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ECONOMIC RECOVERY, SUSTAINABLE DEVELOPMENT AND 
POST-COVID INSTITUTIONS

Petar Đukić, PhD

Editor-in Chief of ECONOMICS, Innovative and Economics Research Journal 

 In November 2021, while Glasgow was the home of a debate over whether the global 
community should adopt a zero-carbon model of a carbon-free economy by the middle of the 
century in order to achieve the goal of maximizing the average global temperature rise by 1.5 
degrees Celsius compared to pre-industrial times, most national policy makers across the world 
continued to deal with health and safety measures, vaccinations and anti-vaccine outbreaks. 
This resulted in a semi-successful outcome the KOP 26 conference, which could have been 
expected considering that the moment is really delicate. In the final days of November 2021, 
when this Editorial was created, short-term security is still a priority for the global economy 
and politics, while on the other hand, the connection between the poor global environmental 
situation, polluting technologies and not-so-great world perspectives is obvious. Experts dealing 
with the prospects of production and development state that if real structural changes are not 
immediately undertaken, not only in terms of the economic system (production, consumption) 
but also in terms of lifestyle and fundamental social values, there will not be enough prospects 
for a sustainable future anywhere on the planet. This seems to be indicated by global financial 
flows, geostrategic games, turbulences in the energy and raw material markets and increasingly 
obvious shifts in power relations. From the present aspect of observation, the envisaged post-
covid economy promises little of the “previous normality”, but of the self-awareness of people 
and nations regarding the limitations of their own power and unreasonable aspirations. It is 
almost as if the world has no instruments to control its own development path, and it continues 
to rush towards a climate-environmental self-destruction.

Are health care professionals right?

 On 26 November 2021, the World Health Organization (WHO) announced that a new 
strain of the virus (omicron) has been identified in South Africa, but that a variant of the strain has 
already been registered in Belgium, Botswana, Hong Kong and Israel. The virus has a large variety 
of mutations, some of which are of particular concern, as it calls into question the effectiveness of 
the vaccines previously administered. If a new vaccine would be required, according to the WHO, 
it could be developed within six weeks, while the first doses could be delivered within 100 days 
(https://www.who.int/emergencies/diseases/novel-coronavirus-2019/global-research-on-novel-
coronavirus-2019-nco). Is there an end to the prolongation of the uncertain battle with the global 
invisible enemy and the new, upcoming waves of the Corona-19 virus pandemic? It is an issue 
that greatly burdens contemporary consciousness and seriously hinders any strategies and plans 
of most decision-m akers regarding the obligatory socially-related decisions to be made. Until 
September of the current year, the WHO strategy was realistically based on the priority of health 
care and the completion of the critical level of vaccination by the middle of 2022, by which time 
we should all achieve the goal of immunizing 40% of the population. The global production of all 
the vaccines used to date amounts to as much as 1.5 billion doses per month, which represents a 
sufficient supply to achieve the goal, but under the condition that the vaccine is distributed fairly. 

Pages 5 - 10
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There are no issues in manufacturing the vaccine, but in its distribution – as reported by the 
world’s doctors within the WHO. In every both high-income, middle-income and low-income 
country, the vaccine must reach the at-risk groups as soon as possible. Furthermore: “No one 
is safe from COVID-19 until everyone is safe”, which is why we must vaccinate health workers 
and high-risk groups in every singly country at the same time to protect ourselves locally. The 
vaccine needs to be distributed and be „available both globally and immediately”. This scenario 
of a, expertly meritorious, and hopefully, globally harmonized strategy, was not questioned in 
any of its parts by the appearance of new strains of the virus, but on the contrary, new strains 
would always confirm its validity. However, it remains questionable whether this scenario will be 
supported and implemented by the political institutions of the global community.

Post-Covid Risks

 On the other hand, an open and unforeseeable room is left for creating different strategies 
for the development of the global economy and politics, for the simple reason that no one can 
be satisfied in advance with the relative developmental consequences of the pre-Covid period. 
The types and structures of national economies, their relative positions and interests, possession 
of natural resources, urbanization trends, deforestation, marine and ocean pollution, global 
warming, and even migration problems affect today’s regional and national economies quite 
differently, albeit without exception in the long run. Those who expected that everything would 
change in terms of better understanding of people and nations, greater empathy and justice in 
their mutual relations once the pandemic is over, as always, were wrong. It turned out that the 
confrontation of global, national, interethnic, religious, social and other interests and groups, 
as well as new controversies and troubles point to a new rivalry between global forces and 
players. Migration, climate change, technological and social risks, terrorism and even anti-Covid 
strategies, with all of the consequences for the global economy, security, politics and development, 
remain bearers of uncertainty and risk in a world of conflicting interests and power. However, 
the following three major risks stand out in the purely economic sphere of the global future:

 1. The first one would be the energy crisis, which is particularly evident in the exchanges 
of electricity, gas and crude oil in some regional markets. Although last year’s oil market nearly 
collapsed (at some points oil had a “negative” stock market price), current trends in gas and 
electricity prices, particularly in highly energy externally dependent Europe, are more worrying 
than all of the other energy crises (mini-shocks) that have been occurring in the 21st century.

 2. The second is inflation, which was generally not counted on as a hidden enemy of 
stability when creating crisis economic policies. This proved to be an enormous display of 
carelessness, rightly pointed out by some independent economists (Vernon Smith) and a new 
global circumstance, but an old enemy of the regular economy and business, accompanied by 
uncertainty regarding the predictability of prices and costs of production, labour, materials, raw 
materials and energy. Today, international financial institutions no longer propose what they 
generously advised to the economic policy makers in the previous year. Simply put, you can’t 
borrow and share if you don’t know if the borrowed funds will be repaid. “Helicopter money” 
from previous year will have to be replaced by monetary restrictions for many in this year. 
However, how will all of the above function in the conditions of a sharp rise in energy prices, 
primary food and production costs on that ground?

 3. Ultimately, climate change and its consequences during the Covid crisis have been 
intensifying, and could even more significantly jeopardize economic returns, cash flows and 
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even the economic perception of the future. The floods, fires, earthquakes, landslides, natural and 
technical disasters that followed the northern hemisphere last summer are more than worrying. 
Climate and planetary reactions will not wait for the end of COVID-19 crises and strategies.

 Although the MF believes that inflationary tendencies will subside in the second half 
of the following year, given the uncertainties caused by virus mutations, inconsistencies in exit 
strategies both for climate, pandemics, energy, natural resources and even structural changes, 
not even that assessment cannot be taken as a definite and undoubtable. Is such occurrence 
conditioned by new (green) energy strategies and announced changes in the structure, the 
system of CO2 emissions trading or simply by increased demand for energy and raw materials 
on the world market, which always occurs after or when recessions occur? On the other hand, 
nothing is sustainable if there is no political agreement, action unity and synergy. On top of that, 
the world remains divided more than ever before. Today, four great forces clearly stand out on a 
worldwide scale, the USA, the EU, China and Russia. Each of them entails dozens of dependent 
small nations, their interests and strategies, such as debts, imbalances, financial instability, energy 
dependence, natural disasters, migration.

Economic recovery - but of what kind?

 Despite everything, in light of the short-term economic outlook, the world has somehow 
found itself in a “new normality” and is ending the calendar year 2021 with the prospect of 
the global economy growing by nearly 5%. If this data (IMF estimate) is related to last year’s 
stagnation of -3.1%, it would mean that despite the fact that the pandemic has not been overcome, 
the world economy is overcoming the economic consequences of the health and security crisis 
and should exit recession by the end of the current year. As for developed countries, which 
registered a drop of 4.5% last year, a growth of 5.2% is projected for the current year and 4.5% 
for the next one. The USA, which had a decline of 3.4% last year, will increase by 6% this year 
and by 5.2% next year. The fast-growing large economies of China and India are a particular 
case. China, despite being the first to wage a major secret war on the virus, even registered a 
growth of 2.3% last year, while according to IMF projections, it should register growth of up to 
8% in the following one, and up to 5.6% in 2022, while India after dropping by 7.3% in 2020, it 
is up 9.5% this year and can expect growth of 8.5% next year. Following the last year’s drop of 
3%, Russia will overcome the recession this year, as its GDP will grow by 4.7% (https://www.imf.
org/en/Publications/WEO/weo-database/2021/October). It is as if the Eurozone has suffered the 
most during the COVID-19 crisis. Its economy fell by 6.3% in 2020, while the growth of 5.1% is 
expected this year. In the current year, the majority of European economies will remain in the 
zone of having their GDP lower than the level from 2019, as their growth rates are on average 
lower than the rates of GDP reduction in the first year of the Covid crisis. Based on these data, a 
rather uncertain conclusion could be made that the Covid crisis is over and that things will start 
moving in the right direction in the following year, towards the global conjuncture and towards 
sustainable growth in the conditions of complete normalization.
However, it seems that we are still quite far from it, on the account of several reasons:

 - The first one being, as mentioned at the very beginning, a new uncertainty 
regarding the end of the pandemic, the behaviour (mutation) of the virus, as well as 
possibly some new measures that could affect economic and social life;

 - The second would be the disagreement of key global players as well as the world 
community as a whole on the necessity for structural change and the adoption of the 
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concept and goals of the climate economy. By climate economy we mean the harmonized 
orientation of the economy, economic policy and business towards the goals of long-term 
control (prevention and mitigation) of climate change;

 - The third is the insufficiently institutionally harmonized functioning of the global 
community of nations, in confronting not only the current but also the newly occurring 
crises. This is clearly demonstrated through UN climate actions and strategies, energy 
transition commitments and directions, ecologically harmonized green strategies and 
green sectoral transitions of the economy (industry, transport, housing, agriculture, 
water protection and ecosystems), not to mention the increasing level of inequality, but 
also of demographic, social and technological challenges.

None  of  the above seems certain yet. Despite the fact that an ever-increasing number of intellectuals, 
scientists and young people across the world expect exactly that from their governments - to 
make the future of the planet and humanity more certain. This was demonstrated to us by the 
teenage generation and the new pressures of the manifestation of the young and the “greens” in 
Glasgow (that very same Greta Thunberg, again). However, governments are normally guided 
not by the attitudes and interests of intellectuals and the chances of the youth and the youngest 
ones. After all, the latter do not even vote in the elections. Governments predominantly prefer 
“pure economy” arguments.

Misconceptions about “pure economy” and revitalization of sustainable institutions 

 Formally speaking, the world economy has already come out of recession this year. 
The current year’s economic growth is likely to be higher than last year’s decline. Many fast-
growing and large economies, as well as those that have had a more distinct decline than the 
average, will have slightly higher growth rates ( https://www.imf.org/en/Publications/WEO/
Issues/2021/10/12/world-economic-outlook-october-2021). All in all, it seems as if the Covid 
crisis, from a purely economic perspective, has been overcome.  A version of the conclusion 
would be that such scenario is sufficient, as even with the new normality, there are economic 
preconditions for overcoming any crisis or delay, including health and safety ones, and ultimately 
speaking, environmental ones. Economic growth and environmental protection are still often 
perceived as extreme opposites between which there is no “middle ground”. The controversy 
between the goals and priorities of economic and technological development on the one hand, 
and the motives for preserving the natural environment on the other, has been ongoing since the 
beginning of time, and has escalated since the beginning of the industrial era (mid-13th century), 
only to reach its absolute peak in this period. However, after everything that has happened to the 
Earth and to the people during the last century, it is questionable to consider a “clean economy” 
as an utmost and ultimate priority. Of course, an unbiased, multidimensional and multisectoral 
approach is necessary, as well as a re-harmonization and decent legislation. Development projects 
of any levels should be carefully, both professionally, environmentally and socially sensitively 
selected, while public policies should be changed in accordance with new scientific know-how 
and social awareness, where sustainable development requires a free, critical and fair information 
delivery, a more modern education and a higher general culture level. This may seem as a too 
extensive list of conditions, but otherwise it is not worth mentioning sustainable development. 
Today’s polarization of the world and people into those who are consistent in the fight for a 
green or circular economy and those who would like to formalize the concept of sustainability, 
including the green economy, did not originate from ecological perception of reality, but from 
a wobbly integrity and trust in government. Similar to the crises of most social values caused 
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by the collapse of institutions, the Covid crisis has largely shattered previous rules of the game 
and has shaken confidence put into the decision-makers around the world. It should be noted 
that the institutions function only if one is certain that the will and power of the people will not 
be above the institutions and the law. Along with new technologies and a different post-covid 
economic and social structures that are constantly changing, the institutions need to be included 
in the change, and they need to be rebuilt one step at a time. 

December 2021.             
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ABSTRACT

Trade facilitation promotes increased opportunities to participate in 
international trade. Current research has mainly analyzed the impacts of 
tariff-related and trade barriers. Nevertheless, as trade policies shift toward 
removing non-tariff barriers, studies addressing core elements become relevant, 
requiring a more systemic view at a simultaneous level. The study proposes that 
transportation infrastructure (i.e., roads, seaports, railroads, and airports) and 
logistics are core elements supporting trade facilitation efforts at the local level. 
The study provides empirical evidence on the direct and indirect effects among 
transportation infrastructure, logistics, trade facilitation, and trade. Partial least 
squares–structural equation modeling is the main empirical method employed 
to examine the interrelationship of the quality of transportation infrastructure, 
logistics, trade facilitation, and trade using a sample of 80 countries for the 
years 2012, 2014, and 2016. There is a large direct effect of transportation 
infrastructure on trade facilitation and a vast direct effect on logistics. Logistics 
has a small direct effect on trade facilitation. I also conduct mediation analyses, 
which show that logistics has a larger  effect on trade via trade facilitation than 
transportation infrastructure quality has. These findings suggest that trade 
facilitation implementation might not be enough to tackle current challenges and 
ongoing economic development. Governments should prioritize the integration 
of logistics stakeholders in the public sector to optimize the benefits of global 
networks. Thus, the significance of transportation infrastructure and logistics in 
trade should not be neglected, as the private sector (i.e., logistics providers) play 
a large and relevant role in practice.

Keywords: trade facilitation, infrastructure of services, stakeholders, 
logistics, transportation infrastructure, PLS-SEM, effect sizes, formative 
model

INTRODUCTION
 

Economic theory suggests a relatively direct and simple chain of causality: human 
development is enhanced through income growth, income growth is greater with 
more cross-border trade; trade is increased through trade facilitation efforts 
(Wilson, Mann, & Otsuki, 2003, p. 367). 

There are undeniable gains to embracing trade facilitation efforts, which are designed to streamline 
and simplify trade measures. Trade facilitation promotes increased opportunities to participate 
in international trade, driving countries to improve their competitiveness in the world economy 
and citizens’ lives. Moreover, trade facilitation is beneficial and relevant to governments, society, 

Pages 11 - 34
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and related stakeholders (Grainger, 2011). The implementation and further development of trade 
facilitation will depend on coordinated efforts to provide a better trade-related environment based 
on services and strategies.
 Research on trade facilitation has been devoted to analyzing the impacts of tariff-related and 
trade barriers, mostly employing the gravity model (Marquez-Ramos, Martínez-Zarzoso, & 
Suárez-Burget, 2012; Wilson, Mann, & Otsuki, 2005; Yadav, 2014). Nevertheless, as trade policies 
shift toward removing non-tariff barriers, studies addressing core elements become relevant, 
demanding a more comprehensive and systemic view. In this sense, many trade obstacles, such as 
customs clearance delays and inefficiency of infrastructure services, can negatively impact market 
access, making policies essential for trade advancement facilitation (Hoekman & Nicita, 2010) 
in an integrated framework. This fact has underpinned many of the attempts to forge global trade 
agreements, from the Doha Round of the World Trade Organization (WTO) launched in 2001, 
to the Trade Facilitation Agreement reached by WTO members in 2017. As a result, government 
reforms and trade agreements have reduced barriers to cross-border goods flows, leading to greater 
global integration (Hoekman & Nicita, 2010) but adding immediate challenges that have not yet 
been sufficiently discussed even in the Trade Facilitation Agreement of 2017. This study assumes 
that transportation infrastructure (i.e., roads, seaports, railroads, and airports) and logistics are 
core elements supporting trade facilitation for successful trade at the local level. The quality of 
transportation infrastructure aids the arrangement of global production networks in dealing with 
worldwide markets (Hummels, 2007). Transportation infrastructure supports economic growth 
and development by increasing trade and promoting electronic governance, connectivity, and 
simplification (UNCTAD, 2016). On the one hand, transportation infrastructure has been widely 
analyzed from a cost and distance perspective. Moreover, the urge to reduce distances through 
infrastructure development has encouraged public spending on transportation projects. On the 
other hand, logistics has been largely explored from a microeconomic perspective, focusing on 
businesses’ cost control and customer service, and has seldom been examined at the country 
level in trade facilitation research. The present study aims to fill this research gap. Furthermore, 
there is a lack of studies examining the impacts of transportation infrastructure, logistics, and 
trade facilitation in trade using complex relationships simultaneously. The purpose of this study 
is to measure the direct and indirect effects among transportation infrastructure, logistics, trade 
facilitation, and trade based on a sample of 80 countries for the years 2012, 2014, and 2016. The 
research employs partial least squares (PLS) with structural equation modeling (SEM), allowing 
simultaneous and complex analyses. Hence, integrating separate components (i.e., transportation 
infrastructure and logistics) is expected to provide a better means of assessing firms’ performance 
in global markets with government assistance. 

1. THEORETICAL FRAMEWORK 

 This research is based on the social capital literature and is informed by the resource-
based view (RBV), stakeholder theory, and resource dependence (RD) theory. The RBV describes 
the proper allocation and use of resources within a network. In this context, the assets from the 
transportation industry and soft resources from the logistics sector should be combined to expand 
possibilities for economies to trade in global markets (Sénquiz-Díaz, 2021a; Yang & Lirn, 2017) once 
identified and properly allocated. Stakeholder theory supports the interdependency of different 
actors and sectors taking part in trade exchanges, in which local coordination affects countries’ 
integration in the global economy. Lastly, the RD theory adds to the strategic thinking associated 
with forming network ties to increase the significance and optimal use of different resources. 



13

Cynthia Sénquiz-Díaz

2. LITERATURE VIEW

2.1. TRADE 

 Trade is essential for supporting economic development and setting harmonious relations 
between nations (WTO, n.d.). As such, it involves transactions for flows between markets 
(Rodrigue & Comtois, 2017). These activities depend on a country’s openness and size, typically 
measured as the total value of exports and imports (goods and services) to gross domestic product 
(GDP) (Kuznets, 1959). Previous research has revealed several perspectives on how trade activities, 
particularly imports of certain commodities, affect the economy’s productivity. For example, Lee 
(1995) verified the importance of less developed nations having less costly capital goods, as it 
increases productivity based on national price disparities. Herzer (2007) showed that in Chile, a 1% 
increase in capital goods led to a 0.16% gain in productivity, whereas a 1% increase in intermediate 
imports boosted productivity by 0.047%. Veeramani (2008) concluded that the source of capital 
and intermediate goods imports matters for productivity. The findings underline the significance 
of imports from wealthier countries and their impact on long-run growth because of knowledge 
diffusion. Enterprise leaders decide what to produce and which goods to trade across borders. 
The government motivates these decisions when embracing different means of trade facilitation. 
In every business decision, a network in a country is impacted, including the final customers 
and citizens of local countries. These trade-related activities impact the competitiveness levels of 
countries (Mann, 2012). In this sense, firms are prompted to import capital and intermediate goods 
(International Trade Forum, 2013). However, trade barriers in economies and slowing global trade 
may discourage goods investment, such as in low-income nations, when integration is critical for 
decreasing the relative price of such investments (Lian, Novta, Pugacheva, Timmer, & Topalova, 
2019). This scenario could be problematic, as economies may rely on goods exchanges for (1) 
development and living enhancement and (2) domestic revenue generation (Hausman, Lee, & 
Subramanian, 2013).

2.2. TRADE FACILITATION 

 Economic and trade perspectives provide a framework for understanding why countries 
should trade even for the goods they can create. Comparative and absolute advantage theories 
provide the foundations to sustain a country’s opening to foreign markets, stimulating domestic 
firms to increase productivity (Hill, 2011), which may benefit regions (Helpman & Krugman, 
1989). A current challenge in countries is managing exogenous and endogenous factors that 
impact trade-related costs (UNCTAD, 2016). While the former is beyond a country’s control, 
the latter is inextricably linked to the country’s domestic policies (UNCTAD, 2016). Previous 
research shows that reducing trade barriers positively impacts countries. Zhang, Li, Yu, and Cheng 
(2019) indicated that the simplicity of customs processes favors a country’s efficiency. Tariffs and 
the burden of customs procedures have proven to have a detrimental influence on commerce. 
Inefficient export and import procedures, for example, and excessive red tape raise the cost of 
doing business in countries (International Trade Forum, 2013). Furthermore, a country’s lack of 
transparency on document compliance lengthens the projected delivery time. Errors in shipping 
document declarations contribute to the time required for customs clearance, motivating trade-
related corruption to minimize these delays (UNCTAD, 2016). Moreover, the availability and 
adoption of technology opens new avenues for increasing the number of export items. For example, 
Freund and Weinhold (2004) showed that a 10% increase in a country’s web hosts is correlated with 
a 10% increase in exports. The prevalence of non-tariff barriers has been shown to have a positive 
and significant effect on facilitating trade. However, current research produces mixed findings. For 
example, Hoekman and Nicita (2008) showed that non-tariff barriers restrict trade, particularly 
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for lower-income economies. By contrast, Cipollina and Demaria (2020) suggested that non-
tariff barriers could enhance trade in some countries but may incur additional costs, detracting 
from such opportunities. Trade facilitation execution has proved its purpose in other sectors. For 
example, the OECD (2020) indicated that global health events, such as the COVID-19 pandemic, 
stress the significance of trade facilitation measures to ensure smooth movements of products. 
However, current constraints regarding cargo shipping, social interaction, limited personnel, and 
access to possible contaminated areas have raised freight costs and negatively impacted timely 
deliveries. This situation may jeopardize businesses worldwide, particularly small and medium-
sized enterprises, which may be more dependent on trading exchanges, especially imports. 
Based on the discussion, the following hypothesis is proposed.
H1: Trade facilitation implementation have a positive effect on trade.

2.3. QUALITY OF TRANSPORTATION INFRASTRUCTURE 

 Transportation infrastructure is an essential component of an economy regarding 
opportunities for trading goods. It describes common physical assets, such as roads, ports, airports, 
and railroads (Skorobogatova & Kuzmina-Merlino, 2017). Their quality lays the basis for a country’s 
international competitiveness (Lakshmanan, 2008; OECD, 2013) and better integration into the 
global economy and development (Portugal-Pérez & Wilson, 2010). For the purpose of the study, 
quality of transportation infrastructure, transport and transportation are interchangeable concepts.
Previous research has emphasized the significance of transportation infrastructure quality in 
logistics. Korinek and Sourdin (2011) indicated that high-quality infrastructure influences logistics 
performance, whereby economies with lower quality infrastructure may benefit from incremental 
development. Developing economies seem to be a good example of how much governments rely 
on these infrastructure qualities. For example, according to Lean, Huang, and Hong (2014), China 
constantly invests in physical infrastructure with the aim of boosting exports and imports. The 
authors showed the urgent need to develop the logistics sector, including by improving regulations, 
considering relevant logistics factors, and developing logistics professionals’ capabilities.  A network 
of services, in high demand for many cross-border transactions, is necessary mainly to complete 
production and in recent years has been a critical feature of the international economy (Saslavsky 
& Shepherd, 2014). Therefore, trade facilitation efforts might not be sufficient to increase trade 
opportunities. The quality of transportation infrastructure is essential for trade facilitation and 
trade, as shown by Portugal-Pérez and Wilson (2010); the research focus is on the quantification 
of effects due to the integrated infrastructure of services and not on causation between increases 
in trade and transportation. Moreover, the interdependence of these assets within infrastructure 
provision is irrelevant if operators do not support the gains of trade facilitation and exchanges 
(Kodongo & Ojah, 2016).
Based on the literature, the following hypotheses are proposed.
H2: The quality of transportation infrastructure has a positive effect on logistics.
H3: The quality of transportation infrastructure has a positive effect on trade facilitation.
H4: The quality of transportation infrastructure has a positive effect on trade. 
H5: The quality of transportation infrastructure positively influences the relationship between 
trade facilitation and trade. 

2.4. LOGISTICS

 “Better logistics performance is associated with trade expansion, export diversification, 
ability to attract foreign direct investment, and economic growth” (Kunaka, Mustra, & Saez, 2013, 
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p. 5). Meanwhile, inefficient logistics services interfere with the facilitation of trading by incurring 
additional time and costs (Korinek & Sourdin, 2011), and thereby adversely influencing the business 
use of transportation assets for a country’s development and growth (Limão & Venables, 2001). For 
this study, logistics and logistics performance are interchangeable concepts. Previous studies have 
concluded that logistics performance is critical for increasing competitiveness. Gani (2017), for 
example, demonstrated a considerable impact of logistics performance, primarily on exports and 
partially on imports of products and services. His findings highlight speed and quality of service 
as facilitators of higher imports and a strong linkage between logistics performance and exports, 
implying that enhanced logistics performance increases global trade. D’Aleo and Sergi (2017) 
provided evidence that logistics performance has a favorable and direct impact on expansion of 
exports in Europe. Munim and Schramm (2018) explored the role of logistics in seaborne trade 
and concluded that greater levels of logistics performance would increase trade. Behar, Manners, 
and Nelson (2013) provided evidence that export logistics enhanced exports of developing 
countries while Sénquiz-Díaz (2021b) showed that logistics is a significant component of exports 
from developing countries. Logistics has a considerable impact on the facilitation of international 
commerce. It improves the country-to-country connections between foreign and domestic markets 
(Arvis et al., 2018). In addition, Martí, Puertas, and García (2014) found that nations that improve 
their logistics efficiency and performance also increase their trade, based on data from economies 
with a maritime border between 2005 and 2010. Hoekman (2012, par. 1) stated that “even if tariffs 
on export markets are zero if firms in a country confront high cost and inefficient logistics, they will 
not be able to compete with firms that benefit from an efficient logistics environment.”
The following hypotheses are proposed.
H6: Logistics has a positive effect on trade facilitation.
H7: Logistics has a positive effect on trade. 
H8: Logistics positively reinforces the relationship between trade facilitation and trade. 
Figure 1 presents the conceptual model developed based on the direct hypotheses. Figures 2 and 3 
present the research models for the proposed indirect hypotheses (H5 and H8). 

Figure 1. Conceptual model—Direct hypotheses.

Source: Author’s elaboration.
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Figure 2. Conceptual model—Indirect hypothesis (H5).

Source: Author’s elaboration.

Figure 3. Conceptual model—Indirect hypothesis (H8)

Source: Author’s elaboration.

3. DATA AND METHODS 

 The study has an experimental design based on secondary data from 80 countries for 
2012, 2014, and 2016. The multiple indicators were used to form the latent constructs. The main 
criteria for selecting the countries were data availability. Appendix 1 shows a list of the countries.  
Transportation infrastructure quality is the only exogenous construct in the model formed by 
the quality of the most common freight modes (i.e., roads, ports, airports, and railroads). The 
data are derived from the Global Competitiveness Report (GCR) issued by the World Economic 
Forum (WEF) following the work of Portugal-Pérez and Wilson (2010) and Sénquiz-Díaz (2021a). 
The global indicators employed for the redundancy analysis were obtained from the GCR. Trade 
facilitation data were also derived from the GCR as well as the Global Enabling Trade Report 
(GETR), which is also issued by the WEF. The GETR provides information on openness to foreign 
markets. Its utilization in this research is partially based on Portugal-Pérez and Wilson (2010), with 
extended indicators (Sénquiz-Díaz, 2021c). Logistics data were obtained from the biennial World 
Bank (WB) Logistics Performance Index (LPI), which comprises the average of six dimensions: 
(1) customs efficiency, (2) infrastructure, (3) international shipments, (4) logistics competencies, 
(5) tracking and tracing, and (6) timeliness. The LPI is based on a Likert questionnaire of private 
freight forwarders and shippers in nations that currently use shared transportation assets. The 
endogenous variable, trade, was proxied by exports of goods to GDP (ExGDP) following Munemo, 
Bandyopadhyay, and Basistha (2006) and imports of intermediate and capital goods-to-GDP 
(MincGDP) following Fernández-Núñez, Maesso, and Márquez (2017) and Herzer (2007). Trade 
figures were drawn from the World Integrated Trade Solution, while GDP figures were obtained 
from the WB. Trade in services was excluded, as the study focuses on the cross-border movements 
of physical goods, aligning with the United Nations (2013). These figures were transformed into 
natural logarithms (ln). Trade facilitation research advocates the use of latent constructs and a 
variety of indicators. Hence, this study employed PLS-SEM (Ringle, Wende, and Becker, 2015), 
which is a novel method in trade facilitation research. PLS-SEM is useful because it (1) permits 
multivariate analysis to identify effects concurrently and (2) handles non-normal data effectively 
(Hair, Hult, Ringle, & Sarstedt, 2017). Its selection was motivated by the opportunity to observe 
the interaction of several components at a more complex level. The structural model assumes a 
formative measurement following the theoretical and empirical guidelines suggested by Coltman, 
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Devinney, Midgley, and Venaik (2008), subjected to validity confirmation (Hair et al., 2017). In 
addition, the mediation analysis suggested by Zhao, Lynch, and Chen (2010) and Hair et al. (2017) 
was used to examine the indirect effects of transport and logistics, as suggested by H5 and H8. 
Appendix 2 summarizes the latent constructs with formative indicators, abbreviations, and data 
sources.

4. RESULTS

 Table 1 displays the summary statistics for the research variables for the 80 sample countries. 
Overall, countries seem to make similar trade facilitation efforts. The findings suggest there are 
economies with a more complex tariff structure that show interest in participating in foreign 
markets. In addition, export-led orientation is a strategy for some countries, while it is common 
for countries to import capital and intermediate goods. 

Table 1. Summary statistics of variables.

Indicators Mean Median SD Min Max Skewness Excess 
Kurtosis

Qtransp qrds  4.19  4.10 1.17  2.00 6.30  0.10 -1.19
qprts  4.32  4.40 1.11  1.30 6.80 -0.05 -0.45

Logp

Trafa

Trd

qarps

qrrs

log

tarcom

govpol

opfor

nontar

custpr

techab

LnXGDP

LnMincGDP

 4.67

 3.54

 3.18

 4.72

 4.29

 4.51

 4.43

 4.31

 4.81

-1.73

-2.03

 4.60

 3.35

 3.16

 4.90

 4.20

 4.50

 4.45

 4.30

 4.80

-1.67

-2.10

1.00

1.32

0.56

1.51

0.80

0.56

0.52

0.82

0.70

0.85

0.70

 2.20

 1.20

 1.85

 1.70

 2.50

 2.70

 2.60

 2.00

 3.40

-3.76

-3.72

6.65

6.70

4.23

7.00

6.20

5.75

5.80

6.20

6.15

0.55

0.55

-0.05

 0.43

-0.01

 0.01

 0.34

-0.59

-0.27

 0.01

 0.05

 0.04

 0.55

-0.91

-0.62

-0.98

-1.56

-0.40

 0.34

 0.71

-0.49

-0.98

-0.48

 0.66
Table 1. qtransp (quality of transportation infrastructure), qrds (quality of roads), qprts (quality of ports), qarps (quality 
of airports), qrrs (quality of railroads), logp (logistics performance), log (logistics), trafa (trade facilitation), tarcom 
(tariff complexity), govpol (government policymaking), opfor (openness to foreign markets), nontar (prevalence of 
trade barriers), custpr (customs procedures), techab (technology absorption), trd (trade), LnXGDP (exports of goods 
to GDP), LnMincGDP (imports of intermediate and capital goods to GDP)

Source: Author’s calculation based on secondary data. SD, standard deviation, n = 80 countries.
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4.1. STRUCTURAL EQUATION MODELING

 The structural equation modeling is based on theory, the features of which are shown in 
Figure 4. The circles represent constructs or latent variables, and their values reflect the variation 
explained by other latent variables using the SEM methodology (R2). The arrows connecting one 
construct to another represent the route coefficient (B), which estimates the constructs’ direction, 
strength, and significance. The formative measurement is represented by arrows entering the 
corresponding construct. Finally, the rectangles represent formative indicators whose values 
contribute to understanding the construct, as they are not interchangeable. 

Figure 4. PLS-Algorithm—Model estimation.

Figure 4. qtransp (quality of transportation infrastructure), qrds (quality of roads), qprts (quality of ports), qarps (quality 
of airports), qrrs (quality of railroads),logp (logistics performance), log (logistics), trafa (trade facilitation), tarcom 
(tariff complexity), govpol (government policymaking), opfor (openness to foreign markets), nontar (prevalence of 
trade barriers), custpr (customs procedures), techab (technology absorption), trd (trade), LnXGDP (exports of goods 
to GDP), LnMincGDP (imports of intermediate and capital goods to GDP)

Source: Author’s calculation based on secondary data.

Notes: The model converged at 12 iterations (300 max) with a stop criterion 10-7 confirming the 
sample adequacy and enough variability of the data (Hair et al., 2017). 

4.2. STRUCTURAL MODEL—OUTER ASSESSMENT 

 Confirmatory tetrad analysis (CTA-PLS) is used to empirically support the foundations of 
formative constructs with a minimum of four indicators (Hair, Risher, Sarstedt, & Ringle, 2019). 
Furthermore, based on the idea of tetrad connections between pairs of covariances, the CTA-
PLS enables the evaluation of causal effects (Hair et al., 2017). Table 2 shows that the tetrads were 
significantly different from zero for Qtransp and Trafa, leading to a more accurate model setup 
(Hair et al., 2017, 2019). 
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Table 2. CTA results.

Construct Tetrad Sample SD T-statistic
Qtransp 1.qarps, qprts, qrds, qrrs  0.17 0.05    3.43***

2.qarps, qprts, qrrs, qrds  0.15 0.05    3.07***
Trafa 4.custpr, govpol, nontar, tarcom -0.04 0.02    2.30**

6.custpr, nontar, tarcom, govpol  0.04 0.01    2.93***
7.custpr, govpol, nontar, techab -0.02 0.01    3.06***
10.custpr, govpol, opfor, tarcom -0.09 0.02    4.06***

Table 2. qtransp (quality of transportation infrastructure), qrds (quality of roads), qprts (quality of ports), qarps 
(quality of airports), qrrs (quality of railroads), trafa (trade facilitation), tarcom (tariff complexity), custpr (customs 
procedures), govpol (government policymaking), nontar (prevalence of trade barriers), opfor (openness to foreign 
markets), techab (technology absorption)
Source: Author’s calculation based on secondary data. SD, standard deviation ** and *** represent significance at the 

5% and 1% level, respectively.

Convergent validity of transportation infrastructure and trade facilitation was performed to verify 
their adequacy on the formative measurement model. The redundancy analysis was carried out; 
it requires a global indicator to convey the essence of the formative construct structure (Cheah, 
Sarstedt, Ringle, Ramayah, & Ting, 2018; Sarstedt, Wilczynski, & Melewar, 2013), which is 
confirmed when B > 0.70. As shown in Figures 5 and 6, the convergent validity for Qtransp and 
Trafa is evident. 

Figure 5. Convergent validity—Qtransp.

Figure 5. qtransp (quality of transportation infrastructure), qarps (quality of airports), qprts (quality of ports), qrds 
(quality of roads), qrrs (quality of railroads), qtransp_G (quality of transportation infrastructure global), infraov 
(infrastructure overall)

Source: Author’s calculation based on secondary data.

Notes: The global item employed follows Sénquiz-Díaz (2021a) and is, “How do you assess your 
country’s general state of infrastructure? [1 = extremely underdeveloped, 7 = extensive and 
efficient]” 
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Figure 6. Convergent validity—Trafa.

Figure 6. trafa (trade facilitation), custpr (customs procedures), govpol (government policymaking), nontar (prevalence 
of trade barriers), opfor (openness to foreign markets), tarcom (tariff complexity), techab (technology absorption)

Source: Author’s calculation based on secondary data.

Notes: The global item used follows UNCTAD (2016) and is, “In your country, how efficiently 
does the government spend public revenue? [1 = extremely inefficient, 7 = extremely efficient in 
providing services and public goods]” 

Cross-loadings were used to examine an item’s correlation with the constructs (Lowry & Gaskin, 
2014). Table 3 shows the item’s cross-loadings, showing the strongest relationship with constructs, 
and confirming the discriminant validity of the research variables.

Table 3. Cross-loadings—Discriminant validity.

Qtransp Trafa Logp Trd
Qarps  0.94  0.82  0.81  0.22
Qprts  0.89  0.79  0.75  0.20
Qrds  0.92  0.81  0.80  0.19
Qrrs  0.84  0.72  0.74  0.21
Custpr  0.80  0.88  0.71  0.23
Govpol  0.68  0.75  0.58  0.24
Nontar  0.58  0.58  0.53  0.26
Opfor  0.52  0.66  0.59  0.30
Tarcom -0.49 -0.60 -0.53 -0.22
Techab  0.83  0.94  0.80  0.25
Log  0.86  0.84  1.00  0.29
LnMincGDP  0.10  0.12  0.07  0.29
LnXGDP  0.19  0.23  0.19  0.69

Table 3. qtransp (quality of transportation infrastructure), qrds (quality of roads), qprts (quality of ports), qarps (quality 
of airports), qrrs (quality of railroads), logp (logistics performance), log (logistics), trafa (trade facilitation), tarcom 
(tariff complexity), govpol (government policymaking), opfor (openness to foreign markets), nontar (prevalence of 
trade barriers), custpr (customs procedures), techab (technology absorption), trd (trade), LnXGDP (exports of goods 
to GDP), LnMincGDP (imports of intermediate and capital goods to GDP)

Source: Author’s calculations based on secondary data.

Multicollinearity checks were performed using variance inflation factors (VIF) to ensure that values 
do not exceed the recommended level of 10 (Lowry & Gaskin, 2014; Menard, 2009). The results in 



21

Cynthia Sénquiz-Díaz

Table 4 show that multicollinearity is not a problem (<10).

Table 4. Indicator’s variance inflation factor.

Indicator VIF
Qarps 4.34
Qprts 3.81
Qrds 4.09
Qrrs 2.26
Log 1.00
Custpr 4.80
Govpol 3.17
Nontar 2.27
Opfor 1.89
Tarcom 1.40
Techab 2.79
LnMincGDP 4.85
LnXGDP 4.85

Table 4. qarps (quality of airports), qprts (quality of ports), qrds (quality of roads), qrrs (quality of railroads), log 
(logistics), custpr (customs procedure), govpol (government policymaking), nontar (prevalence of trade barriers), 
opfor (openness to foreign markets), tarcom (tariff complexity), techab (technology absorption), LnmincGDP (imports 
of intermediate and capital goods to GDP), LnXGDP (exports of goods to GDP)

Source: Author’s calculation based on secondary data.

The indicator’s outer weights (w) determine the relative significance of the formative constructs 
based on the construct’s multiple regressions on its set of indicators (Hair et al., 2017). Whether 
w is not substantial, the outer loadings (l) are considered when deciding whether to remove an 
indicator (Hair et al., 2017). Table 5 verifies the results, showing each indicator’s importance on the 
corresponding construct definition.
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Table 5. Outer weights and loadings.

Indicator Weight T-statistic Loading T-statistic

Qtransp qarps

qprts

qrds

qrrs

 0.39

 0.18

 0.24

 0.27

  4.82***

  2.58***

  3.66***

  5.51***

--

--

--

--

--

--

--

--

Trafa tarcom

govpol

opfor

nontar

custpr

techab

-0.20

-0.02

 0.06

 0.02

 0.26

 0.63

 -3.75***

 -0.34

  0.97

  0.39

  2.36**

  7.81***

--

0.75

0.66

0.68

--

--

--

18.57***

13.75***

14.19***

--

--

Trd LnMincGDP

LnXGDP

-1.58

 2.10

 -2.33**

  3.35***

--

--

--

--
Table 5. qtransp (quality of transportation infrastructure), qrds (quality of roads), qprts (quality of ports), qarps 
(quality of airports), qrrs (quality of railroads), trafa (trade facilitation), tarcom (tariff complexity), govpol (government 
policymaking), opfor (openness to foreign markets), nontar (prevalence of trade barriers), custpr (customs procedures), 
techab (technology absorption), trd (trade), LnXGDP (exports of goods to GDP), LnMincGDP (imports of intermediate 
and capital goods to GDP)

Source: Author’s calculation based on secondary data.

Notes: *** and ** represent significance at the 1% and 5% level, respectively. 

4.3. STRUCTURAL MODEL—INNER ASSESSMENT

 The inner evaluation of the structural model was performed before further analyses (Hair 
et al., 2017). Collinearity was considered, along with evaluation of the coefficient of determination 
(R2), hypothesis testing, and effect sizes (f2). The model assessment must consider VIF values 
between constructs to prevent overestimation of findings. Table 6 shows that multicollinearity is 
not a concern, as values are less than the highest suggested threshold (<10).
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Table 6. Construct’s relationship variance inflation factor.

Path relationship VIF
Trafa > Trd (H1) 4.95
Qtransp > Logp (H2) 1.00
Qtransp > Trafa (H3) 4.03
Qtransp > Trd (H4) 5.70
Logp > Trafa (H6) 4.03
Logp > Trd (H7) 4.61

Table 6. trafa (trade facilitation), trd (trade), qtransp (quality of transportation infrastructure),  logp (logistics 
performance)

Source: Author’s calculation based on secondary data.

The R2 values explain a model’s prediction by considering the sum of other constructions’ impacts 
on an endogenous construct to establish its relationship (Hair et al., 2017). The results of the R2 and 
significant t-statistics are presented in Table 7.

Table 7. Structural model—R2 results.

Construct R2 T-statistic
Logp 0.75 31.60***
Trafa 0.79 42.19***
Trd 0.10   2.38**

Table 7. logp (logistics performance), trafa (trade facilitation) trd (trade)
Source: Author’s calculation based on secondary data.

Notes: *** and ** represent significance at the 1% and 5% level, respectively. 

The bootstrapping procedure, a non-parametric method, was used to identify the structural 
relationships of the model (hypothesis testing) (Hair et al., 2017). As shown in Figure 7, estimations 
were based on 5,000 iterations (two-tailed at the 5% significance level). The values embedded in the 
arrows represent the t-statistics; they were used to assess the significance of the hypotheses based 
on the following thresholds: 2.58 (ɑ = 0.01), 1.96 (ɑ = 0.05), and 1.65 (ɑ = 0.10). 
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Figure 7. Bootstrapping results.

 

Figure 7. qtransp (quality of transportation infrastructure), qrds (quality of roads), qprts (quality of ports), qarps (quality 
of airports), qrrs (quality of railroads), logp (logistics performance), log (logistics), trafa (trade facilitation), tarcom 
(tariff complexity), govpol (government policymaking), opfor (openness to foreign markets), nontar (prevalence of 
trade barriers), custpr (customs procedures), techab (technology absorption), trd (trade), LnXGDP (exports of goods 
to GDP), LnMincGDP (imports of intermediate and capital goods to GDP)

Source: Author’s calculation based on secondary data.

Notes: T-statistics denote a positive coefficient, since there is a no sign change default implemented 
in SmartPLS version 3.2.8 and later (https://www.smartpls.com/documentation/algorithms-and-
techniques/bootstrapping). 

The PLS algorithm analyzes the hypothesized relationships between the constructs through the 
path coefficients, where larger values indicate a stronger relationship (Hair et al., 2017). Previous 
bootstrapping results were used to examine t-statistics thresholds. f2 may be used to assess the 
relationships in the structural model, revealing (1) the practical and managerial relevance of the 
effects (Benitez, Henseler, Castillo, & Schuberth, 2020) and (2) the relative impact of a predictor 
in an endogenous construct regardless of the sample size (Hair et al., 2017). This study employed 
Cohen’s (1988) and Sawilowsky’s (2009) effect size interpretation. Table 8 summarizes the results 
supporting the direct hypotheses, except for H1, H4, and H7. 

https://www.smartpls.com/documentation/algorithms-and-techniques/bootstrapping
https://www.smartpls.com/documentation/algorithms-and-techniques/bootstrapping
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Table 8. Results for direct hypotheses and effect sizes.

Path Relationship Sample SD T-statistic F2 Type Decision

Trafa > Trd (H1)  0.27 0.18   1.48 0.01 no effect not supported
Qtransp > Logp (H2)  0.86 0.01 64.06*** 3.03 huge supported
Qtransp > Trafa (H3)  0.58 0.07   7.44*** 0.41 large supported
Qtransp > Trd (H4) -0.23 0.20  -1.11 0.01 no effect not supported
Logp > Trafa (H6)  0.34 0.07   4.29*** 0.14 small supported
Logp > Trd (H7)  0.26 0.17   1.44 0.01 no effect not supported

Table 8. trafa (trade facilitation), trd (trade), qtransp (quality of transportation infrastructure), logp (logistics 
performance)

Source: Author’s calculation based on secondary data.

Notes: SD, standard deviation; *** represents significance at the 1% level. 

 To examine the indirect effects of transport and logistics proposed by H5 and H8, this 
study followed the mediation analysis recommended by Zhao et al. (2010) and Hair et al. (2017), 
as shown in Figure 8. Path coefficients and P-values were used in the analysis, while the effect sizes 
were based on Cohen’s (1988) and Sawilowsky’s (2009) rules. Thus, P3 represents the direct effect; 
P1*P2 is the indirect effect; and the total effect is the sum of both indirect and direct effects. This 
procedure identifies whether the direct effects of the independent variables in trade facilitation are 
strong enough to enhance trade. Tables 9 and 10 present the results.

Figure 8. Mediation model—Indirect hypotheses.

Figure 8. X (independent variable), Y (endogeneous variable), M (mediator variable)
Source: Author’s elaboration.
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Table 9. Analysis for H5.

Path relationship Path coefficient P-value
Qtransp > Trd (P3) -0.23    0.23
Qtransp > Trafa (P1)  0.58 <0.001
Trafa > Trd (P2)  0.27    0.13

Table 9. qtransp (quality of transportation infrastructure), trd (trade), trafa (trade facilitation)
Source: Author’s calculation based on secondary data.

The analysis for H5 indicates that P3 = -0.23 and P1*P2 = 0.15. Therefore, the total effect size is -0.08. 
The indirect path relationships are positive, and the P-value is statistically significant at the 1% level. 
While the quality of transportation infrastructure has an influencing effect on trade facilitation, the 
findings confirm that it is not enough to enhance trade. Therefore, H5 is not supported. 

Table 10. Analysis for H8.

Path relationship Path coefficient P-value
Logp > Trd (P3) 0.26    0.13
Logp > Trafa (P1) 0.34 <0.001
Trafa > Trd (P2) 0.27    0.13

Table 10. logp (logistics performance), trd (trade), trafa (trade facilitation)
Source: Author’s calculation based on secondary data.

The results for H8 show that P3 = 0.26 and P1*P2 = 0.09, indicating a total effect size of 0.35. In 
addition, the indirect path relationship has a positive direction and a statistical P-value at the 1% 
level, showing the indirect significance of logistics with a larger effect size for trade facilitation on 
trade, lending support to H8.

5. DISCUSSION

 This research aimed to analyze the simultaneous direct and indirect effects among 
transportation infrastructure, logistics, trade facilitation, and trade. The PLS-SEM method was 
applied using a sample of 80 countries for 2012, 2014, and 2016.  The study proposed that trade 
facilitation (H1), the quality of transportation infrastructure (H4), and logistics (H7) have positive 
effects on trade but found no significant direct effects. Nonetheless, the quality of transportation 
infrastructure proved to have a vast and significant positive effect size on logistics (H2) and a large 
effect size on trade facilitation (H3). Moreover, logistics has a positive effect on trade facilitation 
significant at the 1% level, albeit with a small effect size (H6). These results show that existing 
resources are not sufficient to enhance global trade among countries.  The findings from the 
mediation analyses demonstrate the indirect effects of transportation infrastructure and logistics. 
Logistics has a stronger and larger effect size on trade via trade facilitation (H8) than transportation 
infrastructure does (H5). Thus, the significance of transportation infrastructure and logistics in 
trade should not be neglected, as the private sector (i.e., logistics providers) play a large and relevant 
role in practice. 
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CONCLUSION

 This investigation extends current research and theory, providing evidence of the 
simultaneous effects of different variables in diverse contexts in a theoretical model. Hence, it 
contributes to the international business field by increasing understanding of how stakeholders cope 
with global challenges (Buckley, Doh, & Benischke, 2017). The research shows that incorporating 
the RBV, RD theory, and stakeholder theory in economic and social capital domains helps close the 
gaps between interdisciplinary and international business research. This study confirms the need 
for greater interaction among various stakeholders, both within and across borders. The positive 
effect of transportation infrastructure quality on logistics demonstrates the implications of RD of an 
economy. Governments and business leaders should collaborate to address common trade-related 
concerns so that businesses of all sizes can participate in global markets and geographic prospects, 
as suggested by stakeholder theory. Moreover, the increased engagement of the private sector (i.e., 
logistics providers) boosts government capital spending, leading to more industrial and firm-oriented 
policies in public management.The results show that trade facilitation implementation currently 
pursued by governments are insufficient to enhance trade. The findings indicate that business leaders 
value trade facilitation efforts from two points of view. The first perspective is ascribed to the 
relative importance of issues commonly addressed in trade agreements by governments and trade-
related organizations, namely, tariff complexity, customs procedures, and technology absorption. 
The complexity of tariffs negatively affects trade facilitation. Therefore, tariff complexity may be 
a real burden affecting business opportunities for countries willing to increase their participation 
in global markets, as suggested by Hoekman and Nicita (2008) and the International Trade Forum 
(2013). As expected, improved customs procedures are a positive determinant of trade facilitation 
(Wilson et al., 2005) as its inefficiency jeopardizes international trade. Technology absorption 
also has a significant effect on trade facilitation. It provides better ways of working, including 
sharing information (UNCTAD, 2016) and facilitating trade increases (Freund & Weinhold, 2004) 
while supporting better decision-making, particularly in foreign businesses. The second view of 
business leaders about of trade facilitation suggests there are exclusive and positive effects of 
government transparency in policymaking, opening to foreign markets, and non-tariff barriers. 
These findings suggest that government spending on these factors may favor the formulation of 
policies and regulations that increase trade facilitation. For instance, government policymaking 
transparency underlines the need to share information between stakeholders. Leaders may relate 
such importance to lowering transaction costs, reducing additional time for cross-border trade, 
and avoiding mistakes in shipping documentation, as suggested by UNCTAD (2016). Openness to 
foreign markets supports the interests of engaging in trade activities. In addition, the prevalence of 
non-tariff barriers is positive and significant for trade facilitation measurements. Since non-tariff 
barriers impact the competition of imported goods in the local country, this result could imply a 
protectionist measurement for foreign competition avoidance, which is highly present in regional 
trade. The study reveals far-reaching consequences for government officials and managers. First, 
possibilities in new global markets suggest that resources and networks are more important than 
ever, especially for countries willing to increase global exchanges. This requires a wider perspective 
than simply working on resources provided by the government. For example, a country’s network 
development may enable a firm to minimize sourcing and inventory expenses while sustaining the 
efficiency of vertical global value chains. Similarly, companies may enhance short-term planning, 
providing the flexibility required for strategy formulation and last-minute implementation.
Logistics integration into the trade facilitation framework has the greatest impact on trade, deserving 
more government managerial attention. While transportation infrastructure has a significant and 
operational effect on logistics, governments should consider other factors before investing in new 
construction of these hard assets. In this way, governments should not exclusively depend on their 
transportation infrastructure quality while reducing their public capital investment competition with 
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essential sectors, such as health. Such considerations and strategies could motivate, for example, 
non-exporting firms to adopt an export-led strategy regardless of their size and length of existence 
as well as open opportunities to augment imports to boost competitiveness. These remarks should 
not imply that the quality of transportation infrastructure is not relevant; instead, they highlight 
the significance of a country’s network of services infrastructure. Inefficiency, lack of progress 
and collaboration, and non-tariff trade-related obstacles adversely put nations and businesses 
at risk. As a result, governments should consider logistics providers as crucial trade facilitation 
stakeholders to promote a more efficient corporate environment. Trade facilitation challenges 
remain, and further benefits may vary between countries by increasing logistics efficiency and 
resource use. Larger economies, for example, could develop service-oriented strategies, while 
smaller economies could develop opportunities to integrate tangible and non-tangible resources. 
In addition, countries transitioning from an agriculture-based economy to a more industrialized 
structure highly dependent on global value chains may increase their market benefits. This study 
concludes that additional elements must be considered when creating and executing tailored 
methods to boost a country’s international trade, particularly to facilitate the import of goods. On 
the one hand, logistics stakeholders provide supplementary measures to optimize value chains 
without using additional economic and human resources from the government. On the other hand, 
the private sector must contribute to these issues with efficiency and a true desire to work alongside 
government officials. Overall, additional benefits can be achieved from actual implementation in 
which trade facilitation and logistics undoubtedly provide an interface and a stronger nexus for 
the government and business. This study has the following limitations. This study focused on 
fundamental trade components affecting a country’s participation in foreign markets. However, 
other factors, such as the quality of education, should be considered. Another research opportunity 
is to analyze and make comparisons based on a country’s development stage to identify demand. 
Regarding trade facilitation, for example, research employing cluster analyses is recommended to 
examine the advances in trade facilitation, particularly in least developed and developing countries. 
In addition, there are opportunities to perform longitudinal studies on the effects of logistics as 
more secondary data become available. Furthermore, studies analyzing institutional factors that 
promote a better logistics environment should be undertaken.
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Appendix 1. List of countries

Algeria, Argentina, Armenia, Australia, Austria, Belgium, Bolivia, Botswana, Brazil, Bulgaria, 
Cambodia, Cameroon, Canada, Chile, China, Colombia, Costa Rica, Croatia, Czech Republic, 
Denmark, Egypt, Estonia, Ethiopia, Finland, France, Georgia, Germany, Greece, Hong Kong, 
Hungary, India, Indonesia, Ireland, Italy, Japan, Jordan, Kazakhstan, Korea Republic, Kyrgyz 
Republic, Latvia, Lithuania, Luxembourg, Macedonia, Madagascar, Malaysia, Mauritania, Mexico, 
Moldova, Montenegro, Namibia, Netherlands, New Zealand, Nigeria, Norway, Pakistan, Panama, 
Perú, Philippines, Poland, Portugal, Romania, Russian Federation, Saudi Arabia, Senegal, Serbia, 
Slovak Republic, Slovenia, South Africa, Spain, Sweden, Switzerland, Tanzania, Thailand, Turkey, 
Ukraine, United Kingdom, United States, Uruguay, Vietnam, Zimbabwe

Corresponding regions: Europe and Central Asia (39 countries), Sub-Saharan Africa (11 countries), 
East Asia and Pacific (12 countries), Latin America (10 countries), Middle East and North Africa (4 
countries), South Asia (2 countries), and North America (2 countries).
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ABSTRACT

Social networks are not the same as they were 10 years ago. Now, in addition 
to the role of "socialization", their basic role, marketing has also intervened. 
Marketing can be defined as the art of identifying and satisfying customer needs 
while producing profit. Nowadays, through social media marketing, a company 
can promote itself or present products and services very easily, while being able to 
target exactly the desired people, which translates into making more profit. Our 
paper provides arguments on the influence of social media in travel decisions, 
and it’s based on a study of consumer behaviour in this field. The study began 
from our interest in the way social networks influence our personal decision to 
travel, to visit a certain area or a certain landmark, so we wanted to find out 
more information about how this "hypnosis" works. The main hypothesis of the 
study was that people are influenced by social networks in their travel decisions 
and according to the results, the hypothesis was confirmed. 91.35% of the total 
participants in the study were tempted to travel because of a photo seen on a 
social network, therefore, a good social marketing campaign could really make a 
difference in travel decisions.

Keywords: Marketing research, Consumer behaviour, Social networks, 
Tourism

INTRODUCTION

Since the rise of the Internet in the early 1990s, the world’s networked population has grown from 
millions to billions. Over the same period, social media have become a fact of life for civil society 
worldwide, involving many actors - regular citizens, activists, nongovernmental organizations, 
telecommunications firms, software providers, governments etc (Shirky, 2011).

Pages 35 - 48 
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Figure 1.  Key figures of the digital world – October 2020.

Source: Digital 2020 October Global Statshot Report 
(https://datareportal.com/reports/digital-2020-october-global-statshot).

According to Hootsuite and We Are Social, in October 2020, the world’s population was 7.81 billion 
people, of which 4.66 billion are internet users (the penetration rate being of 60%) and 4.14 billion 
are social network users (53% of the population). Compared to 2019, this means a 1% increase of 
the total population, a 7.4% increase of the number of internet users and a 12,3% increase of social 
network users. Social media has become a vital part of everyday life for people around the world, 
and it is also increasingly used by companies as part of marketing, customer service, research, and 
development strategies (Varga, 2018). Regarding the perspectives on how internet users relate with 
social media, things are extremely interesting, the most important data being presented in the 
Digital 2020 Global Report:

Figure 2.  Social media behaviour – October 2020.

Source: Digital 2020 October Global Statshot Report 
(https://datareportal.com/reports/digital-2020-october-global-statshot).

As we can observe in Figure 2, 98% of internet users visited or used a social media network in the 
past month, the average amount of time per day spent using social media was of two hours and a 
half and only 41% of internet users, used social media for work purposes. The social media is an 
important aspect of tourism industry. It provides to the tour operators a multitude of tools through 
which they can influence consumer perceptions, tools that are easy to use, have low costs but can 
at the same time, if not properly used to negatively affect consumers (Sârbu, Alecu, Dina, 2018).
Social media provides information for travelers on the destination and the touristic enterprises 
located at such destination and contains the opinions and experience of people who have traveled 
there, affecting the decision-making process. On the other hand, tourism enterprises are able 
to reach the ideas and opinions of the travelers on their experience via social media and thus 
understand their customers better and gain a competitive edge in the market (Erol, Ülkü, 2019).

https://datareportal.com/reports/digital-2020-october-global-statshot
https://datareportal.com/reports/digital-2020-october-global-statshot
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1. SOCIAL MEDIA’ PARTICULARITIES  FOR ROMANIAN MARKET

 Nowadays, the terms “tourism” and “tourist” can be appreciated as international terms and 
are used, in most modern languages, in the designation of travel and, of course, people traveling 
for tourism purposes.  We can define the tourist as a person who moves to a place located outside 
the usual residence for a period of less than 12 months, the main reasons for travel being other 
than some paid activity in the visited place.The evolution of tourism in Romania is characterized 
by a growing trend due to the influence of economic, demographic, political and social factors, of 
which we mention the desire of people to visit certain touristic areas, to know local customs and 
the technical progress of the infrastructure.

Figure 3. The evolution of tourists arrivals in Romania between 2011 and 2019.

Source: based on INSSE information (https://insse.ro).

According to Figure 3, during the entire analyzed period, there was an increase of 8.70% of 
Romanian tourists arriving in the accommodation units and an increase of 7.58% of foreign 
tourists.Social media are online platforms that facilitate global collaboration and sharing amongst 
users. It includes websites and other online tools (called social networks) that enable people and 
organizations to get, create, and share content by interacting with others about topics of common 
interest (Roberts, Callahan, O’Leary, 2017). Safko and Brake describe social media as “activities, 
practices and behaviours among communities of people who gather online to share information, 
knowledge, and opinions using conversational media”.

Figure 4. Most used social media platforms worldwide.

Source: Digital 2020 October Global Statshot Report 
(https://datareportal.com/reports/digital-2020-october-global-statshot).

https://insse.ro
https://datareportal.com/reports/digital-2020-october-global-statshot
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Among the most popular social networks worldwide are Facebook, with the largest number 
of users, Youtube and Instagram. Almost all these networks saw strong audience growth in the 
last months, but Instagram and Snapchat had the biggest increases. In Romania, Facebook and 
Instagram are the most frequently used social networks.

Figure 5. Number of Facebook users in Romania between January 2011 and January 2020.

Source: based on information from (http://www.facebrands.ro) and (https://www.zelist.ro).

According to Figure 5, the number of Romanian Facebook users increased considerably from 
year to year, the largest increase being from January 2011 to January 2012, when their number 
almost doubled. Facebook is a social network that provides the opportunity for people to share 
photos, information, videos and more. Users can decide who can see their posts, whether their 
profile is private or public, and many other settings that the user can make based on their own 
decisions. From the very beginning, when Mark Zuckerberg launched the social network in 2004, 
Facebook was a success among Harvard University students. Nowadays, Facebook is the biggest 
social network worldwide, with 2,8 billion monthly active users (www.statista.com). Instagram is 
a social network where people can share with friends and their followers their daily lives, through 
photos or videos. The first photo posted on Instagram was in July 2010 by founders Kevin Systrom 
and Mike Krieger, and it was launched to the public in October 2010 (www.instagram.com). 
Worldwide, the number of Instagram users in October 2020, was around 1.1 billion and over 60% 
of them are aged between 18 and 34 years old (www.statista.com). In an Instagram post, users can 
also use “hashtag” – one or more words that enclose a photo or video. For example, for a photo 
with an individual by the beach, we can use the following hashtags: # sea # seaside # holiday 
#sun # costinesti. Instagram users who will search on Instagram “# holiday, will be able to see 
only photos and videos that have the description of the hashtag. Likewise, the user can attach the 
location where the photo / video posted was taken, and the users who type that location will only 
see photos / videos that have the location of the posts attached.

http://www.facebrands.ro/
https://www.zelist.ro
http://www.statista.com
http://www.instagram.com
http://www.statista.com
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Figure 6. The evolution of Instagram users in Romania between 2013 and 2020.

Source: based on information from (https://www.zelist.ro).

Analyzing the data presented above, we can observe that it was a massive increase in Instagram 
users in Romania. The biggest increase was between 2014-2015, when the number of Instagram 
users increased from 77.152 users to 190.337 users, an increase of 146.70% in 2015 compared to 
2014. From 2019 to 2020, there was only a slight increase, which suggests a cap on the number of 
Instagram users.

2. THE RELATION BETWEEN SOCIAL NETWORKS AND TOURISM

 Tourism industry relies mainly on information and communication technologies for 
promotional activities, sales or development of customer relationship. When an individual wants 
to decide on a travel destination, the most important information comes from friends and online 
sources. Based on travel agency’s needs, social networks use advanced technology to create a 
personalized offer, taking into consideration previous searches made by a user on the Internet 
about certain areas or landmarks. Nowadays, tourists have more confidence in the opinions of other 
people who have traveled to a certain country, area, only using social networks. Social networks 
are becoming more popular, with more users from day to day, so consumers can influence more 
and more consumers about their own opinions and experiences.
Technological advancement has contributed to fundamental changes in the tourism industry and 
helped people to make a travel decision. An online survey of 4.600 respondents was conducted 
in October 2012 in the US, Europe and Asia Pacific (as targeted people were people who traveled 
for free in the last 12 months or intended to do so in the next 12 months). This study showed that 
social networks have a great influence on a person’s travel decision, as 44% of respondents said 
that internet reviews posted by bloggers (tourism influencers) helped them decide on their travel 
destination. 27% of respondents said they were helped in their decision by Facebook, 24% by 
YouTube and 22% by Pinterest (Živković, Gajić, Brdar, 2014). The year 2020 was a significant one 
in social media. The pandemic pushed more people to spend time online and find more ways to 
engage with each other. When examining B2B advertising, social media advertising was used by 
83% of marketers and ranked second in success (29%) behind search engine marketing (33%). 
(https://sproutsocial.com/insights/social-media-statistics/). Advertising is very important for any 
company, especially for a travel agency. It aims to promote a product or service and to increase 
sales. In this context, any travel agency must be present on social networks, where the public is, 
especially on Facebook and Instagram. AIDA model shows that the effectiveness of any advertising 
depends upon the extent to which the advertising message has been received and accepted by the 
audience (Gupta, Singh, Sinha, 2017). Starting from its main principles – capture the attention of 
the potential customer, rise the interest in the object of sale, provoke the desire to buy and action - 
the sale, we made an analysis on a travel agency post on a social network, to see if it respects them.

https://www.zelist.ro
https://contentmarketinginstitute.com/wp-content/uploads/2020/09/b2b-2021-research-final.pdf
https://sproutsocial.com/insights/social-media-statistics/
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Figure 7. Travel agency post regarding a holiday offer in Greece.

Source: (www.facebook.ro).

Parallel 45 presents its offer with a promising start, “Restart engines”, following the COVID-19 
pandemic. In the first phase, the capture of attention was successful. Why do I say this? Because 
the post has some beautiful images and a description. The images reflect some grate landscapes, a 
family relaxing, and a restaurant on the beach, so there are great chances for a user who sees the 
post to stop “browsing” and view the offer. Rising the interest - the holiday season is approaching, 
people are looking for an offer and we can see this from the number of appreciations, about 4.000, 
the number of distributions, 157, and 71 comments. It should be noted that the impact of the poste 
was much greater than the data presented. Why? Because the virtual friends of the people who 
appreciated the photo, probably saw in “News” that person X appreciated, commented, or shared 
the post published by Parallel 45. Regarding the desire to buy and the actual purchase, we can 
assume that from the large number of people who interacted with the post, at least a few were 
interested. When it comes to travel and decision making, we can remember the saying “A picture 
is worth 1,000 words”. Instagram is based on images, and a really good photo, which conveys a 
state, if it’s accompanied by a short story, can make the difference between going over it without 
mattering and making a travel decision. According to the article entitled “Instagram Must Be in 
the Top of Social Networks in Tourism” viewed on https://www.turismmarket.com, 65% of people 
learn visually: it is easier to retain images and learn through them, 70% of the receptor sensors 
are in the eye and 90% of the information transmitted to the brain is visual. It is not a novelty that 
social networks have “entered” our daily lives. We wake up, many of us check phones, access 
Facebook, Instagram and other social networks, depending on the individual, as if we did not do 
this action before we fall asleep. People started using these social networks in as many ways as 
possible. For example, on Facebook, before the appearance of the “Marketplace” sales function, 
people created groups for the purpose of selling. For example, at local level (Mureș county), we 
have many groups, such as: “Buy Sell Mureș”, “Mureș Market”, “Announcements Mureș”, each 
of them having thousands of members. Like the sales groups, there are also tourism groups, where 
people who are passionate about travel or who simply want to know more details about their 
country, can register. For example, in Romania we have: “Holidays in Romania”, “Holidays do 
it yourself”, “We travel in Romania”, “Holiday ideas” and many others. “Holidays in Romania” 
counts 207.000 members in the present, and they all can see recommendations, comments and 
appreciations for various areas / tourist attractions posted by the group.

http://www.facebook.ro
https://www.turismmarket.com
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Figure 8. A Facebook post in the group “Holidays in Romania”.

Source: (www.facebook.ro).

As we can see in Figure 8, a member of the group posted some photos from his vacation, 
specifying the name of the tourist attraction, and there were 29 comments, 935 appreciations and 
50 distributions at the time of the screenshot. Other people ask for ideas and recommendations on 
a holiday group on Facebook and each request has a large number of answers.

3. METHODOLOGY

 We conducted a quantitative research based on a questionnaire with 18 questions comprising 
several aspects on the relationship of social media and tourism. 6 of these questions refer to social-
demographic aspects of the respondents. We used both closed and semi-open questions, such as: 
Do you check social networks before making a travel decision?, Do you specify the location in 
social media posts?, Are you using hashtag when posting a photo on vacation?, Gender, or Marital 
status. To verify our hypothesis “People are influenced by social networks in their travel decisions”, 
we targeted social media users, so we distributed the questionnaire to family, friends, friends of 
friends, virtual friends on social networks, travel groups on Facebook.  The questionnaire was 
made using Google Forms, so its distribution was completely online and the aim was to reach a 
number of at least 100 respondents. We collected the data between 21.06.2020-01.07.2020 and we 
analyzed them with SPSS and Microsoft Excel.

3.1. SAMPLE PRESENTATION

 Starting from the idea that the results can be extrapolated, we collected data from 104 
respondents to obtain some key aspects regarding the influence of social media in travel decisions. 
Here are the results on social demographic variables of the sample:

http://www.facebook.ro
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Figure 9. Age and gender of the respondents.

Source: personal analyses.

As we can observe from the figure above, most of the respondents are aged between 18-29 years 
old, more precisely, 85.58% of the total (89 persons). 11.54% have between 30-49 years old, and 
2.88% are over 50. The rather large differences between the age categories can be, from our point of 
view, explained by the fact that young people are generally more active in social networks and being 
a self-sampling, they were more willing to participate in our study. Regarding the gender, women 
are more present on social networks than men, with 56.73% of the respondents, but the differences 
are not verry big.

Figure 10. Occupation and completed studies.

Source: personal analyses.

Analyzing the occupation, we noticed that over 65% of the respondents are employed and almost 
30% students, but an encouraging fact regarding the situation in Romania is that none of the 
respondents are unemployed. In relation with these figures, most of the respondent have University 
studies and 26,92% completed high school.

Figure 11. Marital status and living area.

Source: personal analyses.

A verry interesting aspect regarding the social media user profile is related to marital status. As 
we can see in Figure 11, 90.38% of the respondents are unmarried, while only 9.62% are married, 
which may be justified by the greater need for socialization in the case of unmarried people. It is 
also observed from the figure, that most of the respondents are from urban area.



43

Varga et al.

4. RESULTS

In this section we will present a synthesis of the main aspects that emerged from the study. These 
are meant to give us an idea on the consumer behavior and the impact that social networks have 
on our lives.

Figure 12. Average time spent on social media

Source: personal analyses.

Most of the respondents (37.93%) spend daily between 2 and 5 hours on social networks, followed 
by those who spend between 1 and 2 hours (25.29%). The worrying aspect is given by the 20.69% 
of the respondents who spend more than 5 hours, daily, on social networks, but, looking from the 
point of view of our topic, these people accumulate the most information and have the higher “risk” 
of being influenced comparative to those who spend less than 1 hour a day on social media.

Figure 13. Follow travel agencies on social media.

Source: personal analyses.

Another key aspect of the study is related to whether the respondents are following travel agencies 
on social platforms or not. Figure 13 shows that even if more than 60% of the respondents are doing 
these, there is also a percentage of 37,50% who doesn’t. We can also see the respondents tendency 
to follow travel agencies on Facebook and not on Instagram, fact that can be explained by Facebook 
groups, where people can sign up and share holiday photos, opinions, ideas, conclusions, great 
deals and more.
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Figure 14. Influence of a photo seen on social media.

Source: personal analyses.

91.35% of the total participants in the study answered that they were tempted to travel because of 
a photo seen on a social network, while only 8.65% answered that this did not happen to them. 
The difference between the responses is more than edifying and again, the preference for Facebook 
is visible. We had another similar question in our study, if the respondents visited a tourist area 
after viewing a photo posted on a social network and 82.69% of the respondents said yes, and only 
17.31% said no. It turns out that there is a difference of 8.66% of respondents who managed to stop 
the temptation to travel as a result of viewing a post on social networks.

Figure 15. Follow of pages/accounts/travel groups on social media.

Source: personal analyses.

According to the figure above, 39.42% of the respondents follow pages / accounts / groups on 
Facebook, while only 8.65% follow on Instagram and 1.92% on other social networks.

Figure 16. Temptation versus action.

Source: personal analyses.

A very interesting question found in the study was “Have you been tempted to buy a holiday offer 
presented on social networks by a travel agency?” and the answers leave room for interpretation.
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The first thing we notice is that 48.08% of the respondents were not even tempted to buy from the 
tourist offers presented on social networks. Then, 43.27% say they were tempted to purchase but 
did not complete this action. Although we do not know the reasons that prevented the purchase, 
it is certain that travel agencies that promote themselves or some offers on social networks, should 
act and identify the „problem / problems” that discourage people tempted by the offers to buy 
them. Out of all the interviewed persons, there are also respondents who answered that they were 
influenced to purchase an offer presented on social networks and they also purchased it, but their 
number is pretty low (only 8.65% of the total).

Figure 17. Posting holiday photos on social media.

Source: personal analyses.

Out of the 104 people surveyed, 83.65% post holiday photos on social networks, most of them 
opting for both platforms (Facebook and Instagram). However, figures show a certain preference 
for Instagram when it comes to posting images.

Figure 18. Consulting social media in decision process.

Source: personal analyses.

55.77% of the participants of the study do not consult social networks before making a travel 
decision, and 44.23% they do. From our perspective, it could be useful to consult social networks 
before going on a vacation, especially from the point of view of choosing an accommodation, to 
avoid not too pleasant “surprises”, such as poor hygiene, broken electrical equipment and so on. 
You can search on a tourist group the name of the unit and follow the comments and the reviews 
received, or you can simply ask a question and the answers received could help you make a better 
decision. Also, from social networks, we can find more information related to the tourist objectives 
located in the surroundings of the chosen location, restaurants and many other useful information.
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Figure 19. Location and hashtag options.

Source: personal analyses.

The latest results of the study presented, refer to location and hashtag, two of the options we have 
on social platforms and that can contribute to the growth of tourism in a certain area. 77.88% of 
the total respondents specify the location in their social media posts, while only 22,12% doesn’t. 
Specifying the location of a photo posted on a social network is very important, because a person 
can more easily identify the place where a photo was taken and there is the possibility, if it caught the 
person’s attention, to visit that place. This increases the number of tourists in that area and supports 
the economy. Regarding the hashtag, the number of those who do not use this option is higher 
than of those who use it, 54,81% versus 45,19%. Using this option is also good for tourism, because 
many holiday photos, from different parts of the world, are posted on social networks, different 
tourist attractions, tourist areas, tourist destinations, and with a simple hashtag, we can embed all 
photos in one certain hashtag, making searches much easier. We’ve also used the chi square test to 
see if there are certain statistical correlations between various variables and the conclusions were 
as follows: 

 - the hypothesis “There are no significant differences between age and the temptation to go  
 on a trip because of a photo seen on a social network” was rejected, the value of chi square  
 (36,685) being higher than the likelihood ratio (26.12); 

 - the hypothesis “There are no significant differences between age and posting holiday  
 photos on social networks” was rejected, the value of chi square (17,068) being higher than  
 the likelihood ratio (16,811);

 - the hypothesis “There are no significant differences between marital status and the use  
 of hashtags” was rejected, the value of chi square (2,835) being higher than the likelihood  
 ratio (2,705).
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CONCLUSIONS

 Statistics show that people are each day more and more present in the online environment 
and on social media, share their vacations, opinions, ideas and criticisms through them, and in 
response, social networks have “adapted” and they give us what we are interested in, observing our 
past actions or coming with new and more attractive facilities. Online platforms, such as social 
networks, blogs, video, audio, or knowledge sharing platforms, are considered as marketing tools 
because they offer both the possibility to promote products and services and also to obtain precious 
information about the needs and behaviour of consumers (Sârbu, Alecu, Dina, 2018). Today, social 
media has a significant impact over the tourism industry, most of the time, the user generated 
content is more important than any official information, so it’s crucial for any company to develop a 
solid and effective social media strategy (Nikjoo, Ketabi, 2015). According to our study, 38% of the 
respondents spend between 2 and 5 hours per day on social networks, while 20% of them, spend 
more than 5 hours, and only 37% of the respondents say they do not follow travel agencies on social 
platforms. From our point of view, this is a huge marketing opportunity for travel agencies. Social 
networks facilitate the development of a closer relationship with customers, who can then, get 
involved in promoting tourist destinations or holiday offers. In Romania, Facebook and Instagram 
are the most popular social networks, and regarding the tourism, 91.35% of the respondents said 
that they were tempted to travel because of a photo seen on a social network and 82.69% of them 
visited a tourist area after viewing a photo posted on a social network. This proves that a well 
thought out post can make the difference between intention and action, travel agencies having to 
plan very well their social media communication strategy.



48

Varga et al.

REFERENCES

Erol G., Ülkü A. (2019). Social Media and Tourism. Chapter 10 in Current issues in Tourism and  
 Hospitality Management, Strategic Researches Academy (SRA), ISBN: 978-605-69709-1-7  
Gupta H., Singh S., Sinha P. (2017). Multimedia tool as a predictor for social media advertising- a 
 YouTube way. Multimed Tools Appl 76:18557–18568, doi 10.1007/s11042-016-4249-6
Nikjoo A.H., Ketabi M. (2015). The role of push and pull factors in the way tourists choose their  
 destination. An International Journal of Tourism and Hospitality Research, 4(26), 588-597
Roberts M., Callahan L., O’Leary C. (2017). Social media: A path to health literacy. Information  
 Services & Use 37 (2017) 177–187, doi 10.3233/ISU-170836
Shirky C. (2011). The Political Power of Social Media: Technology, the Public Sphere, and Political  
 Change, Foreign Affairs, Vol. 90, No. 1 (JANUARY/FEBRUARY 2011), pp. 28-41
Sârbu R., Alecu F., Dina R. (2018). Social media advertising trends in tourism. Amfiteatru Economic,  
 20 (Special No. 12), 1016-1028, doi: 10.24818/EA/2018/S12/1016 
Varga E.I. (2018). The importance of social media. Annals of the „Constantin Brâncuşi” University of  
 Târgu Jiu, Economy Series, Issue 6/2018, 80-91
Živković R., Gajić J., Brdar I. (2014). The impact of social media on tourism. SINTEZA 2014 -  
 E-Business in tourism and hospitality industry, 758-761, doi: 10.15308/SInteZa-2014-758-761
Digital 2020 October Global Statshot Report - https://datareportal.com/reports/digital-2020-
october-global-statshot
http://statistici.insse.ro:8077/tempo-online/#/pages/tables/insse-table
www.statista.com
www.instagram.com
www.facebook.ro
https://www.turismmarket.com/instagram-in-topul-retelelor-de-socializare-in-turism
https://sproutsocial.com/insights/social-media-statistics/
http://www.facebrands.ro
https://www.zelist.ro

https://datareportal.com/reports/digital-2020-october-global-statshot
https://datareportal.com/reports/digital-2020-october-global-statshot
http://statistici.insse.ro:8077/tempo-online/#/pages/tables/insse-table
http://www.statista.com
http://www.instagram.com
http://www.facebook.ro
https://www.turismmarket.com/instagram-in-topul-retelelor-de-socializare-in-turism
https://sproutsocial.com/insights/social-media-statistics/
http://www.facebrands.ro
https://www.zelist.ro


Volume 9, No. 2, 2021

Open Access Journal

www.economicsrs.com

POST COVID-19 WORK STRATEGIES AND IMPLICATIONS: 
INSIGHT ON INDIAN IT SECTOR

Mythili Kolluru1, Kumutha Krishnan2, Shyam Kumar Kolluru3 

Received 24. 03. 2021. Sent to review 27. 03. 2021. Accepted 26. 05. 2021.

Original Article

1 Professional Studies and Undergraduate  
  Dept., College of  Banking and Financial  
  Studies; Muscat, Oman,
 
2 Professional Studies and Undergraduate  
  Dept., College of Banking and Financial    
  Studies; Muscat, Oman,

3 Global Computer Service L.L.C, Muscat,  
  Oman

Corresponding Author:
Mythili Kolluru
Email: mythili@cbfs.edu.om

JEL Classification:
M10, M14, M15, M16, M20, Y

Doi: 10.2478/eoik-2021-0014

UDC: 005.552.1(540):[616.98:578.834

ABSTRACT

The purpose of this paper is to examine the work strategies adopted by leading 
Indian IT companies post COVID-19 and their institutional and individual level 
implications.  Following the exploratory sequential mixed-method approach, in 
the first phase, the data were collected from 8 leading IT companies in India 
to understand the work strategies implemented post COVID -19 to ensure 
employees’ safety without disrupting client deliverables.  In the second phase, 
the primary qualitative interviews were conducted and selected IT companies' 
financial statements with a systematic analysis of financial indicators were used 
to gauge the impact of new work strategies. The study reveals the selected IT 
companies were embracing Work-From-Home or Work-From-Anywhere as 
their work strategies by ensuring little to no disruption, were armed with a host 
of technology tools that allowed employees' swathes to new work-norm within 
hours. The study findings manifold implications of the new work-norm are that 
it has no negative impact on the companies' client deliverables and profitability. 
The paper confirms that the remote-working approach has resulted in reduced 
carbon footprint, work-life balance, and de-urbanization while identifying 
the flip side of this approach as the negative impact on team cohesiveness and 
employee emotional wellbeing. This research confirms the critical lesson learned 
from COVID-19 is agile companies must plan for a range of incomprehensible 
contingencies to ensure business continuity and growth. The research findings 
contribute towards understanding the Indian IT sector experiences in adopting 
the remote-work strategies and taken as lessons that can be useful for other 
global IT sectors.

Keywords: Post COVID-19; Work-From-Home; Work-From-Anywhere; 
work strategies; India, IT sector, remote working; emerging economy; agile; 
restructuring.

INTRODUCTION

 The world has witnessed many turbulences and four significant recessions over the last 
seven decades. Each recession of 1975, 1982, 1991, and 2009 has resulted in global GDP contraction, 
economic activity, employment, and consumer spending disruptions. The Pandemic has a profound 
impact on global economic growth and can be worse than the Great Recession of 2008-2009. The 
tentacles of the Pandemic will not leave any nation unscathed. All sections of society, all sectors, 
and all developed, emerging, and underdeveloped economies will bear the brunt of unemployment, 
lowered revenues, and grave disruptions in education, health, and leisure.  Due to the Pandemic’s 
gravity, most industries are forced to shut down or grapple with alternative ways to work and 
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generate revenue.  While the sectors like the airline, tourism, and retail are hit the hardest, there are 
sectors like Information Technology (IT) and education and some other industries which can look 
towards alternative working strategies like remote working.  The outbreak of novel coronavirus 
(COVID 19) made the world face an unexpected challenge that it had never encountered before. 
In December 2019, the highly contagious corona virus surfaced in Wuhan, China. Later in the year 
2020, the novel coronavirus had a faster spread in countries worldwide, where the World Health 
Organisation (WHO) had declared the outbreak as a global pandemic on March 11, 2020. Many 
countries, including India, went on complete lockdown to limit the alarming spread and severity 
during the first and second quarters of 2020. The announcement had created an unexpected drift on 
employees’ work patterns, allowing many knowledge workers to adapt to the remote work strategy. 
The government of India’s announcement of 21 days nationwide lockdown on March 25, 2020, had 
significantly impacted the Indian IT sector companies’ work strategies. The News Minute (2021) 
states that the IT sector is one of the pillars of modern India, contributing around 8% relative share 
to national GDP and providing more than 4 million direct and 10 million indirect employments. 
The COVID 19 pandemic and the continuous lockdown had created a new normal situation for 
the IT companies to allow their employees to Work-From-Home (WFH). The IT companies such 
as TCS, Infosys, Wipro, and Tech Mahindra had allowed their employees working at their overseas 
offices to fly back to India and allowed them to Work-From-Home (WFH). Even though there were 
initial hiccups, the government’s support by easing the policies to facilitate the remote working 
conditions enabled many IT sector companies to accelerate their digital transformation due to the 
sudden lockdown situation. Mint (2020), The IT companies showed their resilience by embracing 
the new normal, allowing almost 98 percent of the IT workforce to Work-From-Home or select a 
hybrid work environment. The pandemic has stimulated the Indian information technology (IT) 
industry to accept a hybrid workforce strategy that offers the radical flexibility required to build 
organizational resilience. Simultaneously, the Indian IT Industry society National Association of 
Software and Service Companies (NASSCOM) is working on a framework to address the hybrid 
workforce and its implications on several aspects of the industry. Various industry players have 
taken the first step towards embracing this paradigm shift from Work-From-Office to Work-From-
Home. The taste of remote working during the lockdown period allowed most IT companies to 
rethink a permanent change in their work strategies. Mishra & Ishwar, (2020) state that the one large 
player of the sector, Tata Consultancy Services (TCS), had decided on a permanent shift of 75% of 
their 450,000 employees to Work-From-Home at any given time by introducing a 25/25 model for 
remote work. Another IT giant, Infosys, had informed that their future workplace is hybrid, allowing 
flexibility for their workforce to Work-From-Home (WFH) or Work-From-Anywhere (WFA). 
Work strategies such as Work-From-Home (WFH), Work-From-Anywhere (WFA), home office, 
hybrid work are common among knowledge workers today, especially in the IT industry. There 
is no doubt that companies’ remote working models had brought about significant benefits to the 
companies and employees during COVID 19 crisis. However, there are negative impacts also felt by 
both companies and employees due to a high degree of isolation and work flexibility.  Against such 
a potent backdrop, this research paper explores the experiences and nuances of the Work-From-
Home (WFH) approach adopted by Indian Information Technology (IT) sector companies. Despite 
the challenging circumstances, infrastructural impediments, and lack of advanced technological 
and digital capabilities, most of the Indian Information Technology (IT) sector companies have 
been able to adopt variations of remote working and ensure uninterrupted client deliverables. India 
had made remote working a possibility. Yet, there are many issues regarding employee welfare, 
enhanced digital readiness that poses bottlenecks in the years ahead.

1. LITERATURE REVIEW

The COVID-19 Pandemic, which started in Wuhan, China, has forced organizations and individuals 
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worldwide to rethink, re-strategize, and remodel their organizations to grapple with the unexpected. 
The novel coronavirus has impacted society, economy, and business. To provide uninterrupted 
client deliverables, many sectors of the economy have devised innovative work strategies.  A further 
look into the studies related to workplace approaches and techniques will provide more insights.
Choudhury (2020) traces that in 1970 OPEC oil embargo caused the gasoline prices to soar, which 
made commuting very expensive. This led to the Work-From-Home policies coming into effect. 
The policies favored other locations like homes, co-working spaces, coffee shops, and public 
libraries as places to work. Employees were given control over their schedules. The development of 
Work-From-Home saved time due to reduced commuting time and the sick leave in offices reduced. 
With the invention of computers, the internet, broadband connectivity, mobiles, and cloud 
computing, Work-From-Home (WFH) adoption increased in the 2000s. The author further stated 
that in 2015 there was an increase in productivity by 13% due to the adoption of WFH policies. 
When employees were given the freedom to choose between office and Work-From-Home, the 
productivity increased to 22 percent.  These findings suggest that the employees should be given a 
free hand in determining which work option best fits their situation.  According to Lewis & Hsu 
(2020) millions of workers have suddenly found themselves out of work, and many businesses are 
struggling to make payments. Keogh-Brown et al., (2020) state that the pandemic is far from over, 
and the full impact of the pandemic in terms of economic, social, environmental are yet to be 
determined. A recent report by Deloitte (2020) states that employees across the globe are 
implementing remote Work-From-Home. 82% of CEOs express the importance of this approach. 
Company leaders should align management practices and organizational culture to handle the 
risks and stress associated with the hybrid work strategy. In another report by Gartner (2020) 
survey results show that other than the COVID-19 push, other factors like attracting more talent to 
improve productivity fuel the need for a strategic shift to the Work-From-Home model.  Almost 
three-quarters of CFOs surveyed by Gartner intend to shift at least 5 percent of employees from 
on-site locations to permanent remote working, and nearly a quarter of CFOs plan to change at 
least 20 percent. Economic times (2020) writes about a Boston consulting group’s global survey 
results spanning over 12,000 employees across the USA, Germany, and India. This global survey 
reveals an exciting employee mind-shift. Employees have developed a keen appetite for flexible 
working hours. Their studies show that employees believe that this hybrid work strategy will sustain 
and even enhance their productivity. The survey is indicative of a significant preference shift among 
employees globally. Business line (2020) writes about Cisco employees’ experience with the Work-
From-Home (WFH) model. Professionals from India feel that there are primarily two benefits of 
the hybrid work model: increased autonomy and a dispersed team. The survey results show that 
most employees felt organizations should provide the same technologies at the office, even at home. 
84% of the staff state that they want to upskill and become digitally skilled to perform effectively in 
the new workspace. According to Business Insider, (2020), many of India’s top IT companies, like 
Tech Mahindra, Infosys, and Wipro, are thinking of adopting the Work-From-Home (WFH) 
approach. On the other hand, Tata Consultancy Services (TCS) announced its plans to make Work-
From-Home (WFH) a permanent part of its operating model last quarter with the 25/25 model. 
HCL Technologies has a 50/50 long-term vision for Work-From-Home. According to Economic 
Times (2020) the government announced simplified guidelines for BPOs and ITES companies to 
reduce the compliance burden to successfully continue permanently as the sector moves towards a 
blended working model in the post-COVID-19 era. The current practices for Other Service 
Providers (OSPs) seek to build friendly management for “Work-From-Home” and “Work-From-
Anywhere” while removing frequent reporting obligations for such companies. Lund et al, (2020) 
states that in many emerging economies, the occupations are inclined towards agriculture and 
manufacturing. Their remote working potential drops 12 to 26 percent. Although India is known 
globally for its high-tech and financial services industries, many of its workforce of 464 million are 
employed in professions like retail services and agriculture that cannot work remotely.  In India, the 
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workforce could spend just 12 percent of the time working remotely without losing effectiveness. 
The report further states that developing economies will not support remote working due to a lack 
of developed digital infrastructural capabilities. Business Standard (2020) states that IBM is one of 
India’s largest IT service sector employers. They have a sizeable employee population in India and 
have adopted the Work-From-Home (WFH) for 99 percent of their workforce. One of the significant 
challenges that stare them in the face is an infrastructural capacity expansion to match the great 
need for online traffic and empowering employees to be more productive in the new distributed 
way of working. Powell (2020) describes how individuals’ work–family interface has been affected 
by the pandemic. The article covers areas of gender, work, and family and their implications for 
post-pandemic research. The report elaborates on the meaning of essential workers, virtual workers, 
workers with enhanced family demands, single employed parents, social supports, and issues of 
gender associated with these populations.  Howcroft and Taylor (2014) write that a considerable 
number of people have been forced to Work-From-Home throughout the crisis. The people will 
experience new challenges which do not relate to the confines of the traditional workplace 
challenges.  Bryant (2000) states that popular descriptions of Work-From-Home (WFH) models 
associate with words like flexibility, friendly, technological feasibility. Still, there are many pressures 
associated with this work model, leading to isolation and deprivation of leisure. The studies of 
Taskin & Edwards (2007), Mann & Holdsworth (2003), Valsecchi (2006), Limburg & Jackson 
(2007), Lai & Burchell (2008) all affirm that online work intensification can leave employees with a 
feeling that they have to be available online all the time as the traditional style of management 
control dogma is based on the presence and visibility of employees. The present COVID-19 situation 
has bought to surface the online work intensification, which will also mirror the challenges 
discussed by previous scholars. Researchers like Townsend and Batchelor (2005), Cavazotte et al., 
(2014) and Dén-Nagy (2014) state that the accessibility to resources like utilities, caring 
responsibilities, shared living space, and organizational resources influences the employees’ capacity 
to work.  The works of Donnelly and Proctor-Thomson (2015) assert that an increase in the Work-
From-Home (WFH) approach will impact individuals’ health due to continuous exposure to digital 
devices. Headache, eye strain, muscular pains in the neck and the shoulder region will surface due 
to the Work-From-Home approach. The studies done by Randolph (2017) go further to discuss the 
implications of adhoc workstations, which will have severe ergonomics deficiencies as they were 
not initially designed as formal workstations. The research done by Mann and Holdsworth (2003) 
discusses some more challenges of the remote working concept. He states that involuntary changes 
to working lives can result in the disappearance of fine lines between work and personal life, 
resulting in an emotional state of irritation, loneliness, worry and, guilt.  The research of Bryant 
(2000), Wilson and Greenhill (2004),  Panteli & Stack (2004) and Fonner & Stache (2012) reveal 
that the structural shift in homeworking could reinforce gender inequality further. According to 
Sharma (2020), the Indian information Technology sector employs at least four million people. The 
lockdown has a tangible impact on India’s Information Technology sector. Overnight the new 
normal working situation for all those employees became ‘Work-From-Home (WFH).’ Tata 
Consultancy Services, India’s largest IT employer in India, has asked nearly ninety percent of its 
450,000 employees to work remotely. The author further states that working professionals enter an 
era where homes are turning into mini office culture.  Remote working will save office administration 
costs like electricity, phone, and infrastructure maintenance will significantly reduce due to strong 
emphasis on Work-From-Home. Several studies by scholars, articles by leading magazines like 
Harvard Business Review, reports by consulting agencies, and many articles by newspapers both 
national and international have discussed the prospects and risks of the Work-From-Home 
approach.  The literature review covers studies before COVID-19 and research up to 2020. Despite 
the large volume of research, there is a gap that has been identified. There is no single comprehensive 
piece of literature on the Indian Information Technology (IT) sector experiences of Work-From-
Home approach. This present study has two objectives; the first objective is to explore leading 
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Indian Information Technology Companies’ work strategies. The second objective brings to light 
the implications of adopting the Work-From-Home approach for employees, organization, 
environment, and society. The research adds to the existing body of knowledge by sharing 
experiences of the Indian Information Technology (IT) sector in Work and employment in 
COVID-19.

2. METHODOLOGY

 This study aims to explore the workplace strategies that have resulted in the wake of the 
COVID-19 Pandemic. As the hybrid work model is in the nascent stage of implementation, it 
involves an exhaustive review of periodical articles, seminar papers, books, and edited volumes. 
The hybrid work strategy is a significant innovation, so a comprehensive literature review on 
work strategies adopted by countries in general and India in specific was conducted employing 
search engines. In addition to systematic reviews, other methodologies were primary qualitative 
interviews with 30 Information Technology sector administrators and experts, professionals from 
Bangalore region and qualitative case studies with a traditional qualitative approach. The qualitative 
interviews with conducted probed into the critical implications and consequences resulting 
from adopting the hybrid work strategies.  The talks involved a discussion on the operational 
opportunities; implementation potential; organizational impact; the environmental, economic, 
and social options or outcomes of the hybrid model. Several reports and companies’ financial 
statements with a systematic analysis of financial indicators was another method to gauge the 
impact of new work strategies. The study also examined the latest edition of the reports published 
by The National Association of Software and Service Companies (NASSCOM) and Electronics & 
Computer Software Export Promotion Council (ESC). As the adoption of the novel hybrid work 
model results from the COVID -19 Pandemic, limited data is available for research. Also, relevant 
companies’ financial reports, and influential consultancy institutions, such as Boston Consulting 
Group, Deloitte, and McKinsey, were incorporated in the study.  According to Johnston (2014), 
Secondary analysis is also a systematic process with procedural and evaluative steps. Many scholars 
agree that secondary data’s notable advantage is the cost-effectiveness and accessibility (Dale et al., 
1988;  Glaser, 1963; Smith,  2008). Secondary data research allows a methodological benefit and can 
also contribute to research by enriching its knowledge resource. The methodological framework’s 
empirical focus investigates the implementation and nuances of hybrid work strategy across India’s 
eight top Information Technology companies. 

3. RESULTS 

3.1. OVERVIEW OF INDIAN INFORMATION TECHNOLOGY (IT) SECTOR

 According to the Business line Hindu (2020), the Indian Information Technology sector 
has grown to become one of the pillars of India. It contributes 10% to the country’s GDP. India’s 
competency in information technology, specifically in computer software and IT-enabled services, 
is recognized globally. The Indian Information Technology (IT) sector has contributed to Indian 
IT exports over the last 20 years. With the industry’s consolidation over the previous decade, the 
industry has witnessed growth in revenue and employee base. The Indian IT-BPM industry has an 
estimated value of US$ 191 billion in FY2021, with a growth rate of 7% year to year.  The digital 
economy is expected to reach US$ one trillion by 2025. According to NASSCOM’s (2020) report, 
the domestic Information Technology (IT) sector has a value of US$ 147 billion in FY2020. The 
industry has created 4 million direct employment and 10 million indirect employment. NASSCOM 
(2019) states that the employee base has also grown to 1.02 million cumulatively for four leading 
Indian Information Technology (IT) majors, namely TCS, Infosys, Wipro, and HCL Tech. According 
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to the The Hindu BusinessLine (2020) the Indian government is actively involved in propelling the 
growth of the Information Technology (IT) sector. The government has identified Information 
Technology (IT) as one of the 12 champion service sectors.

Table 1. The market size of Indian IT sector (FY 2020).

Components Value (Billion USD)

IT services 99

BPM 38

ER&d 31

Software 92

E-ecommerce 57
Source: Nasscom strategic report-2020.

The IT service component dominates the Indian Information Technology (IT) market for the fiscal 
year 2020. The total market size is US$235 billion. The market has grown 2% as compared to 2019.

Table 2. Share of revenue of the Indian Information Technology (IT)  (FY 2020).

Components Percentage

IT services 50.7

Software products & engineering services 21.1

Business Process Management 19.8

Hardware 8.4
Source: Nasscom strategic report-2020.

In terms of contribution the Information Technology (IT) sector has the highest contribution with 
50%, followed by software products at 21%. Hardware component contributes the least 8.4% to the 
overall sectoral revenue generation.
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Table 3. Total export and domestic revenue generated by the Indian IT sector (2010-2021).

Financial Year Export Domestic

2010 50 24

2011 59 29

2012 69 32

2013 76 32

2014 86 32

2015 99 34

2016 108 35

2017 117 37

2018 126 41

2019 136 41

2020 147 41
Source: Nasscom strategic report-2020.

The Indian Information Technology (IT) sector’s export revenue stood at 136 billion in 2019 and 
rose to 147 billion in 2020. The export market revenue is higher than the domestic revenue. Over 
the decade, the gap between domestic and export revenue has widened.
The Indian Information Technology sector has contributed significantly to the Indian growth story. 
The industry has grown exponentially and moved up in the value chain. It has transformed from 
providing initial staffing to software development to integration and IT business consulting. But 
COVID-19 is expected to make international travel riskier and costlier. This paradigm shift will 
widen the distance between clients and impact the Indian Information Technology (IT) global 
competitiveness.

3.2. TELEPHONIC INTERVIEW ANALYSIS

 Thirty Information Technology (IT) sector administrators, experts, and professionals from 
the Bangalore region of India, were interviewed over the telephone. The analysis of the interviews 
are presented below. 
Question: Has your organization adopted Work-From-Home or Work-From-Anywhere approach?

Table 4. Organizations Work approach.

Approach Frequency Percentage 

Work-From-Home 21 70

Work-From-Anywhere approach 9 30

Total 30 100
Source: Compiled by authors.  

      
Analysis: Most of the organizations have shown a preference for the Work-From-Home (WFH) 
compared to the Work-From-Anywhere (WFA) approach. The respondents stated that since 
the outbreak of COVID-19, many Information Technology (IT) professionals had shown an 
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inclination to remote working.  The initial perception was motivated by health and safety reasons, 
but organizations supported the necessary technology tools and flexible work arrangements. They 
were more convinced that remote working, be it the Work-From-Home or Work-From-Anywhere 
approach, is the appropriate work strategy moving forward. 

Question: How are organizations able to adapt to remote working?

Analysis: The leadership of the organizations was not comfortable with the concept of remote working. 
The organization’s stated concerns were employee productivity, communication interruptions, 
project timelines, and cybersecurity issues. But with time, organizations have embraced the digital 
work environment and have developed efficient HR processes to manage remote employee working. 
The Indian government supported the organizations by applying key regulations to remove hurdles 
that blocked business processing outsourcing and IT-enabled services firms from implementing 
long-term Work-From-Home (WFH) compared to the Work-From-Anywhere (WFA) approach.

Question: Do employees have access to the right technological tools to support remote working? 

Analysis: Though the COVID-19 has created short-term challenges for organizations, it has proved 
to be a catalyst for companies to adopt various technological tools to support the remote working 
concept. Most of the employees have access to corporate communication and collaboration 
tools. Some employees who have adopted the Work-From-Anywhere (WFA) approach are facing 
challenges of working in interior geographical locations.

Question: Specify the software application used in remote working and benefits derived from the 
application.

Analysis: Since the beginning of the Pandemic, there are many existing and new software applications 
that have enabled virtual and client interactions. Organizations are working with Microsoft Teams 
which has integration capabilities. Other software applications that are popular are Zoom, Google 
meet, and many more.

Table 5. Technological tools utilized in remote working.

Software tools Application Benefits

Zoom Virtual meetings

Availability of recording option 
High user threshold 
Less data consumption 
Screen share
Break out room
Integrates with google calendar

Skype Virtual meetings, 
communication

Compatible with all operating systems
Robust security

Microsoft Teams
Virtual meetings, daily 
communication, remote 
collaboration tool

Availability of recording option 
Break out room 
Screen share
Integration with other Microsoft applications
Integrates with google calendar

Google Meet Virtual meetings User friendly
Integrates with google calendar

Google Drive Document management High storage
Multiple document authors can work simultaneously

Source - Compiled by authors.
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Question: What is the communication strategy deployed to monitor remote working?

Analysis: Communication is the lifeline for all organizations. Establishing an efficient communication 
channel is vital in this digital environment. Most of the organizations prefer to use Microsoft Teams. 
Some organizations prefer technological tools like Prohance and SAPIENCE.

Question: How are employees managing professional life in less formalized environments?

Analysis: There is a mixed response from organizations. Many employees are facing challenges to 
balance household management and childcare. As most educational institutions have also adopted 
online learning, this only adds to employees’ pressures. However, some employees have a better 
work-life balance as they have more time to spend with family and no commute time.

Question: What budgets have IT companies provided for remote working?

Analysis: COVID-19 has impacted organizations’ ability to spend. Some organizations do not have 
the potential to invest in new technology. Few organizations provide laptops and gadgets and have 
tried to improve connectivity by using virtual private networks (VPNs) and allowed concessions in 
periods of extremely slow Wi-Fi.  Some organizations are providing INR.15,000 to each employee 
to make their homes into mini offices.

Question: How are the challenges of network security addressed?

Analysis: With many people working from home, hackers, and cybercriminals, phishing attacks, 
security breaches have increased. Organizations are conducting security audits to access the 
vulnerabilities in the system. Many organizations are providing employee training on proper 
security protocols.

Question: What are the specific difficulties encountered by employees in remote working?

Analysis:  Most common difficulties stated by the respondents are:
Network and connectivity issues
Power supply issues
Challenges due to improper setup
Increase in work during Work-From-Home (WFH)
Physical and emotional health issue

3.3. WORKPLACE STRATEGIES

 During the financial crisis of 2008, technology and economic turmoil were intertwined, 
and technology spending took a downturn. Still, with the beginning of the pandemic, technology 
adoption has grown much faster than businesses and the economy. Strangely the COVID-19 
pandemic has accelerated digital transformation. With the acceleration of digital technologies, digital 
offerings have found their way across sales, customer service, and operations. The developments on 
the technology front have given rise to a revolution in workplace strategies across the globe. One 
of the most common approaches in the ‘new normal’ is the Work-From-Home Strategy (WFH).  
Major Indian IT giants like Tata Consultancy Services, Infosys, and Wipro have adopted this model 
or variations. Though 15% to 50% of the staff report to work the new corporate strategy for many 
IT companies are Work-From-Home (WFH) or Work- From- Anywhere. From the selected eight 
IT companies in India 75% had informed its novel work strategy as Work- From-Home and 25% 
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stated as Work-From-Anywhere (Table 6.).

Table 6. Remote work strategy adopted by the 8 selected IT companies in India.

Work strategy Per centage

Work – From – Home 75%

Work – From – Anywhere 25%
Source: Compiled by authors.

The Indian IT sector is growing by leaps and bounds and continues to be the global leader in 
computer software and information communication technology-enabled services provider by 
transforming India as the world’s outsourcing capital.  It is vital as more than half of the Fortune 
500 companies had outsourced their software requirement to Indian IT companies. Like other 
industries due to COVID 19 pandemic, the digital industry also faced several challenges. India 
IT companies’ resilient and proactive nature had brought upon more success stories by making 
structural changes to the paradigm shift. Top eight Indian IT companies were selected to explore 
work strategies adopted to move forward.  The selected companies and their past five years revenues 
were presented in Table 7.

Table 7. Revenues from operations of selected IT companies.

Year ended 31st March (INR Billion)

2016 2017 2018 2019 2020

Tata Consultancy Services 1,086.46 1,179.66 1,231.04 1,464.63 1,569.49 

Infosys 539.83 592.89   619.41 731.07 790.47 

Wipro 512.48 550.40 544.87 585.85 610.23 

Tech Mahindra 264.94 291.41 307.73 347.42 368.68 

HCL Technologies 311.36 475.68 505.69 604.27 706.76 

Redington India Ltd 354.30 411.15 434.59 465.36 514.65 

Larsen & Toubro Infotech Ltd 58.46 65.01 73.07 94.46 108.79 

Mindtree Ltd 46.73 52.36 54.63 70.22 77.64 
Source: Compiled by authors based on companies’ annual reports.

TCS was one of the IT companies taking proactive measures at the Pandemic’s initial stage by 
immediately announcing travel restrictions and canceling physical international meetings to ensure 
their workforce’s safety. The sudden disruption created by the COVID-19 Pandemic was a 
significant challenge for a company like TCS with 448,464 employees. However, TCS embraced 
the change successfully as they have already deployed the hybrid work model for the past 50 years 
(Mishra and Ishwar,2020). They were equipped with the necessary infrastructure to respond to the 
uncertainty proactively using a collaboration platform, cloud services, and robust security practices. 
Therefore, TCS immediately launched the ‘Secured borderless workplaces (SBWS)’ model to 
ensure business continuity by allowing their workforce to Work-From-Home (Tata Consultancy 
Services, 2020). The SBWS model facilitated TCS to relocate 95% of their workforce to Work-
From-Home (WFH) and ensure the projects’ quality and delivery time met as intended. The success 
of SBWS had led TCS to announce the 25 by 25 model. The company expects to make a permanent 
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shift in its work strategy by allowing only 25% of its workforce to work at office premises at a 
given time by the year 2025.  Infosys transformed its work strategy within three weeks of office 
closedown by letting 90% of the 242,373 employees spread around 40 countries to Work-From-
Home. This trend has increased by 98% now as the company invested in updated IT tools and IT 
infrastructure to seal the cracks to avoid cyberattacks and strengthen cyber-security. Robust 
training programs are in place to elevate employees’ best practices for preventing cyberattacks and 
data breaches. Eradication of fixed cost and less office space maintenance had positively impacted 
the company’s financial performance, allowing Infosys to think about moving to a flexible working 
model (Business Today, 2020). The company had decided to move 33% of the workforce to Work-
From-Home permanently, and 66% of the staff will be adapting the flexible work model (Khetarpal, 
2020). Wipro prolonged Work-From-Home for 98% of the workforce till April 2021. The company 
has implemented plans for adapting flexible work models by re-skilling their workforce by 
accelerating remote learning, new reality learning such as gig economy and crowdsourcing, and 
self-driven learning. Having a robust set of technology helped Wipro jump immediately into 
hyperdrive during the pandemic, enabling the workforce to work remotely.  They believe that 
100% work from the office will not be a reality in the future in any circumstances and affirms a 
hybrid work mode for the future by creating a next-generation workplace through Wipro Virtuadesk 
(Business Today, 2020). HCL Technologies have developed a Management Framework to lessen 
the impact of the Covid-19 outbreak on its employees and clients. They have developed a structured 
pandemic policy to ensure employee safety & health, and client commitments. They have 
successfully implemented the Work-From-Home approach. 76% of their India-based employees 
and 92% of their employees in other geographies can Work-From-Home (WFH). In specific 
geographies, a limited set of their employees are working from our offices. The company has 
redesigned the digital workplaces by executing organizational strategies, concentrating on user-
experience parameters, productivity measurement metrics, office locations, employee gains, user 
devices, and IT assistance that are enablement to assure continuous business growth (Sharma, 
2020). They have designed a fluid digital workplace that provides flexibility, scalability, and on-
demand availability (Chatterjee, 2020). The company has asked the employees to report to the 
office at least once a week. At HCL, HR department has decided that employees who have young 
(1-5 years) children, or aged (50 years) parents can continue to Work-From-Home. Employees in 
the age group of 50 to 55 are also exempt. They have also decided that on no specific day will any 
of the company’s development centers exceed 20% capacity (Gill, 2020). Redington India tackled 
the pandemic with their “De-risking the continuum” strategy. It was a well-articulated and 
coordinated application of enabling Work-From-Home (WFH) for all employees with IT 
Communication, Collaboration & Connectivity tools.  Redington’s investment in digitalizing the 
entire organization proved to be critical towards ensuring business continuity. To provide continuous 
support to employees and meet consumer demands, they adopted a tactical risk mitigation playbook, 
focusing on important “7Cs” developed and immediately deployed. The seven Cs’ are Cash flow, 
Collection, Cost, Customers, Contracts, Control, and Communication. The company adopted a 
measured and practical approach by putting in place a systematic Work-From-Home (WFH) 
routine involving total partial & by-rotation attendance to office-based roles, responsibilities, and 
job-content. The company also accelerated its transition towards a fully Digitalized Organization 
by digitizing most functions, processes, and systems (Business Standard, 2020).  Tech Mahindra is 
another IT giant which was proactive in the uncertain situation arisen by COVID-19 with well 
ahead planned IT infrastructure. Immediately the firm was able to shift its work environment 
without any hassle to remote working by sending 93% of the employees to Work-From-Home 
(Arora, 2020). Tech Mahindra sees the current situation as an excellent opportunity to continuously 
monitor programs’ health by combining all its work premises and Work-From-Home (WFH) 
facilities.   In the long run, the firm is deciding to have 25 - 35 percent of the workforce to Work-
From-Anywhere (WFA), providing them the liberty to choose between Work-From-Anywhere 
(WFA) and Work-From-Office (WFO).  The concept to Work-From-Anywhere (WFA) has seen as 
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a future benefit by Tech Mahindra to impact their margins positively (Gill, 2020). Larsen and 
Toubro Intech is the IT arm of India’s largest conglomerate. They started to deal with the crisis 
with a ‘beginner’s mind’ approach that will benefit the company in the mid to long-term. During 
the pandemic for employee communications, they leveraged collaboration platforms such as 
Facebook Workplace, Microsoft Teams, Cisco WebEx, and emails to keep them committed and 
productive as they Work-From-Home. Thousands of Larsen and Toubro Intech employees across 
30 countries and clients work remotely. The support staff provided essential infrastructure and 
organizational support to enable the employees to Work-From-Home (WFH).  Their pandemic 
approach’s building blocks were agility, transparency, honesty, and passion for solving are the 
basic tenets of Larsen and Toubro Intech. They adopted the Work-From-Home (WFH) approach 
only during the pandemic. In 2021, Larsen & Toubro Infotech has launched its return-to-work app 
LTI Safe Radius. This app helps enterprises maintain a safe work environment as employees return 
to work in a phased manner amid Covid-19. LTI Safe Radius is a technology solution that 
approaches these critical requirements of employee safety and business continuity. This data-
driven platform will be valid for enterprises to manage operations most efficiently and assure 
employees about their safety & wellbeing. The employees can analyze information across office 
locations on LTI’s self-serve analytics platform Mosaic Lens. The tool provides analytics, 
comprehensive reports, and visualization for day-to-day decisions (Abhishek, 2020).  Mindtree, a 
leading Global Technology consulting and services company, devised a plan which covered four 
essential areas - health and safety, business continuity, client support, and communications. The 
entire workforce in non-India locations and 70% of employees in India work remotely. For Mindtree 
employees, WFH was not new as this practice has been instilled for a few years. The employees have 
been 100% productive and connected whenever they have worked from home. The crisis 
management team at Mindtree developed a war zone anchor team for all verticals, and they used 
the hub and spoke method to handle communications. A global contact center, 24/7 medical buddy 
to address employee emotional issues, was established. Their agile methodologies, collaborative 
tools, and learning platforms ensure that their employees will meet client requirements (Table 8.).

Table 8. IT communication, collaboration and connectivity tools used to implement the remote 
work model.

Selected IT companies in India IT  communication & collaboration  tools used

Tata Consultancy Services SBWS Model; Microsoft 365

Infosys InfyMe app;

Wipro Virtuadesk; Microsoft 365

Tech Mahindra Facebook Workplace, Microsoft Teams, Cisco WebEx

HCL Technologies HCL Sametime; HCL connections

Redington India Ltd Remote monitoring and device Agnostic, Encrypted data 
communication, MS Teams

Larsen & Toubro Infotech Ltd xFH model; WebEx, MS Teams, Workplace

Mindtree Ltd MS Teams; BYOD with virtual desktop infrastructure; 
Cloud-based web proxy solution
Source: Compiled by authors.
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3.4. IMPLICATIONS

 The birth of remote work culture to place during the COVID-19, when India went for 
complete lockdown, the line between office and home began to blur. Now flexible workspaces, 
decentralized offices, Work-From-Home (WFH), Work-From-Anywhere (WFA) are the new 
workplace strategies that have created a seismic change in employees and organizations globally. 
India is emerging as the second-largest market for flexible workspaces in the region. Globally, many 
organizations, including tech giants Facebook and Twitter, have already given their staff the option 
to permanently WFH.  The accelerating remote work culture has eliminated travel times. It has 
added hours to the day, enhancing organizational productivity as many employers are looking at 
remote working as a long-term practice. 
The hybrid work model helps the organizations acquire a better talent pool, accomplish innovation, 
and create more value for stakeholders. It is more flexible, digital and is enhancing employee 
productivity and satisfaction. This is the beginning of a new change, but the difference comes 
with its ramifications. On one side, it has increased productivity, but the flip side has holistically 
impacted the employees’ life schedules and has bought mental health issues to the surface. 

3.4.1. ORGANIZATIONAL IMPLICATIONS 

 The selected companies last five years revenue from operations were studied by the authors 
to understand the trend of revenue growth during COVID 19 pandemic and the last three quarter 
of post pandemic situation.

Table 9. Revenue growth percentage YoY analysis.

Year ended 31st March 

2016 2017 2018 2019 2020

Tata Consultancy Services 15% 9% 4% 19% 7%

Infosys 14% 10% 4% 18% 8%

Wipro 9% 7% -1% 8% 4%

Tech Mahindra 17% 10% 6% 13% 6%

HCL Technologies -15% 53% 6% 19% 17%

Redington India Ltd 12% 16% 6% 7% 11%

Larsen & Toubro Infotech Ltd 11% 12% 29% 15%

Mindtree Ltd 31% 12% 4% 29% 11%
Source: Compiled by authors based on companies’ annual reports.

3.4.1.1. STEADY REVENUE GROWTH

 The IT bellwether TCS is one of the pioneers during the pandemic to announce the Work-
From-Home (WFH) strategy they successfully implemented. The company believes during the 
lockdown; the company came out more robust than ever before by allowing over 90% of its works 
force in India to Work-From-Home. For the financial year 2020, the company’s resilient nature 
allowed the company to show growth of 7% in its sales revenue, compared to the previous year’s 
performance (Table 9.).  Further, the company’s revenue for the last three quarters (from April 
2020 to December 2020) reaches 77% of the previous financial year revenue ensures TCS’s financial 
performances bouncing back to pre-COVID level growth (Table 10.). Infosys invested enormous 
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amounts for repatriation flights to get down their employees from various destinations and reunite 
them safely with their families.  Further, the company assured its employees that no one would be 
laid-off due to the pandemic situation giving the employees the confidence to react positively to 
the changes made on their work strategy. The employees accepted the novel hybrid work model 
without any hesitations and improved its revenue on operations by 8% for FY 2020.  Infosys has 
achieved 94% of the previous year’s revenue on operations by the end of the third quarter of FY 
2021 (Table 9.). The improvement in financial figures of the company depicts the success of the 
hybrid work strategy implemented by the company. HCL Technologies rally ardently towards 
responding to the uncertainties created by the pandemic and proved to be the fastest-growing 
large technology company for the fourth consecutive year with an income growth of 17% for FY 
2020 (Table 10.).  Also, Larsen & Turbo Infotech limited, Redington India Limited, Mindtree Ltd, 
succeeded in maintaining their revenue growth at 15%, 11%, and 11%, respectively, for FY 2020.  
According to Table 2. the selected companies’ revenue growth for FY 2020 is not impressive as for 
the previous year. However, Table 9. proves that the companies’ resilient nature enabled them to 
face the uncertainty proactively and allow the companies to bounce back to the pre-COVID-19 
performances in the last three quarters completed. 

Table 10. Revenue comparison - FY ended 2020 & First three quarters of FY 2021.

Year ended 
31/03/2020

Financial year 2021 Total of 
last 3 

quarters

% of 
revenue 
of first 
3 QTR 
of 2021 

compared 
to revenue 
of FY 2020

1st 
QTR

2nd 
QTR

3rd 
QTR

Tata Consultancy Services 1,569 383 401 420 1,205 77%

Infosys   790 237 246 259 742 94%

Wipro      610 149 151 157 457 75%

Tech Mahindra      369 91 94 96 281 76%

HCL Technologies      707 0 186 193 379 54%

Redington India Ltd 515 107 138 170 414 81%

Larsen & Toubro Infotech Ltd   109 29 30 32 91 84%

Mindtree Ltd     78 19 19 20 59 75%
Source: Compiled by authors based on companies’ annual reports.

3.4.1.2. POTENTIAL HARD SAVINGS 

 Companies are designing office-work spaces to align with developments in the business 
landscape. The WFH approach has lessened the real estate requirement, thus significantly reducing 
the cost cut.  Encouraging Work-From-Home TCS expects to save cost on office spaces. The 
company had decided to use its large vacant offices to house its research and development facilities 
and as a modern-day workplace for its employees. TCS’s potential hard savings by implementing 
25-25 models is to have approximately $ 50 million annual savings in its general and administrative 
costs. A study by Global Workplace Analytics (2021) identified that a remote working employee 
could save $11000 per annum for an employer. This study shows that TCS, with approximately 
440,000 employees implementing the 25-25 model, can lower a significant amount of its overhead 
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cost (Table 11.). The decrease in employees’ commuting time and distributed workforce coming 
together unleashing from the conference rooms and walls expected to increase TCS productivity. 
Borderless workspace is expected to increase the company’s productivity by discovering the right 
talents and creating cohesive teams to discover and cater to the rising business opportunities. The 
improved work-life balance and healthy habits developed among employees while working from 
home reduces the healthcare costs. The Table 11. displays the estimated cost savings per annum for 
the companies based on the expected cost savings per remote working employee $11,000 (Global 
Workplace Analytics, 2021). 

Table 11. Estimated cost savings per annum for selected IT companies by implementing WFH / 
WFA models.

Selected IT companies in India Total 
number of 
Employees

Post Pandemic WFH/
WFA

Estimated 
cost saving 
per annum             

(US$ Million)
Per 

centage
No. of 

employee

Tata Consultancy Services  448,464 75%  336,348 3,700 

Infosys  242,373 35%  84,831    933 

Wipro   188,270 25%   47,068     518 

Tech Mahindra  106,400 25%   26,600        293 

HCL Technologies   150,423 30%  45,127     496 

Redington India Ltd     1,561 50%         781           9 

Larsen & Toubro Infotech Ltd    31,437 50% 15,719       173 

Mindtree Ltd   21,991 50%  10,996      121 
Source: Author based on the study by Global Workplace Analytics (2021).

3.4.1.3. INCREASE IN EMPLOYEE SATISFACTION AND EMPLOYEE RETENTION

 The employee retention level is forecasted to increase due to the greater flexibility the 
employee experiences from WFH. The survey conducted by HCL technologies showed that their 
employees’ satisfaction level has increased after the employees could relocate to Work-From-Home. 
Higher job satisfaction level of employees expected to stimulate the institution and individual fit 
and glue the employee to the organization. TCS states that losing an employee costs the company 
from $10000 to $30000, which will be another significant cost-saver (Gopal, 2021).  

3.4.1.4. REDUCTION OF CARBON FOOTPRINT

 The novel work from the home model will bring greater agility by catering to the business 
needs via employees from anywhere at any time. The reduction in commuting of TCS staff will 
positively impact the environment by reducing carbon emissions.  Tech Mahindra had set targets 
to reduce greenhouse gas emissions by 22% in 2030 and 50% by 2050 (Tech Mahindra, 2019). The 
shift toward the company’s remote work model paves the way for the company to achieve its targets 
well in advance by reducing employees’ commuting and the use of larger campuses. 
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3.4.1.5. REACH OF GLOBAL TALENT MARKETPLACE

 The pandemic has unleashed opportunities to recruit talents without geographical limitations. 
TCS expects the 25-25 model to attract more talents worldwide, increase job opportunities in rural 
areas, and allow the employees to live and work from their hometowns. HCL Nagpur’s ‘come back 
home’ campaign is another talent hunt to bring the local talents closer to their homes. By doing 
this, HCL believes in recruiting highly satisfied talents into their workforce (Basu, 2021). Table 12. 
validate that post pandemic work strategies of the selected organizations will not be 100% working 
from the office, instead will be shifting into a hybrid model with higher percentage shifting their 
employees permanently for WFH or WFA models.

Table 12.  Total Number of employees and the remote work model.

Selected IT companies in India Total 
number of 
Employees

% of remote 
working 
(During 

Pandemic)

Number of 
employees 
working 
remotely

Post 
Pandemic 

WFH/ WFA 
%

Tata Consultancy Services   448,464 96% 430,525 75%

Infosys   242,373 98%     237,526 35% - 50%

Wipro  188,270 98%   184,505 25%

Tech Mahindra  106,400 88%       93,632 25%

HCL Technologies  150,423 96%     144,406 30%

Redington India Ltd  1,561 90%        1,405 50%

Larsen & Toubro Infotech Ltd 31,437 80%     25,150 50%

Mindtree Ltd  21,991 99%    21,771 50%
Source: Compiled by authors based on companies’ annual reports for FY 2019-20.

3.4.2. EMPLOYEE IMPLICATIONS

3.4.2.1. NEW CORPORATE CULTURE

 The new work strategy is having a positive development on the employees. As the workplace 
and home have integrated, the employees have deepened their relationships with their colleagues. 
A corporate culture of inclusivity and concern for everyone in the company has emerged. The 
employee survey shows that there is an increase in employee satisfaction. The employees are 
constructively and productively utilizing their time. The employees’ cash is freed up as transport, 
car fuel, and maintenance have come to a minimum in the financial dimension.
 
3.4.2.2. INTERNET CONNECTIVITY

 There is another side to it also, which is that networking has become difficult. Network 
security is another issue in remote working. As the Work-From-Home approach uses home internet 
connections, cybersecurity is another challenge. The sudden transition of employees’ Work-From-
Home (WFH) has blurred the boundary between their personal and professional lives by creating 
an unbalance between family and work life. The economic downturn, companies’ opportunity to 
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global accessibility of talents has made the workforce experience massive salary cuts and layoffs. 

3.4.3. ECONOMY IMPLICATION

 The structural shift to remote working will significantly impact urban economies (Lundet 
al., 2020). Everyday travel, few people commuting will have economic ramifications that will affect 
transport, gas and car sales, eateries and retail in urban markets, demand for office real estate, and 
other consumption patterns. Companies are planning to reduce office space to reduce the real 
estate cost. The impact will vibrate to the restaurants and cafes, stores, and services businesses that 
cater to office workers. There is also going to be a shift in consumption patterns in the coming 
years. Instead of spending the money on transportation, lunch, and wardrobes, now the need for 
home office equipment, digital tools, and enhanced connectivity gear has boomed. The remote 
working trend is also translating to prosperity in smaller cities. Remote working has opened more 
doors for women and enabled flexible working hours. In the future there could be an increase in 
women participation. The research shows that Infosys has the highest participation of women in 
their workforce (Table 13.).   

Table 13.  Percentage of women workforces.

Selected IT companies in India Total 
number of 
Employees

Women 
employees

Tata Consultancy Services  448,464 36%

Infosys  242,373 38%

Wipro  188,270 35%

Tech Mahindra  106,400 31%

HCL Technologies 150,423 27%

Redington India Ltd  1,561 24%

Larsen & Toubro Infotech Ltd   31,437 26%

Mindtree Ltd 21,991 32%
Source: Compiled by Authors based on companies’ annual reports for FY 2019-20.

4. DISCUSSION

 The current Pandemic has pushed everyone to deploy resources to the remote working 
environment quickly. Despite some challenges related to IT infrastructure in some parts of India, the 
paradigm forceful shift of Work-From-Home or Work-From-Anywhere has rapidly been adopted 
by most Indian companies. IT sector is one of India’s main sectors that nurture resilience during 
the initial stages of the Pandemic by pioneering the implementation of work strategies during 
COVID-19. The study explores the work strategies adopted by top Indian IT companies and the 
overall implications. Work-From-Home and Work-From-Anywhere are the two main hybrid work 
strategies adopted by the selected major IT companies for this study. The interviews conducted for 
30 IT sector administrators, experts, and professionals revealed around 70% of the companies limit 
themself to the Work-From-Home model. The findings demonstrate that the Hybrid work strategy 
has both positive and negative implications. The implications are further explored by delineating 
organizational, employee, and overall economic ramifications. 
The in-depth literature review indicated that this Work-From-Home is not a new concept in the IT 
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sector. The research highlights companies’ technological readiness in various digital platforms like 
Secured Borderless Workplaces, Wipro Virtuadesk, Managed Framework, and other collaboration 
platforms was the backbone for the swift shift to hybrid work strategies. The explicit hybrid model 
like the 25 by 25 strategy by TCS and De-risking the continuum by Redington, is elaborated. 
Further, the study indicates the companies can enjoy potential hard savings by implementing the 
hybrid model. For instance, by implementing the 25 by 25 model, TCS estimates cost savings of 
USD 3.7 billion per annum. This article also touches upon some of the employees’ ergonomics 
and psychological aspects with the hybrid work approach. According to Table 11., TCS shows a 
growth of 7% in 2020 as compared to the previous year; this finding is in line with the work of 
Choudhury (2020). Similarly, the results reveal impressive growth for companies who adopted 
the Work-From-Home / Work-From- Anywhere models resulting from increased employee 
motivation led to higher productivity.  Another interesting finding is that some employee surveys 
reveal increased employee satisfaction levels, which mirror the impression that employees are not 
facing many challenges with the new model. Still, this finding is not in line with the results of 
Powell (2020) and Howcroft and Taylor (2014). The research paper also touches upon insights into 
how the novel approach will impact urban economics and upset demand for retail space, transport, 
gas, and consumption patterns. The Indian IT companies have protected their client’s interests 
and ensured the employees’ well-being. The experiences of the novel hybrid model by Indian IT 
companies demonstrate that the approach is possible, and it has many positive implications for the 
organizations and the employees. The Indian IT Companies are upskilling their staff and enhancing 
their digital competence to overcome the challenges posed at the governmental, infrastructural, 
and organizational cultural levels.
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CONCLUSION

 The qualitative study of vast literature and interactive interviews with Information Technology 
(IT) sector experts and the selected top Indian IT companies’ financial statement analysis indicates 
the work strategies and implications of these work strategies in response to Covid-19. The study 
explicitly describes that the Indian IT sector has rekindled a Work-From-Home (WFH) strategy 
and applied it to survive, grow, and sustain the present volatile, uncertain, complex, and ambiguous 
business landscape. The Indian IT sector is leveraging the trend that “The office concept is giving 
way to a new concept that is taking the workplace anywhere.” The findings of the study describe the 
organizational and employee implication. The environmental and Economic impact of adopting 
the hybrid model is explicitly spelled. Most of the top IT companies have taken these changes in 
their stride as long-term methodology changes. Our study also concludes that IT companies have 
embraced this new norm of doing client deliverables through Work-From-Home (WFH) despite 
the various infrastructural and socio-cultural challenges. However, our study has some limitations. 
The first is that the Pandemic is an ongoing phenomenon, and the hybrid work model is still in its 
nascent stage of application. The study focused only on Indian IT sector. Therefore, applying the 
outcome of the study on various other geographical contexts could be a limitation. Due to time and 
resource limitations, the study’s sample size had to be limited to eight main IT companies from the 
Indian IT sector. Another limitation is that it is a qualitative study of extensive literature review 
and expert interviews. To reinforce and expand the findings of this study, an empirical analysis of 
employees and top management would reveal more insightful observations. Additional research 
could explore the hybrid work strategy experiences in other countries and sectors. Further, the 
study is limited for a short period, which is not enough to fully evaluate the trend of companies 
implementing work strategies and their financial implications. In the future, research can be 
expanded to observe the change in the indicator.
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ABSTRACT

This article reflects an applied theoretical study that addresses the relationship 
between emotional intelligence, occupational stress, motivation and job 
satisfaction in the employees of a machine tool manufacturer.Emotional 
intelligence is very important and indispensable for managers in Romanian 
institutions, leaders wanting all employees to fulfill their obligations and 
responsibilities in a pleasant environment, without stress, to have effective 
productivity. The aim of the paper is to manage emotions, stress and time, follow 
rules and is to observe the relationship between EQ and work management. 
Emotional states must be aware, understood and controlled to achieve our 
goals and purpose.It describes the basic concepts, basic psychological models, 
purpose, objective, research hypothesis, methodology, tools for measuring 
emotional intelligence and job satisfaction.
The main objective highlights the emotional intelligence of the people involved 
in the organization, an objective applied at individual and group level that leads 
to increasing the quality of production.
Observation, interview, questionnaire, analysis and data synthesis were used as 
research methods. The research has 4 hypotheses that have been demonstrated. 
Statistical analyzes were performed using the SPSS 20 program, focusing on 
descriptive statistics, percentage frequency analysis, correlations. Emotional 
intelligence is indispensable in leadership positions, and job satisfaction is 
directly associated with productivity and efficiency in an organization.

Keywords: emotions, empathy, motivation, stress, emotional intelligence, 
managerial performance, job satisfaction.

INTRODUCTION

 The concepts of stress and emotional intelligence are very often used in current studies, but 
the concept of emotional intelligence demonstrates the importance of emotional skills for personal 
and social human and interpersonal achievement of the individual. professional.
Managers should have the ability to effectively manage emotional situations, build trust and 
understanding quickly, listen well and motivate subordinates (Arinze, 2011). Therefore, effective 
management is widely considered to be an essential organizational element in achieving a role that 
contributes to promoting people’s well-being as organizational efficiency.
Pellitteri (2002) indicated in his studies that problem leaders can contribute to many unpleasant 
and unpleasant problems for the organization and its employees, negatively influencing overall 
organizational performance, if they are not empathetic with their own employees, if they do not 
have above average emotional intelligence. Thus, emotional intelligence and job satisfaction of 
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individuals are the most important and dominant variables responsible for outstanding performance. 
Emotional intelligence is considered one of the crucial elements of a successful life as well as 
psychological well-being (BarOn, 2001).Nowadays, organizations are forced to survive in a 
competitive environment, characterized by a hectic lifestyle, with a tireless drive for increased 
profitability, based on increased competitiveness. In recent years there have been organizational 
restructuring, technological revolutions, changes and increased market demands, with an increased 
unemployment rate, mergers and relocation of employees from one institution to another, which 
creates mental tensions and stress at a high level. Thus, organizations must apply various structure, 
culture, and process strategies to ensure the proper functioning of the organization and to ensure 
competitive organizational performance (Higgs, 2002; Langley, 2000). Challenges and changes in 
organizations, such as restructuring, job insecurity, and increased workload can lead to increased 
stress (Goleman, Boyatzis & McKee, 2002; Rees, 1997). As a result, change refers to the people 
who live in the organizational environment, to their way of behaving, thinking, reacting and 
interrelationship with each other, as well as to changes related to new processes and systems, 
which it forms a unitary whole that leads to the goal of the organization, that of achieving 
performance and change (Ndlouvu & Parumasur, 2005). In Salovey and Mayer’s conception, 
emotional intelligence is the ability to accurately perceive, evaluate and understand emotion and 
emotional knowledge, to regulate the emotions that arise (Mayer and Salovey1997). Each emotion 
experienced by the individual gives the impulse to act in a distinct direction, indicating the correct 
direction in order to solve the problematic situations that arise. According to researchers Damasio, 
Ekman and Richard emotions are generally affective reactions of medium intensity, which have a 
relatively short intensity and which is often accompanied by changes in the organic sphere, at the 
chemical level leading to the adoption of a behavior, which is a system of defense ,that can affect 
the individual’s ability and speed of reaction. Emotion is a mental state induced by one or more 
internal or external stimuli (Models of emotions, 2019; Panksepp, Jaak 2004; Damasio, A. R., 
1998) that cause changes in the body’s chemicals. According to researcher Joseph Le Doux, 
emotions are defined as the result of a cognitive and conscious process that occurs immediately in 
response to some stimuli that act on the body. Affective feelings help to classify cognitive priorities 
by directing attention to important information, which can be generated as a support for the 
expression of judgments. Any thought can generate in the body a positive or negative emotion, an 
emotion that represents the reaction of thought at the physiological level. And the term emotional 
intelligence was first invented in the US by Wayne Leon Payne in 1985, who believes that emotional 
intelligence involves a creative relationship with states of fear, pain and desire (M. Roco, 2001). 
According to Mayer, Salovey, and Caruso, the individual has the ability to perceive emotions, to 
access them and to generate emotions, in such a way as to help thinking, to understand emotions 
and emotional meanings. (Mayer, Salovey and Caruso 2004). Motivations influence emotions 
through the way they are received and perceived by the individual depending on the emotional 
situations he experiences. Every individual has emotions and needs of an emotional nature, while 
satisfying the needs leads to positive feelings and emotions, and not satisfying the needs leads to 
the appearance of negative emotions. Institutions, regardless of their levels and spheres, can be 
affected by the emotions of employers, including their external relations (Ostell 1996, 552). Among 
the positive emotions we mention: love, trust, obedience, joy, ecstasy, admiration, trust, acceptance, 
veneration, and as negative emotions we mention: sadness, anger, fear, fear, anxiety, disgust, 
compulsion, boredom, contempt, boredom, remorse, disapproval, terror, confusion. Both emotions 
and managerial communication are very important for an intelligent emotional manager because 
he has the ability to learn from every relationship and use his information for further instructions 
he gives to employees for good productivity. The specific purpose of managerial communication 
is to increase performance, to draw, inform and train employees, to guide and advise them, to 
convince and motivate them to achieve the common goal of the organization. Emotional intelligence 
has been identified since 1920 by E. L. Thorndike and defined as social intelligence, ie the ability 
to behave wisely in human relationships. In the 1980s, this type of intelligence was divided into 
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inter and intrapersonal intelligence. The first type - the interpersonal - being the ability to understand 
others what motivates them, how it works, how you can better cooperate with them, and the second 
- intrapersonal - the same ability, only self-directed. Emotional intelligence is thus an „intelligence 
social ”which means the ability to control the emotions of others and others, to differentiate them 
from each other and to use this information to guide the way of thinking and acting.Therefore, 
emotional intelligence is the ability of the individual to process and manage their own emotions, 
but also those of others. Some believe that emotion is related to attention, temperament, motivation 
of the subject. There are two memory systems in the brain, one for certain facts and one for those 
with an emotional charge. Emotional intelligence studies are relatively recent, beginning around 
the 1990. There have been three major directions in defining emotional intelligence, represented 
by: John D. Mayer and Peter Salovey; Reuven Bar-On; D.Goleman. Affective motivation has an 
important role in human evolution, it supports cognitive motivation (Baron, Byrne1987). Affective 
motivation can justify a considerable number of choices and decisions that the individual makes in 
life, both at work and in personal life.  Stress results as a psychological and physical condition of 
an individual’s body in response, when his resources are not sufficient to cope with the situation. 
Stress can undermine the achievement of goals. Situations that can cause stress can be unpredictable 
and uncontrollable, and can be uncertain, ambiguous, unknown or known, such as engine noise. In 
order to have a positive approach to stress, it is done through knowledge, awareness and the ability 
to react optimally to the daily aggressions of the environment.Stress can have its source in family, 
social and professional life, being part of our lives and no one can eliminate it completely.The real 
stress is the source of the event that has already taken place, and one of the harmful stressors can 
be physical and mental stimuli that have a strong emotional importance on the individual. Imaginary 
stress has an imaginary, not real source that generates a state of panic that the subject feeds on 
himself, imagining various tense situations that are not in reality. Acute stress is a common form 
being caused by existing pressures at work and in life. Acute wiping if in small doses can be 
beneficial and pleasant to create competition. Chronic stress sets in if acute stress is present in 
repeated episodes and cannot be managed properly, and it becomes devastating for the psyche, the 
individual’s emotional affecting interpersonal relationships because the individual with chronic 
stress also has a changed behavior, being agitated, irritable, tired , in a word presents a huge daily 
tension, affecting the health of the subject. The so-called positive stress and eustress provides fun 
and positive emotions to the individual in his life. Organizational stress occurs when employees 
are subjected to mental tensions at work, tensions felt as strong pressures that the employee can not 
manage.Organizational stress occurs when employees are subjected to mental tensions at work, 
tensions felt as strong pressures. Motivation consists of a motor energy that trains the individual to 
act, to do something, which influences our lives. Intrinsic motivation consists of an inner energy, 
which comes from within and determines the individual to perform an activity, to perform certain 
tasks efficiently without telling the boss when and how to do it. This intrinsic motivation occurs 
when the subject performs the tasks he likes and does not consider them an obligation or a weight, 
being very important in the professional evolution of a person. The extrinsic motivation comes 
from outside and is related to a tangible, concrete result, in our case the employees work to receive 
their salary. In any activity are present the two types of motivations, the extrinsic and the intrinsic, 
and to be an effective person there must be at least a balance between the two motivations, and the 
intrinsic to dominate.

The objectives of this pilot study are the following:

O1: analysis of the concepts of stress, emotional intelligence and professional motivation

O2: Identify emotional intelligence traits, stressors, and motivators in employees

O3: The interdependence between the three elements: stress, emotional intelligence and professional  
       motivation
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2. LITERATURE REVIEW

 Mayer, Roberts, and Bersade consider emotions to be strong feelings that can arise from 
various situations or circumstances, or relationships with others being a response to internal or 
external events that are significant to the subject. Emotions can be events, permanent or transient 
moods. Emotional intelligence has been defined succinctly as the ability to make accurate reasoning 
about emotions and the ability to use one’s emotions and knowledge to enhance thoughts (Mayer, 
Roberts, & Bersade 2008 p 518).    In the last two decades, theoretical developments in emotional 
intelligence have progressed remarkably, (Fiori, 2009; Joseph & Newman, 2010; Lindebaum, 
2012; Mayer, Roberts, et al., 2008; Mayer, Salovey, & Caruso, 2008). Other researchers have 
focused on translating theories into broader concepts of emotional intelligence, especially the 
branches highlighted by Mayer and colleagues (Mayer, Roberts, et al., 2008; Mayer & Salovey, 
1997), others have theorized around narrower sampling domains (Blickle et al., 2009; Schmidt-
Atzert & Buhner, 2002) to closely reflect the conceptual foundation of emotional intelligence 
theory. According to Goleman’s studies in 1996 which hypothesized the 4 levels of emotional 
intelligence, self-regulation, self-awareness, self-motivation and social ability, all lead to increased 
performance in the workplace, a fact highlighted by researcher George au Brief in 1996. And 
researcher Watkin in 2000 suggested that emotional intelligence is one of the primary factors that 
can lead to increased performance in the workplace (Watkin, 2000). More recent studies have 
shown the same thing that emotional intelligence allows us to predict certain situations that lead to 
performance at work. (Slaski and Cartwright, 2002; Abraham, 1999; Cavallo & Brienza, 2002; 
Ryback, 1997; Servinc, 2001; Stagg & Gunter, 2002; Vermeulen, 2004; Weisinger, 1998; Wong & 
Law, 2002).  Mayer and Salovey (1990, 1993) consider that emotional intelligence involves: the 
ability to perceive emotions as accurately as possible and to express them; the ability to access or 
generate feelings when they facilitate thinking; the ability to know and understand emotions and 
to regulate them to promote emotional and intellectual development. Emotions are thus considered 
to influence decisions . There are people who can react very strongly emotionally, losing their 
temper very easily. Davidson explains how those who have a strong reaction but recover quickly 
can be considered adaptable to it . In recent years, the theoretical evolutions of the capacity of 
emotional intelligence research have advanced considerably (Fiori 2009, Josef). Goleman presented 
five main constructs of emotional intelligence, namely self-awareness, self-regulation, social 
ability, empathy, and motivation.  According to Goleman Daniel’s research, emotional intelligence 
helps an organization a lot, to its success, it contributes to the development of positive relationships 
and to the performances between the work teams within the organization. Understanding one’s 
own and others ‚emotions requires a good understanding of one’s strengths and weaknesses, one’s 
own and others’ limitations. It was found that emotionally intelligent employees cope better with 
stressful situations and demanding tasks than employees with a low level of emotional intelligence, 
as demonstrated by researcher Iogerndran Mayuran in the paper „Impact of emotional intelligence 
on stress management: Study of schools with banks in Jaffna district ,,. Emotional intelligence 
appears as a valuable component of work, helping to improve performance and lessen negative 
stress (Lorenzo Fariselli, Joshua Freedman 2008). Lisa Gardner and Saddan Hussain found that 
certain emotional intelligence (IE) skills have a strong impact on stress, with emotional intelligence 
helping them find solutions to problems (Lisa Gardner, 2005).  Stress is a term with many valences 
and with many meanings with a great world reputation. (Dinsdale et al. 2000, Garmezi and Rutter 
1990, Floru- 1974). unanimously accepted emphasizes Moal and Alexandrescu (Moal -1997 and 
Alexandrescu -2000).  Distress or negative stress is a state of mental tension in which you feel 
overwhelmed by situations and threats of more than you can face as an individual (Katz -1986 - 
quoted by Dobrescu and Petrovai -2004). Occupational stress is defined as an imbalance between 
the requirements understood by a person and his ability to react to these requirements (Cox, 1978; 
Lazarus & Folkman, 1984). In 2000 Alexandrescu specified that stress is that emotional state that 
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can be transient or persistent, simple or complex that prevents the individual from functioning 
properly, adequately, adaptive to the situation. This ubiquitous stress can occur from different 
causes, and it can be perceived by the person in different ways. There are several sources of stress, 
including: overwork, dissatisfaction at work, work in particularly dangerous conditions, instability 
or insecurity in the workplace, inability to advance in the workplace. Stress creates various 
symptoms of an emotional, physical, behavioral nature. At the emotional level, stress is manifested 
by: psychomotor agitation, depression, anger, irritability, isolation. At the physical level, stress is 
manifested by fatigue, loneliness, introversion, low energy, excessive sweating, muscle tension, 
irregular heartbeat, low immunity leads to frequent flu . And at the behavioral level, stress is 
manifested by excessive cigarette consumption, excessive alcohol or drug use, nervous tics, 
physical or verbal aggression, absenteeism, excessive eating or lack of appetite . Professional 
motivation is a complex approach that must take into account the motivation of the organizational 
individual, ie the individual as a member of the work group and the organization that brings with 
it many elements necessary for the proper conduct of an activity such as their own needs, 
motivations. one of the activities of emotional intelligence (R.Candea, D.Candea 2005). Researchers 
such as Mosshollder, Bedian, Wong and Higgs have shown that individuals with high emotional 
intelligence are more skilled and empathetic, can properly manage their own emotions but can also 
shape the emotions of others, so as to lead to organizational behavior. performant. (Mossholder, 
Bedian, & Armenakis, 1981; Wong & Law, 2002: Higgs (2004). Researchers such as Fetsh, 
Pergola, and Kennington (Fetsch & Pergola, 1991; Riggs & Beus, 1993; Fetsch & Kennington, 
1997) have shown that stress at work, time management, and work-life balance are problems with 
who often face people at work, and interpersonal communication and proper information can 
reduce the occupational stress created by the time crisis. Fetsch & Kennington scientists in 1997 
showed in their studies that stress and bournout exist in organizations, and there are also direct 
relationships between family and professional stress (Fetsch & Kennington, 1997). Lately, 
organizations do not focus on the causes of stress but on the symptoms, which can lead to 
exacerbation of stressful situations in which managers may find themselves (Rees, 1997). 
Researchers such as Goleman and Bar-On have stated that the lack of emotional intelligence in 
employees of an institution that is in an unstable environment means a possible failure and this can 
have an impact on everyone’s future (Bar-On, 1997; Goleman, 1998). People with average 
emotional intelligence experience fewer emotional feelings and negative thoughts after an 
experience caused by an acute stress factor which allows them to adapt more easily to the experience 
(Ramos, Fernandez-Berrocal & Extremera, 2007). ,, Emotion is a sine qua non condition of the 
construction of emotional intelligence, it is one of the conceptual peaks together with intelligence 
,,.  According to researchers J. D. Mayer and P. Salovey, emotional intelligence is “the ability to 
accurately perceive, evaluate, and express emotion; the ability to access and / or generate feelings 
when they facilitate thinking; the ability to understand emotion and emotional knowledge; and the 
ability to regulate emotions to promote emotional and intellectual growth ”(p. 10). The purpose of 
assertive managerial behavior is to satisfy the needs and desires of both parties involved in the 
production process. An emotionally intelligent and assertive person is self-confident, thinks 
positively, finds solutions, is confident in his own and others’ strengths, does not let others control 
their activity and life, is guided by certain principles, earns the respect of others by empathy, is 
friendly and honest.   Although from the data obtained on the pilot group of 50 subjects, it was 
found that most of the employees studied are stressed with an average on the stress test m = 8.84 
and the standard deviation beind 6,310 , the average on the emotional intelligence test average is 
m = 18.8324 and the standard deviation beind 2,071. The subjects involved in the production 
process proved an efficient work capacity and a positive collaboration environment. Another factor 
that underlies the motivation is the work team, due to the fact that individuals are active, socially 
capable of carrying out a good activity in optimal conditions, there must be a good relationship 
with others, in order to develop personally and professional Material otivation is another determining 
factor of the individual because an attractive salary or other benefit such as bonuses will contribute 
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to a stimulation, motivation of employees. Factors that determine motivation and can influence 
employee behavior can be individual internal factors or external organizational factors. An 
individually motivated behavior accompanied by rewards for the work done by the employer lead 
to his satisfaction at work. The employee will tend to adopt certain behaviors depending on what 
he has learned and what he feels is good or bad. An employee’s cognitive motivation is based on 
the side of knowledge, cognition and attitudes of others, while affective motivation processes 
emotional states, which can have the internal source of the individual.  The general objective of the 
research is the efficiency of the implementation of a battery of tests, psychological constructs 
involved in human resources management and implicitly the implementation of a program based 
on the development of emotional intelligence, communication and stress reduction in the workplace. 
The paper emphasizes the importance of empathy, interpersonal communication, motivation in 
order to reduce the stress generated by numerous tasks.

3. METODOLOGY

 Based on these studies mentioned above, certain hypotheses have been proposed, namely:

H1 there is a significant relationship between emotional intelligence and employee age;

H2 there is a significant relationship between the sex of the individual and emotional intelligence;

H3 there is a significant relationship between employee compensation and stress;

H4 there is a significaant relationship between emotional intelligence and job satisfaction

The car manufacturer from Tg. Mureș. is a Romanian company based on production as its main 
activity, being established in 1994, and in 1997 another sister company was established, which does 
not focus on production, but on the distribution of products, gasoline, service. Production represents 
over 60% of the turnover of which 50% is destined for export. The main weight has the mechanical 
processing, at present, there are in the nomenclature over 190 parts and subassemblies, among 
which we mention: stainless steel railings, valves with drawer, valves with drawer, expandable 
valve, valve with future ball, angle valve. The studied machine building company produces carbon 
steel parts, stainless steels or special steels for extraction and drilling equipment, the construction 
industry, various spare parts for machines and equipment as well as parts and subassemblies for 
external beneficiaries. In addition to mass production, the company also takes current orders for 
various beneficiaries, companies or individuals for the execution of various parts. This company 
provides current or capital repairs for equipment and machinery in the fields of drilling and 
extraction, textile industry, agriculture, construction.   At the request of the clients, the company 
has the possibility of assimilating and executing new cast or cast iron parts and subassemblies 
and processed.The team of the small enterprise is composed of specialists who have the necessary 
training to solve any problem in the field of metal processing and metal fabrications.  Within the 
machine building company, to implement the concept of production quality in production processes.   
All specific documents are mandatory for all staff, our goal being to carry out a quality activity, to 
create responsibility for the environment, to continuously improve job safety and environmental 
performance.  The management team of the above-mentioned organization has engaged all staff 
who participate directly or indirectly in the production process in order to obtain quality products, 
respecting the rules of environmental protection and occupational safety, to meet and comply with 
established objectives.
The study was performed on a number of 50 employees from a car construction company in Tg. 
Mureș. The participation in the study was made by simple randomization between 1.12.2020-



79

Dâmbean et al.

28.03.2021. The random sampling technique of 50 employees of a car manufacturing company, 
from Tg. Mureș, women and men was used. Correlational design was used, and the group of 
subjects was in the age range of 20-70 years, of both sexes, with different qualifications and coming 
from different backgrounds. We distributed a number of 50 questionnaires for stress N = 50, and 
the respondents were thus classified as 32% being women and 68% men. The employees who were 
in the age group with the highest share were in the 40-50 age group representing 38%, and the 
persons aged between 20-30 years represented 16%, aged between 30-40 years they represented 
14% and between 50-60 years they represented 20%, between 60-70 years they represented 12%. 
The results also showed that 70% are married, 22% are single and 8% are divorced.    Regarding the 
level of schooling, 26% have a university degree, 18% have a post-secondary education, 32% have 
a high school education and 24% have a vocational school. Among the employees interviewed, 
68% are from urban areas and 32% are from rural areas.The parameters included in the research 
were sex, age, background, seniority stress test, emotional intelligence test, and motivation test at 
work, the descriptive index of the job (Job Descriptive Index - JDI). To measure stress we used 
a questionnaire to self-assess the level of stress consisting of 25 items that highlights three levels 
of low, medium and high stress. We used the SPSS software to calculate the median, the standard 
deviation and the correlations of the 3 established parameters to demonstrate the established 
hypotheses. Dependent and independent variables were established in the paper.The parameters 
included in the research are: independent variables: sex, age, seniority at work, education, and 
dependent variables: established in the paper which are the descriptive scale of the job, emotional 
intelligence and stress.  The emotional intelligence (IE) test has 25 items, the stress test has 25 items, 
and the JDI test which is a descriptive index, which refers to job satisfaction in general, contains 
18 items.  The JIG test which has 5 subscales containing 72 articles namely: a) Job satisfaction 
presents 18 questions; b) Satisfaction with the current salary 9 questions;c) Satisfaction with the 
promotion possibilities 9 questions;d) Satisfaction with the boss 18 objects;e) Satisfaction with the 
people I work with with 18 questions

4.  RESULTS  

 The first independent variable of our study is the gender grouping of employees. The second 
independent variable is age, which has 5 levels, namely: 20-30 years-3 = 6 %, 30-40 years-7 = 14 
%, 40-50 years-13 = 26 %, 50-60 years-17 = 34 %, 60-70 years -10 = 20 %

Figure 1. Gender distribution of the subjects studied by sex.

Source: own calculations.

From the graph above we can see that male predominates representing 68 %.
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Figure 2. Distribution by age groups of the subjects studied.

Source: own calculations.

From the above histogram it can be seen that the dominant age group is between 30-60 years 
representing 72%, and the lowest value in terms of age is 60-70 years representing 12%.
The third independent variable is the area of   origin: rural area representing 32% and urban area 
representing 68%.   The asymmetry is (-o.388), the negative value indicating a tail of the frequency 
distribution in the area of values lower than the average value.

Figure 3. Distribution of the subjects studied according to the environment they come from.

Source: own calculations.

The fourth independent variable is the seniority of employees in the institution under study

Figure 4. Distribution of employees according to seniority in the institution under study.

Source: own calculations.

From the graph above we can see that the subjects with the longest seniority in the institution 20-30 
years dominate representing 58%.
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Figure 5. Distribution of subjects studied in the stress test.

Source: own calculations.

As can be seen from our data, employees have a low average stress, representing 32%, which 
dominates the exaggeration which has a weight of 28%. Given the current economic situation in the 
midst of the Covid pandemic, it is understandable why the level of stress is quite high. Emotional 
intelligence test consisting of 25 items being the second variable of the research.Emotional 
intelligence has 3 stages, namely: emotional immaturity between 14-17 points, emotional balance 
between 18-21 points, normal emotional maturity between 22-25 points. The distribution of the 
50 subjects according to the degree of maturity or emotional immaturity is as follows: emotional 
immaturity 36 %, emotional balance between 54 %, normal emotional maturity 10 %. From the 
above distribution we can see that the average of employees has a higher average emotional maturity 
which is 64%.
The third dependent variable (RV) of our research is the JIG (job in general index) and JDI (job 
descriptive index) professional motivational satisfaction test.  Job satisfaction is the state of balance 
that the individual achieves when he fully responds to conscious or unconscious needs, wants or 
expectations.   Satisfaction at work is a pleasant emotional reaction that occurs in the context of 
working in an organization.

Figure 6. Distribution of subjects studied in the Job descriptive index.

Source: own calculations.

The Legend:  0-20- dissatisfied employees 46%, 21-26 satisfied employees so and so 22 %, 27-30- 
satisfied employees to a small extent, at medium level 14%, 31-40 professionally satisfied employees, 
very satisfied 18%. The significance of associating discrete variables Chi-Square tests show us that 
the value of statistical significance is 0.888> 0.05 so it is not statistically significant.  The average 
obtained at the age variable is m = 50,52  the standard deviation being 11,244, and the calculated t 
=31,772 . The average obtained at the stress variable is m = 8.84, the standard deviation being 6,310, 
and the calculated t =9,907. The average obtained at the emotional Intelligence variable is m = 18.832  
the standard deviation being 2,071, and the calculated t is t=64,240. The nonparametric Kendall’s 
correlation between stress and EQ is as follows -0,202, iar Speaman’s is -0,294 at the 0,05 level .The 
average obtained at the stres variable is m = 8.840 and the calculated t =9,977.  Null hypothesis: 
H0 = There are no statistically significant differences depending on the age and the emotional 
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intelligence (EQ) of the subject, EQ the emotional does not depend on the age of the individual.   
According to the data provided, it can be seen that there is a significant correlation between the 
age of employees and the age in the institution, which means that the institution is looking for 
experienced people to have good results, with as few rejections, experience gained over the years. 
the person and his seniority in work proves the interdependence between the two variables that 
are essential in the smooth running of an organization. As can be seen, there is a significant close 
correlation at a significance threshold of p <0.05 between:  1. Sex and seniority in the institution- 
0.289; 2. Stress and seniority- 0.337; 3. Age and stress- 0.361; 4. Emotional intelligence and stress- 
0.294; 5. JDI salary and stress- 0.281;6. JIG with salary JDI- 0.283;7. Promotion with JDI salary- 
0.352.According to the data provided, it can be seen that there is a significant correlation between 
the age of employees and the age of the institution, which means that the institution is looking for 
experienced people to have good results, with fewer rejections, experience gained over the years. 
and its seniority proves the interdependence between the two variables that are essential for the 
proper functioning of an organization. From the table above we can see that there is a significant 
correlation at a significance threshold of p <0.01 between:  Seniority in the institution and total 
seniority 0.508, age and seniority 0.933, head of JDI and seniority in the institution -0.368, the 
head of JDI with JDI works 0.441, JDI chief with promotion 0.415, Seniority in the institution 
with JDI head -0.368. The summary of the Kruskal-Wallis Independent sample test shows that the 
asymptotic Sig (2-sided test) is 0.487.   From the above data we can see that there is a significant 
correlation at a significance threshold of p <0.01 between: seniority in the institution and total 
seniority 0.508, age and seniority 0.933, head of JDI and seniority in the institution -0.368, head 
of JDI with JDI operates 0.441, head of JDI with promotion 0.415, Seniority in the institution with 
head of JDI -0.368. The summary of the Kruskal-Wallis independent sample test shows that the 
asymptotic Sig (2-sided test) is 0.487.
Hypothesis 1: The level of emotional intelligence increases with age. The level of emotional 
intelligence correlates positively and statistically significantly (r =0. 393, p = 0.001) with seniority 
in work, which could be an argument for the fact that emotional intelligence can be developed. 
The correlation coefficient between the level of emotional intelligence and that of seniority 
in the current workplace is also statistically significant, but with a lower value (r =0, 196). 
Hypothesis 2: Women have a more developed emotional intelligence than men. There is a positive 
correlation between the two variables, r = 0.562 p = 0.001), QE women have a higher level of 
emotional intelligence than men. According to other studies (Orme G., 2003), despite the lack of 
differences between men and women in the general level of emotional intelligence, women have 
a higher level of indicators of emotional intelligence in interpersonal relationships. Women are 
more empathetic than men complain and talk about their problems, their troubles (Eisenberg, N 
,1983). Hypothesis 3: The level of emotional intelligence increases with age. Age does not correlate 
significantly with the degree of emotional intelligence. There is a negative correlation between the 
two variables, but statistically insignificant (r = –0.63, p = 0.47). Therefore, we could conclude that 
emotional intelligence decreases with increasing age, but since the sample includes participants 
of very similar ages and is only a part of the total number of subjects in the institution, the low 
correlation can be generated even by the small variation of variable, age. Hypothesis 4: There is a 
positive correlation between the level of emotional intelligence and work performance. Emotional 
intelligence correlates positively and statistically significantly with workplace performance among 
young employees of multinational companies: r = 0.75, with a value of p less than 0.001. There is 
no significant correlation between emotional intelligence and job satisfaction of employees in the 
organization studied in the car manufacturing industry. To test the research hypothesis, a bivariate 
correlation of Pearson was performed to examine the relationship between emotional intelligence 
and job satisfaction among managers of the institution, calculating the value of r as 0, 607, which 
undoubtedly shows a (p <0.01) positive relationship between emotional intelligence and job 
satisfaction. It clearly demonstrates that the greater the emotional intelligence, then the above-
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average will and job satisfaction of employees. Therefore, the null hypothesis was rejected. From 
the table Independent samples The Kruskal-Wallis test can be deduced that only for the averages 
of the EQ variables there were statistically significant differences (p value> 0.05) and significant 
influence and stress level. Research on the differentiation of driving performance by the two sexes 
suggests that they exist to a very small extent. At the same time, other studies have shown that from 
the point of view of subordinates these differences are just as small. However, a study by Eagly 
& Johnson in 1990 shows that the way we drive differs to some extent in both women and men. 
Thus, women would have better results because they have much better developed social skills. 
And they are more empathetic. Women tend to be described as much friendlier, more pleasant 
and more sensitive. The value of p is below 0.001, so the threshold of statistical significance is 
reached, and the regression coefficient related to the predictor of emotional intelligence is: 0.338. 
The results are supported by other previous research studies that reported a substantial positive 
correlation between emotional intelligence and job satisfaction (Lee and Ok, 2012; Mousavi et 
al., 2012; Trivellas et al., 2013; Alnidawy, 2015); Tagoe and Quarshie, 2016; Yusoff et al., 2016). A 
high level of emotional intelligence ensures successful both personally and professionally. having 
chances to become good specialists in the field, and this helps people to be more optimistic, to be 
able to better solve the problems they face, to communicate effectively with others in the face of 
stressful situations. The findings show that an individual who possesses a high level of emotional 
intelligence will also have a high level of job satisfaction. Instead researchers like,Mandip et al. 
(2012), Ghoreishi et al. (2014) and El-Badawy and Magdy (2015) found no substantial association 
between emotional intelligence and job satisfaction.

5. DISCUSSIONS

 Emotional intelligence can be learned and developed over a lifetime and can be learned 
from one’s own experience or the experience of others. Our competence in a field can increase as we 
mature intellectually and emotionally. Research in the field has shown that emotional intelligence 
is a more reliable predictor of success in life. Decisions based on strong feelings, when emotions 
are not controlled in a constructive way, can be wrong decisions. Emotionally intelligent managers 
make good decisions because of the control they have over their emotions and the objectivity 
conferred by this skill. Emotional intelligence is an innovative and unconventional idea in business. 
The promoters of this concept emphasize its importance in all the activities that an individual 
undertakes, as a primary factor of success in personal or professional life. The correlation was used 
to analyse the connection between the two structures and to evaluate the effectiveness of emotional 
intelligence and the ingenuity of the management team and employees as they are perceived. 
Gender and age variables can be an important indicator to determine professional performance. 
It is known that women are more skilled than men, in some areas such as computer work for data 
collection, organizing events, women manage to do these activities faster, but men are good leaders 
and managers. Younger employees are more prone to absenteeism, are sometimes indecisive, seek 
novelty and immediate and well-paid income, do not accept boring or monotonous work, get 
bored quickly and find it harder to find a job that they do with pleasure. Around the age of 30-40, 
after becoming more responsible, they change their vision. Instead, adults, those over the age of 
45 - are better integrated professionally, have great professional satisfaction, and are more loyal 
to organizations.  Among the organizational factors, we mention the physical variables of work 
such as physical environment, noise, light, fluctuating temperature, humidity, or the conditions of 
work equipment that can influence productivity. The level of vocational training means a higher 
awareness of the activity. In any organization, whether small or large, the management team must 
know interpersonal communication techniques, have the ability to interact empathetically with 
all employees regardless of whether they are nice or disliked and to resolve any conflict being 
good mediators in order to achieve the goal institution. In this technologically advanced era, every 
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organization needs to accomplish outstanding achievements in terms of productivity and efficiency. 
Nevertheless, the accomplishment of this dream requires substantial satisfaction of workforces as 
they endeavor to increase more efforts to perform effectively to achieve the organizational goals. 
In this connection, emotional intelligence performs a substantial role in achieving organizational 
goals. The association between emotional intelligence and job satisfaction has caught the 
Consideration of the investigators as emotional intelligence is playing a vital role in envisaging 
employees’ job satisfaction (Ghoreishi et al., 2014).  Therefore, several research studies have 
been conducted to examine the association between emotional intelligence and job satisfaction 
(Anari, 2012; Çekmecelio˘glu et al., 2012; Ealias and George, 2012; Lee and Ok, 2012; Zakieh 
and Aminilari, 2013). Likewise, this cross-sectional study also examined the relationship between 
emotional intelligence and job satisfaction.  It is recommended that organizations develop training 
programs to improve emotional intelligence and stress reduction programs.
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CONCLUSIONS

 In conclusion, emotional intelligence is the ability of the individual to recognize and 
understand their own emotions and those of others, to use their own awareness to manage their 
behavior according to human interrelationships, to increase creativity, to reduce stress levels, to 
the make the individual confident in his attitudes, to improve empathic and communication skills, 
to gain the respect of others, to have the ability to easily adapt to change.  The results showed that 
the factors that influence the involvement in work are the following: age, sex and seniority in work. 
In general, the involvement increases with age and seniority in the company and this for several 
reasons: the older you get finding a job. work is more difficult, and the individual will be inclined 
to connect more strongly with the current organization. In this technologically advanced era, 
every organization must achieve remarkable achievements in terms of productivity and efficiency. 
However, realizing this dream requires substantial job satisfaction, as they strive to step up more 
efforts to perform effectively to achieve organizational goals. In this sense, emotional intelligence 
plays a substantial role in achieving organizational goals. The association between emotional 
intelligence and job satisfaction has caught the attention of investigators, as emotional intelligence 
plays a vital role in employee job satisfaction (Ghoreishi et al., 2014). Therefore, several research 
studies have been conducted to examine the association between emotional intelligence and job 
satisfaction (Anari, 2012; Çekmecelio˘glu et al., 2012; Ealias and George, 2012; Lee and Ok, 
2012; Zakieh and Aminilari, 2013). Similarly, this cross-sectional study examined the relationship 
between emotional intelligence and job satisfaction.The results of this study confirm that there 
is stress in the organization’s employees, consolidating the findings of other authors who have 
written about stress and emotional intelligence and stress and professional motivation (Fetsch 
and Pergola, 1991; Riggs and Beus, 1993; Fetsch and Kennington, 1997). Involving people in 
the activities of an organization helps to strengthen relationships and connections, if people have 
a longer seniority in that institution.Hypothesis 1 regarding the existence of the relationship 
between emotional intelligence and age has a strong impact, so people with a strong emotional 
intelligence, located at a high level.I understand the emotions and feelings of those around me 
in a more empathic way, wisdom coming with age, as other researchers have shown (Chapman 
& Hayslip, 2006; Gardner & Qualter, 2011; Mayer et al., 2000; Tsaousis & Kazi, 2013). As 
individuals grow older, they may be more likely to understand their own and others’ emotions 
due to lifelong practice and learning (Kaufman et al., 2009). The individual’s ability to manage 
intrapersonal and interpersonal emotions is important for academic and professional achievement. 
People who have above-average emotional intelligence are better able to understand, regulate, 
and control their emotions excellently both with themselves and with others (Wijekoon et al., 
2017). After reviewing the literature, it was found that emotional intelligence and job satisfaction 
are two key components for organizational progress and overall individual prosperity. Numerous 
researchers have investigated the link between emotional intelligence and global job satisfaction 
in various fields (Gunavathy and Ayswarya, 2011; Çekmecelioğlu et al., 2012; Ealias and George, 
2012; Lee and Ok, 2012; Zakieh and Aminilari, 2013; Ghoreishi et al., 2014; Masrek et al., 2014; 
Alnidawy, 2015; El-Badawy and Magdy, 2015; Mardanpour and Makvandi, 2015; Tabatabaei and 
Farzadmehr, 2015; Yusoff et al., 2016; Khanzada et al., 2018 ; Rahman and Haleem, 2018), but it 
was found that in this institution job satisfaction is low, knowing that the manager can fulfill his 
duties and responsibilities effectively for the well-being and prosperity of the institution if he is 
emotionally intelligent, capable, satisfied and provides support and a sense of security at work. 
Therefore, it is necessary to make their job more respected, attractive, satisfying and compensated, 
offering them security and more attractive salaries in order to increase job satisfaction. Due to 
the fact that a person with higher education has value and implicitly greater opportunities to find 
another job in another organization. A higher level of training leads to expectations that are difficult 
for a company to meet.  Some studies have linked sex to involvement, saying that women are more 
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involved than men. The explanation for this phenomenon starts from the fact that women still face 
barriers at work, men considering that they can’ t cope with certain activities, situations that are 
difficult in women’s careers, situations that motivate many women to get more involved in the 
life of the organization and give up other activities such as family. The distribution of JDI work 
is the same between the categories of meanings. Independent-Samples Test Kruskal-Wallis 0 .276 
holds the null hypothesis. The distribution of the JIG is the same between the stress significance 
categories, and the Independent-Samples Test Kruskal-Wallis 0.672 retains the null hypothesis. 
The distribution of the EQ score is the same between the strs sign categories. Independent-
Samples Kruskal-Wallis Test 0.016 for a significance storm of 0.05, and the null hypothesis is 
rejected. Emotional intelligence is the ability to understand and manage both one’s own emotions 
and those of others. The concept is increasingly used, and some experts believe that people who 
show emotional intelligence have the ability to adapt their thinking and behaviour to the context or 
to achieve certain goals. Recommendations - the efficiency of a training on IE, coaching training 
is best highlighted in the case of companies that have direct relationships with customers and 
especially in the case of professionals in the industrial or productive field to improve interpersonal 
relationships and eliminate stress to increase productivity. People who are in control of their own 
emotions do not panic when the company announces a new change plan. Self-control is also linked 
to the integrity of employees. Effective time management skills help the individual to make the 
right decisions that can have a positive impact on the work in the institution where they work and 
implicitly in their own lives, because it is more calculated and the stress is not high.  The results of 
this study confirm that stress exists in the institution where this experiment was performed. Studies 
and observations of researchers who have written about stress and work-life balance. (Fetsch and 
Pergola, 1991; Riggs and Beus, 1993; Fetsch and Kennington, 1997) highlight what was found in 
this study. This study highlighted stressors that are directly correlated with the ability to manage 
working time and follow work rules. Those who know how to properly manage their working time 
and comply with working standards have more personal time for themselves and their families, 
there is no need to work overtime to repair their product or complete the task. assigned.
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ABSTRACT

Economic experts’ predictions of a slowdown in the EU’s global economy and 
economic growth in the year 2020 were based on various risks and uncertainties 
existing on a world scale, ranging from the US-China trade war, traditionally 
strained relations of the EU and the US on the one hand and the Russian 
Federation on the other, all the way to BREXIT and economic migration to 
developed EU countries. However, the COVID-19 pandemic has further 
aggravated those forecasts, so that the entire EU is recording a historic decline 
in all macroeconomic aggregates. The beginning of the pandemic in the EU 
was accompanied by the complete border lockdown of the entire Union, which 
greatly affected the economies of the member states. The EU is experiencing a 
decline of both real and nominal GDP, declining incomes, employment decline 
and unemployment increase. This paper will investigate the impact of COVID-19 
onto GDP, unemployment, and EU public debt.  Correlation-regression analysis 
confirms the positive correlation between these variables and the economic 
crisis caused by the COVID-19 pandemic. In addition to the economic crisis, a 
crisis of EU health systems, which requires huge economic investments. A more 
prominent economic recovery is hard to expect until the global pandemic ends. 
One thing is for certain, this economic crisis will continue in 2021, whereby a 
more significant recovery is expected only in the year 2022. Certainly, it will take 
years to make up for the economic losses caused by the pandemic.

Keywords: COVID-19 pandemic, EU, EU GDP, EU macroeconomic  
aggregates, economic crisis

INTRODUCTION 

The European Union is a community comprising of 27 countries and is the most powerful economic 
organization in the world. Member States have ceded a portion of their sovereignty to the EU, thus 
transferring the responsibility for many economic issues to the Union. Since its inception, one 
of the EU’s goals has been economic prosperity for all its members. The unified, single market 
has brought many advantages and thanks to it the European Union is now a major world trading 
power. Although it accounts for only 6.9% of the world’s population, EU trade with the rest of the 
world accounts for approximately 15.6% of world exports and imports.  Together with the USA 
and China, the EU is one of the three largest trade entities in the world. Right after China, it is 
the world’s largest exporter with about 16% share in world exports. In terms of world imports, it 
is also in second place, just below the US with a share of about 15%. The EU employment rate has 
been growing steadily since the global trade crisis and lasted until 2020, i.e. until the outbreak of 
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the COVID-19 pandemic. Simultaneously, the unemployment rate was on a decline, but then rose 
sharply in 2020.  GDP had a growth trend until the pandemic, when it experienced a downturn in 
nearly all of its member states. Even the most developed member states had a large drop in GDP 
and entered a recession. GDP in 2020 amounted to about 15 trillion Dollars, which is a sixth of 
the world’s GDP. In 2012, the European Union had by far the largest foreign investment in other 
countries in the amount of 9.1 trillion dollars and the largest investments of other countries in the 
EU, amounting to 5.1 trillion dollars. The EU’s key trading partners are the United States, China 
and the United Kingdom. Public debt in 2018 amounted to 80% of GDP, the one in Greece being 
the highest with 181.1%, whereby the lowest one was registered in Estonia, being 8.4%. The decline 
in private consumption has particularly affected EU companies, which have been more involved 
in generating member states’ GDP. In some countries, there was an increase in public spending 
during the pandemic, and we know that since the 1980s, EU governments have set the goal of 
rationalizing public spending (Alonso, Clifton, Diaz, 2017). According to the forecasts of the World 
Bank (Global Economic Prospects, 2021), although the global economy will soon emerge from the 
pandemic, global GDP will remain below its pre-pandemic growth trend for many years. Global 
cooperation will be key to addressing a plethora of economic challenges laying ahead.
As for the EU, the pandemic began in the first quarter of 2020 with the “lockdown” of Italy, 
immediately upon which nearly all member states took restrictive measures, with social distancing 
and border closing being the most crucial ones. To prevent contact and transmission of the virus 
among humans, many businesses have been temporarily shut down and some permanently closed. 
The measures taken by the EU and its member states were insufficient to continue the economic 
growth of previous years, which resulted in a decline of nearly all macroeconomic aggregates. 
In addition to the economic crisis, the EU was also affected by the health crisis, which strongly 
affected the labor market and economic life. Enormous funds that were intended for the economy 
were redirected to the health sector. In 2021, the EU plans to invest vast funds in the vaccination 
of the population through the common COVAX system, thus ending the pandemic and focusing 
on economic recovery. However, the sluggishness of the EU administration and the organization 
of vaccination has been shown in this very example, as some EU candidate countries have proven 
to be much more successful in this process, e.g. Serbia. The first indicators for January 2021 show a 
slight recovery of the EU economy, particularly among the most developed members. In the coming 
period, the EU should show its solidarity in aiding small member states and the ones wishing to 
become a part of the EU. This is particularly important for the countries of the Western Balkans 
that are most affected by the pandemic. Small countries are often forced to implement long-term 
unfavorable development policies and methods (Dirk Krueger, 2009). For countries in transition, 
the growth trend of public debt is inevitable (Chatterjee, Gibson, Rioja, 2017), which is exactly 
how the Western Balkan countries behave. In addition, international debt affects small countries 
with relatively higher incomes in a significantly different way than it affects small countries with 
low incomes (Kaminarides, Nissan, 1993). Recession recovery strategies show some similarities in 
economic and employment measures and differences in tax reforms and financial support packages 
launched by the five most developed countries. There should be a mechanism in which each country 
shall prepare for an untimely recession (Kolluru, D. M. K. 2021).  Based on a review of the literature 
and a previously defined research problem, in order to direct research towards problem solving, 
the hypotheses in this paper can be defined as follows: The COVID-19 pandemic will negatively 
affect GDP, public debt and the EU unemployment rate, whereby the unemployment have a much 
smaller drop compared to other macroeconomic indicators.
Speaking of the research conducted on the topic of the impact of COVID-19 on the EU economy, 
the following papers should be mentioned. Maliszewska, Mattoo and Van Der Mensbrugghe claim 
that the corona virus will cause a major economic shock to all countries, particularly to developing 
countries. The tourism and domestic services sector will be most affected.  Likewise, the impact of 
COVID-19 on GDP and trade was also assessed by utilizing a standard global computal general 
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equilibrium model (Maliszewska, Maryla; Mattoo, Aaditya; Van Der Mensbrugghe, Dominique. 
2020). Pagano, Wagner, and Zechner argue that the key question for investors and policy makers 
is whether COVID-19 will trigger a massive redistribution of capital and labor (Marco Pagano, 
Christian Wagner, Josef Zechner, 2020).  In his paper, Pagano additionally claims that there will 
be a redistribution of labor during a pandemic between the companies that are highly resistant to 
the pandemic, i.e., do not require contact and those companies in which close contact is made, 
e.g., tourism enterprises (Pagano et al. 2020). Many economists have made various assessments of 
the extent to which companies are compatible with social exclusion, thus directing the countries 
towards providing support to companies (Dingel and Neiman 2020, Hensvik et al.  2020, Koren 
and Pető 2020). The decision-making process has changed, preventing financial burdens, growing 
savings patterns and undesirable unhealthy consumption (Haque, M., Nabila, N., Abdel-Razzaq, 
A., & Shaznin, K. (2021)). Microsoft founder and one of the richest people in the world, Bill Gates, 
talked about a possible pandemic back in 2015, so some investors took his words into account 
and started investing in more resilient companies in the EU and the rest of the world. Baldwin 
and Weder di Mauro (2020) as well as Bénassy-Quéré and Weder di Mauro (2020) pointed out in 
their papers that governments should stop pumping money into poorly resilient companies such 
as airlines, but redirect that money to companies that are more resilient to a pandemic.  Otherwise, 
countries ‘economies will be at risk and taxpayers’ money will be wasted (Baldwin and Weder di 
Mauro, 2020).

1. RESEARCH METHODOLOGY

In addition to regression and correlation analysis, a comparative and descriptive analysis is used. 
The linear regression model is represented by the regression equation: Ŷi = b0+ b1 Xi+ εi , (i = 1,...,n) 
whereby the index i refers to the i-th observation, while the variable X is an independent explanatory 
variable, as it explains variations of the variable Y.
A simple linear regression function is estimated on the basis of the following sample: Ŷi= b0 + b1xi 
whereby Ŷi is the value of the dependent variable located on the best-fitting regression line, while 
b0 and b1 are estimates of unknown regression parameters of the basic set.
Regression and correlation analysis, along with other analyses of the impact of the pandemic onto 
EU macroeconomic aggregates, provides an answer to the hypothesis that the pandemic had a 
negative impact on them. The analysis performed in the SPSS software includes the reading of 
the following indicators: mean, median, max (maximum), min (minimum), std. dev. (standard 
deviation), probability (p), std. error (standard estimation error), scatter plot, histogram, coefficient 
of determination, adjusted coefficient of determination, t-statistics and f-statistics, Pearson’s 
correlation coefficient. Furthermore, Durbin-Watson (d) is a test statistic for autocorrelation in the 
residuals (prediction errors) from a statistical regression analysis. By using the F test, the hypothesis 
and statistical significance of the coefficient of determination are tested and upon its application it 
can be stated whether a model is statistically significant. The subject validity test of the econometric 
model is used if this value is greater than the value given in the table.
The T test is used to assess whether the variable is statistically significant. Likewise, if the probability 
of “prob” (f-statistic) is less than 0.05, we assume that the model is appropriate. If none of the variables 
in the model is statistically significant, the null hypothesis is rejected. For the purpose of relevance 
of the research and proving the hypothesis, in addition to statistical analyzes, a comparative and 
descriptive method will be used. 
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2. ASSESSMENT OF THE IMPACT OF COVID-19 ON GDP,  
     UNEMPLOYMENT, EU PUBLIC DEBT

 The research of the impact of COVID-19 on GDP, unemployment, public debt of the EU 
was done in the statistical program IBM SPSS 26 and presented in the following chapters.

2.1. GDP ANALYSIS

 The real GDP per capita growth rates are approximately the same for the period 2013-2019, 
with the exception of 2012, when the EU emerged from the global economic crisis and 2020 which 
was marked by the pandemic. In 2020, for the first time in almost a decade, the EU’s GDP fell by 
7.4%. The largest EU decline in the EU was recorded by Spain, amounting to 12.4%, followed by 
Italy with 9.9%, Croatia with 9.6% and France with 9.4%. Lithuania and Ireland had the smallest 
decline in GDP of all the EU countries, amounting to around 2.1%. Additionally, the public debt 
in nearly all of the countries has increased, predominantly in Greece (over 200%). This is merely 
a consequence of the governments’ attempts to remedy the effects of the pandemic. The following 
table shows the EU-27 GDP per capita in euros and rates for the period 2012-2020. 

Table 1. GDP EU 27 per capita and rates for the period 2012-2020.

  2012 2013 2014 2015 2016 2017 2018 2019 2020

EU 27 GDP per capita 25900 25730 25750 26150 26670 29280 27110 27770 25715

GDP Growth Rate -0.7 0.1 1.6 2.3 2.0 2.8 2.1 1.6 -7.4

Source: Eurostat.

The table clearly shows that in the observed period 2012-2020, the GDP was the highest in 2017 
and amounted to 2.8%, while being the lowest in 2020, amounting to -7.4%.  This has been the 
biggest GDP drop ever since the EU was formed, so the pandemic has had a bigger impact on the 
EU economy more than any of the world economic crises endured throughout the history of such 
vast community. Fortunately, the final quarter of 2020 shows a recovery in GDP, which is why a 
much better situation is expected in 2021, including the recovery of the economy. The following 
charts demonstrate the EU GDP trend line including and excluding the year 2020. 

Figure 1. GDP Trend Line of EU 27 for the period 2012-2020.

Source: Eurostat.
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Figure 2. GDP Trend Line of EU 27 for the period 2012-2019.

Source: Eurostat.

From the charts above, a two completely different trend lines of the EU 27 GDP rate can be 
distinguished. The impact of the pandemic in 2020 has a decisive impact on the historical decline 
in GDP and the reversal of the trend. The average growth rate before 2020 was 1.5%, but it drops 
down to 0.5% once the year 2020 is included. A single year, as opposed to a 9-year period, was 
sufficient to slash the average growth rate by 1% which is an incredible indicator of a decline in the 
EU in the pandemic year.

2.2. UNEMPLOYMENT ANALYSIS

 The unemployment rate of the EU in the last waves of accession of Bulgaria, Romania 
and Croatia has increased. There is a vast difference in the development of countries and markets 
among EU members.  At the time of the pandemic, the biggest drop in unemployment was in 
two developed countries, France and Italy, amounting to over 10%. Were it not for government 
measures among member states, the labor market would have experienced much more intense 
collapse. The following table demonstrates the EU27 unemployment rate for the period 2012-2020. 

Table 2. EU27 unemployment rate for the period 2012 - 2020.

  2012 2013 2014 2015 2016 2017 2018 2019 2020

EU27 unemployment rate 10.3 10.9 10.5 9.7 8.8 7.9 7.1 6.4 7.7

Source: Eurostat.

From the table above it is evident that in 2013 the unemployment rate in the EU was increased by 
0.6%, which can be attributed to the consequences of the global economic crisis. Another thing 
that is also evident is that during the COVID-19 pandemic, the unemployment rate rose to 7.7%. 
A positive, multi-year downward trend has been stopped and equaled with the year 2017. As for 
the EU forecast for 2021, it is estimated that unemployment will rise to 8.6%, while its decline 
is expected only in 2022 and is to reach about 8%. The following chart shows the trend of the 
unemployment rate in the EU 27 for the period 2012-2020.
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Figure 3. EU27 unemployment rate for the period 2012 - 2020.

Source: Eurostat.

From the chart above, it is evident see that the unemployment rate in the period following the 
global economic crisis maintained its decline 2019, when it reached 6.4%.  The average rate was 
8.8%, so the drop in unemployment in 2020 to 7.8% is not so big from a statistic point of view. 
However, it is a hint of a poorer economic situation and a big decline in economic activity due to 
the consequences of the pandemic, and it would certainly have been greater if the member states 
had not specifically intervened in this field. Moreover, the countries that have been most affected 
will be able to use funds from the EU Recovery Fund, which could play a significant role. With 
timely action, this crisis could last shorter than other world crises.

2.3. PUBLIC DEBT ANALYSIS

 Public debt in the EU has been declining over the past years, with the exception of a few 
member states. The EU stabilized its finances after the global economic crisis and lowered its public 
debt in 2018 below 80%. The following table shows the share of public debt in % of EU-27 GDP for 
the period 2012-2020.

Table 3. Share of public debt (%) in GDP of EU 27 in the period 2012-2020.

 2012 2013 2014 2015 2016 2017 2018 2019 2020

EU Public 
Debt 84.1 85.9 86.6 84.6 83.5 81.9 79.6  77.8  91.1

Source: Eurostat.

The table above shows that the public debt has been decreasing since 2014, and that in 2020 it rose 
sharply to the highest level in recent decades. This is a consequence of the intervention of countries 
in mitigating with the consequences of the pandemic. Likewise, many countries borrowed funds to 
invest in the health sector, which required high level of funding at the time of the pandemic. The 
following chart shows the public debt trend in the EU 27 for the period 2012-2020.
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Figure 4. EU27 public debt for the period 2012 - 2020.

Source: Eurostat.

The chart shows that the public debt in the EU has risen sharply in 2020. The public debt has 
risen in nearly all of the EU countries, most notably in Greece - by over 200%, Italy by 159% and 
Portugal by 134%. Estonia has the lowest public debt of 19%, followed by Bulgaria and Luxembourg, 
amounting to 26% each. It is especially worrying that the pandemic did not end in 2021 and that a 
new growth of public debt is expected, which is why a troubled period in the EU is to be expected 
in that respect.

3. MODEL, RESULTS AND DISCUSSION

 We will thus perform a regression and correlation analysis for the two time periods and 
discuss and analyze the respective results. The first period covers the span from the year 2012 to 
2019, whereas the second period is from 2012 to 2020. By comparing the results, we will obtain the 
information to what extent has the year 2020 affected the GDP of the EU 27.

Table 4. GDP, EU27 unemployment rate and public debt for the period 2012 - 2020.

 2012 2013 2014 2015 2016 2017 2018 2019 2020

GDP EU 27 per capita 25900 25730 25750 26150 26670 29280 27110 27770 25715

GDP Growth Rate -0.7 0.1 1.6 2.3 2 2.8 2.1 1.6 -7.4

EU27 unemployment 
rate 10.3 10.9 10.5 9.7 8.8 7.9 7.1 6.4 7.7

EU Public Debt 84.1 85.9 86.6 84.6 83.5 81.9 80.2 77.8 91.1

Source: Eurostat.
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3.1. ANALYSIS FOR THE  2012 – 2019.

 Regression Analysis Results

Table 5. Descriptive Statistics.

Mean Std. Deviation N

GDP 1.4750 1.18050 8

Unemployment 8.9500 1.67503 8

Public Debt 83.0750 2.96250 8

Source: author’s analysis using the spss program.

Table 6. Correlations.

GDP Unemployment Public 
Debt

Pearson Correlation

GDP 1.000 -.560 -.335

Unemployment -.560 1.000 .963

Public Debt -.335 .963 1.000

Sig. (1-tailed)

GDP . .074 .209

Unemployment .074 . .000

Public Debt .209 .000 .

N

GDP 8 8 8

Unemployment 8 8 8

Public Debt 8 8 8

Source: author’s analysis using the spss program.

Table 7. Model Summaryb.

Model: R
R 

Square
Adjusted 
R Square

Std. 
Error 
of the 

Estimate

Change Statistics

Durbin-
Watson

R 
Square 
Change

F 
Change df1 df2 Sig. F 

Change

1 .939a .881 .833 .48175 .881 18.516 2 5 .005 3.055
a. Predictors (Constant), Public Debt, Unemployment
b. Dependent Variable: GDP

Source: author’s analysis using the spss program.
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Table 8. ANOVAa.

Model: Sum of Squares df Mean Square F Sig.

1 Regression 8.595 2 4.297 18.516 .005b

Residual 1.160 5 .232

Total 9.755 7
a. Dependent Variable: GDP
b. Predictors (Constant), Public Debt, Unemployment

Source: author’s analysis using the spss program.

Table 9. Coefficientsa.

Model:

Unstandardized 
Coefficients

Standardized 
Coefficients

ton Sig.

Correlations Collinearity Statistics

B
Std. 

Error Beta
Zero-
order Partial Part: Tolerance VIF

1 (Constant) -70.250 15.440 -4.550 .006

Unemployment -2.283 .402 -3.240 -5.684 .002 -.560 -.931 -.877 .073 13.657

Public Debt 1.109 .227 2.784 4.884 .005 -.335 .909 .753 .073 13.657

a. Dependent Variable: GDP

Source: author’s analysis using the spss program.

Table 10. Collinearity Diagnosticsa.

Model: Dimension Eigenvalue
Condition 

Index

Variance Proportions

(Constant) Unemployment
Public 
Debt

1 1 2.983 1.000 .00 .00 .00

2 .017 13.262 .00 .08 .00

3 4.784E-5 249.715 1.00 .92 1.00
a. Dependent Variable: GDP

Source: author’s analysis using the spss program.

Table 11. Residuals Statisticsa.
Minimum Maximum Mean Std. Deviation N

Predicted Value -.4706 2.5691 1.4750 1.10806 8

Residual -.40998 .84581 .00000 .40716 8

Std. Predicted Value -1.756 .987 .000 1.000 8

Std. Residual -.851 1.756 .000 .845 8
a. Dependent Variable: GDP

Source: author’s analysis using the spss program.
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Figure 5. Histogram.

Source: author’s analysis using the spss program.

Figure 6. Plot of regression.

Source: author’s analysis using the spss program.

Linear dependence can be estimated based on the following model:
Ŷi = b0 + b1 X1i + b2 X2i ,  i=1,...,13

The analysis from a statistical software provided us with the following: b0=  -70.250;  b1=-2.283i  
b2= 1.109, so the regression equation is as follows: 
Y= -70.250-2.283 X1+1.109X2

F statistics is 18.516,  with the theoretical value of t-statistics being lower. Therefore, it can be said 
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that the evaluated model is quite good according to the criteria of t and F statistics. The Durbin-
Watson value is greater than 2 and amounts to 3.055, indicating a negative serial autocorrelation 
between the residuals. The coefficient of determination is 88.6%, which shows that the variations 
of the GDP are determined by the variations of these aggregates with 88.6%. Pearson’s correlation 
coefficient for unemployment according to its strength is -56%, which can be characterized as a 
significant correlation. As for the public debt, the Pearson coefficient is -33.5, i.e. there is a weak 
correlation. The correlation sign points us in the right direction, that is, in both our cases the 
correlation is negative.  It also shows the existence of linear connectivity and continuous normal 
distribution. From the histogram it can be seen that the standard deviation is 0.845 and that the 
chart contains normal distribution, i.e. the curve is a “bell shaped” one. The scatter plot shows a 
direct linear relationship between GDP and the variables.

3.2. ANALYSIS FOR THE PERIOD 2012 – 2020.

 Regression Analysis Results
'

Table 12. Descriptive Statistics.

Mean Std. Deviation N

GDP .4889 3.15771 9

Unemployment 8.8111 1.62130 9

Public Debt 83.9667 3.85162 9

Source: author’s analysis using the spss program.

Table 13. Correlations.

GDP unemployment
public 
debt

Pearson Correlation

GDP 1.000 .052 -.735

Unemployment .052 1.000 .491

Public Debt -.735 .491 1.000

Sig. (1-tailed)

GDP . .448 .012

Unemployment .448 . .090

Public Debt .012 .090 .

N

GDP 9 9 9

Unemployment 9 9 9

Public Debt 9 9 9

Source: author’s analysis using the spss program.
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Table 14. Model Summaryb.

Model: R
R 

Square
Adjusted 
R Square

Std. 
Error 
of the 

Estimate

Change Statistics

Durbin-
Watson

R Square 
Change

F 
Change df1 df2

Sig. F 
Change

1 .874a .764 .686 1.77051 .764 9.724 2 6 .013 .748
a. Predictors (Constant), Public Debt, Unemployment
b. Dependent Variable: GDP

Source: author’s analysis using the spss program.

Table 15. ANOVAa.

Model: Sum of Squares df Mean Square F Sig.

1 Regression 60.961 2 30.480 9.724 .013b

Residual 18.808 6 3.135

Total 79.769 8

a. Dependent Variable: GDP
b. Predictors (Constant), Public Debt, Unemployment

Source: author’s analysis using the spss program.

Table 16. Coefficientsa.

Model:

Unstandardized 
Coefficients

Standardized 
Coefficients

ton Sig.

Correlations
Collinearity 

Statistics

B
Std. 

Error Beta
Zero-
order Partial Part: Tolerance VIF

1 (Constant) 60.120 14.174 4.242 .005

Unemployment 1.058 .443 .543 2.388 .054 .052 .698 .473 .759 1.317

Public Debt -.821 .187 -1.002 -4.402 .005 -.735 -.874 -.873 .759 1.317

a. Dependent Variable: gdp

Source: author’s analysis using the spss program.

Table 17. Collinearity Diagnosticsa.

Model: Dimension Eigenvalue Condition Index

Variance Proportions

(Constant) Unemployment Public Debt

1 1 2.982 1.000 .00 .00 .00

2 .018 13.000 .02 .83 .01

3 .001 61.549 .98 .16 .99

a. Dependent Variable: gdp

Source: author’s analysis using the spss program.
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Table 18. Residuals Statisticsa.

Minimum Maximum Mean Std. Deviation N

Predicted Value -6.5446 3.0019 .4889 2.76045 9

Residual -2.65472 1.57796 .00000 1.53331 9

Std. Predicted Value -2.548 .910 .000 1.000 9

Std. Residual -1.499 .891 .000 .866 9
a. Dependent Variable: GDP

 Source: author’s analysis using the spss program.

Figure 7. Histogram.

Source: author’s analysis using the spss program.



104

Đukić et al.

Figure 8. Plot of regression.

Source: author’s analysis using the spss program.

Linear dependence can be estimated based on the following model:
Ŷi = b0 + b1 X1i + b2 X2i ,  i=1,...,13

The analysis from a statistical software provided us with the following: b0=  60.120;  b1=1.058i  b2= 
-0.821so the regression equation is as follows: 
Y= 60.120+1.058 X1-0.821X2
F statistics is 9.724,  with the theoretical value of t-statistics being lower. Therefore, it can be said 
that the evaluated model is quite good according to the criteria of t and F statistics. This also means 
that we accept the hypothesis from the paper on the statistically significant impact of the observed 
aggregates on GDP. Public debt growth of 1% leads to a decline in GDP by 0.82%.  The model 
shows that public debt has a greater impact on GDP, i.e. the statistical significance of its regression 
coefficient is 0.005, while it is higher for unemployment. However, that does not mean that this 
variable should be ignored. The Durbin-Watson value is less than 2 and amounts to 0.748, indicating 
a positive serial autocorrelation between the residuals. The coefficient of determination is 76.4%, 
showing that the variations of the GDP are determined by the variations of these aggregates with 
76.4%. Pearson’s correlation coefficient for unemployment according to the degree of strength is 
5%, which can be characterized as a weak correlation. For public debt, the Pearson coefficient is 
-73.5, i.e. there is a strong correlation. The sign of the correlation points us in the right direction, 
that is, in our second case it is negative. It also shows the existence of linear connectivity and 
continuous normal distribution. The histogram shows that the standard deviation is 0.866 and that 
the chart of the normal distribution, i.e. the curve is “bell shaped”. The scatter plot shows a direct 
linear relationship between GDP and the variables.
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CONCLUSION

 The COVID 2019 pandemic, which struck the EU in early 2020, demonstrated how non-
financial and non-economic factors can affect economic trends and the economy on a global 
scale and cause a recession at that. In addition to standard economic analyzes that include factors 
of political instability, wars, etc. the current events will certainly cause that a future economic 
researches divert more attention to this issue. The economic policies of certain countries are to 
divert particular attention to the health sector, whereby some of them will review the current policy 
of securing and providing health care to the population. The growth of the already large public debt 
in the coming years is inevitable, precisely because of the stabilization of the market caused by the 
pandemic.
From the analysis of the two time periods, one excluding and the other including the year of the 
pandemic, we see that in 2020 there was a sharp increase of the public debt, which in recent years 
had a declining trend, which confirmed one of the hypotheses in the paper. The second analysis 
shows a strong correlation between public debt and EU27 GDP, while the first one demonstrates 
a weaker correlation. This can be explained by the sharp increase in public debt in the year of the 
pandemic, with the given increase amounting to 13.3% in the EU.  For the period 2012-2019, the 
average share of public debt in the EU was 83%, with such percentage increasing to 84% once the 
year 2020 is included. This implies that the year 2020 had by far the highest impact on the GDP rate 
compared to all the other years. The multi-year trend of GDP decline was interrupted in the year of 
the pandemic, which also confirms the hypotheses set in this paper.  The analysis also showed that a 
1% increase in public debt leads to a 0.82% decline in GDP.   The regression model of our analysis is as 
follows: Y= 60.120+1.058X1-0.821X2. A Durbin-Watson stats test is less than 2 and amounts to 0.748, 
indicating a positive serial autocorrelation between the residuals. The coefficient of determination 
is 76.4%, which shows that the variations of the GDP are determined by the variations of these 
aggregates with 76.4%.  The reason for the growth of the public debt should also be sought in the 
health crisis that struck the EU, i.e. in the investment of member states in that sector. Likewise, 
the growth of public debt was also based by the investment of countries in preserving numerous 
companies and jobs, which caused a smaller drop in the unemployment rate than expected, which 
confirms the hypothesis that this pandemic had a smaller impact on employment. For this reason, 
the analysis showed a weak correlation between GDP and the unemployment rate, i.e., the Pearson 
correlation coefficient amounted to merely 5%. The unemployment rate in 2020 increased from 
6.4% to 7.7%, i.e. to the level from the mid-2017. Unemployment rates are forecasted to rise in 
2021, and its stabilization is expected in 2022. The real GDP growth rates of the EU per capita are 
approximately the same for the period 2013-2019, with the exception of the year 2012 when the 
EU emerged from the global economic crisis and the year 2020 - the year of the pandemic. In 2020, 
for the first time in almost a decade, GDP fell by 7.4%. The last quarter of 2020 shows a recovery in 
GDP, so that in 2020 the economy is expected to stabilize, but not to achieve a full recovery. 
The following economic policy measures should be such as to reduce health and economic 
uncertainty and to provide preconditions for the economy to adapt to the pandemic, which will 
obviously continue in 2021. Vaccination of the population should relieve the stringent measures 
that stifle the economy, thus enabling the growth of economic activity, as this pandemic will also 
have long-term economic consequences. The economic losses in the EU are enormous, in spite 
of the state aid to affected sectors. In mid-2020, the European Commission adopted a “Recovery 
Program” based on solidarity, in which two thirds of the money would be non-refundable, and the 
rest would be distributed as loans at favorable interest rates. The following period and the reaction 
of the EU will be crucial for the further direction of overcoming the economic crisis caused by the 
pandemic.
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ABSTRACT

Insurance market activity, both as a financial intermediary and a provider 
of risk transfer and indemnification, may contribute to economic growth by 
allowing different risks to be managed more efficiently and by mobilizing 
domestic savings. During the last decade, there has been faster growth in 
insurance market activity, particularly in emerging markets given the process of 
liberalization and financial integration, which raises questions about its impact 
on economic growth.The aim of this paper is to examine relationship between 
insurance sector development and economic in 11 new EU member states from 
CentralandEasternEurope, using annual data fortheperiod 1999-2018. We apply 
dynamic and fully modified ordinary least squares to estimate the relationship 
between the variables. The results of our study indicate  there are a positive and a 
significant relationship between insurance, measured through penetration, and 
economic growth Thus, functions of insurance companies - providing means of 
risk management and performing mobilization and allocation of resources - are 
important for economic growth and is in line with previous studies and with 
our hypothesis These results could be useful for regional governments that seek 
to improve economic growth as they suggest the need for implementation of 
stimulative policies for the development of insurance industry

Keywords: insurance, economic growth, 11 new EU member states

INTRODUCTION 

Over the last decade considerable attention has been paid to evaluating the relation ship between 
financial development and economic growth.According to the finance-growth nexus theory 
financial development promotes economic growth through channels of marginal productivity of 
capital, efficiency of channeling saving to investment, saving rate and technological innovation 
(Levine, 1997). Affecting economic growth through the channels is realized by functions of 
financial intermediaries. Financial intermediaries have an advantage over direct financing in 
economies of scale that result from costs shared. Additionally, large amount of funds enables 
financial intermediaries to be more easily diversified than individual economic units. The reduction 
in transaction costs, as the main function of financial intermediaries, was first introduced by 3. 
According to the traditional theory of financial intermediation the real-world market is characterized 
by frictions that include transaction costs and asymmetric information. 

А numerous empirical studies confirm that financial intermediation plays a growth-supporting 
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role. Empirical research conducted by King and Levine (1993) about the impact of the banking 
sector on the development of the economy showed that the banking sector contributes to economic 
growth and that there is a positive causal relationship between banking sector and economic growth 
(Levine, 1997). Among financial intermediaries, in performing functions of financial system 
insurance companies is growing in importance. Like other financial institutions such as banking 
and the stock marketthe importance of insurance,is crutial  for the sustainable economic growth 
of any country Peleckiene et al (2019). The importance of insurance cannot be denied because of 
its economic outlook, for instance, insurance spending is 6.23% of World’s GDP (Sigma Swiss-Re, 
2016). More precisely, insurance spending for developed countries is around 8–11% whereas it 
is 2–4% for developing countries. However, statistics revealed a significant reduction, from 88–
67%, in the share of developed countries premium since 2005 and an upward shift in insurance 
premiums for emerging and developing countries (Swiss-Re, 2016). But, unlike other financial 
activities there are relatively small number of empirical studieswho have investigate the impact of 
the insurance industry on economic growth.  Although banking, insurance, and securities markets 
are closely related, insurance performs some what different economic functions Brainard (2008). 
Bearing this in mind it requires particular attention and analysis.The relationship between the 
insurance sector and economic growth hasreceived increasing interest among scholars in recent 
studies. The research of the insurance–growth nexus has held an inconclusive explanation about 
the association between these variables Peleckiene et al (2019). Researchers have debated over the 
nature of causality,whether insurance development causes economic growth or economic growth 
leadsinsurance sector or both variables cause each other. A number of questions must be answered 
about how the growth of economy associates with the insurance industry. According to Cristea et al 
(2014), insurance becomes a major component in certain countries. The contribution of insurance 
to GDP of the economies being over 10% in some European countries, such as The Netherlands, 
the UK and Finland, has shown that it is even higher as the economic development is higher. 
Even though the potential contribution of the insurance sector on economic growth has been 
recognised, the assessment of the insurance–growth nexushas not been studied as much as that 
of the banking sector (Cristea et al., 2014).Moreover, the results of insurance–growth studies have 
varied across the countries dueto the levels of socio-economic development, nature of economic 
structures, financialmarkets development, and the period analysed and methodology applied. 
What is moreimportant, studies examining the relationship between insurance and economic 
growthhave been scarce. According to (Zou and Adams, 2006) property insurance can facilitate 
bank intermediation, for example by partialprotection that would affect the reduction of credit risk 
to promoting higher levels of lending In terms of impact on the stock market, the development of 
insurance, especially life insurance, may contribute to its development through investment funds 
(savings) in stocks and bonds (USAID 2006). In this context, the main objective of this paper is to 
examine the impact of the insurance industry on economic growth. Our sample consists 11 new 
EU member states(Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, 
Romania, Slovak Republic and Slovenia), over the 1999-2018 period. As proxy of insurance sector 
development we usingpenetration of insurance.We apply Fully Modified Ordinary Least Squares 
(FMOLS) and the Dynamic Ordinary Least Squares (DOLS) estimation techniques The paper 
is organized as follows. Section 2 briefly reviews the existing cross-country studies of who has 
investigate the relationship between insurance sector and economic growth. Section 3 introduces 
the empirical methodology and data. The results are presented and interpreted in section 4. Finally, 
section 5 synthesizes paper findings and offers policy-relevant recommendations.

1. LITERATURE REVIEW 

 In this section we present a brief sublimate of empirical literature concerning the relationship 
between insurance sector and economic growth. When it is noted that often the relationship between 
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insurance sector and economic growth is explored in panel context (studies of groups of countries). 
Webb, Grace and Skipper (2002) examine whether banks, life and nonlife insurers individually and 
collectively contribute to economic growth, They use cross-country data for 55 countries for the 
period 1980-1996 year. As a measure of the impact of insurance on economic development used 
by the authors is insurance penetration (insurance premium to GDP) for both life and non-life 
insurance, respectively. Research has shown that the penetration of life insurance is significantly 
positive correlated with economic growth, and that relationship is mutual. In addition, they stated 
that there is no link between economic development and non-life insurance
Empirical study of the Arena (2008) on the relationship between insurance and economic growth 
includes 56 countries (as developed and developing countries) for the period 1976-2004 year. 
Insurance premiums are used as proxies of total and life and non-life insurance activity separately. 
Results show positive and significant effect of life and non-life insurance on economic growth. Impact 
of life insurance on economic growth is the high only for developed countries. In the case of non-
life insurance, its impact is significant in both developed and developing countries, but this impact 
is greater in developed countries than in the developing countries. Haiss and Sumegi (2008) apply 
panel data analysis over the period of 1992–2004 for 29 OECDcountries to explore the relationship 
between insurance and economic growth. They found that insurancedifferently affects economic 
growth of countries, for example, life insurance has becomemore significant for 15 OECD countries 
while non-life insurance has the same for rest of the 14countries. Kjosevski (2011) wasinvestigated 
the relationship of insurance and economic growth for the Macedonia using the multiple regression 
models. Results highlighted that aggregate insurance industry and non-life insurance has a positive 
and significant effect on economic growth of Macedonia for the period 1995–2010. On the other 
hand, life insurance has significant but negatively affecting the economic growth of Macedonia. 
The author claimed that astrong banking sector (saving substitute and investment channel) could 
be the possible reason for the negative relationship between life insurance and economic growth 
for Macedonia. Peleckiene et al (2019) has examined the relationships between insurance and 
economic growth across the European Union countries He was used annual data over the period 
of 2004–2015. His  research has led to the following broad conclusions: (1) descriptive statistics 
analysis has shown that the insurance sector development is higher in economically rich countries, 
such as the UK,Denmark, Finland, Ireland, France and The Netherlands; (2) a positive statistically 
significant relationship between insurance penetration and economic growth has been detected in 
Luxembourg, Denmark, The Netherlands and Finland. Besides, a negative statistically significant 
relationship has been identified in Austria, Belgium, Malta, Estonia and Slovakia; (3) Granger test 
has shown unidirectional causality running from GDP to insurance in Luxembourg and Finland; 
and unidirectional causality from insurance to GDP in The Netherlands, Malta and Estonia. The 
case of Austria has shown bidirectional causality between the variables. The analysis has presented 
the absence of causality between insurance and economic growth in Slovakia Although there are 
strong theoretical explanations for the positive impact of the insurance sector on economic growth, 
the results of empirical research conducted to date are different. However, we can say that the 
number of empirical studies is relatively small, especially compared to those of bank contribution 
to economic growth Levine (1997), Dawson (2008). Moreover, the impact of insurance on the 
growth of the economy in transition countries is examined separately, as part of a study (Haiss and 
Sümegi, 2008). Based on the analysis of theoretical foundations and empirical research will further 
focus on empirical analysis.

2. DATA AND METHODOLOGY 

 Our study dataset consists of a sample of 11 new EU members states (NMS) from Central, 
Eastern and Southeastern Europe (Bulgaria, Croatia, the Czech Republic, Estonia, Hungary, 
Latvia, Lithuania, Poland, Romania, the Slovak Republic and Slovenia) using annual data for the 
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period 1999-2018. The selection of countries is based on their deepening political, economic, and 
institutional integration with the European Union (EU). The core determinants selected in our 
model have been used in the academic literature (Kjosevski  2011, Peleckiene et all 2019). The 
internationally comparable and reliable data comes from a variety of providers: Sigma, Swiss Re 
Economic Research & Consulting, Swiss Re, Zurich and national insurance associations, IMF’s 
International Financial Statistics and Monetary and Financial Statistics database, European Central 
Bank’s (ECB) Statistical Data and the World Bank’s World Development Indicators. Based on the 
theoretical guidance from the literature review, the following explanatory variables will be used:

1.  Macroeconomic determinants:Exports of goods and services (% of GDP) (export) General 
government final consumption expenditure (annual % growth) (consum)Gross capital formation 
(% of GDP) (gcf)the inflation rate (infl);

2.  Financial determinants: insurance companies’ penetration as a percent of GDP (penetra), Bank 
credit to private sector (% of GDP), (bcps) and a stock market capitalisation (smc), 

Our analysis focuses on the impact of insurance on economic growth and interection ofinsurance 
in promoting economic growth. As insurers collect premiums for their risk transfer and 
indemnification services, insurance premiums are used as a standard measure of insurance market 
development in insurance literature. However, some researchers use total premiums (e.g. Ward 
and Zurbruegg, 2000) while others use penetration or dentisity (e.g. Webb, Grace and Skipper, 
2002; Haiss and Sumegi, 2008; Arena, 2008 Peleckiene et al. 2019). as a measure of development of 
insurance. In this study we will follow Peleckiene et al. (2019) and as a measure of insurance growth 
we will used insurance penetration. We hypothesise positive impact of insurance penetration 
on economic growth. The next two are also financial variables - banking and stock market 
development. In the literature many studies (Levine, 1999; Levine and Zervos, 1998; Beck and 
Levine, 2004) have showed that better developed financial systems have positive effect on economic 
growth. According to the Arena (2008) inconsitencies exist regarding the complementarity and 
supplementarity effect between banks and capital market development and thus their conjoint 
effect on economic growth. Furthemore some researchers use only the effect of banking (Ward 
and Zurbruegg, 2000; Webb, Grace and Skipper, 2002, Adams et al., 2009) while others examine 
the effect of capital market development as well (Arena, 2008). Bearing this in mind we assume 
that both banking and capital markets are important for economic growth. Following mentioned 
previous studies in insurance related literature and banking related literature (e.g. King and Levine, 
1993; Beck and Levine, 2004) we use the ratio of bank credit to private sector in relation to GDP 
(private credit). Following Arena (2008) as a proxy for capital market development effect on 
economic growth we use stock capitalization divided by GDP. For these two variables we expect 
to be positively related to economic growth. The next variable is investment. We follow common 
Kjosevski (2011) and we used gross capital formation (formerly gross domestic investment) as a 
proxy for investment. Gross capital formation consists of outlays on additions to the fixed assets 
of the economy plus the net changes in the level of inventors. The expected sign of the coefficient 
is positive.  The following control variable used in our research as a determinant of economic 
growth is  exports of goods and services in relation to GDP. Empirical studies have confirmed that 
export positively affect economic growth. This variable is also present as additional explanatory 
variable in insurance related literature that examines how insurance market development affects 
economic growth (Webb, Grace and Skipper, 2002; Arena, 2008). For this variable we expect to be 
positively related to economic growth.  The government has an important role for the establishment 
of framework for private sector development in every economy. However, numerious theoretical 
and empirical research suggest that the larger government consumption the less developed will 
be financial system, and especially insurance industry. For example, Beenstock, Dickinson and 
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Khajurja (1986) found that life insurance premiums vary inversely with social security coverage. 
If government provide indemnification for property losses, disability, retirement and health care, 
individuals will have less incentives to purchase insurance (Skipper and Kwon, 2007), the fact that 
was especially emphasised during the communist era in Eastern Europe (Dorfman, 2008). Also, 
greater government consumption is generaly considered to decrease the efficiency of investments 
as its investments are directed by political and social considerations (Webb, Grace and Skipper, 
2002; Dorfman, 2008). Therefore, general goverment consumption is usually used as a control 
variable when depicting economic growth in both banking related literature (King and Levine, 
1993; Levine, 1998; Berthelemy and Varoudakis, 1996; Ahlin and Pang, 2008) and insurance related 
literature (Ward and Zurbruegg, 2000; Webb, Grace and Skipper, 2002; Arena, 2008). We measure 
government expenditure as a ratio of general goverment expenditures to GDP. We hypothesise 
negative relationship between government expenditures and economic growth. The last variable 
used to control for other influences on economic growth is the inflation rate. It is used to account 
for monetary discipline. It is expressed by the GDP deflator (annual percentage). With this variable, 
we expect a negative correlation with economic growth.
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Table 1. Descriptive statistics.

  GDPG PENETRA BCPS STOC EXPORT INVES INF

 Mean 3.249 2.813 47.41 5.281 56.36 24.95 4.030

 Median 3.604 2.7 47.26 2.416 57.03 24.58 2.831

 Maximum 11.888 6 100.7 33.78 96.21 41.89 45.80

 Minimum -14.81 0.71 0.186 0.020 21.58 12.65 -1.544

 Observations 220 213 170 173 219 219 220
Source: Authors’ calculations.

The heterogeneity in economic growth rates (gdpg) is remarkable: the annual GDP growth varies 
from almost 12% to nearly -15%. The insurance penetration also displays large differences: it 
ranges from a minimum of 0.7% of GDP, up to a maximum of 6% of GDP. Also there are large 
differences in other selected determinants such as stoc market capitalization and inflation. The 
empirical strategy in this study is based on a panel data analysis. According to Maddala (2001), 
one of the main advantages of panel data estimation is that it allows for testing and adjustment of 
the assumptions that are implicit in the cross-sectional analysis. Hsiao(1986) adds other benefits of 
conducting a panel data analysis: (1) panel data suggest that individual countries are heterogeneous; 
(2) panel data give more information, more variability, less collinearity among other variables, 
greater degrees of freedom and higher efficiency; (3) panel data can capture and measure effects 
that are not detectable by cross-sectional time-series analysis, as well as provide a test platform for 
more complicated behavioral models. The model is a linear regression model linking indicators 
that measure the growth of the GDPG in the countries under investigation with several potentially 
relevant determinants, as depicted by Equation (1).

             titijjtilit uDETPENGDPG ,,,, ++= ββ                                    (1)

where i refers to the country (i=1-11); t refers to time periods (years) (t=1-19); GDPGi,j is the 
dependent variable, i.e. a gdp growth; PEN is a penetration of insurance βl  is the coefficients of 
this explanatory variable,DETi,j is a vector of potential driving forces of GDP growth; βj are the 
coefficients of these explanatory variables, and ui,t are the idiosyncratic (observation-specific) 
errors. Before proceeding to the econometric method, we need to verify the stationarity of the 
variables selected. In this paper, we performed a panel analysis and applied panel unit root tests – 
the Im,Pesaran and Shin- (IPS) test (2003) and two alternatives of a Fisher-type test (Augmented 
Dickey-Fuller (ADF) and Perron (PP) test), as outlined by Maddala and Wu (1999). These tests 
allow for the deterministic and dynamic effects differing across the panel members. In this paper, 
a 10% level of importance was applied as a critical value for determining whether the time series 
is stationary. According to Baltagi (2001), the Fisher-type tests have more advantages, because: 
(1) the cross-sectional dimension can be either finite or infinite; (2) each group can have non-
stochastic and stochastic components; and (3) the time-series dimension can vary for each cross-
section. An additional advantage is that, unlike the IPS test, it does not require a balanced panel 
and allows for the use of different lag lengths in the individual ADF regressions. In our study, we 
prefer the Fisher-type tests, but we also report the results of the IPS tests to provide an additional 
check for robustness. Furthermore, to estimate the existence of a long-run relationship between the 
dependent variable and the explanatory variables, we must test the cointegration equations in the 
panel. In this paper, we will use two cointegration tests – Pedroni (1999) and Kao (1999) – to test 
the null hypothesis of no cointegration between the selected determinants. Having established the 
cointegration tests, the next step is to estimate the long-term relationship between the variables. 
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The literature proposes different estimation methods for panel cointegration models. In this paper, 
we will be using the Fully Modified Ordinary Least Square (FMOLS) and the Dynamic Ordinary 
Least Squares (DOLS) estimators. We choose these methods for several reasons. Firstly, the OLS 
estimator is a biased and inconsistent estimator when applied to a cointegrated panel. On the other 
hand, DOLS and FMOLS take care of both small sample bias and endogeneity bias by taking the 
leads and lags of the first-differenced regressors (Kao, and Chiang, 2000). Secondly, for panels that 
have a larger time dimension (T), the dynamic estimator of the Generalized Method of Moments 
(GMM) is not very effective, as it is more applicable when the number of the cross-sectional units 
is higher than the time periods (Roodman, 2009). In this research, the time dimension (T=19) 
is much greater than the cross-sectional dimension (N=11). Thirdly, these estimators allow for a 
greater flexibility in the presence of heterogeneity in the examined cointegrated vectors (Pedroni, 
1999; 2001). Given that this study meets the number-of-observations criterion under all three 
models, we expect the results to be asymptotically equivalent to authenticate the robustness of the 
results.

With a view to explain the idea of FMOLS estimator, we refer to the following fixed-effects model:

     titiiti uxGDPG ,,, ' ++= βα             (2)

where, i (=1, 2,…, N), and t (=1, 2, ..., T) indexes being the cross-sectional units and time series 
units, respectively, GDPG,t is the GDP growth (an I(1) process), β is the vector of parameters, αi 
are intercepts and ui,t are the stationary disturbance terms. Here, xi,t are assumed to be the vector 
of explanatory variables, which are I(1) for all cross-section units. It is assumed that it follows an 
autoregressive process in the following form:

                                       tititi xx ,1,, ε+= −                          (3)

with an innovation vector: ),( ,,, tititi uw ε=

Given that ),( ,,, tititi uw ε= ~ I(0), the variables are said to be cointegrated for each member of the 
panel with the cointegrating vector β. The asymptotic distribution of the OLS estimator is the 
condition for the long run covariance matrix of the innovation vector. The FMOLS estimator is 
derived by making an endogeneity correction (by modifying the variable GDPGi,t) and a serial 
correlation correction (by modifying the long run covariance of the innovation vector, wi,t). The 
resulting final estimator is expressed as follows:
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The DOLS estimator has been extended to panel analysis by Kao and Chiang (2000), who developed 
finite sample properties of the OLS, DOLS, and Pedroni’s FMOLS. The DOLS estimator in a panel 
case environment is obtained by running the following regression:
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(5)

where p and q denote the numbers of leads and lags typically chosen using certain information 
criterion (e.g., Akaike, Hansen). 
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Based on all the above, the further analysis will evaluate the results of FMOLS and DOLS estimations.

3. EMPIRICAL RESULTS 

 In this section, we present the results of the econometric analysis of the impact of insurance 
on economic growth in the selected new EU member states. The first step of our empirical analysis 
was to perform panel unit root tests. As already mentioned in the previous section, we applied 
panel-IPS unit root tests and Fisher-Type tests using ADF and PP-test, as outlined by Maddala 
and Wu (1999). These tests are conducted on both levels and first differences for all variables in 
the model. The all-time series involved contains unit roots according to the IPS test. Furthermore, 
the panel unit roots tests for ADF and PP also support the hypothesis of a unit root in all variables 
across countries.Following the traditional null hypothesis of stationarity, the results consistently 
accept stationarity at first difference and reject stationarity at levels indicating that all series are I(1).

Table 2. Panel unit root tests.

Im, Pesaran and Shin W-stat ADF-Fisher Chi square PP-Fisher Chi square

Implication
Variables

At a 
level of

First 
differentiation

At a 
level of

First 
differentiation

At a 
level of

First 
differentiation

GDPG 1.37 -3.79*** 24.32 51.09*** 8.96 63.49*** I(1)

PEN 1.13 -3.91*** 14.46 54.19*** 21.74 118.6*** I(1)

BCPS -0.87 -4.26*** 27.81 53.45*** 64.38 78.49*** I(1)

STOCK -1.50 -4.79*** 29.14 68.46*** 30.44 129.0*** I(1)

EXPORT 2.69 -5.79*** 6.05 74.3*** 7.96 117.8*** I(1) 

INV -0.25 -7.62*** 39.36 97.30*** 26.42 131.5*** I(1)

INF 0.24 -5.33*** 28.35 70.75*** 7.24 47.09*** I(1)

*, ** and *** indicate that the test statistic is significant at the 10%, 5% or 1% level.
Source: Authors’ calculations.

Following the panel unit root tests results for all series of interest, the null hypothesis of a unit 
root cannot be rejected. Since the null hypothesis of a unit root holds for all series of interest, we 
continued with panel cointegration tests as the next step. 
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Table 3. Results of Pedroni’s and Kao’s panel cointegration tests.

Model
11 EU member countries

Stat

Panel v-Statistic -1.45

Panel rho-Statistic 2.76

Panel PP-Statistic      -1.73***

Panel ADF-Statistic       2.74***

Group rho-Statistic 3.39

Group PP-Statistic      -12.1***

Group ADF-Statistic       -11.7***

Kao Residual Cointegration Test (p-value) 0.000
Source: Authors’ calculations.

As presented in Table 6, the majority of Pedroni’s (1999, 2001) tests indicate that there is a 
cointegration relationship for all four models. The Kao’s (1999) test in Table 6 also indicates a 
cointegration relationship in all models. This also implies the existence of a long-run relationship 
among the variables in all cases. In line with the purpose of this study, once the properties of all 
variables are co-integrated, the next step is to implement the FMOLS and DOLS tests in order to 
investigate the long-run linkage among the insurance penetration and economic growth. 

Table 4. Estimation results.

Variables        

Total 
(11 NMS)

FMOLS DOLS

PEN 0.16***                              (0.14) 0.26***                        (0.31)

BCPS 0.09**                          (0.08) 0.08***                         (0.01)

STOCK 0.01                                   (0.02) 0.04                             (0.05)

EXPORT 0.03                                (0.01) 0.09                              (0.02)

INV 0.25***                            (0.02) 0.30***                          (0.05)

INF -0.04                              (0.03) -0.19 ***                              (0.05)

Note: *, ** and *** indicate that the test statistic is significant at the 10%, 5% or 1% level.
Standard errors in parentheses.

From the resultsof the analysis from the methodswe can conclude that the growth insurance 
penetration positively affects economic growth, with statistical significance of1%, The results 
of the analysis showed that the financial sector, in this case the insurance sector is not only a 
passive follower of economic growth, but its determinant. The contribution of insurance to the 
economic growth achieved by its participation in the execution of the given functions of financial 
system, and primarily those relating to risk management, accumulation and allocation of monetary 
funds. Namely, the organization of communities at risk of the principle of reciprocity, ie by 
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reducing transaction costs and information asymmetry in the transmission of financial resources, 
insurers limit affecting productivity of capital and technological innovations in the rate of saving. 
Additionally, increasing the efficiency of financial intermediation can reduce the cost of mediation 
or part of the savings used to settle of that cost, further of forementioned features would make a 
positive impact on economic growth. In this contex also the results from BCPS show positively and 
statistically significant effect on economic growth. From the other determinants only investment 
was significant in both methods, while inflation was significant negative effect only when we used 
DOLS method.
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CONCLUSION 

 Using dynamic and fully modified ordinary least squares we examined whether  insurance, 
contribute to economic growth in 11 new EU member states from Central and Eastern Europe, 
using annual data fortheperiod 1999-2018. According to our results we  find evidence for a growth-
supporting role of insurance. Namelly insurance positively and significantly affects economic 
growth insurance development promotes economic growth. Thus, functions of insurance 
companies - providing means of risk management and performing mobilization and allocation 
of resources - are important for economic growth and is in line with previous studies and with 
our hypothesis.The findings from this study could be suggestive for insurance sector’s policy 
makers. The key is to implement the policies that are going to provide institutional improvements, 
encourage competition, and contribute to increasing efficiency, especially in risk management, and 
product development of insurance companies. In the future research of insurance-growth, besides 
insurance penetration, insurance development could be measured by annual insurance premium, 
insurance density and by the assets of insurance companies. Also, research of interrelationship 
between insurance and nonfinancial sectors of the economy in the promotion of economic growth 
should be of interest for further research. Finally, the results from panel study such as ours might 
hide actual results for specific countries. Therefore, in addition to longer time periods, further 
research of the issue of how insurance market development promotes economic growth should 
focus on per country analyses.
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ABSTRACT

Foreign direct investments present one of the very important products of 
globalization, by establishing a new economic concept of free international 
movement of capital, people, goods and services. An analyses of the impact 
of this type of international movement of capital on economic growth and 
development is one of the modern tendencies of economic researchers. The 
subject of this paper is the analysis of the impact of the level and structure of 
foreign direct investment on the economic development of the Serbian economy, 
where the impact of foreign direct investment inflow on economic growth, 
current balance, manufacturing industry through the impact on total industry 
turnover, employment and productivity will be separately considered. The aim 
of this research is to prove the importance of FDI for developing countries, as 
well as to point out the need to improve and enhance the business environment 
in order to maximize FDI inflows. The main hypothesis of this research is that 
foreign direct investments significantly contribute to the economic growth and 
development of the Republic of Serbia. For the purposes of hypothesis analysis 
and testing, a simple linear regression model was used in this paper. The research 
was conducted for the period from 2010 to 2019. The obtained results present a 
positive relationship between the inflow of foreign direct investment and GDP 
growth, and show a positive relationship between growth of investments in 
manufacturing and growth in productivity, employment and total turnover, and 
show a positive relationship between FDI inflow and export value.

Keywords: globalization, economic growth, economic development, foreign 
direct investment, international capital movements. 

INTRODUCTION 
 
 The globalization of the world economy has significantly facilitated the movement of capital 
across borders, which has enabled the intensification of investment at the global level.  Foreign 
direct investment is a very important source of investment in less developed countries and is one of 
the most important factors leading to economic growth in countries. Due to the insufficient level 
of savings in the developing countries, the foreign investments in the domestic economy are the 
important holder of economic growth of these countries. One of those countries is Serbia, which 
bases its economic policy on the largest possible volume of attracting foreign direct investments. FDI 
represents real investments in production factors: in capital goods, in land or stocks where the 
investor is involved in both investment and management, while maintaining control over the use of 
invested capital. This type of investments holders in the world are mainly multinational companies 
(TNCs) in the field of processing industry, exploitation of raw materials or from the field of services 
(Salvatore, 2009). There are two basic types of foreign direct investments; they are Greenfield and 

Pages 123 - 142



124

Kovačević et al.

Brownfield investments. Greenfield investments represent the construction of completely new 
capacities in the host country.   It is the investor who buys the land, builds the production plant in the 
host country, and starts production. In this way, the foreign company increases the existing plants, 
or directly invests in the new plants and equipment in the area where there were no such plants. 
This type of investment is the primary goal of the host country because it increases production 
and business capacities, creates new jobs, transfers technology and knowledge, and includes the 
country in the global market as well. However, it should be kept in mind that these investments 
can bring certain problems to the host country, and which are related to the suppression of local 
industry by cheaper production thanks to more superior technology and efficiency of business 
management and utilization of land resources such as labor, goods and raw materials. Also, there 
is the question of the purpose of the realized profit, which in most cases leaves the country, unlike 
domestic investors who use it in the development of the domestic economy is a question of the 
purpose of the realized profit, which in most cases leaves the country, unlike domestic investors who 
use it in the development of the domestic economy. “Brownfield investments are hybrid model that 
combines acquisition and Greenfield investment. Formally, these are acquisitions, but essentially 
they are more like Greenfield investments, because the investor almost completely replaces the 
production facilities, equipment and production line” (Mikerević, 2011).
In the corresponding literature the importance of technological change for economic growth, and 
role of FDI in that process, has been widely emphasized (Hayat, 2019; Grossman & Helpman, 1991, 
Dunning, 1993; Porter, 1990; Vernon, 1966). These include employment creation (and associated 
rising incomes), technology transfer and general upgrading of industrial standards to world levels 
(Akbar & McBride, 2004). “There is a widely shared view that FDI accelerates host countries’ 
growth by (1) augmenting domestic savings and investment, (2) helping transfer of technology 
from the “leaders,” (3) increasing competition in the host country’s domestic market, (4) increasing 
exports and earning foreign exchange, and (5) imparting several other types of positive externalities 
(spillovers) to the economy atlarge” (Ram & Zhang, 2002, p. 205). But in other hand, we also find 
empirical studies with confronting results regarding to importance of FDI to economic growth. For 
example, Bruno and Campos (2013) in their study of 1102 estimates found that about 44% of the 
research papers discover a positive and significant impact of FDI on growth, 44% were insignificant, 
while 12% have a negative and significant effect of FDI on the host country’s economic growth.
Developing countries have major problems in accelerating technological development. One of the 
basic modalities for accelerating the growth rate of developing countries is FDI, which enables 
the availability and adaptation of new technologies (technological diffusion), all with the aim of 
reaching the technologies and knowledge of highly developed countries in the world(Hermes 
& Lensink, 2003). The speed of adoption of new technologies by domicile countries, according 
to empirical studies, depends on several factors (Hayat, 2019). These factors are related to the 
absorptive capacity of the host country, and the most important are: level of economic development 
(Blomstrom, Lipsey, & Zejan, 1994), financial markets development (Alfaro et al., 2004; Azman-
Saini, Siong, & Ahmad, 2010); human capital (Borensztein, De Gregorio, & Lee, 1998) economic 
stability and liberal markets (Bengoa & Sanchez-Robles, 2003), technology gap between the host 
and origin country (Havranek & Irsova, 2011), etc.
Many countries like Serbia, have based their development strategies on attracting foreign capital 
in the form of investments. The official policy of the Serbian government, from 2000 until today, 
has based its economic program on attracting foreign investments, in order to achieve economic 
growth and increase the standard of living of Serbian citizens. This economic policy has become 
especially important since 2012, when the policy of providing subsidies to foreign investors per 
employee and capital employed to all interested foreign investors who have capital has intensified.
The aim of this paper is the analysis of the impact of foreign direct investments on the economic 
growth and development of Serbia. We will also analyze the impact of foreign direct investments 
in the Serbian economy, especially in the manufacturing industry, and the impact of inflows on the 
current balance.
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1. IMPORTANCE OF FDI IN FINANCING THE GLOBAL ECONOMY
 
 The importance of the international movement of capital in a globalized world in which 
freedom of economic choice is advocated has reached its full empirical confirmation in recent 
decades. Foreign direct investments represent the first and most important form of international 
movement of capital i.e. as financing investments with foreign savings. This is best illustrated by the 
following chart (Chart 1), which shows the movement of FDI inflows from 1970 to the present day 
worldwide:

Figure 1. FDI inflows in the world from 1970 to 2019 (in milion $).

Source: (UNCTAD Stat 2020) (database).

FDI inflows mostly achieved stable annual growth rates, all until the mid-1980s of the last century, 
as it is visible in the chart. However, the first jump in FDI inflows occurred in the second half of the 
1990s, all until 2000, when they reached their certain peak, and they began to decline in the following 
years. Then in the middle of the first decade of the new millennium, FDI inflows again reached a 
dramatic jump, which peaked in 2007, and then in the next year due to the economic crises FDI 
inflows fell again. Since then, the movement of FDI inflows has been cyclical. FDI inflows had two 
major leaps, the first of which occurred in the mid-1990s, more precisely from 1994 to 2000. In 1995, 
compared to 1994, the growth of FDI inflows was about $ 90 billion, the growth in 1996 compared 
to 1995 was almost $ 50 billion, while the absolute record in jumps was achieved in 1999, when 
the growth of FDI inflows was about $ 300 billion compared to 1998. Even greater exponentially 
in the growth of FDI inflows occurred from 2004 all until 2007, when a new record in FDI inflows 
of $ 1.9 trillion was reached. From this we can conclude that FDI inflows since the mid-80s are an 
almost regular occurrence that comes after economic crises. In the 80’s, the growth of FDI inflows 
occurred due to the beginning of the process of globalization and the holders of those processes, 
the USA and Great Britain, i.e. their leaders Ronald Reagan and Margaret Thatcher, assisted by the 
economists of so-called Chicago school. Since then, FDI has become a global phenomenon and 
even in the periods not covered by the crisis, this phenomenon has shown its importance.
Regardless of the fact that one of the motives of the movement of foreign capital is the transfer of 
capital to countries with lower taxes, cheaper labor, cheaper other factors of production, developed 
countries lead in FDI inflows, but in the previous year’s this ratio has decreased. This can be seen 
in the following chart (Chart 2):
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Figure 2. FDI inflows by groups of countries from 1970 to 2019 (in milion $). 

 Source: (UNCTAD Stat 2020) (database).

The chart shows a correlation between the decline in FDI inflows and the decline in those inflows 
in developed countries, while developing countries recorded a constant increase in FDI in the 
observed period (World - blue color; Developing countries - orange; Developed countries - grey). 
Developed countries are still the holder in terms of the overall level of FDI inflows in the world 
economy. However, there is a visible tendency for developing countries to equalize FDI inflows 
with developed countries. 

 

2. THE STATE OF THE SERBIAN ECONOMY AND FDI INFLOWS

2.1. BASIC MACROECONOMIC INDICATORS 

 The following table (Table 1) presents the basic macroeconomic indicators for the period 
from 2005 to 2019, which represents a broader framework than the one in which we analyze the 
impact of FDI on economic growth and development.

Тable 1. Basic macroeconomic indicators of Serbia from 2005 to 2019.

Years GDP Real GDP 
growth  (in %)

Unemployment 
according to the 

survey

Earnings (average for the 
period, in euros)

Public debt of the Republic 
of Serbia (central level of the 

state, in% of GDP)

2005 22.276 5,5 20,8 210,4 47,6
2006 25.906 4,9 20,9 257,8 33,9
2007 31.551 6,4 18,1 347,1 27,9
2008 35.701 5,7 13,6 402,0 26,8
2009 32.486 -2,7 16,1 337,8 30,9
2010 31.546 0,7 19,2 331,8 39,5
2011 35.432 2,0 23,0 372,5 42,8
2012 33.679 -0,7 23,9 366,1 52,9
2013 36.427 2,9 22,1 388,5 56,0
2014 35.467 -1,6 19,2 379,8 66,2
2015 35.716 1,8 17,7 367,9 70,0
2016 36.723 3,3 15,3 374,5 67,8
2017 39.183 2,0 13,5 383,9 57,9
2018 42.855 4,4 12,7 419,7 53,7
2019 45.912 4,2 10,4 465,9 52,0

 Source: The National Bank of Serbia (NBS 2020).
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Observing the GDP from the previous table, we can see that the value of the GDP of the Serbian 
economy has doubled in the previous 14 years.  Namely, the GDP in 2005 was 22,276 million 
euros, and at the end of 2019, the level of GDP doubled to 45,912 million euros. Serbia achieved 
a relatively high level of real GDP growth in the period from 2005 to 2008.  This level of GDP 
growth was accompanied by large privatizations and the entry of foreign capital into the Serbian 
economy. At that time, the large investors, such as Gazprom, Fiat, Telenor and others entered the 
Serbian economy, which gave a large GDP growth, i.e. investing foreign money in the observed 
period through the privatization process itself. After the financial crises in 2008, and the floods 
in 2014, they would have decreased (2% in 2009, 0,7 % in 2012 and 1,7% in 2014). While since 
2016. the GDP growth has been visible, which in in 2018 and 2019 amounted to over 4%. This GDP 
growth can be attributed to the increase in production due to the increase in foreign investments, 
because in this period no significant privatization of a state-owned company was recorded, and the 
growth of foreign investments was pronounced.
One of the benefits of FDI inflows is the impact of inflows on improving the balance of payments 
picture. In order to be able to see the impact of foreign investment on economic growth and 
development, and the overall economy of Serbia, we must consider FDI flows as well, and we must 
observe the balance of payments, to determine the impact that FDIs produce in the field of foreign 
relations. The current account of the balance of payments for the period from 2010 to 2019 is 
presented below:
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From the previous table, the current balance of Serbia over a given period of time can be seen, i.e. 
the movement of the surplus/deficit of the current balance cumulatively and items/cross-section 
of the current balance, i.e. balance of goods and services, balance of primary income, and balance 
of secondary income can be seen. There is a significant link between FDI inflows and a country’s 
balance of payments, which is reflected in different current and capital balance sheet items. Firstly, 
by increasing FDI inflows in the country increases production, and further export of goods and 
services, and secondly, FDI inflows increase capital balance revenues, which is a direct consequence 
of FDI inflows during one year. From the previous table, you an abbreviated presentation of the 
current balance of Serbia for the period from 2010 to 2019 can be seen. In the observed period, the 
trend of the negative balance of the current balance for the given period can be noticed, but also 
of all items, i.e. the cross-section of the current balance. Let’s take for example the year 2019, in 
which the current account balance amounted to -3.16 billion euro, while the balance of goods and 
services was in an even larger deficit, this deficit amounted to 5.567 billion euro. Negative trends 
are also noticeable in the field of primary income, where the net outflow of realized income on the 
basis of foreign investment in the Serbian economy, which in 2019 amounted to net -2.47 billion 
euro, can be seen in expenditure transactions. The only item that contributes to the balance of 
payments balance over the observed period, and which has a stable growth trend in a given period 
is the balance of secondary income, which includes remittances from abroad. The surplus, which 
amounted to 2.88 billion euro in 2019, significantly contributes to the reduction of the deficit from 
foreign relations in the field of balance of goods and services and primary income.

2.2. FDI INFLOWS IN SERBIA

 The state of Serbia bases its economic policy and economic growth plan on attracting 
foreign investments. Such a policy is accompanied by Government measures, primarily because 
foreign and domestic investors are treated equally, it is important that it is an investor who owns 
capital and is willing to invest. The following chart (Chart 3) shows the trends in the inflow of 
foreign direct investments in the Serbian economy from 2010 to 2019:

Figure 3. FDI inflows in Serbia from 2010 to 2019. 

Source: The National Bank of Serbia (NBS 2020).

From the previous chart, we can see that the trend of FDI inflows from 2010 to 2019 is positive. In 
2010, the inflow of FDI amounted to 1.2 billion euro, while in 2011 a dramatic jump was achieved, 
so the amount in this year was 3.5 billion euro. After that, in 2012, the inflow of FDI was around 
1 billion euro, and from 2012 to 2019, it had a constant growth. Growth reached its maximum in 
2019, when FDI inflows amounted to 3.8 billion euro, which is a record inflow of FDI in the Serbian 
economy. 
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The largest investments, observed historically, in terms of the volume of invested capital, were 
directed to the privatization of public companies.  All large foreign investments in the Serbian 
economy took place in very attractive industries, in banking, telecommunications, energy, and 
retail. What is characteristic for these areas is that they are not export-oriented. Foreign companies 
(investors) are guided by the motives of gaining high profits, which are mostly not reinvested, but 
exported from the domestic economy.  The structure of FDI inflows in the Serbian economy is 
dominated by investments in the processing industry in the amount of 29.30% of the total level 
of FDI for a given period, which amounts to 6.7 billion euro. The next significant areas that are 
interesting for foreign capital are financial activities with a share of 17.17%, trade with a share of 
13.81%, construction with a share of 11.92%., then investments in mining, with a share of 7.59%, 
and investments in transport and storage with a share of 6.86%. All other activities did not attract 
significant investments of foreign investors in the observed period.
 
3. RESEARCH METHODOLOGY

3.1. REGRESSION MODEL 

 So far, we have observed the relations in FDI inflows with other economic indicators in 
the economy. Now the task is to determine the degree of agreement, i.e. regularity between these 
variables.  “Establishing the average regular quantitative ratio of the two observed phenomena 
implies determining the parameters of simple linear regression” (Komić, 2000). A simple linear 
regression model to determine this relationship is:

                    (1) 

 
where: are the  - dependent variable;   - value of the independent variable;   and  are called 
regression parameters;   is a stochastic term or random error, and  is the size of the base set. The 
estimated value of the simple linear regression function based on the data from the sample is:

                              (2)
 

In this equation,  denotes the value of Y that is exactly on the best-adjusted regression line, and  
and   are the estimates of the unknown regression parameters on the base set.
Based on a simple linear regression model, we can determine the regularity in the behavior of GDP 
as a dependent variable in relation to the behavior of the independent variable, i.e. FDI movements, 
all in order to determine the direction of movement of these variables and their interrelationship. 
The specification of a simple linear regression model is: 

  – value of GDP (dependent variable), ,

  – inflow of FDI (independent variable), ,

  – parameter of dependent variable,

  – parameter of independent variable.



131

Kovačević et al.

3.2. CORRELATION 

 The correlation between the variables tells us in which direction the two variables are 
moving. In the case of observing only two phenomena, the coefficient of simple linear correlation is 
determined, the calculated value of which shows the intensity and direction of the interdependence 
of the observed phenomena, if in reality this connection exists. The simple correlation coefficient 
can be calculated in several ways, the most significant using the following formula (Komić, 2000):

             (3)

 

Due to the complexity of calculating the elements of the previous formula, it is easier to use the 
software when calculating the correlation coefficient itself.

4. EMPIRICAL RESEARCH

4.1. FDI INFLOWS  AND ECONOMIC GROWTH 

 According to the earlier specification of a simple linear regression model, we will determine 
the parameters of the model in order to determine the function in which FDI inflows are an 
independent variable and the GDP level in a given function is a dependent variable. Through the 
observed period, we noticed a positive growth of the observed variables; on the following scattering 
diagram we can see the movement of these phenomena:

Figure  4. Scatter diagram: FDI inflow and GDP value movements 2010-2019 (in million euro).

Source: Author’s review.

The linear growth of these two variables, FDI inflows (x - on chart) and GDP (y - on chart) can 
be seen from the previous chart. In order to make a model, i.e. determine parameters we use the 
statistical program SPSS. The estimated parameters are shown in the following table:
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Table 3. Estimation of regression model coefficients.

Estimation of regression model coefficients

95% Confidence interval 

Parameters Value Mean Variance Lower 
limit Upper limit

GDP 29663,989 29663,989 7000967,942 24379,904 34948,074

FDI 3,323 3,323 1,130 1,201 5,446

Source: Author’s calculation in the SPSS program.

Based on the previously calculated parameters, a linear model can be set up to describe the linear 
relationship between FDI inflows as an independent variable, and the movement of GDP values   as 
a dependent variable:

        (4)
 
The obtained model shows that the parameter is equal to 29,663.99, which shows the expected 
value of the dependent variable of GDP, if the value of SDI is equal to zero. According to the model, 
if there were no FDI inflows, the value of GDP would be 29 billion euro. Parameter  shows the 
change of the dependently variable of GDP, if the independently variable of FDI increased by one 
unit (in this model it is one million), then the value of GDP would change by 3.3 million euro.

Таble 4. Analysis of regression model variance. 

Analysis of regression model variance

Source
of variation

Sum
of squares Variab. Mean

squared F Significance

Regression 102406582,753 1 102406582,753 13,038 0,007

Accidental mistake 62836899,247 8 7854612,406

In total 165243482,000 9

  Source: Author’s calculation in the SPSS program.

By analyzing the variance of the previous linear model, it can be concluded that the previous model 
is statistically significant based on the Fdistribution. This model is significant at the significance 
level α = 0.05. The value of the F schedule for the given degrees of freedom is 289, which is less than 
the obtained result F= 13,038.
For these two variables, FDI inflows and GDP value movements, but also for other other 
macroeconomic indicators, it is possible to determine the correlation value. Due to the complexity 
of calculating the elements of the correlation coefficient formula, it is easier to use the software 
when calculating the correlation coefficient itself. The following table provides a correlation matrix 
that shows the correlation coefficients of FDI inflows and movements of GDP, unemployment, 
wages, public debt and employment:
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Тable 5. Correlation matrix I.

Correlation matrix I

FDI 
inflow GDP Unemploy. Earnings Public 

debt
Number 

of employ.

FDI
 inflow

Coefficient 0,769 -0,571 0,693 -0,171 0,700

Mean 0,664 -0,456 0,578 -0,126 0,586

Variance 0,032 0,055 0,042 0,076 0,041

95% 
Confidence 

interval

Lower 
limit 0,307 -0,855 0,167 -0,643 0,177

Upper 
limit 0,937 0,013 0,909 0,404 0,909

N 10 10 10 10 10 10

Source: Author’s calculation. 

According to the presented matrix, the annual inflow of FDI is positively correlated with the annual 
growth of gross wages in Serbia, the correlation coefficient is 0.693, which shows the existence of 
a linear correlation, i.e. with the growth of FDI inflows, gross earnings grow. A high correlation 
coefficient is achieved between the observed variable and the increase in employment in the period 
from 2010 to 2019. The correlation coefficient between these two variables is 0.7, which shows a 
high correlation between FDI inflows and the increase in employment in the observed period. The 
correlation between FDI inflows and unemployment is inverse, because the correlation coefficient 
is -0.571, which we can say is slightly above the significant inverse movement of these two variables, 
while the movement of FDI inflows and public debt in the observed period does not achieve a 
significant correlation.

4.2. FDI INFLOWS AND CURRENT ACCOUNT BALANCE
 
 Considering the impact that FDI inflows have on the economy of the host country, in this 
case on the economy of Serbia, we continue with the analysis of the impact of FDI on some significant 
items of the current balance of Serbia. We perform the analysis by establishing the relationship 
between FDI inflows and the movement of current account items, and they are: current account 
balance, balance of goods and services, export of goods and services, and primary income. In the 
first part of the analysis, we will deal with the charts describing specific relationships between 
FDI and individual items of the current balance, then we will present the more precise statistical 
dependence between FDI inflows, on the one hand and movements of the observed balance 
variables, on the other hand by a correlation matrix. The following chart shows the movement of 
FDI (blue line) and the movement of current account deficit (red line), and balance of goods and 
services deficit (green line) as well:
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Figure 5. FDI inflows and current account surplus / deficit of goods and services  (in million euro).
 

Source: The National Bank of Serbia (NBS 2020).

The analysis of data show the impact that the FDI inflows have on the two observed balance of 
payments items that are of high importance for each economy in the world, and those are the 
current balance and the balance of goods and services. Since 2010, except for 2011, when there 
was one major privatization, the growth of FDI inflows has had a slight growth, in 2010 the current 
account deficit amounted to about 2 billion euro, in the next year we follow the jump in FDI inflows 
and the movement of current account balance to deficit of 3.6 billion, the same level of deficit was 
achieved in 2012. In the period from 2013 to 2016, there are no significant jumps in terms of FDI 
inflows, and the current account balance and balance of goods and services are experiencing the 
certain stability. The current account deficit in this period was moving downwards, in 2013 the 
deficit was 2 billion euro, in 2014 it was 1.9 billion euro, the downward decline in the deficit also 
occurred in 2015, while the current account deficit in 2016 amounted to just over a billion euro.  
From 2017 to 2019, a significant change in the growth of FDI inflows is visible, while the observed 
deficits continued with an upward trend in the same period. In the following chart, we observe the 
ratio of FDI inflows with the growth of exports of goods and services in the period from 2010 to 
2019.

Figure 6. FDI inflows and export of goods and services (in milion euro).

                Source: The National Bank of Serbia (NBS 2020).

The observed period is characterized by the growth of foreign investments (red line) and growth of 
exports of goods and services (blue line) as well; it can be seen that there is a certain relationship 
between the observed phenomena, but it is noticeable that the growth of exports, represented by 
the above curve in the previous chart grows much faster than FDI inflows. The growth of export 
of goods and services had a significant trend in the period when the trend of FDI inflows had a 
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stagnant character. We further deepen the analysis by analyzing the item of primary income, as 
further shown in the following chart:

Figure 7. FDI inflow and balance of primary income (in million euro).

Source: The National Bank of Serbia (NBS 2020).

The movement of the two phenomena from the previous chart also shows certain regularities, 
which is normal to expect. With the growth of foreign direct investments (red line) in the domestic 
economy, the outflow of capital (blue line) in the future period on the basis of dividend payment 
is also growing. In order to determine the statistical significance of the influence of the observed 
variable (FDI inflows) on the movement of balance of payments items, we will again use the 
correlation matrix, which is given in the following table:

Таble 6. Correlation matrix II.

Correlation matrix II

FDI 
inflow

Current 
account 
balance

Export
of goods

and 
services

Primary 
income 
balance

Balance of 
goods and 

services 
balance

FDI 
inflow

Coefficient -0,157 0,631 -0,661 -0,058

Mean -0,115 0,514 -0,545 -0,042

Variance 0,076 0,049 0,046 0,077

95%
Confidence 

interval

Lower 
limit -0,630 0,068 -0,895 -0,573

Upper 
limit 0,420 0,881 -0,116 0,486

N 10 10 10 10 10

Source: Author’s calculation.

What we previously observed visually on the charts, we analyze more precisely with the correlation 
matrix. The correlation says that the inflow of FDI in a given period is positively correlated with 
the export of goods and services, we have a value of the correlation coefficient of 0.631. Likewise, 
the balance of primary income is inversely related to the inflow of foreign investments, again for 



136

Kovačević et al.

a given period. The inverse coefficient between these two variables of 0.661 was determined by 
correlation. The correlation matrix did not determine a significant direction of FDI inflows and the 
current account deficit (coefficient -0.157), and the balance of goods and services deficit (coefficient 
-0.058) as well.

4.3. IMPACT OF FDI INFLOWS ON THE MANUFACTURING INDUSTRY 

 From the previous part of the work we could see that most FDI inflows for the period from 
2010 to 2019 were the result of foreign investment in the manufacturing industry. For this reason, 
it is possible to analyze the impact that FDI has created precisely in the field of manufacturing 
production. We will observe the situation in the processing industry from the aspects of turnover 
in industry, employment and added value per employee, i.e..from the aspect of productivity of 
the processing industry. An overview of FDI, value added per employee and employment in the 
manufacturing industry is given in the following table:

Таble 7. FDI inflows, value added per employee and employment in the manufacturing industry 
in the period from 2010 to 2019. 

Years
FDI in the 

manufacturing industry
(in millions of euros)

Value added per 
employee employed in the 
manufacturing industry

(in 000 dinars)

Employment in the manufacturing 
industry 
(in 000)

2010 329,4 1118 405

2011 631,1 1209 393

2012 521,2 1421 382

2013 679,2 1430 378

2014 535,2 1497 369

2015 721,1 1562 380

2016 749,5 1723 393

2017 634,3 1839 417

2018 929,5 1852 444

2019 996,9 459

Source: The National Bank of Serbia (NBS 2020) and (The Statistical Office of the Republic of Serbia. Baza podataka 
2020).

As we established earlier, FDI inflows in the manufacturing industry for a given period relate to the 
level of 30% of the total inflow level from 2010 to 2019. The first column of the previous table shows 
the inflow of FDI by years, where it can be seen that the inflow of FDI in the manufacturing industry 
in 2019 amounted to 996.9 million euros, which is three times higher inflow than in 2010. The 
growth of value added per employee in this industry grew from 1.1 billion dinars in 2010, to 1.8 
billion dinars in 2018, which is a growth of 1.6 times, which is relatively less than the growth of 
FDI inflows for a given period. Also, with the inflow of FDI, the employment in the manufacturing 
industry grew; for the observed period, the employment in the manufacturing industry increased 
by about 50,000 jobs, that is for 1,13 times. Which is in relative terms less than the growth of value 
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added per employee, i.e. less growth of FDI inflows in the observed period.
In addition to the previous two variables that we observed in the manufacturing industry, we also 
observe the third, which is the total turnover in the manufacturing industry. Growth rates of total 
turnover in the manufacturing industry were calculated on the basis of base indices of turnover in 
industry. The development of annual growth rates of manufacturing industry turnover is given in 
the following chart:

Figure 8. Turnover growth in the manufacturing industry from 2013 to 2019 (in %).

Source: Author’s calculation based on The Statistical Office of the Republic of Serbia. Baza podataka (2020) data.

We will observe the relationship between FDI inflows in the manufacturing industry and previously 
analyzed variables related to this industry through the results of correlation coefficients:

Таble 8. Correlation matrix III.

FDI  
manufactoring 

industry

Turnover in the 
manufacturing 

industry

Added 
value in the 

manufacturing 
industry

Number of 
employees

in the 
manufacturing 

industry

FDI inflow 
in the 

manufactoring 
industry

Coefficient 0,379 0,624 0,628

Mean 0,252 0,457 0,512

Variance 0,095 0,077 0,050

95% 
Conf. 

interval

Lower 
limit -0,344 -0,092 0,067

Upper 
limit 0,802 0,910 0,882

N 10 7 7 10

Source: Author’s calculation. 
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The previous correlation matrix established a linear relationship between FDI inflows in the 
manufacturing industry, on one hand, and the growth of value added per worker, i.e. the growth 
in the number of employees in the manufacturing industry, on the other hand. The correlation 
coefficients of the observed variables are 0.624 for the relationship between FDI and value added 
per worker, that is 0.628 for the relationship between FDI and employment in this industry. The 
relationship between the inflow of foreign direct investments and the increase in turnover in 
manufacturing industry is almost negligible, i.e. it is closer to zero, while the coefficient is 0.3.With 
this, we statistically showed the relationship between FDI inflows and the two significant variables 
we observed in the manufacturing industry.
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CONCLUSION
  
 Globalization, which has affected all aspects of human life as an individual, state institutions, 
the state as a whole, the economy, society, lifestyle, undoubtedly has a proven impact on the creation 
of economic growth and economic development. What globalization enables is the connection of 
subjects from all over the world in a much faster, more efficient and cheaper way, which also applies 
to economic subjects.
Globalization enables the international movement of capital, that capital is further on disposal to 
the host country in financing economic growth and development. The inflow of foreign capital 
is significant for both developed and less developed countries, as we have seen in this work, in 
addition to all the advantages that foreign capital has for developing countries, yet the holders 
in the inflow of foreign capital are developed countries. The inflow of foreign capital takes place 
through three forms, and they are foreign direct investments, which are the most dominant form of 
international capital movements, then portfolio investments, and foreign loan capital.
Contributions made through international capital movements have become goals of Serbia’s 
economic policy, especially in achieving economic growth. Serbia’s economic policy is based on 
attracting foreign capital, primarily in the form of foreign direct investments, in order to finance 
economic growth. As a developing country undergoing a process of transition, i.e. privatization 
of state capital in economy, the economic policy of Serbia since 2000 is based on attracting FDI in 
order to finance economic growth. As one of the goals of Serbia’s economic policy was aimed at 
attracting a sufficient amount of foreign capital, it can be said that this goal has been achieved in 
the past 20 years.
 What is also important when analyzing FDI in the host country, is not only the attraction of foreign 
capital in quantitative terms, but the structural distribution of this type of foreign investment is 
also important. Areas of interest to foreign capital are financial activity, manufacturing industry, 
wholesale and retail trade, construction. Which further says that these are activities that do not have 
great export potential, except for the manufacturing industry. The investments in the manufacturing 
industry in the amount of 29.30 % of the total level of FDI for the given period, which amounts 6.7 
billion euro dominate in the structure of FDI inflows in the Serbian economy. The next significant 
areas that are interesting for foreign capital are financial activities with a share of 17.17%, then trade 
with a share of 13.81%, and construction with a share of 11.92%.Other activities did not prove to 
be of interest to FDI.
Even such structural distribution of FDI inflows also gave certain positive outcomes in the Serbian 
economy. The positive outcomes presented in the previous part of the work relate to the reduction 
of unemployment, GDP growth (which is expressed through a significant correlation at the level of 
0.769, which is a link), export of goods and services, growth of manufacturing industry, productivity 
growth per worker in manufacturing industry, increase in gross wages (correlation coefficient is 
0.6). FDI inflows did not give adequate results in the field of balance of payments balancing through 
current account items. The correlation says that the inflow of FDI in the period from 2010 to 2019 
is positively correlated with the export of goods and services, we have a correlation coefficient 
value of 0.631.Likewise, the balance of primary income is inversely related to the inflow of foreign 
investments, again for a given period. The inverse coefficient between these two variables of 0.661 
was determined by correlation. The correlation matrix did not determine a significant direction 
of FDI inflows and the current account deficit (coefficient -0.157), and the balance of goods and 
services deficit (coefficient -0.058).  For a given period, the effects of FDI in the manufacturing 
industry were also observed. The correlation coefficients of the observed variables are 0.624 for the 
relationship between FDI in the manufacturing industry and value added per worker, and 0.628 
for the relationship between FDI and employment in this industry. The relationship between the 
inflow of foreign direct investments and the increase in turnover in the manufacturing industry is 
almost negligible, i.e. it is closer to zero, while the coefficient is 0.3. In the end, we can conclude 
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that the openness of the Serbian economy has enabled the achievement of a high level of FDI 
since 2000. However, FDI inflows have had their positive and negative effects on the phenomena 
observed in this work. FDI should attract, but at the same time build an environment that will attract 
such foreign direct investments, which can be better used together with domestic investments in 
providing the long-term run sustainable growth of the domestic economy.



141

Kovačević et al.

REFERENCES

Alfaro, L., Chanda, A., Kalemli-Ozcan, S., & Sayek, S. (2004). FDI and Economic Growth: The 
  Role ofLocal Financial Markets. Journal of International Economics, 64, 89–112.  
 https://doi.org/10.1016/j.jwb.2003.08.001
Akbar, J.H., & McBride, J.B. (2004). Multinational enterprise strategy, foreign direct investment  
 and economic development: the case of the Hungarian banking industry. Journal of World  
 Business, 39, 89–105. https://doi.org/10.1016/S0022-1996(03)00081-3
Azman-Saini,W., Siong, H.L., & Ahmad, A.H. (2010). FDI and Economic Growth: New  
 Evidence on the Role of Financial Markets. Economics Letters, 107, 211–213. 
 https://doi.org/10.1016/j.econlet.2010.01.027
Bengoa, M., & Sanchez-Robles, B. (2003). Foreign Direct Investment, Economic Freedom,  
 and Growth: New Evidence From Latin America. European Journal of Political  
 Economy, 19, 529–545. https://doi.org/10.1016/S0176-2680(03)00011-9 (Economic 
 Freedom)
Blomstrom, M., Lipsey, R., & Zejan, M. (1994). What Explains Developing Country Growth?  
 Convergence and Productivity: Gross-National Studies and Historical Evidence. Oxford.  
 UK: Oxford University Press.
Borensztein, E., De Gregorio, J. & Lee, J.W. (1998). How Does Foreign Direct Investment Affect  
 Economic Growth?. Journal of International Economics, 45, 115–135. 
 https://doi.org/10.1016/S0022-1996(97)00033-0
Bruno, R., & Campos, N. (2013). Re-examining the Conditional Effect of Foreign Direct  
 Investment. IZA Discussion Paper, 7458.
Dunning, J. H. (1993). Multinational enterprises and the global economy. Wokingham, UK: Addison- 
 Wesley.
Grossman, G. M., & Helpman, E. (1991). Innovation and Growth in the Global Economy. Cambridge.  
 MA: MIT Press.
Havranek, T., & Irsova, Z. (2011). Estimating Vertical Spillovers From FDI: Why Results Vary and  
 Whatthe True Effect is. Journal of International Economics,  85(2), 234–244. 
 https://doi.org/10.1016/j.jinteco.2011.07.004
Hayat, A. (2019). Foreign direct investments, institutional quality, and economic growth. The  
 Journal of International Trade & Economic Development. 28(5), 561-579. doi:10.1080/096 
 38199.2018.1564064. https://doi.org/10.1080/09638199.2018.1564064
Hermes, N., & Lensink, R. (2003). Foreign direct investment, financial development and economic  
 growth. The Journal of Development Studies, 40(1), 142-163.
Komić, J. (2000). Metodi statističke analize kroz primjere: zbirka zadataka. Banja Luka: Ekonomski  
 fakultet.
Mikerević, D. J. (2011). Finansijski menadžment. Banja Luka: Ekonomski fakultet: Finrar.
 NBS. (2020, decembar 12). Baza podataka. Retrieved from the National Bank of Serbia:  
 https://nbs.rs/sr_RS/indeks/.
Porter, M. E. (1990). The competitive advantage of nations. London: Macmillan.
Ram, R., & Zhang, K. H. (2002). Foreign Direct Investment and Economic Growth: Evidence from  
 Cross‐Country Data for the1990s. Economic Development and Cultural Change, 51(1), 205- 
 215. https://doi.org/10.1086/345453
Salvatore, D. (2009). Međunarodna ekonomija. Beograd: Centar za izdavačku delatnost Ekonomskog  
 fakulteta.
The Statistical Office of the Republic of Serbia. (2020, septembar 13). Baza podataka. Retrieved  
 from the Statistical Office of the Republic of Serbia: https://data.stat.gov.rs/?caller=SDDB
UNCTAD. (2020, septembar 12). UNCTAD Stat. Retrieved from UNCTAD:  
 https://unctadstat.unctad.org/wds/ReportFolders/reportFolders.aspx?sCS_ChosenLang=en 

https://nbs.rs/sr_RS/indeks/


142

Kovačević et al.

Vernon, R. (1966). International investments and interna-tional trade in the product cycle.  
 Quarterly Journal ofEconomics, 80, 190–207.
W.N.w Azman-Saini; Ahmad Zubaidi Baharumshah and Siong Hook Law, (2010), Foreign direct  
 investment, economic freedom and economic growth: International evidence, Economic  
 Modelling, 27, (5), 1079-1089



143

ČASOPIS ZA INOVACIJSKA I EKONOMSKA ISTRAŽIVANJA INNOVATIVE AND ECONOMICS RESEARCH JOURNAL

 Neznanih junaka 9-11, 76 300 Bijeljina, Tel./fax: 055/423-183  
Account No.: 555-000-00049162-69; E-mail: novi.economics.institut@gmail.com; www.economicsrs.com; 

ISSN: 2303-5005; E-ISSN: 2303-5013

 

Submit to the journal

Submit your manuscripts to the journal via decidated online platform: 
https://economicsrs.com/index.php/eier/login and/or
redakcija.radovi@gmail.com

The Journal accepts the following types of contributions:

Original scientific papers - should be complete and authoritative accounts of work which 
has a special significance and should be presented clearly and concisely, Review scientific 
papers, Preliminary communications, Scientific criticisms, Informative annexes and 
Book reviews.

Please read these Author Guidelines carefully and follow them closely to ensure that the 
review and publication of your paper is as efficient and quick as possible. Work submitted for 
publication in journal must be original, previously unpublished, and not under consideration 
for publication elsewhere.

Once you have prepared your manuscript according to the instructions below, please follow 
this link for manuscript submission. Preferably all material to be considered for publication 
would be submitted in electronic form via the journal's online submission system but 
alternatively, authors can also send their manuscript via email redakcija.radovi@gmail.com .

Review process

Each paper is reviewed by the editor and, if it is judged suitable for this publication, it is then 
sent to two reviewers for double blind peer review. The authors’ names are anonymous to 
the reviewers. Based on their recommendations, the editor then decides whether the paper 
should be accepted as is, revised or rejected.

AUTHOR GUIDELINES

https://economicsrs.com/index.php/eier/login
mailto:redakcija.radovi%40gmail.com?subject=
mailto:redakcija.radovi%40gmail.com?subject=


144

The Editorial Board retains the right to methodologically adjust the article to the journal 
propositions and standards of the English language, as well as not to consider articles which 
do not meet the requirements of these guidelines. 

Copyright

Submission of a manuscript implies that the work described has not been published before 
(except in the form of an abstract or as part of a published lecture, or thesis) and that it is not 
under consideration for publication elsewhere. 

In order to reproduce any third-party material, including tables, figures, or images, in an 
article authors must obtain permission from the copyright holder and be compliant with any 
requirements the copyright holder may have pertaining to this reuse. 

Evidence in writing that such permissions have been secured from the rights-holder must be 
made available to the Editors. It is also the author's responsibility to include acknowledgments 
as stipulated by the particular institutions. 

It is particularly important to clear permission for use in both the print and online versions 
of the journal, and we are not able to accept permissions which carry a time limit because we 
retain journal articles as part of our online journal archive. 

Manuscript requirements

Please prepare your manuscript before submission, using the following guidelines: 

Format and Article Length 

Use A4 paper, Portrait, margins Left/Right 2,5 cm, Top 2,5 cm, Bottom 2,5 cm, Header/
Footer 1.5 cm. Alignment Justify, Line Spacing Single, Paragraph Before 6 pt, After 6 pt, 
Indentation Right/Left 0 pt. Paper should not be longer than 16 pages. Paper title should be 
capitalized and written in bold, 14pt; Headings should be written in the same font 12pt, bold, 
capitalised; main text should be written in Times New Roman as the primary used font, 12pt; 
Subheadings of the paper should be written in Times New Roman used font 12pt; 

Article Language 

Articles are to be submitted in the acceptable scholarly English language. 

Style and Spacing 

Articles should be between 7000 and 10000 words, typed. Pictures, graphics and other 
attachments should be marked and sent in text and must not exceed the journal format 
with margins. Lengthier articles may be considered at the discretion of the Editorial Board. 
Indentation of the first line is 0 cm. Do not use boldface except for section headings and 
subheadings. The sections headings should have spacing of 6 points before and of 6 points 
after. Section subheadings should be given in the first line of the paragraph. 



145

Article structure

The structure of article should comprise: the title, abstract, key words, introduction, subtitles, 
conclusion and bibliography. Articles can also be structured in the following way: introduction, 
starting hypotheses, solutions, discussion, conclusion and bibliography. Divide your article 
into clearly defined and numbered sections (1, 2, 3 ...). Subsections should be numbered 1.1 
(then 1.1.1, 1.1.2 ...), 1.2, etc. (the abstract is not included in section numbering).  

The structure of article should comprise: 

Article Title Page – An Article Title Page should be submitted alongside each individual 
article. This should include: 

Article Title - A title of not more than eight words should be provided. Longer titles may be 
approved by the editorial board (Times New Roman, capital letters, center, bold, times new 
roman, size 16). 

Author Details – Full name of each author, Affiliation of each author, country and email 
address of the corresponding author(s). (Times New Roman, 10pt regular, center align) 

Article Classification – That article are classified in the following categories: Original 
scientific paper, Review scientific paper, Preliminary communication, Scientific criticism, 
Informative annex and Book review. 

Abstract - The abstract must include sufficient information for readers to judge the nature and 
significance of the topic, the adequacy of the investigative strategy, the nature of the results and 
the conclusions. The abstract is not an introduction, it summarizes the substantive results of the 
work, not merely listing the topics that are discussed in the paper. The abstract should contain 
the main idea of the paper, the subject and the goal of the research, methods used, hypotheses, 
research results and a brief conclusion. It must have 200 to 250 words.(Times New Roman, 
10pt). 

Key words – Immediately after the abstract; key words summarize the contents of the paper 
(Times New Roman, Italic, 10pt ) provide a maximum of 10 keywords. 

JEL classification – Please provide up to 6 standard JEL codes. (Times New Roman, Italic, 
10) The available codes may be accessed at JEL:

http://www.aeaweb.org/journal/jel_class_system.html 

Introduction – Its purpose is to state clearly the investigated problem and provide the reader 
with relevant background information. It states the objectives of the work and provides an 
adequate background, avoiding a detailed literature survey or a summary of the results. 

Methods - Its purpose is to describe the experiment in such detail that a competent colleague 
could repeat the experiment and obtain some or equivalent results. It should provide enough 
details to allow the work to be reproduced. Already published methods should be indicated 
with a reference: only relevant modifications should be described. 



146

Results - Its purpose is to present new information gained in the study. It should be clear and 
concise. Results are the core of the paper. The Results section shouldn`t start with describing 
methods that were inadvertently omitted from the Materials and Methods section. Results 
must be written in the past tense. 

Discussion - The final section of an IMRAD paper. Its purpose is to fit the results from 
the current study into the preexisting fabric of knowledge. The important points will be 
expressed as conclusions. This should explore the significance of the results, not repeat them. 
A combined Results and Discussion section is often appropriate. Avoid extensive citations 
and discussion of published literature. 

Conclusion - The main conclusions of the study may be presented in a short Conclusions 
section, which may stand alone or form a subsection of a Discussion or Results and Discussion 
section. Conclusions should provide a summary of important findings and their implicants 
to the area of research that is the forms of the article. 

Technical presentation

Subtitles must be short, clearly defined and numbered, except for Introduction and 
Conclusion. All tables and figures need to support your research findings. They should be 
clearly referred to and numbered consecutively in Arabic numerals.

Tables. All tables are to be numbered using Arabic numerals. Tables should always be cited 
in the text in consecutive numerical order. For each table, please supply a table caption (title) 
explaining the components of the table. Identify any previously published material by giving 
the original source in the form of a reference at the end of the table caption. 

Footnotes to tables should be indicated by superscript lower-case letters (or asterisks for 
significance values and other statistical data) and included bellow the table.

Example:

Table 1. Comparison of characteristic values   obtained by PCA and threshold values   
obtained by the parallel analysis

Serial number of 
components

The actual characteristic 
values   of PCA

Values   obtained by parallel 
analysis Decision

1 5,716 1.5595 Accept
2 1,913 1.4326 Accept
3 1,107 1.3287 Reject
4 0,967 1.2433 Reject

Source: Author’s calculation



147

Figures

Figures should be placed in the main text (no wrapping) separated from it by a spacing of 
12 points. Utmost care must be taken to insert the figures in correct alignment with the text. 
Individual figures should be centred. If a figure has parts, they should be clearly labeled as (a), 
(b), (c), etc. in the figure.

Figure 1. The caption which describes the figure in general: a) Description of what is 
contained in the first part; b) Description of what is contained in the second part.

                                              a                                                                           b

                     

 

                                       
 

source

The caption should be self-contained and placed above the figure, typed in the sentence 
capitalization and centred. It should be preceded by the figure number (in bold), contain a 
brief description of the figure and a key to interpreting various lines and symbols in the figure 
(if needed). The captions can be typed at a font size of 10 -11 points. Source should be noted 
below the figure, underneath the caption details.
All of the figures should be numbered and have captions. They should be referred to in the 
text as Fig. 1, Fig. 2, etc. Try to place figures after and as close as possible to the point where 
they are first mentioned in the text. Do not break figures. Format the figures as given in the 
template. Keep figures within margins. Do not hyphenate words in figures.
Generally, only original drawings or photographic reproductions are acceptable. Should 
authors use figures from other Publications, they must ask the corresponding publishers to 
grant them the right to publish this material in their paper. The photocopies are acceptable 
if they are of a very high quality. Half-tone pictures should be in the form of glossy prints. If 
possible, include your figures as graphic images in the electronic version. For best quality the 
pictures should have the resolution of 300 dpi (dots per inch).

Equations

There shoud be one line of space above the equation and one line of space below it before the 
text continues. Try to fit the whole equation into one line.



148

All the equations should be punctuated as if they were an ordinary part of the text.
Punctuation appears after the equation but before the equation number. The order number 
should be put in round brackets at the right-hand edge of the text in line with the equation.
Equations should remain editable and not appear in a picture format. Type the mathematical 
equations in the simplest way possible. Make sure that your Equation Editor or MathType 
fonts, including sizes, are set up to match the text of your document.
Equations that are referred to in the text should be numbered sequentially throughout the 
text (i.e., (1), (2), (3)) or numbered by section (i.e., (1.1), (1.2), (2.1)) depending on author’s 
preference. Equations may be referred to in the text as Eq.(1).
The use of Word’s built-in Equation editor or the full MathType product is allowed.

References and Citation

Please ensure that every reference cited in the text is also present in the reference list (and 
vice versa). All manuscripts should be formatted using the APA (American Psychological 
Association) references which are widely used in the social sciences, education, engineering 
and business.

   a)   Citing references in text

Placement References are cited in the text by the author’s surname, the publication date of 
the work cited, and a page number if necessary. Full details are given in the reference list. 
Place them at the appropriate point in the text.
Repeat mentions in the same paragraph If name and year are in parentheses, include the 
year insubsequent citations.
With a quotation This is the text, and Markovic (2018) says “quoted text” (p.1), which 
supports my argument. This is the text, and this is supported by “quoted text” (Markovic, 
2018, p. 1). This is a displayed quotation. (Markovic, 2018, p. 1)

Page number (Markovic, 2018, p. 6)
One author Markovic (2018) or (Markovic, 2018)
Two authors Markovic and Jaksic (2018) or (Markovic & Jaksic,2018)

Three to five authors
At first mention:
Markovic, Jaksic, Krstic, Pivac, and Cerketa (2018) or (Markovic,
Jaksic, Krstic, Pivac, & Cerketa, 2018)
At subsequent mentions:
Markovic et al. (2018) or (Markovic et al., 2018)
In cases where two or more references would shorten to the same form, retain all three names.

Six or more authors
Markovic et al. (2018)
(Markovic et al., 2018)

Authors with same surname
G. Markovic (2018) and F. Markovic (2018)
G. Markovic (2018) and F. Markovic (2018)



149

No author Cite first few words of title (in quotation marks or italics depending on 
journal style for that type of work), plus the year: (“Study Finds,” 2017) If anonymous, put 
(Anonymous, 2018).

Groups of authors that would shorten to the same form
Cite the surnames of the first author and as many others as necessary to distinguish the two 
references, followed by comma and et al.

Organization as author
The name of an organization can be spelled out each time it appears in the text or you can 
spell it out only the first time and abbreviate it after that. The guiding rule is that the reader 
should be able to find it in the reference list easily.

Author with two works in the same year
Put a, b, c after the year (Cerketa, 2011a, 2011b, in press-a)

Secondary source
When it is not possible to see an original document, cite the source of your information on it; 
do not cite the original assuming that the secondary source is correct. Markovic’s economic 
vocabulary (as cited in Krstic, 2018)

Classical work References to classical works such as the Bible and the Qur’an are cited only 
in the text. Reference list entry is not required. Cite year of translation(Karadžić, trans. 1848).

Personal communication References to personal communications are cited only in the text.

Unknown date (Author, n.d.)

Two dates (Author, 2009–2019) Author (2009/2019)



150

 b)   Reference list

Formatting bibliography

In the Paragraph-options window that pops up, make the changes as noted below. These 
changes will quickly take care of the majority of indentation and line-spacing issues in your 
references list.

Order Alphabetical letter by letter, by surname of first author followed by initials. 
References by the same single author are ordered by date, from oldest to most recent. 
References by more than one author with the same first author are ordered after all 
references by the first author alone, by surname of second author, or if they are the 
same, the third author, and so on. References by the same author with the same date  
are arranged alphabetically by title excluding 'A' or 'The', unless they are parts of a 
series, in which case order them by part number. Put a lower-case letter after the year:  
Simic, J. (2019a). Simic, J. (2019b). For organizations or groups, alphabetize by the first 
significant word of their name. If there is no author, put the title in the author position and 
alphabetize by the first significant word.

Use the authors' surnames and initials unless you have two authors with the same surname 
and initial, in which case the full name can be given:  
Simic, J. [Jovan]. (2019).  
Simic, J. [Juraj]. (2019).



151

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

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.
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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.

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
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