INNOVATIVE AND ECONOMICS RESERCH JOURNAL
PUBLISHED BY:
“OIKOS INSTITUTE” d.o.o. Bijeljina

FOR THE PUBLISHER:
PhD Zoran Mastilo, Director

EDITOR IN CHIEF:
PhD Petar Đukić

ASISTANT EDITORS IN CHIEF:
PhD Andrzej Niemiec - Poland
PhD Taro Abe - Japan

CO-EDITORS:

Dejan Mastilo, Faculty of Business Economics, Bijeljina
Vesna Miletić, Oikos Institute Bijeljina

EDITORIAL BOARD:

Bosnia and Herzegovina: PhD Mladen Rebić; PhD Branko Krsmanović; PhD Goran Popović; PhD Nikola Gluhović; PhD Zoran Mastilo; PhD Radmila
Čičković; PhD Armina Hubana; PhD Srđan Lalić; PhD Nenad Lalić; PhD Milenko Krajišnik; PhD Jamila Jaganjac; PhD Slobodan Subotić; PhD Muharem
Karamujić; PhD Đorđe Lazić; PhD Ognjen Erić; PhD Rajko Radović

INTERNATIONAL BOARD:

Russia: PhD Oleg Roy; PhD Perpelkin Viacheslav; PhD Venelin Terziev; USA: PhD Tom Gillpatrick; PhD Leland Buddress; PhD Roofa Galeshi; PhD Jason
Caudill; PhD Hugh J. Ault; PhD Jason C. Patalinghug; Spain: PhD Elena De la Poza Plaza; Italy: PhD Ubaldo Comite; PhD Marco Valeri; PhD Leslie Fadlon;
PhD Alberto Celani; Sweden:PhD Christer Thörnqvist; India: PhD Manjit Das; PhD RayTitus; PhD Rudrarup Gupta; PhD Brijendra Yadav; PhD Sandeep
Kumar; Romania: PhD Alexandru Nedelea; PhD Rocsana B.Manea Tonis; PhD Manuela Rozalia Gabor; Tailand: PhD Napat Harnpornchai; Fiji:PhD Ranasinghe Amaradasa; Albania: PhD Brilanda Bushati; PhD Fatbardha Molla Bequiri; PhD Elidiana Bashi; Slovakia: PhD Ivan Brezina; PhD Martina Blašková;
Macedonia: PhD Predrag Trpeski; Moldavia: PhD Corina Gribincea; PhD Marica Dumitrasco; Croatia: PhD Lorena Škuﬂić; PhD Zoran Wittine; PhD Anita
Čeh Časni; PhD Ksenija Dumičić; Montenegro: PhD Boban Melović; PhD Milivoje Radović; PhD Rade Ratković; PhD Ivo Županović; PhD Darko Lacmanović; PhD Ana Stranjančević; PhD Anđelko Lojpur; Serbia: PhD Gojko Rikalović; PhD Nenad Vunjak; PhD Petar Vrgović; PhD Gordana Kokeza; PhD
Kristijan Ristić; PhD Snežana Milićević; PhD Drago Cvijanovic; PhD Snezana Radukić; PhD Zorana Kostić; Saudi Arabia: PhD Bashar Y. Almansour; PhD
Yassin Eltahir; Scotland: PhD Kieran James; Slovenia: PhD Andrej Raspor; PhD Marjana Merkač; PhD Marija Bogataj; Iran PhD Gholomreza Jandaghi;
Brasil: PhD Arcione Ferreire Viagi; PhD Fábio Albergaria de Queiroz; Poland: PhD Piotr Wisniewski; Algeria: PhD Kherchi Ishak; PhD Zoheir Guebli;
Ukraine: PhD Olha Komelina; PhD Tetiana Paientko; PhD Iryna Lytvynchuk; Belorussia: PhD Oksana Koshulko; Sri Lanka: PhD Ahamed Labbe Mohamed
Aslam; PhD Nisantha Kurukulasooriya;Turkey: PhD Hüseyin Işıksal; PhD Metin Toprak; PhD Zeki Atil BulutPhD Feden Koç; New Zeland: Tauisi dr Taupo;
Indonesia: Teguh Sugiarto; Oman: PhD Mythili Kolluru; Greece: PhD Konstantinos N. Malagas; PhD Constantinos Challoumis; Egypt: Azza Mohamed
Kamal; Uganda: PhD Michael Okoche; Czech Republic: PhD Lucie Andreisová; Bulgaria: PhD Julia Stoyancheva Stefanova; PhD Marin Petrov Georgiev;
Morocco: Fouzi dr Belmir; Cyprus:PhD Bijay Kumar Kandel;Ethiopia:PhD Dereje T. Gebremeskel; Taiwan: PhD Massoud Moslehpour; UK: PhD Christopher
Hartwell; China: PhD Hamid Khurshid; PhD Tafazal Kumail; Bahrain: PhD Adel. M Sarea; Nigeria: PhD Bhola Khan

TECHNICAL EDITOR AND GRAPHIC DESIGN:

Borjan Divljanović, Graphic studio PIXEL - 76 300 Bijeljina, BiH

TRANSLATION TO ENGLISH:
Nemanja Jovanović

PAPERS PUBLISHED IN “ECONOMICS“ JOURNAL ARE ABSTRACTED AND INDEXED BY:
EBSCO: EBSCO Discovery Service; De Gruyter open; DOAJ; DOI Srpska; Baidu Scholar; Celdes; CNKI Scholar; SIS - Scientific Indexing Services;
CNPIEC; ERIH PLUS; Google Scholar; J-Gate; Journal TOCs; Naviga; Primo Central (ExLibris); ReadCube; Research Papers in Economics; (RePEc);
MIAR; Baidu Scholar; Cabell’s Whitelist; CEJSH (The Central European Journal of Social Sciences and Humanities); CNKI Scholar (China National
Knowledge Infrastructure); CNPIEC - cnpLINKer; Dimensions; DOAJ (Directory of Open Access Journals); EBSCO (relevant databases); EBSCO
Discovery Service; EconBiz; ERIH PLUS (European Reference Index for the Humanities and Social Sciences); Google Scholar; J-Gate; JournalTOCs;
KESLI-NDSL (Korean National Discovery for Science Leaders); MIAR; MyScienceWork; Naver Academic; Naviga (Softweco); Primo Central (ExLibris);
ProQuest (relevant databases); Publons; QOAM (Quality Open Access Market); ReadCube; Research Papers in Economics (RePEc); Semantic Scholar;
Summon (ProQuest); TDNet; Ulrich’s Periodicals Directory/ulrichsweb; WanFang Data; WorldCat (OCLC)

ADRESS OF THE EDITORIAL BOARD:

Neznanih junaka 9-11
76300 Bijeljina
Republic of Srpska
Bosnia and Herzegovina
e-mail: redakcija.radovi@gmail.com
Web site: www.oikosinstitut.org/economics.html
www.economicsrs.com
https://content.sciendo.com/view/journals/eoik/eoik-overview.xml
Bank account: 5550000004916269, Nova banka, Filijala Bijeljina
ID: 44035724600004

PRINTED BY:

Mojic, d.o.o Bijeljina
Number of copies: 300 primjeraka

KATALOGIZATION:

Printed issue: ISSN 2303-5005
Online issue: E-ISSN 2303-5013
Desicion of the Ministry of Education and Culture of the Republic of Srpska No.: 07.061-053-52-12/13, od 10.12.2013, The Journal “Economics“
entered in the Register of Public Media as item No. 645

CONTENTS
IS THE OCCURRENCE OF A GLOBAL CRISIS REALLY LESS LIKELY? ............................ 5
Prof dr Petar Đukić
A CLUSTER ANALYSIS ON SUSTAINED GLOBAL COMPETITIVENESS FOR
EUROPEAN COUNTRIES ..................................................................................................... 9
Mythili Kolluru, Vidya Suresh
ROLES OF PATENTS IN ECONOMIC DEVELOPMENT AND INTEGRATION ................ 25
Omar Tanane
PRODUCTIVITY BIAS HYPOTHESIS:
NEW EVIDENCE FROM PARALLEL MARKET EXCHANGE RATE .................................. 33
James Temitope DADA, Philip Akanni OLOMOLA, Folorunsho Monsur AJIDE
META ANALYSES AND CONTROVERSY ABOUT FINANCIALIZATION,
GROWTH AND STABILITY: A LOOK FROM POST-TRANSITION COUNTRIES
OF LAST DECADE ............................................................................................................... 43
Kristijan Ristic
CENTRAL AND SOUTH – EASTERN EUROPE BANKING
SECTORS IN THE SUSTAINABLE DEVELOPMENT FUNCTION ..................................... 53
Nenad Vunjak, Miloš Dragosavac, Jelena Vitomir, Petra Stojanović
THREATS AND OPPORTUNITIES FOR GLOBAL FOOD COMPANIES:
IDENTIFYING SOCIAL AND ENVIRONMENTAL ISSUES IN FOOD
VALUE CHAIN TO CREATE SHARED VALUE ................................................................... 63
Ishak Kherchi
FACTOR ANALYSIS OF PRICES AND AGRICULTURAL PRODUCTION
IN THE EUROPEAN UNION ............................................................................................... 73
Goran Popović, Ognjen Erić, Jelena Bjelić
DEVELOPMENT OF RECEPTIVE FACTORS ON THE PRINCIPLES OF
SUSTAINABLE TOURISM DEVELOPMENT - BUDVA CASE ............................................ 85
Ivo Županović, Ana Krivokapić
DEMOGRAPHIC TRENDS AND THE EDUCATIONAL SYSTEM OF
THE REPUBLIC OF SRPSKA ............................................................................................... 95
Stevo Pašalić, Zoran Mastilo, Aleksandar Đurić, Duško Marković

Volume 8, No.1 2020
ISSN 2303-5005

IS THE OCCURRENCE OF A GLOBAL CRISIS REALLY LESS LIKELY?
Prof dr Petar Đukić
Editor-in-Chief of Economics, Innovative and Economics Research Journal

Editorial
Currently, when speaking of the world economy and politics, the only thing that is certain is uncertainty.
Moreover, it would seem that the entire system throughout the globe has fallen into an enchanted
circle: pandemic-crisis-populism-fear-uncertainty. It would seem that, both in the long and even in
the medium term, fear is the most prominent threatening category. It is manifested not only through
the current economic and social consequences of the crisis, but also through the perception of the
consequences of the second wave of the coronavirus pandemic.

1. GLOBAL ECONOMY AND POLITICS FOLLOWING THE “COVID-19”
PANDEMIC - THREATS AND RISKS
If the official estimates are that the global economy faces its greatest temptation since World War
II, then it would mean that the virus has created a more realistic and conceptual bewilderment that
cannot be compared to any of the recent global recession threats. If we were to assume that the world
economy will drop by 3% this year, in comparison to the previous one, and that the previous global
recession in 2009 reduced global GDP by only 1.5%, that should be a sufficient reason for pessimism
which stems from fear and uncertainty.
However, from a different, more optimistic point of view, if the pandemic would cease and the stopped
consumption and global trade generators would restart at a faster pace, the following year could bring
much faster growth and upswing to the most of the world. However, reaching normal and expected
growth of the previous level, would not occur before 2022, as it would seem.
Nevertheless, the greatest problem is how to overcome the current difficulties and challenges in the
current year. The IMF has long remained deaf to the more than obvious indicators of the plague that
the corona virus has introduced into economic practice and politics. Nearly all the World’s nations
went through basically the same scenario of disbelief, caution, worry and fear, even despair. Cries for
help were virtually more prominent than the mitigations measures offered.
After all, the new global recession became a threat that kept increasing in relation to the amount of
total public debt around the world. The public debt of most large global economies nowadays keeps
increasing at an inconceivable pace, due to some circumstances other than those discussed last year.
The corona virus has essentially wreaked havoc both in the global economic and political areas, at least
in relation to the situation and perspectives presented to the world prior to its spread. In light of new
events, forecasts and perceptions of reality by the world’s greatest international financial institutions
bears great influence. Although the Corona virus epidemic, with a good chance of turning into a
pandemic, started at the end of 2019, the January IMF forecasts for the global economy growth of
3.4% were more than relieving.”
People normally prefer to be told what they would like to hear, instead of talking about what may
disturb them or to be asked questions which they have no answer to. At the beginning of the year, the
Chinese model of acceptance and defense against the pandemic was perceived maliciously and self5
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satisfiedly by a majority of the world’s political elite, and even the global public, as an exclusion and a
problem of Asia, in their fight against the virus that “hopefully would not strike us”.
When things actually started going sideways, presuming that the whole situation was never all fun
and games, populists around the world spoke in a very similar way, though actions that could “make
the nation happy” by not allowing for excessive fall of demand. Isolation, the cessation of trade, the
subordination of the economy to health security - all this is very understandable, even if it is repeated,
on an 100 or 1000 year basis. The problem is that, despite the copied recipe for the distribution of
money on the basis of increasing public debt, there was no unified, common strategy anywhere, with
no foundations of such strategy not even being remotely prepared as of now.

2. POSTCORONARY SUSTAINABILITY AND PLANETARY COMMUNITY
RISKS
Merely a month ago, across the world, in the region, and even in Serbia, the emotional and optimistic
attitude of the people prevailed, based on the forced solidarity that once the Corona virus-pandemic
ends, “nothing will be the same as before”. It was a more or less a great, universal hope, which was
to be operationalized through a health, social, humanitarian, economic and environmental strategy.
However, it was a bit naive to expect that the world will suddenly sober up and that the small, invisible
enemy, the Coronavirus, will produce far more solidarity, tolerance, economic and social stability,
humane behavior, or an ecologically and morally better world, as a human reaction. All the listed
elements of the desirable state of society belong to the complex of tracing a possible global system of
sustainability.
It would seem that such hope was instilled in people by the images of the far cleaner Planet, seen
from space, as well as by the joyful animals that, unhindered entered the emptied cities from their
forests, coming over the liberated highways. Information on incomparably lower concentration of
polluting particles and the so-called greenhouse gases, due to traffic blockade, forced cessation of
work of industries and completely ruined tourism.
However, a sustainable system of economy and society implies an institutionally regulated and
politically stable space for living and work, as well as trust in public institutions, companies, and
people in general. The aforementioned is exactly what the whole world is missing today, which should
not serve as a consolation to anyone. As this text is being written, disturbing information is constantly
arriving from the United States regarding the civil unrests and clumsy reactions of the authorities
following the murder of the African-American protester George Floyd. The situation that is both
socially, racially and psychologically turbulent in the United States can easily spread to many latently
flammable parts of the world. The “yellow vests” in France, the muted activism of the democratic
opposition to the repressive measures of the authorities in Turkey, the always risky and inflammatory
Catalan separatism in Spain, the actions of the extreme, anti-immigrant and often racist right parties,
which are present in Europe, mainly in Italy and France, to Russia, Poland... - there are more risks
than one may think of at a glance.
Political risks only increase the huge economic losses and social costs of the Corona virus pandemic
in the world. The global recession itself is causing an increase in unemployment, with approximately
one hundred million of newly unemployed people. Some countries living almost entirely from
tourism, or from oil that is currently as cheap as it’s ever going to be, could sink economically by up to
20%. The “comforting”, untested or perhaps naive claim that “once the pandemic is over, everything
will rise up much more quickly” seems to be in vain, as all the signals from the planetary level point
to the conclusion that the epidemic will be multi-wave, and increasingly risky over time.
The Global Climate Change Panel emphasizes even further deterioration of the planet’s ecological
condition. It warns that this year, according to current trends, could be the warmest, or among the
five warmest since global temperature has been measured. Likewise, it should not be forgotten that
so far all five of the warmest years have happened in the 21st century. It is evident that the region of
Southeast Europe, in terms of ecological sustainability and pace of climate change, the state of natural
6
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resources, polluted watercourses and diseased forests, devastated land, is among the globally aboveaverage endangered and at-risk areas. Enormous hopes are placed in agriculture, services, energy,
all in order to maintain economic activity at the highest possible level, i.e. with the smallest possible
decline. How to invest more in environmental protection, health and educational infrastructure,
energy reforms, as well as in health, culture ... when huge funds have already been thoughtlessly
allocated and invested in the “liquidity of the economy” and citizens (!)
Where is the sustainable development in all of this? A sustainable system of economy and society
is not achieved by propaganda, vain and short-sighted promises that an obvious occurrence is not
affecting or happening to us, or that we will be one of the few to escape its reach. After all, the people
from our region have been put through much severe recessions, of more than 10% per year, and they
are familiar with troubles such as hyperinflation, wars, bombing, floods ... To start a more realistic
implementation of the sustainable development concept, it is necessary to face it with the truth, both
with global and a realistic local and regional strategy of the post-coronary period.

3. SOCIAL CONSEQUENCES OF THE PANDEMIC CRISIS
At the beginning of April, Nobel laureate Joseph Stiglitz published a socially delicate text about how
the crisis will more severely affect “new and developing economies”, that is, underdeveloped, indebted
economies. He believes that Covid-19, as a new economic factor, will not only cause a recession,
but also that it will be differently tolerable depending on the specific economic and social, as well
as cultural circumstances of individual countries. It is well known that underdeveloped and overindebted countries have a relatively weak public health system, can hardly maintain the mandatory
social distance, have less technical and protective equipment, lower income and poorer food quality.
Similar information stems from experiences regarding a greater threat to the “colored” part of the
United States than to the “white” America. Subsequent events and widespread protests by the AfricanAmerican population completely justified the above.
In Marxist terms, the Corona crisis has a notable “class character.” Many nations are aware of this,
even the decision-making ones state on behalf of the poorer ones that they have sacrificed the
economy (India) for social distancing and prevention, and that they need the help of the World
Health Organization, which Donald Trump has already criticized on several occasions. The world at
its political “top” is obviously underperforming regarding the “solidarity” category.
Whether that will be the case with the economic segment as well, once everything is summarized
following this first wave - the spring season of Covid-19, remains to be seen. The suspension of
international credit obligations to debtor countries, such as Argentina, and the will of Paris Club
creditors to unblock the poorest countries, suggest the possibility of forced understanding between
the two sides, but that by no means implies the necessary level of international solidarity and
understanding.

4. CONCLUSION
Selectivity, as a principle of social and developmental action, is a problem in itself, since it encourages
corruption, and there are no reliable selection criteria. If it is not possible to make a precise calculation
of who should be helped and in what extent, in the absence of long-time-announced social cards,
there is always this easier method for the government. The principle is very similar with businessmen.
The “special care” for small businessmen, entrepreneurs, micro and small enterprises in the hard-hit
branches (hospitality, tourism, personal services, transport…) was quickly abandoned and moved to
a more frontal plan, although the thing which have been skipped or missed will have to be restored
through sectoral measures. The principle of state aid is currently the same both for citizens and
companies - aid is paid indiscriminately, the aid being same for everyone - to keep them satisfied, at
least until it is taken from them in another way sometime later, through new levies.

7
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Huge economic interventions, both in the world and in the region, regardless of a more or less
justified short-term goal, can easily lead to demands for new redistributions, and pandemics of
interventionism, which would take us even further from necessary reforms, especially of public sector
and civil services.
The great danger also arises from the possibility that due to the dominance of crisis and short-term
Corona-economic policy measures in the countries of the region, the restructuring of public companies,
public administration reform, energy transition, environmental improvement, reconstruction of
water supply and water protection infrastructure is “forgotten”. After all, “sets” of measures taken, is
far from being complete. Many doubts and technical problems arising during their implementation
will probably be the reason for additional measures, which in our case means a summer set of crisis
measures, depending on the duration and effects of the first wave, or perhaps due to the arrival of
the second wave of the pandemic. That next package should not be brought in panic, in a populistic
manner and without expert discussion, like the current one.

June 2020.
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ABSTRACT
The Global Competitiveness Index (GCI) developed by Xavier Salai-Martín, in collaboration
with the World Economic Forum, has been measuring the factors that drive the growth and
prosperity since 2005. This paper focuses on grouping the European nations according to global
competitiveness. It uses the hierarchical and K-means cluster with a particular focus to examine the
grouping of countries from 2008 to 2017 and to reduce the complexity in examining the relationship
between European countries. The drivers of competitiveness are grouped into 12 critical pillars,
namely, institutions, macroeconomic environment, infrastructure, higher education and training,
health and primary education, goods market efficiency, financial market development, labor
market efficiency, technological readiness, market size, business sophistication, and innovation
respectively. The mean score of Europe during the study period was 4.7 and 40% of the European
countries were found to be above the average and have been consistently performing well ahead of
the average on competitiveness. This study can be generalized to other nations as well as compared
with other indexes for exhaustive research that can be useful for policymakers.

Keywords:
Cluster Analysis; Global Competitiveness; Europe; European Countries, World Economic Forum;
K-Means Cluster; Hierarchical Cluster; Global Competitive Index
JEL: F0, F5, F6, P5, Y1, H1, H7, H4
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INTRODUCTION
The global business environment has become highly volatile and dynamic. The world has witnessed
enormous growth in economic and international trade. Two main factors that govern the economy
of the world are globalization and technology. Both of them influence the performance of
organizations and countries. The new economic order is witnessing a fusion of globalization and
the fourth industrial revolution, which increases the complexity of borderless trade. Economies of
today are facing many challenges to growth like slow growth rate, growth of high-tech industries,
and the development of emerging economies. In such a business environment, a country’s
competitiveness takes precedence. The competitiveness of a region plays a vital role in determining
a country’s sustainable development. A large number of international institutions design models
that demonstrate the practical importance of competitiveness, such kind of research is done by ‘The
World Economic Forum-Global Competitiveness Report’, ‘International Institute for Management
Development- The World Competitiveness Yearbook’, ‘World Bank-Doing Business’, and ‘The
European Commission- European Competitiveness Report’. Economists and policymakers define
and analyze the competitiveness of a country in different perspectives. Krugman (1994) argues that
a country’s productivity level determines its competitiveness. Lankhuizen (2000) is of the notion
that exports are a link between a country’s external and internal performance. There are other
organizations like the World Economic Forum, the World Competitiveness Center that determine
the competitiveness of countries by calculating various complex indexes. The World Economic
Forum (nd) defines the competitiveness of a nation “as a set of institutions, policies, and factors that
determine the level of productivity of a country.” It can also be understood as the ability of a country
to provide residents with high standards of living coupled with employment on a sustainable basis.
World Economic Forum is an independent international organization committed to improving the
state of the world by engaging business, political, academic, and other leaders of society to shape
global, regional, and industry agendas. Over the past 30 years, this institution has published annual
reports regarding the world economy status, has also analyzed policies and economic indicators.
Starting with the year 2005, the World Economic Forum underlies its competitiveness analysis,
defined as being an ensemble of political factors plus the Global Competitiveness Index (GCI).
This aggregate index was developed by Prof. Xavier Sala I Martin in 2010. The index quantifies the
country performances, by including certain complex aspects, appropriate to the multidimensional
phenomenon. The global competitiveness index segregates the 12 pillars into three groups. The
groups are namely, essential requirements, efficiency enhancers, and innovation and sophistication.
Each pillar relates to five factors and their variables, which measure various aspects of regional
competitiveness. These represent a second and third level of disaggregation, which contributes to
the performance of analysis with the results obtained. The GCI report includes two types of data;
statistical (from IMF, UN) and surveys made to capture the respondents’ opinions from various
countries.
Though the 12 pillars are described separately, they are interrelated to each other. The competitiveness
score of a country reflects the aggregation of all the 12 components. The global competitiveness report
(GCR) has global recognition for its ranking of country competitiveness. Competitiveness arises
from microeconomic and macroeconomic factors, includes the robust model of competitiveness
adopted by the World Economic Forum. A country’s competitiveness explains the extent to which
it can provide prosperity to its citizens.

10
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Table 1. Pillars of global competitiveness index
Sl. No

Pillars

1

Institutions

2

Infrastructure

3

Macroeconomic environment

4

Health and primary education

5

Higher education and training

6

Goods market efficiency

7

Labor market efficiency

8

Financial market development

9

Technological readiness

10

Market size

11

Business sophistication

12

Innovation

Source: The WEF Global Competitiveness Report- 2017
Today’s complicated and unpredictable economic environment underscores the importance of not
losing sight of competitiveness fundamentals amid short term urgencies. Over the years, Europe
has been witnessed to many dynamic changes on the political and economic frontiers, yet Europe
features prominently among the most competitive regions of the world. In such a complicated and
volatile international environment, understanding the competitiveness of European countries will
throw some light on the relationships between the European countries. The results of this study are
of significance to both academic and professional communities. They are of particular interest to
European policymakers as this paper discusses the cluster formation pattern of European countries
based on the global competitiveness indicator (Kabók, Radišić, & Kuzmanović, 2017). In 2018, the
World Economic Forum decided to incorporate the 4.0 factor in the definition of competitiveness.
they have contributed to global thinking and policy making by integrating the development of
4.0 Industry. The Global Competitiveness Index introduces a new progress score ranging from
0 to 100, unlike the previous years prior to 2018. From 2018 the frontier of (100) corresponds to
the global post of each indicator and typically represents a policy target. In order to keep our data
consistent, we had to choose our study period from 2008 to 2017.

1. LITERATURE REVIEW
Competition is very significant for the joint European market. Bruneckiene and Paltanaviciene
(2012) show that various indexes measure the competitive ability of a country and competition
cannot be defined clearly by one or more several economic and social indicators. It requires a
sophisticated measurement of competitiveness. The World Economic Forum is the only institution
that calculates several country indexes measuring competition from different angles. Artto (1987)
defines competitiveness as a degree to which a nation can under free-market condition, produce
goods and services that meet the test of international markets while simultaneously expanding the
real income of its citizens. According to the work Aiginger (2006), a high level of GDP means a high
level of living standards in the country. He believes that a high level of living standards is essential
for the competitiveness of the country. The GCR 2007, defines competitiveness as the ability of a
nation to provide citizens with high rising standards of living and high rates of employment on a
sustainable basis. Jelinek and Porter (1992) explain how a country’s competitiveness depends not
only on exports but also on the overall economic success of a nation. Cantwell and Zaman (2018)
state a broader concept of competitiveness, which explains that competitiveness is also influenced by
the environment, which enables and provides a stimulus for organizations to improve and innovate
11
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faster than foreign rivals. Aghion (2006) states that a competitive country is one that can ensure a
high level of social welfare to its citizens. Though the concept of competitiveness is still allusive, many
researchers have attempted to define and evaluate the phenomena of country’s competitiveness.
The world economic forum includes several aspects like legal, financial, cultural, and technological
to calculate complex indices that assess the competitiveness of a country. Though some authors
like Mohan and Ajina (2011) provide an impact study of various sub index of competitiveness
and build theoretical and methodological foundation, they seem to combine various viewpoints
and thoroughly analyze countries’ performance. Diebold, Scott and Lodge (1985) state that, more
the competitive economy is, the more likely it is to grow faster over time and study was for the US
economy. Petryle (2017) studies the relationship between global competitiveness and economic
growth of countries. His research proves that though the competitiveness index does not predict
the future GDP, it indicates that the countries with higher GCI value will grow steadier and will
experience fewer fluctuations as compared to economies with lower GCI scores.
According to Ketels (2006), the term competitiveness is often associated with productivity. Budd
and Hirmis (2004) state that competition is a broader perspective and can be better understood
by analyzing the relative performance of economies. Mahmood (1998) share that a countries
prosperity is based on its capacity to compete in the global market. He further frames the competitive
situation of countries from their grouping into three stages viz., factor driven, efficiency-driven, and
innovation-driven. Fang (2014) discuss that the structural changes of the economy usually leads to
an alteration of the regional balance within and between countries. Kabók, Radišić, & Kuzmanović
(2017) and Fontela (1991) note that the EU countries are becoming the competitive and dynamic
as they have an original international orientation of universities in EU countries. Ferrer and
Kernohan (2006) state that with the financial crises and pressure of globalization, policymakers
have turned their attention to national competitiveness as a policy objective. The GCI is viewed as
a proxy for economic growth and moreover growth is considered by many macroeconomists to be
the most important economic issue.
Vila-Artadi and Sala-i-Martin (2003) state that the International Monetary Fund (IMF), the United
Nations Educational, Scientific and Cultural Organization (UNESCO), and the World Health
Organization (WHO) contribute to the statistical data of GCI reports. It also includes data from
the World Economic Forum’s Annual Executive Opinion Survey to capture concepts that require
a more qualitative assessment (Tsouli & Elabbadi, 2018). Initiation of the global competitiveness
index was led by Professor Xavier Sala-i-Martin, Chief Adviser to the WEF Global Competitiveness
Network (2018). The index is based on 12 competitiveness pillars and offers a detailed overview
of the competitiveness scenario of the world’s countries at all levels of development. Fagerberg
(1988) points out that the important sources of competitiveness in today’s turbulent business
environment are dynamic capabilities, flexibility, agility, speed, and adaptability. Munda et al.
(2009) discuss that competitiveness cannot be completely defined by one or several economic
and social indicators. Thus, complex measurement of competitiveness is a must. The researches
proved that the measurement by a composite index helps to solve the problem of complexity. It
is quite common to use composite indicators for evaluating various objects such as industrial
competitiveness, sustainable development, quality of life assessment, globalization, innovation
or academic performance. The literature review is indicative that competitiveness of nation is a
complicated measurement which involves various aspects of a country (Normantiene, and Snieska,
2014). There is vast knowledge available on the competitiveness of European counties and global
competitiveness index. Competitiveness is a central focus of concern for both developed and
emerging economies of the world. The literature review demonstrates the reliability of the global
competitiveness index and that the scope of competitiveness will remain a work in progress, either
as a definition or in its sphere of application. Our research attempts to add a drop of water to the
ocean of knowledge to understand the competitiveness within the European region using cluster
analysis as a tool of investigation.
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2. METHOD
Global Competitiveness data for a period of 2008 to 2017 has been taken from World Economic
Forum as the data set. A total of 35 European countries have been taken into consideration (Table
A-1). European Union consisting of 27 countries is included in these 35 countries. Ukraine and
the Russian federation have not been included as the Global Competitiveness Report categories
them in Euroasia region. This paper is based on data used as a starting point of terms of indicators
of global competitiveness as the set of institutions, policies, and factors that determine the level of
productivity of an economy, which in turn sets the level of prosperity that the economy can achieve
(GCI, 2017-18). The research covers a ten-year period, from 2008 to 2017 including a descriptive
statistics table and a trend chart for a quick reference of individual country performance. The
method used to classify countries in our study is the technique of cluster analysis. Cluster analysis
is a combination of mathematical and statistical method that apply the procedure of combining a
set of different objects into clusters or groups, thereby ensuring that the objects in the clusters are
mutually as similar as possible, but also as different as possible from the objects in other clusters
(Hennig, 2007). In other words, it is a class of techniques used to classify cases into groups that are
relatively homogeneous within themselves and heterogeneous between each other, on the basis of
a defined set of variables (Uprichard and Byrne, 2012). This paper applies the hierarchical cluster
method or agglomeration method. It assumes that each object is treated in the first step as a separate
cluster. In the following step, the two closest objects merge into the first cluster, either an object is
added to that cluster or two clusters are connected to the second cluster. In each following step some
objects are either combined into new clusters, or the already existing clusters are interconnected
(Romesburg, 1979). In the method of agglomeration, a cluster once formed cannot be separated
subsequently, but can only be connected to other clusters (Stahl and Sallis, 2012). We also apply
K-means cluster as it generally gives more stable clusters. It is an interactive procedure compared
with the single- pass hierarchical methods and needs a pre-specified number of starting points, to get
an initial position. Therefore, it is best used in combination with hierarchical procedure (Rajendra,
2008). Clustering of country serves to identify groups of countries with some degree of similarity,
as well as explain what factors account for these similarities. The cluster analysis conducted in this
paper shows countries that have a similar situation in terms of global competitiveness measured by
the 12 pillars mentioned in Table-1.
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3. RESULTS
Before we begin the analysis of our result from clustering the European countries, a bird’s eye view
of the charts would give us a fundamental information on behavior of GCI. Chart 4.1 provides
mean score of individual countries of Europe vis-a vis total mean score of Europe as a cut-off and
a comparison point. The mean score of Europe during the study period was 4.7 and 40% of the
European countries are above the average Europe score which includes Switzerland, Netherlands,
Germany, Sweden, UK, Finland, Norway, Denmark, Austria, Luxemburg, Belgium and France These
countries have been consistently performing well ahead of the average on competitiveness. Few
countries like Albania, Serbia, Greece and Bosnia have shown evidence on scope for improvement
on the competitiveness at Europe level. These countries have shown an upward trend on the
competitive score over a period of ten years. The same is evident from Chart-2 that talks about the
trend in the global competitive score for Europe from 2008 to 2017. There has been a growth of
around 3 % over the decade. There has been a decline on score in the year 2013 preceded by a slow
growth since 2011 and a slump in the year 2010.
In Table 4.1, agglomeration schedule is listed for 35 European countries and the procedure followed
by cluster analysis at stage-1 is to cluster the two cases that have the smallest squared Euclidean
distance between them. At stage-1, case-2 is clustered with case-3. The squared Euclidean distance
between these two cases is 0.020. Both the variables has not been previously clustered (the zeros
under cluster 1 and 2 in the 5th and 6th column). It is visible from column 7 that case- 2 combines
with another case- 6 during stage-9. The cluster process would iterate till all the cases are linked
together to form a big one cluster. For example, in stage- 20, the cluster containing case 26 and case
27 are joined. Case 26 has been previously clustered with case 35, and case 27 has been previously
clustered with case 31, thus forming a cluster of 4 cases (26, 27, 31, 35). The squared Euclidean
distance is 0.294. Case 26 was previously joined at stage 11 with case 35 and case 27 was joined at
stage 16 with case 31. At stage- 26, case 26 will join case 22 and so on. To identify the number of
clusters, we use the difference between rows in a measure called coefficient, also known as fusion
coefficient, in column 4. The numbers from last row upwards gives us the lowest possible number
of clusters for reasons of economy and ease of interpretation. We see that there is a difference
of (11.760 – 2.974 = 8.786) in the coefficient between the 1-cluster solution of stage-34 and the
2-cluster solution of stage-33. The next difference is of (2.974 – 2.790 = 0.184) between stage 33, the
2-cluster solution and the stage 32, the 3-cluster solution. The next one after that is (2.790 – 1.776
= 1.014) is between stage 32 and stage 31 and so on. The chart 4.5 on elbow rule also indicates the
desired cluster number for this study. We get two elbow cluster solution and the closer study depicts
a sharp elbow formation occurs between case 32 and case 31 pointing towards 4 cluster solution.

14

ECONOMICS

Chart 4.1. A country wise mean score of global competitiveness for Europe covering
period 2008- 2017

Source: Author’s compilation from various sources of “The Global Competitiveness
Report: 2008- 2017”
Chart 4.2. Mean score of European countries on global competitiveness from 2008- 2017

Source: Author’s compilation from various sources of “The Global competitiveness report: 20082017”
The icicle plot in chart 4.3 displays the same information graphically. The shaded portion towards
the left indicate the number of clusters formed. For example, case 28, 30 and 32 would form a
cluster and the arrow toward left indicate the same. The dendrogram, a tree-type display of the
clustering process in chart 4.4, provides a rescaled distance measure between clusters at various
stages (similar to the coefficient in the agglomeration schedule but depicted in the rescaled distance
measure). We, therefore, proceed with 4 cluster solution for our study and take this as a seed to
confirm country membership through K – means analysis. The K-means cluster gives a more stable
clusters, since it is an interactive procedure compared with single-pass hierarchical methods. From
our hierarchical analysis, we chose to give 4 cluster solutions and confirmed the result through
multiple procedures stated above. Table 4.2 presents the number of countries in each cluster based
on global competitiveness for a decade, from year 2008- 2017 respectively. The ANOVA table 4.3
depicts that all the ten variables are significantly different across the 4 clusters.
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4. DISCUSSION
From our results of cluster analysis, we clearly see four clusters being formed. The cluster 1 and
2 are the more resilient and less vulnerable economies. These economies have maintained a
sustained global competitive score compared to countries in cluster 3 and 4. The factors driving
the competitiveness challenges stem from the aftermath of the financial crisis. The year before
2006 and 2008, Europe was in a confident stage of buoyant growth, decreasing unemployment,
and rising standard of living and their accession to the European Union (EU) in 2004. But all these
was topsy-turvy by global economic downturn in 2009 and the region became more vulnerable to
contagion during the economic crisis. The cascading impact of global recession of 2008 is visible
in the forthcoming years of their performance. Huge capital inflows were required to finance
balance-of-payment deficits. Given this high dependence on outside finance, it is not surprising
that Eastern European countries were heavily affected when liquidity dried up. The second global
problem was of steep drop in global demand specially in European Union, which remains the main
export destination for these countries.
Table 4.1. Agglomeration schedule of global competitiveness of european countries
Stage
Column-1
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

16

Cluster Combined
Cluster 1

Cluster 2

Column-2
2
9
18
20
9
17
17
16
2
25
26
5
22
15
2
27
24
28
17
26
5
2
13
22
28
22
15

Column-3
3
11
19
34
12
20
18
33
6
29
35
7
23
16
4
31
25
30
21
27
8
5
14
24
32
26
17

Coefficients
Column-4
.020
.022
.027
.039
.044
.055
.065
.074
.079
.113
.114
.116
.118
.123
.131
.175
.188
.197
.282
.294
.306
.322
.334
.380
.417
.472
.475

Stage Cluster First
Appears
Cluster 1

Cluster 2

Column-5
0
0
0
0
2
0
6
0
1
0
0
0
0
0
9
0
0
0
7
11
12
15
0
13
18
24
14

Column-6
0
0
0
0
0
4
3
0
0
0
0
0
0
8
0
0
10
0
0
16
0
21
0
17
0
20
19

Next Stage
Column-7
9
5
7
6
28
7
19
14
15
17
20
21
24
27
22
20
24
25
27
26
22
28
32
26
33
29
29
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28
29
30
31
32
33
34

2
15
2
1
1
15
1

9
22
10
2
13
28
15

.815
1.289
1.333
1.776
2.790
2.974
11.760

22
27
28
0
31
29
32

Note: a. Squared Euclidean Distance used;
b. Average Linkage (Between Groups);
c. Authors calculation

5
26
0
30
23
25
33

30
33
31
32
34
34
0

Chart 4.3. Verticle icicle plot using average linkage (between groups)

Source: Author’s calculation
Table 4.2. Country classification based on gci from 2008- 2017
Average
Number of
Cluster
Country Members
GCI
Cluster Label
Countries
Score
Switzerland, Netherlands,
Sophisticated Innovator
1
6
Germany, Sweden, UK,
5.50
Driven Economies
Finland
Norway, Denmark, Austria,
2
7
Luxemburg, Belgium, France,
5.18
Innovator Driven Economies
Ireland
Iceland, Estonia, Czech,
Malta, Lithuania, Portugal,
Italy, Slovenia, Bulgaria,
Transition from Efficiency to
Latvia, Slovak, Hungary,
3
18
4.39
Innovation
Romania, Croatia,
Montenegro, Spain, Poland,
Macedonia
Albania, Serbia, Greece,
4
4
3.89
Efficiency Driven
Bosnia
Source: Author’s calculation
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Chart 4.4. Dendogram using average linkage (between groups)

Source: Author’s calculation
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Chart 4.5. Elbow rule and the scree diagram

Source: Author’s calculation
Table 4.3. Analysis of variance
Variables
Years
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

Cluster
Mean
Square
3.460
3.744
2.987
3.252
3.477
3.245
3.229
3.284
3.300
3.017

Error
df
3
3
3
3
3
3
3
3
3
3

Mean
Square
.063
.061
.031
.032
.028
.023
.024
.030
.036
.045

F

Significance

54.507
60.922
97.059
101.964
122.487
139.935
135.645
111.262
90.926
66.325

.000
.000
.000
.000
.000
.000
.000
.000
.000
.000

df
31
31
31
31
31
31
31
31
31
31

This brought more recession. But different countries of Europe were affected to different degrees
depending on their initial conditions and government policies. Baltic States and the like open
economies were hit hard due to their exposure to foreign currency borrowing. They ran into large
current account deficits. Poland, the Slovak Republic, and the Czech Republic suffered from much
milder recessions as they were less leveraged and were members of the euro zone. There dependency
was less on exports and benefited from stimulus packages of EU. To counteract countries have
deregulated, privatized, and stabilized their economies and opened their markets—including their
financial sectors—to trade and investment. The relative stability that was associated with fixed
exchange rates, along with EU membership, gave rise to high inflows of lending as well as direct
and portfolio investment from European countries. It increased the credit growth and imports.
The great recession led many advanced economies to implement very loose monetary policy,
leading boom in the global commodities market (World Bank, 2017). Faced with looming Brexit
and geopolitical crises spilling over into the region, Europe found itself in critical condition in
economic and political aspects. However, the countries, Iceland, Norway, Switzerland, the Balkans,
and Turkey still performs above the global average in terms of competitiveness. This is driven by
the performance of a group of regional champions, notably Switzerland, which leads the global
rankings for the eighth consecutive year. The top 12 includes seven more European countries:
the Netherlands (4th), Germany (5th), Sweden (6th), the United Kingdom (7th), Finland (10th),
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Norway (11th), and Denmark (12th). Although the top European countries are pushing the frontier
in almost all areas, there is wide dispersion in regional performance on several pillars. The largest
gap is in the macroeconomic environment pillar, a reflection of the fact that the region has been
recovering unevenly from the global financial crisis. Europe’s median performance comes from
our cluster 3 and 4. These median performers include, Iceland, Estonia, Czech, Malta, Lithuania,
Portugal, Italy, Slovenia, Bulgaria, Latvia, Slovak, Hungary, Romania, Croatia, Montenegro, Spain,
Poland, Macedonia, Albania, Serbia, Greece and Bosnia.
Thus, our cluster result table 4.2 shows that the region’s countries are clearly divided with a
significant gap between the innovation assessment for Northern and Western European countries
versus Central, Eastern, and Southern European ones. Accelerating innovation efforts will be
crucial to maintain current levels of prosperity, and Europe can expect high returns from focusing
its resources on nurturing its talent. On attracting and retaining international talent, although one
European country (Switzerland) achieves the top global scores, the average for the region as a whole
is low; this does not bode well for the creation of a vibrant European knowledge economy. The
United Kingdom is currently still the most attractive EU destination for talent, yet the Brexit vote
has created significant uncertainty over the conditions under which workers from EU countries
will be able to participate in the UK economy in the future. With unemployment—and youth
unemployment, in particular—still high across the region, Europe is leaving large numbers of its
citizens behind. Yet good practice examples in this area exist on the continent, with countries such
as Switzerland and Denmark striking a balance between high labor market flexibility and strong
social safety nets.
The Nordic members of the EU continue to hold privileged positions in the rankings. Sweden,
Finland, and Denmark hold the first and fourth cluster member group and continue to lead the
ranking in individual areas. For example, they are all ranked among the top 15 countries with
regard to macroeconomic stability, low levels of public indebtedness, high national savings and best
functioning and most transparent institutions in the world. Finland, Denmark, and Sweden also
continue to occupy the top three positions in the higher education and training pillar, the result of
a strong focus on education over recent decades. This has provided the workforce with the skills
needed to adapt rapidly to a changing environment and has laid the ground for their high levels
of technological adoption and innovation, which is crucial for countries at their advanced stage of
economic development. A marked difference among these three Nordic countries relates to labor
market flexibility. Denmark continues to distinguish itself as having one of the most flexible and
efficient labor markets internationally. In Finland and Sweden, however—as in a number of other
European countries—companies have less flexibility in setting wages, and firing and therefore
hiring workers is deemed expensive, although cooperation in labor-employer relations is good in
all three countries. Germany is ranked 1st for the quality of its infrastructure, a position it has
held for some time, with particularly good marks for its transport and telephony infrastructure. Its
goods market is assessed as being efficient with a high level of competition among companies. The
financial market also continues to receive relatively good marks, although the ranking has dropped
due to concerns about the soundness of banks and more difficult access to capital for business
development. Germany has very sophisticated businesses but rigid labor market due to lack of
flexibility in wage determination and the high cost of firing provide a hindrance to job creation.
Netherlands is equally highly sophisticated business with aggressive internationally in absorbing
new technologies. It is complimented with excellent educational system and efficient factor
markets, especially goods markets and overall, hence has a stable macroeconomic environment.
Cluster 3 and 4 countries thus have a ample scope to improve on the above discussed drivers of
competitiveness.
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CONCLUSION
Due to its sustained performance, excellent capacity for innovation and sophisticated business
culture Switzerland overtakes the United States in the year 2015-2016 as the world’s most competitive
economy. With a 2019 GCI score of 84.8 out of 100, Singapore is the country closest to the frontier
of competitiveness. The country ranks first in terms of infrastructure, health, labor market
functioning and financial system. The United States has taken the lead followed by Netherlands,
Switzerland, Germany, Sweden, the United Kingdom and Denmark. Hence, the countries falling
into cluster 3 and 4 need to improve on the drivers of competitiveness given as 12 critical pillars so
shift to cluster 2 and then to 1, respectively. The clusters are ranked in ascending order based on
their competitiveness with first rank representing the highest scorer countries. It is the sustained
effort and good governance that keeps the members of cluster 1 in the position of higher global
competitiveness. This study can be further expanded to other nations and can be used to study
cross country comparison.
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APPENDIX

Counter

Country

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

A:1 List of European countries with their Global competitiveness score from 2008- 2017

1
2
3
4

Switzerland
Netherlands
Germany
Sweden
United
Kingdom
Finland
Norway
Denmark
Austria
Luxembourg
Belgium
France
Iceland
Ireland
Estonia
Czech
Malta
Lithuania
Portugal
Italy
Slovenia
Bulgaria
Latvia
Slovak
Hungary
Romania
Croatia
Albania
Montenegro
Serbia

5.61
5.41
5.46
5.53

5.60
5.32
5.37
5.51

5.63
5.33
5.39
5.56

5.74
5.41
5.41
5.61

5.72
5.50
5.48
5.53

5.67
5.42
5.51
5.48

5.70
5.45
5.49
5.41

5.76
5.50
5.53
5.43

5.81
5.57
5.57
5.53

5.86
5.66
5.65
5.52

Greece
Bosnia
Spain
Poland
Macedonia
Europe Annual
Score

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

Mean
Score
Country
5.71
5.46
5.49
5.51

5.30 5.19 5.25 5.39 5.45 5.37 5.41 5.43 5.49 5.51

5.38

5.50
5.22
5.58
5.23
4.85
5.14
5.22
5.05
4.99
4.67
4.67
4.31
4.45
4.47
4.35
4.50
4.03
4.26
4.40
4.22
4.10
4.22
3.55
4.11
3.90

5.43
5.17
5.46
5.13
5.96
5.09
5.13
4.80
4.84
4.56
4.45
4.30
4.30
4.40
4.31
4.55
4.02
4.06
4.31
4.22
4.11
4.03
3.72
4.16
3.77

5.37
5.14
5.32
5.09
5.05
5.07
5.13
4.68
4.74
4.61
4.57
4.34
4.38
4.38
4.37
4.42
4.13
4.14
4.25
4.33
4.16
4.04
3.94
4.36
3.84

5.47
5.18
5.40
5.14
5.03
5.20
5.14
4.75
4.77
4.62
4.52
4.33
4.41
4.40
4.43
4.30
4.16
4.24
4.19
4.36
4.08
4.08
4.06
4.27
3.88

5.55
5.27
5.29
5.22
5.09
5.21
5.11
4.74
4.91
4.64
4.51
4.41
4.41
4.40
4.46
4.34
4.27
4.35
4.14
4.30
4.07
4.04
3.91
4.14
3.87

4.11
3.56
4.72
4.28
3.87

4.04
3.53
4.59
4.33
3.95

3.99
3.70
4.49
4.51
4.02

3.92
3.83
4.54
4.46
4.05

3.86
3.93
4.60
4.46
4.04

5.54
5.33
5.18
5.15
5.09
5.13
5.05
4.66
4.92
4.65
4.43
4.50
4.41
4.40
4.41
4.25
4.30
4.40
4.10
4.25
4.13
4.13
3.85
4.20

5.50
5.35
5.29
5.16
5.17
5.18
5.08
4.71
4.98
4.71
4.53
4.45
4.51
4.54
4.42
4.22
4.37
4.51
4.15
4.28
4.30
4.13
3.80
4.23

5.45
5.41
5.33
5.12
5.20
5.20
5.13
4.83
5.11
4.74
4.69
4.39
4.55
4.52
4.46
4.28
4.32
4.45
4.22
4.25
4.32
4.07
3.93
4.20

5.44
5.44
5.35
5.22
5.22
5.25
5.20
4.96
5.18
4.78
4.72
4.52
4.60
4.48
4.50
4.39
4.44
4.45
4.28
4.20
4.30
4.15
4.06
4.05

5.49
5.40
5.39
5.25
5.23
5.23
5.18
5.16
4.99
4.85
4.77
4.65
4.58
4.57
4.54
4.48
4.46
4.40
4.33
4.33
4.28
4.19
4.18
4.15

5.47
5.29
5.36
5.17
5.19
5.17
5.14
4.83
4.94
4.68
4.59
4.42
4.46
4.46
4.43
4.37
4.25
4.33
4.24
4.27
4.19
4.11
3.90
4.19

3.77
3.93
4.02
4.57
4.46
4.14

3.90
4.04
3.70
4.55
4.48
4.26

3.89
4.02
3.71
4.59
4.49
4.28

3.97
4.00
3.80
4.68
4.56
4.23

4.14
4.02
3.87
4.70
4.59
4.20

3.89
3.99
3.77
4.60
4.46
4.10

4.65 4.62 4.62 4.65 4.66 4.65 4.68 4.71 4.75 4.79

4.68
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A:2 Descriptive Statistics on Years from 2008 - 2017
Year
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

Number
of Cases
35
35
35
35
35
35
35
35
35
35

Range

Minimum

Maximum

Mean

2.06
2.43
1.93
1.91
1.86
1.90
2.00
2.05
2.01
1.99

3.55
3.53
3.70
3.83
3.86
3.77
3.70
3.71
3.80
3.87

5.61
5.96
5.63
5.74
5.72
5.67
5.70
5.76
5.81
5.86

4.65
4.62
4.62
4.65
4.66
4.65
4.68
4.71
4.75
4.79

Std.
Deviation
0.60
0.62
0.54
0.56
0.58
0.55
0.55
0.56
0.57
0.55

Skewness

Kurtosis

0.05
0.32
0.30
0.41
0.34
0.35
0.20
0.19
0.19
0.26

-1.10
-0.91
-1.09
-1.16
-1.26
-1.17
-1.11
-1.18
-1.27
-1.19

Source: Authors calculation based on the information available in table A:1

The table A:2 is the descriptive statistics on variables (Years from 2008 to 2017). The range was
highest during 2009 and the visible reason is the jump in the maximum competitive score by
Luxembourg as it surpassed the consistent scorer Switzerland. Luxembourg has moved from factor
driven economy to innovation driven economy. On a 7-point scale score of GCI, it is close to the
score of 6 on institutions, Macroeconomic stability, technology readiness, and health and primary
education. With a GDP per capita (2008) of USD 1,16,639 as against world average of USD 11,312
(World Bank), it has a competitive advantage on the aforesaid pillars but needs to improve on
labor market efficiency, higher education and training and market size respectively. A Skewness
depicts symmetry in a distribution. Form the above table its visible that year 2011 has tilt toward
positive skew, meaning most of the European nations have been ranked on a better performance
in comparison to their own records. The skewness and kurtosis indicate that majority of European
countries have their GCI scores fairly symmetrical.

24

Volume 8, No.1 2020
ISSN 2303-5005

ROLES OF PATENTS IN ECONOMIC DEVELOPMENT AND
INTEGRATION
Omar Tanane1

date of paper receipt:

date of sending to review:

date of review receipt:

Review Article

doi: 10.2478/eoik-2020-0008

UDK: 001.891:330.342.151(100)

05.05.2020.

1

08.05.2020.

16.05.2020.

Hassan II University of Casablanca, Sciences Faculty of Ben Msik, LPCMA Laboratory, Morocco

ABSTRACT
In this paper we have worked on a number of documents and articles published to find a relationship
between patents and the economic growth of countries. We have found that patents and their
applications are important for economic growth. The patent is not always a global indicator of all
the technological knowledge produced, since a considerable number of technological know-how
remains in the form of business secrets or sometimes the technology is published in scientific
articles.
The patent can be an economic policy instrument to encourage investment in research and
development. More patents lead to more innovations and vice versa. The patent is a vector of
economic growth through the promotion of innovation.
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INTRODUCTION
One of the major levers of economic growth is technology and the knowledge economy; we will
seek to demonstrate through this work that the patent has a central role in the process of innovation
and economic growth.
We will also demonstrate that there is a circular relationship between knowledge, technology, and
Patent: knowledge that turns into technology and technology that generates a patent, which in turn
will become a source that will feed the knowledge that will lead to technologies and so on as well.
In fact we are going to see that in developed countries, innovation is an engine of economic
growth, and that in emerging countries innovation gives access to innovative technology and in
certain situations an inexpensive technology transfer.
Patents can play the role of policy instruments for promoting economic development, and how
developed and developing countries use patent systems, each in its own way. The debate concerning
the economic principles applicable to patents is very old and dates back at least a hundred years.
On the other hand, patent information plays an undeniable role in economic development for
developing countries, which in certain cases can access technology free of charge, for example by
using the territorial aspect of patents (i.e. for a given country if the patent is not protected there,
the industrial exploitation of the patent in this country is completely legal), these countries can
also through this information find potential partners to for purposes of licensing and technology
transfer.

1. LITERATURE REVIEW
In 1942 Schumpeter was one of the pioneers to demonstrate the relationship between innovation and
development, his ideas constitute the most recognized theory on the role of technological change
in the growth of the economy. This theory of innovation was based on Schumpeter’s definition of
“entrepreneur”, meaning a person (or group of people) that must make business decisions that will
lead to the introduction of new products, processes and systems or the opening of new markets
and new sources of supply. Schumpeter believed that innovative entrepreneurship was more a
manifestation of will than an intellectual act, and that the incredible dynamism of society was
explained by leadership that created values.
Schumpeter mainly focused on the most radical innovations and in a way placed less importance
on invention and dissemination.
However, It cannot be overlooked, that by focusing on major innovations, those opening new
paths, Schumpeter forgot that technological change stems from a continuous process of research
and gradual accumulation of knowledge, where small innovations are often as important as the
most revolutionary discoveries.
Protection by different forms of intellectual property automatically generates a spirit of emulation
and creativity, thus, the economist-historian Douglass North has shown that the expansion of
innovations and sustained growth are dependent on the existence of an intellectual property rights
system.
The objective of a patent system is to orient innovators towards qualitative improvements lying in
the middle area around the optimal solution.
Michel and Nyssenm as part of an endogenous growth model with the development of new
products, introduced a limited patent life as part of a Grossman and Helpman variety model. They
have shown that increasing the life of patents increases the profitability of a given research and
development project, but also decreases the knowledge externalities that play a crucial role in the
growth process. Thus, manipulating the life of patents was, in a second-tier analysis, a means of
influencing the appropriability of knowledge to promote growth.
The patent system can play an important role in disseminating new ideas; where the information
contained in patents ensures the speed of access of researchers to new knowledge.
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2. RELATIONSHIP BETWEEN ECONOMIC GROWTH AND PATENT
FILING
In fact, a simple way to do this is to seek to find a relationship between the variable that measures
economic growth, namely the Gross Domestic Product and the number and patents filed.
All patent Systems that have been in place for several decades have sought to stimulate innovation
to encourage economic development.
By granting a right of exclusivity limited in time and space, the public authorities give the
possibility to inventors to recover the money invested in research and development, this protection
also seeks to encourage investment for the commercialization of inventions, so that the public can
reap the benefits of innovation. The publication of patent applications and granted patents enriches
the literature and allows the circulation of knowledge through patent information.
To protect by intellectual property rights from technological inventions, the public authorities
have set up protection systems, the fact of establishing this system encourages creativity and
invention and therefore the development of new technologies which is corollary to the economic
development and growth.
Many countries have recognized the importance of innovation in development and are seeking to
reap the economic and social benefits of establishing a patent system
Developing the resources and infrastructure of these countries and their ability to benefit from the
rapid growth of intellectual property as a valuable economic asset in the global economy remains
an urgent concern.
The protection of industrial property by patents is intended to encourage economic agents to invest
more in research and development.
On a theoretical level, the establishment of a patent system has a double objective: to encourage
firms to produce new knowledge and to ensure the dissemination of information.
The patent can be an intervention tool in economic policy to encourage innovation for the benefit
of growth. In fact to support growth and make it endogenous the patent can play the role of
dissemination of knowledge, the counterpart for the granting of a Patent.
The Patent is an intellectual property title issued by the state for the protection of an invention or
innovation. For an invention to be Patentable, it must meet 3 conditions:
Industrially applicable
Novelty
non obviousness
Patents for invention are issued for a period of 20 years, during which the fees payable to keep
them in force must be paid each year following the year of grant.

3. THE SITUATION IN MOROCCO
Patents are expected to play an increasingly important role in the allocation of technology
worldwide: they will set the conditions under which ideas and technologies can circulate between
countries. Access to patents will therefore be a necessary condition for good access to global
knowledge and the possibility of selling one’s inventions globally. However, it appears that access
to patents through economic location: the promotion of public research as well as the technological
connectivity of SMEs require proximity to operators. Patent funds are powerful instruments of
allocative efficiency but also of rent extraction; their use can be both offensive, in the service of
long-term national interests, and technology protector.
In Morocco, the top 3 of large foreign patents applicants is represented in the Figure 1 At the top
of the ranking, Americans
applicants with 20% of the total number of patent applications of foreign origin, French deposits
come in second place with a share of 8.4%, followed by those from Germany with a share of 8%.
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Figure 1. Evolution of foreign patent filings for the 10 main filing countries.
Filed
patents in
2018

Percentage

U.S.A

470

20%

France

195

8%

Germany

189

8%

Swiss

119

5%

Italy

99

4%

Spain

98

4%

U.K

74

3%

Belgium

73

3%

Japan

65

3%

Denmark

49

2%

It turns out that these same countries, ranked in the top ten of patent applicants, are the same ones
that participate most in the creation of wealth at the national level and value at the level of the GDP.
On the other hand, the Pharmacy, Biotechnology and Chemistry sectors represent the major part of
patents filed by technological field Figure 2.
The Pharmacy, Biotechnology and Chemistry sectors are also the basic sectors which have provided
the Moroccan economy with increased growth in recent years.
This also represents an argument in favor of the link between innovation and economic growth.
Figure 2. Distribution of granted patents by technological field
Technological field

Percentage

Pharmacy,
Biotechnology and
Chemistry

65%

Mechanical, Energy,
Green technology

18%

Electricity, Electronics,
Telecom and I.T

17%

It should be noted that 85% of Moroccan patent filings are divided between universities and
individual inventors, which is a weakness in the Moroccan innovation system because companies
do not do Research Development enough.
It is important to point out here that it is essentially companies that are the real engines of growth
and wealth creation, and for these companies to be successful they must innovate.
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Figure 3. Distribution of Moroccan patent applications by type of applicant

4. MARKET VALUE OF PATENTS
The difficulties encountered in the development of patent markets are significant: how to estimate
the value of patents, and therefore the price of transactions? How can we match offers and requests,
all of which are extremely specific?
Information from sellers and buyers, a necessary condition for contracts to be possible?
The development of market mechanisms to allocate patents can only be done if the value of patents
can be determined by agents and implemented in transactions. The difficulties from this point of
view are great, and uncertainty about the value of a patent can be on two levels:
It can first affect the future state of technologies and markets when the law is valued economically.
Uncertainty then concerns the use of the patent by its holder: the same patent can have a very
different value depending on who uses it.
Technical knowledge (innovations) extracted from patents is an intangible asset which is difficult
to assess.
The patent is not always a global indicator of all the technological knowledge produced, since
a considerable number of technological know-how remains in the form of business secrets or
sometimes the technology is published in scientific articles.
The propensity to file patents varies according to the inventors and according to the countries, if
the patent is a quantitative indicator of technologies, the qualitative aspect can be detected only
from the moments when the patent is industrialized or marketed on a market.
Some researchers have been able to demonstrate that a 10% increase in patent filings generates 4%
growth rate.
There is a circular relationship between knowledge, technology, Patent: the knowledge that turns
into technology and the technology that generates a patent and which in turn will become a source
that will feed the knowledge that will lead to technologies and so on so.
The patent is therefore an engine of innovation. The patent can be, if used wisely, an economic
policy instrument to encourage investment in research and development. More patents give more
innovations and therefore more patents and so on.
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It should be taken into account that some patents find their industrial applications only after a delay
of time.
Two conclusions therefore:
The patent does not represent the totality of technical knowledge, since a good part of these
technologies remain confined in the form of professional secrecy, the patent does not represent
the qualitative value of knowledge either because only part of the existing knowledge gives rise
to patents.
The second conclusion is specific to developing countries, the innovation climates in these
countries, are hampered by the weakness of the key elements of knowledge. This weakness of the
research system and of national inventors is essentially due to the virtual absence of the private
sector in the R&D sphere. In these countries only 9% of R&D spending comes from private funds,
the rest is from public sources (91%). Also, the ratio of expenditure on R&D to GDP represents
less than 1%, which does not favor technological modernization and, therefore, the obtaining of
patents.
The patent is a vector of economic growth through the promotion of innovation.
Figure 4. Circular relationship between knowledge, technology

Connaissances

Technologies

Brevets

Numerous studies have shown that intellectual property encourages and boosts foreign direct
investment. India, for example, has experienced a continuous strong increase in foreign direct
investment since a reform of the patent and trademark system was undertaken in the early 1990s,
similarly, in Brazil the increase in foreign direct investment has was even more dramatic following
the adoption in 1996 of a new industrial property law. Today, the propensity of companies to patent
their inventions has increased worldwide. The upward trend in patent applications is particularly
marked in Japan, the United States and Europe. In Japan, it took 95 years to reach the first million
patents issued and only 15 years to reach the second million.
Today, experts say, “intellectual property is one of the most valuable, if not the most critical,
asset in business operations, whether it’s intellectual property license agreements, joint ventures
, manufacturing, purchasing or distribution, or mergers or acquisitions ”. Licenses to use patents,
copyrights and trademarks are often associated with transfers of know-how as part of the training
and are an increasingly important element in these operations.
Extremely profitable Patents can be used to stimulate economic development in different ways.
First, patent information facilitates technology transfer and foreign direct investment.
The patents then encourage research & development in universities and research centers. They
also play a catalytic role in the creation of new technologies and businesses.
Patents effectively contribute to the creation of new technologies and industries. Biotechnology
is an example of a new technology, which without the patent system could not have developed.
Licensing intellectual property can be extremely profitable. IBM made $ 1.7 billion in revenue
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from patent licensing in the year 2000 alone. Texas Instruments, for its part, made $ 500 million.
Global revenues from patent licensing rose from a total of $ 15 billion in 1990 to $ 110 billion ten
years later. “These astronomical figures should not suggest that technology licensing is a practice
reserved for large multinational companies or the most highly rated research institutes. An SME
holding patents can participate in this type of commercial relationship which is enhanced by the
use of patents. On the other hand, “an SME without patents must rely on the time factor to reap
the benefits of an advantage, better service or other elements. This applies to both advanced and
developing countries. ”Same pattern on the brand side. These occupy a strategic place in terms of
marketing within the various companies. Studies have shown that the ability to retain customers
is just as income generating as the ability to attract new ones. Brands also allow their owners to
increase their profitability, to face unfair competition, to increase and maintain their market share.
Other advantages for the owners, to collect royalties by conceding the use of their brands under
license, to establish partnerships and strategic alliances.
It should also be noted that some authors have also mentioned an inhibiting effect on intellectual
property rights

CONCLUSION
Our work focuses on the role of patents in particular and the different forms of Intellectual property
on economic growth and development. We have found that patents and their applications are
important for economic growth.
The patent is not always a global indicator of all the technological knowledge produced, since
a considerable number of technological know-how remains in the form of business secrets or
sometimes the technology is published in scientific articles.
There is a circular relationship between knowledge, technology, Patent: the knowledge that turns
into technology and the technology that generates a patent and which in turn will become a source
that will feed the knowledge that will lead to technologies and so on so.
The patent is therefore an engine of innovation. The patent can be, if used wisely, an economic
policy instrument to encourage investment in research and development. More patents lead to
more innovations and vice versa. The patent is a vector of economic growth through the promotion
of innovation.
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ABSTRACT
Aim/ Purpose: The purpose of this study is to investigate Productivity Bias Hypothesis (PBH) in
Nigeria using parallel (black) market exchange rate.
Design/Methodology/Approach: The study focused on Naira-Dollar (N/$) parallel market exchange
rate. Quarterly data from 1995 to 2018 were used. Data on domestic productivity and parallel
market exchange rate were sourced from Central Bank of Nigeria (CBN) statistical bulletin, 2018
edition. US productivity data was sourced from Federal Reserve Economic Data. Autoregressive
Distributed Lag (ARDL) was used as the estimation technique.
Findings: The result reveals that parallel (black) market exchange rate support the presence of
productivity bias hypothesis in Nigeria. Furthermore, the purchasing power parity hypothesis was
rejected using the conventional unit root test. This implies that using official exchange rate, the
study rejects the productivity bias hypothesis.
Research Implications/Limitations: The implication of the study is that exchange rate in Nigeria
should be determined freely in the foreign exchange market.
Originality/Value/Contribution: Previous studies have used official exchange rate to test the validity
of the productivity bias hypothesis, and the results can be basically described as mixed. Hence, this
study differs from extant studies as it examined productivity bias hypothesis using parallel market
exchange rate.

Keywords:
Purchasing Power Parity, Productivity Bias Hypothesis, Productivity Differentials, Parallel Market
Exchange Rate, Black Market Exchange Rate
JEL: C22, E31, F30
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INTRODUCTION
The theory of Purchasing Power Parity (Thereafter, PPP) suggests that the ratio of general price in
a country is the same with the general price level in another countries. The PPP theory is based on
a simplified assumption such as: the law of one price, the arbitrage mechanism and the constant
real exchange rate. Since the inception of PPP by Cassel (1921), many studies have focused on
the validity or otherwise of the theory (Irandoust, 2017; Bahmani-Oskooee and Wu, 2017; Wu,
Bahmani-Oskooee and Nasir, 2015; Wu, Bahmani-Oskooee and Chang, 2016; Arize et al., 2015:
Widodo, 2015; Emirmahmutoglu and Omay, 2014; Grossmann, et al., 2014; Chowdhry, 2005).
Most of the empirical studies in this area have rejected the PPP theory in strong term (Irandoust,
2017; Widodo, 2015; Ericsson and Irandoust, 2004). One of the important reasons adduced in
the literature for the non-validity of PPP is productivity differentials between countries. The
productivity differential was first proposed by Balassa (1964) and Samuelson (1964) and has been
popularly termed Productivity Bias Hypothesis or Balassa-Samuelson Hypothesis in the literature
(Thereafter, PBH). The PBH states that the more productive a country is, the better domestic
currency will appreciate in real term. The PBH becomes popular than other factors responsible for
non-validity of PPP because it determines the long run economic growth, and also plays important
exogenous shocks in explaining fluctuations in real exchange rate (Irandoust, 2017).
The roles played by productivity bias in determining long run growth have led many researchers
to examine the validity of PBH. Extant studies on PBH can be broadly classified as mixed (Iyke
and Odhiambo, 2017; Halicioglu and Ketenci, 2017; Wang et. al., 2016; Anwar and Ali, 2015;
Widodo, 2015; Genius and Tzouvelekas, 2008; Ericsson and Irandoust, 2004; Bahmani-Oskooee
and Nasir, 2004; Faria and Ledesma, 2003; Bahmani-Oskooee and Nasir, 2001). As documented by
Bahmani-Oskoee and Nasir (2005), studies in this area can be broadly divided into three namely:
studies centers on cross-sectional data, studies on time series analysis and studies on panel data.
Empirical findings from cross-sectional data and panel data have been regard as inconclusive
(Iyke and Odhiambo, 2017; Drine and Rault, 2004; Bahmani-Oskooee and Nasir, 2001). These
studies neither support nor invalidate the PBH. On the other hand, must studies on time series
analysis have supported the PBH (Halicioglu and Ketenci, 2017; Wang et. al., 2016; Anwar and
Ali, 2015; Cardi and Restout, 2015; Bahmani-Oskooee and Nasir, 2005; Rogoff,1992; BahmaniOskooee, 1992; Hsieh, 1982) while few studies rejected the hypothesis (Halicioglu and Ketenci,
2017; Bahmani-Oskooee and Nasir, 2005; Bahmani-Oskooee, 1992). As noted by Bahmani-Oskoee
and Gelan (2006) and Bahmani-Oskooee and Nasir (2004) studies on time series data especially
in sub-Saharan African countries is rare in number. The few available studies on time series have
focused on developed countries with little emphasis on developing countries, especially Nigeria.
Since it may be inappropriate to use the conclusion reached from developed countries to generalise
the outcome of PHB in developing countries, hence, a study such as this, with focus on Nigeria is
necessary. Furthermore, empirical literature on PBH has shown that most of the panel studies are
characterised by pooling countries from different macro-economic environment together and this
trend tends to generate inconclusive result (Olomola and Dada, 2017; Ito et al., 1997; Hsieh, 1982).
Therefore, it may be inapt to lump countries with such a diverse macro-economic environment
together in a study. Therefore, this study focuses on a time series data analysis as suggested by
Genius and Tzouvelekas (2008).
Apart from the above, studies on PBH have used official exchange rate to verify the PBH. It has
been found in the literature that official exchange rate is often manipulated by the government and
do not reflect the true market picture (Bahmani-Oskoee and Gelan, 2006). This might be one of the
reasons PBH fail to hold in developing countries, especially in Latin America and Africa. Therefore,
the parallel market exchange rates (often called black market exchange rate) have been found to
reflect the forces of both demand for and supply of exchange rate in the foreign exchange market
as it not affected by the distortionary policies of the government. As noted by Ghei and Kamin
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(1996) developing countries like Nigeria, Venezuela among others have been plagued with different
exchange rate whether formal or informal, legal or not legal. These exchange rates (most especially,
black market) need special attention in identifying the long run real exchange rate. Government in
these countries have been found of imposing exchange controls, such as, restricting the volume of
certain foreign exchange transactions or on the price at which such transactions are made which
led to increase in the parallel market activities.
The rest of the paper is sectionalised as follows. Apart from the introduction presented in section
1, literature review in section 2, section 3 discusses the empirical model, measure and sources of
data. Section 4 presents the empirical result while summary and conclusion wrap up the paper in
section 5.

1. LITERATURE REVIEW
As previously explained, productivity bias hypothesis developed by Balassa (1964) and Samuelson
(1964) is the most important factor in the literature responsible for the non-validity of purchasing
power parity hypothesis. In line with this trend, validity of the hypothesis has continued to attract
interest of scholars and policy makers. There is mass of studies on the hypothesis, as the research
outputs have continued to yield mixed and inconclusive results. However, the bulk of existing
studies did not make use of parallel or black-market exchange rate in their analyses which is found
in the literature to reflect the true market price.
Contributing to the debate, Halicioglu and Ketenci (2017) empirically tested the validity of
productivity bias hypothesis in eighteen Middle East countries using ARDL bound test and
stability test. A country specific study was conducted for the eighteen countries. Out of the eighteen
countries, the authors found the hypothesis to hold only in three countries namely Bahrain, Kuwait
and Saudi Arabia. Genius and Tzouvelekas (2008) examined the Balassa-Samuelson productivity
bias hypothesis in a panel setting of fifty-nine industrialised and developing countries using the
random effect technique from 1965 to 1992. The authors found that productivity bias hypothesis
fails to hold for most African and some Latin American countries while it holds for OECD
countries and Asia. Chowdhry (2012) empirically verified the Balassa-Samuelson hypothesis using
annual data for seven SAARC countries. Applying autoregressive distributed lag as the estimation
technique, the author found that productivity bias hypothesis holds only in Bangladesh among
the seven SAARC countries. In another related study, Chowdhury (2011) examined the BalassaSamuelson hypothesis in Australia using the ARDL cointegration framework between 1950-2003.
The author found the validity of the hypothesis in Australia.
Irandoust (2017) investigated the pattern of real exchange rate and productivity bias hypothesis
for New Zealand vis-à-vis her major trading partners. Using the symmetry and proportionality
conditions with asymptotic theory of panel-VAR models, findings from the study clearly rejected
the strong version of the PPP hypothesis but the weak version of the PPP hypothesis receives
some support. Furthermore, the author found that productivity differentials among countries are
some of the major sources that contribute to the deviation of the PPP-based exchange rate from
the equilibrium rate. In another study, Ericsson and Irandoust (2004) examined the validity of
purchasing power parity and productivity bias hypotheses for Sweden vis-a-vis nine of its major
trading partners namely: Denmark, Finland, France, Germany, Italy, Japan, Norway, the UK, and
the US for period between 1973 and 1999. Furthermore, applying panel vector autoregressive
model to test the validity of the hypotheses, the authors found that deviation of PPP from the
equilibrium exchange rate has a long-run relationship with productivity ratio, implying that as
Sweden becomes relatively more productive, the Swedish SEK appreciates in real terms.
Egert (2002) examined the validity of productivity bias hypothesis in the Czech Republic, Hungary,
Poland, Slovakia and Slovenia between the period of 1991 and 2000. Applying Vector Autoregression
model-based (VAR) cointegration, the results from the study are mixed. The author found long35
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term cointegration relationships between productivity growth and relative prices while the link
between relative prices and real exchange rate is found to be much weaker. Similarly, Halicioglu
and Ketenci (2017) examined the validity of the hypothesis in seventeen Middle East countries
from 1970 to 2015. Applying autoregressive distributed lag as the estimation technique, the results
revealed that productivity bias hypothesis only holds in Bahrain, Kuwait and Saudi Arabia.
Applying time series data, Anwar and Ali (2015) examined the validity of productivity bias
hypothesis for five South Asian countries namely, Bangladesh, India, Nepal, Pakistan and Sri Lanka.
The authors made use of Johansen’s cointegration and vector error correction as the estimation
techniques. The findings from the study revealed that purchasing power parity theory holds for
all countries considered, while productivity bias hypothesis only holds in Bangladesh and Nepal
countries. Similarly, Bahmani-Oskooee and Nasir (2004) provided a time series evidence for fortyfour countries between the period of 1960-1990 using ARDL method. The authors concluded that
the hypothesis holds in most of the countries considered. Widodo (2015) examined the BalassaSamuelson effect for eight East Asian countriesusing univariate time series, multivariate regression
and Johansen multivariate cointegration as estimation techniques. The result from the study
revealed that purchasing power parity hypothesis does not hold in the case of the eight East Asian
countries. The author concluded that non-traded goods give significant contribution to the PPP
deviation.
In Africa, Iyke and Odhiambo (2017) examined the Balassa-Samuelson Hypothesis (BSH) for a
panel of eight middle income African countries between1960 and 2009. The panel of countries
selected by the author are Botswana, Ghana, Lesotho, Mauritius, Namibia, Nigeria, South Africa and
Zambia. Applying within effect and dynamic panel Generalised Method of Moment as estimation
techniques, findings support the BSH for the group of eight countries.
Bahmani‐Oskooee and Miteza (2005) tested the validity of productivity bias hypothesis for a panel
of sixty-one countries between 1973 and1990 using techniques such as panel unit-root and panel
cointegration analysis. The results from the study revealed validity of the hypothesis. Furthermore,
the authors found that the results are not sensitive to classification of the world by regions. In
another study, Bahmani-Oskoee and Gelan (2006) used alternative approach to examine the
productivity bias hypothesis for three Latin America countries (Chile, Colombia and Costa Rica).
The authors found that real black-market exchange rate supported the productivity bias hypothesis
in Latin America, while the official exchange rate rejected the hypothesis. In addition, Guo (2010)
investigated the hypothesis in Chinese economy from 1985 to2006 using both official and parallel
market exchange rate. The author found blackmarket exchange rate to be more consistent with
the predictions of the Balassa–Samuelson model than the official exchange rate. The trend in the
existing studies has shown that failure to establish the productivity bias hypothesis might be the use
of official exchange rate. Thus, this study is different from extant studies by adopting parallel (black)
market exchange rate to test the productivity bias hypothesis in Nigeria.

36

ECONOMICS

2. METHODOLOGY
This study adopts the empirical model used by Officer (1976), Bahmani-Oskooee and Nasir (2001)
and Genius and Tzouvelekas (2008) (For comprehensive explanation on the derivation of the theoretical model,
see Officer (1976), Guo (2010)) to validate the productivity bias hypothesis in Nigeria. The model is
stated thus:
				

		

1

Where lnEXR is logarithm of exchange rate and lnPROD is logarithm of productivity differentials.
The exchange rate is real black-market exchange rate in term of foreign currency. Productivity is
measure in Nigeria-United State productivity differentials (
). From equation 1,
Nigeria will experience appreciation in her currency if β is positive and significant, thus, affirming
the productivity bias hypothesis.
In order, to obtain the short run and run long effect, equation 1 is re-specified in Autoregressive
Distributed Lag (ARDL). This approach addresses the problem posed by non-stationary of time
series data and give opportunity to examine the cointegration among the variables irrespective
of their stationary level. Besides, applying ARDL technique to co-integration also determines
the existence of a long-run relationship between the variables having no regard to the order of
integration, so far that the order of integration does not exceed one (Awoleye and Dada, 2017;
Dada and Olomola, 2017). Furthermore, as noted by Narayan (2005), the small sample properties
of the bounds testing approach outweigh the multivariate cointegration.
2
Where ϕj and βj are short run parameters while λj represent the long run relationship. Thus, the
Error Correction Term (ECT) form of equation 2 is stated below:
		

3

The lag length is selected optimally using AIC and SBC model selection criteria. If λ in equation 3 is
negatively signed and significant, then exchange rate and productivity differentials are cointegrated.
The study used quarterly data spanning from 1995Q1-2018Q4. Data on parallel market exchange
rate (black market exchange rate) and official exchange rate were source from Central Bank of
Nigeria (CBN) statistical bulletin, 2018 edition. These data (exchange rate) were monthly data but
were converted to quarterly data using smooth exponential approach. Quarterly data on Nigerian
gross domestic product were sourced from Central Bank of Nigeria (CBN) statistical bulletin, 2018
edition. Quarterly data on United State gross domestic product were obtained from Federal Reserve
Economic Data (https://fred.stlouisfed.org). Productivity differentials is calculated as the ratio of
domestic per capita income to foreign per capita income.

3. RESULT
It is imperative to examine the descriptive and statistical properties of the variables before testing
the productivity bias hypothesis in Nigeria. Table 1 shows the descriptive statistics of the variables.
The measure of central tendency (mean and median) shows that the parallel market exchange
rate (BEXR), official market exchange rate (OEXR) and productivity bias (PROD) data are very
close, indicating a normal distribution of the variables. Furthermore, all the variables fall within
their respective minimum and maximum values. The skewness statistics shows that all variables
are positively skewed. Both parallel and official market exchange rate are leptokurtic since their
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kurtosis values are greater than three, while productivity bias is platykurtic because its value is less
than three.
Table 2 also shows the degree of correlation among the variables under review. The result shows
that parallel market exchange rate and official market exchange rate are highly correlated while
other variables have moderate correlation on one another. The high correlation between parallel
and official exchange suggests co-movement between the two variables. Parallel market exchange
rate exact positive correlation on productivity. This confirm a prior expectation and the theory on
the productivity bias hypothesis in Nigeria. The official exchange rate on the other hand as negative
effect on productivity in Nigeria.
Apart from the descriptive and statistical properties, the unit root test is presented in Table 3. The
result from the unit root tests show that parallel market exchange rate, official market exchange
rate and productivity are stationary at first difference using Augmented Dickey Fuller (ADF)
and Phillips-Perron (PP) test statistics. The result shows that both parallel market exchange rate
rejecting the validity of Purchasing Power Parity (PPP) theory since the variables are not stationary
at level. The non-stationary of exchange rates at level further signals the existence of other factors
that determine exchange rate such as the productivity deferential.
Table 4 presents the result on the validity of productivity bias hypothesis using the parallel market
(black market) in model 1. Since all the variables are expressed in logarithm, the coefficients of the
variables are interpreted as the elasticity of exchange rate with respect to productivity differentials.
From Table 4 (model 1), PBH holds in both the short run and long run for the parallel market Naira/
Dollar (N/$) exchange rate, since the coefficient of productivity bias is positive and significant.
The PBH for Naira/Dollar (N/$) is confirmed in the short run by the significant cointegration
equation, while in the long run, the F-statistic of the ARDL bound testing is above the upper bound.
Furthermore, the results show that exchange rate and productivity differential are cointegrated. In
the short run, an increase in Nigerian productivity leads to 0.15% appreciation in parallel market
exchange rate while in the long run, exchange rate appreciated by 1.42%. As a robustness check,
the official exchange rate is used to validate the result obtained from the parallel (black market)
exchange rate in Table 4. The result in Table 4 (model 2) shows an insignificant effect of PBH both
in the short and long run. The sign of the parameters rejects the PBH in Nigeria using official
exchange rate. These results further confirm the result obtained from the correlation matrix in
Table 2.
The validity of PBH using parallel market exchange rate over official exchange rate also shows that
official exchange rate is not freely determined in the market. Official exchange rate, especially in
developing countries has been pegged below the equilibrium price, thereby making the activities
in the parallel market to strive. In Nigeria, the Naira is tied to the US dollar, thus increasing the
activities of the black-market operators popularly called the “Bureau de Change”. The exchange rate
charge in the parallel market reflect the market price, thus validating the PBH. Furthermore, the
study reveals that productivity differentials is a major determinant of black-market exchange rate
movement in Nigeria. This empirical finding is supported by the work of Bahmani-Oskooee and
Nasir (2001) and Bahmani-Oskoee and Gelan (2006) who found that parallel market exchange rate
best explains productivity bias in developing countries. Furthermore, this result is consistence with
the work of Genius and Tzouvelekas (2008) who found the absence of productivity bias hypothesis
in Nigeria using official exchange rate data.
The diagnostic statistics in Table 4 are in right magnitude. The Lagrange Multiplier (LM) test for
the presence of ARCH disturbances is also presented. The LM test shows that the null hypothesis
for no ARCH errors is accepted (p > 0.05), indicating that there should be no ARCH error left in
the standardised residuals. The ARCH test for the present of heteroskedasticity shows the absence
of heteroskedasticity in the variance of the errors.
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Table 1. Descriptive statistics
BEXR

OEXR

PROD

Mean

145.36

136.18

5.07

Median

130.49

131.37

5.36

Maximum

313.58

314.09

1.17

Minimum

80.97

10.82

1.46

Std. Dev.

61.79

75.18

3.06

Skewness

1.50

0.56

0.31

Kurtosis

4.57

3.46

1.93

Where BEXR is parallel market exchange rate, OEXR is official market exchange rate and PROD
is productivity bias
Table 2. Correlation Matrix
Correlation
Probability
BEXR
OEXR
PROD

BEXR
OEXR
1.00
----0.96
1.00
[0.00]
----0.52
-0.45
[0.00]
[0.00]
Where [ ]are probability value

PROD

1.00
-----

Table 3. Unit Root Test
Variables

ADF

PP

Level

1st Difference

Status

Level

1st Difference

Status

BEXR (N/$)

-1.55

-2.62*

I(1)

0.82

-2.86*

I(1)

OEXR (N/$)

-1.13

-2.88*

I(1)

-0.07

-4.10***

1(1)

PROD

-1.61

-3.90***

I(1)

-2.02

-11.63***

I(1)

Where ***, ** and * signifies 1%, 5% and 10% level of significant
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Table 4. Empirical Result
Model 1
Parallel market Exchange Rate Naira (N/$)

Model 2
Official Market exchange Rate (N/$)

Short run
DLOG(PROD)

0.15* (1.68)

-0.04 (0.29)

CointEq(-1)

-0.11** (-2.28)

-0.076* (0.06)

LOG(PROD)

1.42** (-2.15)

-0.52 (0.26)

C

-12.47*** (-3.86)

-17.04*** (0.00)

Long run

ARDL Bound Testing
I(0)

I(1)

10%

4.04

4.78

5%

4.94

5.73

1%

6.84

7.84

F-Statistic

6.69**

1.85

ARCH

0.03
[0.86]

0.04
[0.84]

LM

0.09
[0.76]

0.02
[0.88]

Q2

1.89
[1.00]

1.83
[1.00]

Where ***, ** and * signifies 1%, 5% and 10% level of significant

( ) are t-statistics
[ ] are probability value

SUMMARY AND CONCLUSION
Productivity Bias Hypothesis (PBH) states that the more productive a country is, the more the
country will experience appreciation in her exchange rate. Thus, extant studies on PBH in the
literature have used official exchange rate to test the validity or otherwise of the PBH. This study
differs from previous studies by using the parallel market exchange rate of Naira-US Dollar exchange
rate. The parallel market exchange rate often called black market exchange rate has been found in
the literature to reflect the true picture of activities foreign exchange market. Quarterly data from
1995Q1 to 2018Q4 were sourced from Central Bank of Nigeria (CBN) statistical bulletin (2018
edition) and Federal Reserve Economic Data (https://fred.stlouisfed.org).
The empirical result suggests that Productivity Bias Hypothesis (PBH) hold using the Naira-Dollar
parallel market exchange rate both in the short and long run period. As a robustness check, the
official exchange rate of Naira-US Dollar was used to validate the PBH in Nigeria. Official exchange
rate rejects the validity of the hypothesis in Nigeria. Findings from this study shows that parallel
(black) market exchange rate response more to market fundamentals than official market exchange
rate, thus validating the productivity bias hypothesis. Furthermore, the purchasing power parity
hypothesis was rejected for both parallel and official market exchange rate using the conventional
unit root tests.
The study concludes that policy makers in charge of exchange rate management should allow the
rate to be freely determined in the market without the intervention of the government. In addition,
economic and social economic policies such as simple tax incentives, research and development
training of the labour force etc. would enhance productivity, particularly in the tradable and nontradable sector of the economy in order to gain comparative advantage in real exchange rates in the
long-run should be formulated.
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ABSTRACT
In the recent theory of economic growth, there are multiple explanations for the “downward trend
of economic growth”, which is already happening during the past decade in developed and emerging
markets. Almost all economists have avoided researching the “hypothesis of a world without
growth”, dealing with Krugman’s rhetoric of “secular stagnation is probable” or thinking about
Koehn’s rhetoric get rid of dependence on growth”. The cult of growth is embedded in the economic,
political and social heads so deeply that for each of them growth is an imperative of life and death.
By reviewing certain literature and papers, we can draw a conclusion about trends in the world
economy, the dominant macroeconomic mainstream and reconsider and we can a critically
resist the role of “rule taker” in the economic policy of post-transition countries in the past ten
years. This paper does not investigate or establish a research gap, and does not offer a solutions
to current problems that may arise from comparative analyzes, but give a qualitative assessment
of the neoliberal tone of global economic policy, note the controversies of economic growth and
financial stability and reinterprets earlier doctrinal conflicts in the global economy, which can give
perspective possible solutions or policies for post-transition countries today. The key goal of this
paper is to give rise to future research.
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1. SOME OBSERVATIONS OF NEOLIBERALISM AND ITS
CONSEQUENCES IN POST-PRANSITION COUNTRIES
Neoliberal politics, hidden under the mask of monetarism, became rather influential as a new
economic orthodoxy that regulated state politics, adopting the idea that Keynesianism should be
rejected so that the economy of demand might be used with the purpose of ending the economic
stagnation. Central banks and the IMF gradually dismissed the financial restrictions imposed on
them as well as fiscal rules with the purpose of directing a new politics towards restricting inflation
regardless of the consequential unemployment. Thus, a new era of a universal deregulation was
started, dedicated to providing limitless market freedom of powerful corporate interests. Tax reliefs
for new investments were increased for the capital to be directed to a higher percentage of profit.
The institutional practice of deindustrialization and rearrangement of production facilities was
applied worldwide despite the rise of unemployment, as its direct consequence.(Harvy, D., 2012)
Deregulation performed in the field of banking, which created the speculative bubble in the
distribution of loans in the real estate market, and the financial politics of the reduction of private
and corporative taxes (that would stimulate investments) had turned into a mission adopted by
the Central Bank to secure full employment which now became a struggle against inflation, i.e. the
issue of macroeconomic stability.
Economic ideas fostered a neoliberal program based on the reduction of deficit, budget balancing
and inflation control by means of international convergences while simultaneously avoiding the
problems regarding employment and a fair share of income. Therefore, the neoliberal program
became the cornerstone of the macroeconomic politics, which relied upon incremental autonomy,
cachexia of small and medium-sized enterprises, altered conditions of capital debts, lobbying, bribe
and participation in the election process. Yet, neoliberalism cannot subsist without a universal
tendency towards an increase of social injustice and marginalization, hiding thus a harsh reality of
a growing power of elite classes in the main financial centers of global capitalism.
An increase evident in the structural adaptation and the growth of the neoliberal reforms forced
citizens to become an “addition” to the market. Advocating a reform of the global management
with improved regulatory structures and a stricter supervision of financial activities, Stiglitz J.
(2019a) and Krugman P. (2012) tackled the issues of income inequality and property ownership,
which caused the structural crisis and degenerative structural reforms. A global economic recovery
without an increase of the employment rate and with an income stagnation could be summarized as
only a continuous rise of consumerism, exemplified in the American economy relying on enormous
amounts of loans that support its squandering existence
Nowadays, most of the developed countries rely on the macro-prudential solvency – regulatory
measures that include: control of the systematic financial risk, supervision of the financial market,
reduction of the discrepancy between demand and supply, introduction of stricter standards for
mortgage loans, restricted financing in purchasing real estates, increase of the level of countercyclical
capital reserves necessary for the approval of housing loans, increase of mortgage payments,
increase of the payment of mortgages, restricted use of pension funds when buying real estates.
(Harvy, D., 2012)
Neoliberalism represents an economic and financial model whose essence is the creation of the
conditions that will stimulate the mobility of the transaction capital and of the conditions necessary
for the production and distribution that enable a more dynamic inclusion of certain countries into
the global capitalism. The transnational capital uses its power (Stiglitz, J., 2019b) to undertake
control over the state financial systems and thus additionally worsen the position of workers,
increasing social inequality. The transnational capital uses its power to accelerate the process of
decomposition of social state and social care system.
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2. ECONOMIC POLICY OF POST-TRANSITION COUNTRIES UNDER
THE AUSPICES OF THE CONTROVERSY OF ECONOMIC GROWTH AND
FINANCIAL STABILITY: BETWEEN MYTH AND REALITY!
In today’s neoliberal capitalism, the highest value is the financial capital rather than human capital,
which modern technological progress reduced to “nonsense”. Today the employees as human
capital, are treated as superfluous, since they are used and amortized. The fate of the majority of
the over-fifty population is reflected in their replacement for the new model „trioxo olds“ without
the need to increase salary and to go to minimum retirement. We are destroyed by the robotization
of production, which reduces the cost of the labor to one quarter, and that is why the unseen ease
of removal from jobs is the new capitalist collective damage. (Ristić, K., Živković, A., Marjanović,
N., 2018)
However, growth is not necessary for creation of new jobs, because it is always possible to produce
more with the same amount of work. In that case, production profit does not depend on the job
market. And a production growth lower than the production value contributes to diminishing
volume of work and volume of jobs, under the condition that work hours stay the same. Further,
the harmonization of production and consumption incorporates the quality of common social and
economic goods into the center of human activity in order to avoid the problem of inequality. This,
in turn, means that a sustainable economy, as a rule, starts from nature, labor, people and societies
that resort to low technology without lack of innovation. (Greif, A., Iyigun, M., 2013).
Certainly in these constellations there is a new form of re-designing jobs. And this is different from
the high technology of the current productivity economy, because for the same quantity of products,
obviously more human labor should be needed to produce ecologically in standard working and
living conditions. And this is achieved without an orientation to growth; and when economic
growth occurs, not all macroeconomic policy goals are “diminished” in the full employment plan.
That is why growth is a cult that is disappearing and that is why new ways of human progress must
be explored. (Gregory, P., Stuart, R., 2015)
The current application of various financial salves to the wounds caused by the recession has led
to a different use of fiscal rules: France and Italy have increased taxes, while Turkey, Spain and the
United Kingdom have cut taxes give evidence. The Institute of Public Finances has announced
that Italy and France have relied on tax increases in order to preserve debt, while Britain and
Spain have resorted to austerity measures. However, the researchers criticized the intentions of
responding to the economic crisis as they have missed the opportunity to improve the efficiency
of their own accompanying systems in terms of financial stability, economic recovery, economic
growth and global equity. In that context, Piketty T. (2014) with Paul Krugman (2012), pointed
out that the global distribution of income is no longer the same as the distribution of production,
since the countries with the highest production per capita tend to appropriate some of the capital
of other countries and earn capital income from countries with low-production per capita. This is
the reason for inequality of labor income, especially earnings, even though economists think that
the logic of economic growth reduces the difference between work and capital. Thus Nobel Prize
winner Stiglitz J. (2019c) is correct when he concludes that economics, as a science, has shifted
from scientific discipline to mere cheering for the free market capitalism, more so than economic
experts want to believe it.
Global inequality implies that wealth accumulated in the past increases faster than the pace of
progress of production and earnings. And once the capital is created, it reproduces itself faster
than production increases. So Piketty T. (2014) proposes to tax returns on capital sufficiently
highly for private yield to fall below the rate of growth without compromising the incentives for
accumulation. Progressive annual capital tax, in this context, allows avoiding the endless spiral of
inequality while preserving competition and stimulating accumulation.
Central banks, due to the blind belief in financial stability, focused, as a rule, on inflation; now,
tardily, they are also firmly focused on economic recovery and financial stability, but not on
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unemployment and growth; because expansive monetary policy (so-called quantitative easing) is
more committed to financial stability than to macroeconomic stabilization.
Christine Lagarde, presenting the global economic plan for 2016, stressed the need for economic
policy makers to support spending, financial stability, structural reforms, investment, new
employment and infrastructure. In this context the latest IMF research has also shown that in
advanced economies the increase in investment demand of one percentage point of GDP increases
the average level of production by about 0.4% during the same year and 1.5% for four years after
the increase in consumption.
In practice, there is already four proofs that economies achieve better results in certain labor
markets and with lower inequality. Low salaries will not mean high profits, nor will low interest
rates mean high bond prices. Therefore, the FED (Federal Reserve) was more skillful in achieving
price stability, and much less successful in promoting full employment. But with the stagnation of
wages, stronger dollar and inflation below the targeted two percent, only the high price of capital
can be a support for healthy growth (even though banks are very reserved in terms of financing)
and financial stability.
The increase in interest rates and the slowing down of the Chinese economy instigate the increased
uncertainty and unpredictability of the economic issues of the free economy, accompanied by the
downward path of world trade and the fall in oil prices. This, however, means that global financial
stability is not ensured, as financial risks are already rising in emerging countries. Growth is restricted
by low productivity, high debt, low level of innovation, weakening of banks, and an increasingly
older population. The Chinese transition to the new model of growth and the “normalization” of
US monetary policy contribute to this state of affairs. With a slight increase in the interest rate to
0.5% the Fed continues trying to lure investors, with low interest rates, to focus more actively focus
on yields and take on financial risks in terms of growth in valuation of assets, government bonds
and corporate loans. In this context, on the fiscal side, the IMF recommends increasing the space
for fiscal stimulus, in order to encourage investment in the public sector and quality infrastructure.
So-called credible mid-term fiscal programs remain a priority in the US and Japan. (Ristić, K,
Živković, A., Marjanović, N.2018)
With almost the lowest tax rates, high tax deductions and robust subsidies, foreign companies’ tax
burdens in our country are 5-6%, which means that the state budget looses about 0.5% of GDP
annually. In the practice of advanced countries it turns out that the level of taxation is not a key
element in making investment decisions, nor is it a key factor in increasing the competitiveness of
the offer. (Ristić, K, Živković, A., Marjanović, N.2018)
That is why the initiated currency war, is first intensified in the import-export policy with open
protectionist measures and hidden stimulus mechanisms, then moved from the real sector to
the banking industry and the financing of new economies, mostly through a loan of “debts” and
financial derivatives to “tear down” financial stability.
Deregulation contributed to the financialization of the economy; a poorly regulated financial sector
closely related to inequality, allowing manipulation of the “rules of the game”. Financialization has
thus become a crucial factor in increasing the instability of the economy. But the unjust tax system
reformed the economy, causing greater inequality after tax deductions, greater instability and
degradation of growth. The unimaginably seamless global tax regime has led to the impoverishment
of the public sector, so that “America is no longer a country of broad opportunities.” Because,
countries with a high degree of inequality invest in public goods, such as infrastructure, technology
and education that contribute to long-term economic projects, financial stability.
In the modern history of digital economy, the Internet is increasingly viewed as a technological
form of modern capitalism, “making profits at every step without the presence of a tax form.” That
is why David Cameron was forced to introduce a “redirected profit tax” at a rate of 25%, while the
French Minister of Culture tried to introduce tax on bandwidth (amount of transfer) of information
in order to finance cultural excellence from that fund.
Innovative investment in education, world capital, research across the entire investment chain
is a macroeconomic imperative whose penetration would raise the level of productivity and
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competitiveness. Today’s public and corporate financing, however, is focused on short-term
funding, which is exclusively focused on short-term goals. Only public financing does not “work”
with speculative investment capital; and most of the existential business (private) financing is too
speculative and only short-term. And this in fact means an over-focusing of the real sector on shortterm goals, by definition cause the design of a system of incentives to reinvest profit in production,
development, research and innovation, as opposed to profits being “spent” for the purchase of own
shares affect their price growth. Through this “egoistic nonsense”, companies have made nearly four
thousand billion dollars of profits; and therefore, long-term financing should include state-owned
commercial banks and specialized government agencies, such as in America and China.(Stiglitz,
J., 2019d)
In this sense, the public sector should take on key risks in the innovation chain, while strongly
strengthening public institutions, as well as the capacity of public services. The public sector in
partnership with the private sector would make the government more efficient. In that case, the
government would change its “imprudent” approach to debt repayments.
Namely, instead of the current exclusive focus on budget deficits, the government would inevitably
devote itself to the public debt ratio: GDP in terms of insufficient focus on a denominator called
BPD and public investments that increase long-term productivity and infrastructure capacity. This,
in turn, means effective investment in education, innovation, research, human capital, training and
well-planned social programs, which contribute to economic adjustment, sustainable development
and inclusiveness. Investment cohesion policy would incorporate the development of the green
economy, and fiscal stimulus would also provide green development and transformation projects
that are much higher than renewable energy sources. Monetary policy would still create an
additional amount of money through quantitative easing, which would stimulate the green sector,
instead of this money ending up in banks that do not give loans to the economy due to low interest
rates.
Monetary policy thus ignores the economic code of the global economy that implies that cheap
money goes into the real sector, i.e. production, and not securities, i.e. worthless papers and
derivatives. Additionally, the dependence on austerity measures among the countries of the European
Union and on the periphery of the eurozone contributed to the growing distrust of investors, and
consequently the slowdown in economic activity and retroactively led to a “corruption” of growth
as a myth or cult.
On the fiscal plane the OECD also turns over a new leaf: in 2015 a new deal was reached on new
rules on profit taxation: companies will now be less able to transfer profits to low-tax and taxsafe ports, bringing an additional 250 billion dollars annually from tax revenues. The rules on the
erosion of the principal and the transfer of profits are directed towards closing the legal loopholes
and limiting the use of tax havens, in order to indirectly contribute to the fiscal wallet that creates
the budget deficits. (Ristic, Zivkovic, Marjanovic, 2018c)
This is clearly the global target of increasing tax revenue, which is reflected in the process of
increasing the share of direct taxation of the rich by applying higher progressive income tax,
through a balanced ratio of direct and indirect taxation, through the organization of the taxation of
dividends, interests, royalties and management fees, the reduction of losses in tax revenues due to
globalization (capital movements increase the possibility of tax evasion due to limited capacity for
the tax authority to check abroad the income of its citizens and due to the systemic concealment of
relevant tax information from certain governments and financial institutions due to the diversity
of tax regimes on the international plane, taxation and different treatment of income companies,
due to increased concessions to foreign investors, due to the shifting of revenues from country to
country by companies that strive to reduce tax liabilities). (Stiglitz, J., 2019e)
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3. THE TOPICALITY OF FORMER DOCTRINAL CONFLICTS IN
ECONOMICS. ARE POST-TRANSITION COUNTRIES “VICTIMS” OR ARE
THERE STILL CHANCES?
In the process of determining short-term changes in income, the Keynesians devote special attention
to developments in certain economic sectors. Non-monetarist Keynesians explain the movement
of income by considering expenditure incentives in each sector individually, because fluctuations
can be initiated in different sectors only if the economic sector is unstable. An increase in interest
rates, e.g. has various effects on housing construction, and consequently also on production if the
mortgage lenders do not have sufficient liquid assets.
Keynesians usually claim that the capital market is imperfect and that in determining the total
demand, knowledge of the total amount of liquid assets in all economic sectors is essential. When
analysing the impact of monetary factors on nominal income, Keynesians are more likely to get to
know all relevant information about interest rates and financial markets because they emphasize
that the conditions for obtaining loans are the only channel of monetary policy activity. The
Keynesians insist on rationalizing the capital (because of the imperfections of the capital market)
and analysing cash flows much more than monetarists (although the latter place more relevance on
the money). Therefore, in the Keynesian Federal Reserve - MIT - Penn model, lending limitation is
one of the key channels of monetary policy’s influence on income, because borrowing costs are the
only channel of action, although there are several channels in the developed model. On the other
hand, Keynesians place equal importance on phenomena in all sectors due to the necessity of state
intervention in the economy and the belief in the fact that inflation can be a consequence of trends
in certain sectors (such as sectoral and structural inflation) rather than a single general factor as
monetarists consider. In the process of studying short-term changes in income, monetarists are
not very interested in individual events (unless they are interested in criticizing state intervention
in the financial market because they oppose limiting the interest rates on deposits held with
banks). Monetarists unambiguously make the difference between the general price level (under
the influence of the amount of money) and the relative prices (influenced by sector movements)
and estimate the total expenditure on the basis of change in money supply. Because the increase in
money supply must always have the same effect on total income regardless of the assumption of a
fluid capital market. Only if the velocity of the money circulation varies by sector, monetarists are
interested in analysing the distribution of money between sectors, but not in analysing the effects
that the increase in money supply can have on the relative income of individual sectors.
This stems from the fact that monetarists believe in:
(1) the stability of the economic sector,
(2) unnecessary state intervention, and
(3) the lack of determination in establishing the impact channels of the monetary factors in
different sectors. (Živković, A, Ristić, K., 2020)
The creators of large econometric models, as a rule, point to the correlation between macroeconomic
trends and phenomena in individual sectors in the sense that aggregate fluctuations result from the
cumulative effects of changes and disruptions in all individual sectors. In addition, the problem of
impulses is usually used to prove the dependence of macroeconomic trends on individual sectoral
processes. By contrast, the adherents of the smaller parts reject these eclectic stances, i.e. implicitly
descriptivist conception and instrumental approach of Keynesians .
This monetarist stance stems from the dominant influence of the change in money supply on the
nominal income, as the basic postulate of quantitative theory, the perception that specifics of certain
sectors and the borrowing costs are a measure of influence of monetary factors. This, however,
does not mean that monetarists, when forecasting fluctuations in income, cannot take into account
individual phenomena; it also does not mean that they find that capital rationalization is necessary
due to an unfinished capital market and that they do not frown upon state intervention due to nonbelief in the stability of the economic sector. (Živković, A, Ristić, K., 2020)
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Monetarists are opponents of state intervention and supporters of the free market process. The
Keynesians, on the other hand, are supporters of the state intervention and opponents of adhoc market mechanism. As opponents of state intervention, monetarists do not think that a
countercyclical fiscal policy should be pursued; because, as Mayer (Živković, A, Ristić, K., 2020)
claims, a countercyclical fiscal policy can cause a higher increase in public sector spending in the
recession period than a reduction in expenditures in the period of expansion and, therefore, public
expenditures are continuously increasing. However, Tobin pointing to a negative attitude (Živković,
A., Lakić, S., Ristić, K., 2019) argues that inflation cannot be used as a reason for budget cuts, if
fiscal policy has little or no effect on income. The undesirability of countercyclical fiscal policy is a
logical consequence of the monetarist understanding of the stability of the economic sector and the
free market having better performance than state intervention in the national reproduction. The
rule on a constant rate of monetary expansion excludes the need for the pursuit of discretionary
policy, since the previously defined Philip’s curve does not allow an optimal combination of
inflation and unemployment. Therefore, the use of money supply (and not interest rates and bank
loans), as a monetary policy objective, allows economic policy makers to concentrate on managing
the variable (i.e. focus on the money supply) outside the domain of the market impact, on the
one hand, and leave the determination of interest rates and bank loans to the free market, on the
other hand. Finally, the monetarists are enormously worried about the multiple link between
inflation and the expansion of the public sector, for three reasons: firstly, inflation increases public
sector participation (and results in public spending increase) if the tax system is progressive;
Secondly, suppressing inflation can only indirectly limit public sector expenditures, as government
expenditures are partly increased by inflationary financing, and, thirdly, the financing of the budget
deficit by primary emission generally involves an inflationary factor, which, if pursues can start the
process of price control and wages.
If pure fiscalism is a school of thought according to which “money has no significance,” then (1) the
economic effects of fiscal measures are independent of the manner of financing and (2) the change
in the amount of money without affecting the level and dynamics of economic activity (provided
that fiscal measures do not imply either injecting fresh money in business flows, nor withdrawal of
money from the economic sectors).
On the other hand, if pure monetarism is a school of thought according to which “only the money is
important,” then (1) the economic effects of a change in money supply are substantially independent
of the manner in which the money is injected in or withdrawn from the economy and (2) negligible are
the impacts of fiscal policy measures on the economy, if their monetary consequences are excluded
. If one expansionary fiscal measure (expansion) is followed by monetary expansion in order to
keep the interest rate growth and prevent the attenuation of the multiplier, some authors poses
the following question: is the consequent increase in income the result of the IS curve movement
or the LM curve movement, i.e. fiscal and monetary expansion? The answer certainly depends on
the elasticity of its functions in relation to the interest rate. Inelastic IS and / or infinitely elastic
LM gives fiscal responses, and infinitely elastic IS and / or inelastic LM gives monetarist responses.
However, by keeping the rise in nominal interest rates, monetary policy needs to confirm the value
of expansive fiscal policy. The definition of the budget, the nature of expenditure policies, the degree
of tax revenue response, and the assumptions about the interchangeability between different types
of assets all have influence on the creation of different theories.
Monetarists argue that favouring fiscal policy as an instrument of economic policy in easing the
economic fluctuations is a mistake, but they do not claim that fiscal policy has no effect. Back in 1948
Friedman (Živković, A., Lakić, S., Ristić, K., 2019) once stressed the significance of the automatic
effects of budgetary policy on short-term stabilization, as some fiscal measures (e.g. expenditures)
can effectively serve in certain phases of the economic cycle, especially if we take into account the
delayed effects of monetary policy. Friedman’s in 1970 ((Živković, A., Lakić, S., Ristić, K., 2019)
advocating the so-called non-discretionary fiscal policy is something else, which must not mean
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total denial of the potential of the assets of discretionary fiscal policy. Monetarists, therefore, only
insist on changing the order of priorities in implementing monetary policy in relation to fiscal
policy. On the other hand, monetarists are sceptical about the results of the applied fiscal policy
that fiscalists often glorify. Changes in the level of public expenditures, which, as a rule, are delayed,
due to the administrative timelags, and changes in tax rates on which fiscal stabilization is overly
focused, are in practice at an uncertain level reproduced into expenditures and consumption.
On the other hand, changes in tax rates (which governments often increase or decrease) cannot
always be controlled due to their effects on income distribution. It is also not possible to control
budget deficits due to the inability to firmly link changes in public expenditures and fiscal revenues,
changes in fiscal and economic flows, and changes in non-inflationary financing of fiscal measures.
As a result, monetarists consider that discretionary fiscal changes are not needed as an instrument
of economic stabilization during the long-term application of stable monetary growth.(Živković,
A., Ristić, K., 2020)

CONCLUSION
The financial sector of the global economy has imposed the idea that the market in itself leads to
an efficient and stable outcome. Stressing that monetary policy must focus on inflation, not on
job creation, including hard focus on fiscal deficits. And the deficit cannot always be a problem;
not if the money is spent on investments and especially if this is done while the economy is weak.
The current fundamental economic problem lies inside financial capitalism, which strives to
surpass the famous industry sector in favor of financial market technology. Financial capitalism,
as such, is a monopolistic one, creating bubbles instead of development. Economy, in this context,
is based on financial speculation with illusions of endless growth, which is in contrast to the real
sector. This is the path to abyss in the context of globalization, which insists on deregulation
and liberalization and on structural reforms in post-transition countries. In modern economies,
where GDP growth is determined by demand, and not by offering, austerity measures are wrong
by definition because they reduce demand. Therefore, the global goals of the contemporary world
are contradictory, they ignore economic recovery and employment, and force austerity and price
stability.
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ABSTRACT
Changes in banking sectors with the onset of the global financial crisis were related to: globalization,
sector deregulation, technological change and financial innovation. Structural changes within
banking services (at the end of the 20th century) relate to: the consolidation of banks, the merging of
banking and non-banking financial institutions and their competition with one another. Significant
place in the part of sustainable development belongs to bank performance, vision and mission of
banks. The corporate vision of banks should be the “framework” for the future development of a
bank. The corporate mission should be a “roadmap” to the realization of the bank’s vision and an
expression of the business philosophy of the bank in question.
It is of particular importance for the banking sectors of the CEE countries to define: the vision, the
mission, the situational analysis and the planned long-term goals of the bank. With the advent of
the global financial crisis, the financial activity of banks in the Central and Southeastern European
region decreased, as the number of attractive fusion and acquisition banks in the region concerned
was reduced.
The aim of the research is to determine the importance of the vision, mission and clearly set goals
in banks, where the analysis of banking sectors in 13 countries over a period of 11 years was carried
out. The analysis of GDP and its growth in the period from 2008 to 2018 indicates a dynamic
growth in the countries of Central Europe and some countries of Southeast Europe. The analysis
of the assets of the banking sector and its share in GDP indicates the dominant participation of the
countries of Central and Southeastern Europe that are members of the European Union relative to
the candidate countries for EU member states. Analysis of the banking sector of the influx countries
shows that more than 70% of the banking market in Southeast European countries is influenced by
foreign highly developed banking groups. Sustainable development can only be achieved through
the active joint action of the banking sectors of the Central and Southeast European countries.
Keywords:
Happiness Index, Sleep Economics, Sleep Deprivation, Inadequate Sleep
JEL: G21, F60
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INTRODUCTION
The factors of change in banking with the advent of the global financial crisis were related to:
1) globalization 2) deregulation 3) technological change and 4) financial innovation (Vunjak N.,
Ćurčić U. & Kovačević Lj. 2013). Globalization of the financial market implies that there is universal
business, a high degree of competitiveness between banks and non-banking financial institutions,
the consolidation and restructuring of banks and the financial market. Globalization also involves
disintermediation in bank operations whereby banks are conditioned to accept lower fees for their
services, to take greater risks, and to expand their customers through non-traditional banking
operations (Cocris V. & Nucu E., (2013). ). Banking deregulation puts banking regulation aside
and only respects the necessary regulation to conduct banking transactions. Minimum regulatory
requirements relate to: a) protecting the assets of the population and confidence in the banking
sector b) security and reliability of the banking sector c) adequacy of banks’ capital d) timely
financial reporting and application of international accounting standards e) creating conditions
for bank competition f) greater accountability bank management. (Koch W. T., & MacDonald S.
S., 2003).
Technological changes are present on a daily basis in the banking business, so that banks, using
modern technology, can daily monitor and change their balance sheet positions (assets and
liabilities structure) and track changes in their positions (Pere, E. 2015.). Technological changes
have enabled banks to:
a) increasing economies of scale b) facilitating consolidation and integration with competition
c) creation of new banking products and services d) more efficient risk management for banks
e) more efficient and faster flow of information, marketing of services and distribution of products
and services f) securities trading g) innovations in the field of financial engineering (financial
derivatives) h) increase of efficiency and profitability of work i) creation of virtual banks through
internet banking (Vunjak N., Radović M., Vitomir J. & Štrbo S. 2019)
A special place in the part of the new banking technology belongs to internet banking, which
created the conditions for:
1) perfect awareness of service users,
2) reducing the cost of banking transactions,
3) developing cooperation with users of banking services,
4) quick insight into cash balances on accounts and collection of securities due,
5) authorization of automatic payments,
6) delaying data of IT applications, etc. (Curcic U. 2003.)
Electronic banking has brought banks comfort in business, increased trust between banks and
clients and risks associated with lagging behind in the application of modern banking technology.
Financial innovations in banks are the result of changes in legal regulation, operational and strategic
management of banking operations. Innovations in banking are mostly related to the forms of
new securities, new banking services, changing organizational forms, channels of distribution of
banking products and services (Achim, V., Borlea,N.,& Mare,C. 2015).
Structural changes within banking services have emerged in the last decades of the 20th century,
which include: a) bank consolidation b) the association of banking and non-banking financial
institutions c) competition between banks and non-banking financial institutions ( Sherstnev, M.
A. 2019.) Modern financial services are present in the financial market not only by banks but
also by insurance companies and pooled funds. Due to the presence of structural changes, a large
number of banks have adopted a new management philosophy to counteract the effects of the
financial crisis. Structural changes in banking services have not been overlooked by banks in the
countries of Central, Eastern and Southeastern Europe, all with the aim of sustainable economic
and financial development (Andries, A.M.2011.)

54

ECONOMICS

1. CORPORATE PERFORMANCE OF BANKS IN THE SUSTAINABLE
DEVELOPMENT FUNCTION
According to modern theory and practice, corporate performance of banks should mean the
achieved results, quantity and quality of bank operations, which relates to:
a) profitability rate b) asset quality c) bank liquidity rate. The word “performance” in the general
sense represents functional ability, performance, execution and achievement (Dragosavac M. 2013.)
The performance of banks represents a “mirror” of their value, their success, their size, their
efficiency and effectiveness in business. In cases where banks’ performance is viewed as a peer
group of banks, they can then be classified as low, medium and high performing. Poor performance
is indicators that tend to decrease from average to minimum. Medium performance represents
indicators achieved by banks at the average bank group level. High performance of banks is an
indicator of the highest level of success of a bank’s business (its liquidity, solvency and profitability)
(Andries A.M. & Căpraru B., 2012.)
Expressing the performance of banks is done to compare them with the performance of other
banks. In banking practice so far, the following banks’ performance is most often present:
a) finance b) marketing c) management d) business philosophy e) employees f) business culture
and style of behavior g) business reputation and reputation h) bank image and goodwill (Curcic U.
2003.)
Banks’ financial performance is the most prominent in bank analyzes and relates to aspects of their
cost and operational efficiency. Banks’ financial performance includes: a) front and back banks
b) leverage and allocation of bank assets c) quality of bank assets d) control of the bank’s general
expenses (Košak, M., Zajc, P. & Zorić, J. 2009.) It is characteristic of banks that have high corporate
performance that their manager has a clear strategic direction that they achieve through strategic
planning. Banks with high corporate performance to maintain strategic direction face considerable
pressure from the environment in the face of change. Such banks have a good management team
that quickly accepts change and, through the life cycle stages of banking products and services,
make changes. The main features of high performing banks are related to profit maximization, cost
control and good management (
Dragosavac M. 2019.)
The strategy for the development of banks’ corporate performance is defined by applying a swot
analysis (opportunity, strength, threats and weakness) based on: a) low cost strategies b) strategies
for differentiating banking products and services c) niche strategies (market segments) (Barth R.,
Caprio G. & Levine R.,2004)
The process of choosing a strategic development of a bank’s corporate performance involves several
stages. The first stage in the strategic process is about knowing the priority goals of the bank and
their time constraints. The second stage is related to the analysis of outstanding issues regarding
the impediment and possible realization of the development strategy, whereby it is necessary to
carry out a real valuation of the bank’s aggregates (assets) and resources (liabilities). The third phase
concerns the choice of corporate development strategy and target part of the financial market.
Within this phase, in addition to determining the revision of the target corporate strategy, the final
variants of the strategic direction of the bank’s development are determined (Buterin V.; Škare, M.
& Buterin, D. 2017)
A special place in defining the corporate performance of banks belongs to the vision and mission
of bank development. The vision should be a “framework” for the future development of the bank.
The vision creation starts from the following factors: a) achieved, achievable and realistic vision of
the bank b) creations, inspirations and motivations in defining the vision of the bank c) benefits of
the bank’s vision on the users of its services (Poghosyan, T. & Poghosyan, A. 2010.)
A clear corporate vision of the bank encourages and encourages the bank’s employees to be more
engaged in achieving that vision. The bank’s corporate vision often conflicts with the strategic
development direction of the bank. The practice of the most developed banks so far shows that the
vision of development is realized at the corporate level and that it is a precondition for determining
the strategic business direction of the bank. The strategic business direction is defined by the bank’s
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management for the bank as a whole and for each business unit (profit center) individually.
The corporate vision of the bank’s development is the basis for defining the bank’s mission. A bank’s
vision is a way of successively realizing a bank’s development vision. The mission of the bank is to
integrate the individual goals and objectives of the organization of the bank into one whole, creating
positive synergetic effects. Unlike a corporate vision that provides a “framework” for choosing a
bank’s development, the corporate mission accomplishes the bank’s development goals exactly as
management wants the bank to be in the future (Pervan M., Pelivan I., & Arnerić J.2017.)
A corporate mission can be defined as a “framework” for the bank’s own objectives and as an
expression of the bank’s business philosophy. The process of creating and redefining a bank’s
mission should first go from considering the results of a situational analysis of the bank and its
environment. Then it is necessary to define strategic, tactical (annual) and operational goals, as
well as their interdependence. The bank’s mission should be broad enough to encompass all the
alternatives available to the bank’s management. The bank’s mission should have a decisive influence
on the long-term strategic planning process (up to 5 years) and on the operational (current and
monthly) planning process of the bank. After accepting the bank’s mission, it should be binding on
the supervisory authorities, the bank’s management, the bank’s employees and the bank’s investors.
Banking practice shows that without a clearly defined mission, it is not possible to develop a
collision planning process for a bank (Garciya-Marco T. & Robles-Fernandez M.D.2013) .
There are objectives in banks’ operations related to profit (rate of return on total assets), dividend
(rate of return on share capital) increase in participation in the financial market risk diversification,
banking innovations, etc. The business objectives of the bank should be defined after considering
the environment, the financial market and the mission of the bank if sustainable development is to
be achieved. The business goals of the bank should be based not only on the interests of the owners
(shareholders), the bank’s managers, but also on the market, ie the needs and requirements of the
customers of banking products and services. It is in the context of sustainable development that the
task of the bank’s management should be to transform the bank’s mission into specific goals and
objectives, through which the bank’s mission will be supported in the long term and operationally.
The business goals of the bank can be divided into: a) financial goals b) management goals c)
marketing goals of the bank (Babihuga R.,2007)
It is of particular importance for the banking sectors of Central and South-East European countries
to define the bank’s vision, mission, situational analysis and planned long-term goals for sustainable
development (Barjaktarović, L., Paunović, M. & Ječmenica, D. 2013) It is a fact that sustainable
development in the conditions of globalization and the presence of the global financial crisis is
impossible without strict implementation of the strategic corporate vision and mission of the banks.
Managing the aggregates and resources of the balance sheet, as well as the income and expenses
in the income statement of banks, is a condition for the long-term sustainable development of not
only the banking sector but also other economic and non-economic sectors. The macro indicators
of gross domestic product (GDP), foreign direct investment (FDI), exports and imports are related
to the banking sector and sustainable development (Cocris V. & Nucu E., 2013.)

2. ANALYSIS OF THE SITUATION AND DEVELOPMENT OF THE
BANKING SECTORS OF CENTRAL AND SOUTHEAST EUROPE
The banking market of the countries of Central and South-Eastern Europe compared to the
European Union can be said to be relatively weak and still underdeveloped. The leading banking
groups of Central and Southeast European countries experienced an expansion in the second
decade of the 21st century, which can be seen from the size of the banking assets and capital owned
by foreign banks. This claim can be substantiated by the fact that over 70% of the banking market
in these countries is influenced by foreign banking groups (Dmitrovic M., Dobrota M. & Knezevic
S.,2016)
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Analyzes show that with the advent of the global financial crisis and recession, the financial
activity of Western European banks in the region of Central and Southeast European countries
has decreased. This trend is still largely present, as the number of attractive banks that could be
purchased has decreased. Due to slower overall economic growth, there is a liquidity deficit in the
banking sector (Raszkovski A. & Bartniczak B. 2019).
The analysis of the situation of the banking sectors covers 13 countries of Central and Southeastern
Europe, which are divided into three groups. The first group includes countries that have been
members of the European Union for a number of years (Czech Republic, Slovakia, Slovenia, Poland
and Hungary). These are the most developed countries of Central and Southeastern Europe. The
second group includes Southeast European countries that are also members of the European Union
but at a lower financial level of development (Croatia, Bulgaria and Romania). The third group
also includes the non-EU countries of Southeast Europe, which aspire to become and are still in
the process of transition (Serbia, Bosnia and Herzegovina, Montenegro, Macedonia and Albania).
The third group of countries can be said to have the lowest level of economic and economic
development. These countries are also called Western Balkan countries. They are characterized
by low economic growth as a consequence of the lack of their own production (most of them are
industrial lone businesses). With them, the cost of banking services is higher than in other parts of
Europe. Interest rates are expressive for cash loans in local currencies. The financial market can be
said to be high risk, in the presence of political instability, high unemployment and high public debt
that the countries concerned have towards their creditors. In most cases, there is a reciprocal link
between the banking sectors and the economics of the social development of countries (Laidroo L.,
Männasoo K.,(2014)
The development of the banking sector is conditioned by a number of economic and demographic
factors. A special place in the country’s macroeconomic indicators belongs to: a) gross domestic
product (GDP) b) exports c) imports d) foreign direct investment (FDI). Indicators are of particular
importance for realistic planning (operational and strategic) and successful implementation of the
economic policies of the countries concerned. Gross domestic product is particularly monitored
for its percentage growth. For the purpose of balancing GDP in Central and Southeast European
countries, its dynamics will be analyzed in the period from 2008 to 2018 (Mano-Bakalinov, V. 2016)
Table 1. GDP by defined groups of countries in the period 2008-2018 (billion EUR)
2008

2009

2010

2011

SVN
SVK
CZE
POL
HUN

37.0
67.0
154.0
363.0
106.0

35.0
63.0
142.0
311.0
91.0

36.0
66.0
150.0
355.0
96.0

36.0
69.0
156.0
370.0
101.0

HRV
BGR
ROU

48.0
35.0
140.0

44.8
34.9
118.3

44.4
36.1
124.4

44.2
38.5
131.5

SRB
BIH
MNE
MKD
ALB

33.0
13.0
3.1
8.3
9.0

29.0
12.0
3.0
9.9
9.0

28.0
13.0
3.1.0
9.4
9.0

31.0
13.0
3.2
9.4
10.0

2012

2013

GRUPA 1
35.0
35.0
71.0
72.0
153.0 150.0
382.0 389.0
96.0
98.0
GRUPA 2
43.7
43.3
39.9
39.9
131.7 142.2
GRUPA 3
30.0
33.0
13.0
14.0
3.1
3.3
10.5
9.7
10.0
10.0

2014

2015

2016

2017

2018

36.0
74.0
148.0
412.0
96.0

37.0
78.0
160.0
451.0
100.0

40.4
81.1
176.6
426.0
113.7

43.0
84.9
191.9
466.0
124.0

45.7
90.6
207.3
495.5
131.1

42.9
42.1
149.3

44.1
44.5
161.8

46.7
48.1
170.0

49.0
51.7
188.0

51.5
54.9
203.3

35.0
14.0
3.4
10.8
11.0

38.0
15.0
3.5
11.3
12.0

38.3
16.9
4.4
10.67
11.8

39.2
16.02
4.7
11.34
13.06

42.7
16.73
5.5
12.67
15.06

Source: (Central Bank Publications of the analyzed countries)
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The table below shows that Poland, the Czech Republic, Romania, Hungary and Slovakia had
high levels of GDP. Bulgaria, Croatia, Slovenia and Serbia had twice the GDP level. Extremely low
levels of GDP were recorded in Albania, Bosnia and Herzegovina, Macedonia and Montenegro.
GDP growth from 2014 to 2018 is present in most of the analyzed countries. GDP growth has had
different trends, as some countries have experienced a negative growth rate.
Table 2. Annual GDP growth for the analyzed group of countries for the period 2008-2018 (%)
2008

2009

2010

2011

SVN
SVK
CZE
POL
HUN

3.5
5.8
3.1
5.1
0.9

-7.8
-4.9
-4.4
1.7
-6.8

1.2
4.4
2.3
3.9
1.3

0.6
3.0
1.8
4.5
1.6

HRV
BGR
ROU

2.1
6.2
7.3

-6.9
-5.5
-6.6

-2.3
0.4
-1.1

-0.2
1.8
2.3

SRB
BIH
MNE
MKD
ALB

3.8
5.7
6.9
5.5
7.8

-3.5
-2.8
-5.7
-0.4
3.3

1.0
0.7
2.5
3.4
3.9

1.6
1.0
3.2
2.3
3.1

2012

2013

GRUPA 1
-2.3
-2.0
1.8
0.9
-0.9
-0.9
1.9
1.6
-1.7
1.1
GRUPA 2
-1.9
-1.0
0.6
0.9
0.6
3.5
GRUPA 3
-1.5
2.5
-1.1
1.9
-2.5
3.3
-0.5
2.7
1.6
0.4

2014

2015

2016

2017

2018

-0.5
2.2
2.3
3.1
2.0

1.5
3.0
2.4
3.3
2.0

3.1
3.1
2.4
3.1
2.3

4.9
3.2
4.5
4.8
4.1

4.3
4.3
2.9
5.2
4.6

-0.8
2.0
3.5

1.0
3.5
3.5

3.5
3.9
4.8

2.9
3.8
6.9

2.8
3.5
3.9

1.0
1.5
2.0
3.8
2.0

2.0
3.5
3.5
3.9
3.0

2.8
2.8
2.1
2.4
3.2

2.0
3.2
4.7
0.2
3.8

4.2
2.9
4.9
2.7
4.1

Source: (Central Bank Publications of the analyzed countries)

In the first group of countries, Slovenia and Hungary recorded the largest negative GDP growth in
2009. The highest positive GDP growth was recorded by Poland in 2008 and Slovenia in 2017. The
association of the group of countries had the highest negative GDP growth in 2009 in Bulgaria in
2008 and Romania in 2017. In the third group of countries, the highest negative GDP growth was
recorded in 2009 by Montenegro and Serbia, while the highest positive growth was recorded by
Albania in 2008 and Montenegro in 2018. Overall, a positive trend of GDP growth has been present
in the Central and Southeastern European region since 2014, which is evidence that the negative
impact of the global financial crisis has been reduced (mitigated) (Arestis, P., Ferrari Filho, F., &
Terra, F. H. B. 2018.)
In terms of banking sector, the countries of the region of Central and South-Eastern Europe are
specific in their characteristics. The analysis of bank portfolio diversification shows that there is
an increase in assets in the countries of Central Europe and partly in the countries of Southeast
Europe! The strengthening of the bank’s portfolio was partly halted by the global financial crisis.
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Table 3. Balance sheet (assets) of the banking sectors of the Central and South-Eastern European
countries in the period 2008-2018 (million EUR)
2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

GRUPA 1
SVN

49,000

45,300

45,800

45,600

44,500

39,800

37,400

35,500

40,587

41,750

43,094

SVK

62,838

53,028

54,695

55,775

58,086

59,554

62,742

67,546

71,351

77,632

81,726

CZE

154,375

159,418

172,776

178,675

189,996

189,749

194,677

205,369

222,798

263,294

270,770

POL

261,401

273,965

292,755

293,100

330,267

339,309

359,502

375,423

386,825

427,453

443,742

HUN

125,212

124,888

121,268

111,934

107,899

104,589

101,652

104,339

109,204

120,108

123,506

GRUPA 2
HRV

50,619

51,788

53,028

54,096

53,045

52,126

52,688

52,543

52,440

61,265

64,698

BGR

35,565

36,234

37,695

39,273

42,138

43,842

43,529

44,750

47,087

50,734

55,236

ROU

85,190

86,202

89,906

90,925

91,451

91,096

90,483

92,196

94,196

93,739

99,751

GRUPA 3
SRB

21,632

24,362

25,984

27,732

27,775

27,485

27,352

28,177

29,140

28,540

31.677

BIH

10,761

10,742

10,828

11,196

11,414

11,994

12,514

12,755

13,344

14,464

15,794

MNE

3,309

3,025

2,944

2,809

2,808

2,959

3,136

3,471

3,790

4,100

4,407

MKD

4,728

5,107

5,829

6,383

7,077

7,464

8,076

7,411

7,233

7,513

8,187

ALB

6,737

6,424

7,139

8,063

8,626

9,164

9,231

9,600

10,407

10,964

11,772

Source: (Central Bank Publications of the analyzed countries)
The analysis of the presented table shows that the growth of the balance sheet total of banks in the
countries of Central and Southeastern Europe is present. In the first group of countries, Poland
recorded the highest growth, while Slovenia recorded variable growth. In the second group of
countries, Romania had the highest growth, while Bulgaria had the lowest growth. In the third
group of countries, Serbia had the highest growth, while Montenegro had the lowest growth.
The analysis shows that there are positive pictures banking sectors since 2014 and that this trend
continues especially in 2017.
Table 4. Share of total assets in GDP of Central and South-Eastern European countries (%)
2008

2009

2010

2011

SVN
SVK
CZE
POL
HUN

131.6
97.4
108.0
72.0
118.6

128.5
84.1
112.2
83.7
133.1

130.0
83.0
114.3
81.8
126.9

126.4
80.9
120.7
85.0
126.0

HRV
BGR
ROU

107.5
104.2
66.0

115.1
103.7
72.7

120.9
104.6
73.6

123.9
102.0
70.5

SRB
BIH
MNE
MKD
ALB

64.7
85.2
106.7
56.9
76.6

84.1
86.8
100.8
51.6
76.6

92.8
85.5
95.0
62.0
76.8

88.1
85.3
87.8
67.9
81.8

2012

2013

GRUPA 1
125.5 112.2
81.7
82.6
124.2 135.2
84.6
86.2
112.1 107.7
GRUPA 2
121.8 120.8
105.5 106.8
69.0
64.7
GRUPA 3
93.8
83.2
87.0
89.1
90.6
87.0
67.4
76.9
85.6
87.6

2014

2015

2016

2017

2018

100.4
83.4
126.3
88.8
100.4

92.9
86.5
124.0
89.0
96.1

85.0
88.1
127.9
92.4
97.0

97.2
91.4
137.1
91.7
96.9

94.3
90.2
130.6
89.6
94.2

122.7
103.6
60.6

120.2
98.8
58.7

115.5
99.4
56.3

125.1
98.1
49.8

125.6
100.6
49.1

85.0
92.4
89.6
74.8
91.5

85.4
87.5
88.7
75.4
91.2

83.4
87.8
89.1
74.6
93.7

72.7
90.6
66.4
66.4
83.8

74.2
94.4
80.1
64.6
78.2

Source: (Central Bank Publications of the analyzed countries).
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Analyzes show that the upward trend in the balance sheet share in GDP in the period 2008 to 2017
was present in: the Czech Republic, Poland, Croatia, Serbia, Bosnia and Herzegovina, Macedonia
and Albania (Stanić. S., & Račić Ž., 2019.)
A negative trend was present in countries: Slovenia, Slovakia, Hungary, Bulgaria, Romania and
Montenegro. Despite the negative trend, the share of total assets in GDP is still higher in a number
of EU Member States than in Southeast European (Western Balkan) candidate countries.. This
trend was significantly influenced by the level of development of the economy and banking sector
of the countries concerned.

CONCLUSION
Certain factors of change in the banking sector have had a positive impact, such as innovation and
technological change, while the globalization process has had a negative impact, especially with
the onset of the global financial crisis. Bank performance varied widely across countries, showing
all its strengths in the highly developed countries of the European Union. In addition to defining
the strategic direction of bank development, the implementation of swot analysis, the vision and
mission of banks, as well as the strategy for the long-term development of the banking sectors, were
particularly emphasized.
No difference the fact that the banking sectors represent the most important financial institutions
that play an important role in the development of the economic sector, their participation is
diminished in the global financial market with the advent of new financial institutions in the
provision of services. Such financial institutions include: insurance companies, investment funds,
pension funds and leasing companies. The decline in the market share of the banking sectors is the
result of increased competition and reduced profits. Recently, there are more and more cases where
banks in addition to providing banking services are engaged in providing insurance and leasing
services, stockbroking, as well as investment and pension funds.
Banks can be said to play the most significant role in mediating and taking risk in the business
process. The banking market in Central and South-Eastern Europe is relatively weak and
underdeveloped compared to the European Union. At the beginning of 2005, a large number of
foreign banks appeared in the SEE region interested in entering the respective financial market. It
should be noted that in the last two decades of the 21st century, the leading groups of EU banks in
the CEE region have experienced expansion, as can be seen from the size of banking assets, capital
and profitability of banks. Analyzes of the banking sector show that more than 70% of the banking
market in Southeast European countries is influenced by foreign banking groups.
With the advent of the global financial crisis, the activity of the leading banks from the European
Union and their entry into the financial market of Southeast European countries decreased. The
trend is still present, as the number of attractive banks that could be acquired through fusion
and acquisition has decreased in the banking market of countries in transition. Similarly, overall
economic growth in the financial market of transition countries has slowed, so that the liquidity
deficit is often present in the financial sector. A positive trend has been present in recent years in
the share of GDP and the share of total assets in the structure of GDP. Sustainable development can
only be achieved through the joint action of the banking sectors of the Central and South-Eastern
European countries.
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ABSTRACT
Purpose:
This paper aims to identify social and environmental issues in value chain of food companies to
create shared value. We provided most affecting social and environmental issues on businesses
companies value chain; in addition to that we provided some solutions to social and environmental
problems based on shared value concept.
Design/methodology/approach:
The authors provide a proposed approach based on the specificity of problems and issues in
agricultural and global food companies. The objective is to identify environmental and social issues
in food value chain in order to invest in these issues to create shared value.
Findings:
We found that every primary and secondary activity within food value chain is characterized by
some social and environmental problems. We analyzed these social and environmental issues
in every single activity. In addition to that we provided proposed solutions to these social and
environmental issues using shared value concept in every single activity within company value
chain.
Research limitations/implications:
This research paper determines social and environmental issues in value chain for food global
companies; however, more research is needed to find other social and environmental issues in
other sectors.
Practical implications:
This overview may help and give ideas to owners and managers of food companies to rethink their
overall value chain by detecting environmental and social issues and used shared value concept to
turn these environmental and social issues into a business opportunity.
Originality/value:
A unique view of value chain analyzed by identifying environmental and social issues using shared
value concept.
Keywords:
Social and environmental issues, value chain, creating shared value, agricultural sector, food
companies.
JEL: M14, Q15.
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INTRODUCTION
Most global companies in food industry receive a lot of pressure for the negative output of their
activity, despite the effort of food companies to hold back their negative impact on environment
and society through corporate social responsibility; the environmental and social impact of
food companies in food industry is still huge and considering as a business threat that need to
be addressed from another angles to turn it into a business opportunity by providing practical
solutions.
Global food companies need to analyze its own value chain in order to identify every environmental
or social problem in every single activity in order to visualize a practical solution. In this context
the concept of shared value creation is one of the most searched topics in business management
recently, because shared value concept provides solutions to the negative impact of companies’
activity on society and environment. So the question is: How to use shared value concept to identify
environmental and social issues in the value chain for global food companies, and how using shared
value concept could solve these issues creating value for business, society and environment?

1. LITERATURE REVIEW
We provide literature review that coverage our study objectives by providing a comprehensive table
explaining what have been done within the subject. In the literature there seems to be no general
agreements to determine the main social and environmental issues within companies’ value chain,
some studies focused only on social issues while other studies focused on environmental issues as
we see in table1.
Table 1. Comprehensive table for literature review
The study

Findings

Ranganathan.J (1998)

Ranganathan.J (1998) suggests four issues for corporate environment: materials use,
energy consumption, non product output, pollutant releases

Panwar.R, Hansen.E.N (2009) mentioned six social and environmental issues USA
face; social issues: encourage public scrutiny on environmental, and land management
practices. Invest in surrounding communities, promote responsible consumption
among consumers. Stem declining employment in the sector. Engage with the
Panwar.R,Hansen.E.N (2009)
surrounding communities. Improve industry’s public image. While environmental
issues are: promoting sustainable forestry, Increase the use of renewable resources,
Adopt environmentally sound purchasing policies, Mitigate global warming, reduce
overall energy consumption, Improve waste management
Godfray et al., (2010)

Godfray et al., (2010) mentioned that poverty, food insecurity, climate change and
biodiversity are the primary social and environmental challenges faced by the global
community

Riisgaard.L, Bolwig.S, Ponte.S, Riisgaard.L, Bolwig.S, Ponte.S, Toit.A, Halberg.N, Frank Matose.F (2010) mentioned
Toit.A, Halberg.N, Frank poverty, gender, labor and environmental concerns as the main concerns into valueMatose.F (2010)
chain analysis
L.F. Henriksen, L. Riisgaard, S. Ponte, F. Hartwich, P. Kormawa (2010) provide 9
Common environmental issues: Land used for production and processing, efficiency
L.F. Henriksen, L. Riisgaard, of energy use, Sources of energy, water use and contamination, Quantity and quality
S. Ponte, F. Hartwich, P. of chemicals, Waste production and management, possible effects of production and
Kormawa (2010)
processing on ecosystems, Pollution potentials such as acidification, euthrophication
and others and Greenhouse gas emissions.

Torres & van Seters (2016)

Torres & van Seters (2016) found that poor access to key inputs, lack of secure
land rights, water access limitations under erratic weather and poor development
of irrigation, weak production technologies are the main environmental issues for
business companies

Source: authors (2020) based on previous studies
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(Ranganathan.J, 1998) suggests four issues for corporate environment: materials use, energy
consumption, non product output, pollutant releases. (Panwar.R, Hansen.E.N, 2009) mentioned
six social and environmental issues however he did not provide any possible solution for these
social and environmental issues.
(Godfray et al, 2010) mentioned some social and environmental issues with no separation between
these issues. (Riisgaard.L, 2010) mentioned four issues: poverty, gender, labor and environmental
concerns as the main concerns into value-chain analysis. (L.F. Henriksen, L. Riisgaard, S. Ponte,
F. Hartwich and P. Kormawa, 2010) provide 9 Common environmental issues to be approached
through development projects and which could be targeted via value chain interventions.
A recent review of the literature on this topic; (Torres & van Seters, 2016) provide five environmental
issues for business companies with no attention to social issues or any possible solution for both
issues.
We clearly see that all of these previous studies were related to global environmental issues, there is
no previous studied that analyzed the environmental issues within company value chain.
In addition to that; previous studies focused more on the environmental issues rather than social
issues, we could not find any study that analyze social and environmental issues within company
value chain. Regarding to the literature we attempt to provide a proposed social and environmental
issues within food companies’ value chain.

2. FOOD VALUE CHAIN
Food value chains (FVCs) comprise all activities required to bring farm products to consumers,
including agricultural production, processing, storage, marketing, distribution and consumption
(Meybeck.A & Redfern.S, 2016)
Value chains involve many actors that influence the way in which food is produced, processed,
distributed, marketed and consumed. The term “food value chain” describes the full range of activities
required to bring a food product from conception, through the various phases of production, to
delivery to end-consumers and eventually disposal following use (Kraemer et al, 2016).
Food value chains also represent a business model in which producers and buyers of agricultural
products form strategic alliances with other supply chain actors, such as aggregators, processors,
distributors, retailers, and consumers, to enhance financial returns through product differentiation
that advances social or environmental value (Diamond et al, 2014). Food value chain represents “the
system of organizations, people, and activities involved in moving food from its producer (usually the
farmer) to the consumer (Beretta, C. Stoessel, F., Baier, U and Hellweg, S. 2013). Private companies
have attempted to respond to environmental issues. Nowadays, the economic performance of
business is often seen in conjunction with its social and environmental performances.

3. WHY WE NEED TO IDENTIFY SOCIAL AND ENVIRONMENTAL ISSUES
IN FOOD VALUE CHAIN
The United Nations department of economic and social affairs pointed that the waste we facing now
is 30- 40 % in food product, in developing countries the food produced never reach to consumer
while in developed countries a high level of waste is made (Giovannucci. D et al 2012).
It is also estimated that number of people will increase by 2050 reaching 9.3 billion people especially
in countries which face a lot of social and environmental issues such as: poverty, lack access to food,
overweight, malnutrition (Revision of World Population Prospects, 2010)
Food production should increase by 50% to feed the world population by 2050, at the same time
agricultural land that is appropriate for food production continue to decrease due to a lot of
environmental issues such as: soil degradation and the quantity of available water (FAO, IFAD,
UNICEF, WFP and WHO, 2017)
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In addition to that, it is estimated that 2 billion people suffer from micronutrients deficiency, this
social issue will affect small children, and in all over the world 159 million children under 5 years
had growth issues (UNEP, 2016)
It is estimated that 800 million people suffer from micronutrient issues and hunger especially in
developing countries and low income areas. The human consequences are real but incalculable.
Eliminating global under nutrition by 2030 faces huge challenges. This reflects in part the complexity
of factors involved besides food-insufficiency, such as poor quality water, sanitation and hygiene,
inadequate caring practices, and disease. The world need an urgent initiatives to address these
social and environmental issues by providing food, health care, clean water and sanitation, and
women’s empowerment, agriculture is the main source of livelihoods, employing 60% of the total
workforce (Maestre.M.A, Poole.N.B, Henson.S.C, 2017).
The developmental, economic, social, and medical impacts of the global burden of malnutrition are
serious and lasting, for individuals and their families, for communities and for countries (World
health organization, 2018).
In field of Biology, Environment and Chemistry; researchers a studied the effects of agricultural
practices on environment; they found increasing of harm on environment with every aspect was
more and more than renewability capacity of environment therefore the environment started to
deterioration (ÖNDER.M, CEYHAN.E and KAHRAMAN.A,2011).
The food and agriculture organization of the United Nations and the international water
management institute on behalf of the water land and ecosystems research program found that
high-income countries and emerging economies has a high level of agricultural pollution causing
a serious environmental issues (Sagasta.J.M, Zadeh .S.M and Turral.H, 2017).
In this context, a published article in sustainable agriculture reviews done by Bourguet D,
Guillemaud T in 2016 found, that various human health related concerns are associated with
pesticides, ranging from short term impacts such as headaches and nausea to chronic impacts, such
as various cancers, birth defects, infertility, and endocrine disruption (Bourguet D & Guillemaud
T, 2016). The world health organization estimates that acute pesticide poisoning affects 3 million
people and accounts for 20,000 unintentional deaths per year, with 99 percent of these fatalities
believed to be in developing countries (Dabady.K & Tulk.P, 2015).

4. CREATING SHARED VALUE
Shared value is fundamentally about integrating social and environmental impact into the business
and using that integration to drive economic value (Bolanle Deborah Motilewa, E.K. Rowland
Worlu, Agboola.G.M and Gberevbie. M.A.C, 2016).
Shared value is also about linking profitability with societal needs. Profiting from improving social
outcomes is a marriage that sits uncomfortably with some people; however it is a very effective
marriage because the business sustains its involvement due to financial incentive. In the same time
It’s embedded in core business operations and mobilizes greater resources, whereas donations and
community programs come from limited ‘budgets’ or allocations. In addition to that it’s leveraging
what the business is good at or has in abundance, which maximizes social impact (Preston.P, 2017).
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5. THREE APPROACHES ARE IDENTIFIED FOR COMPANIES TO CREATE
SHARED VALUE
There are three pillars of shared value. These pillars include: (Diamond et al, 2014):
1- Reconceiving products and markets by using innovation and research development to provide a
friendly product, or a product that meets unmet needs for the society
2- Redefining productivity in the value chain, by finding ways to reduce Co2 emissions, water use,
energy and electricity consumption, support employees.
3- Building supportive industry clusters by working with every effective part in business, it means
that company need to work and collaborate with others in order to make a collective impact that
leads to a shared value creation.

6. REINFORCING ELEMENTS FOR SHARED VALUE CREATION
In order to create shared value, companies need reinforcing elements however culture context and
strategy affect the balance of these elements: (Ilmarinen.P, 2017):
6-1-Embedding a social purpose:
It aims at answering social issues in a profitable way. The whole social mission should be rooted
in the company’s culture. A company should concentrate its resources to innovation development,
which can assist on solving social problems. Shared value opportunities should be turned into
activities. However, this requires a clear social purpose which should be published internally and
externally. It should also be included to the core processes, such as strategic planning and budgeting.
6-2- Defined a social need:
Secondly, they all defined a social need; they need to comprehend the original social conditions to
be able to change them. With the help of this, a company can divide resources better, develop the
business case and recognize capabilities needed inside and outside the company.
6-3-Measuring:
The aim is to provide social and business benefits, which are scalable and measurable. Thus, there
is no universal system to measure the results. However, there have been developed three steps for
the measuring. The company needs to estimate the value of the business and social issues. This
means that if there is a change in social conditions, how it will affect the profits. Next, they need to
measure the results in the middle and track the progress. At the end, they need to assess the shared
value which is produced and measure the final social and economic benefit.
6-4-Create an optimal innovation structure:
There should be a semiautonomous unit which develops the initiatives. These should be integrated
to the core business which then launched them. There should also be a governmental support for
the initiatives. It can be for example funding. The company should also use external entrepreneurs
who could tackle and solve challenges.

7. IDENTIFYING SOCIAL AND ENVIRONMENTAL ISSUES IN FOOD
VALUE CHAIN TO CREATE SHARED VALUE
The most important step in creating shared value is to find an environmental or social issues that
may generate profit if companies bring solutions with a business model, that’s why we trying to
identify social and environmental issues in food value chain which look like a business opportunity
for companies to achieve profit from solving environmental and social issues and create value for
the environment and society.
7-1- Identifying social issues in food value chain:
Improving the value chain requires consideration not only of the environmental issues but also
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social and health issues that’s why we should improve nutritional outcomes not just way food
is produced, but also how it is processed, distributed, marketed and consumed, a process that is
usually referred to as value chain.
As we see in figure 1, food value chain combines primary activities and secondary activities:
7-1-1- Primary activities:
In-bound logistics: there are a lot of social problems within food value chain, if food companies
address these social problems; there will be great chance to achieve business value and social value,
social problems such as: low productivity and income of the dairy farmers low market access for
smallholders, lack of financial services for farmers in rural areas, Lack of technical assistance, low
quality farming material, low living conditions of farmers, lack of credit access, poor infrastructure,
low education levels among the farmers, poor managerial and entrepreneurial skills.
Operations: In addition to In-bound logistics; there are a lot of social problems within food
operations activities such as: micronutrient deficiencies, high levels of sugar, fat and salt in products,
low level of fibers and microbial contamination of foods.
Outbound logistics: in addition to In-bound logistics and operations; there are a lot of social
problems within outbound logistics that need to be addressed such as: low access to food, low
availability of healthy food, poor knowledge for retailers, transportation costs.
Marketing and Sales: marketing and sales activity may create value if food companies would be able
to solve some social problems related to this activity such as: poor content of essential nutrients,
low access for affordable and nutritional food, poor nutrition information on packaging, poor
marketing channels.
Service: service activity may create value if food companies would be able to solve some social
problems related to this activity such as: weak supporting service for smallholders, lack of
Information available to consumers, lack of Awareness of food nutritive value and eating practices,
lack of cooking skills.
7-1-2- Secondary activities:
Procurement: there are a lot of social problems within food value chain, if food companies address
these social problems; there will be great chance to achieve business value and social value, social
problems such as: low security material for workers, low quality equipment, work accident, lack of
safety equipment.
Human resource Development: some social problems such as: lack of employment opportunity,
Farmers’ living standard, the focus on holding down wage levels, reducing benefits.
Technological development: some social problems that hold companies to grow such as: low level
of research activity, low level of research skills for an innovation, lack of proper personal assets.
Infrastructure: lack access for information, low managerial and entrepreneurial skills.
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Figure 1 Identifying social issues in food value chain

Source: Adapted from porter (1985).
7-2- Identifying environmental issues in food value chain:
There are a lot of environmental problems within food value chain, if food companies address these
environmental problems; there will be great chance to achieve business value and environmental
value as we see in figure2.
7-2-1- Primary activities:
In-bound logistics: within inbound logistics, we could find some environmental issues that need
to be addressed such as: water pollution, high level of fuel consumption, pollution generated in
transport mode, pesticide toxicity and long-term chronic illness, emissions from agricultural
production, low level of returnable containers for farmers, few supplier ISO 14000 certified.
Operations: within operations; we could identify some environmental issues such as: lack
of sustainable production practices (rainwater and watershed management and soil health
Management), high level of amount of waste generated, hazardous material, depletion of resources,
high use of energy for food production.

69

ECONOMICS

Figure 2. Identifying environmental issues in food value chain

Source: Adapted from porter (1985).
In a study carried out with 13 companies in East Anglia, UK, it was found that annual savings of
1.1m euro could be realized by reducing the use of raw materials, energy, water and waste generation
(J N SELLAHEWA and W MARTINDALE2, 2010).
Outbound logistics: within output logistics; we could identify some environmental issues such as:
transportation costs, waste in storage and warehousing, material used in packaging, packaging
recyclable, poor roads and infrastructure.
Marketing and Sales: within marketing and sales; we could identify some environmental issues
such as: lack of environmentally friendly products, poor environmental value added offerings,
increase in the weight of packaging.
Service: lack of environmental awareness, poor environmental information provided for customers.
7-2-2- Secondary activities:
Procurement: within this activity, we can identify some environmental issues in food value chain
such as; lack of friendly goods, absence of supplier ISO 14000 certified.
Human resource Development: such as environmental training and awareness.
Technological development: such as: lack access to waste reduction technology, lack access to
recycling Technology, lack access to energy reduction technology.
Infrastructure: such as: absence of environmental policy and initiatives, lack of establishing
cooperatives.
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8. CREATING SHARED VALUE IN VALUE CHAIN
Food industry impact start from effecting the environment using chemicals and also end harming
environment by its outputs. We suggest that food companies may turn these social problems and
issues from threats into business opportunities to achieve growth, by using the concept of shared
value creation following the three pillars of reconceiving product and market, redefining the
productivity in the value chain, enabling local cluster development as we see in table2.
Table 2. Social issues within value chain and shared value solutions.
Social issues within value chain

Level of shared value for problem solving

Inbound Logistics: low productivity and income
of the dairy farmers, lack of financial services for
farmers poor managerial and entrepreneurial skills.

Redefining the productivity in the value chain: by
empowering farmers through a sec of initiatives to improve
their yields

Operations:
micronutrient deficiencies
high levels of sugar, fat and salt in products

Reconcieving products and markets: by using innovation in
research and development to make the products healthier
adding nutritional value

Outbound Logistics: low access to food, low
availability of healthy food, poor knowledge for
retailers, transportation costs.

Enabling local cluster development: by improving
distribution, partnership with universities to train retailers,
using low cost transportation with high level of security.

Marketing and sales:
poor content of essential nutrients
low access for affordable and nutritional food
poor marketing channels

Enabling local cluster development: partnership with
distributors and opening new marketing channels.

Service
weak support, lack of Information, lack of
Awareness

Redefining the productivity in the value chain: by providing
supporting service for smallholders.
Enabling local cluster development by collaborating with
stakeholders to provide information to consumers and
awareness of food nutritive value and eating practices.

Infrastructure:
low security material for workers, low quality
equipment, work accident, lack of safety equipment

Redefining the productivity in the value chain: by
providing high safety equipment, safe and secure working
environment.

Human Resource Management: lack of employment Redefining the productivity in the value chain: by providing
opportunity, Farmers’ living standard, reducing
jobs for potential smallholder farmers, improve their lives by
benefits.
improving their incomes.
Technology Development:
low level of research activity, low level of research
skills for an innovation, lack of proper personal
assets.

Enabling local cluster development by collaborating with
high tech companies and universities.

Procurement: lack access for information, low
managerial and entrepreneurial skills.

Redefining the productivity in the value chain: by
empowering employees through training.

Source: Authors (2019).
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We also suggest that food companies may turn the environmental issues analyzed above from
threats into business opportunities to achieve growth, by using the concept of shared value creation
following the three pillars of reconceiving product and market, redefining the productivity in the
value chain, enabling local cluster development as we see in table3.
Table 3. Environmental issues within value chain and shared value solutions.
environmental issues within value chain

Level of shared value for problem solving

Inbound logistics: water pollution, high level of fuel Reconcieving products and markets by using innovation to
consumption, pesticide toxicity, From agricultural provide friendly product with low level of fuel consumption,
production.
pollution, pesticide toxicity.
Operations:
Redefining the productivity in the value chain by adapting
lack of sustainable production, waste generated,
new practices and techniques that save resources to save
hazardous material, depletion of resources, high use
money and protect the environment.
of energy.
Redefining the productivity in the value chain by reducing
waste in storage and warehousing and material used in
packaging.
Outbound Logistics:
Transportation costs waste in storage and Enabling local cluster development by collaborating with
warehousing material used in packaging.
distributers to find new distribution channels to reduce
transportations cost.
Marketing and sales:
Lack of environmentally friendly products, poor
environmental value added offerings, increase in Reconcieving products and markets by using innovation to
the weight of packaging.
provide friendly product.
Technology Development: lack access to waste
reduction technology, lack access to recycling Enabling local cluster development by collaborating with tech
Technology, lack access to energy reduction universities and government to obtain high technology.
technology
Human Resource Management:
training and awareness

environmental Enabling local clusters development by working with labor
associations and environment associations to provide
environmental training and awareness for employees.

Enabling local clusters development by collaborating with
Infrastructure: absence of environmental policy
government , provide sector , NGO’s to adopt environmental
and initiatives, lack of establishing cooperatives
policy and initiatives.

Source: Authors (2019).

CONCLUSION
This paper makes a number of significant theoretical contributions to the literature. First, we make
useful analyses by identifying most environmental and social problems food company would face
within food value chain. Second, this study demonstrates why shared value is useful in identifying
and solving environmental and social issues.
In addition, we make a number of empirical contributions; food companies could identify easily
the environmental and social problems within the value chain, we analyzed every possible problem
or issue in every single activity in the value chain, in addition to that we provided the shared value
concept to solve most issues in the value chain through three main pillars; reconceiving products
and markets, redefining the productivity in the value chain, enabling local cluster development.
Our work clearly has some limitations; we only use the concept of shared value creation to identify
main social and environmental issues and solutions for food companies within the value chain,
we need more research that use other concept to identify social and environmental issues, in
addition to that these issues are only related with the value chain, other research need to investigate
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environmental and social issues on the industry and macro level.
The present findings have important implications for solving main social and environmental issues,
this overview may help and give ideas to owners and managers of food companies to rethink their
overall value chain by detecting environmental and social issues and used shared value concept to
turn these environmental and social issues into a business opportunity. We hope that our research
will serve as a base for future studies on identifying social and environmental issues and solutions,
however further work needs to study these issues and differentiate social issues from environmental
issues, in addition to that; researchers need to study these issues on the industry and macro level.
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ABSTRACT
Common agricultural policy (CAP) is a factor of development and cohesion of the European Union
(EU) agriculture. The fundamentals of CAP were defined in the 1950s, when the Union was formed.
Since then, CAP has been reforming and adapting to new circumstances. Treaty on the Functioning
of the European Union defines the goals of CAP: stable (acceptable) prices of agricultural products,
growth, productivity and technological progress in agriculture, growth in farmers’ income and
supplying the common market. Factor analysis of the prices and production goals of CAP directly
or indirectly involves the following variables: prices of agricultural and industrial products, indices
of the prices of cereals, meat and milk, indices of the prices of agricultural products in France and
Great Britain, agricultural GDP and EU GDP. The analysis results come down to 2 factors. The first –
“internal factor” is a set of indicators homogenous in terms of greater impact of CAP on their trends
(the prices of agricultural products in France, income from agriculture, the prices of agricultural
products in EU and Great Britain and the milk price index). The second - “external factor” is made
of general and global indicators (cereals prices, EU GDP and prices in industry). Factor analysis has
confirmed high correlation of goals: production growth, productivity and technological progress
in agriculture as well as “reasonable” prices in agriculture. The analysis shows high correlation
between agricultural and industrial products, indices of the prices of cereals, meat and milk, indices
of the prices of agricultural products in France and Great Britain, agriculture GDP and EU GDP
(classified into internal and external factors). In general, the results of the factor analysis justify the
existence of CAP, while the EU budget support brings wider social benefits.
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INTRODUCTION
GENERAL APPROACH
The foundations of the Common Agricultural Policy were set by the European Community which
later grew into the EU. CAP has been continuously reformed, whereby the initial goals have been
adapted to new circumstances. Treaty on the Functioning of the European Union, in particular
Articles 38-42, define the scope, goals and the position of CAP in the EU. Article 38 pertains to
the following goals: productivity growth and technological progress in agriculture, increase in
farmers’ life standard, stabilisation of the common market and supply of the whole territory of the
Community, as well as one of the key goals - supplying consumers under “reasonable” prices.

1. LITERATURE REVIEW
Ackrill (2008 a) provides a synthesis of CAP evolution, while Moyer and Josling (1990), Kay
(1998), Swinnen (2008) and Swinbank and Daugbjerg (2006) analyse key reforms of CAP that have
unfolded in decades. Most authors find that the reforms are implemented in accordance with the
given internal and global circumstances. Regardless of frequent counterpositions, the reforms have
preserved the continuity of this common policy. Further, Baldwin and Wyplosz (2006) observe
CAP in the context of price and other support. Support instruments are also analysed by Grant
(2010), while the global aspects of CAP are analysed by Garzon (2007). Besides that, Ackrill does
the analysis of CAP in the context of EU budget support.
There arises the question: Does the EU budget support have an impact on the trends of the
fundamental economic indicators in the EU agriculture (and if yes, then how?), that is, to what
extent is the support to the EU agriculture justified? Therefore, the subject of research encapsulated
in this paper is the EU Common Agricultural Policy, and the paper directly or indirectly involves
the majority of the goals through the set hypotheses.
For example, the production and prices of agricultural products and food are key economic
indicators which explain the character of CAP in the context of achieving the set goals. There are
numerous researches in this field. For example, according to Robert Ackrill, the connection between
the budget and prices is a reality because “instruments of price support had a major impact on the
EU budget”. Ackrill (2008 b) finds that “the EC system of price support would also involve variable
import levies rather than fixed tariffs”. Prices as the key instrument of CAP are also analysed by
Popović (2016).
CAP is a current topic in the countries of the Central and Eastern Europe too, as well as in the
candidate countries for accessing the EU (Spasojević et al, 2018). Gorton et al. (2009) analyse the
regional aspects of CAP, whereas Tangermann and Banse (2000) deal with the CAP expansion on
a wider territory of Europe. Lovec and Erjavec (2012) analyse the “Big Bang” phenomenon in the
development and expansion of the EU CAP.
This research applies factor analysis. For these needs, a larger number of variables is used to assess
the CAP success. Statistical data involve the period from 2007 to 2016. They have been taken from
the EUROSTAT base. The period is relevant as it not only involves the pre-crisis year, but also the
crisis period (2008, 2009), as well as the period of economic stabilisation until 2016.

76

ECONOMICS

2. METHODOLOGY
Indicators from the agriculture sector, variables from other sectors (industry) and indicators
relevant for the whole Union will be used in statistical and econometric analysis.
It is about the following variables: (a) the prices of agricultural products are the main goal of
CAP, (b) index of the prices of industrial products (industrial prices have an impact on inputs in
agriculture), (c) indices of the prices of cereals, meat and milk as the key nutritional products, (d)
indices of the prices of agricultural products in France and Great Britain, (e) agriculture GDP that
expresses the value of agricultural production and is connected to productivity growth, as well as
(f) total EU GDP as the representation of the size of the European market.
The multivariate factor analysis used is a set of statistical-mathematical procedures which can
determine the connection between the observed phenomena (variables), whereby growth in
the number of variables brings about an increase in the need for knowing their structure and
interrelations. Analysis is the principal methodological framework of econometric modelling.
Models in the narrow sense mostly belong to the set of multivariate models although they can
include univariate autoregressive models as well. This paper makes use of the PCA technique based
on variances with a reduction in the problem dimension and keeping the maximal variability
possible. The initial variables are transformed into linear combinations of the original variables in
order to include the greatest part of the variance of the original variable set possible.
Factor analysis is implemented in four steps: an estimation of justification of factor analysis,
separation, factor rotation and calculation of factor scores. In principle, this analysis is the technique
of reducing the amount of data by reducing the original variable set to a set of small number of
factors, whereby another, not directly visible dimension is identified. Hence the choice of this
method is optimal for the assessment of the complex EU CAP.
Reduction in the number of variables facilitates the interpretation of the solution. Variants (factors)
are formed in order to maximise the explanation of the whole set of variables, not to predict the
dependent variable (or variables). Stock and Watson (1998, 2002) researched factor analysis and
estimates of macroeconomic variables. Efficiency of dynamic factor models has been improved by
means of software solutions in the form of SPSS and further progress which has been confirmed
by Kapetanios and Marcellino (2004), while Forni et al. (2015) base their estimates on spectral
analysis.
In its form, factor analysis model is represent as follows:
(1)
where:
Xi - i-standardized variable,
Aij - standardized quotient of multiple regression of the variable “i” to the common factor “j”,
Fj - common factor “j”,
Vi - standardized regression quotient of the variable “i” to “unique” factor “i”,
Ui - “unique” factor for the variable “i”,
m - the number of common factors.
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Each variable is a linear combination of separated factors (Fj) and part of the “unique” factor for
every variable (Ui).
Common factors can be expressed as linear combinations of the observed variables, that is:
where:
Fi - estimation of i-factor,
Wi - weight or factor “score” quotient,
k - the number of variables.

		

(2)

Econometric models in the narrow sense mostly belong to the set of multivariate models. Kollo and
Rosen (2005) observe econometric models as univariate and multivariate. Hwang and Yoon (2006)
see them as ideal for the integration of intuitive and statistical estimation models.
Most importantly, these types of analyses are used for researching the question of whether
independent variables explain a significant part of the variability of dependent variables (whether
they exist and what the connection intensity is), that is, to determine the part of variability of the
dependent variable which has been explained in terms of one or more independent variables. The
beginning of the multivariate factor analysis process is followed by statistical models that precede
the factor analysis.
As has been said, the starting point in this research is the claim that the goals of the EU CAP
offer long-term production and price stability of agricultural products and food. The economic
justification of the CAP support from the EU budget and other funds is proved thereby.

3. THE EU CAP KEY INDICATORS TREND: FACTOR ANALYSIS
All variables are being analysed, without determining dependent and independent variable(s). The
variables are represented in the following table:
Table 1. Main components – variables
Years

*X1

*X2

*X3

*X4

*X5

*X6

*X7

*X8

*X9

2007

92

113

112

100

110

121

97

12.994

50

2008

94

120

110

102

106

120,3

124

13.068

53

2009

93

97

76

102

75

78,9

90

12.312

36

2010

96

100

100

100

100

100

100

12.829

45

2011

99

111

135

107

123

135

145

13.202

56

2012

102

107

146

109

135

143

150

13.463

60

2013

102

120

131

114

117

130

153

13.577

56

2014

102

122

114

115

103

114

120

14.044

53

2015

100

102

111

115

102

107

103

14.797

50

2016

99

96

102

116

102

97

101

14.904

44

*X1 - Industry price index EU 28, X2 - Milk price index EU 28, X3 - Agricultural product price
index EU 28, X4 - Cereals price index EU 28, X5-Agricultural GDP index EU 28 , X6- Agricultural
product price index - France, X7- Agricultural product price index – Great Britain, X8- EU GDP
Billion Euros, X9-Total agricultural production EU 28 Billion Euros
Source: Eurostat, 2018.
For the conduct of Factor analysis, the software SPSS IBM, version 23 and the method of Main
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Components Analysis are used. Analysis of descriptive measures shows that the EU GDP has the
highest average value, followed by Total agricultural income, then the indexes of Agricultural
product price in Great Britain (118) and France (115) etc. Similarly, the first two variables (EU
GDP and Agricultural income) have the highest standard deviation, followed by Great Britain (24),
Agricultural product price index (20), then Agricultural product price index in France.
The correlation matrix shows the values of Pearson’s quotient of the correlation between all the
variables (Table 2).
Table 2. Correlation Matrixa

Correlation

Icind

Icmilch

IcPP

Iccereals

Icind

1,000

Icmilch

,235

1,000

IcPP

,633

,517

1,000

Iccereals

,857

,085

,335

1,000

GDPpp

IcppFranc

IcppGBrit GDPEU

GDPpp

,518

,432

,974

,233

1,000

IcppFranc

,447

,636

,967

,145

,956

1,000

IcppGBrit

,669

,594

,889

,327

,815

,860

1,000

GDPEU

,603

-,089

,201

,864

,180

,039

,029

1,000

UppEU

,578

,681

,961

,288

,920

,968

,857

,182

UppEU

1,000

Sig. (1-tailed)

Icind
Icmilch

,257

IcPP

,025

,063

Iccereals

,001

,407

,172

GDPpp

,063

,106

,000

,259

IcppFranc

,098

,024

,000

,345

IcppGBrit

,017

,035

,000

,178

,002

,001

GDPEU

,033

,404

,289

,001

,309

,457

,469

UppEU

,040

,015

,000

,210

,000

,000

,001

,000

a. Determinant = 3,109E-11
Source: Authorꞌs calculations

,307

It can be seen that the Agricultural GDP is in the strongest correlation with IcPP in the EU (0.947),
that is, the value of agricultural production has the greatest correlation with the price trend in
agriculture on the EU level. The correlation between the Agricultural product price index in France
and the EU IcPP is 0,967. The correlation between the Agricultural product price index in France
and the Agricultural GDP is 0,956 etc.
Correlation quotients confirm the hypotheses that the Agricultural GDP is affected by the prices of
agricultural products and food, that is, price growth influences higher agrarian revenue.
In the second case, the quotient of correlation shows the great influence of the prices of French
agriculture over total prices in the EU, which is characteristic for a country which is the agrarian
leader in the Union.
The third correlation confirms a strong bond between the Agricultural product price index in
France and the Agricultural GDP in the whole EU. Therefore, the total agricultural income of the
EU depends on the prices of agricultural products in France.
Tests to justify the application of factor analysis are Bartlett’s test and KMO statistics. The first test
is based on Chi-square statistics. For Sig. = 0,000 the null hypothesis is rejected. For KMO statistics
the rule applies that if the value is higher (than 0,5), the use of factor analysis is recommended. The
value of KMO statistics is 0.428 (limit of acceptability). In the common variability of all variables
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there are no major discrepancies.
Total Variance Explained analysis shows that the percentage of the explained variable for two
factors is 87% (table 3).
Table 3. Total Variance Explained (Extraction Method: Principal Component Analysis-PCA)
Comp.

Initial Eigenvalues
Total

% of
Variance

Extraction SS Loadings

Rotation SS Loadings

Cumulat.
%

Total

% of
Variance

Cumulat.
%

Total

% of
Variance

Cumulat.
%

1
5,659
62,882
62,882
2
2,166
24,068
86,950
3
,645
7,164
94,113
4
,420
4,666
98,780
5
,062
,688
99,467
6
,028
,311
99,778
7
,018
,199
99,977
8
,002
,022
99,998
9
,000
,002
100,000
Source: Authorꞌs calculations

5,659
2,166

62,882
24,068

62,882
86,950

5,162
2,663

57,360
29,590

57,360
86,950

It is noticeable that after the second factor the characteristic values gradually decrease and therefore
two factors are selected.
Table 4. Original (initial) factor weights
Component
1
2
IcPP
,974
UppEU
,966
IcppFranc
,932
-,322
GDPpp
,919
IcppGBrit
,915
Icind
,731
,580
Icmilch
,618
-,354
GDPEU
,877
Iccereals
,470
,859
Source: Authorꞌs calculations
For the selected factor weights greater than 0,3 some fields are blank. Based on the values shown, it
is difficult to single out only some of the variables which best explain the individual factors.
For these reasons, the factor rotation method is applied.
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Table 5. Factor rotation - Rotated Component Matrixa
Component
1
2
IcppFrancuska
,985
UppEU
,960
IcPP
,944
GDPpp
,915
IcppVelikaBrit
,905
Icmlijeka
,706
Icžitarica
,973
GDPEU
,925
Icind
,459
,813
Extraction Method: Principal Component Analysis. Rotation Method: Varimax with Kaiser
Normalization. a. Rotation converged in 3 iterations.
Source: Authorꞌs calculations
After the rotation a factor matrix is obtained. For every factor, high values of factor weights
associated with a small number of variables are allocated. Variables: Agricultural product price
index in France, Total agricultural production of the EU, Agricultural product price index,
Agricultural GDP, Agricultural product price index in Great Britain, Milk price index have high
weight quotients with the first factor. Similarly, variables: Cereals price index, EU GDP, Industry
price index, are distinguished by high weights with the other factor.
The squares of correlation quotients are the proportions of variance of certain variables attributed
to the influence of a given factor. For the first factor we have: 0,982 = 0,9604 = 96,04%, 0,9602 =
92,16%, 0,9442 = 89,11%, etc. For the second factor we have: 0,9732 = 94,67%, etc.
Conclusion: the first factor explains 96,04% variance of the Agricultural product price index in
France variable, 92,16% variance of the Total agricultural production in the EU variable, 89,11%
variance of the Agricultural product price index variable, 83,72% variance of the Agricultural GDP
variable, 81,90% variance of the Agricultural product price index in Great Britain variable, 49,84%
variance of the Milk price index variable.
The second factor explains: 94,67 variance of Cereals price index variable, 85,56% variance of EU
GDP variable, 66,10% Industry price index.
Based on the results of the analysis, the following interpretation is possible: the first factor relates
to internal influences, that is, internal factors, because Agricultural product price index in France,
Total agricultural income, Agricultural product price index, Agricultural GDP, Agricultural product
price index in Great Britain and Milk price index are under great influence and jurisdiction of CAP.
That is, the CAP measures can influence the value of the aforementioned indicators.
The second group, that is, the second factor are the external factors which include: EU cereals
price index (affected by world prices), then EU GDP (aggregately reflects the size of the common
market of the EU as a global economic actor), and the Index of industry prices which influence the
inputs in agriculture. Apart from partially influencing the production of cereals, EU CAP has no
significant influence on the majority of the indicators from external (second) factors.
Component Score Coefficient Matrix analysis shows the coefficients (scores) by which the original
variables are multiplied. Both the first and the second factors have high values of coefficients related
to the mentioned variables.
Therefore, by applying factor analysis procedure, a greater number of original variables is reduced
to 2 factors, which maximally “summarise” characteristic information about the observed variables.
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4. DISCUSSION
Common Agricultural Policy is the fundamental common policy of the EU. The European Union
has set explicit CAP goals, where stable and “acceptable” prices, the growth of production and
productivity in agriculture etc. are emphasised.
The Union applies various measures and uses a number of instruments to support agriculture
and food production. The measures are implemented by the EU institutions as well as national
governments but under communitarian jurisdiction.
A correlation between key economic variables and CAP goals has been demonstrated as an
objective within the research subject – justification of support from the EU budget for the needs of
CAP. Factor analysis starts from the variables: agricultural product prices, industrial product price
index, indexes of cereals, meat and milk prices, agricultural product price indexes in France and
Great Britain, agricultural GDP and EU GDP. Results of factor analysis: Agricultural GDP is in the
strongest correlation with Agricultural production price (0,974) etc. Agricultural product prices
(0,989) and Agriculture GDP (0,982) have the greatest variability. KMO statistics test is 0,459 and
is on the verge of acceptability of factor analysis use.
According to Total Variance Explained, two factors stand out and the percentage of the explained
variance is high and is approximately 80% (79,2%).
As it was impossible to single out the variables which best explain individual factors, factor “rotation”
was performed. Rotated Component Matrix shows that Growth (0,966) has a high weight quotient
with the first factor. Variables Agricultural production prices (0,981) and Agriculture GDP (0,0979)
have high weight quotients with the second factor.
Initial variables are “reduced” to 2 factors (first and second).
The first factor or the so-called internal factor, is a set of indicators which are homogenous in terms
of the possibility of direct impact of CAP measures on their trends (agricultural product prices in
France, GDP, that is, the agricultural income, agricultural product prices in the EU, agricultural
product prices in Great Britain and Milk price index).
The second factor is the so-called external factor consisting of other general and global indicators
(cereals prices, EU GDP and prices in industry).

CONCLUSION
Factor analysis confirmed the theory that the goals of CAP, such as the growth of production,
productivity and technological growth in agriculture, as well as the so-called reasonable prices
in agriculture, are generally realised. Hence the support for agriculture, to which most of the EU
budget is allocated, is economically justified.
Thus, according to factor analysis results, CAP goals and support are economically justified, as
evidenced by high correlations between the variables: agricultural and industrial product prices,
indexes of cereals, meat and milk prices, agricultural product price indexes in France and Great
Britain, agricultural GDP and EU GDP (classified into 2 groups – internal and external factor).
That is, factor analysis results justify high financial allocations from the EU budget. The realisation
of CAP goals does not generate only economic benefits. Along with them, the agricultural condition
reflects on the social sphere and other areas of social cohesion.
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ABSTRACT
Sustainable tourism implies establishing a positive relationship and link between tourism
development and environmental protection, i.e achieving a full harmony between economic and
environmental interests. Tourism that is based on respect for ecological interests can ensure the
constant maintenance of balance in the natural environment and tourism development. Building a
private accommodation association, as one of the aspects of sustainable tourism, ensures the longterm sustainability that is needed for the destination of Budva, due to the large number of problems
it encounters, starting from the gray business zone to the very poor quality private accommodation,
which is higher than in basic accommodation, which should be the basis of tourism development.
In view of the given problem, the subject of research of this paper is the direction in which the
receptive factors in the destination of Budva should be developed, with reference to the basic and
complementary accommodation units.
The aim of the research is to provide a solution for the currently unfavorable receptive situation
in the destination, with special focus on diffused and integral models of private accommodation.
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sustainable development, TBL model, carrying capacity model, diffused and integral hotels.
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INTRODUCTION
In the literature sustainable tourism is defined as a positive approach that aims to diminish the
tensions which are the result of the complex interaction between the tourism industry, the visitor,
the environment and the society. Sustainable tourism implies establishing a positive relationship
and link between tourism development and environmental protection, i.e. achieving a full harmony
between economic and environmental interests. Tourism that is based on respecting the ecological
interests can ensure a constant balance in the natural environment and tourism development.
Creating a private accommodation association as one of the aspects of sustainable tourism, could
ensure a long-term sustainability that is needed for the destination Budva, considering the large
number of problems it encounters, starting from the gray business zone, the quality of private
accommodation, the number of private accommodation in relation to basic accommodation which
should be the basis of tourism development.
Considering on the given problem, the subject of research is in what direction the receptive factors in
the tourist destination Budva should be developed, with reference to the basic and complementary
accommodation units.
The aim of the research is to provide a solution for the currently unfavorable receptive situation in
the destination.

1. RECEPTION FACTORS
Reception factors represent the division of accommodation capacities in one destination and are
divided into the following segments:
Basic accommodation units are consisting of hotels, tourist resorts, motels and pensions
Complementary accommodation units are consisting of campsites, rooms and houses for renting
1.1. BASIC ACCOMMODATION CAPACITIES
Hotels represent the main part of basic accommodation facilities and provide accommodation,
food and drink services. Hotel signify an object operated by a caterer or a person who, under the
conditions prescribed by the law for caterers, can perform this type of catering business.
Dobre (2001) points out that according to the purpose, hotels are divided into three key groups:
City hotels are located in administrative and commercial centers and are intended for business
people and travelers
Tourist hotels are located in tourist resorts and are intended for accommodation of tourists
Excursion hotels are intended for excursionists and are located in a recreational areas
Hotels vary by the type of service:
Hotels that are offering bed and breakfast
Hotels that are offering bed and full board service
Other accommodation facilities that provide accommodation and meals are as follows:
Motels are located next to the main roads and provide accommodation and meals
Tourist settlements are catering facilities that provide accommodation and a food preparation
service and are mostly built as more buildings in one space
Pensions are located in tourist places and provide accommodation and meals for a longer period
of time
Resorts are facilities that are intended for rest and recreation and provide accommodation and food
services
Hostels are offering an affordable price and are intended for younger people
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1.2. COMPLEMENTARY ACCOMMODATION CAPACITIES
Complementary capacities strongly influence the volatility of the total destination offer.
The complementary accommodation facilities include the following segments:
Private accommodation is a term that indicates accommodation capacities owned by individuals.
Private accommodation includes accommodation units such as apartments, rooms, holiday
homes…
Camps represent tourist settlements where tourists can rent campsites with accompanying amenities
In order to develop a destination in the direction of the tourist destination, it is necessary to have
a smaller number of complementary accommodation capacities, and a larger number of basic
accommodation capacities.

2. SUSTAINABLE TOURISM
Nowadays, many tourist destinations are developing rapidly, wanting to achieve only economic
benefits, forgetting about natural and cultural resources, unwittingly destroying and polluting it.
For this reason, it is necessary to develop tourism based on sustainability. The contribution of
tourism to sustainable development is also great, in terms of the growth of economic factors and
raising the standard of living.
Swarbroke (1999) defined as a shape of tourism which must fulfills needs of tourists, tourism
industry and host population without compromising the ability of future generations to achieve
their own needs for a normal daily life functioning.
Sustainable tourism needs to make a balance between economic, natural and socio-cultural
factors in one destination. The World Tourism Organization (UNWTO) believes that sustainable
development can be applied to all forms of tourism and in all tourist destinations.
Cernat and Gourdon (2007) take into account similar factors, such as tourism-related factors :
economic sustainability (tourism assets, tourism activity, linkages and leakage effects), influence of
basic infrastructure and environmental and social sustainability..
UNWTO (2013) pointed out that sustainable tourism should not be treated as a particular element
of tourism, as a set of niche products, than a condition of the tourism sector as a whole, which
should work to become more sustainable.
Authors of Heland project, University of Malta (2015), quality assured through sustainable tourism
clarifies as valuable experience for visitors, in the context of improving quality of daily life of local
population and taking into consideration importance of natural resources.
2.1. TRIPLE BOTTOM LINE AS A SUPPORT FOR THE DEVELOPMENT OF
SUSTAINABLE TOURISM
Jegdić (2011) claims that the TBL approach is a consideration of the environmental, economic and
social consequences for companies and their stakeholders (Figure 2). By using TBL approach we
can enable efficiency and improvement of relations among the stakeholders. With this approach,
we identify the roles of internal stakeholders, governments and business associations.
The necessity of integrating TBL approach into the process of strategic planning of tourist
organizations is emphasized, as an asset that contributes to the promotion of sustainability in
tourism business. Outcomes include transparency and accountability which are necessary to
demonstrate to the stakeholders and government, that represent a socially responsible business of
a tourist entity [Jegdić, 2011].
The triple bottom line measures the success of an organization or society that can be economic,
environmental and social. The TBL model enables the calculation of costs in given segments, making
business decisions, planning and reporting, where all the responsibility is based on stakeholders.
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By applying a TBL model in one organization, worker behavior and the selection of indicators are
harmonized, the adoption of the appropriate system for TBL calculation and monitoring of results, as
well as dealing with the costs of TBL implementation. The development of TBL strategies, activities
and indicators includes cooperation among the stakeholders. Companies must understand, identify
and evaluate how their activity affects the stakeholders, what are the main interests / issues of the
stakeholders and ensure that their positive initiatives are recognized.
2.2. THE CARRYING CAPACITY OF A TOURIST DESTINATION
UNWTO defines the carrying capacity of a tourist destination as the maximum number of people
who can visit a tourist destination in the same period without causing harmful consequences for
the physical, economic and socio-cultural environment and without unacceptable decrease in
the quality of tourist satisfaction. Carrying capacity is crucial for environmental protection and
sustainable development. There are four types of carrying capacity:
Physical carrying capacity is characterized by the number of inhabitants and visitors in one place, i.e.
the number of tourists who can be accommodated in one area, the acceptable level of concentration
at the key locations, utilization intensity of capacities, and the traffic infrastructure
The environmental carrying capacity refers to the number of tourists who can stay in the destination,
while at the same time there is no negative impact on the environment, then the level of pollution
in a tourist destination where ecological systems are maintained without causing more damage,
preservation of cultural and historical objects, acceptable water and air pollution, noise...
Cultural carrying capacity means the level of tolerance of the local residents / tourists in relation to
the presence of other tourists, i.e. not endangering of the cultural identity of the local community
Economic carrying capacity refers to the number of tourists who can stay in the destination, without
a negative impact on the economy of the local population, i.e. the level of tourism that provides
economic benefits, without some negative effects
Carrying capacity refers to the number of tourists who, under certain conditions, can stay in a
destination without undesirable consequences for the environment and the quality of visitor
experience, and the satisfaction of the local community [Jegdić, 2011].
Pasinović (2006) points out the following factors which determine the maximum of carrying
capacity:
Local factors imply destination ability to accept a certain number of tourists, the impact of tourists
on destination culture, economic benefits from tourism, political support /obstruction of tourism
development, competitiveness of destination in relation to natural and tourist resources
External factors characterize the social side of the tourist - difference between the cultural and
social environment of the local population and tourists will cause changes in the environment
Other factors, such as planning, management, standards and parameters that certainly have an
impact on the limit of carrying capacity
As each destination aims to develop tourism in a sustainable way, it is necessary to stop the
destination’s exposure to some serious changes.
2.3. MAXIMUM RECEPTION CAPACITY OF THE DESTINATION
Accelerated growth and development of tourism in the destination Budva had a negative effect
on natural resources by excessive and unplanned building of complementary accommodation
capacities, what is an indication of the unsustainable development of the destination. The maximum
accommodation capacity of the destination Budva is shown in the following examples:
1. Seasonal concentration of tourists

88

ECONOMICS

Table 1. Seasonal concentration of tourists 2016.
Months

Arrivals

Overnight stays

January

(4.557)

(13.628)

February

(4.583)

(11.010)

March

(8.081)

(18.054)

April

(23.970)

(62.486)

May

(44.461)

(182.567)

Jun

(83.577)

(539.141)

Jul

(203.525)

(1.391.651)

August

(265.194)

(1.839.561)

September

(127.038)

(824.870)

October

(25.900)

(88.327)

November

(7.331)

(18.810)

December

(8.254)

(14.812)

TOTAL

(806.471)

(5.004.917)

Source: Monstat.

According to official data from the Monstat in 2016., 806,471 tourist arrivals and 5,004,917 overnight
stays were recorded. In the period of the main season in June, July, August and September, 679,334
arrivals were realized, which is 84.23% of the total amount of arrivals, and the number of overnight
stays is 4,595,223, which is 92% of the total number of overnight stays.
From the above data we can conclude that the seasonal concentration of tourists in the months
of the main season exceeded all the limits of endurance, so that is an alarming situation for the
destination, and urgent measures must be taken to solve this problem.
2. Number of tourists and parking capacity
Since the destination does not have enough developed air traffic and connectivity, most of the
tourists come by a car, which causes enormous crowds in traffic, as well as the lack of parking
places. The following table shows parking places in Budva.
Table 2. Location and number of parking places
Location of parking space

Number of parking spaces

Jat

(55)

Zeta movie

(85)

Exponat

(105)

Kindergarten

(25)

The post office

(80)

Municipality

(75)

Slovenian beach

(350)

Garage TQ Center

(230)

Mediterranean street

(55)

South Boulevard

(80)

Hotel Palas

(150)

Hotel Oliva

(220)

The post office Petrovac

(60)

TOTAL

(1.570)

Source: Knežević, A. (2017), Master thesis - Maximum reception capacity as a key factor of
sustainability of the tourist destination, Budva.
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In August 2016. the number of tourists who visited Budva is 265,194, that is 8,839 tourists daily.
If every fourth tourist comes by car, it is required demand for 2,210 parking spaces. According to
Knežević (2017) the total number of parking places in the Municipality of Budva is 1,570 places,
what is 29% less than the required parking places. Considering the demand of the local population
for parking places, a significant parking deficit is evident.
3. Relation of accommodation capacities and local population
The ratio of the number of beds and the number of inhabitants seems even more unfavorable.
Municipality of Budva has more beds for rent in relation to the number of inhabitants. Destinations
that develop tourism should have a ratio of the number of beds 1.5: 1 in relation to the number of
inhabitants.
The number of registered accommodation capacities in the Municipality of Budva in 2016. is
58.213, while the number of inhabitants is 20.523. By correlating these two amounts, we get a ratio
of 2.84:1, which is a higher than it should be and represents an unsustainable development.

3. MODERN MODELS OF ACCOMMODATION MANAGEMENT
The integration of private accommodation into diffused or integral hotels is one of the key activities
and is carried out with the aim of creating a new tourist product in the destination, development
and improvement of the quality of accommodation units, joint market advancement and market
recognition, increasing the number of employees and strengthening competitiveness.
The following table shows the differences between diffused / integral hotels and complementary
accommodation.
Table 3. Differences between diffused / integral hotel and private accommodation
DIFFUSED OR INTEGRAL HOTEL

PRIVATE ACCOMMODATION

Business throughout the year

Seasonal business

Reception

Reception of guests on the “home threshold”

Engagement about the free time of guests

Guests get everything they need, without
additional engagement on activities

Authenticity of accommodation

The appearance of the accommodation
depends on the owner’s style

Encouraging the local population to engage in
tourism

Unhealthy competition

Impact on the development of the
environment

Own development

“Selling” the whole destination

Sells its services and products

Source: https://www.dura.hr/user_files/dura/TZ%20-%20DIFUZNI%20HOTELI.pdf
The development of diffused / integral hotels influences the entire community and produces
economic effects on the economy. Therefore, in order to deal with the quality of the already
existing private accommodation in Budva, as well as accommodation in the gray business zone,
it is necessary to form the association of accommodation owners and organise diffuse / integral
hotels within the settlement.
The following table shows the difference between integral and diffused hotels.
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Table 4. The difference between diffused and integral hotels
DIFFUSED HOTELS

INTEGRAL HOTELS

SERVICES

• Accommodation
• The breakfast
• Other catering services

• Accommodation
• The breakfast
• Other catering services

DESCRIPTION

•3 and more buildings in one settlement
•Located in old, traditional historical,
rural - urban
structures, decorated and furnished in a
traditional way

• 3 and more buildings / facilities in one
settlement, previously categorized and /
or classified

COMMON FEATURES

• Reception hall with reception desk
• A common room for a stay
• Accommodation units
• A common sanitary facility
• Other tourist catering facilities

• Reception hall with reception
• Shared living room
• Accommodation facilities in at least 2
separate buildings
• A common sanitary facility
• Other tourist catering facilities

ACCOMMODATION
UNITS

• Rooms
• Hotel suites
• Family rooms
• Studio apartments
• Apartments

• Rooms
• Apartments
• Condominium apartments
• Houses

Source: https://www.dura.hr/user_files/dura/TZ%20-%20DIFUZNI%20HOTELI.pdf
The main difference between the diffused and the integral hotels is that diffused hotels are located
in traditional-historical buildings, furnished in a traditional manner.
According to the data of the Secretariat for ecomony Budva, the following graph 1 shows the total
private accommodation in Budva
Graph 1. Private accommodation capacities in tourist destination Budva

Source: Authors’s own research.
After completing the offer of accommodation capacities in private accommodation, European
Union (2013) claims that it is necessary to make a proposal for conceiving diffused and integral
hotels, which should contain the following:
Joint management
Presence of common rooms for hotel guests
Offer of hotel services (reception, breakfast, cleaning ...) and logistics for guests
Host community presence - guests integration into the socio-cultural environment of the destination
Reasonable distance between guest units and common rooms
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3.1. THE MODEL OF NETWORKING PRIVATE ACCOMMODATION IN DIFFUSED
HOTELS
Dragicevic and Letunic (2015) stated that the crucial advantage of diffused hotels is that the
components of the tourist product are arranged in different properties located in the same town.
Furthermore, the diffused hotel must be in predominantly urban, historical, but also rural-urban
structures and buildings, arranged and equipped in a traditional manner. It is a functional whole in
the area of a settlement consisting of three or more functionally connected buildings fitted into the
local environment and lifestyle.
The following picture shows an example of the creating a diffused hotel in the settlements Old
Town (280 beds) and Gospoština (240 beds) that have a total of 520 beds for rent.
Figure 1. Google map view: An example of a diffused hotel model in the tourist destination
Budva

Source: Authors’s own research.
The settlements Old Town and Gospoština are the only ones that have old traditional-historical
buildings in Budva, which are included in the concept of diffused hotels, and because of the smallest
number of accommodation capacities and proximity, their integration is recommended. In order to
meet the technical conditions, the diffused hotel must have the following:
The architectural and artistic value of the historic core of the city and the value of the natural and
cultural resources of the area, and the attractive environment (the sea, other natural beauties and
cultural sights), which these settlements already possess
Existence of a central building of a diffused hotel, where can be located a reception, a common
room for guests stay, and other technical facilities, so it can be in the former building of Jat airline
Creating the model of diffused hotels can bring the following benefits:
Adequate and affordable adaptable capacities in the off-peak season, which will enable the extension
of season and the possibility to offer tourists a longer stay in cultural and entertainment attractions
Joint market presence, which will reduce the costs of promotion and distribution
3.2. THE MODEL OF NETWORKING PRIVATE ACCOMMODATION IN INTEGRAL
HOTELS
Galičić (2017) points out that an integral hotel is an object where the caterer provides accommodation
services and breakfast in shared facilities, in catering facilities and / or facilities of other caterers and
/ or renters, who joined together. An integral hotel is a functional unit in three or more buildings
or parts of buildings in one settlement. Buildings or parts of the hotel buildings can be distributed
throughout the settlement between objects of other purposes.
Catering facilities in which catering services are provided can be separated by public or shared
surfaces.
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For all other areas in Budva, it is recommended to organise integral hotels, because it is mainly
about accommodation in residential buildings and houses:
Prijevor and Seoce
Bečići and Rafailovići
Velji Vinogradi and Maine
Lazi and Podmaine
Jaz and Lastva
Vidikovac and Komoševina
Sveti Stefan, Pržno and Kamenovo
The following picture shows the example of an integral hotel in the settlements Bečići (2500 beds)
and Rafailovići (2900 beds), which have the largest number of beds for rent, in total 5400 beds.
Figure 2. Google map view: An example of an integral hotel model in the tourist destination
Budva

Source: Authors’s own research.
An integral hotel in the area of Bečići and Rafailovići must have the following items fulfilled:
Reception hall with reception and a common room for stay, which is recommended to be on Bečići
boulevard
Breakfast can be arranged at nearby cafes and restaurants
In case of a longer distance, it is necessary to arrange transportation for guests, from reception to
accommodation
Maintenance of the environment and buildings
Providing other services to the guests
Pre-categorized accommodation that depends on the target tourist groups

CONCLUSION
The global expansion of massive tourism causes pollution and saturation in tourist destinations,
and damages heritage such as culture, tradition, customs and lifestyle. The center of interest in
current tourism is the prevention and modification of these phenomenons. Modern tourism
requires organizational approach to the problems, where the theory of sustainable development
plays an important role.
Networking accommodation capacities in the hotel industry, especially if we are talking about
integral and diffused hotels, i.e. the improvement of the complementary part of the accommodation
also means overcoming gray business zone in the tourist destination Budva. Interdependent
companies must work together to achieve more successful goals, such as market recognition and
extension of the tourist season, which is one of the biggest problems in the destination.
Implementation of this strategy is a long-term process that continuously manages changes in the
organizational structure of accommodation capacities. It is possible to create a more balanced
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occupancy and better cooperation with tour operators, who are an important aspect for filling
accommodation capacities. By networking the accommodation offer, a large number of efficient
strategic benefits can be provided, so it is an excellent method for differentiating the offer from
competitive strategies and models.
Relying on the strategy of Croatian tourism development, where the strategy of diffused and
integral hotels has already been revived, as the best solution for overcoming the problem of a large
number of complementary capacities in relation to the basic ones, I consider that all destinations
within Montenegro that have problems with complementary accommodation, need to turn to this
long-term sustainable strategy.
More than half of the accommodation capacities in Montenegro belongs to this category, so it is
a red alarm to undertake activities for merging and shaping such a product that would satisfy the
needs of the local population in terms of higher employment, as well as meeting the needs of the
target groups in terms of quality of accommodation, and on the other hand it would close the area
for illegal construction and accommodation owners.
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ABSTRACT
The subject of this research are the demographic trends and the educational system of the
Republic of Srpska. The aim of the research is to define the concepts required to comprehend the
demographic trends and to explore their implications for the educational system of the Republic
of Srpska. In order to establish sustainable development in the Republic of Srpska, education
being a key component therein, it is necessary to perceive its demographic resources in order
to create an educational system. By means of empirical research with a presentation of results
through factor and cluster analysis, generated quantitative and qualitative indices of demographic
resources, particularly in the educational system. The Republic of Srpska as a whole belongs to type
D, featuring poor demographic resources and characteristics, as well as prominent demographic
disparities regarding spatial development. However, in order to increase the coverage, relevance
and efficiency of completion of the education process, it is necessary to determine the strategic
commitments to be accomplished together with certain quantitative demographic indicators of
the achievement level (educational coverage of different generations). Demographic changes will
pose a major challenge for policy makers and to the society in general across the upcoming decades
and will require shaping new economic, tax, health, pension, educational, social, family and other
policies that affect demographic changes. The research endeavour in this paper focuses on that very
aspect, together with the respective applicative capabilities.

Keywords:
demographic resources, educational system, school network
JEL: I2, J1
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INTRODUCTION
In addition to its previously mentioned subject, the purpose of this paper is to answer several
specific questions: To what extent do demographic trends dictate a decrease in the number of
pupils and students in the Republic of Srpska? How can the educational system maintain economic
viability, given the continuous decline of pupils and students while experiencing the same number
of (or even more) teachers? How to rationally utilise the excess space in the educational system
facilities resulting from the decrease in the number of pupils and students? How can the use of
modern technologies assist in rationalising the cost of teaching?
The consequences of negative demographic processes in the Republic of Srpska are reflected in
the creation of population-limiting frameworks in education, in the formation of the working
contingent, in low economic activity and low levels of development. Therefore, speaking in terms of
space, the majority of municipalities/cities in the Republic of Srpska belongs to the demographically
jeopardized area.
The aim of this research is to evaluate the demographic resources of the municipalities/cities of
the Republic of Srpska by means of demographic indicators, given the distinguished demographic
trends, and then to consolidate the consequences of demography in the educational system of the
Republic of Srpska.
For more than two decades, there has been a steady decline in the overall population of the Republic
of Srpska as a result of natural depopulation, insufficient fertility level to replace generations of
emigrants, as well as aging population. The aforementioned reasons are the result of continuous
demographic changes occurring in the past, only to be intensified at the end of the 20th and in early
21st century.
Dominant negative demographic trends of fertility decline in Srpska, natural and total depopulation,
negative migration balance, as well as very prominent aging of population have influenced the
emergence of an increasing number of demographically exhausted and extinct settlements.
The development of the population of the Republic of Srpska with its very diverse spatial
characteristics is ailed by the issues that lead to undesirable demographic, economic and social
consequences. There are great variances in the level of population recovery in individual areas
(municipalities and cities), which is a direct consequence of different trends, such as birth rates and
death (mortality) rates, as well as of internal and external migration, which depends on economic,
social, cultural and educational development.
Adverse demographic processes have led to a decrease in educational, and thus in human assets,
as the foundation of socio-economic development. In highly depopulated areas, only a small
population remained living in unfavourable prospects (biological, educational...), which is a
limiting factor for further development.
The transformation of society towards a knowledge economy requires more radical changes in
education of the Republic of Srpska.
The countries and economies that feature the so-called post-demographic transition (‘’second
demographic transition’’) suffer from low fertility rates, near completion of demographic transition
resulted in the dominance of the elderly population, with less than 45% of the population aged
under 30 (in Bosnia and Herzegovina, that percentage is 35%, in the Republic of Srpska, it is 33%),
and up to ¼ population aged over 60 (in Bosnia and Herzegovina - 20%, in the Republic of Srpska 25), this indicates the existence of the so-called mature population structure which is unfavourable
for economic growth and development.
Speaking of the developed countries, the demographic transition has played an important role in
the emergence of modern growth, as it has enabled economies to convert much of their capital
accumulation and technological progress into per capita income growth.
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1. METHODOLOGICAL FRAMEWORK OF RESEARCH
The methodology of this paper is based on GIS analysis in deriving the Demographic Resources
Index (ider). The paper includes the Demographic Resources Index derived from demographic
variables referring to population structure.
A methodological framework for calculating the Demographic Resources Index was proposed by
Nejašmić and Mišetić (2010), whereas the procedure for its implementation will be elaborated
herein.
An important component for applied demographic research is the source of data, that is, highquality foundations for geographic information system (hereinafter referred to as GIS). It is crucial
to establish continuous data sources that are minimally dependant on the census.
A combination of multi-method research is the preferred mode of operation in demographic
analyses. It is a condition where a method is dependent on another, all for the purpose of an effective
research concept (McKendrick, 1999).
Technological developments have also led to the development of GIS, which has greatly expanded
the possibilities and scope of demographic analysis and the application of research results.
Demographic analyses can be performed at several spatial levels (in our case - the level of the
Republic of Srpska and at the lower level encompassing various municipalities and cities).
According to the above methodology, the calculation of the Demographic Resources Index includes
two basic components: the demographic index (idem) and the education index (Io), as well as the
population as a correction coefficient.
This demographic research is based on the interconnection between GIS and demographics. In
addition to the high-quality data collected, the research plan also included a methodological
approach (empirical assessment) and the establishment of a space-time framework for the research.
The methodological model “sustendemo” (Roca 2011; Roca & Leitão 2006), encompassing two
fundamental dimensions - quantitative and qualitative, was applied to the study of demographic
sustainability. The quantitative dimension consists of both components (natural increase and
migration) of the total growth as well as of the age structure of the population. The qualitative
dimension reflects the socio-economic characteristics of the population, such as education, student
utilization, professional qualifications and activity.
The analysis from the survey includes 63 municipalities and cities of the Republic of Srpska
(According to census from the year 2013, there is no data for the municipality of Stanari), mainly in
the post-census period (after 2013), based on the data of the Statistical Office of the Republic of Srpska
(population estimate and vital statistics data, education statistics, etc.). The paper included fifteen
(15) variables depicting the condition, dynamics of the quantitative and qualitative dimensions of
demographic sustainability. The statistical model used to determine the spatial typology was the
factor and cluster analysis (Maroco 2003; Rencher 2002) and (Nejašmić, I., Mišetić, R.2010).
Upon applying these demographic variables for the purpose of calculating the components of the
synthetic Demographic Resources Index, a correction of the obtained values was performed based
on the correction coefficient (k). The determination of the correction coefficient values for each
municipality and city territory is based on the basic principles of the z-standardization process, that
is, the transformation of a numerical random variable Pn (demographic mass) into a standardized
normally distributed random variable, Zpn, with arithmetic mean of 0 and standard deviation of 1.
The results of demographic research are directly applied in spatial planning, tasked to achieve
harmonious economic and social development, including the educational system of the Republic
of Srpska as well.
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2. RESEARCH RESULTS AND CORRESPONDING DISCUSSION
Negative and structural demographic trends are becoming an increasingly severe threat to social
stability and economic development, which has a significant impact onto education as a whole. The
age cohorts 0-24 form a pre-educational and educational contingent about to experience major
transformations in the distant future as a result of demographics. This is posed as a major issue in
the educational system, which inevitably needs to adapt to these trends.
2.1. DEMOGRAPHIC TRENDS AND DEMOGRAPHIC RESOURCES OF THE REPUBLIC
OF SRPSKA
In the aftermath of World War II, Bosnia and Herzegovina suffered from strong emigration, the
most evident one compared to any of the other regions of the former Yugoslavia. The reasons are
to be found in economic and demographic factors. Economic and demographic circumstances in
Bosnia and Herzegovina incited the population to emigrate.
In the early 1990s, Bosnia and Herzegovina entered one of extraordinary stages of its socio-political
and demographic development. The war occurring within its territory, together with post-war and
transitional challenges and their inevitable impact on social events and processes, have particularly
shaken the demographic trends. The war in Bosnia and Herzegovina in the early 1990s triggered
very intense emigration. Migration losses due to the war (1992-1995) amounted to 527,000 people
(Pašalić, 2012).
According to the data on the number of immigrants from the period between censuses 1991-2019,
vital statistics data, as well as the application of the vital statistics method for migration evaluation,
it is possible to make an estimate that from 1991 to 2019, approximately 1,281,874,266 people
emigrated from Bosnia and Herzegovina, which amounted to 29% of its population (1991). This
emigration was mainly directly caused by the war (refugees), but also by economic situation. The
highest average annual negative migration balance was registered in Bosnia and Herzegovina in
1992-95 (-51.8 per population of 1000), with a total loss of one million people. Half of that loss
was compensated between 1995 and 2000, with the numbers being close to 500,000, whereas the
remaining portion that remained outside of Bosnia and Herzegovina amounted to 527,000 (Pašalić,
2012).
Table 1. Demographic losses in Bosnia and Herzegovina (1991-2019)
Population
1991

Population
2013

Nonresident
2013

4,377,033

3,531,159

-196,000 -43,423

-240,000

3,051,736

1,558,387

1,228,423

-58,081

-81,600

1,057,729

-500,658

The Fed. of
Bosnia and
Herzegovina

2,731,019

2,219,220

-133,019 -8,382

-152,400

1,925,419

-805,600

Brčko District

87,627

83,516

- 4,900

- 6,000

68,588

- 19,039

Bosnia and
Herzegovina
The Republic of
Srpska

Population
growth
2014-2019

-31,013

- 4,028

Net
Population
migration
2019
2014-2019

Source: Pašalić, S. (2019): Vital statistics method and estimate

Total
Depopulation
2019/1991
-1,325,297

Depopulation is a demographic phenomenon affecting spatial development. The population of the
Republic of Srpska is declining and many local spatial units have been affected by the depopulation
process. The combined effects of low fertility, exodus of young people and the unfavourable age
structure led to the process of extinction of certain areas in Srpska.
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The most economically underdeveloped local communities are the ones that are most affected by
the total depopulation. What is common to these spatial units is the fact that they are predominantly
rural areas with weakened reproductive potential and emigration areas. In the 1990s, the combined
effects of fertility and war-induced emigration accelerated depopulation, which is often forgotten
in certain demographic analyses.
Natural population growth is a major element in the survival of a nation. Once it becomes negative,
if there is no immigration, the population decreases. If the annual rate of natural growth of
population is -4,61‰ (the Republic of Srpska -4,53‰), then the population of a certain territory
shall be halved in 150 years. The rate of -9,2‰ corresponds to a period of 75, and the rate of -13,77‰
to a period of 50 years. If the natural population growth rate is -27,35 ‰, then the population will
be halved in 25 years, i.e. by a single generation gap. Conversely, if the natural population growth
rate is, for example 35,26‰, then the population will double in 20 years. The annual growth rate
of 6,96‰ corresponds to a doubling period of 100, a rate of 3,47‰ to 200 and a rate of 1,39‰ to a
period of 500 years (The above annual rates for doubling, or halving the population were calculated
based on the templates provided in the abstract of this paper.).
Figure 1. Spatial aspect of depopulation of municipalities and cities of the Republic of Srpska, 2018.

Source: Author’s own processing with the use of GIS (geographic information system software)
In the period 1996-2018, the overall birth rate in the Republic of Srpska has been steadily declining
and in 2011 the number of births dropped below 10,000 for the first time. Over the sixteen-year
period, ranging from 2002 to 2018, merely based on a negative natural growth rate, the population
of the Republic of Srpska decreased by 2.7%. The negative natural population growth rate is
conditioned by a sharp decline in the birth rate in the first decade of the 21st century and an
increase in the mortality rate. The highest registered natural growth rate increase occurred in 1997,
while the lowest absolute value was registered in 2015 (-5.702), and in 2018 amounting to -5.324
(-4.53‰).
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Figure 2. Average number of births in cities and municipalities of
the Republic of Srpska (2014-2018)

Source: Author’s own processing using GIS, 2019, based on vital statistic data,
Statistical Office of the Republic of Srpska, Banja Luka, 2019.
			
An analysis of the general birth rate shows that the area of the Republic of Srpska is classified as a
low-birth rate area. The gross fertility rate is very low, which is a consequence of family planning,
ever more popular life as a single person, post-war trauma, resettlement and refugee processes, as
well as socio-economic situations, psychological and other factors.
The Republic of Srpska’s educational system in 2018/2019 (elementary education, secondary
schools, higher education) is attended by generations born from 1995 to 2012 (by 1 September).
All generations combined, there were 196,634 births, with 157,085 pupils and students included
in the education system. The overall educational coverage of generations amounts to 79.9%. The
dropout rate is about 20%. However, a more relevant indicator of coverage is classification by
each generation of births (in a given year) and by segments of the education system they attend.
Elementary education is the only one mandatory by law, so it is expected that the coverage is nearly
100%. Other segments of education are not legally required, therefore causing that the coverage
is less compared to elementary education, both in secondary schools and in higher educational
institutions.
The general mortality rate depends on the age structure of the assessed population, not just on the
intensity of deaths. An example of such disadvantage is that an area that features a majority of the
elderly population as a whole will, as a rule, have a higher mortality rate than the evaluated area
with the predominant young population (Pašalić, 2017).
Important indicators that influence the total natural change in population are the general fertility
rate, the age-specific fertility rate and the total fertility rate.
The general fertility rate (ff) shows the number of live births per 1,000 women in their fertile period
(effective birth quota in the fertile period). The age structure is crucial, as the age interval 15-49
may be comprised of a very distinctive age composition. Specific fertility rates are used for fertility
analysis by a woman’s age, the indicators of which reflect the fertility age structure. The highest
fertility rate in 2017 was registered in the age group of 25-29 years, 86,26‰).
Total Fertility Rate (SUF) - is the average number of children per woman, which is no longer clearly
differentiated into the developed and underdeveloped part of the world.
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Figure 3. Average number of deaths in municipalities and cities of
the Republic of Srpska, 2018.

Source: Author’s own processing using GIS, 2019, based on vital statistic data, Statistical Office of
the Republic of Srpska, Banja Luka.
An SUF of 2.1 is considered to be a cut-off value below which no simple reproduction (replacement
of generations) is ensured.
Figure 4. Vital Index of Municipalities and Cities in the Republic of Srpska, 2018.

Source: Author’s own processing using GIS, based on vital statistic data, Statistical Office of the
Republic of Srpska, Banja Luka, 2019.
Analysing birth rates from 1996 to 2018, the highest number of births was registered in 1999
(13,995). From 2003 to 2010, the number of births ranged from 10,100 to 10,600. As of 2011 and
by 2018, the number of births dropped below 10,000 annually, i.e. an average of about 9,500, with
a very likely downward trend. Data on the number of births clearly indicate a downward trend
in young (school-age) generations. The downward trend in the number of young generations
has direct implications for the educational system of the Republic of Srpska, i.e. the tendency of
diminishing birth rates clearly shows the extent and correlation of how demographic trends affect
the decline in the number of pupils and students. Thus, the reduced contingents of pupils and
students in education is, first and foremost, a consequence of demographics.
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Table 2. Total Fertility Rate of the Republic of Srpska (TFR) 2018.
Age

Number of births

Number of women

fx

220
1906
2889
2949
1348
238
18
9568
1,366 1,000

28,384
33,598
32,074
37,777
39,627
39,144
36,995
247,599
fu

7,75
56.73
90.07
78.06
34.02
6.08
0.49
273.20
1.36

15 – 19
20 – 24
25 – 29
30 – 34
35 – 39
40 – 44
45 – 49
∑
273.2 h 5 = 1,366

Source: Author’s own processing based on vital statistic data, Statistical Office of the Republic of
Srpska, 2018
The total fertility rate as opposed to the general fertility rate does not depend on the age structure.
It is obtained as the sum of specific fertility rates for all ages of the fertility period relating to an
individual calendar year.
The total fertility rate indicates the number of live births per woman, provided that the fertility by
age from the observed year is the same throughout the entire reproductive life. It is used to compare
fertility levels for different populations and time periods.
Unlike the total fertility rate that follows the fertility of a generation in a calendar year, a cohort
analysis follows the fertility of a generation of women. If this generation is more than 50 years
old and will no longer engage in childbirth, the average number of children per woman from that
cohort indicates final fertility.
The assessment of the biological reproduction potential of the population, particularly from the
perspective of estimating the magnitude of replenishment and renewal of generations, requires the
analysis of demographic and social indicators for reproduction.
In order to ensure the replacement of generations, the total fertility rate should be at the level of fu
= 2.1 child per woman. Total Fertility Rate in the Republic of Srpska amounted to amount 1.36 in
2018. Such rate shows that no simple reproduction has been ensured in the Republic of Srpska, as
the given rate is 37% lower than the minimum, whereas the birth rate deficit amounts to 0.74.
The data indicate that the decline in general birth rates and fertility rates was influenced by the
decrease in age-specific fertility of women in certain age groups, especially in those that mark
the highest potential biological fertility (20-29). In addition to the aging of the fertile contingent,
changes in the reproductive behaviour of the population, expressed in shifting the focus of fertility
to older age groups (of over 30 years of age), have played a significant role in reducing the volume
of population reproduction in the Republic of Srpska.
The transition of fertility took place more intensively than other transition processes, as did changes
in the total fertility rate relative to other indicators of development.
Table 3. Vitality Index of the Republic of Srpska, 2018.
0-14

20-39

65+

P20-39

156105

296015

218373

25,67

Is=(65+/014)*100
139,88

Rate m

f

Iv

12,64

37,68

0,55

Source: Author’s own calculation based on demographic statistical data, Statistical Office of the
Republic of Srpska
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The vitality index (Iv) is a complex, synthetic indicator of the actual and potential population
biodynamics, since it is based on a synthesis between indicators of natural change in population
and indicators of age structure and participation of the younger, mature population contingent,
aged 20-39, in the total population (Wertheimer- Baletić, 1999).
Vitality Index exceeds value 1 in only two (2) municipalities in the Republic of Srpska. As a
consequence of more prominent share of mature young population in relation to old population
and fertility rates in relation to the mortality rate. the municipalities with the highest vitality index
in the Republic of Srpska are: Banja Luka, Istočno Novo Sarajevo, Zvornik, Bratunac, Kotor Varoš,
Milići, Čelinac.
The prolonged period of insufficient births is the primary cause of natural depopulation and deeper
changes in the age structure of a population. In the latest inter-census period 1991-2019, it was
estimated that the population of the Republic of Srpska decreased by 500,658 (see Table 1), with the
migration component contributing about 86.37% (Pašalić, 2020).
The trend of registering natural growth has been continued. Thereby the number of births in 2018
amounted to 9,568 and was less than the number of deaths (14,763). Relatively observed, it is at
-4.5‰, that is, the rate remained nearly unchanged compared to the year before, i.e. 2017.
Population age structure is one of the most important demographic structures. The term elderly
population refers to the age cohort of the population aged 65+. The demographic aging process is
characterized by an increase in the share of elderly population and middle-aged population and a
decrease in the share of young population.
The values of demographic variables confirm the significant spatial disparity of municipalities /
cities of the Republic of Srpska. As expected, the highest index value is in the city of Banja Luka
(185.05), whereas the lowest values are registered in the smallest of municipalities.
The basic result of demographic analysis is the creation of a synthetic indicator that will allow us to
identify, evaluate and compare demographic resources. The values of this index allow identification
and evaluation of the demographic resources of the Republic of Srpska (both at aggregate and lower
territorial levels).
Variables for identifying and evaluating demographic resources can be divided into two main
groups: 1) variables on population size, composition, and spatial distribution, and 2) variables
on total or specific population contingent, as well as natural population change and migrations
(Oliveira-Roca, 1991).
The above variables, together with the possible absence of some of them, are the basis for the
design of synthetic demographic indicators. The Republic of Srpska is characterized by a long-term
tendency of reducing the young and increasing the share of the elderly population.
Figure 5. Demographic index of municipalities and cities of the Republic of Srpska, 2018.

Souce: Author’s own processing using GIS, based on vital statistic data, education stats and
population estimate, Statistical Office of the Republic of Srpska, Banja Luka, 2019.
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According to the obtained Demographic Resources Index, the Republic of Srpska is type D (poor
demographic resources), whereas the city of Banja Luka belongs to type A (extremely favourable
demographic resources). The Demographic Resources Index can be used as a basis for planning and
directing socio-economic development, as well as for the general valorisation of space, according to
data on demographic resources and potential, as well as on the level of education. Human potential
is the most important factor for demographic and economic development.
Table 4 Demographic index of municipalities/cities in the Republic of Srpska (idem)
Dynamic coefficient
Kd

Share P(o-14)/P

Share of female
population aged 20
to 29 Pf(20-29)/Pf

Vitality Index
Iv

0,74

13,54

11,25

0,55

Demographic
index:
IDEM= kd* P(0-14)*
Pf(20-29)* Iv
62,00

Source: Cities and municipalities of the Republic of Srpska, Banja Luka, 2018.
Population estimate according to age and gender, Statistical Office of the Republic of Srpska,
Banja Luka, 2018.

The demographic index is derived from the coefficient of population dynamics 1991/2018), from
the share of the younger population of the pre-fertile age, as well as from the share of the female
population aged 20-29 and the vitality index.
Demographic index values confirm the significant spatial disparity of municipalities / cities of the
Republic of Srpska. As expected, the highest index value is in the city of Banja Luka (185.05),
whereas the lowest values are registered in the smallest of municipalities (Pašalić et al., 2020).
2.2. EDUCATIONAL SYSTEM OF THE REPUBLIC OF SRPSKA
The educational system in the Republic of Srpska consists of segments with their own specific
missions, that is, the purpose of existence within a complete education and upbringing system. It
is broad, well developed, complex and difficult to analyse, as well as fairly difficult for development
strategy synthesis. Thus, a complete educational system is broken down into sections with specific
educational missions. These sections are called educational subsystems. Their missions are derived
from the mission of the education system as a whole and are mutually harmonized, whereas the
functions of the education subsystem are derived from their missions.
The educational system has been decomposed into the following educational subsystems: 1.
Preschool education and upbringing; 2. Elementary education and upbringing; 3. Secondary
education and upbringing (general secondary and art schools, vocational secondary schools); 4.
Higher education (basic studies, master studies, doctoral studies).
The first three subsystems comprise pre-university education. All segments of the pre-university
education contain development elements that are common to many of them. Likewise, all higher
education segments have elements of development that are common and form the framework of
higher education development.
Quality is the primary development goal at every educational level, from pre-school and doctoral
studies to adult education and lifelong learning. No other goal can be achieved at the expense of
quality.
From the above data, covering the nearly 20-year post-war period, there is an evident rise in
the development of preschool education and upbringing, that is, an increase in the coverage of
preschool children, with a tendency of further increase. Elementary education shows a significant
decline in the number of pupils, which is a consequence of a lower birth rate of certain generations.
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Table 5. School population trends throughout subject five-year periods
Academic year

Pre-school
education

Elementary
education and
upbringing

Secondary
education and
upbringing

University
education

1998/99

-

125,812

53,340

15,283

2003/04

4,618

125,256

51,577

21,717

2008/09

6,342

113,320

46,938

41,246

2013/14

7,599

96,932

46,421

41,988

2018/19

12,156

89,630

38,449

29,006

Source: Demographic stats and education stats (Almanac), Statistical Office of the Republic of
Srpska, Banja Luka, 2019.
However, as this segment of the educational system is mandatory by law, the coverage of generations
by elementary education is satisfactory. Secondary education displays a tendency of a decline as
far as the total number of pupils is concerned, that is, an insufficient coverage of generations by
secondary education. Higher education has an unusual trend in the development of the student
population. Obviously, the increase in the number of higher education institutions (both public and
private), resulted in an increased coverage of generations by higher education. However, a decline
in the number of students in higher education institutions occurred after a certain period, which,
as with other educational segments, is primarily a consequence of negative demographic trends.
In order to increase the coverage, relevance and efficiency of the successful completion of education
process, it is necessary to establish the strategic commitments to be achieved with certain quantitative
indicators of the level of achievement (educational coverage of generations).
Pre-school education - children from 6 months to 3 years of age should be granted increased access
to diversified programs and services and up to 25% coverage of children of that age. Children aged
4-5 should be allowed to use quality educational programs free of charge during the school year
(coverage of up to 50%). Children ages 5-6 should have full coverage (100%) through full-day and
half-day pre-school programs.
Current coverage of children in preschool education in (2018/2019) amounts to 12.156 (21,49%).
Elementary education - all children that reach the mandatory school age (minimum 99% of the
generation), regardless of any and all differences, should be covered by quality basic education and
upbringing, where the dropout rate should not exceed 2%, meaning that elementary education
should be completed by minimum 97% of the generation.
The current coverage of children by elementary education (2018/2019) is 89,630 (97.36%).
Secondary education - 97% of those who have completed elementary school (also 97% of the
generation) enrol in one of the secondary schools. Here it is necessary to define strategic choices
about the structure, that is, the type of high schools that certain generations need to enrol with.
35% of a generation enrols with grammar schools and general arts secondary schools, 40% of a
generation enrols in a 4-year secondary vocational education course, whereas 20% of the generation
enrols in a 3-year secondary vocational education course. That makes up 95% of a generation.
Bearing in mind that a secondary school, at least for the time being, is not mandatory by law, as well
as a certain dropout rate for a number of reasons, the planned 95% would be the optimum to aim
for. Secondary education should be obtained by a minimum of 90% of a generation.
Current secondary education coverage (2018/2019) is 38,499 (77.68%).
Higher education - enrols at least 50% of those who have completed four years of vocational
secondary education, and 95% of those who have completed grammar schools and other high
schools. This means that higher education is attended by minimum 55% to 60% of a particular
generation. Further, 70% of those enrolled manages to complete higher education studies in time or
with a delay of one year. Of all the students who complete their undergraduate studies, 50% of them
continue their education in master studies, while minimum 10% of students who obtain master’s
degree continue their studies through PhD studies.
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Current higher education coverage (2018/2019) amounts to 42.92% (student utilization index).
The education index is calculated from the share of the population of tertiary education, and the
share of the student population in the population aged 25+. The correction coefficient is defined
using the standard characteristic (z-value), expressed in units of standard deviation: Io = k x (PoIII
x Ss).
The Education Index (Io), as a key component in the calculation of the Demographic Resources
Index, is an indicator that provides information on the attained educational level of the population
observed, as well as on available potential in terms of human resources, as real drivers and carriers
of economic and other forms of development in a given area.
Table 6. Education index of municipalities/cities in the Republic of Srpska, 2018
Student
utilization index
Ss
37.32

Total population with
tertiary (postsecondary)
education PoIII
92 012

Population of 25
and over
P(25+)
860,755

Share of PoIII
PoIII/P(25+9x100

Io=
PoIIIxSs

10.68

398.57

Source: Population of 15 and over sorted per highest level of education
Education stats, “Higher Education” Statistical Bulletin, Statistical Office of the Republic of
Srpska, Banja Luka, 2019.

Population education, i.e. educational coverage of population has been provided for the Republic of
Srpska as a whole. However, highlighting the education index solely at the aggregate level represents
a general picture of this condition. It is crucial that this is also observed at lower (territorial) units,
i.e. local self-government units. The data provided (see map of education index of municipalities
and cities of the Republic of Srpska), demonstrates disparities amongst the local self-government
units, which is reflected in the economic and overall development of local communities.
The Republic of Srpska as a whole, but its local communities as well need to raise their education
index, particularly since the education index is one of the components of the Demographic
Resources Index, but also of the components of economic and sustainable development.
The importance of education is ever increasing in contemporary conditions as knowledge has
become a key resource for the advancement of society, that is, of organization and individuals. The
most profitable investments in the 21st century are considered to be investments in science and
education. Developed societies are relentlessly moving in the direction of the knowledge economy.
Figure 6. Education index of municipalities/cities in the Republic of Srpska, 2018

Source: Author’s own processing using GIS, based on education stats and population estimate,
Statistical Office of the Republic of Srpska, Banja Luka, 2019.
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Modern education plays a very important role in transforming society towards the knowledge
economy. In order to fulfill this role, the development of education in several basic directions can
be expected in the upcoming period. One of such key directions concerns the application of new
technological advances in the educational process, but also of new teaching methods. In addition,
the role of teachers and professors is changing, whereby they are requested to act as motivators,
associates and advisors to students, in addition to “merely” being lecturers. Likewise, the growth
of the education market, i.e. the diversification of educational institutions and study programs (at
higher education institutions) can be reasonably assumed through rational arguments. The aim of
these changes is to transform the educational system so that it is able to ‘’ deliver ‘’ the knowledge
and skills that society will required in the upcoming period.
It is estimated that the most sought-after professions will be related to information and
communication technologies. However, there will be a strong need for other occupations that are
necessary to respond to changes in society. Either way, some traditional jobs will simply disappear,
some will be modernized, but new creativity-based jobs and the ones based on specific knowledge
and skills will eventually emerge; ones which cannot be fully automated.
Table 7. Projection of (average) educational coverage of generations (2020/21-2024/25)
Generations

Births

Coverage
per current trend

Required coverage

Discrepancy
3:4

1

2

3

4

5

Preschool education
and upbringing

53,466

11,602

25,000

-13,398

Elementary school
education and
upbringing

89,966

85,467

89,066

-3,599

Secondary school
education and
upbringing

43,823

33,743

39,440

-6,017

University
education

55,771

23,423

27,885

-4,462

Total:

243,026

154,235

181,391

-23,460

Source: Author’s own processing based on demographic statistical data and education stats,
Statistical Office of the Republic of Srpska, Banja Luka, 2019.
It is estimated that if education would stop for only one year, it would take 10 years for the economy
to remedy the main adverse effects, whereas the negative side effects would be felt throughout the
following 100 years (Stanišić-Vještica, 2016).
Several fundamental trends are notable in these educational changes (European Political Strategy
Centre, 2017):
New generation of teaching aids - Classical teaching has been enriched by new technologies.
Digital literacy - nowadays, pupils and students need to be digitally literate and know how to use
computers. These challenges must be addressed by education, which means that digital literacy, i.e.
improvement of digital literacy, will be one of the main tasks of education in the future.
Interactive teaching - the time in which the teacher talks or makes a presentation while the pupils
or students passively listen is a thing of the past, since the digital age requires interaction in the
teaching process.
New forms of mentoring - in the traditional education system the dominant role of the teacher was
- the ‘lecturer’, while in modern education teachers are forced to take on additional important roles,
such as the teacher as a motivator, partner, associate and advisor.
Individualized Learning - modern education involves working with smaller groups as well as
107

ECONOMICS

individual dialogues between teachers and pupils / students.
Multidisciplinary and Project Approach - Changes in the contemporary world are increasingly
complex, so their study requires an interdisciplinary and/or multidisciplinary approach, which
would allow for easer overcoming of the barriers imposed while simultaneously leading to
innovative solutions).
Diversification - Modern education is increasingly becoming widespread, i.e. it is heading towards
greater diversification.
Convenience - Contemporary education is becoming more practical and insisting on a prompt
‘school-to-work’ transition.
Lifelong Learning - Knowledge is changing and updating rapidly in modern conditions, therefore
requiring a continuous learning process to keep up with this increasingly dynamic rhythm.
2.3. MODELS OF SCHOOL NETWORK OPTIMISATION
The trends of declining number of students in the educational system over the past 20 years
have been shown in the above sections of the paper. In the 1998/99 school year, 125,812 students
attended elementary education, and in 2018/19 the number was reduced to 89,630, which is a
decrease of 28‰, bearing in mind that a system of nine-year primary education was introduced
in the Republic of Srpska from 2003/2004, meaning that an additional generation was introduced
into the system. If the above fact is taken into account, then the drop in the number of students is
even more severe (more than 10,000). The downward trend in the number of students is present in
the secondary education as well.
Twenty years before there were 53,340 students and in 2018-2019 the number dropped to 38,449
students, which is a decline of 28%, i.e. 14,891. Higher education features a different trend in the
number of students. Since 2005, after the establishment of numerous private higher education
institutions, there has been a significant increase in the number of students, the maximum of which
was in 2011, amounting to more than 46,000 students. Ever since, there has been a steady decline
in student numbers, despite the increase in the number of higher education institutions (21 in
total). The downward trend in the number of students is to be continued, which is primarily a
consequence of demographics, but of other factors as well (e.g. studying outside the Republic of
Srpska, etc.).
The trend of overall decrease in the number of pupils and students was not simultaneously
accompanied by a corresponding adjustment of the number of school facilities.
That is why it is necessary to consider rationalization, that is, optimization of school network
(primarily of elementary education and upbringing), but also to consider the option of introducing
classes with a small number of pupils (in accordance with pedagogical standards). Why is the
above important in the educational system at all? Primarily, economic rationality is always the
initial starting point, however, there are other factors as well, such as whether the existing network
is economically viable, i.e. the entire public sector from the aspect of economic sustainability,
including education.
Namely, if saving and reducing the number of employees in the public sector is an imperative, the
question is how to implement the rationalization (optimization) of the educational system without
harming the quality and accessibility of education.
One on the solutions would be to rationalize (or optimize) the school network. The rationalization of
the school network implies the creation of such network that is economically maximally rational from
the aspect of cost-benefit analysis. Optimization of the school network includes the reconstruction
of the school network both in the medium and long term, for the purpose of generating a network
that would guarantee relevant education of maximum quality for all children, with maximum
consideration for economic rationality and economic opportunities. where demographic trends
and migration trends are the key to managing the school network and planning decisions on the
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status changes and purpose of the facilities the teaching process takes place in. In this case and in
earlier cases, facilities of the schools that have been “shut down” should be used for other needs
of the educational system, or for the sake of other public services. The problem of insufficient
space for pre-school education is obvious today, with the increasing coverage of children in this
segment of education, whereas new kindergartens have been built although there were already
half-empty schools in some of those areas. Simultaneously, due to the influx of population, it was
necessary to build new schools in some areas (Banja Luka, Bijeljina, etc.). Therefore, it can be said
that the educational system is only resilient when it is necessary to perform an increase, but that
there are no changes in cases where it is necessary to abolish or terminate certain institutions and
change their purpose. The problem becomes even more evident if the educational system is viewed
integrally rather than partially.
Upon summarizing the aforementioned problems, it is possible to define certain models of the
school network optimization (primarily of elementary schools), which would have a positive effect
on the state budget and the budget of local communities (material costs).
School closure was applied in earlier periods of school network development but was never designed
in a systematic manner. This model should be applied when it is not possible to apply any other. The
key parameters for this model would be demographic indicators, if there are no new pupils being
enrolled in a school or if there are only a few of them, with the need to convert the facilities used
by a particular school.
A model of termination of legal entity status and merger-absorption of a small school by another
larger school, with the continuation of the teaching process in the facilities of the “terminated”
school.
Likewise, it is possible to established a so-called grouping of certain administrative (non-teaching)
activities at the local community level, which would be a form of a “consolidated” or “unified”
school in which all administrative and financial affairs of certain elementary schools take place.
It is also possible to contract non-teaching activities (cleaning of school facilities, administrative
and financial affairs, etc.) by transferring them to the private sector by contracting mutual rights and
obligations, thus reducing the total number of school employees. However, it is not possible to find
a unique universal model for all local communities, but it is necessary for each local community to
assess the specifics and opt for the model that suits them best.
The newly introduced Law on Higher Education also foresees the establishment of a network of
higher education institutions in the Republic of Srpska, which is a novelty, and will be based on the
conditions and needs of the Republic of Srpska.
In short, the goal is to keep the development of these models in line with the developmental rather
than restrictive concept of optimizing the school network in the Republic of Srpska. More details
about the models can be found in the study “Demographic development of the school population
and the optimization of the school network in the Republic of Srpska” by Prof. Stevo Pašalić and
Prof. Proko Dragosavljević (2007).
Table 8. Students, classes and teachers in elementary education the Republic of Srpska, 2018/2019
Number of
students
Total
I-V
VI-IX

89,630
50,123
39,507

Number of
classes
4.973
2,958
2,021

Average
number of
students
18
16.9
19.5

Teachers
8,148
3,259
4889

Median age
38.3
38.1
38.5

Source: Author’s own processing based on education stats data, Statistical Office of the Republic
of Srpska, Banja Luka, 2019

109

ECONOMICS

Alongside with the continued decline in the number of pupils and classes, the number of teachers
is increasing slightly, with a particular increase in part-time teachers compared to previous years.
This is understandable, given the reduction in the number of classes and the lower average number
of pupils in the classes. It should be mentioned that there are 765 combined classes (742 in class
teaching and 23 in subject teaching) in the total number of classes, whereby the average number of
students in such combined classes amounts to 8.4.
It is evident that the teaching staff in elementary education is relatively young, which suggests
that the shift of generations of teachers has ended (the so-called baby boom generations’ careers
have ended). On the other hand, this would mean that there is now significantly less room for
recruitment of new teachers, which is very important from the aspect of the staff training planning
at teacher training universities.
In higher education, the Republic of Srpska has 1,167 full-time teachers, and 1,407.7 teachers in
full-time equivalent, i.e. 2,810 teachers and associates, whose median age is 45.2 years. In relation
to the total population that is 0.101. In the Federation of Bosnia and Herzegovina, that number is
0.196. Therefore, this is an unfavourable coefficient. Despite the constant decrease in the number
of students, it is evident that the Republic of Srpska has yet to achieve a satisfactory number of
teachers in higher education. In addition, the number of students per teacher in the Republic of
Srpska is about 25, whereas the normal standards are about 15 (fifteen).
2.4. EDUCATIONAL SYSTEM OF THE REPUBLIC OF SRPSKA FOR A MORE
DEVELOPED SOCIETY
At the beginning of the 21st century, analysts predicted that, as a result of a prolonged decline in
fertility rates, Europe’s population would diminish by 6% over the next 25 years, and that by mid21st century, Europe’s share of the world population would tend to decline steadily (UN, 2001).
About 10% of the world’s population lives in Europe today, and given the expectation that the
average annual population growth rate will be negative in the next three to four decades, it is
projected that between 7% and 8% of the world population will inhabit Europe by 2050 (UN, 2011).
As a result of the decline in fertility rates, population aging will continue, and in the long term
once the birth rate stabilizes, a continuous decrease in the mortality rate will become a cause of
population aging (Coleman, 2006, 19).
The situation in Eastern and South-eastern Europe is particularly difficult, as they are to suffer
rapid population decline, apart from low fertility and emigration conditions. Such trends are, in
themselves, very problematic, particularly given the fact that some of the countries from this region
missed the opportunity to utilize their earlier, somewhat atypical demographic trends.
By the middle XXI century, the proportion of 65+ year olds in Eastern and South-eastern Europe
will increase to between 26% and 33% (Coleman, 2006, 19). Once it happens, the difficulties in
terms of efficiency and competitiveness will be made even more difficult by the aforementioned
aging, but also as a consequence of the decrease in the working age population.
Given the disadvantages of the current demographic situation, it is quite logical to reconsider the
potential for mitigating their negative impulses for economic growth.
Indicatively, the solutions can be divided into demographic and non-demographic (Coleman,
2006). The choice of demographic solutions has been narrowed down to increase fertility and boost
immigration. In particular, in order to simply maintain the current level, the overall fertility rate in
Europe would have to increase to 3.5, which is an impossible option. Is it possible to compensate
the population deficit caused by the low birth rate by means of migrations of younger populations?
The effects of immigration movements seem not to be so ample, because if the current situation is
to be maintained, an average of 25 million people a year would have to migrate to Europe, which is
not a realistic option (Coleman, 2006).
In some parts of South-eastern Europe (Western Balkans), the situation is even more complicated,
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as these countries are economically underdeveloped and are not considered as an attractive area
for immigration. Therefore, as there are no demographic solutions for the aging population, it is
necessary to resort to non-demographic responses (solutions) related to improvements in education,
adjustment to the labour market, and extending the retirement limit in the pension system.
Increasing investment in the education of working-age population is a significant determinant with
exclusively positive effects on economic growth (Lutz et al, 2008).
Assuming that the global education scenario is realized, i.e. implementation of future enrolment
trends (transitions to higher education categories) in each country, the educational profile of
the workforce will undoubtedly improve. If labour inputs are to continue declining as a result of
technological change, such combination of fewer but better educated workers can have a stimulating
effect on increasing labour productivity, which is precisely what European countries (as well as the
Republic of Srpska) require.
In addition, less developed countries generally face the problems of unreformed labour markets
and pension systems, and, as a rule, those countries that are in the poorest demographic position
usually face the greatest institutional difficulties (Jackson & Howe, 2003).
This could entail certain initiatives to improve or increase the workforce share, such as by increasing
the women participation share in the workforce, shortening the studies duration (in terms of
increasing efficiency), earlier employment, and by modifying the mandatory and developing a
voluntary pension system.
A synthetic indicator is the Demographic Resources Index (ider) - according to which, the Republic
of Srpska is classified as type D, of poor demographic resources, with weakened demographic
characteristics and potentials and generally low level of education.
The conclusion is that according to the population estimation data (Statistical Office of the Republic
of Srpska, 2018), demographic sustainability is no longer ensured, neither quantitatively nor
qualitatively, in 30% of municipalities, mostly those featuring low population numbers.
Table 9. Demographic resource index
Demographic index:
iDEM
62.00

Education index: io
398.57

Correlation coefficient:
k
0.026

Demographic resource
index: ider=k*(IDEM+IO)
11.97

Source: Cities and municipalities of the Republic of Srpska, Population estimate according to age
and gender, Statistical Office “Higher Education” Statistical Bulletin, Statistical Office of the Rep.
of Srpska, Banja Luka, 2019.
In second group, comprising 38% of municipalities / cities, the sustainability is possible, although
the level of human assets development is rather poor. On the other hand, municipalities / cities,
which are in the first three categories by type, and somewhat in the fourth, are demographically
sustainable.
For a demographic analysis, it is necessary to compare the results of the development index (the
level of development of municipalities and cities of the Republic of Srpska) with the results of the
Demographic Resources Index both for the Republic of Srpska and for its municipalities and cities.
The included Figure No.7, shows that the municipalities and cities of the Republic of Srpska have
been classified into 6 types based on the Demographic Resources Index.
Therefore, the Republic of Srpska is, like the entire region of Southeast Europe, interesting in many
ways, as the number of inhabitants in the World maintains a steady increase (7.79 billion), in Southeastern Europe and in the rest of Europe it is declining. The projection is that the world population
will reach about 9 billion people in 2050, whereas our region will continue to decline in numbers.
The paper is mostly interested in reflecting these unfavourable trends on economic trends as well
as on the future of the Republic of Srpska.
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Figure 7 Demographic resource index of municipalities and cities of the Republic of Srpska, 2018.

Source: Author’s own processing using GIS, based on vital statistic data, education stats and
population estimate, Statistical Office of the Republic of Srpska, Banja Luka, 2019.
The established demographic “snapshot” of the situation and the typology produced may serve as a
useful source of information for understanding and monitoring complex demographic phenomena
and processes, as well as for formulating population development policy methods aimed at
mitigating the effects of a troubling demographic situation.
Table 10. Grouping municipalities/cities according to Demographic resource index values
Municipalities/cities
Banja Luka, (1)
Istočna Ilidža, Istočno Novo Sarajevo, Pale, Trebinje (4)
Bijeljina, Sokolac, Zvornik (3)
Bileća, Gacko, Gradiška, Doboj, Laktaši, Ljubinje, Mrkonjić Grad, Nevesinje, Prijedor, Rogatica,
Foča (11)
Berkovići, Bratunac, Višegrad, Vlasenica, Derventa, Istočni Stari Grad, Kalinovik, Kneževo,
Kotor Varoš, Kozarska Dubica, Novi Grad, Milići, Modrića, Prnjavor, Ribnik, Rudo, Srbac, Teslić,
Ugljevik, Han Pijesak, Čajniče,Čelinac, Šekovići, Šipovo (24)
Brod, Vukosavlje, Donji Žabar, Istočni Drvar, Istočni Mostar, Jezero, Kostajnica, Krupa na Uni,
Kupres, Lopare, Novo Goražde, Osmaci, Oštra Luka, Pelagićevo, Petrovac, Petrovo, Srebrenica,
Trnovo, Šamac (19)

Type
A
B
C
D
E

F

*Stanari – incomplete data

Population is important, but a factor that is even more important than sheer quantity is the ability
of an individual (its quality), and countries that focus on a human development index that attracts
talent, even in the context of low fertility.
It is clear that the time to maintain the population of the country by means of a population policy
has long passed, and that the factors such as human resources, innovation and productivity are
playing an increasingly important role.
The best method of resolving the problem of population reduction is essentially to create
preconditions for people to have confidence in building their own country and future therein,
which is a key factor to stopping population decline. Thus, if people, particularly young people,
have access to quality education and health care, if they are provided with stable jobs and are given
an incentive to raise children, they are less likely to emigrate and more likely to decide to have
children in their own country. In this context, we should once again observe the level of generational
reproduction of the population in the Republic of Srpska.
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Of particular concern is the fact that according to the projections of the population of Srpska, the
population aged 25-30 is declining, by as much as 25%. At the same time, there is a significant
increase in the number of people over 60 who are considered to be a low active or even inactive part
of the population. In doing so, one forgets that a pronatalist policy acts as an incentive to “produce”
the future workforce.
Ultimately, analyses show that the demographic deficit is probably our most important, most
difficult and most far-reaching structural issue.

CONCLUSION
The issue of demography is a strategic national issue for the future of the Republic of Srpska and the
cornerstone of its overall development.
The childbirth level is well beneath the level required for a mere replacement of generations, a
period which has lasted for almost two decades and is the main driver of the depopulation and
noticeable aging of the population of the Republic of Srpska.
The Republic of Srpska is one of the areas where the demographic aging process has reached a
considerable scale. The results of the projections indicate that the process of population aging will
continue throughout the first half of the 21st century and that the number of persons aged 65 or
older in the Republic of Srpska will increase by a third by 2050, whereas their share in the total
population will increase depending on the scenario, ranging from 18.7% to 27.5%.
From an economic standpoint, the impact of age structure of a population on the workforce
economic structure is of particularly importance. The size of the labour contingent, within which
most of the labour supply is formed in modern conditions, is in continuous decline in the Republic
of Srpska.
The economic dependence ratio, as a ratio of dependents and population with personal income to
economically active population, is increasing. Adverse changes in age composition are reflected
in the workforce as well. The share of the younger generations is decreasing while the share of the
older ones is on the increase.
Demographic changes will pose a major challenge for policy makers and to the society in general
across the upcoming decades and will require shaping new economic, tax, health, pension,
educational, social, family and other policies that affect demographic changes.
Not all of the depopulation areas in the Republic of Srpska can be revitalized, nor is such action
necessary. Areas with economic and social infrastructure play a key role in retaining indigenous
population. These areas should play a key role in initiating economic development. In order to
retain and even attract the population, among other things, an appropriate educational system
should be designed in accordance with the economic structure of the area.
Demographic trends in the Republic of Srpska are most directly reflected onto the educational
system, particularly in the quantitative sense (a decrease in the number of individuals in a generation
due to less births and increased emigration).
Education is the basis of development and a source of power of any society. Its role is so significant
that the new, current phase in social development is often referred to as the ‘knowledge economy’.
This phase is significantly different from the period first dominated by agriculture and then by
industry. Differences are not only manifested by the technology that is applied, but also by radical
changes in the attitude towards knowledge and acceptance of new values and
 rules in a society.
These changes are developed into several key directions of affirmation of lifelong learning: the
application of modern technologies in the teaching process, the increased importance of digital
literacy, as well as the modernized role of teachers. Therefore, it can be concluded that the society,
and primarily the economy will be further developed by education. These changes are driven by
global demographic and socio-economic factors, and particularly by the dynamic development of
technology.
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In the upcoming period, education is expected to meet the growing needs of society for new
occupations. Most of these occupations are related to information and communication technologies
(developers, system engineers, network architects, virtual security experts, integrated digital media
specialists, etc.). There will also be a need for other occupations, such as organic chemistry specialists,
medical professionals specializing in the treatment and care of the elderly, climate change and
environmental protection occupations. All of the above poses extremely complex challenges to the
educational system, as education is expected to rapidly adapt to the new state of reality.
The aim is to provide a stimulating learning environment and quality programs for generations in
the Republic of Srpska in order to enable them to apply the knowledge they have acquired upon
graduation.
Unless unforeseen events happen globally, the international dimension of higher education will
remain extremely significant, while its importance will continue to expand in national and regional
higher education systems across the world. The key challenge in the future of higher education, in
the context of globalization and internationalization, will be the establishment of internationally
recognized quality standards, thereby allowing higher education to continue developing its
international dimension.
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3
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4
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initial, in which case the full name can be given:
Simic, J. [Jovan]. (2019).
Simic, J. [Juraj]. (2019).
BOOK
One author
Author, A. A. (2019). This is a book title: And subtitle. Bijeljina: Economics.
Two authors Author, A. A., & Author, B. B. (2019). This is a book title: And subtitle. Bijeljina:
Economics.
Three authors Author, A. A., Author, B. B., & Author, C. C. (2019). This is a book title: And subtitle.
Bijeljina: Economics. More authors Include all names up to seven. If there are more than seven
authors, list the first six with an ellipsis before the last. Author, M., Author, B., Author, E., Author,
G., Author, D.,
Author, R., … Author, P. (2015).
Organization as author Oikos instutut. (2016). Book title: And subtitle. Bijeljina: Economics.
JOURNAL
One author Author, A. A. (2019). Title of article. Title of Journal, 22, 123–231. doi:xx.xxxxxxxxxx
Provide the issue number ONLY if each issue of the journal begins on page 1. In such cases it goes
in parentheses: Journal, 8(1), pp–pp. Page numbers should always be provided. If there is no DOI
and the reference was retrieved from an online database, give the database name and accession
number or the database URL (no retrieval date is needed): Author, A. A. (2011). Title of article.
Title of Journal, 22, 123–231. Retrieved from http://www.xxxxx
If there is no DOI and the reference was retrieved from a journal homepage, give the full URL or
site’s homepage URL: Author, A. A. (2011). Title of article. Title of Journal, 22, 123–231. Retrieved
from http://www.xxxxx
Two authors
Author, A. A., & Author, B. B. (2004). Title of article. Title
of Journal, 22, 123–231. doi:xx.xxxxxxxxxx
Three authors
Author, A. A., Author, B. B., & Author, C. C. (1987). Title
of article. Title of Journal, 22, 123–231. doi:xx.xxxxxxxxxx
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More authors
Include all names up to seven. If there are more than seven authors, list the first six with an ellipsis
before the last.
Author, M., Author, B., Author, E., Author, G., Author, D.,
Author, R., … Author, P. (2001)
Organization as author
American Psychological Association. (2003). Title of article: And subtitle. Title of Journal, 2, 12–23.
doi:xx.xxxxxxxxxx
No author Editorial:
Title of editorial. [Editorial]. (2012). Journal Title, 14, 1−2.
Not in English If the original version is used as the source, cite the original version. Use diacritical
marks and capital letters for the original language if needed. If the English translation is used as
the source, cite the English translation. Give the English title without brackets. Titles not in English
must be translated into English and put in square brackets.
Author, M. (2016). Title in German: Subtitle of Article
[Title in English: Subtitle of article]. Journal in German, 21, 208–217. doi:xx.xxxxxxxxxx
Author, P. (2016). Title in French [Title in English: Subtitle of article]. Journal in French, 21, 208–
217. doi:xx.xxxxxxxxxx
PEER-REVIEWED ARTICLE PUBLISHED ONLINE AHEAD OF THE ISSUE
Author, A. A., & Author, B. B. (2012). Article title. Title of Journal. Advance online publication.
doi:xx.xxxxxxxxxx
If you can update the reference before publication, do so.
SUPPLEMENTAL MATERIAL
If you are citing supplemental material which is only available online, include a description of the
contents in brackets following the title.
[Audio podcast]
[Letter to the editor]
OTHER ARTICLE TYPES
Editorial: Title of editorial. [Editorial]. (2018). Title of Journal, 14, 1−2.
Author, A. A. (2019). Title of review. [Review of the book Title of book, by B. Book
Author]. Title of Journal, 22, 123–231. doi:xx.xxxxxxxxxx
ARTICLE IN JOURNAL SUPPLEMENT
Author, A. A. (2004). Article title. Title of Journal, 42(Suppl. 2), xx–xx. doi:xx.xxxxxxxxxx
CONFERENCE
Proceedings To cite published proceedings from a book, use book format or chapter format. To cite
regularly published proceedings, use journal format.
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PAPER
Presenter, A. A. (2012, February). Title of paper. Paper presented at the meeting of Organization
Name, Location.
Poster
Presenter, A. A. (2012, February). Title of poster. Poster session presented at the meeting of
Organization Name, Location.
INTERNET
WEBSITE
When citing an entire website, it is sufficient just to give the address of the site in the text. The
Economics (http://www.economicsrs.com/).
Web page
If the format is out of the ordinary (e.g. lecture notes), add a description in brackets.
Author, A. (2019). Title of document [Format description]. Retrieved from http://URL
COPYRIGHT REGULATIONS AND OPEN-ACCESS LICENSING
All authors submitting articles for publication at “ECONOMICS” Innovative and ECONOMICS
Research Journal are expected to provide the statement that their contribution does not infringe
any of the already existing copyright so that to indemnify the publisher of the journal against any
breach of warranties

125

