developing economies like Africa, will improve their earning capacity, and serve as a spring 
board for families to move out of poverty and contribute greatly to the overall economy. Also, 
Sachs (2009)37 stressed that embracing gender equality through increased women participation 
in labor market will facilitate growth and raise the overall level of human capital, productivity 
and wages. According to World Bank (2011)38 women tend to spend most of their income on 
nutrition, children education, and health, which has a spill-over effect on the nations’ economy. 
Moreover, Klassen and Lamanna (2009)39 found that gender gaps in education and particularly in 
employment considerably reduce economic growth 
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CONCLUSIONS AND POLICY RECOMMENDATIONS

Leaning on findings from this study, the study concludes that what determines the demand 
for female labor participation in selected African countries is both pull (female marginal labor 
productivity) and push factor (gender inequality in employment). Moreover, the demand for 
female labor participation in Africa has not been encouraging due to the increase in female 
marginal labor productivity which has negative impact on demand for female labor as a result 
of lack of expansion and progress in manufacturing industry (diminishing return). Over time as 
female marginal productivity is accompanied with progress in industries and increase in scale of 
production resulting to economies of scale, this improves the demand for female labor participation 
in African countries. Secondly, in bridging the gender inequality in labor participation, African 
countries demand for more of its female labor. However, for this demand to meet the desired 
response, adequate support services and provisions that can serve as incentive for female to work 
outside home must be provided. 
Based on the conclusion of the study, government and policy makers should improve efforts in 
bridging the gender gap in employment by ensuring a gender sensitive policies and removing all 
forms of institutional barriers to female employment in the economy. Also, African government 
should also make efforts to improve female productivity through training, literacy and household 
food security.  This may also involve a combination of policies such as freeing up woman, so that 
they can work outside home, for example through subsidized child care as it is being done in 
Columbia. Improving female access to credit and easing access to productive resources. Addressing 
lack of information about women productivity in the workplace and eliminating institutional biases 
against women. For example, by introducing quotas that favour women or job placement programs 
that can open up economic opportunities for women, more so that gender equality could lead to 
higher productivity levels and improved livelihoods. 
Shifting of aspiration by exposing young female to role models like women leaders in economic 
and politics (Revenga and Shetty, 2012)40 may help to ensure that gender gaps do not persist over 
time.
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ABSTRACT

The study raised the question of knowledge generation , in attempt to answer this question an 
economic model was introduced ,namely, aggregate demand and aggregate supply. The final target 
equations can be solved by general rule (deterministic) of solving quadratic equations. The study 
use analytical geometry and matrix algebra tools to solve the model beside testing their stability 
characteristics. If we reach unique  value to the price equilibrium level then income equilibrium  
level the maximum potency of the economy can determined. Accordingly the rest of model 
values would be  solved spontaneously. The essential derived result is the relationship between 
the dependent variable and independent variable can be redefined into accommodated and 
accommodator one. The long run  growth rate of price and income which equal to the equilibrium  
combat with exogenous theory of growth which seeking stable and sustainable growth.  Other 
results center around how to view the debate of different economic schools from the shape of 
aggregate demand and aggregate supply, moreover the theoretical and practical test of  model give 
great push to the suggested approach in answering the questions raised concerning the knowledge 
generation. If the model succeed in exceeding the theoretical and practical tests our understanding 
to the phenomena functioning will be broaden and enhanced, hence the model capability can be 
enlarged to interpret phenomena in fields other than economic, typically the suggested approach  “ 
top to bottom” may contribute positively to the process of knowledge generation in addition to the 
modification of value system extraction. Finally the study suggested a protocol scenario in how to 
apply the derived model by introducing different steps to the application.   
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INTRODUCTION

We started the study by raising the following question; is the independent variables are true 
independence to influence the phenomena under study? Or is there exist enough freedom to the 
independent variables to orient the dependent variable toward the desired direction.  So the main 
point behind the study  is to examine  to what extent that the independent variables has limited 
role in influencing the dependent variables, such examining would clarify the starting point though 
which we can viewing  the problem under study.  So if the phenomena  is fully subject to outside 
factor the hypothesis is rejected which stated self-independency of the phenomena under study 
(ad hoc variable). To tackle such task we revert to macroeconomics models by relaxing them  in a 
purpose of conducting  such suggested approach which emphasis on latent independency  of each 
phenomena in reposing to outside factors. Such latent independency compels the outside factors to 
readjust them self to accommodate the pre-choice of the phenomena.
This suggested model is opposes to what so called the control model  which attempts to reach 
targets through modifying the path  of dependent variable by controlling the first roots of the 
problem under study, accordingly the objectives of the study are:-
• Introducing a method center around latent independency of ad hoc variable.
• Determining the maximum  potency which the dependent variable can reach
• Explaining the role of independent variable in accelerating  this path (maximum potency)   
These aims can be achieved if the theoretical and practical tests to the model  reveal its strengthening  
why freedom is less persisted  in the independent variables. Moreover if the model  provided 
accurate interpretation to economic situation via looking to the phenomena from top to bottom 
in a sense that  the maximum potency  that phenomena can reach will motivate the independent 
variables to actively perform it i.e the independent variables pave the way  to the dependent variable 
to accomplish its maximum potency.
The importance of the model stems from its stable characteristic which relates the maximum potency 
level to long run growth level which satisfies  the requirements of long run dynamic stability. The 
significance of the study based on the ability of the model in explaining the phenomena from top 
to bottom which may contribute in the debate concerning stability in contrast to viewing stability 
by controlling the dependent variable.
If the above concerns are fully demonstrated field outside economic can apply the modification 
version of the approach in suiting their problems  peculiarities by using the same procedures . 
Hence the findings may consolidate or criticize the applications of the model.
To explore and describe things nature it is importance to use proper and accurate knowledge. So 
the way of using the knowledge , to larger extent, pave the ground toward smooth and easy life. 
In addition the benevolence values in the life are derived from knowledge generation and hence 
spill over all aspects of life. Many challenges face the process of knowledge i.e  does the available 
methods are satisfactory to answer all questions faced the human being or much need exist to 
develop our methods in order to facilitate the matter. Generation of knowledge is more essential 
process in dealing with the phenomena under study. The ongoing efforts attempt to control the 
phenomenal and then orient them to coup with the policy makers aims. In this concern the way of 
generation knowledge define the pole of how things functioning  either one way causation or how 
ways causation, accordingly the phenomena under study is considerably control and manage.
This study attempts  to address new concerns with regard to knowledge generation and the 
respective repercussions follow it. The functioning mechanism which driving the knowledge 
through  controlling approaches is it satisfactory and appropriate?. Accordingly the main question 
of the study centered around whether controlling the phenomena is only version for tackling it? Or 
in other word does there exist other version dealing with the phenomena in same way as controlling 
approach?. The sub questions of the study are; what are the features of  the suggested approach? 
Also does the suggested approach offer satisfactory answers to questions facing the phenomena 
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under the study? Moreover  does the suggested approach is testable and applicable.
The study aims at contribution in enriching the literature concerning the knowledge generation, 
beside attempt to introduce approach dealing with broader description and analysis of phenomenal 
, moreover the study aims at display how the new approach integrated in reflecting the mutual 
causation between the dependent and independent variables of the phenomena under study. The 
importance of the study  stems from how the suggested approach raises genuine questions associate 
with managing and accommodating the phenomena. The methodological technique used in this 
study is microeconomics model , particularly aggregate demand and aggregate supply. Here new 
derivation to equation were to be postulated then new approach can be formed.

1. LITERATURE REVIEW

Sherstnev (2019) World Economy, Economic Science, and Economic Policy: What Comes After 
the Crisis . In this research he discussed he was demonstrated that that global economic crisis 
showed the limited ability of mainstream in economics, primarily in new macroeconomics and 
financial economics, hence, the attention of researchers and economic policy-makers was drawn 
again to some alternative views in economics 
Dopp,etal (2019) Mixed-method approaches to strengthen economic evaluations in implementation 
research. This paper focused on the  emergence of qualitative methods for economic evaluation 
which offers a promising solution. So it recommend that researchers embrace a mixed-methods 
research agenda that merges traditional quantitative approaches with innovative, contextually 
grounded qualitative methods. 
Arestis, (2018) Keynesian macroeconomic policy: Theoretical analysis and empirical evidence.
This research  emphasized on macroeconomic policies which have capabilities of affecting effective 
demand and building a good institutional environment, which develop a Keynesian type of 
macroeconomic policy able to stimulate investment and effective demand.
Colander (2011) Is the fundamental science of macroeconomics sound .The concerns of this paper 
is that Bernanke is wrong and that standard macroeconomics has not recognized, and still does not 
recognize, the limits of science and of formal modeling when studying something as complex as the 
macro economy. This failure to recognize, and adequately convey to policy makers, the limits of our 
scientific understanding of the macro economy So the study advocates a classical methodological 
approach, which Keynes followed as well, that strictly separates fundamental science from policy 
analysis. Policy does not directly follow from models; it follows from reasoned analysis which uses 
models. 
Halsmayer ,  eatal ,(2016) Solow’s Harrod: Transforming macroeconomic dynamics into a model 
of long-run growth , this study focuses onModern growth theory of growth derives mostly from 
Solow’s which tend toward progressive deterioration of the economy. providing a “dynamic” 
theory had little to do with the problem of long-run growth, but instead addressed medium-run 
fluctuations, the “inherent instability” of economies. Solow’s version, which dominated by  the 
difficulties in communicating across distinct interpretive communities .
The above studies focus in different area in macroeconomic which are mathematical modeling, 
growth , stability , school debate as well as macroeconomics modeling. The suggested study 
introduces mathematical macroeconomic model which bear in mind almost the questions raised 
by above mentioned studies in manner that tackle the problem in different way.

2. KNOWLEDGE GENARATION

The way in which phenomena are viewed is considered to be an input to the understanding of 
phenomena. Through these approaches it is possible to generate and discover knowledge and then 
to create and inboded  it into human behavior according to the rules of knowledge generation. 
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According to the method of generating knowledge, the variables are classified as ad hoc or post hoc. 
In this study, we will address the method of controlling or controlling variables and compare it to 
the proposed approach, which is accommodation according to the macroeconomic model derived 
in  the study.
The study is trying to answer the question of whether the functional relations of studying  of 
phenomena enough to understand the phenomenon and predict the future. Or rather does the ad 
hoc  variables able to direct the phenomenon to any path they  want or the phenomena has some 
degree of self-independence. Based on the answer to this question will be illuminated aspects of the 
question of what is the degree of certainty that we have in knowing the phenomenon under study
The methodology used in the study is to derive a macro-economic model using the theory of 
national  income which is  the most important macroeconomic indicator. According to the test 
of the model and its feasibility, it is possible to answer the study questions, as well as to derive the 
cognitive and value-based results of the model. Finally, it will be proposed to apply in other areas 
or the future horizon of the approach.

3. CONTROL

This method looks at the so-called ad hoc variables, independent  or priori  to understand the 
phenomenon through the study of the smallest unit or the first root in the phenomenon as the 
main engine of the phenomenon. This assumption consider the first root as  starting point of the 
phenomenon or the first component. Accordingly  studying  and understanding the first root of the 
phenomenon leads to give a reasonable view to comprehend the way the phenomenon works and 
thus can be controlled by the movement  of the ad hoc or independent variables. For example, the 
phenomenon of life it’s the root is the cell, the substance its first atom and in the economy the first 
roots of economic activity are utility and profit. These first roots are thought to be governing and 
motivating these phenomena. Understanding the way these roots work leads to the understanding 
of phenomena and directing them through the principle of free first root.
Following this approach led to remarkable results in the field of exact and human sciences by 
searching for the first root of the phenomenon and then understanding and guiding the phenomenon 
through the principle of freedom of the first root or the first component of the phenomenon under 
study.

4. ACCOMMODATION

This method assumes that the phenomenon has a maximum limit (potency)of response which  
allows the ad hoc variables to move the phenomenon towards it. The maximum extent of the 
phenomenon can be deduced through the interaction of opposing forces that form phenomena. 
This potency  is constant and moving from time to time and can increase or decrease. In this case, 
the ad hoc  variables will be accommodators  to the phenomenon and will only work to achieve 
such potency or limit. Any attempt to control the phenomenon and guide it away from this ultimate  
path leads to a complete disturbance in the system. This approach assumes that there is a kind of 
self-tendency  of the phenomena towards a definite end from time to time and thus attempting 
to dispel the phenomenon from this tendency of reorientation may not succeed in reaching the 
desired target. The result of this method is that the absolute freedom of the ad hoc variables to 
guide the phenomenon is uncertain and may only result from directing the phenomenon if the 
process of directing the path is in line with the subjective tendency of the phenomenon towards 
a particular destination. Thus, the ad hoc  variables become accommodators and their function 
only to help the phenomenon in reaching  its maximum capacity. Freedom here is subject to or 
conditional to compatibility with the path of phenomenon, whether incremental or decreasing.
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5. THE MODEL

This study uses the macroeconomic theory to examine and test the accommodation  versus control. 
The model used is the study and analysis of income as the most important indicator in the economic 
through the approach of aggregate demand and supply as contradicting forces contribute to 
understanding the phenomenon of income and determine the maximum potency of the economy, 
then determining  of the size of income and its path from time to time. The model is based on 
the mathematical derivation of the income equilibrium using four sectors (product-money-labor-
foreign exchange). From  the equations introduced  in the model we conclude with two equations, 
one for aggregate demand and the other for aggregate supply, by solving them using quadratic  
equation factorization  we can reach the equilibrium level of income and prices. This equilibrium 
point determines the maximum potency economy that the ad hoc  variables can accelerate its 
reach. This situation can lead to a recession or prosperity that may be unavoidable by using ad hoc 
variables in directing the phenomena.
This method proposes to solve the system from top to bottom, which begins by determining the size 
and  the position of the maximum potency and then choose the values of the first roots that achieve 
this status or the maximum potency of the phenomenon. This  is different from the first method, 
which looks from the bottom to the top by determining the values of the first roots that direct the 
phenomenon towards the goal desired. Using the accommodation method that works from top to 
bottom, the ad hoc variables are the servant of the phenomenon and not orient  it because all the 
values of the first roots within the system are determined according to the equilibrium which is 
maximum potency of the  phenomenon or its tendency towards a specific path. In this case, the ad 
hoc  variables work for the phenomenon to serve its own plan or path rather than directing it. In 
other words, the accommodator meets the desires and aspirations of the accommodated.
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As the aggregate supply function in prices level, we notice that the prices level in equation (25) in 
form of (1/p) , therefore the product of subtraction is positive and hence the relationship between 
the prices level and income is direct despite the negative sign in the right side.  
By solving equation (20) aggregate demand and equation (25) aggregate supply for equilibrium 
(second order equation for price level) we will find the equilibrium level of income (Y), after that 
the rest of the system vales will be deter
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6. MODEL TEST

Two tests to validate and apply the model are theoretical and practical. For theoretical testing, we 
examine the extent to which growth rates coincided to equilibrium rate for income and prices. 
The growth rate is measured by the value of the coefficients of the lag variables for the income 
and the prices and then comparing with the equilibrium achieved by solving the model which is a 
second-order equation, as shown by the final equations of the model (aggregate demand equation 
and aggregate supply equation). If the model passes the theoretical test, it is possible to go to the 
practical test, which is the study of historical data. If the historical data prove that the phenomenon 
of income and prices deviated from the plan of the ad  hoc variables in case of incompatibility 
with phenomena  maximum potency  or on the other hand  the phenomena moved  in the same 
direction of ad hoc variables if the plan of ad hoc  variables similar to  the phenomenon path. In this 
case, it can be said that the model has historical evidence support its validity and interpretation.
To know the properties and characteristics of model we can forming square matrix (7.7) in 
seven dependent variables which are income, consumption, tax ,investment , demand of money, 
exports and imports . Each variable is subject to six  independent variables which are government 
expenditure, tax , lag of income, money supply, price level , exchange rate beside the constant term. 
From this matrix characteristic equation can be form  along with calculating eign values , eign 
vectors and eign space to check the degree of model stability. 
If the historical test evidence gives a broader understanding of the phenomenon using the top-
bottom approach of accommodation or interpretation, it is safe to assume that the phenomena 
have self-tendency toward a specific path or potency and that cannot be overcome. The validity of 
the previous assumption is that the ability of the ad hoc variables to interpret the phenomena is 
conditional and limited and therefore cannot reverse, but only accelerate the path.

7. RESULTS

• The model is solve from top to bottom , when the equilibrium levels of income and price are 
determined the rest of the model values would be determined i.e the equilibrium values of price 
and income reflect the maximum potency of economy  that can be reached running any type 
of policy.

• The roots variables (independent)functioning as accommodators to the dependent variable 
(accommodated) they drive the phenomena to reach its self-destination i.e the phenomena 
has self-inclination toward given target or end. Any attempt from the independent variables to 
drive it, according to study assumptions, would be failed or resulted in undesired repercussions.

• If the solution of the model succeed in defining the economic phenomena by applying 
historical data this may give great push to the suggested approach in answering the questions 
raised concerning the knowledge generation , specifically the circle pole of causation. If 
the interpretation of the facts derived by applying the model  improved and enhanced our 
understanding to economic life this can give extra motivations  to apply the approach in other 
fields rather than economics.

• The results of theoretical and practical tests to the model determine the capability of suggested 
approach in defining and interpreting the phenomenal, hence it can be applied in the process 
of knowledge generation moreover acquiring of values. In addition, if the application of the 
approach improve our understanding to the phenomenal this may reduce model imitation and 
at same time rationalize the use of the opinion of top to bottom way of thought . 

• The self-inclination of the dependent variable to specific destination excrete  inter-causation 
between ad hoc and post hoc variables , eventually this may redefine the relationship between 
them to what proposed as accommodated and accommodator variables. 

• We  expect that long run trend of income and price level  given by the coefficients of the lag 
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variables in the model  are equal to the equilibrium rates when solving the model (quadratic 
equation)

• The equilibrium of each sub sector in the model  solves by according to the equilibrium values 
of income and price (top to bottom)

• We expect that the characteristics properties of the model  reach by eign values eign vectors 
eign space consolidate the applications of the model.

• The geometric  shape of the aggregate demand and supply equations reveals that how to evaluate 
the root standing point of each economic school of thought.

• Exchange rate as well as interest rate are predominantly subject to the equilibrium levels og 
income and price (maximum potency of the economy)

8. DISCUSSION

Exogenous theories of growth focus on how to achieve long run growth rate in order to meet 
sustainable development standards  that include the expected growth in labour force and capital. 
The calculated equilibrium  values serve as standing point to achieve the target of maximum 
potency of the economy . In addition downward moving  or top to bottom procedure is crucial 
I determining the values of sub sectors in a way that  expressing how the instruments variable 
interact to realize the maximum potency of the economy. Here any altering in these values would 
disturb the  equilibrium targets and hence serious cyclical aftermath will prevail. Moreover price, 
interest as well as exchange rate  recommended  according to the maximum potency equilibrium  
play as  motivator and appetizers  to the instrumental variable in the process of achieving the target 
equilibrium. Any manipulation to them away from equilibrium roots will disturb the matter instead 
of stimulating it. The characteristics of the model  matrix determine the length of current long run 
maximum potency , then new investigation to next  long run equilibrium must be done  to alter 
ongoing instruments orientation. Finally in the light of geometrical shape of aggregate demand and 
supply  school debates can be managed in favor of accomplishing the maximum potency  of the 
economy and hence maintaining warranted growth rate.

9. MATERIALS, TOOLS AND PROTOCOL

Analytical geometry tools i.e straight line equations , quadratic  form of equation, conic section 
equations, in addition to general rule of factorization are necessary materials  for explaining 
the mathematical model of the study. Moreover , matrix algebra materials namely characteristic 
equation, eign values, eign vectors, egin space are important for examining the nature of the 
model. Also econometrics methods  covering model formation which incorporate dependent and 
independent variables are necessary  for specification , estimating as well as testing the model  in 
order to find numeric values to the parameters via which the equilibrium  values of the model can 
be reached.
To form a protocol for model applications first gathering adequate historical data covering different 
trade cycles, second proper specification of econometric model  including to all macro-economic 
variables must be established and tested to show the pre required estimation conditions, third 
appropriate estimator should to be chosen  in shed of sound forecast scenario, fourth replacing 
the estimated values of the parameters in the mathematical form of the suggested model, solving 
the equilibrium level of income and price, seven going down through the model to determine the 
values   and equilibrium of each sub sector. Eight according to the values of policy instruments  
design the scenario that achieve the future equilibrium values of income and price which implicitly 
are the long run trend.
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CONCLUSION

If the income model above proves its validity in theory and practice, the method of accommodation 
can introduce proper  understanding to the economic phenomenon (income) from the top to 
bottom. We have to look at the phenomena not from so-called dependent variable  but what so called 
accommodated one. This method leads to the conclusion that the ability of the ad hoc variables 
to change the path of the phenomenon is limited and conditional and therefore we  can rely on 
the ad hoc and post hoc variables simultaneously  for a broader understanding of the economic 
phenomenon or looking  from top to bottom. The final idea is to look at the relationship between 
the variables through the accommodator and the accommodated rather than the ad hoc and the 
post hoc by restricting the concept of freedom of the ad hoc variables and converting them into 
variables supportive to  the accommodated variable to reach its destiny.
The hypothesis raised by the study is that it is difficult to direct any phenomena and hence the 
explanatory variables have limited role in achieving policy targets, so according to the detective 
results mainly the equilibrium level of income and price which represents the maximum potency 
that given economy can research, any device policy beyond this level would distort the overall 
system in addition it may drive to undesired results according to suggested model. As result, 
significantly, accommodated role to explanatory variables is recommended. 
In the practical outlook of the method it can be used to interpret and understand other non-
economic phenomena have  contradicting  forces in  reaching equilibrium. If the method lead  to 
best understanding to the  phenomenon, this in turn increases and improves the theoretical and 
practical capacity of the accommodation method.
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ABSTRACT

The optimal procurement is achieved by monitoring them from the very beginning of the planning 
process. Procurement planning, as one of the basic functions of procurement management, 
determines the goals, tasks and the way of their realization. The realization of procurement plans 
is realized through the purchase function of business entities, both from the domestic and foreign 
markets.
The specifics of procurement of agro-industrial complex require continuity as a basic 
requirement. The importance of procurement consists in the fact that the level of reproductive 
capacity of the agro-industrial complex depends significantly on the normative organization, 
organization and quality of procurement. The goal of procurement is precisely, timely, quality and 
under the most favorable conditions, the acquisition of funds on the market, in order to meet 
the needs for the continuous operation of the companies from the agro-industrial complex. 
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INTRODUCTION

The agro-industrial complex significantly reflects the continuous provision of funds. With such 
means, the choice of the structure of resources is dominant as a fact that defines a potential agro-
producer, which is also the subject of research in this paper.
The procurement function is realized through several subprocesses: planning; market research and 
price monitoring; contracting; tracking billing maturity. To this end, the application of scientific 
methods in the study and market research, the formation and engagement of expert teams for 
the execution of individual arrangements, the implementation of complex economic analyzes, are 
essentially a consideration of all relevant factors that would ensure the execution of the procurement 
of funds under the most favorable conditions.
In addition to the elements of economy, for each procurement of resources, justification from the 
point of view of real needs is important. Well-designed pledge plans represent a decision on what, 
how much and at what affordable price they are to procure.
Economic analysis in the decision-making of resources is an analysis of the future of events and 
phenomena aimed at finding the most rational solutions based on the collected data in order to 
make an optimal decision.
The cost of funds is one of the most important elements in the process of obtaining funds. If the 
framework for the freedom to form a bidder’s price is higher, that is, if the market of imperfect 
competition is in the more complicated, the process of securing the funds being implemented. 
When forming prices on the market, it should be taken into account that the most common selling 
is done directly, which differentiates it from controlled market goods. Since for the needs of the 
agro-industrial complex products are sold directly to buyers, the degree of control over the price is 
higher than the sale of controlled goods.
Based on the subject of the research, the aim of the research is to show which procurement 
procedure has the greatest value in terms of the speed of implementation, which affects 
the adequate provision of funds from the producers of the agro-industrial complex. 
For the purposes of this paper, quantitative decision-making methods will be used as a means of 
selecting an optimal procurement procedure, based on the criteria for selecting the most favorable 
supplier. For this purpose, the method of analytical-hierarchical processes will be used taking into 
account simplicity and wide application in various research.

1. QUANTITATIVE MODEL FOR HELP IN MANAGEMENT DECISION

There are a number of methods and techniques that have been developed over time and used to 
solve decision-making problems in real-life situations, and can all be divided into two large groups: 
methods of single-criterion decision making and multi-criteria decision making. Each decision 
support system consists of at least three subsystems:1 a database that forms part of the decision 
support system in which the organization’s input and output data is stored2; model databases3 that 
represent a decision support system component that consists of business decision models. Each 
model solves a particular problem in a particular business process. Their task is to generate output 
based on input data and decision models, on the basis of which the decision-maker can make 
decisions; the user interface that should enable, as easy as possible, the communication between the 
decision support system and the user.

1 Sprague, R.H, Carlson, E. D.: Building Effective Decision Support System, Prentice Hall, Englewood Cliffs, 
1982, navedeno u Suknović M., Delibašić B., Poslovna inteligencija i sistemi za podršku odlučivanju, Fakultet 
organizacionih nauka u Beogradu, Beograd, 2010, str. 8-9. 
2 Mihajlović. M., Dašić, M., Pamučar, D.: Primena AHP metode prilikom nabavke opreme za objekte ishrane u 
sistemu odbrane, 34. Simpozijum o operacionim  istraživanjima, SYM-OP-IS 2012, str. 409-412
3 Rađenović, Ž.: Uticaj politike konkurencije na državnu pomoć i javni sektor u okviru jednstvenog tržišta Evropske 
unije, Facta universitatis - series: Economics and Organization, Vol. 12, br. 1, 2015, str. 83-95 
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The problem4 of determining the significance of the criteria in the realization of the provision 
of funds for the agro-industrial sector5 includes several continents, starting from planning.6 
The term criterion takes an important place in the decision-making process on the most favorable 
bid. According to the direction of agreement, the following are distinguished: 7 income criteria; 
expense criteria and non-monotonic criteria.
There are numerous methods for solving the multi-criteria decision-making model, which can 
be divided on the basis of several criteria, and as the best in today’s time, they are distinguished: 
ELECTRE method; method PROMETHEE; AHP methods (analytical hierarchical processes); 
TOPSIS method; method SAW et al.
For research purposes, we will use the AHP method, which represents the method of multi-criteria 
decision making, designed to assist decision-makers in solving complex decision-making issues 
involving a larger number of decision-makers, a greater number of criteria in multiple periods. 
Methodologically, AHP is a multi-criteria technique that is based on explaining a complex problem 
in a hierarchy. The method of analytical-hierarchical processes holds all the parts of the hierarchy 
in connection, so it is easy to see how the change of one factor influences other factors.
The decision-making process is often very complex because of the presence of conflicting targets 
among the available criteria or alternatives. The problem is to choose an alternative that will 
best meet the set goals. The field of application of this method is multi-criteria decision-making 
where, based on a defined set of criteria and attribute values   for each alternative, the choice is most 
acceptable.8 For easier application of this method, a software tool from the Expert Choice decision 
support system was developed.
The process of implementing the AHP method involves four basic phases:9 Structuring a problem 
that consists of decompressing any compile decision problem in a series of hierarchies, where each 
level represents a smaller number of manageable attributes. They then decompose into another set 
of elements corresponding to the next level. This hierarchical structuring of any decision problem 
in this way is an effective way of dealing with the complexity of real problems and identifying 
significant attributes in order to achieve the overall goal of the problem. Data collection is the 
beginning of the second phase of the method of analytical-hierarchical processes. The decision 
maker assigns relative estimates in attribute pairs, one hierarchical level, for all levels of the entire 
hierarchy. The most familiar scale used to assign weight is Saaty’s nine-point scale.
Estimating relative weights implies that the matrix of comparison, by pairs, translates into problems 
of determining its own values, in order to obtain normalized and unique own vectors, with the 
weights for all attributes to each level of the hierarchy.
Determining the solution to the problem is the last phase which involves finding the so-called. 
composite normalized vector. After the vector of the order of the values   of the criteria in the model 
is determined, in the next round it is necessary to determine within each observed criterion, 
the order of importance of the alternative in the model with respect to the same procedure. The 
mitigating circumstance when using any method of multi-criteria decision-making is the fact that 
all software is supported.10

4 Petrović, D., i dr.: Menadžment i organizacija, Fakultet organizacionih nauka, Beograd, 2012, str. 40.
5 Vilke, R., Gedminaite-Raudone, Z., & Cvijanović, D. (2019). Future drivers of rural prosperity in knowledge age: 
Lithuanian case. Ekonomika poljoprivrede, 66(1), 143-157.
6 Čavlin, M., Žugić, R., & Prebiračević, V. (2017). Karakter planiranja kao funkcije menadžmenta. Oditor - časopis za 
Menadžment, finansije i pravo, 3(1), 102-113.
7 Pavličić, D.:  Teorija odlučivanja, Ekonomski fakultet Beograd, Beograd, 2010, str. 176.
8 Jovović, D., & Jovović, D. (2018). Konkurentnost prehrambene industrije Republike Srbije. Ekonomika 
poljoprivrede, 65(1), 49-64.
9 Čupić, M., Suknović, M.: op. cit., str. 334-337.
10 www.odlucivanje.fon.rs 
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2. APPLICATION OF ANALYSIS MODEL 

Using the method of the AHP method, we analyzed the data we came up with by researching 120 
procurement of funds carried out in the entities of the agro-industrial complex in the Republic 
of Serbia. Procurement relates to funds, and for research purposes, they were grouped into three 
categories. The first category consisted of 60 procurements realized through open procedure 
where the lowest offered price was considered as a criterion. The second category consisted of 30 
procurements realized through open procedure whereby the most economically advantageous offer 
was taken as the criterion, where 70% and 30% were used as elements of this criterion. In the third 
category, 30 procurements were carried out in the negotiation procedure with the announcement 
of a call for bids, in which the most economically advantageous tender with the elements of the 
deadline for delivery, obligations in terms of maintenance of the maintenance period and the 
capacity of the tenderer was taken as the criterion.
Bearing in mind that there are different elements of the criteria, the model takes the ones that are 
most important for providing continuous securing of the assets of the agro-industrial complex, 
starting from the conditions of performing this economic activity. Criteria on the basis of which 
the alternatives are evaluated in this case are:

Table 1. Criteria for the selection of an optimal bidder (calculation of the author) 
No Tag criteria Description criteria
1. К1 The speed of securing funds.
2. К2 Quality of assets.
3. К3 The degree of execution expressed as a percentage.
4. К4 Safety, which refers to the time of realization.

Using the Delphi method11 the values of the criteria and their relative weight are estimated: 
К1 – The speed of securing funds (0,30), 
К2 – Quality of assets (0,20),
К3 – The degree of execution expressed as a percentage (0,20) и 
К4 - Safety, which refers to the time of realization (0,30).

The decision matrix in this case is shown in the table 2:

Table 2. Decision Matrix 

Alternative
Criteria

 The speed of securing 
funds Quality of assets The degree of 

execution Safety

Category 1 5 задовољава 4 50
Category 2 4 задовољава 5 40

Category 3 5 У потпуности 
задовољава 3 60

By quantifying this matrix, using a Saaty scale12 with nine points for assigning weight, the matrix 
shown in Table 19 is obtained:
     
11 The delphi method was evaluated in three circles. The selected panel consisted of ten experts who answered the 
questions. Their final evaluations serve to determine the experiential values of individual criteria.
12 Saaty, T.: The Analytic Hierarchy Process”, McGraw-Hill, New York. 1980, pp. 287.
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  Table 3. Quantified input data  
Alternative Criteria

 The speed of 
securing funds 

Quality of 
assets

The degree of 
execution Safety

Category 1 5 7 4 50
Category 2 4 7 5 40
Category 3 5 9 3 60

The beginning of the application of the method implies determining the relative weight of the 
criterion, or the significance of the criteria. To assess relative weights, Saaty’s scale is used: 

 Table 3. Saaty Values Scale
Importance Definition Explanation

1 the same character
Two elements are identical in meaning to the 

goal

3 Poor dominance
Experience or reasoning slightly favors one 

element in relation to the other

5 Strong dominance
Experience or judgment greatly favors one 

element in relation to the other

7 Demonstrated dominance
The dominance of one element is confirmed in 

practice
9 Absolute dominance Dominance of the highest degree

2,4,6,8 subtotals Compromise needed or further division
                     

          Table 4. Evaluation of relative weight of criteria (calculation of author)

Criteria
 The speed of 

securing funds 
Quality of 

assets
The degree of 

execution Safety
 The speed of securing funds Quality of assets 5 5 3

Quality of assets (5) 1 3 (5)
The degree of execution (5) (3) 1 (5)

Safety (3) 5 5 1
Σ 1,733 11,333 14 4,4

Table 5. Calculation of own vectors of corresponding own values 

Criteria
 The speed of 

securing funds 
Quality of 

assets
The degree 

of execution Safety Σ W(Σ/4)
 The speed of 

securing funds 0,577 0,441 0,357 0,681 2,056 0,514
Quality of assets 0,115 0,088 0,214 0,045 0,462 0,115

The degree of 
execution 0,115 0,029 0,071 0,045 0,260 0,065

Safety 0,192 0,441 0,357 0,227 1,217 0,304

By comparing the value of the weight of the criteria obtained by using the Saaty scale and the 
values   obtained by using the Delphi method, it can be concluded that the criterion of security 
rates in relation to its importance given to it in practice is overestimated. Unlike him, the 
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criterion of the degree of execution should be given greater importance, which confirms 
the result obtained. The quality and safety criteria are well assessed by the data obtained. 
Based on the data obtained by estimating the relative weight of the criteria, one should consider 
the same method of alternatives that are available, ie three categories set. A comparison of the 
alternatives will be done by Saaty’s rock.

Table 6. Calculation of own vectors of corresponding own values (rate of realization)
Alternative Category 1 Category 2 Category 3 Σ W(Σ/3)
Category 1 1 (5) (3) 0,358 0,119
Category 2 5 1 (3) 0,993 0,331
Category 3 3 3 1 1,647 0,549

Table 7. Calculation of own vectors of corresponding own values (quality) 
Alternative Category 1 Category 2 Category 3 Σ W(Σ/3)
Category 1 1 2 (4) 0,632 0,210
Category 2 (2) 1 (4) 0,398 0,132
Category 3 4 4 1 1,164 0,654

Table 8. Calculation of own vectors of corresponding own values (degree of execution) 
Alternative Category 1 Category 2 Category 3 Σ W(Σ/3)
Category 1 1 (3) 3 0,780 0,260
Category 2 3 1 5 1,899 0,633
Category 3 (3) (5) 1 0,317 0,654

Table 9. Calculation of own vectors of corresponding own values (security) 
Alternative Category 1 Category 2 Category 3 Σ W(Σ/3)
Category 1 1 (5) (3) 0,317 0,105
Category 2 5 1 3 1,899 0,633
Category 3 3 (3) 1 0,780 0,260

After the formation of the comparison table, the weights in pairs for each alternative were separately 
calculated by the own vector. In this way, we have gained the weight of any alternatives essential for 
determining the solution to the problem. 
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3. MODEL APPLICATION ON THE SUPPLY SELECTION 

After assessing the relative weight of the alternative in relation to each criterion, it is approached 
to determine the category of asset provision, which has the highest value in relation to the criteria 
observed. The choice of a category is based on the obtained own vector alternatives and previously 
obtained own vectors of the criteria. The overall priorities of the alternatives are obtained by 
multiplying each weight for each alternative within the observed criterion in order, and in the end, 
the results obtained are summed up.

 
  Table 10. Choice of the most favorable supplier 

 The speed of 
securing funds 

Quality of 
assets

The degree of 
execution Safety

The overall 
priorities of the 

alternative0,514 0,115 0,065 0,304
Category 1 0,119 0,210 0,260 0,105 0,139
Category 2 0,331 0,132 0,633 0,633 0,418
Category 3 0,549 0,654 0,105 0,260 0,442

From Table 10 it can be concluded that after the implementation of the AHP method, in the research, 
the order of alternatives would be the following: “Category 1” (14%), “Category 2” (42%), “Category 
3” (44%), it can be seen that in relation to the given criteria “Category 3”, that is, procurements 
realized by the negotiation procedure with the announcement of a call for bids in which the most 
economically advantageous tender with the elements of the delivery deadline is taken as a criterion, 
the obligations regarding the maintenance period and the capacities of the bidders have the highest 
value .

CONCLUSION

The agroindustrial complex is characterized by the integrity of the production process, which 
also determines the integrity of the supply. Using quantitative models can provide a good basis 
for decision-makers, although in these models the decision maker’s subjectivity is present, 
in assessing the relative weight of criteria and alternatives, it can be diminished by combining 
several different methods of multi-criteria optimization and comparison of the solution. 
The application of this model in the research found that the suppliers with the highest value of the 
most economically advantageous offer with elements of delivery deadline, obligations regarding 
the maintenance period and the capacities of the bidders showed the best estimations when the 
procurement was carried out for the given assessment parameters. These procurements also had 
the highest value in terms of the speed of implementation, which influenced the adequate provision 
of funds from the producers of the agro-industrial complex. The survey found that procurements 
for which multiple criteria were used to evaluate the bids were implemented more quickly.
This research has proven that suppliers who have respected the deadline for securing funds and who 
had better capacities in line with the required level were reliable and safe, which also affected the 
integrity of the suppliers of the pre-industrial complex. Also, in the research, the decision support 
system showed that the reliability of the supplier is correlated with its business capacity indicators.

The paper is part of the research at the project III-46006 “Sustainable agriculture and rural 
development in terms of the Republic of Serbia strategic goals realization within the Danube region”, 
financed by the Ministry of Education, Science and Technological Development of the Republic of
Serbia.”
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ABSTRACT

This paper presents an analysis of the current state of the use of digital technologies by the categorized 
hotel accommodation providers in the Municipality of Bar. The concept of SMART tourism and 
the use of digital technologies in tourism implies networking of tourist content throughout the 
country towards getting “smart experience” from local community and creating “smart business 
ecosystem”. Hotels at the locations need to take advantage of new technologies and include various 
business, sociocultural, psychological and educational components. Following was analysed: the 
quality of the internet presence, the level of networking with the local tourist businesses, the use 
of logistic innovations in tourism and the intensity of the use of social networks. The goal was to 
identify the level of current digital recognition and the degree of use of information technologies 
to point out the unused potential for the development of entrepreneurship in the hotel industry.
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INTRODUCTION

While traditional economics is based on the use of resources such as land, labor and capital, the 
post-industrial economy, on the other hand, is based on a new concept called the knowledge 
economy. This means that in the new era of the IT revolution, companies can gain a competitive 
advantage in the market based on the possession of information and knowledge. The competitive 
advantage assumes a higher market value of the company therefore the significant strategic goal 
of companies in the 21st century becomes the development of knowledge.  The tourism sector 
is no different from other sectors of the economy, therefore it is experiencing the same change. 
Tourism businesses in Montenegro operate on global market and experience global competition. 
Development of knowledge will also improve their strategic position and increase their market 
value. When it comes to innovation and digitalization tourism business is experiencing much 
change from the demand side and also from the innovation side. Preferences of tourists have 
changed and they require fast booking, internet availability, networking with other tourism service 
providers etc. It is necessary for hotels to understand the needs of the customer and to use digital 
technologies.  This all leads to new concept in tourism business or SMART tourism and SMART 
destinations.

1. DEFINING SMART TOURISM 

SMART tourism is a new concept that describes the technological, economic and social development 
inspired by technologies that rely on sensors, administering large amounts of data - large databases, 
open data, new ways of linking and sharing information as well as the ability to derive conclusions 
from the data and develop new knowledge - Gretzel, Sigala, Ksiang, Koo (2015).
There are different opinions about technological advancements in the tourism sector, because 
the area of tourism relies heavily on information and communication technologies (ICT) that are 
mainly used to transform large amounts of data into creating value for the target market (tourists). 
What is characteristic of innovation in tourism is that they are based on existing technologies that 
are interconnected and synchronized - unlike the technological advancements and innovations 
that are characteristic of advanced industries Hoyer and Wangel (2015). Opinions were divided 
on whether SMART is justified in tourism because tourism deals only with the implementation 
of existing technologies. The word SMART in tourism gets a new interpretation form and it is 
used to define tourism in which complex analytical digital tools for visualization, data sharing, 
decision making and value creation are used. The concept of SMART tourism in this way applies to 
cities, destinations, things and objects, making the line between physical and digital less visible. It 
is actually an innovation in tourism. Governments of developed countries are investing heavily in 
smart tourism, because the return on investment is very visible and it is reflected in the growth of 
the number of tourists and the growth of GDP from tourism.

In understanding SMART tourism, it is necessary to understand all the levels of smart tourism. 
Gretzel, Sigala, Xiang, Koo (2015) state that there are 3 levels of smart tourism. The first level is 
creating a SMART destination. The mentioned term refers to the implementation of the concept of 
smart cities in urban and rural areas with the aim of achieving: mobility of tourists, improvement 
of accessibility of services, preservation and sustainability of resources. The location that uses this 
concept becomes globally visible and attracts more tourists, and the tourists themselves integrate 
into the environment, increasing the quality of experience at the destination, Lopez (2015). 
Examples of this concept are: the use of lighthouse technology (beacon technology) in tourism and 
the internet of things in the tourism industry (internet of things).
The next level of understanding is the SMART experience that involves the use of ICT as a tourist 
mediator. Examples include: personalization, real-time monitoring, and active participation in 
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content creation. Tourists can now create and expand tourism content based on their own personal 
experience. Tourists become active participants in content creation and value development. 
Examples of these are reviews used in Trip Advisor or Booking.com, various travel blogs, social 
network posts, etc.  Third level is a SMART business because there is a need for very complex 
business ecosystem that supports the creation and co-creation of tourism experience and content. 
This includes various businesses that operate in the field of tourism such as hotels, travel agencies, 
national tourist organizations, restaurants, motels, tourist service providers and the like. Using ICT 
technologies and these providers become part of the smart system. We must mention in this section 
that the SMART business concept also includes businesses that do not mainly operate in the field 
of tourism as a core business. Namely, for example, telecommunication companies, producers and 
clusters of manufacturers, trade companies, ICT companies, cultural service providers (galleries, 
museums, monuments, fairs), etc. All this companies get a new place and a new role in tourism 
business through the SMART business concept and with relying on new technologies.

2. DIGITAL TOOLS AND KNOWLEDGE OWNERSHIP IN HOTEL 
BUSINESS

Economy based on the possession of information and knowledge has influenced hotel business 
as well as other businesses that relay on tourism activities. The changes that have occurred on the 
market lead to changes in the hotel’s business. The main factor of success in the hotel industry 
is the acquisition and use of non-material things such as: brand, image, software, digital tools, 
platforms, client relationships, Lacmanovic, Kavaric, Tomasevic (2016). The New Age is imposing 
investment in these intangible things and investment in creating digital content, which is actually a 
new concept in the hotel industry that for years before has relied on large investments in material 
things - luxury, exclusive location, high investment in quality of service. All those things for years 
before have made the hotels more visible, recognizable and have increased value of the hotel. In 
the new age that we call the era of digital technology, the use of digital tools in the hotel business 
increases the intellectual capital of the hotel, number of visits and its competitive advantage. In 
many cases, with the creation of a competitive advantage in possessing digital resources, the hotel 
increases its market value to a level where it becomes much greater than the bookkeeping value 
of the hotel. Instead of high investments in material things, the understanding and efficient use of 
ICT in hotel business leads to the creation of new values and content, and in many cases leads to 
an increase in hotel income.
There are numerous studies in economic theory that identify sources of competitive advantage in 
the New Economy as: the creation of a brand, image development, patent ownership, trademark, 
standards and design, relationships with: stakeholders, customers, suppliers, partners, employees, 
etc. (Sundac and Svast 2009). According to theory, intellectual capital is knowledge transforming 
itself into something that has value for the company and intellectual capital consists of 3 components: 
human capital, organizational capital (the advantages of organizational structure) and relationships 
with stakeholders (clients, partners, clients, suppliers), company network, brand.
Practices and statistics show that the difference between bookkeeping and market value is very high 
in advanced companies operating in the fields of information and communication technologies 
(ICT) such as software development and service activities, businesses that deal with the production 
of technological hardware and equipment and even in transport. This is why hotel industry at 
SMART destinations is networking with other industries to create more value for both the hotel and 
the destination and for the tourists who are staying there. The hotel business in SMART tourism 
concept leads to numerous new interactions of all actors in tourism: businesses, agencies, cities, 
cultural contents, etc. with tourists. A new experience is being created, a new value is generated 
that improves the hotel’s business operations and in terms of new revenues, which is the goal of the 
business of all economic entities.
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The tourists themselves also create pressure on the demand side. Tourists demand the hotel 
engagement in digital technologies because they have changed their behavior and require new 
things from hotels such as: direct booking, personalization, new content, availability of references, 
etc. 
In accordance with the development of the concept of smart tourist destination, the needs of tourists 
in the 21st century are that they want to travel to the destinations that they recognize as SMART. 
This implies that tourist at those destination can be able to use the technological infrastructure in 
creating a unique personalized content for himself in accordance with his preferences and needs.
Today, the tourist is in the center of SMART tourism and through various applications aimed at 
tourists as a user support is provided at three levels (Gretzel, Sigala, Ksiang, Koo (2015) through:
1. Anticipating tourists needs using different tools and providing recommendations according to 
the identified needs
2. Improving tourist’s experience at destination by providing content like: site-specific information, 
customized and interactive tools and information
3. Being able to share tourist experience with others and to make their recommendation for others 
to visit a destination. This will improve and enhance their experiences and of course enhance their 
own image on social networks.
This research explores the situation in the hotel sector in Montenegro at the example of the hotels 
in Bar. Namely, it is researched how many of those categorized hotels use new technologies and 
include various business, socio-cultural, psychological and educational components in their offer. 
On the Montenegrin market there are also large luxury hotel chains such as Hilton or Chedi Hotel 
- Lustica Bay, which all have examples of good practice. To a great extent, those best practice hotels, 
use digital tools and by this they have added value to their offer. Added value is based on knowledge 
and technologies and also based on significant networking with the local community where they 
do business. All this creates a new experience for a tourist.

3. DETERMINATION OF THE CONDITION OF THE DIGITAL PRESENCE 
OF CATEGORIZED HOTELS IN THE LOCAL COMMUNITY IN BAR

The survey was conducted at 53 categorized hotels in Bar. The number of uncategorised hotels is 
significantly higher but the procedures in operation, the manner of registration and business are 
not adequate for analysis therefore they were excluded. 
The hotels have been explored from all three aspects of providing support to tourists using 
ICT: anticipating customer needs and providing recommendations through the use of logistics 
innovations (1), improving on-site experience through networking with other stakeholders (2), 
and involvement in social networks or sites sharing experience (Booking, Trip Advisor, etc.) so that 
tourists can share their experience (3).
In addition to this, the internet presence has been thoroughly explored, as it was observed during 
the research that there is a need with a deeper specification of the internet presence, i.e. the need 
to define the quality of the internet presence. For example. When analysing the website, there was 
a situation that even though hotels have a website, this site does not appear in search engines, or is 
inadequately registered (for example, on the domain name of another country, which is particularly 
inadequate in tourism). It is also differentiated whether the site is used solely for the provision of 
information or if it is interactive.
The desk research method of research of the hotels was applied, with an assessment of the level of 
engagement in finding the necessary information - whether they are getting easy or need additional 
engagement. The results of the research were presented in the form of descriptive statistics as well 
as using the graphic and tabular display
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Table 1. Number of hotels in Bar based on hotel category- from the data recorded with Ministry 
for Sustainable Development and Tourism Montnegro

Hotel category Number of hotels Number of beds
5 star 0 0
4 star 13 1311
3 star 16 1258
2 star 17 1974
1 star 7 2096

TOTAL 53 6639

The survey covered 53 categorized hotels in Bar, of which most hotels belong to the category of 2 
stars. The total number of categorized hotels is 423 of which the largest number of registered hotels 
in Budva 113 and then in Bar. The percentage of hotels processed by the sample is 12.53%

Table 2. Data from the analysis of internet presence of the hotels based on
answers from categorized hotels

Hotel category Number of hotels Number of beds
Hotels have internet site 53 0

Internet site of hotel is also in English language 50 3
Hotels have internet site with 2 or more 

languages 39 14

Hotel present additional content on internet 
sites 0 53

Hotels have offers on Trip Advisor 36 17
Hotels have offer on Booking 50 3

Hotels have social page (Facebook, Instagram) 50 3
It is possible at the web site of hotel for tourist 
to share opinion, comment or to add quality 

grade for service. 
0 53

It is clear from the table that hotels only have a basic digital presence in the form of a basic site that 
is not adequate for network searching. Hotels in Montenegro are not aware of the needs of the users 
and 3 new needs to satisfy the needs.
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CONCLUSIONS 

In line with theoretical considerations using modern IT tools in hotel business will improve the 
value of the hotel. The new value, apart from creating new value for tourists and development of 
prestige of destination, is also quantitatively reflected through: the number of new services offered 
to tourists, the increase in tourist satisfaction, the increase in the number of visitors to the hotel, the 
increase in the number of overnight stays. Through all the above-mentioned improvements there 
will be he rise in profits. However, in accordance with empirical data presented in the hotel research 
in Bar this fact is not well perceived by hotels in Montenegro.
The hotel industry in the world appreciates development of value and knowledge and therefore 
successfully creates chains of luxury hotels from whose approach in the creation of value hotels in 
Montenegro can learn a lot. Special value in this case is the fact that the usage of digital technology 
in hotel industry (and knowledge and value created in the process) increases the market value of 
the hotel in relation to the bookkeeping value.
Large hotel chains network with the local community, connect with stakeholders who are not only 
direct actors in the tourism industry like: telecommunication companies, local administrations, 
transport providers, cultural centres, clusters and NGOs etc. The focus of their networking and 
collaboration is to enhance the experience of tourists at the destination and to answer all 3 levels 
of tourist’s needs. There are numerous examples in Montenegro that more developed hotels co-
operate with academic institutions and education in order to contribute to the development of 
labour force in accordance with market needs (Ramada Podgorica, Splendid Becici, Maestral Pržno 
are just some examples of cooperation).
Hotels in Montenegro should work on quality of service and on creating full experience for tourists 
as well as on value promotion if they want to grow and develop their activities and expand their 
season and off-season occupation. This will be achieved through the use and inclusion of the 
concept of SMART tourism and with the use of digital technology in their business. Concept of 
IT and value of digital technologies in tourism industry needs to be better understood by hotel 
accommodation providers. 
Recommendations for the local community is to relate to the need for additional investment in 
infrastructure and software to develop SMART cities and for this area of particularly important 
SMART destinations. Strategic approach in this aspect is needed by the local community that 
involves: cooperation with the businesses at destination, the NGO sector, as well as with ministers 
and support agencies. To attract EU funds in this area, smart tourism should be defined as one of 
the strategic priorities.
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ABSTRACT

Trends in marketing are changing and adopting new technologies, but what always remains is good 
content and relevant data. New knowledge, information and use of new tools are often crucial for 
the success of a company. Modern business in the domain of personal marketing can no longer 
be efficiently implemented without the use of new e-technologies. The application of Internet 
technology implies radical changes in marketing (strategies, plans, programs, communication) 
that have contributed to the development of personal marketing, and thus improved “face to face” 
communication between bidders and consumers. The theoretical part of the paper refers to defining 
the role and importance of personalized marketing in the function of improving the business, 
especially from the aspect of approaching each customer or customer segment individually, as well 
as the importance of applying social networks to marketing, as well as the specificities and benefits 
of this type of marketing. The practical part in the focus has the research of the importance and 
role of social networks in the implementation of personalized marketing, as well as in the process of 
selecting a tourist destination. The practical part of the paper includes research through a specially 
designed questionnaire, conducted on the territory of Montenegro, and provides information on 
how important social networks are for selecting the tourist destination and the offer that a particular 
destination. The aim of the paper is to draw attention to the importance of a good e-market strategy, 
also, to the approach that gives the best results in advertising and the achievement of the results of 
the tourist destination and its offer, sales, communication with consumers, establishment of long-
term relationships with consumers, which also affects improvement of the business of every tourist 
company in general.
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INTRODUCTION 

With the emergence of social networks, the evolution of the Internet has entered a new phase, on 
Facebook, and other social networks have become tools that have profoundly and fundamentally 
changed the methods of marketing communication having shifted the focus from the classical 
advertising into a more sophisticated area.
The significance of social networks such as Facebook, Twitter, Foursquare, YouTube, Google+, 
and other networks in the promotion of tourism products and services is obvious (vvv.issuu.com, 
March 13, 2019).
With the mutual combination and upgrading of the mentioned social networks, with emphasis 
on general tourist and destination marketing, it is assumed that with relatively small financial 
resources, knowledge and very little time, it is possible to build the base of the “followers”, “fans”, 
“influencers” and “ ambassadors “of the visitors (www.htz.hr/hr-HR/poslovna-dogadanja/
edukacije/edukacija-2014/drustvene-mreze, March 7, 2019).
Communication through social networks is used in order to understand the needs and wants of 
customers, i.e. tourists. The offer of a tourist destination and tourist companies is created on the 
basis of these pieces of information, and the offer adjusted to the wishes of the consumers leads 
to further improvement and development of a successful business (www.horizonti.ekfak.kg.ac.rs, 
March 5, 2019).
We should take into account the fact that tourism is one of the fastest growing industries in the world 
(www.horizonti.ekfak.kg.ac.rs, March 5, 2019), and that the tourism market is highly susceptible to 
numerous changes, which must be monitored. Modernization and innovation in tourism are key 
to business, and involve the use of new and innovative channels of distribution and sales, among 
which are one of the most current social networks.
Social networks represent a network platform for connecting people all around the world, enabling 
the optional downloading of audio-visual, sound, and text-based information. The development 
of technology was the main contributor to the development of social networks, and the fact is that 
as they are easy to use and free, they attract a multitude of users (Kirtis, Karahan, 2011). With 
the evolution of the social networks and with their usage, communication which used to be one-
way communication, became two-way communication in a digital environment, where both sides, 
from one side the tourist companies and from the other side the users, create content and get the 
answer to it. Tourist companies send their offer via social networks through influencers, banners, 
advertisements created for a particular target group they choose based on their visits to specific 
sites, likes, postings, shares or the monitoring of influencers. Thus, in practice, a phenomenon that 
“seizes” a growing attention is recognized as personalized marketing in the literature.
In this paper we emphasize the importance of this phenomenon and explain how much it can help 
to improve the business of tourist companies, i.e. when choosing a specific tourist destination and 
how much the content that is being advertised and the content that is being visited can create a 
future offer, a future target group and an answer to it.

1. THEORETICAL BACKGROUND

Modern information technologies, and along with them the application of social networks, have 
led to significant changes in the field of tourism and hotel industry. Great changes are reflected 
in the way of doing business, especially when it comes to the communication with users and the 
distribution of various services to future visitors to a particular tourist destination. This has directly 
affected the promotion of tourist destinations, but also the business of tourism companies given 
the numerous specificities in the process of providing services in a tourist destination and tourism 
industry, such as: intangibility, inability to store, high level of interpersonal relationships, etc.
The understanding of the advantages of social networks in promoting a global tourist destination,  



ECONOMICS

129

provides information about a wider range of potential visitors and the creation of competitive 
advantages in the market, as well as the possibility of developing a marketing strategy for a particular 
tourist destination.
The possibility of communication, as well as easier accessibility and sharing of various contents in 
form of the text, photos and video clips have enabled tourism destinations and hotels to create and 
maintain relationships more intensively with their potential customers. This created the conditions 
for more efficient presentation of promotional messages, videos and other content, but also the 
condition for easier distribution of services. Thus, social networks became the main source of 
the most important information, before, as well as during, and after the journey (www.konzept.
ba/socialmediaevents/, March 2, 2019). Thanks to them, after traveling, tourists can share their 
impressions and experiences with people around the world, which ultimately leads to an increase 
in the importance of influencing decisions on traveling or using the services of a particular tourist 
destination. Social networks promote socialization in selecting a specific tourist destination, and 
give it a whole new dimension.
The ability to access real-time information has completely changed the approach to travel planning 
- from the initial stage, even in the phase which preceds the awareness of an individual  that there is 
a need for a tourist trip, to the stage of booking and the travel itself, as well as the return of tourists 
from a particular tourist destination.
The expansive growth of social network users has encouraged businesses to use them and implement 
them in their business, while the perception of consumers using social networks is also important 
for other economic activities where marketing activities are crucial in business. First of all, for the 
following reasons: (Grbavac, Grbavac, 2014).
High targeting – as using social networks is easy to reach the target group, and promotion is done 
according to the market segmentation. 
Measurability - every work and effort to place information on social networks can be measured 
and the results of the activity can be seen. A huge amount of information that can be used with 
careful and regular analysis, and that relate to the availability and content of information, retention 
time, the number of old and new visitors, half of the visitor, and so, on can be acquired from the 
attendance statistics. 
Accessibility and low cost - the use of social networks is completely free. In order to increase the 
effects of business performance, various other paid promotions can be used, which, in comparison 
with other media, is far cheaper and accessible to all. 
We should not forget that tourists come to the destination because of the attractions and the overall 
picture they have about the destination, and much less because of some catering facilities. Creating 
image and perception on social networks is just a chance and great responsibility for the one who 
sets it up. There should be no need to post content only and exclusively content related to the 
destination that needs to be promoted, but it is necessary to monitor events in the surrounding 
destinations and to share the interesting facts that may be interesting to the visitors.
Hoteliers can not only focus on the catering facility when using the social network, but also on their 
surroundings, or on the destination in which they are located, as well as on the target group for 
which the destination is aimed. Visitors are always interested in events in the destination, attractions, 
weather conditions, road conditions, etc. For this purpose, users should regularly be informed, 
about possible discounts, new dishes on the menu of restaurants and /or hotels, about celebrities 
who stayed at the hotel, and the like. The rule is: 80% useful and 20% promotional content (www.
etourismconsulting.com, March 2, 2019). The content that is posted on social networks related to 
the promotion of a tourist destination and /or hotel should be useful, interesting, new and unique.
Since 2005, Montenegro has been involved in the global “Horwath Hotel Industry Survey”, which 
Horwath HTL has been conducting each year. This analysis is one of the instruments for monitoring 
the development of the hotel industry in Montenegro, which is in the function of achieving the 
strategic goal of Montenegro to become a high-quality all-year tourist destination. The survey 
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survey results related to 2016 showed a rise in the performance of the Montenegrin hotel industry. 
Available data show that the participation of foreign guests is 93.9%. The survey provided data on 
the structure of spent funds on marketing tools in the surveyed hotels in 2016, as well as the use of 
marketing systems in the surveyed hotels. 47.6% of the spent funds refers to online marketing tools, 
and 52.4% of the spent funds hotel spent in offline marketing tools. Online marketing tools used: 
Website (75%), Mobile marketing (64,6%), Video (47,9%), Geolocation Applications (37,5%), CRM 
(35,4%), Social Networks (33,3%), PR - online – Publicity (20,8%), Travel Review Sites (18,8%), 
PR - online - Direct Mailing (18,8%). Offline marketing tools used: Advertising – Print (62,5%), 
Advertising – TV (52,1%), CRM (47,9%), Advertising – Radio (39,6%), PR - offline - Direct Mailing 
(20,8%), PR - offline – Publicity (18,8%), Special Promotions (12,5%). (Horwath HTL, 2017).
The organization of content and communication on social networks is a very complex process 
that is necessary to be planned and controlled, as well as being carried out by skilled and educated 
faculty. Starting from clearly set goals, the strategy of making a particular tourist destination or 
placing a particular tourist product on social networks must be based on a clearly defined plan of 
performance and subject to verification and improvement of the success (Grbavac, Grbavac, 2014). 
Global trends of the tourism market are focused on the preferences of tourists, which are highly 
variable due to the dynamic economic, technological, cultural and other changes. Tourists feel the 
need for the highest quality of tourist destination offerings, which implies the quality of offerings 
directed at “events and experiences”. This requires systematic adaptation to the requirements of 
target users. Tourists are looking for “more value for the given money”, which implies an integrated 
approach to personal identity search, on the path from recognizing comparative advantages, to 
the choice of an attractive range of tourist destination offerings, the design of a sales message and 
a trademark until finding a market-recognized and recognizable tourist destination (Damjanovic, 
Ristic, 2017).
Brown, the author who deals with research on topics in the fields of tourism, marketing, social 
media and their impact, including travel, deals with the question of how social networks affect the 
inspiration of a traveller in his recently published article on the “Olapic” website (Brown, 2017). 
Since the emergence of new information technology and social media, the author explains that 
travel planning is completely different from what it once was. Visitors who travel more do not rely 
on guides compiled by “experts” with obsolete information or even paper-based navigation maps 
at their latest editions. Instead, modern travellers have the privilege of instant access to information 
on the web in the form of a guide for Buzzfeed, TripAdvisor reviews and travel photos (for example, 
posted on Instagram or Facebook) showing their latest vacation. This real-time approach with 
relevant tips and often information from the audience has finally changed the way travellers 
approach travel planning - from inspiration to booking. Apart from this, the author points to the 
non-linearity of the travel process, since neither travel nor experience and shopping represent a 
linear process anymore. Travellers turn to their friends, colleagues and influencers by expanding 
the world of social media to find inspiration for travel and vacation, and even to support their 
newly discovered destination (Brown, 2017).
The area that is currently very important in the field of tourism is the role of the so-called influencers, 
which has been massively used lately by the increasing popularity of Facebook, Twitter, Instagram 
and other social media and networks. Influencer is a person who has a large number of friends 
on social networks, has the power to influence tastes, attitudes, etc., is popular because of his / 
her  (actual or assumed) authority, given that published texts, photos, influencers’ blogs (pages) 
significantly influence purchasing decisions, but also the behavior of other people, so-called  
“followers”, and can be one of the social network launchers for travel planning (www.dictionary.
cambridge.org, February 2, 2019).
In the opinion of the author (Miller, 2017), influencers are engaged today in almost all companies 
and brands, especially in the field of tourism, hotel industry and trade, in order to write “nice and 
positive things” about products, events, travel, etc. , in order to persuade other users and customers 
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to believe and become their customers / visitors / buyers. Thus, it happens that some hotels, 
travel agencies, companies and individuals choose individuals who are sufficiently involved in a 
social online scene in a particular tourist destination, often followed by a large number of people, 
commenting on their status, photos, etc. to share the content of their services, reach as many people 
as possible, and finally increase the number of visitors in a particular tourist destination (Wang, 
Yu, 2015).
Recent literature that examines online consumers’ behavior, the process of deciding on the choice 
of a particular destination by means of social media and social networks is called consumer 
decision journey (Wang, Yu, 2015) or customer decision journey (Wolny, Charoensuksai, 2014), 
and the process itself consists of three phases, i.e. the phase preceding the choice of the tourist 
destination, the phase of staying in the tourist destination and the phase of returning from the 
tourist destination.
In the phase which precedes the choice of the tourist destination, social network mostly stimulate 
new ideas and influence the process of transforming the needs into specific wishes and motives 
of travel. Therefore, Facebook, Twitter and other virtual communities and social networks can 
encourage new ideas for travel through content that they send to a target group based on the content 
they follow, like, comment. White’s study has shown that photos from the trip of other users can 
generate friends’ interests and affect travel plans. The research by Fotis and a group of associates 
confirms that social media at this stage is almost always useful in deciding where and how to travel. 
A study led by Google / Ipsos shows that 68% of respondents are beginning to search for ideas on 
the Internet before deciding on a particular tourist destination (Minazzi, 2015).
A tourist can recognize the need for travel while searching the social media platform or social 
networks, such as Facebook or Instagram.
According to a survey conducted by AdWeek (www.adweek.com/socialtimes, March 2, 2019), 52% 
of Facebook users imagine travelling while on the web, although there is no need to travel at that 
moment, they did not even think about the same (www.adweek.com/socialtimes, March 2, 2019).
After choosing a destination they want to travel, tourists start looking for additional information. 
At that stage, social networks play a crucial role. Recent research confirms the importance of online 
comments during this step (Anderson, 2012) because they can be an important and above all a 
useful source of information (www.adweek.com/socialtimes, March 2, 2019).
In the next stage, tourists make a decision on the final purchase (www.adweek.com/socialtimes, 
March 2, 2019) of a specific tourism product. The purchase decision partly depends on the 
motivation of the tourists, but also on the impact that social networks had on him / her in the 
previous stage, allowing him / her to evaluate available alternatives (Gros, 2012) thanks to the tools, 
reviews and recommendations.
Visitors will continue to search for information and make decisions while travelling. Due to the 
development of mobile technologies, the pre-trip phase and phases during the travrl may overlap 
due to the increasing number of opportunities for tourists to be connected to the Internet during 
the travel. Airports, hotels, means of transport, restaurants and entire destinations will try to allow 
visitors to connect to the network for free (Minazzi, 2015).
During the trip, 38% of USA tourists and 64% of tourists from the rest of the world use social 
media, and 34% of tourists update their status on social networks, 39% publish photos on social 
networks. 40% of British tourists admit that they are delighted to be able to post the selfi while 
travelling via the social media (World Travel Market (2015), March 8, 2019), and 33% of tourists 
finds activities in the particular destination thanks to their mobile phones.
ComScore’s report shows that 45% of tourists immediately  after the trip, posts some travel related 
content on social networks, and write and leave comments (World Travel Market (2015), March 
8, 2019). After returning home, tourists (TripAdvisor) assess the quality of their travel experience 
and express their satisfaction or dissatisfaction with one or more services they used during the trip.
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A group of the authors who studied the behavior of tourists - Internet users from Russia and former 
Soviet republics indicate that  78% of travellers shares content on social networks in the phase after 
using the service (Fotis, Buhalis, Rossides, 2012). Similarly, Murphy and his associates conclude 
that the majority of young tourists often shares experiences about travelling on social networks at 
this stage (Murphy, Centeno, Schegg, 2010).
The interaction with the consumers at this stage, via social networks, can be a unique opportunity 
to develop customers’ loyalty, or a long-term, mutually beneficial relationship. A concept that is 
recognized as a good way of retaining and attracting new users of services, i.e. a tourist product, 
is the content created for the target group that is intended or in the literature recognized as 
“personalized marketing”. It is a tool that has,  in its base,  an understanding of the desire of the 
target group and the creation of content for them. It is a matter of approaching every customer 
through modern tools - social networks through likings, sharings, posting, and editing content or 
comments. What is significant about personalized marketing is that this is not a one-way street like 
traditional marketing, but here the customer has the ability to comment and combine elements to 
satisfy his needs. Consequently, personalized marketing is a two-way communication where, on 
the one hand, there is a tourist company, which sends a message to the target group about its offer 
via social networks through content editing and on the other hand, there are the customers who 
have a clear picture of what they want and have a way to fulfill it.

2. RESEARCH METHODOLOGY

The subject of the practical part of this paper refers to determining the importance and role of 
social networks in the implementation of personalized marketing and the process of selecting 
tourist destinations. The practical part of the paper aims to explore how social networks, as the 
basic tool for quick search of detailed information, enable and encourage the selection of a specific 
tourist destination. The research does not focus on specific tourist destinations, but on the selection 
of a tourist destination based on the preferences of a particular target group, on the one side, and 
the content on the social networks by the tourist companies on the other side, whereby the research 
gets a general and scientific character.
The hypothesis from which it starts is: Social networks mostly stimulate new ideas and influence 
the process of transforming the needs into specific wishes and motives of travel, which implies 
the importance of a good communication strategy on the electronic market, which contributes 
to better results in terms of stimulating demand, sales, establishing long-term relationships with 
consumers, and promoting a specific tourist destination, targeted at the particular group, which 
improves the business of tourism companies in general.
Quantitative Exploratory Research was conducted in February / March 2019 on the territory of 
Montenegro. The survey was conducted in the southern region of Montenegro, and respondents were 
visitors to the coastal cities: Bar, Budva, Kotor, Ulcinj, Tivat and Herceg The survey questionnaire 
consisted of two parts, where in the first part there is data on the general characteristics of the 
respondents, their opinions, habits and attitudes regarding the use of social measurements, ways 
of collecting information about tourist destinations, the frequency of travel and stay in tourist 
destinations, as well as the impact individual personalized marketing tools for decision making 
when choosing a tourist destination. The second part of the questionnaire was related to the 
collection of data by the phases of the selection of the tourist destination, such as the stage of 
awareness, searching for information, evaluating alternatives, buying, staying and returning from 
a tourist destination. The questions of closed type with the offered answers were used for the 
collection of data, and a five-step Likert scale was used to measure the attitudes of the respondents 
about the phases of the tourist destination, which measures the degree of agreement / disagreement 
with the given claims.
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3. RESULTS OF THE RESEARCH

Descriptive statistics found that 493 respondents participated in the study, of whom 58.22% were 
female and 41.78% were male. The highest number of respondents belongs to people who are 29-
39 years old (33.27% or 164 respondents), approximately the same percentage of respondents aged 
18-28 (25.96% or 128) and ages 40-50 (26, 37% or 130), while the lowest number of respondents 
was 51-61 years old (9.94% or 49) and over 62 years of age (4.46% or 22 respondents). The highest 
number of respondents has completed secondary education (52.94%), then there are those with 
faculty education (32.66%) and the lowest number of respondents are those with postgraduate 
education (14.40%). Respondents are divided into two subgroups, depending on whether they use 
social networks or not. Respondents using social networks make up 93.91% of the sample (463 
respondents), while 6.09% (30 respondents) do not use social networks. Respondents who do not 
use social networks did not respond to certain questions from the questionnaires that measure 
attitudes and opinions regarding the impact and role of social networks in personalized marketing, 
as well as in the process of selecting tourist destinations. From social network users, we found that 
84.62% of respondents use Facebook, 65.38% are Instagram users, 47.86% YouTube, 25.21% use 
Google+, 17.74% Twitter and 10.68% Foursquare. Respondents also use and combine multiple 
social networks, so we came to the conclusion that the majority of respondents use the Facebook 
and Instagram combination (18.14%) and Facebook, Instagram and YouTube (13.39%). In Table 
1, some of the combinations of social networks are given, and we can conclude that Facebook is 
represented in almost all combinations, and along with Facebook the most enthusiastic is Instagram.

Chart 1. Combination of the social networks
Facebook Instagram YouTube Twitter Foursquare Google+ Percentage

+ + 18,14
+ + + 13,39
+ + 7,56
+ + + + 6,26
+ + + + 4,54
+ + 3,89
+ + + + + + 3,46
+ + + 3,24

+ + 2,59
+ + 2,38
+ + + + + 2,38
+ + 2,16

+ + + + 1,94
+ + 1,73

Source: Research done by the author

Of the 463 respondents who use social networks, respondents who spend 1-3 hours a day using 
social networks (31.83%) and respondents using social networks 3-6 hours a day (33.12%) are 
represented in about the same percentage; 20% of respondents use social networks for 6 or more 
hours a day, and 15% of respondents up to 1 hour. All this suggests that social networks have a 
significant potential and role in creating a personalized marketing strategy.
Interesting is the fact that respondents receive information about a particular tourist destination, 
which they decide to visit in almost the same percentage: through the media (TV, radio and press) 
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(22.52%) and through the banner on social networks (21.50 %). 19.27%   of respondents come to 
the particular piece of information through search of sites, and 16.23% of them in conversation 
with acquaintances and friends. For 7.10% of respondents, printed promotional material is the 
source of information on tourist destinations, 6.09% are informed via friends on social networks, 
while 5.27% decide to receive information through travel agencies. Information provided by the 
influencer have the least percentage (2.03%). When we consider all the data, we can conclude that 
the contemporary and traditional means of communication with potential consumers are almost 
equally represented. 48.89% of respondents listed modern digital means of communication as a 
source of information on selected tourist destinations, while 51.11% of respondents still highlights 
the importance of the oral interviews, media, printed promotional material, or personal visits to 
travel agencies.
Respondents are grouped according to the number of visits to tourist destinations (in the country 
or abroad) depending on the frequency of travel during the year. Accommodations longer than 
3 days, as well as one-day and weekend excursions have been taken into consideration. Thus, the 
respondents who travel once a year for more than three days have 38, 73%, while the percentage 
for one-day or weekend excursions is 27,14%. 23.57% of respondents stay for a period longer than 
3 days, 2-3 times a year,  24.59% of respondents do it 4-5 times a year. 13.11% of respondents travel 
for a period longer than 3 days more than 5 times a year. 25.71% of the respondents go on  annual 
or weekend trips 2-3 times a year; 25.92% of respondents do it 4-5 times per year and 21.22% of 
respondents do it more than 5 times a year . It can be concluded that it is approximately the same 
percentages of visits to tourist destinations for one-day and  weekend visits, regardless of the annual 
frequency and travel practice. 
When choosing a tourist destination where they stay for more than 3 days, the respondents 
evaluated who dominantly influenced them, i.e., whose opinion and recommendations are 
particularly important when deciding about a particular tourist destination. The average ratings 
are uniformed and range from 3.26 to 3.69. The influence of the influensers on the respondents 
when choosing a tourist destination is the smallest which was confirmed by the lowest average 
score of 2.98, compared to other sources of recommendations and information. The respondents 
are most influenced by the oral recommendations / conversations with friends, acquaintances and 
relatives (an average score of 3.69), that is followed by information provided by travel agencies and 
agencies placed through social networks (3.48), as well as information which come via media - TV, 
radio, print (3.44), the average score that measures the impact of the banner is 3.26 and 3.22 for 
the recommendations of friends via social networks. We can conclude that respondents are more 
inclined to information that can be obtained from close acquaintances through the oral route and 
through the classical channels of information when choosing a tourist destination and taking a 
final decision about it.
The second part of the questionnaire was filled out by respondents who are users of social networks 
(463 of them), and the data provided came up with information about the phases of selecting a 
tourist destination based on the use of social networks. In this part of the questionnaire, a five-level 
Likert scale was used, which provided the data on the degree of agreement or non-agreement of 
respondents with given claims, which are representative of each individual phase of the selection 
of the tourist destination. The phases of selecting a tourist destination include: the stage of 
the awareness of the need, the phase of searching for information, the phase of evaluating the 
alternatives, the purchasing phase, the phase of staying in the tourist destination, the phase of the 
returning from the tourist destination.
Photos and videos from travel of virtual friends, published on social networks, can challenge 
travellers to travel. It is the experiences of other social network users that are one of the essential 
factors that stimulate the phase of becoming aware of the need to travel. The average grade for this 
question is an average of 3.69, which means that social networks and content posted by friends 
and acquaintances can encourage respondents to want to go on a trip and visit a specific tourist 
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destination. Information about the tourist destinations through social networks is important for 
the information searching phase. The degree of agreement with this statement is estimated at an 
average of 3.59. In order to evaluate the alternatives, the average score is 3.63, and the respondents 
said that they compared information about tourist destinations, accommodation and other services 
via social networks, which confirms the importance of social networks at this stage. The evaluation 
for the buying phase is aligned with the average ratings of the previous stages. For the purchasing 
phase, which is assessed through the attitude of how many respondents are willing to use social 
networks for booking the accommodation and purchasing service, the average score is 3.52. Our 
respondents are still to a certain extent reserved when it comes to buying or booking via social 
networks. 
In the answers of the respondents, two phases in the selection of the tourist destination and the 
significance of social networks for respondents are especially emphasized. The highest average 
rating of 4.14 is the role and significance of social networks for the phase of stay in a selected tourist 
destination. Respondents actively use social networks during their stay to collect information 
about the destination. Furthermore, the significance of social networks in the phase of the return 
from the tourist destination is assessed with the high average score of 4.01. Respondents publish 
photographs, videos, share content related to the tourist destination they visited, leave comments 
and are active on social networks. 
Based on the results of the research we can say that the established hypothesis has been proven, 
that social networks mostly stimulate new ideas and influence the process of the transformation of 
needs into specific wishes and motives for travel, thus it is necessary to develop a communication 
strategy based on the needs of a particular target group (personalized marketing) which will 
contribute to stimulating the demand, promoting and retaining existing and attracting new clients 
and ultimately leading to the improvement of the business of tourist companies. The contribution 
of this paper is reflected in drawing attention to the importance of a good communication strategy 
and personalized marketing when it comes to the electronic market, taking into account the 
general presence in different tourist destinations, without focusing on specific tourist destinations, 
which gives the research a general and scientific character. The practical implication of this research 
supports the development of tourism marketing and communication strategies focused on online 
contexts as factors that can affect the behavior of tourists in a more efficient way.
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CONCLUSION

Trends and the development of the Internet have led to the change and application of a different 
way of doing business. This has resulted in the fact that tourism companies have traditionally 
“transferred” their business to new types of business that include new technologies and business 
tools. Social networks today represent a phenomenon that becomes an active partner both in 
creating and placing content, and in selecting the target group for the given content. 
Communication in a digital environment becomes bi-directional, tourist entrepreneurs create 
content and at the same time receive the answer to the same, from the target group. The conducted 
research showed that 64.95% of respondents daily spend from one to six hours using social networks, 
with 84.62% of respondents mostly using Facebook and 65.38% Instagram, or a combination 
of them (18.14%). In order to obtain information on tourist destinations for which 48.89% of 
respondents decide to visit, modern digital resources are used, with a special emphasis on site search 
(16.03%) and banners 21.50%). The respondents are influenced by influencers (2.03%), although 
interviewees are very happy to share pictures, videos, travel impressions, or monitor and laugh 
publications on their friends’ social networks. Only 6.09% of respondents made friends on social 
networks as a source for obtaining information about the desired tourist destination. The research 
showed that the traditional maceration of communicating with respondents in Montenegro is still 
significant, and 38.75% of respondents reported traditional media as a source of information or an 
oral conversation with acquaintances and applicants. Promoting a tourist destination through the 
content that is placed on social networks regarding the promotion of a tourist destination should 
be useful, interesting, new and unique.
Based on the conducted research, we concluded that respondents spend a lot of time using social 
networks, and that their significance both in gathering information and in decision making, or 
in encouraging the desire for certain tourist destinations, is not negligible. Social networks play 
an important role in the process of creating personal marketing and promoting certain tourist 
destinations. Also, social networks play an important role in all stages of the decision-making 
process on choosing a tourist destination. A satisfied customer sometimes unconsciously motivates 
his friends and other users of social networks to consumerism and the selection of certain tourist 
destinations. 
Using the five-step Likert scale, the views of the respondents are measured for each individual 
phase of the choice of the tourist destination. The experiences of other social network users are 
one of the essential factors that stimulate the phase of learning needs. Photos and video clips of 
social networking sites rated an average of 3.69 (maximum rating is 5), as a factor of incentive for 
travel to a tourist destination. Social networks are an important source of information about the 
tourist destination, before deciding on a particular destination (average score of 3.59), as well as 
in arranging alternative accommodation and other services (average rating 3.63). The purchasing 
phase and booking via social networks has an average score of 3.52. Social networks play a special 
role in the phase of stay (average grade 4.14) and in the return phase from the tourist destination 
(average score is 4.01). Interaction with consumers at this stage, through social networks, can be a 
unique opportunity to develop customer loyalty, or a long-term, mutually beneficial relationship. A 
concept that is recognized as a good way of retaining and attracting new users of services, ie a tourist 
product, is the content created for the target group that is intended or in the literature recognized 
as “personalized marketing”. It is a matter of approaching every customer through modern tools - 
social networks through rapture, serving, respecting, and editing content or commentary.
However, one should not ignore the role and significance of traditional means of communication, 
as well as the fact that today, in the abundance of information, appealing offerings, constant 
networking, an individual often loses the ability of deep learning, reflection, intimacy, and identity 
as a symbol of self-awareness and uniqueness. Future empirical research can focus on analyzing the 
effects of social networks on improving the offer and the recognition of a specific tourist destination 
and its offer, all in order to create the attributes of products of the tourist destination in accordance 
with the real expectations of the consumers.
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