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EDITOR’S NOTE 
 
 

We are delighted to present International 
Journal Valis Aurea (IJVA) as a result of a 
successful cooperation between DAAAM 
International Vienna and Polytechnic in Pozega. 
Our main objective is to publish fresh, relevant and 
high-quality research papers. To reach this 
objective, the journal aims to be accessible, 
engaging and challenging as well as to involve a 
worldwide community of scientists, professionals 
and experts. 

The Journal enables authors to present their 
researches relating to advancing and improving 
the practice, as well as understanding information 
systems of the organization. The Journal accepts 
theoretical, methodological and empirical 
contributions, i.e. the works that significantly 
contribute the thematic fields of the Journal, i.e. 
management, finance, marketing, law, IT 
technology, agriculture, and other 
interdisciplinary topics. It will provide enough 
space for original empirical and developmental 
researches. 

The works can be presented as: 

• Theoretical, clear and empirical 
researches on the conception, structure, 
development and usefulness of interdisciplinary 

science being important for the progress of theory 
and practice. 

• Paradigmatic, methodological aspects of 
design, development and implementation of 
science and practice. 

• Analysis and evolution of science and 
practice to the social, economic, organizational 
and management aspects of the environment and 
organization. 

The International Journal Vallis Aurea is a 
biannual journal, with the pretension to affirm the 
integral, holistic view of interdisciplinary 
research. The journal aims to unite the academic 
methodology and sincerity with professional focus 
and practices. 

We are dedicated to achieve and to maintain 
this journal’s high standards. All articles 
submitted for publication in this journal are 
subjected to a double-blind review process 
performed by at least two academics from the 
Editor's Board. Reviewers stay anonymous. 
Authors will receive written notification of 
acceptance, remarks, comments and evaluation of 
their articles in a timely manner. Authors are 
responsible for ensuring that all manuscripts 
(whether original or revised) are accurately typed 
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before the final submission. If requested, one 
set of proof will be sent to authors, before the final 
publication, which must be returned promptly. 

This publication was reproduced by using the 
papers supplied by their authors. The layout, the 
figures and tables of some papers did not conform 
exactly to the standard requirements. In some 
cases the layout of the papers was rebuild. The 
readers are therefore asked to excuse any 
deficiencies in this publication which may have 
arisen from the above causes. The editors of 
Journal are not responsible either for the 
statements made or for the opinions expressed in 
this publication.  

With all our hearts and sincerity, we wish to 
express our deepest gratitude to all the authors, 
reviewers, and editorial board members for their 
valuable contribution for this journal. We look 
forward to a successful cooperation. 
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INVESTIGATING EXPORT MARKET CONCENTRATION FOR DEVELOPED, 

DEVELOPING AND TRANSITION COUNTRIES 
 

Abstract:  
 
Multilateral liberalisation of international trade 
started at the second half of the 20th century. 
Many, especially developing countries, benefited 
from trade liberalisation increasing their share of 
trade in global trade. This decrease in inequality of 
international trade between developed and 
developing countries can be measured by 
calculating market concentration indices. The 
emphasis is given to standardized Herfindahl-
Hirschman index as the basic measure of trade 
concentration. Goal of this paper is to investigate 
concentration of global merchandise exports for 
developed, developing and transition countries 
using various concentration measures in the  
 
 
 
 
 
 
 
 
 
 
 

 
 
period between 1948 and 2016 and testing the 
validity of Linder hypothesis. Results of the 
analysis has shown that there has been decrease 
in market concentration of global merchandise 
exports in the observed period, the importance of 
developing and transition countries increased 
while developed countries preferred mutual trade 
instead according to the Linder hypothesis. 
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Introduction 
The growth of international trade has been larger 
than the growth of World gross domestic product 
after the Second World War. Multilateral 
liberalisation of international trade started at the 
second half of 20th century since the GATT creation. 
Free trade has been seen mutually beneficial for all 
countries included in the trade, or positive sum 
game, which is the essence of comparative 
advantage theory which is contrary to the teaching 
of mercantilists where only exporter country has 
gains while importer country has losses. Trade 
liberalisation led to reduction in trade barriers 
improving economic growth, development and 
raising living standards leading to globalisation as 
the final outcome of the liberalisation process. 
Many, especially developing countries, benefited 
from trade liberalisation increasing their share of 
trade in global trade. Trade among developing 
countries (often referred to as South–South trade) 
has more than tripled in the period from to 1980-2011 
[18]. In order to measure and understand the 
structure and inequality of global world trade 
between developed, developing and transition 
countries, various measures of trade concentration 
have been used. Economies can be vulnerable to 
external economic shocks and it depends on degree 
of country’s export concentration. Export 
concentration or export partner concentration is a 
degree to which a country relies on a limited number 
of partners as markets for its exports. Country that 
exports only one product to other country has perfect 
export concentration. On the other hand, country 
that exports large number of products and trade with 
many trading partners has more diversified exports 
and lower export concentration ratios [25]. Export 
concentration can take several dimensions and can 
be analysed at different levels [23]. Two well known 

forms of export diversification are horizontal and 
vertical diversification. Although the role and 
importance of developing and transition countries in 
global trade has increased, specialization and 
differentiation in production has led to a regularity 
in international trade patterns, known as Linder 
hypothesis according to which countries that have 
similar demand structures will trade more with each 
other [14]. According to Linder hypothesis developed 
economies therefore prefer trade themselves and 
not with the developing and transition countries. 
Goal of this paper is to investigate global 
concentration of merchandise exports for all 
countries of the World calculated by observing 
countries as groups of developing, transition and 
developed countries using various concentration 
measures in the period from 1948 and 2016. 
Accordingly the research hypotheses of the paper 
are the following ones: 
 
H1: Global export market concentration has globally 
decreased in the period after 1948 due to 
globalisation and liberalisation of free trade. 
H2: Developed countries prefer trade themselves and 
not with the developing and transition countries 
according to Linder hypothesis. 
 
In order to measure export market concentration the 
emphasis will be given to standardized Herfindahl-
Hirschman index as the basic measure of trade 
concentration. In the analysis other concentration 
measures like concentration ratio, Gini’s 
concentration coefficient, Rosenbluth’s 
concentration index and Hall-Tideman’s 
concentration index will be used also. The 
importance of the paper is measurement of global 
export market levels of international trade between 
developed, developing and transition countries 
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using concentration indices. In this way the 
changing strucure of global trade is captured which 
is novelty in regard to the existing literature. Paper 
is organized in five chapters. After the introduction, 
the second chapter is consists of literature review 
including theoretical and empirical aspects of 
global export market concentration in various 
countries. In the third chapter methodology and 
data are presented while the fourth chapter displays 
empirical analysis, results and discussion. Final 
chapter exhibits concluding remarks. 
 
Literature review 

In this chapter theoretical and empirical aspects of 
global export market concentration in various 
countries has been presented. [15] stated that 
globalization is not necessarily biased towards 
greater concentration in international trade and 
investment flows and empirical evidence at the 
world level tends to show the opposite. The term 
marginalization was often associated to the claim 
that globalization benefits only a small number of 
countries and that this leads to greater 
marginalization of excluded countries. 
Marginalization is more likely to be explained by 
domestic policies in relatively closed countries. On 
the sample of 127 developed and developing 
countries in the period from 1976 to 1995, results of 
the analysis has shown that concentration of trade 
has fallen among open economies, whereas it has 
increased among closed economies. [6] based on 
data for 56 countries in the period from 1962-2002 
unveil a number of regularities regarding export 
diversification: export diversification increased for 
most of the countries, development-export 
diversification nexus appears to have U-shape 
pattern, primary products tend to have more focused 
export structures than exporters of manufactures, 

good macroeconomic performance stimulate export 
concentration, etc. 
 
[12] explored development of export flows from 
Sweden during the years 1965-2000. The results of the 
analysis does not support the hypothesis of 
increasing trade globalisation, exports are 
becoming more concentrated to specific 
geographical areas that is becoming more 
internationally regionalised. [16]  measure export 
concentration for goods, services and destinations 
through eight different export concentration 
measures. Export concentration exhibits a negative 
link with variable country size. Another relevant 
factor in determining export concentration is stage 
of economic development. Higher export 
concentration is measured in smaller and less 
developed countries. [1]  investigate geographic and 
product diversification patterns across a group of 
developing nations for the period from 1990 to 2005. 
Key conclusions of the this paper are that 
geographic diversification is more important than 
product diversification, taking part in free trade 
agreements and trading with countries in the North 
have positive impacts on export diversification for 
developing countries. [22] investigate how different 
market concentration measures explain decisions of 
Mexican manufacturing firms. They use Dominance 
Index a as a competition measure used by Mexican 
regulators and Herfindahl-Hirschman index as a 
traditional measure of market structure 
concentration suggesting that DI index is a better 
determinant than the HHI. Developing econometric 
analysis that uses data from last Mexican census for 
182 Mexican manufacturing firms, results suggest 
that market concentration reduces investment, firm 
size and investment opportunities have a direct 
relationship with investment while cash flows have 
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an inverse one. [2] explored trends in poor-country 
export partner concentration using IMF's Direction of 
Trade Statistics database. They computed export, 
import and total trade concentration levels on a 
sample of 127 countries that reported trade data 
continuously for the period from 1980 to 2006. Four 
measures of export partner concentration were 
calculated: 1-CON, 3-CON, 5-CON meaning top 1, top 3 
and top 5 partner concentration respectively and 
Herfindahl index. Results of the analysis have shown 
that average export partner concentration among 
poor countries has barely changed since 1980, and 
has actually risen since the mid-1990s. On the 
contrary, already low levels of export partner 
concentration in rich countries were declining. The 
authors see this as evidence of „bifurcation in the 
effects of globalisation, with rich countries 
'globalising' while poor countries are 'globalised' by 
others“.  
 
[8] explored the evolution of export diversification 
patterns along the economic development path 
using database with 156 countries over 19 years. They 
looked for a new product introduction as an indicator 
of “export-entrepreneurship founding a hump-
shaped pattern of export diversification consistent 
with the conjecture that countries travel across 
diversification cones. First observation is that 
diversification occurs mostly at the extensive 
margin and the second observation is that middle to 
high levels diversification of income reflects a slow 
adjustment process between two equilibria. [3] 
report seven indices of export, import, and trade 
partner concentration for 183 countries for which 
data were available in the period 1980-2008. They also 
analysed the impact of CUSFTA and NAFTA on Canada, 
Mexico and United Stated mutual trade. Canada and 
Mexico are dependent on United States as a market 

for their exports. The implementation of these trade 
agreements liberalised mutual trade, Canadian and 
Mexican export partner concentration has rose while 
US import partner concentration did not change. 
[24] carried out empirical analysis on export 
concentration in Bangladesh. Export diversification 
has a positive effect on export performance and 
economic growth reducing vulnerability in export 
performance. [19] examines the determinants of 
export performance of landlocked developing 
countries using standard gravity modelling 
framework. Results indicate that overall export 
performance of landlocked developing countries is 
poorer than that of other developing countries due to 
distance related trade costs. Landlocked developing 
countries should therefore improve the quality of 
trade-related infrastructure and logistics creating a 
more trade-friendly environment. [13] measure 
export market concentration in the oil and gas sector 
in Qatar. Using cross-sectional time series data 
from 2004 to 2013 they develop a measure of export 
market concentration and estimate the 
determinants of trade using a gravity model. Results 
suggest that Qatar should diversify the export 
market for oil and gas due to moderate 
concentration in the gas sector and extreme market 
concentration in the crude sector. [4] explore the 
impact of natural resources on non-resource export 
concentration using a variety of non-resource export 
concentration indices in the period from 1985 to 2010. 
They found that countries with high share of natural 
resources in exports tend to have less diversified 
non-resource export baskets. Another important 
founding is that capital intensive goods tend to have 
larger shares on the non-resource export basket 
when natural resources are high. The higher the 
technology scale, differentiated goods tend to make 
for a larger share of the non-resource export basket 
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while for the homogeneous goods is worth the 
opposite. 
 
Data and methods 

In this paper, global export market concentration is 
observed on the case of all countries of the World 
from 1948 to 2016. However, it has to be emphasized 
that the number of countries was not the same in all 
observed period. The lowest number of observed 
countries, 142 of them, was in 1949 whereas since 2011 
the highest number of countries, 218 of them, is 
observed. In 50% observed years the number of 
observed countries was 184 or less whereas in the 
other 50% observed years 184 or more countries 
were observed. In order to calculate global export 
market concentration, variable export given in US 
dollars at current prices in millions is used in the 
analysis. Data for the variable export are collected 
from the [27]. In the export value are included all 
goods leaving the economic territory of the observed 
country [26]. 
 
From wide variety of different concentration 
measures, it has been decided that the focus will be 
given to Herfindahl-Hirschman index as one of the 
most used concentration measure in economy [7] 
Herfindahl-Hirschman index is calculated by taking 
into account squared proportions of the observed 
units at chosen variable ([10]; [11]). So, Herfindahl-
Hirschman index is calculated as: 
 





N

i

ipHHI
1

2 ,             (1) 

where   is the Herfindahl-Hirschman’s concentration 
index,   is proportion or share of the  -th unit in the 
total value of the observed variable. Unfortunately, 
Herfindahl-Hirschman index is not standardized or 
given in certain value interval. Therefore sometimes 

conclusion about achieved concentration level by 
observing only unstandardized Herfindahl-
Hirschman index could be misleading. If the number 
of observed units is taken into account, 
standardized Herfindahl-Hirschman index can be 
calculated as: 
 

   NNHHIHHI 111*  ,    (2) 
where   is the standardized Herfindahl-Hirschman’s 
concentration index,   is the Herfindahl-Hirschman’s 
concentration index,   is the total number of observed 
units. After the standardization is performed, 
standardized Herfindahl-Hirschman’s 
concentration index is bounded to interval from 0 to 
1. The conclusion about achieved concentration level 
can be made according to standardized Herfindahl-
Hirschman’s concentration index value as 
suggested in Table 1. 
 

Herfindahl-
Hirschman’s 

concentration index 

Concentration 
level 

Lower than 0.01 Perfect equality 
0.01 – 0.15 Low 
0.15 – 0.25 Moderate 

0.25 or higher High 
Table 1. Concentration level according to 
standardized Herfindahl-Hirschman’s 
concentration index value 
 
Except Herfindahl-Hirschman’s concentration index 
following concentration measures will be calculated 
also: concentration ratio [5] Gini’s concentration 
coefficient [17]; [20] Rosenbluth’s concentration 
index [21] and Hall-Tideman’s concentration index 
[9]. Those concentration measures will be used to 
confirm concentration level conclusion brought by 
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standardized Herfindahl-Hirschman’s 
concentration index. In order to avoid misleading 
conclusions the standardized versions of the 
concentration measures will be used. Still, for the 
sake of comparison the values of unstandardized 
concentration measures versions will be provided 
also. The standardized concentration measures are 
calculated as follows: 
i) standardized concentration ratio: 
 

  NrNNxxCR
N

t

i

r

t

ir ,...,2,1,111
11

* 
















 



   (3) 

where 
*

rCR  is standardized concentration ratio for 
first r units with the highest value of the variable 

considered, 


r

i

ix
1

 is sum of values of the observed 

variable for first r units, 


N

i

ix
1

 is sum of values of 

the observed variable for all N units,N  is the total 
number of observed units; 

ii) standardized Gini’s concentration 
coefficient: 

 

   112
111

* 
















 



NNxNxNixG
N

i

i

N

i

i

N

i

i    (4) 

where *G  is standardized Gini’s concentration 
coefficient, N  is the total number of observed 
units, i  is rank of an unit, Ni ,...,2,1 , ix  is the 
value of the observed variable for unit i;  

iii) standardized Rosenbluth’s concentration index: 
 

 NNjpRI
N

i

i 111121
1

* 
















 



   (5) 

where *RI  is the standardized Rosenbluth’s 
concentration index, j  is rank of an unit, 

1,2,...,2,1,  NNNj , ip  is proportion or 
share of the i -th unit in the total value of the 

observed variable, N  is the total number of 
observed units; 

iv) standardized Hall-Tideman’s concentration 
index: 
 

       121121121
1

* 
















 



NNNNipHTI
N

i

i
(6) 

where *HTI  is the standardized Hall-Tideman’s 
concentration index, i  is rank of an unit, 

NNNi ,1,2,...,2,1  , ip  is proportion or 
share of the i -th unit in the total value of the 
observed variable, N  is the total number of 
observed units. In order to make conclusion about 
achieved concentration level, at standardized 
concentration ratio, standardized Gini’s 
concentration coefficient, standardized 
Rosenbluth’s concentration index and at 
standardized Hall-Tideman’s concentration index 
different limits will be used as they are used at 
standardized Herfindahl-Hirschman’s 
concentration index. Here the concentration values 
lower than 0.25 points out that concentration level is 
low. If the concentration value is between 0.25 and 
0.40, the conclusion about low to moderate 
concentration level can be brought. The 
concentration value between 0.40 and 0.60 shows 
that moderate concentration level is present 
whereas the concentration value between 0.60 and 
0.75 suggests moderate to high concentration level. 
High concentration level is present if the 
concentration value is higher than 0.75. Global 
export market concentration will be first calculated 
by taking into account all countries of the World. 
Afterwards, the global export market concentration 
of the World will be observed by grouping countries 
according to their economic development level. Here 
three economic development levels are defined: 
developing, transition and developed countries. 
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Furthermore, global export market concentration 
levels will be estimated for developing, transition 
and developed countries separately also. Those 
analyses will be used to inspect the first research 
hypothesis in which global export market 
concentration decreasing trend since 1948 is 
assumed. In order to inspect validity of the Linder 
hypothesis, in which is stated that developed 
economies prefer trade themselves and not with the 
developing and transition countries, the 
distributions of exports among the groups of 
countries is observed. The share of export between 
these different groups of countries is observed in 
period from 1995 to 2016. However, before performing 
any concentration level analysis, descriptive 
statistics analysis will be made. By using descriptive 
statistics approach countries with the highest and 
the lowest export value will be emphasized. 
Furthermore, the discrepancy between these 
countries will be observed. The differences in export 
values between developed, transition and developing 
countries will be observed also. 
 

Analysis and discussion 

In section 4.1. export in the countries worldwide is 
observed by using descriptive statistics methods. 
Countries are observed according to their 
geographical position, economic development level 
and individually. In section 4.2. global export market 
concentration in period from 1948 to 2016 is 
inspected. Different concentration measures are 
used but emphasis was given to Herfindahl-
Hirschman’s concentration indices. Here countries 
are observed individually, according to their 
economic development level and individually in each 
economic development level country group. In 
section 4.3. shares of export trade between 
developing, transitions and developed countries are 
analysed. 
 
Descriptive statistics of export in the World 
In this section, the export of countries is observed 
from 1948 to 2016. In Figure 1 export of countries 
grouped according to selected regions is shown. 

 

Figure 1. Export of countries, in US dollars at current prices in trillions, countries according to selected 
geographical regions 
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According to Figure 1 it can be concluded that the 
World export levels were relatively low until the 
beginning of 1970s. In 1970s export started to rise 
and at the beginning of 2000s the rise became very 
large. However, that seems to be true only for 
countries from Europe and Asia. Countries from 
Africa and Oceania did not show so large increase 
in export values as countries from Europe and Asia. 
Consequently, the difference in export values 

between those groups of countries is remarkable. 
In recent period countries from Europe and Asia 
have about 25 times larger export value than 
countries from Africa and Oceania. Somewhere in 
the middle of those two distanced groups of 
countries are placed countries from America which 
are mainly lead by the United States of America 
.

 

 
Figure 2. Export of countries, in US dollars at current prices in trillions, countries according to their economic 
development level 
 
In Figure 2 export of countries grouped according to 
their economic development level are observed. 
Again, the rise in export values are present since 
the beginning of the 1970s. In the whole observed 
period developed countries tend to have higher 
export value than developing countries. The 
difference in export values between the developed 
and developing countries does not seem to be very 
large. However, it has to be emphasized that overall 
there are 169 developing countries whereas only 48 

countries are considered to be developed. Similar, 
only 20 countries can be found in the group of 
transition countries and that is one of the reasons 
why transition countries have so small export value 
in compare to developed and developing countries. 
In order to get better insight into the difference in 
export values between countries with different 
economic development level, in Figure 3 average 
export value per country in the observed groups of 
countries are shown.
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Figure 3. Average export value per included country in the group, in US dollars at current prices in billions, 
countries according to their economic development level 
 
Figure 3 reveals that transition countries had the 
highest export value per country included in the 
group in period from the middle of 1970s to the 
middle of 1980s. At the beginning of 1990s transition 
countries had very steep decrease in average 
export value per country. That can be attributed to 
the shift from the centrally planned to market 
system and structural changes in the transition 

economies’ exports. So, since the beginning of 
1990s transition and developing countries seem to 
have very similar average export values per country 
included in one of those two groups. On the other 
hand, developed countries have much larger 
average export value than both, transition and 
developing countries. 

 

Statistics Year 
1948 1950 1960 1970 1980 1990 2000 2010 2016 

N 144 168 170 171 184 186 213 216 218 
Mean 406 366 764 1,857 11,142 18,794 30,293 70,843 73,195 
Std. Deviation 1,245 1,015 2,139 5,290 29,651 55,472 88,774 193,494 220,368 
Coeff. of Var. 306 277 280 285 266 295 293 273 301 
1st Quart. 11 6 13 34 117 147 267 431 446 
Median 63 54 91 203 930 1,075 1,723 4,858 4,559 
3rd Quart. 362 329 587 1,223 8,304 10,079 12,279 49,536 33,062 
Range 12,652 9,993 19,626 43,224 225,566 421,100 781,918 1,577,754 2,098,161 
Minimum 1.00 0.20 0.47 0.90 0.00 0.05 0.01 0.02 0.10 
Maximum 12,653 9,993 19,626 43,225 225,566 421,100 781,918 1,577,754 2,098,161 

Table 2. Basic descriptive statistics results, export values in countries of the World, given in US dollars at 
current prices in millions, in selected years 
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In Table 2 basic descriptive statistics results in 
selected nine years are given. Large coefficients of 
variation in all given years point out that there are 
large differences between countries regarding 
their export value. The same conclusion can be 
brought if the range, defined as difference between 
the highest and the lowest export value, is 
observed. Furthermore, if median and mean values 
are observed it can be concluded that the 

distributions of export are positively skewed. In 
Figure 4 are shown countries which have the largest 
export values in the observed period in comparison 
to the other countries. In order to do the 
comparison, standardized values or z-scores are 
shown. So, in Figure 4 are shown countries which 
had export value above three standard deviations 
from the average of countries’ export values in 
particular years.

 

 
Figure 4. Countries with the highest export values, standardized values (z-scores) 

Figure 4 reveals that the United States of America in 
the whole observed period had export value well 
above the export averages. Furthermore, in periods 
from 1948 to 1985, in 1989 and from 1991 to 2002 the 
United States of America had the highest export 
value in compare to all other countries of the 
World. Since the beginning of 1970s Germany had 
similar export values as the United States of 
America. In some years Germany had export value 
higher than the United States of America. Since 
2007 China had the highest export value in the 
World. According to the export value, Japan 

managed to be placed on the third position from 
the beginning of 1970s to the beginning of 2000s. 
Since then the relative position of Japan, 
considering the export, is decreasing. On the other 
hand, the impact of export value of the United 
Kingdom is slowly decreasing since the beginning 
of the observed period. As opposite to Japan and 
the United Kingdom, France managed to have 
relatively stable export value impact in the whole 
period. So, in the observed period export value of 
France was always around three standard 
deviations above the average export value. The 
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conducted descriptive analyses have shown that 
certain inequalities in export values between 
countries are present. The inequalities are present 
no matter countries are compared individually or 
as group of countries. The concentration analyses, 
which will be shown in the following sections, 
should measure achieved inequality or 
concentration levels regards export values 
precisely and they should show if the 
concentration level tends to decrease or not. 
 
Analysis of global export market concentration in 
period from 1948 to 2016 
In order to inspect whether global export market 
concentration has globally decreased or not in the 
period after 1948, in the first step global export 
market concentration will be measured by taking 
into account export value of each country 
separately. Afterwards, the countries will be 
placed in groups of developing, transition and 
developed countries and the global export market 
concentration structure will be observed by taking 

into account those three groups. Finally, global 
export market concentration will be observed by 
inspecting achieved export market concentration 
levels in developing, transition and developed 
countries separately. In that case, concentration 
measures will be calculated by taking into account 
countries from certain group of countries. In 
Figure 5 both, unstandardized and standardized, 
Herfindahl-Hirschman’s concentration indices are 
given. The Herfindahl-Hirschman’s concentration 
indices are used to measure global export market 
concentration in period from 1948 to 2016. It has to 
be emphasized that the number of countries, which 
were taken into account when Herfindahl-
Hirschman’s concentration index was calculated, 
varied in the observed period ranging from 142 to 218 
countries. The number of observed countries can 
be considered as large. Consequently, there are no 
great differences in values of unstandardized 
Herfindahl-Hirschman’s concentration index and 
standardized Herfindahl-Hirschman’s 
concentration index.

 

 

 
Figure 5. Herfindahl-Hirschman’s concentration indices, calculated by observing countries individually
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According to Figure 5, lines of unstandardized 
Herfindahl-Hirschman’s concentration index and 
standardized Herfindahl-Hirschman’s 
concentration index are almost one top of another. 
Furthermore, both Herfindahl-Hirschman’s 
concentration indices show that there is present 
low concentration level in the whole observed 
period. After the drop of 0.02 points in the first 
observed years, the Herfindahl-Hirschman’s 
concentration indices were almost the same until 
the beginning of 1990s when global export 

concentration levels appear to decrease. Due to the 
economic crisis global export concentration seems 
to rise from the beginning of 2010s. However, 
despite the recent changes in global export 
concentration levels, it can be concluded that the 
global export concentration level is lower now than 
it was at beginning of the observed period. This 
conclusion is supported by majority of other 
observed concentration measures, which are given 
in Table 3, also.

 

Concentration measures 
Years 

1948 1950 1960 1970 1980 1990 2000 2010 2016 
Number of countries 144 168 170 171 184 186 213 216 218 
Unstandardized          
Concentration ratio 1 0.216 0.163 0.151 0.136 0.110 0.120 0.121 0.103 0.131 
Concentration ratio 2 0.329 0.265 0.239 0.244 0.204 0.233 0.206 0.187 0.223 
Concentration ratio 4 0.419 0.365 0.375 0.366 0.325 0.377 0.331 0.319 0.347 
Concentration ratio 10 0.568 0.529 0.586 0.637 0.581 0.617 0.562 0.505 0.532 
Gini’s 0.785 0.798 0.817 0.828 0.828 0.859 0.862 0.842 0.855 
Herfindahl-Hirschman’s 0.072 0.051 0.052 0.053 0.044 0.052 0.045 0.039 0.046 
Rosenbluth’s 0.032 0.030 0.032 0.034 0.032 0.038 0.034 0.029 0.032 
Hall-Tideman’s 0.004 0.003 0.003 0.003 0.003 0.003 0.003 0.003 0.002 
Standardized          
Standardized conc. ratio 1 0.211 0.157 0.146 0.131 0.105 0.116 0.117 0.099 0.127 
Standardized conc. ratio 2 0.324 0.261 0.235 0.239 0.200 0.229 0.203 0.183 0.219 
Standardized conc. ratio 4 0.415 0.362 0.371 0.362 0.321 0.374 0.328 0.316 0.344 
Standardized conc. ratio 10 0.565 0.526 0.584 0.634 0.579 0.615 0.560 0.502 0.530 
Standardized Gini’s 0.791 0.803 0.822 0.833 0.833 0.863 0.866 0.846 0.859 
Stan. Herfindahl-Hirschman’s 0.065 0.046 0.046 0.047 0.038 0.047 0.040 0.035 0.042 
Stan. Rosenbluth’s 0.026 0.024 0.026 0.028 0.026 0.033 0.029 0.025 0.027 
Stan. Hall-Tideman’s 0.117 0.109 0.098 0.091 0.091 0.074 0.072 0.084 0.076 

Table 3. Global export concentration, selected unstandardized and standardized concentration measures, 
calculated by observing countries individually, in selected years
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In order to observe global export concentration level from other perspective, in the following analysis countries 
were not observed separately but they were placed into the three groups of countries. So, the countries were 
placed in the group of developing, transition or developed countries. Because only three values of export were 
taken into account in each observed year, larger differences between unstandardized and standardized 
concentration measures values are expected.  
 

 
Figure 6. Herfindahl-Hirschman’s concentration indices, calculated by observing countries as groups of 
developing, transition and developed countries 
 
In Figure 6, unstandardized Herfindahl-
Hirschman’s concentration index and 
standardized Herfindahl-Hirschman’s 
concentration index lines are shown. Because only 
three groups of countries are observed the 
differences between them are significant. 
According to unstandardized Herfindahl-
Hirschman’s concentration index it could be 
concluded that global export concentration level 
between three groups of countries was high in the 
whole observed period. However, unstandardized 
Herfindahl-Hirschman’s concentration index does 
not take into account the number of units. 
Consequently, the conclusions brought by 
observing only unstandardized Herfindahl-
Hirschman’s concentration index could be 

misleading. Instead, more appropriate is to bring 
conclusions about achieved concentration levels 
by observing standardized Herfindahl-
Hirschman’s concentration index. According to 
standardized Herfindahl-Hirschman’s 
concentration index global export concentration 
level was high until 2004 whereas since 2005 
standardized Herfindahl-Hirschman’s 
concentration index was below 0.25, but above 0.15, 
meaning that global export concentration level is 
moderate. It seems that global export 
concentration level was increasing almost perfect 
linear in period from 1950 to 1972. In the 1972 the 
highest value of standardized Herfindahl-
Hirschman’s concentration index (0.4437) was 
reached. However, the value of standardized 
Herfindahl-Hirschman’s concentration index was 
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considerably decreased to value of 0.2847 in 1981. 
After 1991 global export concentration level seems 
to have negative linear trend. Again, despite the 
increase of global export concentration level in the 
recent years, it can be concluded that global export 

concentration level decreased in the observed 
period. Most of other observed concentration, 
given in Table 4, measured confirmed that global 
export concentration level decreased in the period 
from 1948 to 2016.

 

Concentration measures 
Years 

1948 1950 1960 1970 1980 1990 2000 2010 2016 
Number of groups 3 3 3 3 3 3 3 3 3 
Unstandardized          
Concentration ratio 1 0.655 0.628 0.707 0.763 0.662 0.725 0.658 0.539 0.536 
Concentration ratio 2 0.973 0.968 0.953 0.954 0.958 0.966 0.977 0.960 0.972 
Gini’s 0.418 0.398 0.440 0.479 0.413 0.461 0.423 0.333 0.338 
Herfindahl-Hirschman’s 0.531 0.511 0.562 0.621 0.527 0.585 0.535 0.470 0.478 
Rosenbluth’s 0.573 0.553 0.595 0.639 0.568 0.618 0.578 0.500 0.504 
Hall-Tideman’s 0.235 0.238 0.232 0.225 0.236 0.228 0.234 0.250 0.249 
Standardized          
Standardized conc. ratio 1 0.482 0.442 0.560 0.645 0.492 0.587 0.486 0.309 0.303 
Standardized conc. ratio 2 0.959 0.953 0.929 0.932 0.937 0.949 0.965 0.940 0.958 
Standardized Gini’s 0.628 0.597 0.659 0.718 0.620 0.691 0.634 0.500 0.508 
Stan. Herfindahl-Hirschman’s 0.296 0.267 0.343 0.432 0.291 0.377 0.302 0.204 0.217 
Stan. Rosenbluth’s 0.360 0.330 0.392 0.459 0.352 0.427 0.366 0.250 0.256 
Stan. Hall-Tideman’s 0.262 0.289 0.237 0.191 0.269 0.211 0.257 0.375 0.368 

Table 4. Global export concentration, selected unstandardized and standardized concentration measures, 
calculated by observing countries as groups of developing, transition and developed countries, in selected 
years 
 
In the following analysis export concentration level will be inspecting by observing countries in each group 
separately. Therefore in Figure 7 development of standardized Herfindahl-Hirschman’s concentration index for 
developed, transition and developing countries in period from 1948 to 2016 is shown. The values of selected 
concentration measures are provided in Table 5 for developing countries, in Table 6 for transition countries and 
in Table 7 for developed countries. 
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Figure 7. Standardized Herfindahl-Hirschman’s concentration index, calculated by observing countries as 
groups of developing, transition and developed countries individually  
 
If standardized Herfindahl-Hirschman’s 
concentration index values for developing 
countries are observed, it can be concluded that all 
values are lower than 0.15 which suggest that 
export concentration level among developing 
countries is low. However, Figure 7 reveals that 
standardized Herfindahl-Hirschman’s 
concentration index for developing countries 

exhibits positive trend. In other words, it seems 
that export concentration level among developing 
countries is increasing. All observed standardized 
measures, except Hall-Tideman’s concentration 
index, which are given in Table 5, confirmed that 
export concentration level at developing countries 
is becoming higher.

 

Concentration measures 
Years 

1948 1950 1960 1970 1980 1990 2000 2010 2016 
Number of countries 108 132 132 133 145 147 154 156 158 
Unstandardized          
Concentration ratio 1 0.088 0.066 0.081 0.055 0.179 0.098 0.121 0.245 0.301 
Concentration ratio 2 0.158 0.122 0.154 0.108 0.223 0.177 0.219 0.317 0.375 
Concentration ratio 4 0.285 0.233 0.259 0.195 0.307 0.328 0.384 0.434 0.500 
Concentration ratio 10 0.504 0.480 0.466 0.415 0.515 0.594 0.675 0.662 0.722 
Gini’s 0.714 0.744 0.730 0.699 0.800 0.823 0.859 0.868 0.889 
Herfindahl-Hirschman’s 0.036 0.032 0.032 0.026 0.053 0.046 0.057 0.086 0.116 
Rosenbluth’s 0.032 0.030 0.028 0.025 0.034 0.038 0.046 0.048 0.057 
Hall-Tideman’s 0.005 0.004 0.004 0.004 0.004 0.004 0.003 0.003 0.003 
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Concentration measures 
Years 

1948 1950 1960 1970 1980 1990 2000 2010 2016 
Number of countries 108 132 132 133 145 147 154 156 158 
Standardized          
Standardized conc. ratio 1 0.079 0.058 0.074 0.048 0.174 0.092 0.115 0.240 0.297 
Standardized conc. ratio 2 0.150 0.116 0.148 0.101 0.217 0.172 0.214 0.313 0.371 
Standardized conc. ratio 4 0.278 0.227 0.254 0.189 0.302 0.324 0.380 0.431 0.497 
Standardized conc. ratio 10 0.499 0.476 0.462 0.410 0.511 0.592 0.673 0.660 0.720 
Standardized Gini’s 0.721 0.750 0.736 0.705 0.805 0.829 0.865 0.873 0.895 
Stan. Herfindahl-Hirschman’s 0.027 0.024 0.025 0.019 0.047 0.039 0.051 0.080 0.111 
Stan. Rosenbluth’s 0.023 0.022 0.021 0.018 0.028 0.032 0.040 0.042 0.051 
Stan. Hall-Tideman’s 0.163 0.143 0.153 0.174 0.108 0.094 0.073 0.068 0.056 

Table 5. Global export concentration, selected unstandardized and standardized concentration measures, 
calculated by observing countries in groups of developing countries, in selected years  
 
In compare to developing and developed countries, 
transition countries seem to have convincingly the 
highest export concentration level. One reason for 
this situation can be found in the fact that in the 
group of transition countries relatively small 
number of countries can be found. That is 
especially expressed between 1950 and 1990. 
Consequently, only the concentration measure 
values for period after 1990 should be observed. 
According to Figure7, after 1990 standardized 
Herfindahl-Hirschman’s concentration index can 
be found between 0.3764 (in 1992) and 0.5194 (in 
1994). Furthermore, it seems that the standardized 

Herfindahl-Hirschman’s concentration index 
shows negative trend since 1994. In the most recent 
year, in 2016 standardized Herfindahl-Hirschman’s 
concentration index had value of 0.3826 what is very 
close to the minimum value achieved in 1992. The 
detected negative trend of standardized 
Herfindahl-Hirschman’s concentration index and 
results from Table 6 lead to the conclusions that 
export concentration level among transition is 
being decreased. However, it has to be kept on mind 
that in all observed period export concentration 
level among transition countries is considered to 
be high.
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Concentration measures 
Years 

1948 1950 1960 1970 1980 1990 2000 2010 2016 
Number of countries 2 3 3 2 2 3 16 17 17 
Unstandardized          
Concentration ratio 1 0.810 0.918 0.900 0.884 0.895 0.877 0.702 0.658 0.632 
Concentration ratio 2 1.000 0.997 0.992 1.000 1.000 0.998 0.800 0.756 0.715 
Concentration ratio 4 - - - - - - 0.908 0.884 0.848 
Concentration ratio 10 - - - - - - 0.982 0.985 0.976 
Gini’s 0.310 0.610 0.595 0.384 0.395 0.583 0.810 0.808 0.771 
Herfindahl-Hirschman’s 0.692 0.849 0.819 0.795 0.812 0.784 0.510 0.454 0.419 
Rosenbluth’s 0.725 0.855 0.823 0.812 0.826 0.800 0.330 0.307 0.256 
Hall-Tideman’s 0.382 0.207 0.209 0.361 0.358 0.211 0.035 0.033 0.033 
Standardized          
Standardized conc. ratio 1 0.620 0.877 0.851 0.768 0.790 0.816 0.682 0.636 0.609 
Standardized conc. ratio 2 1.000 0.995 0.988 1.000 1.000 0.997 0.786 0.741 0.697 
Standardized conc. ratio 4 - - - - - - 0.901 0.877 0.839 
Standardized conc. ratio 10 - - - - - - 0.981 0.984 0.974 
Standardized Gini’s 0.620 0.915 0.893 0.768 0.790 0.875 0.864 0.859 0.819 
Stan. Herfindahl-Hirschman’s 0.384 0.774 0.729 0.590 0.624 0.676 0.477 0.420 0.383 
Stan. Rosenbluth’s 0.449 0.782 0.735 0.623 0.653 0.700 0.285 0.263 0.210 
Stan. Hall-Tideman’s 0.290 0.053 0.067 0.168 0.151 0.079 0.075 0.078 0.102 

Table 6. Global export concentration, selected unstandardized and standardized concentration measures, 
calculated by observing countries in groups of transition countries, in selected years  
 
According to Figure 7 standardized Herfindahl-
Hirschman’s concentration index is below 0.15 in 
the observed period meaning that export 
concentration level among developed countries is 
low. As opposite to the detected positive trend at 
developing countries, Figure 7 shows that values of 

standardized Herfindahl-Hirschman’s 
concentration index are slowly decreasing in the 
observed period. It can be concluded that export 
concentration level among developed countries is 
falling. Standardized measures from Table 7 
confirmed this conclusion.
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Concentration measures 
Years 

1948 1950 1960 1970 1980 1990 2000 2010 2016 
Number of countries 34 33 35 36 37 36 43 43 43 
Unstandardized          
Concentration ratio 1 0.330 0.257 0.213 0.178 0.166 0.166 0.184 0.155 0.170 
Concentration ratio 2 0.502 0.420 0.337 0.319 0.308 0.321 0.314 0.307 0.327 
Concentration ratio 4 0.639 0.579 0.528 0.478 0.491 0.521 0.504 0.470 0.469 
Concentration ratio 10 0.834 0.816 0.794 0.808 0.812 0.835 0.819 0.765 0.757 
Gini’s 0.720 0.679 0.662 0.660 0.672 0.693 0.726 0.687 0.685 
Herfindahl-Hirschman’s 0.157 0.118 0.095 0.086 0.086 0.092 0.089 0.079 0.082 
Rosenbluth’s 0.105 0.094 0.085 0.082 0.082 0.091 0.085 0.074 0.074 
Hall-Tideman’s 0.017 0.018 0.017 0.017 0.016 0.016 0.013 0.014 0.014 
Standardized          
Standardized conc. ratio 1 0.309 0.234 0.190 0.155 0.143 0.142 0.165 0.135 0.150 
Standardized conc. ratio 2 0.487 0.402 0.318 0.299 0.289 0.302 0.298 0.291 0.311 
Standardized conc. ratio 4 0.628 0.566 0.514 0.464 0.476 0.507 0.492 0.458 0.456 
Standardized conc. ratio 10 0.829 0.811 0.788 0.802 0.807 0.830 0.815 0.760 0.751 
Standardized Gini’s 0.742 0.700 0.681 0.679 0.690 0.713 0.743 0.703 0.702 
Stan. Herfindahl-Hirschman’s 0.131 0.090 0.069 0.060 0.061 0.066 0.068 0.058 0.060 
Stan. Rosenbluth’s 0.078 0.066 0.058 0.055 0.057 0.065 0.063 0.052 0.052 
Stan. Hall-Tideman’s 0.150 0.178 0.192 0.194 0.185 0.169 0.149 0.176 0.177 

Table 7. Global export concentration, selected unstandardized and standardized concentration measures, 
calculated by observing countries in groups of developed countries, in selected years  
 
In Figure 8 average values of Herfindahl-
Hirschman’s concentration index for each of three 
observed groups of countries in period from 1988 
(for transition countries from 1994) to 2015 is 
shown. The values of Herfindahl-Hirschman’s 
concentration index have been calculated by taking 
into account export products values of each 
country individually (World Bank, 2017). In the next 
step, all Herfindahl-Hirschman’s concentration 
index values of countries from the same group have 

summed up and divided by the number of countries 
in that group. Figure 8 shows that developed 
countries reached low concentration level in 1994 
and transition countries in 2005. On the other side, 
developing countries seems to have moderate 
concentration level. However, it can be concluded 
that in all three groups of countries export 
concentration level is lower than at the beginning 
of the observed period.

 



 

International Journal - VALLIS AUREA • Volume 4 • Number 1 • Croatia, June 2018    
339.565; DOI 10.2507/IJVA.4.1.1.43 

23 

 
Source: World Bank (2017). 
Figure 8. Average Herfindahl-Hirschman’s concentration index, calculated by observing countries as groups of 
developing, transition and developed countries individually 
 
Results of the analysis indicate that the first 
hypothesis of the paper can be accepted. There is 
present low global export concentration level in the 
whole observed period when looking countries 
individually. Also, it can be concluded that the 
global export concentration level is lower now than 
it was at beginning of the observed period. When 
looking countries as groups, transition countries 
experience higher concentration levels or 
inequality while developing and developed 
countries have similar lower levels of 
concentration index. Furthermore, concentration 
index for developing countries exhibits positive 
trend. 
 
Analysis of shares of export trade between 
developing, transitions and developed countries 

In order to inspect whether developed countries 
prefer to trade among them and not with the 
developing and transition countries and to test the 
second hypothesis of the paper, countries will be 
observed as groups of developing, transitions and 
developed countries. Focus is given to analysis of 
export trade shares. Namely, each group of 
countries has achieved certain total export value 
which has been calculated as sum of export values 
of all countries in the observed group. However, 
that export value is a result of trading with 
countries from other two groups but with countries 
in the same group also. In Figure 9 share of export 
trade between countries in the same group in 
period from 1995 to 2016 is given.
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Figure 9. Share of export trade between countries in the same group, in percentages, in period from 1995 to 2016 
 
According to Figure 9 developed countries had the 
highest share of export which is a result of trading 
between countries in the same group. So, it can be 
concluded that about 70% of export value of 
developed countries is achieved between countries 
which belong in that group. On the other side, 
transition countries have the lowest share of 
export value which is a result of trading between 

countries in the same group. At the beginning of 
the observed period, the share of export trade 
between transition countries was about 30% 
whereas since 1999 it is about 20%. Developing 
countries have increased share of export trade 
achieved between them from 42% in 1995 to 57% 
in 2016.

 

 
Figure 10. Share of export trade between developed countries and other group of countries, in percentages, in 
period from 1995 to 2016
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In Figure 10 share of export trade between 
developed countries and other groups of countries 
is observed. It can be seen that developed 
countries trade relatively more with developed 
countries in regard to developing and transition 
countries. The result is expected because 
developed countries have the highest share of 
export trade so it is assumed that they will trade 

relatively more with countries of the same group. 
In order to test the second hypothesis of the paper, 
that developed countries prefer to trade 
themselves, the difference between relative shares 
of export trade for developed countries in total 
trade and shares of  mutual trade between 
developed countries will be calculated and 
explained presented in Figure 11.

 

 
Figure 11. Share of export trade between developed countries and share of developed countries in total export 
value, in percentages, in period from 1995 to 2016 
 
From Figure 11 it can be seen that mutual trade 
between developed countries exceeds share of 
trade of developed countries in total export trade 
for all years in the observed period. That difference 
is actually widening from the first year 1995. So, 
second hypothesis of the paper that developed 
countries prefer trade themselves and not with the 
developing and transition countries can be 
accepted. 
 

Conclusion 

The aim of the paper was to investigate and 
calculate global concentration level of 
merchandise exports for all countries of the World 
classified in three groups according to their level 
of economic development using various 
concentration measures in the period from 1948 to 
2016. The emphasis was given to standardized 
Herfindahl-Hirschman index as the basic measure 
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of trade concentration but other concentration 
measures were also used in the analysis like 
concentration ratio, Gini concentration 
coefficient, Rosenbluth’s concentration index and 
Hall-Tideman’s concentration index. This is 
significant because global trade structure has 
changed significantly since the trade 
liberalisation started after the Second World War. 
The importance of paper is analysis of global trade 
structure using various concentration measures, 
which is concept that has not used much in the 
previous researches in this field. Main strength of 
the methodology used is an explanation of 
inequality and changes in global trade structure. 
After descriptive statistics, countries were 
observed individually and according to their 
geographical position and economic development 
level.  Two research hypotheses were tested. The 
results of the analysis indicate that first 
hypothesis of the paper that global export market 
concentration has globally decreased in the period 
after 1948 can be accepted. Global export 
concentration level is now lower than it was at the 
beginning of the observed period. Transition 
countries experience higher concentration levels 
in regard to developing and developed countries 
which have similar lower levels of concentration 
indexes. Second hypothesis of the paper which 
states that developed economies prefer to trade 
themselves can also be confirmed. In order to test 
second hypothesis of the paper difference between 
relative shares of export trade for developed 
countries in total trade and shares of mutual trade 
between developed countries was calculated and 
observed. The results show that this difference is 
actually widening pointing out to the conclusion 
that developed economies prefer mutual trade with 

countries of the similar economic development 
level. Limitations of research are related to low 
number of countries in some samples, especially 
for transition countries, and therefore uneven 
pattern of countries. Also, data for mutual trade 
between groups of countries were available only for 
period after year 1994. Recommendations for future 
research can go in the way of analysing 
merchandise imports and total trade and not only 
merchandise exports. Furthermore, it would be 
interesting to investigate and measure market 
concentration levels for various regional economic 
integrations intended to promote intra-regional 
and global trade. 
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Abstract:  
 
This work reveals the essence of urban 
agglomeration as one of the forms of territorial 
organization of settlements. Urban 
agglomerations are characterized by such 
properties as the integrity of markets (labor, real 
estate, land). Creation of agglomeration should 
meet the conditions of optimal resource supply of 
life of the population. This requires the 
establishment of a clear regulatory system based 
on the program-target approach and the socio-
economic concept of agglomeration development.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
Such a tool is a strategy for socio-economic 
development. The article also analyzes the 
prospects of the Odessa agglomeration (Ukraine) 
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Introduction 
Common global trends in the development of spatial 
systems, such as globalization and urbanization, 
radically change the previously formed nature of 
urban development. The city loses leading positions 
and becomes only an element in the system of a 
higher rank. More complex resettlement systems are 
made available by the consolidation of cities at the 
expense of suburban areas. In place of cities there 
are other forms of resettlement − urban 
agglomerations. 
Agglomeration is an area that includes the core city 
(or several such cities) and a set of centers of the 
urban environment, united by the common 
economic, social and infrastructural ties [3]. 
The term "agglomeration" in relation to 
resettlement was introduced by the French 
geographer M. Ruže. Agglomeration, by Rouget, 
occurs when the concentration of urban activities 
goes beyond the boundaries of the administrative 
boundaries and extends to neighboring settlements 
[5].  
Famous geographer G.M. Lappo determined the 
following signs of agglomeration [4]: 
• Territorial approximation of territorial settlements 
(they must be not less than 5, with the total number 
of inhabitants of the satellite zone - not less than 50 
thousand people); 
• compactness of the group (in the zone of two-hour 
availability) around the main core; 
• division of labor between settlements; 
• development of industrial, labor and cultural-
household ties. 
The term "urban agglomeration" refers to the 
compact territorial grouping of urban and rural 
settlements, united in a dynamic system with a 
variety of economic and social ties [1].  

According to Olena Yarotskaya: “the urban 
agglomeration is a cluster of populated areas that 
are most rapidly developing and consist of dozens or 
even hundreds of settlements that are closely 
interconnected. The emergence of agglomerations is 
a qualitatively new stage in the evolution of the city, 
when settlements turn into a system with “blurred” 
borders” [7]. 
Economic incentives for growth of agglomerations 
are a cumulative effect, which gives concentration 
of production capacities, skilled labor resources, the 
co-operative use of infrastructure [2]. 
 
Understanding transition 
 
Establishment of agglomerations should be in line 
with the conditions for optimal resource provision of 
the population's life and sustainable development of 
the territories and be based on a set of factors and 
criteria, which include the following:  
1. Spatial Determine the optimal size requirements 
based on the availability of agglomeration center 
residents of other settlements. 
2. Demographic. Establish population criteria, the 
compliance of which allows to allocate the territory 
in a separate settlement. 
3. Social factors are the need for the presence of 
objects of social, cultural and household 
infrastructure on the territory of settlements 
(preschool educational institutions, schools, health 
care facilities, trade, recreation, etc.). 
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Figure 1. Methodological sequence of formation of agglomerations 
 

Demographic  Spatial Economic and 
financial 

Social, 

engineering 

infrastructure  

Recreational 

Assessment of ATU development (population, production sphere, sizes and 

significance of settlements, use of resources)  

Assessment of the socio-economic potential of the ATU (location, production, social, engineering 
infrastructure, ecological status of the territories) 

Identification of the relationship of income sources of territories, socio-economic potential with 
the level of budget security of the ATU, establishing the importance of criteria for the creation of 

settlements 

Formation of settlements. Distribution of resources of the ATU, individual settlements at the border 
of settlements (association, separation, partial association) on the basis of a set of factors and 

criteria (preliminary formation of the composition of the territories of the settlements) 

Socio-economic, ecological substantiation of settlement formation 

(social, economic, environmental efficiency) 

Establishment and approval of the settlements borders. 

Development of a project to establish boundaries of municipalities.  

Analysis of settlement and population, socio-economic status, 

use of labor, material, financial, land resources 

administrative-territorial units (ATU) 

Zoning of the territory of the district 
on the main indicators of the 

development of ATU 

Determination of resource availability 
of life of the population 

Passporting of settlements, study of 
inter-settlement territories 
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4. Economic factors. The main sources of income of 
municipal entities are taxes on the use of municipal 
property, local natural resources, corporate income 
tax, property taxes and personal income. Land 
payments represent a significant part of the 
revenues of budgets of suburban settlements. 
5. Engineering infrastructure. The engineering 
facilities of the territory, its condition, the level of 
improvement create the material conditions of 
people's living, which determine the availability of 
infrastructure. 
6. Industrial infrastructure. The activity of 
enterprises ensures receipt of payments to the local 

budget. Employment of population is formed, the 
attractiveness of the territory for living is increased. 
7. Recreational criteria should ensure the 
permissible human, man-made load on the territory 
of the settlement, create conditions for the 
fulfillment of environmental requirements. 
According to the results of the assessment of the 
socio-economic potential of the settlements of the 
Odessa region in the context of the designated 
groups of factors and criteria, there is a change in 
the significance of individual factors depending on 
the area of influence of the city (Figure 2). 
 

Figure 2. The structure of the potential of socio-economic development settlements in the zones of influence 
of Odessa 
 
For settlements located in the zone of strong 
influence of the city, the share of indicators of 
infrastructure (engineering, social, industrial) is 
61% in total, while for the second and third zones 43 
and 36% respectively. The significance of the 
contribution of factors reflecting the engineering, 

social infrastructure, weakens to the third zone. 
There is also a decrease in the impact of changes in 
the demographic situation of the territories. Among 
the factors-arguments grows the importance of the 
location to the periphery, production area and 
ecological state of the territory. 
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Establishment of the structure of indicators 
characterizing the level of socio-economic 
development of territories, allows us to identify 
priority directions in improving the factors of socio-
economic development of territories and individual 
settlements, to improve the resource and property 
potential of municipal entities. 
With the help of a score system assessment of the 
socio-economic potential of the territories, it can be 
determined how the improvement of a certain 
indicator of development will affect the relative 
value of the territory or the value of the land. 
The area of strong influence of the city is focused on 
servicing the everyday needs of the city. It is 
recommended to develop integrated housing 
development, creating "sleeping" neighborhoods. 
Criteria for the formation of settlements should be 
addressed, mainly, to ensure the vital activity of the 
population in conditions of increased pendulum 
migration, sharply increasing load on the territory, 
infrastructure of settlements. Use of the territories 
of settlements should be oriented on the rational 
and effective attraction of land-resource potential, 
increase of significance of land payments in the 
structure of own budget revenues. 
The medium-impact zone is represented mainly by 
recreation areas and country villages. Formation of 
settlements territories should be oriented on the 
organization of recreation of urban population. It is 
advisable to create united massive villages, 
accommodation and development of health-
improving complexes. In the medium-impact zone it 
is necessary to develop enterprises that have 
agricultural specialization, which carry out a deep 
processing of agricultural products. 
Formation of settlements in the area of weak 
influence of the city is based on the need for rational 
organization of suburban agricultural production, 

optimal placement of economic centers of 
agricultural enterprises. The main criteria for the 
creation of territories of municipal entities of the 
peripheral zone are increasing the level and 
accessibility of social services to the population, 
ensuring conditions for more full employment of the 
able-bodied population, development of non-
agricultural activities. 
Social efficiency increases the level of provision of 
the population of services by the social services 
sector, to comply with the relevant norms of the 
state standard, to increase the accessibility and 
quality of educational services, health care, and 
increase the level of employment of the population 
and other living conditions. 
The economic efficiency of the agglomeration is 
expressed by increasing the level of budget security 
of settlements, optimizing the revenues from using 
municipal property, leasing it, reducing 
expenditures on the functioning of local authorities, 
and saving budget funds. The economic efficiency of 
creating the agglomeration is based on the 
calculation of budget efficiency indicators. The main 
indicator of budget efficiency is the budget effect 
(Bef), which is determined by the difference in 
revenues (R) and expenditures (E) of the budget: 
 

𝐵𝑒𝑓 = 𝑅 − 𝐸              (1) 

When preparing the economic rationale, expected 
changes in income and budget expenditures are 
introduced, the values of which are brought to 
current values by discounting.  
 
The size of the total budget revenue is calculated by 
the formula: 
 

𝐷 = 𝐷𝑒𝑥 + ∑
𝐷𝑓

(1+𝑖)𝑛
𝑛
𝑛=1          (2) 
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   where  Dex – budget revenues 
existing; 

 Df – budget revenues 
based on future 
growth; 

   i – discount rate; 
  n – period of receipt 

of future income. 
Table 1. Conditional values 
 
Similarly, the current amount of budget 
expenditures is determined. 
The strategy of socio-economic development of the 
agglomeration should include an assessment of the 
socio-economic potential of agglomeration actors, 
options for attracting labor and financial resources 
to their territory, justification of spatial and urban 
development and infrastructure solutions, defining 
the agglomeration mission in the region and Ukraine 
as a whole. 
The program of socio-economic development in the 
conditions of the Odessa agglomeration and the 
actualization of the city's strategic development are 
due to the following reasons: 
• implementation of structural and institutional 
reforms in the territorial union of the region and the 
real sector of the economy of the city and region; 
• the existence the institutes of civil society in 
Odessa: various associations, unions, CCI, business 
groups that defend the interests of citizens, industry 
and entrepreneurs and require new approaches in 
relations with municipal authorities; 
• the development of new requirements for the 
industrial, transport, engineering, socio-cultural 
complex of the city, proposed by the future 
agglomeration, globalization and integration in the 
system of interstate and interregional relations; 
• the need to increase the role of investment 
influence of corporate structures on the leading 

sectors of the city's economy in order to accelerate 
the transition to the release of new models and types 
of products, new models of high-tech and high-tech 
products; 
• the need to form a long-term perspective of a new 
kind of city based on the system of investment, 
economic, social and civil policies in ensuring the 
high quality of life of the population and the 
economic security of the city and region that meet 
the requirements of the post-industrial economy. 
To implement the Program, appropriate 
mechanisms, monitoring systems for achieving 
interim results, adjusting goals and strategic plans, 
as well as implementing the Program, taking into 
account the trends of socio-economic development 
at the macro and micro levels, should be developed. 
Future prospects of social and economic 
development of the city Odessa as the core of 
agglomeration and adjacent territories will depend 
on the general directions of social and economic 
development of the city and the difficult situation on 
the territories occupied by them, and to achieve 
these prospects, the following directions of 
regulation of social and economic development are 
defined: 
1. Development of the social potential (social 
infrastructure). 
It includes improvement of the demographic 
situation on the basis of an increase in fertility and 
reduction of mortality of the population, providing 
reproduction of the population; attraction and 
consolidation on the territory of the city and 
agglomeration of economically active population, 
high qualification on the basis of streamlining of the 
migration tide, promotion of social and cultural 
adaptation of migrants; improvement of the health 
of the city population; improvement of the quality of 
life of socially unprotected categories of the city's 
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population; creation of an effective system of 
protection of the population and territories of the 
city from emergency situations of natural and man-
made nature, etc.. 
2. Modernization of the city economy. 
Contains the formation of a city budget system that 
meets the needs of sustainable economic and social 
growth; development of integrated management 
system, which ensures efficient use of municipal 
property; modernization of the economy and the 
transition from the industry structure of the 
industry to the formation of a combination of 
infrastructure and technologically interconnected 
high-tech, high-tech industries, focused on 
increasing the production of products with high 
added value, etc. 
3. Development of the urban environment. 
It is based on ensuring sustainable urban 
development of the territory; development of 
transport infrastructure, improvement of quality 
and safety of transportation by public transport; on 
the complex solution of the housing problem, 
reconstruction and development of residential 
areas, etc. 
4. Development of civil society, improvement of 
internal organization of local self-government 
activities. 
Contains the formation of a system of local self-
government, oriented on the result and quality of 
municipal services; perfection of organizational-
functional structure of executive bodies of 
municipal authority in application of process-
functional model of management; the formation of 
an effective system of personnel management 
aimed at improving the quality of municipal services 
and ensuring the proper level of professionalism of 
municipal officials, etc. 

5. Development of the inter-municipal cooperation 
within agglomeration. 
It includes development in the field of budget 
investment, housing construction, consumer 
market, small business, in the field of transport 
services for the population, in the social sphere, in 
the sphere of environmental protection, use and 
protection of water objects, waste utilization, etc. 
Thus, the implementation of measures should 
ensure the output of Odessa to a qualitatively new 
level of development, characterized by a steadily 
growing economy, effective management, an 
increase in the number of secured residents, stable 
social and political relations. 
However, agglomeration also has a negative impact: 
1. The development of agglomerations is largely due 
to the migration of population from small towns, 
rural settlements. As a result, there are depressive, 
stagnating territory [2]; 
2. in assessing the economic effect does not take 
into account the adverse effects of excessive 
concentration of population and production in a 
limited area, a sharp deterioration of the ecological 
situation, the increase in morbidity and mortality of 
the population, the destruction of the natural 
complex, the loss of valuable natural landscapes.  
 
Referring 
 
Data were processed by means of standard 
statistical procedures: monovariance (analysis of 
frequencies, rankings, arithmetical averages, one-
way analysis of variance) and multivariance 
methods [6]. 
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Conclusion 
 
The development of urban agglomerations is one of 
the rational forms of organization of territories, 
consisting in the socio-economic association of 
territory and the distribution of different functions 
that ensure their development. The developed 
agglomeration strategy should allow cities, along 
with the surrounding territories, to compete 
adequately for investment and highly skilled labor 
and become a more attractive place to live and do 
business, will allow for the dynamic development of 
both separate territories and agglomerations as a 
whole. 
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Abstract:  
 
Recent research suggests that greater business 
co-operation between enterprises is associated 
with a higher level of social capital of an individual. 
Since managers are basically people who base 
their activity on co-operation, the goal of this 
paper is to establish a link between the level of 
social capital of managers in cluster-based 
companies with their assessment of the activity 
and results of those activities in clusters. The 
analysis includes all dimensions and elements of 
social capital and the perception of managers on 
the business results of mutual cooperation. For 
this purpose, the Canonical correlation analysis 
(CCA) and the nonparametric statistical method 
(Kendall Tau-b correlation; τb) were used to avoid 
the conclusion using only one of the methods. The 
results have shown that there is a statistically 
significant, but weak, correlation between trust in 
institutions and active membership in 
associations with managers' assessment of joint 
activities within the cluster.  
 
 
 
 
 
 

 

 
This research has shown that there is a 
statistically significant association between 
multiple memberships of managers in 
associations with their higher grade of activity 
within the cluster. The results have shown that 
general trust and perception of compliance with 
the norms of citizens is negatively associated with 
a higher grade of cluster activity, but these results 
are not statistically significant. 
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Introduction 
Arrow [1: 357] further analysed the causes of lagging 
of certain regions in relation to others and stressed 
that "virtually every commercial transaction has an 
element of trust [...]. It can be said that much of the 
economic downturn in the world can be explained by 
the lack of mutual trust. " (according to [20: 1252]). 
Explaining the sociological phenomenon with which 
the term social capital is related to is of the earlier 
date [12], [16], [20], but the dissolution of the 
concept of social capital belongs to the recent 
literature [7], [8]. The development of the concept of 
social capital is described by the words: "The 
concept of social capital was originally shaped in 
sociology, its full application experienced in political 
research, from which it expanded to other social 
sciences, especially economics." [34: 134]. Precisely 
because of its widespread use and different 
measurements, the concept of social capital was 
also subjected to criticism [15], [26]. Talking about 
the firmness of social capital, Fidford [10] says that 
much of today's social capital has emerged in the 
recent past and cannot be attributed to the long-
term historical legacy. 
The study of the relation between the dimensions 
and the elements of social capital and the 
distribution of social capital by the counties of the 
Republic of Croatia on the sample of citizens [6] 
showed a strong and significant link between social 
trust, active participation in associations and 
perception of non-violation of the norms of citizens, 
with total social capital. The same has been 
established for elements of social trust; general 
trust and trust in institutions, which is not the case 
with the personal attitude on the importance of 
respecting norms. Analysis of the elements of social 
trust has shown that institutional trust plays a key 
role in the formation of social capital, and within it, 

trust in parliament, the government, the legal 
system and local self-government. 
According to many authors, social capital indicators 
positively mutually correlate with indicators of 
economic activity [3], [4], [9], [13], [14], [19], [27], 
[28], [29] and [36], although the results of their 
research point to different conclusions. Beugelsdijk 
and Van Schaik [4] using EVS data for 54 European 
regions when examining the relationship between 
social capital and economic growth assumed a 
positive relationship. On the social capital side, 
trust and active and passive membership in the 
associations were examined. On the side of 
economic growth indicators, the variables of 
investments in the physical and human capital were 
used, measured by the rate of enrolment in schools 
and the relative indicator of GDP per capita. Using 
four different statistical models for correlating 
variables, authors found that trust and active 
membership are significantly and positively related 
to economic growth. 
Unlike previous surveys conducted on a sample of 
citizens, this research is examining the relationship 
of social capital of enterprise managers who are 
members of the cluster and their perception of 
activities within the cluster. Respectively, this 
research should identify which element of social 
capital is most closely related to the perception of 
accomplished shared activities and results in the 
area of information exchange among members, 
employee education, joint investment in research 
and development and market research, cooperation 
with universities, faculties and research centres, 
promotion, performances towards partners and 
fairs and financial support achieved by the 
Government, local government and support 
institutions. The conducted research presented in 
this paper is based on the definition of the World 
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Bank's social capital [38: 1], whereby social capital 
refers to institutions, relationships and norms, and 
it consists of three dimensions: social trust, 
association (active and passive), and respect for 
norms as presented by Štulhofer [37]. The 
perception of the importance of observance of the 
norms (which can be observed within the concept of 
opportunism) was explored within the framework of 
first dimension of social capital, called social trust, 
together with general trust in other people and trust 
in institutions, while the rating of respecting the 
norms of fellow citizens was examined as a third 
dimension of social capital while representing the 
perception of the level of corruption in the living 
environment. The importance of the level of 
association, the other dimension of social capital, 
can be linked to the statement [41: 225] "It's not 
what you know, it's who you know." 
 
Measuring the contribution of social 
capital to the development of clusters 
 
The idea of clusters is broad enough to be applied to 
service and manufacturing industries, high 
technology agglomerations, and to the 
concentration of the industry with lower technology, 
[21]. Clusters can lead to the great development of 
regions by boosting productivity by enabling access 
to specialized inputs and employees, increasing 
access to information, institutions, and public 
goods, increasing the capacity of the enterprise to 
innovate through faster expansion of technological 
knowledge and innovation. Clusters show higher 
rates of technological innovation and organizations 
and greater adaptability to unexpected exogenous 
changes [22] and [2] and enable easier entry into 
entrepreneurship as barriers are less accessible 
than elsewhere [17]. 

In the literature, they present a rare study of social 
capital in clusters. Sirak and Rehak [32] 
investigated the levels of social capital of the Slovak 
cluster on issues of attitude towards cooperation 
and trust among companies in the same region. The 
survey included 177 companies. Respondents rated 
co-operation among clusters somewhat better than 
the average (on a scale of 1 to 7) and showed a 
moderate level of confidence among cluster 
members. Social capital according to Sölvell [33] 
has been proven to be the most difficult area to 
define and measure, and again probably the most 
important area for determining cluster growth. 
Social network analysis was a method used in the 
research of this area, but it showed its limits. An 
attempt to research social capital was also carried 
out by mapping methodology on the map of 
interconnectedness and cooperation that grows as 
the cluster matures. But the result was just a cluster 
image without explaining how the cluster works. 
Research results [35] on a sample of 111 micro-
entrepreneurs in Croatia have shown that managers 
find clustering and other forms of association 
unrelated to the business results of their 
companies. On a scale from 1 to 5, the importance of 
mergers for business success averaged 1.9 (70.3% 
of respondents rated the mergers of 1 and 2). The 
results showed that there was a statistically 
significant negative correlation between the 
assessment of the importance of linking clusters 
and other forms of association (-0.17) to the 
company's performance. In other words, people who 
believe in the importance of association come from 
micro-enterprises that are less successful. 
According to the information obtained through 
interviews, interviewed micro-entrepreneurs are not 
ready to join clusters and other forms of 
association, and one of the main reasons is legal 
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and market uncertainty and distrust of members of 
such associations. 
 
Data and methods 
 
Data for empirical research on the level of social 
capital of cluster members and cluster business 
performance under the title 'Research on the 
influence of social capital on cluster development' 
was collected by an indirect access through the Lime 
Survey tool by submitting questionnaires to the 
electronic addresses of cluster member 
representatives in 2012. The questionnaire was 
forwarded directly to the 312 electronic addresses of 
the managers of companies who were cluster 
members at the time they were investigating 
Clusters in the Republic of Croatia 2011 [5:10]. Out of 
114 completed questionnaires received, 104 are fully 
filled (76 small business managers, 24 medium-
sized enterprises and 4 large enterprises). Since the 
questionnaire is passed on to all members of the 
population, the sample is represented by 
participants who have responded to the 
questionnaire by self-selection. 
The questionnaire is made up of samples of the 
World Values Survey (WVS) [42] which is used to 
assess the level of social capital, whereby 
respondents are asked to indicate the degree of 
agreement with a specific statement on the five-
degree scale of the Likert format. General trust 
includes claims: Most people can be trusted, Most 
people will cheat you if they are forced, Most people 
will cheat you if they can, You should be very careful 
about people and Most people will return the favour 
you do to them. Within the trust in institutions, 
confidence in the government, local government, 
parliament, the police, the legal system and trade 
unions was examined. Within the framework of 

respecting the norms of the respondents 
themselves, their views on their personal (non-
)based social welfare benefits (e.g. unjustified 
search for social benefits, fictitious employment for 
maternity leave etc.), tax evasion, receiving and 
giving of bribes were examined. Results of the 
research gave an overview of the first dimension of 
the social capital of the respondents. Within the 
second dimension of social capital, association is 
measured by membership in eight different 
associations: professional, political, ecological, 
charitable associations, trade unions, sports and 
recreational clubs, church and religious 
organizations, artistic and cultural societies, on the 
ordinal scale of "I am not member"(value 0), 
through "yes, but not active member" (1) to "active 
member" (2). In this way, it is possible to distinguish 
active from passive membership and its 
measurement. Since the confirmation of 
membership in one association does not exclude the 
certificate in the second one, the survey enables the 
measurement of multiple memberships of the 
respondent. The third dimension of social capital 
was examined by respondents' viewpoints on 
compliance with norms, but rather of fellow citizens 
and not personal.  
The survey on the level of social capital and business 
performance of the cluster also contains an 
assessment of the examinees about the cluster 
activity (Table 1, column 8), who are its members, by 
expressing the level of agreement with a specific 
statement on the Likert scale. In order to ascertain 
whether individual groups of managers' claims 
regarding dimensions and elements of social capital 
are a one-dimensional scale or can the factor score 
[18] be taken as a common measure of individual 
elements of social trust (Table 1, mark M1, M2 and 
M3), particles were subjected to analysis of major 
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components. For this purpose, the Principal 
component analysis was used, a method that 
reduces dimensionality by constructing latent 
variables that are not correlated with each other, 
and only those that are "sufficiently informative" 
are retained. After the resulting main components, 
the multivariate variable was transformed with 
varimax rotation to obtain more manageable 
solutions. In the repeat process, according to the 
Kaiser-Guttman criterion [23], extracted factors 
were made of one-factor solution (with the 
sufficient share of the interpreted variance). These 
factor results were used as a measure of confidence 
in other people. Component analysis gave a one-
factor solution to other groups of claims: the trust 
of managers in institutions, the importance of 
respecting norms in the form of justification of 
certain forms of behaviour or opportunism as the 
third element of social trust and the perception of 
the frequency of behavioural forms among fellow 
citizens (Table 1, marks from M6 to M9), which were 
used as a perception of corruption level among 
fellow citizens as the third dimension of social 
capital. 
The association, the second dimension of social 
capital (Table 1, marks M4 and M5), was measured by 
the membership of cluster members in eight 
different associations on the ordinal scale of "I am 
not a member" (value 0) over "yes, but not an active 
member" (value 1) to "active member" (value 2). 
Because of the ordinariness of the variables, the 
factor structure is not counted, and the index of the 
association is obtained by adding values to the 
individual variables or variables that signify 
membership in individual associations. The cluster-
related activity assessment claims were subjected 
to a component analysis with varimax rotation to 
determine their dimensionality. The one-factor 

solution with sufficient share of the interpreted 
variance, justifying the use of factor results as a 
measure of activity perception within the cluster. 
In the analysis of the results of the research, two 
methods were used in the analysis, i.e. the analysis 
was performed in two steps. The reason for this is 
Peiró-Palomino and Forte Deltell [25: 1], according to 
which a third of the European budget is devoted to 
regional policies, and nevertheless: 1) the results of 
social capital research on regional development in 
European countries contradict the predictions 
presented in the theory of social capital at national 
and at the regional level; 2) the current research with 
the use of standard parametric analysis has shown 
exceptional limitations. The first step was to 
determine the maximum possible correlation 
between the variables that make up the individual 
dimensions and elements of social capital and the 
variables of activity estimation within the cluster. 
The analysis was carried out by Canonical correlation 
analysis [11]. In this context, the dimensions and 
associated elements of social capital are manifold 
variables on the one hand and some common 
activities and satisfaction with the results achieved 
within the cluster of manifest variables on the other. 
By examining the correlation between the manifold 
variables, latent variables are obtained resulting 
from the maximum possible correlation between the 
two sets of manifest variables. The relationship 
between manifest and latent variables is shown in a 
scheme, Table 1. 
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Manifest variables Latent 
variables 

Latent 
variables 

Manifest variables 

1 2 3 4 5 6 7 8 
M1 General trust 

L1 Social trust 

L4 
As

se
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nt

 of
 cl

us
ter

 ac
tiv

ity
 

M1 Exchange of 
information 
among members 

M2 Trust in institutions M2 Joint employee 
education 

M3 The importance of 
respecting norms 

M3 Joint investment 
in research and 
development 

M4 Number of 
memberships in 
associations 

L2 Association 

M4 Joint market 
research 

M5 Membership activity 
in associations 

M5 Collaboration with 
universities, 
colleges and 
research centres 

M6 Unfounded search 
for social benefits 

L3 
Respect for 
citizens’ 
norms 

M6 The joint approach 
towards partners 
and at trade fairs 

M7 Tax fraud M7 Joint advertising 
M8 Bribe receiving 
M9 Bribe giving M8 Financial support 

from the 
government, local 
self-government 
and support 
institutions 

Table 1. The dimension of managers’ social capital and their assessment of cluster activity - the relationship 
between the manifest and the latent variables 
 
In addition to the fact that the canonical correlation 
technique maximizes the correlation between two 
sets of variables, its application also results in the 
relative proportions of variables on a particular 

canonical variant. The analysis of canonical 
correlations is relatively robust and well 'tolerates' 
small samples and deviations from a normal 
distribution [11]. The analysis of the canonical 
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correlations of a set of variables that make general 
trust, trust in institutions, variables related to 
opportunism, variables of perception of compliance 
with the norms of fellow citizens and a set of 
variables that make the assessment of activities 
within the cluster did not yield significant results at 
the significance level of 0.05. As expected, due to the 
absence of statistically significant bivariate 
correlation, neither the analysis of the canonical 
correlations of the variables of the social capital 
dimension and the variables of activity estimation 
within the cluster did not yield significant results. 
Therefore, in the second step, the correlation of 
individual dimensions and elements of managers' 
social capital and their assessment of activity 
within the cluster was investigated by computing 
nonparametric Kendall's Tau-b correlation between 
these variables [31]. The non-parametric correlation 
is chosen because of the non-Gaussian distribution 
of independent variables (the dimension of social 
capital), as well as the fact that the dependent 

variable (perception of activity within clusters) is by 
its nature ordinal. 
 
Results and discussion 
 
The results showed that at the level of significance α 
= 0.01, there is a statistically significant correlation 
between the estimation of managers on cluster 
achievements and trust in institutions and active 
membership of associations, although these 
correlations are weak (0.220 and 0.134 respectively). 
In other words, individuals who have less trust in 
institutions and who are less active in associations 
are less likely to accurately evaluate the results of 
activities within the cluster. When examining the 
multiple memberships of managers in associations 
with their assessment of cluster activity, it was 
found that there was a statistically significant but 
weak correlation of 0.144. (significance level α = 
0.01). 

 

Dimensions and elements of social capital Correlation coefficient Statistical significance 

1.a. General trust -0,050 0,488 

1.b. Trust in institutions 0,220 0,001 

1.c. The importance of respecting norms 0,098 0,164 

2.a. Passive membership -0,025 0,749 

2.b. Active membership 0,134 0,070 

2.c. Multiple membership 0,144 0,001 

3. Respecting the norms of fellow citizens -0,013 0,850 

 
Table 2. Correlation of individual dimensions and elements of managers' social capital with activity cluster 
assessment 
 
The results of the analysis are fully consistent with 
the results of the research conducted by Raiser et al. 

[29] using WVS data, carried out in 1995. The results 
of their work have shown that there is no correlation 
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between general trust and economic performance in 
transition countries to the extent that it is expressed 
in the mature market economies. The authors argue 
that networking and trust in public institutions are 
in a positive correlation with economic growth and 
confidence in institutions that are of particular 
importance in the transition process, the legal 
system and the police, while the results for political 
institutions are ambiguous. 
These results may be related to the results of the 
Bauernschuster et al. [3] who found that there is a 
link between active membership in associations and 
the preference of an individual to entrepreneurship 
and is in line with expectations, as the respondents 
are people whose activities are based on co-
operation. 
The results of the research, which show that there is 
confidence in the institutions of managers while the 
absence of a link between general trust with their 
positive assessment of cluster activity, are contrary 
to the expectations and results of some recent social 
capital research, Warren [40], Rothstein and Stolle 
[30], Šalaj [34], while according to Uslaner [39], the 
relationship between institutional and social, in this 
work called general trust, applies only to 
established, economically developed, democracies, 
while this cannot be said for economically less 
developed countries, especially for post-communist 
ones [39]. Since clusters in Croatia have in most 
cases been created in cooperation with state-level 
institutions and partly in co-operation with local 
authorities, there are no unexpected results that 
have a statistically significant positive link between 
the trust of managers in institutions with an 
assessment of cluster activity and are in line with 
the views of Hardin [13] and Knack and Keefer [19], 
who are suggesting that where general trust is low 
and there is no indication of improvement, 

institutional reforms that provide better formal 
mechanisms for reliable implementation of 
contracts and access to credit are more important 
than greater confidence. 
The results of the analysis according to which there 
is a positive correlation between active and multiple 
memberships of management in associations and 
economic development, match with the results of 
the research that Putnam et al. [27] and are in 
contrast with the results [35] which have shown that 
more successful micro-enterprises do not consider 
clustering as an important factor in business 
success. The results in this paper, in terms of 
association, are in line with the analyzes performed 
by Beugelsdijk and Van Schaik [4]. 
The results obtained do not match with the results 
[25] of Peiró-Palomino and Forte Deltell which 
suggest that a higher level of trust and the 
importance of respecting social norms can lead to 
more intensive economic growth and are in contrast 
with the results [4]. The obtained results are not in 
line with the assumed positive relationship between 
the overall trust of the managers and the results of 
the joint business co-operation and are not in line 
with the expectations of Paldam [24] that the 
introduction of more variables describing the trust 
(as introduced in this paper) would lead to fact that 
the general trust is significantly positively related to 
economic performance. 
Although the results of the research by Knack and 
Keefer [19] that the trust and the importance of 
respecting norms (civil co-operation norms) are 
associated with greater economic impacts, 
contrasting to the results in this paper, in support to 
the results obtained (for Croatia) their words can be 
cited that the influence of confidence in economic 
growth is greater in the poorer countries, which is 
according to them also justified because confidence 
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is more important in those systems where contracts 
are not implemented and where access to formal 
sources of credit is more limited due to the 
underdeveloped financial market. 
 
Conclusion 
 
Previous research on social capital suggests that 
the way and the conditions of connecting with others 
have implications for better economic performance. 
It also stems from the fact that the community 
which abounds with social capital is characterized 
by the desire to achieve common rather than 
individual goals within the framework of 
postmaterialist value orientation. Because a 
manager's job is marked by the very close co-
operation with others, it is to assume that it results 
in better business outcomes. Starting from this, the 
results of examining the level of managers' social 
capital and establishing a correlation with their 
perception of the level of joint activities within the 
cluster should be positive and significant. The 
results have shown that there is a statistically 
significant correlation between trust in institutions 
and active membership in associations with a better 
estimate of cluster activity managers, although the 
magnitude of these correlations is very low. Passive 
membership is negatively related to cluster 
activities, which is not surprising given the alerts of 
previous researchers on the necessity of 
researching the level of active and multiple 
memberships and the lack of examining the 
relationship between passive membership and 
economic performance. This research has shown 
that there is a statistically significant association 
between the multiple memberships of managers in 
associations with their higher grade of activity 
within the cluster, even though it is weak. The results 

have shown that general trust and perception of 
compliance with the norms of fellow citizens is 
negatively related to a higher grade of cluster 
activity, although results are not statistically 
significant. 
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Abstract:  
 
By content and contribution, this paper focuses on 
trying to find out what elements are needed and 
how to engage in defining and creating a corporate 
vision. For operationalization, five groups of 
elements have been selected: basic corporate 
values, corporate identity and its recognition in the 
environment, competitive ability and acquired 
competitive advantage, great and exciting 
corporate goals, corporate values for all 
stakeholders. It has operated with 25 variables. The 
research sought to achieve two goals: to identify 
which elements are key to creating a corporate 
vision and whether they point to the creation of 
corporate values for all stakeholders? Evaluation 
and valorisation of these variables was done using 
a five-stage Likert scale. The claims were evaluated 
on a quota, representative sample of 100 managers 
in hotel systems in Dalmatia in 2016. A model of 
exploratory factor analysis was applied.  
 
 
 
 
 
 

 

 
Factor rotation was orthogonal with qurtimax. The 
factoring results showed that with 14 extracted 
factors approaching up to 92% of the common 
variance of all 25 included variables. With only six 
extracted factors, 63% of common variance is 
explained, with eight included extracted factors of 
76% of common variance. Their visions of the 
investigated corporation are mostly based on 
experiential and "hard" variables. It was also 
found that the elements that point to the creation 
of corporate values for all corporate stakeholders 
were not primarily relevant to the creation of 
visions in relation to other elements.  
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Introduction 
There has to be four decades back, as scientists and 
practitioners in the management firmly claim that 
corporate vision is an inescapable strategic link in 
human resource management, strategy 
implementation, human motivation, change 
management, etc. What is evident is that the 
corporate vision is not yet sufficiently scientifically 
researched [15]. Although it is argued that the very 
concept of a corporate vision is clear, there is little 
agreement among scientists and practitioners 
about what they think exactly under the vision, and 
even less agreeing how to define it in the best way. 
The corporate vision is closely related and should 
always be viewed together with its mission [5]. The 
vision is somewhat complementary to the mission of 
the corporation. Unlike a mission that speaks of 
what a corporation is, its role and how its 
stakeholders are experiencing, the vision points to 
the place and role that a corporation needs and can 
have in the future. There is even less consensus and 
trust in what elements are needed and how to get 
involved in defining and creating a vision and vision 
statement [16]. At least 30 of the well-known 
scientists and managers gathered to point out the 
need for a systematic approach to exploring the 
corporate vision. Only through a systematic 
approach and empirical research will it be possible 
to offer a satisfactory response. In this direction, 
the content and contribution of this paper is 
conceived. 
 
Former scientific results 
 
Until today and there are no more extensive and 
systematic, scientific, and even less empirical 
findings on the research of a corporate vision. But 
those published are still the basis for further 

reflection. Thus, Kantabura and Avery argue that the 
definition of a corporate vision should take into 
account seven of its characteristics: reality, clarity, 
corporate orientation towards the future, stability, 
challenge, abstraction and ability of inspiration 
[15]. Similar thinking is also found in other 
researchers. In a way, they indirectly point and point 
to the possible direction and content of the research 
elements of vision creation. Kotter, in turn, warns 
the public that there is a misunderstanding that 
corporate vision should always be brilliantly 
innovative [17]. Leading on this, many visions 
remain and show themselves to be bad and fail. 
Innovation is the strategic commitment of the 
corporation, but it is not enough to just create a 
corporate vision through it. Instead, Kotter claims 
that successful visions should be based on the core 
ideas of the corporation and the interests of all its 
stakeholders. 
Draft, unlike Kotter, claims the opposite. To create a 
corporate vision does not always have to attract a 
wide range of stakeholders [6]. A vision that 
improves and benefits all stakeholders and is not a 
vision rather than a compromise between the 
interests of stakeholders. He argues that what is 
more specific, more interesting, innovative is less 
likely to be to attract all those stakeholders. The 
vision should cause creative discomfort among the 
stakeholders rather than lull them into their trance 
illusion. This is also confirmed by Johnson, Scholes 
and Whittington, pointing to a lot of mistakes in 
creating a vision where efforts are directed to 
incorporate the many corporate values and 
especially the expectations of its stakeholders [12]. 
Instead, they are much more important, they argue 
that vision points to how the corporation will create 
value for its stakeholders in the future. Sufi and 
Lyons [23] point to the overriding purpose of the 
corporation as a starting point for creating visions.  
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Contrary to the views expressed, Lynch argues that it 
is necessary and sufficient to include only three 
elements for a successful vision: the identity of the 
corporation, its recognizability in the environment 
and its competitive advantage [18]. Collins and 
Porras think similarly, and suggest that three 
elements should be included in the corporate vision: 
basic corporate values, core goals, and great 
(exciting, challenging) goals [24]. There have been 
little research results that more closely and 
systematically determine the contents of these 
elements, their rank and significance in creating a 
corporate vision. This scarcity in scientific 
knowledge certainly influences the numerous 
wandering, disenchantment and mistakes that 
make up the creation of this remarkably important 
link in corporate strategic management. 
 
Task research 
 
Among the many elements that are mentioned in the 
research results of other authors so far, this 
research seeks to identify key elements that create 
a corporate vision. For this purpose, five groups of 
elements have been selected for operationalization: 
the basic corporate values (1), the identity of the 
corporation and its recognizability in the 
environment that can be identified with the 
corporate mission (2), competitive ability and 
acquired competitive advantage (3), great and 
exciting corporate goals (4), corporate values for all 
stakeholders (5). It is evident that these groups of 
elements are defined by earlier findings of several 
researchers mentioned above. 
 
 
Research goals 
 

The research aims to achieve the following two goals: 
1. Determine which elements within the five observed 
groups are key to creating a corporate vision? 
2. Determining whether the elements that point to 
the creation of corporate values for all the 
corporation's shareholders are of primary 
importance in creating visions in relation to all other 
elements? 
It is expected that these goals can be successfully 
achieved. 
 
Hypotheses 
 
Based on the set research goals, two hypotheses are 
defined. 
1. Only some of the elements from all the observed 
groups are key to creating a corporate vision. 
2. Elements that represent corporate values for all 
corporate stakeholders do not play a primary role in 
creating a corporate vision. 
 
Methodology 
 
Within the selected groups of elements 
participating in the creation of a corporate vision is 
defined by five elements (variables) in each group. 
So, a total of 25 variables. 
The first five variables contain basic corporate 
values such as: continuous improvement of 
corporate customer satisfaction (1), concern for 
continuous growth of employee satisfaction (2), 
innovative corporate culture (3), corporation as an 
intelligent organization where all employees are 
constantly learning (4) team and transformational 
leadership in the corporation (5). In the construction 
of these variables, there are implications for the 
study of the corporate values that Urde came into 
building the interior [27]. Then, Tjoswald, whose 
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corporate values were based on human and 
intellectual capital, he was watching it through 
groups and group interactions at work [25]. Wenstop 
has, however, made a significant contribution to 
structuring corporate value variables [28].  
The second group of corporate visions variables is 
based on the identity of the corporation and 
recognizability of the same in its environment. The 
five variables are: the success of previous 
development (6), transparency, homogeneity and 
compliance of owner's interests (7), systemic 
approach to using the opportunity from the 
environment (8), the cultural value of the community 
incorporated in corporate culture (9), youth 
employment talents (10). In the construction of 
these variables, Abatta and Kleyna's findings were 
used in the research of corporate identity and 
reputation [1], followed by Melewar and Jenkins who 
contributed to the design of corporate identity [19]. 
Competitive ability and acquired competitive 
advantage of the corporation is also one of the 
foundations for the design of its vision. Here are the 
variables included: the competitive position of the 
corporation (11), the growth rate of the corporation 
(12), the market share (13), the barriers to entry of 
marketers in the corporations (14), human capital 
(15). In designing these variables, theories are well-
known from Ranjith's published research, which 
presents the basic model for determining the 
competitive ability of the corporation [21], followed 
by Tsaia, Song and Wong, who have determined the 
parameters of competitive ability of tourism and 
hotel organizations [26]. The results of the research 
have also been valuable in defining the variables 
presented by Gierczak for hotel companies [8]. 
The fourth group is the variable of great and exciting 
corporate goals. The goals included are: long-term 
sustainability, partnerships with corporate 

customers (16), strength and structure of corporate 
change (17), implementation of emotional and 
spiritual intelligence into corporate culture (18), 
employees as corporations (19), proactive role of 
corporation environmental protection (20). There are 
implications of the results of Ionite research in 
small businesses [11], and Jones, Hillier and 
Comfort in the study of major goals in tourism and 
hotel organizations by focusing them through 
sustainable development [13]. 
In the fifth group are the variables that contain five 
corporate values of the stakeholders. These are: 
Corporate Responsibility for Human and Intellectual 
Capital (21), Corporate Social Responsibility (22), 
Corporate Responsibility for the Environment (23), 
Corporate Responsibility for Business Success (24), 
Corporate Responsibility for Ethics in Business (25). 
And here are the results of the research that came to 
Grapi, Romani and Bagozzi with the knowledge of 
customers as corporate values. Moon and 
colleagues have come up with valuable insight into 
the meaning of the family of employees in building 
corporate goals [20]. Smith and Singer have pointed 
out the need for the implementation of spirituality 
as a great corporate goal in achieving their 
sustainability and growth in the future [22]. Similar 
great corporate challenges are proposed by Doostar, 
Mehrdad and Sita who, like Moon and Singer, suggest 
turning the corporation into spiritual capital and 
spiritual intelligence as the dominant corporate 
culture in the future [7]. 
Evaluation and valorisation of these variables was 
done using a five-stage Likert scale. The claims were 
evaluated on a sample of managers in hotel systems 
in Dalmatia. Stages of agreement with the 
allegations were: I disagree (1), mostly disagree (2), 
neither agree nor disagree (3), I agree (4), I 
completely agree (5). The Likert scale has so far been 
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successfully applied in the research of corporate 
vision. Thus, for example, Anal and Karam implied 
the same Liker's five-step scale in investigating the 
factors of mission and vision of corporations [2]. 
Bart, Bontis, and Tagger also contributed to the study 
of the relationship between the different 
constructions of mission and vision in the Likert 
ranking [3]. 
The examination of the elements of the corporate 
vision was carried out during the period from May to 
September 2016 on a quotient, representative sample 
of 100 respondents of managers in the hotel systems 
of the four Dalmatian counties. The survey was 
conducted through direct surveys. When selecting 
units in the sample, the aim was to maximally 
include homogeneous units (hotel size, seasonal 
character, guest structure, volume of business etc.). 
For the realization of the set objectives and the 
hypothesis of the research, the factor-like 

multivariate statistical analysis was used, in which 
20 variables were factors. This analysis is a realistic 
quantitative method, where through the 
intercorrelation of the observed variables, they 
sought to achieve their reduction (Hair et al.). So, 
with fewer variables, trying to point to the key 
elements involved in identifying a corporate vision in 
hotel systems. A model of exploratory factor 
analysis was applied. Factor rotation was orthogonal 
with qurtimax. The choice of the factor analysis 
method is based on the confirmed results of the 
research of a significant number of authors so far as 
they are in Bratian and Balanescu [4]. 
 
Research results 
 
Main research results are presented in the following 
two tables. 

 
 

Variables 
number 

Extraction factors Rotated factors 
V Vp Vk V Vp Vk 

1. 5,031 8,027 8,027 3,724 6,143 6,143 
2. 2,402 3,004 11,031 1,156 3,506 9,649 
3. 0,215 0,751 11,782 0,074 0,361 10,010 
4. 0,037 0,046 11,828 0,022 0,072 10,082 
5. 3,110 7,082 18,910 1,528 5,074 15,156 
6. 6,826 11,734 30,644 4,046 14,144 29,300 
7. 7,012 15,143 45,787 4,603 14,953 44,253 
8. 0,738 0,822 46,409 0,329 2,165 46,418 
9. 0,529 0,571 47,180 0,210 0,743 47,161 
10. 1,601 2,014 49,194 0,853 1,871 49,032 
11. 5,662 9,083 58,277 3,928 10,068 59,100 
12. 4,011 6,554 64,831 2,571 4,462 63,562 
13. 0,024 0,057 64,888 0,016 0,176 63,738 
14. 0,276 1,140 66,028 0,068 1,680 65,418 
15. 2,525 2,411 68,439 1,107 3,511 68,929 
16. 6,014 9,074 77,513 3,744 8,064 76,993 
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Variables 
number 

Extraction factors Rotated factors 
V Vp  V Vp  

17. 2,770 2,872 80,385 1,558 3,015 80,008 
18. 0,048 0,113 80,498 0,045 0,247 80,255 
19. 0,103 0,962 81,460 0,073 0,503 80,758 
20. 1,227 1,850 83,310 0,059 0,514 81,272 
21. 0,055 0,078 83,388 0,014 0,899 82,171 
22. 0,402 1,245 84,633 0,228 3,140 85,311 
23. 3,016 3,538 88,391 1,422 2,751 88,062 
24. 6,883 10,030 98,263 3,891 9,922 97,984 
25. 0,601 1,337 100,000 0,107 2,016 100,000 

Total - 100,000 -  100,000 - 
V - variance; Vp - variance share expressed in percentage; Vk - cumulated variance share 
Table 1. Factorization result of variables 
 
In accordance with the factor analysis, compression of the displayed 25 variables was performed to reduce 
their number to those latent variables that would be able to significantly explain their interrelationship. This 
procedure established that this interconnection is rather small.  
Summarized in Table 2 are only those variables whose variables (variance values) are greater than 1. Such 
variables were 14. 
 

Variables 
number 

Extraction factors Rotated factors 
V Vp Vk V Vp Vk 

7. 7,012 15,143 45,787 4,603 14,953 44,253 
24. 6,883 10,030 98,263 3,891 9,922 97,984 
6. 6,826 11,734 30,644 4,046 14,144 29,300 
16. 6,014 9,074 77,513 3,744 8,064 76,993 
11. 5,662 9,083 58,277 3,928 10,068 59,100 
1. 5,031 8,027 8,027 3,724 6,143 6,143 
I  63,091     

12. 4,011 6,554 64,831 2,571 4,462 63,562 
5. 3,110 7,082 18,910 1,528 5,074 15,156 
II  76,727     
23. 3,016 3,538 88,391 1,422 2,751 88,062 
17. 2,770 2,872 80,385 1,558 3,015 80,008 
15. 2,525 2,411 68,439 1,107 3,511 68,929 
2. 2,402 3,004 11,031 1,156 3,506 9,649 
10. 1,601 2,014 49,194 0,853 1,871 49,032 
20. 1,227 1,850 83,310 0,059 0,514 81,272 
III - 92,435 - - - - 
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V - variance; Vp - variance share expressed in percentage; Vk - cumulated variance share 
Table 2. Compression Result Variable 
 
The factoring results have shown that with 14 
extracted factors approaching up to 92% of the 
common variance of all 25 included variables in 
identifying elements in creating a corporate vision. 
Such a procedure and scale of factor compression 
may be interesting, but it must also have proper 
caution. With only six extracted factors, it is 
explained as much as 63% of common variance, 
with eight included extracted factors (ie 1/3 of total) 
more than 76% of common variance. For a more 
detailed analysis of the identification of elements 
that create a corporate vision, however, the 
structure and significance of extracted factors, al 
and those factors not involved (non-extracted 
factors), should be considered. The extruded 
variables (three) are concentrated in the first group 
of corporate visions, that is, corporate values. These 
are: continuous improvement of customer 
satisfaction, increased employee satisfaction and 
team management and transformation 
management. 
In the second group that included corporate 
identification factors, three factors have also been 
identified: the success of the current development, 
transparency, homogeneity and compliance of 
owners' interests, and employment of young talents. 
And in the third group that contained competing 
capabilities factors, the same three factors were 
included: the competitive position of the 
corporation, the growth rate and the strength of 
human capital.  
The fourth group of factors (big, exciting and 
challenging corporate goals) has highlighted three 
factors: long-term, partnerships with customers, 
strength and structure of corporate change, and 

proactive role of the corporation in environmental 
protection. Two factors contributing to the creation 
of a corporate vision are identified from the 
corporate values of the stakeholders (the fifth 
group): corporate responsibility for environmental 
protection and corporate responsibility for business 
success. 
A significant number of non-factor variables 
included in the corporate vision identification. These 
11 variables are: innovative corporate culture, 
corporation as an intelligent organization, a 
systematic approach to using the opportunity from 
the environment, the cultural value of the 
community in corporate culture, barriers to entering 
others in the corpusation, the market share, the 
implementation of emotional and spiritual 
intelligence in the corporation; corporate 
responsibility for human and intellectual capital, 
corporate responsibility for the community, 
corporate responsibility for ethics in business. 
 
Discussion 
 
The structure of extracted factors on one and the 
excluded factors in the process of identifying them 
for the purpose of creating a corporate vision points 
to a couple of characteristic features. Their visions 
of the investigated corporation are mostly based on 
experiential and "hard" variables. This is quite 
clearly visible and confirmed by the structure of 
extracted factors. 
The research results also point to the insufficient 
openness of these corporations to their environment 
through the exclusion of variables 8 and 9. This can 
really affect their non-recognition or lack of 
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recognizability in the environment or on the world 
tourism market, as Lynch pointed out. A corporate 
vision without the involvement of environmental 
factors, as well as the cultural values of the 
community, points to the accentuated introverted 
orientation of the corporation and certainly as such 
is not reliable, safe and promising. 
Corporate visions are formed and applied almost 
entirely through physical and financial capital, 
while human and intellectual capital has not 
apparently acquired the "status of capital". They 
were not identified as the strategic backbones of the 
future development of research corporations. 
Corporations are not even identified as intelligent 
organizations. Thus, as organizations in which all 
employees should play the role of learning 
constantly and acquiring new knowledge, skills and 
abilities. It is a purely classic, overdue and outdated 
concept that has been rejected in the modern 
business and orientation of corporations that today 
participate more significantly in the world tourism 
market. Scholes and Whittington, as well as Kotter's 
findings in his paper, clearly show that corporate 
visions should be based on the interests of all 
stakeholders, not just the interests of corporate 
owners and their anticipated expectations.  
Successful corporate visions point to creating value 
for all stakeholders. Namely, employees in the 
surveyed tourist systems are not understood by 
corporations. Possible reason is the insufficiently 
developed management concept, and the lack of a 
built human resource management system in these 
corporations. Emotional and spiritual intelligence, 
too, has not been identified as part of the required 
qualitative corporate change. Corporate 
responsibility for human and intellectual capital is 
also not included in the extracted factors that create 
a corporate vision. 

What is also not good is that in the extracted factors 
in corporate culture are not included the cultural 
values of the community in which the corporation 
operates. Nor does it include corporate 
responsibility for the community, nor corporate 
responsibility for ethics in business. The exclusion 
of these factors from the process of creating a 
corporate vision points to the possible conclusion 
that the surveyed hotel systems are over-optimized, 
and thus short-sighted to the narrow profit interests 
and goals of their owners, which is certainly not good 
from the aspect of their long-term development 
 
Conclusion 
 
There are two goals and accordingly two hypotheses 
set out in this research. Both goals and both 
hypotheses are fulfilled. Namely, according to the 
presented methodology of research, identified and 
quantified elements within four observed groups are 
key to the creation of a corporate vision. By the 
process of exploratory factor analysis through 
orthogonal quartimax projection factorization, 14 
factors were extracted that explain 92% of common 
variables of all 25 involved variables in identifying 
elements in the creation of a corporate vision. Only 
11 of the included variables are not included in the 
factorization. It was also found that the elements 
that point to the creation of corporate values for all 
corporate stakeholders were not primarily relevant 
to the creation of visions in relation to other 
elements. Despite some limitations, it is believed 
that the results of this research are presented to the 
attention of the scientific and professional public 
and will contribute to a more realistic and 
systematic understanding of the corporate vision 
and to its creation. 
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Abstract:  
 
Sport is recognized as an area of a great 
importance for society and national economy. It is 
evolving into a profitable entrepreneurial activity 
and marketable activity. There are numerous ways 
of sports financing. In the context of the modern 
economy, there is a need to develop models of 
sports self-financing. As an emerging form of 
financing, crowdfunding changes the way in which 
entrepreneurs collect money for financing their 
business projects in various business activities 
starting from social entrepreneurship and 
software development towards entertainment 
industry. Sport is not an exception to this trend. 
Due to its potential to influence and change 
traditional financial flows and to change  
 
 
 
 
 
 
 
 
 

traditional principles of financial intermediations, 
crowdfunding has drawn attention of scientists 
and practitioners who are trying to explain what 
could be consequences, risks, development 
phases and future trends in this field. In this 
paper, firstly, we draw attention to the need and 
perception of sports self-financing in the sample 
of future entrepreneurs in Croatia based on 
conducted primary research. Secondly, we give 
definition, development and types of crowdfunding 
activities in the context of entrepreneurial self-
financing. Then, based on the case study analysis 
method, we outline several successful examples of 
self-financing sports projects in developed 
markets in order to explain and illustrate 
potentials of crowdfunding as a financing source 
in sports.  
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Introduction 
Modern sport is developing not only as a social 
activity, but also as an entrepreneurial activity. As 
such, it is explored and researched from managerial, 
marketing and macroeconomic perspective. 
However, in the contemporary literature the scarcity 
of papers regarding sport as an entrepreneurial 
activity in Southeastern Europe can be observed. In 
addition, there is a literature gap in the field of sport 
financing, even though that some authors (see [24], 
pp. 468-492) did write about that issue. Therefore, in 
this paper we will try to fill in those gaps. 
Particularly, we will put our focus to a suitability of 
crowdfunding for supporting sports as an 
entrepreneurial activity.  
Each business entity of an economy is trying to 
finance its business activity or business ideas or 
projects from its own current revenues. In addition 
to their own financial resources, many business 
entities for financing development or various 
business ideas and projects use other financial 
institutions i.e. external sources of finance.  
 
External funding sources contain more or less 
complex financial mechanism, commonly referred 
as financial system (see [27], pp. 5-11). The basic and 
main purpose of the financial system is to collect 
and to transfer of all available financial resources 
from those entities, to which these financial 
resources are surplus and to transfer them, under 
certain market conditions, to those to whom such 
financial resources are needed for investment and / 
or consumption. The traditional financial system 
functions through financial markets made up of 
legal entities and physical persons, financial 
instruments, flows and techniques, which in special 
places or in regulated trading markets and/or 
systems allow the exchange of cash surpluses and 

shortfalls (i.e. money, capital or foreign currency) 
and they determine prices under which exchange is 
carried out [27]. Of course, the development of the 
economy, and thus the financial market, depends on 
the efficiency and functioning of the financial 
system i.e. the efficient application of the basic 
tasks of the financial system in practice. 
 
With the development of modern business and 
financing sources, a new way of financing ideas, 
projects, products, innovations and so on is 
emerging. Although some authors [28] identify 
crowdfunding as markets that „only serve those in 
need of financing who have been rejected by 
traditional financial services and desperately seeks 
a lender of last resort“, quite contrary, the 
contemporary way of doing business consider 
crowdfunding as equal source of money as any other 
traditional one. Of course crowdfunding has many 
disadvantages and advantages in compare with 
traditional sources. However, in the last few years, 
crowdfunding is growing very fast. Actually, it is a 
phenomenon all over the world, but North America 
and Europe dominated this industry: they raise 59% 
and 35% of worldwide capital. In 2012 €1.23 billion of 
funding raised, came from North America and €727 
million was raised in Europe. The share of the 
European market in terms of volume of money raised 
is dominated by the United Kingdom (63%), followed 
by Germany, Poland, France, Italy and Spain. 
 
Actually, there are about 500 crowdfunding 
platforms with some differences in the services 
provided. The leader of this secotor is Kickstarter. 
Since April 28, 2009, over $500 million has been 
assured by more than 3 million people, funding more 
than 35.000 creative projects [29].   
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There are two main research questions to be 
answered in this paper: (1) Is sport considered as and 
entrepreneurial activity in Croatia (as and example 
of Southeastern European post-communist makret)? 
(2) Is crowdfunding suitable tool to support sport as 
an entrepreneurial activity?  
 
The first question comes out of some previous 
research (see [24], pp. 441-445) which shows that 
sport is an activity that generates business activity 
and as such is a part of those national economies in 
which sport activity is semi or fully developed. That 
means that sport business generates significant 
micro and macro economic impacts and creates 
“sport industry”. The second question comes out of 
some contemporary trends of funding different 
business activities driven by ideas and new 
solutions, as well in sport economic activities. 
So, the paper is structured in two parts and each of 
them is based on different methodology. Firstly, we 
are going to discuss sport as a business or 
entrepreneurial activity in general and then we are 
going to focus on Croatia. The aim of this part is to 
fill in the gap in literature on sport management and 
to draw attention to the fact that sports, as an 
entrepreneurial activity, has to be self-sustainable. 
After the theoretical insights, we are going to 
emphasize situation in Croatia, based on the primary 
research findings. The primary research was 
conducted by survey method with the aim to explain 
attitudes towards sport as an entrepreneurial 
activity and sport self-funding in a post-communist 
market. Then, in the following part, we will describe 
potentials of crowdfunding as a modern type of 
sports self-financing. In this part of paper, we will 
use the case study method in order to describe 
successful crowdfunding campaigns in sport. 
 

Sport as an Entrepreneurial Activity  
 
Theoretical background - The role of sport in modern 
economy and sport as an entrepreneurial activity 
Sport is not only a public good and/or social activity, 
but has been, in part, evolving into a business 
(profitable) activity. In some developed economies, a 
part of the sport has developed to the level of the 
sports industry and it is logical that it is a 
predominantly marketable activity. However, there 
are numerous ways of sport financing, according to 
Becsky-Nagy [5], there are several finance sources 
in sports: state, self-government, sponsorship, 
personal sponsorship and gambling. In many 
countries sport financing is limited by the state 
budget and strictly regulated, sport organization 
have to improve self-financing activities throughout 
increasing sponsorships, personal sponsorship and 
payments by consumers who attend sport events. By 
analyzing the features of a model of sport financing 
(including commercial and non-commercial sports) 
of some European countries, as well as the relative 
share of individual sources of funding, many EU 
countries are on the market or predominantly 
market way of financing of sport [24]. 
 
As sport has been identified and characterized as an 
area of extreme importance for all contemporary 
societies as a whole, and thus economies, a 
research study had been conducted Andreff [3] in 
the countries of the Council of Europe which has 
identified five (5) possible sources of funding for 
sport. The following sources have been identified: 
budget as a fund source through the state and local 
authorities, entrepreneurship as a source of 
financing, media as a source of funding (through 
television rights transfer), and household spending 
(financing consumption for sport). Andreff [4] 
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aligns the structure of financings sources in EU as 
following: government and local authorities, i.e. 
public finance 36,2%, households and entreprises 
i.e. private self-financing 63,8%. Mentioned 
possible sources of funding for sports are not the 
result of theoretical research alone, but the result of 
the analysis of business operations in the sport, i.e. 
the objective reality and the necessity of seeing 
developmental trends of sport as a business activity 
and as an integral part of an economy. If this is a 
fact, sport is certainly (economic) power that can 
affect development flows. Therefore, the free market 
system implies enterprise for sport, sports 
entrepreneurship and an external financing system, 
i.e. direct and intermediated financing, which are in 
practice combined. 
 
In the study of the Council of Europe, as opposed to 
sports funding sources, five (5) possible financing 
destinations have been identified. The final 
destinations of financial resources are defined as 
(see Andreff [4], p. 14): (1) top sports, (2) sports 
federations, (3) sports clubs and associations, (4) 
sports facilities and sports events i.e. happenings. 
In this classification there is the lack of other 
possible destinations of financial resources in 
sport, such as school sports, sports science, sport 
for disability persons, sports recreation, sport for all 
and other forms, especially those segments and 
destinations of the economic sector of sports and 
business activities that affecting an economy (see 
more details in [24], pp. 119-169). 
 
The influence of sports on the economy of some 
country was also studied by researchers at Henley 
Center who identified seven (7) sectors that sport 
significantly influenced the economy. According 
Jones [18], these are the central state budget, local 

budgets, commercial sports, commercial non-
sports, consumer sectors, voluntary clubs (possibly 
a citizen's association, remark of authors) and 
government bodies i.e. national sports federation 
and overseas sector (which is not case in Croatia, see 
more details in [32]). 
 
Many commercial banks have realized the potential 
of sport, so they adapted their business to the needs 
of sport and sports industry. One example can 
certainly be placing under a mortgage contract with 
the athletes as a security for loan transaction – 
collateral [24]. Other example of a loan in the sport 
industry can be the NFL's secured loan program. Loan 
is secured with “large long-term television 
contracts and the expectation that there would 
continue to be a hard salary cap. The mechanics of 
the secured loan account allow the lenders to access 
the television money prior to any distributions to 
teams or other outflows” [9]. 
 
In addition to the influence of sport on national 
economies as well as the need for external financing 
of business entities, individual athletes may also 
have the need for external financing, i.e. individual 
persons need financial resources to fund 
membership in the sport or recreational clubs, 
purchasing or leasing of sports equipment, 
financing a sport trip, funding for visiting a 
competition such as OG, EC, WC, Roland Garros, 
Wimbledon etc. as a passive participant (spectator) 
or as an active participant, competitor.  
 
Particular care is taken of those needs that affect 
the health of individuals, and thus the community as 
a whole. For this purpose in some countries, so-
called "sports banks" were founded. „We also know 
that one of the main barriers to being involved (in 
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sports activity, remark of authors) is cost. Sports 
Bank has been established to assist people facing 
financial barriers to participate in all aspects of 
community sport and recreation by providing 
interest free loans to cover upfront sporting costs 
such as registrations, uniforms, equipment and 
training. The aim of Sports Bank is to provide an 
ongoing solution to an ongoing problem, a 
sustainable resource that supports and encourages 
lifelong participation in community sport and 
recreation and a happier and healthier society. For 
example refer to example of South West Australian 
sports bank [33].  
 
There are numerous research studies and papers 
discussing the role of sport as a business activity 
both on macro and micro aspect. Beech and 
Chadwick [6] explain development of sport as 
business and entrepreneurial activity. Zimbalist 
[39] discusses how owner perceive their function 
regarding to sports business objectives on team, 
league and national level.  In the Handbook of 
Research on Sport and Business [30] authors explain 
framework and method in sport management 
research and give valuable insights into sport 
business models. Jones [17] states that sport and 
business are related when it comes to performance 
excellence on personal level. Weinberg and 
McDermott [36] draw attention to business and 
management issues in sport industry and their 
results suggest that there are more similarities than 
differences between business and sport 
management according to leadership, group 
cohesion and communication issues. Westerbeek 
[38] overview a value-chain approach to describe 
value creation process in sport industry and he 
claims that sport business can be (a) profit seeking 
or (b) surplus creating entrepreneurial activity. In 

latter case, created surplus is returned or invested 
in future sport activities. According to Westerbeek 
(2010), self-sustainability of sports is, actually, 
based on constant struggle for limited resources. 
Based on observation given by Andreff (2010) who 
claims that private self-financing makes more than 
a half of financing sources in Europe sport, the main 
challenge for sport manager in future will be 
ensuring stable money flow. And in following 
chapters we will draw attention to one of the newest 
financing models – crowdfunding as the additional 
sport funding source.  
 
In Southern Eastern Europe, there is scarcity of 
observations on sports as an entrepreneurial 
activity. Furthermore, in past decades, sport was 
observed only as an activity, which has to be 
financed, by government and local authorities. 
According to Andreff (2010), the structure of sport 
financing in post-communist countries 
significantly changed. But in that study no data is 
given for Croatia. Therefore, we conducted a primary 
research in order to assess existing perception on 
sports as entrepreneurial activity that have to be 
self-financed. 
 
Perception on sport as an entrepreneurial activity 
and need of self-financing in sport - the primary 
research in Croatia  
In order to observe attitudes of future and existing 
sport managers in Croatia regarding sport as an 
entrepreneurial activity, the research was 
conducted on the sample of more than 280 
respondents.  
 
Methodology and Sample Structure 
As mentioned earlier, the research was conducted on 
the sample of future and existing sports managers 
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in 6 institutions and organizations, in 4 Croatian 
cities: Zagreb, Split, Rijeka and Opatija during May 
and June 2016. The structure of the sample is given in 
Table 1. 
 

Institution of 
respondent 

Absolute 
frequency 

Relative 
frequency 

Faculty of Economics 
and Business Zagreb 48 17% 

Aspira - university 
college of sport and 
design, Split  

19 7% 

Faculty of textile 
technology Zagreb 

63 22% 

Faculty of tourism 
and hospitality 
management Rijeka 
and Opatija 

25 9% 

Faculty of 
Engeneering Rijeka 60 21% 

Sports center Rijeka 
(sport fans) 67 24% 

Total 282 100% 
Table 1. Structure of the sample according to 
institution of respondents (Source: own research) 
 
The research included 5 questions on general 
attitudes on sport as an entrepreneurial activity and 
2 questions on possibility of financing of sport 
activity. 
 
Research results and discussion 
Respondents were asked what the term “sport” 
includes from their point of view. As it can be 
observed in Table 2, almost three quarters of 
respondents (73,8%) consider that sport comprises 
all activities: competitive sport, sport recreation, 
sport for disabled persons and kinesiotherapy, 
education and science and economic aspects of 

sports. For 23.4% of respondents sport is merely 
competitive sport (12,1%) or sport recreation 
(11,3%). 
 

What is included in term 
„sport“? 

Absolute 
frequency 

Relative 
frequency 
(N=282) 

all mentioned 208 73,8% 
competitive sport 34 12,1% 
sport recreation 32 11,3% 
none of the mentioned 
activities 3 1,1% 

sport for disabled persons 
and kinesiotherapy 

2 0,7% 

education and science in 
Sport 2 0,7% 

economic aspects of sport 
activity 1 0,4% 

Table 2. Constitutive parts of sport (Source: own 
research) 
 
In the second part of the questionnaire, respondents 
were asked to express their attitude towards 4 claims 
on sport as an entrepreneurial activity. In Figure 1 we 
can observe that majority of respondents thinks that 
sport, besides its other functions, is an 
entrepreneurial activity (85,82% of respondents 
answered “yes” and “partially”). In addition, 
majority of respondents to some extent agrees that 
sport have to be evaluated in terms of economic 
performance and value (78,01%). Moreover, 94,33% 
of respondents believe that sport can contribute to 
national economic trends. 
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Figure 1. General attitudes on sports as an entrepreneurial activity (Source: Own research) 
 
Figure 2 and 3 show relative frequencies from our 
survey regarding the questions on sport financing. 
More than a half of respondents categorically claim 
that sport should not be exclusively financed from 
the state budged (53,19%). At the same time, only 
29% respondents do not agree with the claim that 
sport can self-finance its activity. Meaning that 
majority of respondents believe that sport should to 
some extend rely more on self-financing than only 
on support by the state. 
 

 
 

Figure 2. Sport should be financed exclusively from 
the state budget (N=282), (Source: own research) 
 

 

Figure 3. Sport can be self-financed activity (N=282), 
(Source: own research) 
 
As mentioned before, one of the newest and 
emerging financial sources that can significantly 
contribute to self-financing of sports is 
crowdfunding. In the next chapters’ crowdfunding 
development, types, platforms used, but also 
processes included together with benefits and risks 
to be taken into account when planning a 
crowdfunding campaigns in sports, will be 
scrutinized and described. 
 
Revealing Crowdfunding Potential in 
Sports  

0 50 100 150 200

Sport is the purely social activity.

Sport is an entrepreneurial activity as
well.

Sport should be statistically analyzed in
terms of its economic performance and

economic value.

By its economic significance, sport can
influence on national economic trends.

Naslov grafikona

 No

Partially

Yes

34%

37%

29%

Sport can be self-financed activity.

Yes Partially  No
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Theoretical background of Crowdfunding– 
Definitions, types and platforms 
Crowdfunding is the system to finance a project or a 
firm by a wide group of people instead of 
professional parties like banks or venture 
capitalists Rossi [29]. In contrast to traditional 
financing, crowdfunding don’t require financial 
intermediary, but it relies on intensive use of 
Internet tools and services starting from a 
specialized crowdfunding platform towards social 
networks and social media. Being a new business 
and financial phenomenon, crowdfunding and its 
consequences for company and customers are not 
yet completely understood [25]. 
 
Schwienbacher and Larralde [31] define 
crowdfunding as “an open call, essentially through 
the Internet, for the provision of financial resources 
either in form of donation or in exchange for some 
form of reward and/or voting rights in order to 
support initiatives for specific purposes.” 
 

Crowdfunding can be defined as a collective effort of 
many individuals who network and pool their 
resources online to support efforts initiated by other 
people or organizations [12]. Individual projects and 
businesses are financed with small contributions 
from a large number of individuals, allowing 
innovators, entrepreneurs and business owners to 
utilise their social networks to raise capital. 
 
Crowdfunding typically involves three participating 
stakeholders [8]: (1) the project initiators who seek 
funding for their projects, (2) the bakers who are 
willing to back a specific project, and (3) the 
matchmaking crowdfunding platforms acting as 
intermediaries. 
 
There are various types of crowdfunding, based on 
different classification criteria such as: rewards 
offered by crowdfunding campaign initiator, donors’ 
motivation and project development phases. In Table 
3 there is a summary of crowdfunding types 
according to various authors. 

 
Criteria for 
classification 

Rewards offered  Donors’ motivation  Project development 
phase 

Types • Reward-based or pre-
payment  

• Lending-based 
• Simple donations 
•  Equity-based or 

Investment-based 
 

• Hedonism 
• Altruism 
• For Profit  
 

• Classic 
crowdfunding 

• Partial 
crowdfunding 

• Presale 
crowdfunding 

• Distribution 
crowdfunding 

Authors De Buysere et al.  [12]; 
Crowdsourcing 
organisation [11]; 
Wardrop and  Ziegler 
[35] 

Haas et al. [14] 
 

Rossi [29] 
 

Table 3. Types of Crowdfunding according to different authors (Source: Own compilation according to the 
literature review)
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In a reward-based crowdfunding funders receive a 
certain reward for backing an entrepreneurial 
project. For instance, reward can include being 
credited in a movie or book, having creative input 
into a product under development, or being given an 
opportunity to meet the creators of a project [11], 
[35], [12].  
 
The lending model of crowdfunding, is one in which 
funds are offered as a loan, with the expectation of 
some rate of return on capital invested. In the case 
of micro financed loans, the lender may be more 
interested in the social good promoted by the 
venture than any return generated by the loan [12], 
[35].  
 
The donations model of crowdfunding is based on 
philanthropic values. Funders support project 
without any expectations for direct return for their 
donations [35], [11]. Actually, they voluntary support 
projects that serve to a common good or projects 
with high correlation with their set of moral values. 
Humanitarian projects and charity activities usually 
follow this model of crowdfunding. There are a bunch 
of artistic and sport activities which apply this 
model as well. This kind of Crowdfunding is driven by 
altruistic values, so many sports clubs, athletes and 
sport associations take advantage of this fact. 
Seeking for money through “donations model of 
crowdfunding” for them is maybe the easiest way to 
collect necessary funds. 
 
As it already mentioned in this paper, Crowdfunding 
can be seen as an open call made through the 
Internet to provide financial resources to support 
the ventures [7]. Whatever its form, crowdfunding 
mostly takes place on crowdfunding platforms 
(CFPs). 

 
Crowdfunding platforms are seen as „two-sided 
platforms“ because they enable the interaction 
between two „sides“ (fundraisers and funders) 
whose demands need to be coordinated [7]. The 
platform creates value by facilitating interactions 
between the different groups [26]. These 
interactions exhaustively exploit the advantage of 
network effects because projects are promoted via 
extensive use of social media and social networks. 
 
Crowdfunding platforms are distinctly structured to 
minimize the three „distance-related frictions“, 
namely: (1) they provide a predefined proforma call 
for initiators to present their proposals for public 
viewing, especially for those who have access to 
Internet; (2) they allow ventures transactions that 
enable wider engagement with minimal risks; and (3) 
they provide exhaustive information about 
investment in a lucid manner. They also provide 
investor information like amount raised till date and 
the online identity of current investors [1]. 
 
Musicians, artists, entrepreneurs and athletes have 
a great need for financial resources if they would like 
to participate in some events or if they would like to 
set up some business. Very often there is a lack of 
resources and that is situation where crowdfunding 
comes in.  
 
The statistics show the development in the worldwide 
crowdfunding volume of crowdfunding platforms 
from 2009 to 2012. In 2012, the global funding volume 
of crowdfunding platforms is expected to amount to 
just over 2,8 billion U.S. dollars, a massive increase 
from the 2009 figure which amounted to 530 million 
U.S. dollars. Total crowdfunding volume worldwide is 
rapidly growing from 2012 to 2015. For example, In 
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2014, 16,2 billion U.S. dollars was raised through 
crowdfunding [34].  
 
Regarding their impact in sports, crowdfunding 
platforms can be divided into two categories: (1) 
general platforms which allow sport project to be 
initiated and promoted as each other 
entrepreneurial activity, (2) specialized sport crowd 
funding platforms which are devoted only to sport 
activities and sport entrepreneurship.  
 
The most popular general crowdfunding platforms, 
according to Investopedia (2017) are: (1) Kickstarter, 
(2) Indiegogo and (3) CircleUp 
 
Kickstarter is the well-known name in crowdfunding 
and arguably the most active platform, raising over 
$2 billion since its launch in 2009. On a typical day, 
the Kickstarter community pledges over $1,5 million. 
Kickstarter backs creative projects only (film, 
games, music and technology, for example) – the 
platform does not accept charity or humanitarian 
projects or other personal use projects that other 
platforms allow. It's also an all-or-nothing deal – if 
a project doesn't reach its goal, no money will be 
collected, so there's a bit of a risk involved. 
Kickstarter also keeps 5% of every successful 
project [16], [19].  
 
Indiegogo was the firstly founded major 
crowdfunding platform, and it has raised over $1 
billion since its inception in 2007. In 2015, the last 
year for which comprehensive statistics are 
available, the platform funded over 175.000 
campaigns with contributions from 2.5 million 
people across 226 countries. Indiegogo has no 
prohibitions against cause-related and 
humanitarian projects, and it also offers a "flexible 

funding" option that allows campaign initiators to 
collect all donations even if they do not reach the 
given goal. However, it keeps 9% for this option, 
compared with 4% for successful, fully-funded 
campaigns. There's also an equity based investment 
option offered in partnership with the company 
MicroVentures [15], [16].  
 
CircleUp is an equity-based crowdfunding platform 
designed to help emerging brands to raise capital 
and to grow their business. Since its launch in 2011, 
CircleUp has helped 211 entrepreneurs raise $305 
million. The average raise is less than $1 million, and 
the average investment is $100.000. Most campaigns 
take between two and three months to close  
 
CircleUp has a good reputation for elaborate due 
diligence on the companies it accepts, and most of 
the investors have deep experience in retail and 
consumer brands and are willing provide strategic 
guidance and support during the process. In order to 
apply, most companies must show revenue of at 
least $1 million, although CircleUp has made 
exceptions for promising companies with revenue in 
the $500.000 range. The company offers no-cost 
escrow services, and it takes a percentage of the 
raise in commission [10], [16].  
 
Discussion on sport self-financing on crowdfunding 
platforms based on successful case studies 
In this part of paper we summarize several 
successful crowdfunding campaigns worldvide in 
order to make some conclusions on suitability of 
this type of sports’ selfinancing.   
 
Individual athletes or even entire teams are turning 
to crowdfunding to raise the necessary funds for 
cowering expenses of trainings, traveling, and 
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competing on a global and local stage. Financing 
sport activities through crowdfunding become 
famous especially during the Sochi 2014 Olympics. 
„The Sochi 2014 Olympics put sports crowdfunding on 
the map. It was the first time in history that a 
significant number of athletes and even entire 
teams turned to crowdfunding to help fund their 
dreams. In return for backing sports endeavors, 
backers have the potential to receive a variety of 
rewards and the feeling that they've helped athletes 
along the path to success.“… „In return for a 
donation to an individual athlete or team, boosters 
(donors) typically receive some type of reward: from 
a mention on Twitter to a full-fledged sponsorship.“ 
[22]. Campaigns for Sochi Olimpic game was carried 
through Crowdfunder platform [16].  
 
Another successful crowdfunding campaign which 
brought attention of the wide public to crowdfunding 
as a source of sports financing was the project “Kit 
it Out” which is in literature widely used to illustrate 
what donations crowdfunding is. The project was 
aimed at collecting financial resources for building 
a necessary sports and social infrastructure, to 
provide community social activities not only for FC 
United funs but for the whole community. New 
facility and function room at FC United of 
Manchester's new football ground becomes not just 
a place where FC United play games but also a place 
where, on open ground, wider community can seek to 
increase participation in sports, for education 
courses, for meetings or to organize volunteering 
and other activities. The project was overfunded - on 
May 2014 project was successfully raised £51.320 of 
£26.000 target with 679 supporters in 56 days. [20].  
 
On Kickstarter there is an ongoing sport campaign 
“Popperball - Portable Paddle Sport Kit“ which seeks 

for funds to commercialize new and original paddle 
sport kit designed to be an affordable and 
convenient way to have fun and exercise. Goal of the 
campaign is to reach $20.000. This is a combination 
of donation-based crowdfunding and reward-based 
crowdfunding. Backers who will pledge from $1 to $50 
will be mentioned in webpage of a project as one of 
the sport's founders. Backers who will pledge more 
than $50 can pre-order a product and they will get 
discounts on their own Popperball and also will be 
mentioned at the webpage of a project. Discount that 
backers will get depends on amoumnt of money they 
will pledge, it starts with 50% of discount of retail 
price [19]. 
 
Another example is CUBII campaign aimed to collect 
funds for new product launch. The product was a 
cycling equipment which can be placed under 
working desk allowing people to train while working. 
The goal of campaign was to reach $80.000. The 
campaign was very successful and they pledged 
$293.712. This campaign was a combination of 
donation-based crowdfunding and reward-based 
crowdfunding. For example, the promised rewards 
were as follows: (1) backers who pledge from $0 to 
$29 will be mentioned in webpage of a project as one 
of the sport's founders, (2) backers who will pledge 
$29 or more will get a T-shirt. And (3) backers who will 
pledge $279 or more will get their own CUBII and a 
mobile application to track their exercise [19].   
 
On Indiegogo there are a numerous successful 
sports campaigns. Mostly those campaigns refer to 
supporting a production of new sports equipment, 
developing some applications connected with sport, 
building some sport or recreational centers etc. One 
of the successful sport campaign on Indiegogo is 
“Antelope Sportswear: Muscle Activating 
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Smartsuit” which pledged for funds to startup a 
project of developing new, innovative type of athlete 
sportswear  which helps to reach fitness goals faster 
making each workout more effective by using electro 
stimulators that are directly built-in the sport suit. 
Total funds raised were $1.515.864. [15]. The 
particular project was extensively described in all 
business relevant details and all project initiators 
are also mentioned with their brief curriculum vitae. 
Additionally, a project workflow was displayed and 
exactly every phase of the project from product 
development to product delivery to customers in 
case of a successful campaign was outlined. Also, a 
detailed product description and benefits for each 
product user were given. This campaign identified 
what backers get in return if they pledge this project. 
In this campaign, backers can pre-order a product 
and also they can get a discount which depends on 
amount of money a certain backer will pledge. This is 
common for many campaigns on this Indiegogo 
platform. In addition, a link to the project webpage 
is given, so bakers and other interested parties can 
follow this project after campaign is finished [15].  
 
In addition, good example of crowdfunding 
campaign via Indiegogo is “ASIYA: Sports Hijabs to 
Enable Muslim Athletes”. This campaign was aimed 
to raise funds to for creating culturally-appropriate 
active sportswear to enable physical activity for 
Muslim girls and women by developing sports hijabs 
as a part of a sportswear. Through this campaign 
supporters can either pre-order a sports hijab or 
contribute to sponsoring an athlete. Total funds 
raised were $39.105 [15]. 
 
On CircleUp there are also some successful sport 
campaigns. For instance, “APEX SKI BOOTS SYSTEM” 
independently-owned company is dedicated to 

providing premium quality and innovative products 
to skiers everywhere. They have initiated an equity 
offering through the crowdfunding site CircleUp to 
raise funds for global expansion into the 
international markets, with a particular focus on the 
European ski market. One month before campaign 
closing they collected more than $200.000 [13]; [37]. 
 
It is important to point out that some crowdfunding 
platforms are geared to athletes and teams with an 
existing fan base and strong support. Others are 
intended to help individual athletes to train and 
travel [23]. The most popular and most successful 
crowdfunding sites specialized for supporting 
athletes are:  

1. Rallyme 
2. DreamFuel 
3. Pursuit 
4. SportFunder 
5. MakeaChamp 
6. Athlete.com 

 
An successful example of funding through 
specialized crowdfunding platform is “Lacrosse 
Team USA” who sought funds through Rallyme 
crowdfunding platform to support training, travel 
and team responsibilities to compete in the 
Federation of International Lacrosse Women's World 
Cup and the International Olympic Committee 
regulated 2017 World Games, where lacrosse will be 
represented for the first time. Collected funds were 
collected for 'US Lacrosse', a U.S. nonprofit 
foundation. The goal of campaign was to raise 
$90.000. At the end they have raised $70.012 and it can 
be considered as successful campaign because 
expenses that Lacrosse Team USA have are mainly 
covered [21].  
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Based on given cases of successful sport 
crowdfunding campaigns we can conclude that 
donation and reward based are dominant form of 
financing individual sportsmen, teams or sport 
projects and products. There other types of 
crowdfunding campaigns. As level of funds collected 
throughout crowdfunding campaigns in Europe and 
US is significantly rising, there is necessity to 
include this type of financing into reports in global, 
regional and national statistics, but also in 
business reports generated by sports managers. 
Moreover, as there is observed scarcity of lending 
and equity crowdfunding financing, there is huge 
potential for sport managers to broaden their self-
financing by using those more complex forms of 
crowdfunding. Another thing to be emphasized, is 
that crowdfunding is not recognized enough as a 
model of self-financing in Southern Eastern Europe. 
Therefore, presented successful cases are source of 
valuable information for sport managers in Croatia 
and other countries in the region to whom we 
recommend to take this means of finance into 
consideration when plan future development of their 
entrepreneurial sport projects. 
 
Conclusion 
 
According to the presented primary research results 
we can conclude that in Croatia sport is recognized 
as an entrepreneurial activity and that there is a 
developed awareness of the need for sports self-
financing.  
 
Crowdfunding as a newer form of entrepreneurial 
financing is developing rapidly in last ten years. It 
changes the way of communication and interaction 
with wide public and can be used to finance sport 
projects as well.  On the basis of described examples 

of successful crowdfunding campaigns from US and 
European developed markets, we can conclude that 
crowdfunding has a great potential to become the 
significant source of sports self-financing.  
 
Regarding sports projects, upon given examples, we 
can conclude that all three models of crowdfunding 
are present: (1) reward based, (2) donation based and 
(3) landing or equity based crowdfunding. Moreover, 
both general and specialized crowdfunding 
platforms are successfully used to seek for funds for 
sport projects. However, reward and donation based 
are more represented in sport financing than 
lending or equity based crowdfunding. 
 
Based on analyzed and presented cases, 
crowdfunding can be considered as an important 
financing source in developed countries. Individual 
athletes can use it as a self-financing source and 
teams can use it when searching for support for 
their operation, but also it can be used by sport 
organizations and sport entrepreneurs when they 
are starting some sport project, develop a new 
product or introducing some innovative sport 
concept. As it can bring significant funding 
amounts, crowdfunding already deserves to be 
incorporated into business reports and statements. 
Moreover, in developed economies is necessary to 
include it in sport financing statistical reports on 
national, regional and global bases.  
 
Contribution of this paper is twofold. Firstly, it fills 
the gap of understanding sport as an 
entrepreneurial activity in Southeastern Europe by 
outlining the results of the primary research in 
Croatia as an example from this region. However, 
further research should be done in other countries 
of the region. This would enable scientifically based 
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comparison between several countries according 
the attitudes toward sport as an entrepreneurial 
activity. Furthermore, comparison of findings 
should be done between countries within this region 
and more developed economies.  
 
Secondly, the paper can be used by sport managers 
when considering sustainable finance sources 
because it outlines successful cases in global 
crowdfunding. However, in future, similar research 
by analyzing crowdfunding campaigns on Croatian 
and other Southeastern European markets should be 
done to observe ongoing practice in this part of the 
world.  
 
In addition, research should be broadened by 
conducting interviews and in-field research because 
it is necessary to examine what are benefits, 
obstacle and risks of this particular type of sports 
self-financing. Those interviews should be carried 
within a sample of entrepreneurs who initiated 
crowdfunding campaigns, but also, with wider 
number of crowdfunding campaign backers (project 
supporters).  
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In a globalised setting, the only way to 
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indigenous elements and cultural heritage. This 
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determinants of event tourism in developing and 
branding destinations, with practical 
implementation in the example of the Krk Fair 
“Lovrečeva”. Based on the current-state analysis 
of the competitiveness of the Krk Fair and tourism 
in the Town of Krk, the paper defines development 
objectives and strategies to enable the event to 
evolve into the brand, symbol, synonym and 
identity of the destination based on a culture of 
learning and integration (synergy of local 
government and self-government, Tourist Boards, 
all stakeholders, and residents as drivers of 
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involvement of tourists). 
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Introduction 
Tourism of the twenty-first century is evolving into 
an industry of entertainment, events, experiences 
and activity holidays. Parallel with that, indigenous 
services/facilities, culture and tradition are making 
differentiation possible with regard to the global, 
uniform tourism offering. Indeed, events based on 
traditional values are becoming key motivations for 
tourist arrivals. They also help to improve the quality 
of life of local residents. It is crucial that event 
development is strategically managed based on 
proactively creating the future and synergistically 
involving all stakeholders and residents in order to 
enrich the offering and ensure sustainable 
development focused on nature, culture and the 
population.  
The Krk Fair “Lovrečeva” in the Town of Krk is the 
destination’s most competitive event, capable of 
becoming the town’s identity and brand (situation 
and scenario analysis of the event), based on a 
culture that would foster the innovation and 
development of the offering and promotional 
activities to address the challenges of the dynamic 
tourism market.  
Key issues of the research focus on how to valorise 
history and tradition in designing a competitive 
event geared to the preferences of modern tourists 
and based on indigenous elements to differentiate it 
from a globalised offering, how to enrich and 
improve the event offering on an annual basis to 
multiply attractions (and avoid the risk of repetitive 
events) and create new emotional value for tourists 
and residents alike, and how to transform an event 
into a trademark to help reposition a tourist 
destination.   
 

Theoretical determinants of event 
tourism (Literature Review) 
 
Events are growing into a key pull factor of a 
destination [1], [4]. Cultural events (event typology) 
provide the opportunity to present the local culture, 
tradition, indigenous values and value systems for 
the purpose of diversification in the market. In 
developing a tourist destination, cultural resources 
can be transformed into the leading product of the 
destination. A destination’s cultural heritage is 
what makes it different from other destinations 
[28]. Increasingly, modern tourists want to learn 
more about the tradition, value system and culture 
of local residents who increasingly identify with 
their tradition (a sense of belonging, local pride). In 
destinations, events represent a means for 
reinforcing the cohesion of a community and the 
communication among residents and are also seen 
as promotors of a destination in the tourism market 
[9], [21]. Events should not try to change or negate 
history and traditions in an effort to enhance market 
appeal. Although it is essential to make annual 
improvements and innovations to the offerings of 
repeat events, a line must be drawn to protect 
authenticity, indigenousness and local culture 
(sustainable development of tourism events). The 
sustainable use of culture and all its forms, as a 
resource in a local community, prohibits its over-
commercialisation; in turn, this implies the need of 
providing systematic education to the local 
community and raising awareness of the value of the 
tangible and intangible aspects of local culture [18]. 
Event tourism must be market-focused, its key 
economic goal should be to multiply profits 
(multiplier effect on the destination and 
stakeholders) and it cannot be based solely on 
financing through local government and self-
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government. Cultural events can improve the quality 
of life in a city, provide more creative activities, 
increase the number of visitors, prolong the length 
of tourists’ stays, create new partnerships and 
educational opportunities, lead to economic and 
social benefits, improve the image of the city as a 
tourist destination and help to achieve civic 
objectives [15], [16].  
Urban tourism is becoming more and more based on 
the event offering. Cities have followed suit in recent 
years, using events for self-promotion, and as a 
result, events and festivals are increasingly 
recognized as valid tools for city branding and 
marketing [21]. Cities need to evolve into eventful 
cities and take a strategic, holistic view of their 
event portfolio in order to move from being cities full 
of events to developing eventfulness [21], [24]. Event 
portfolio is the strategic patterning of disparate but 
interrelated events taking place during the course of 
a year in a host community that as a whole is 
intended to achieve multiple outcomes through the 
implementation of joint event strategies [29]. 
Events should be developed based on strategic 
thinking using the portfolio, situation analysis 
(quantitative and qualitative analysis of the current 
state), scenario analysis (proposal of objectives and 
ways to innovate operational strategies), monitoring 
and control. Events that are planned to deliver 
specific outcomes and achieve clear goals set by a 
host city require a strategic managerial approach, 
where all the interested stakeholders align their 
goals and behaviour to a common strategy [7]. 
Market competition, a dynamic environment, the 
growth of competitors, and tourist requirements are 
putting in place a new paradigm of event 
competitiveness that has to be grounded in market 
research-based creativity and innovativeness, and 
stakeholder synergy (collaboration policy) to ensure 

proactive and predictive action in generating new 
services/facilities. The offering has to be enriched, 
diversified, and developed; it needs to incorporate a 
package of events that reflects the primary theme, 
vision and content of events based on a culture of 
learning and knowledge, a culture focused on 
employees and volunteers as well as on visitors. 
Parallel to this, promotional activities should be 
undertaken to brand the event (the event’s brand as 
the destination’s brand) to attract tourists and 
create tourist loyalty and to ensure the self-
actualisation of residents in ever-growing 
competition. The challenges of rethinking event 
development to reposition a destination are explored 
on the example of the Krk Fair “Lovrečeva” in the 
Town of Krk.  
 
Methodology 
  
With a view to innovating the development concept of 
the Krk Fair “Lovrečeva” and its influence on 
repositioning and branding the Town of Krk, in the 
applied part of this paper tourist destination 
managers and stakeholders in the Krk Fair (20 
leading managers and small entrepreneurs in 
tourism, Krk Fair stakeholders, and representatives 
of local government and self-government and the 
Town of Krk Tourist Board) were interviewed in-depth 
and surveyed in February 2018. The questionnaire 
consisted of 16 questions (seven open-ended and 
nine closed). The latter served for rating elements of 
the offering and for ranking attributes, and the 
former, for the situation and scenario analyses of 
the Krk Fair. The aim of the survey and interviews was 
to analyse the tourism competitiveness of the Town 
of Krk and the Krk Fair “Lovrečeva”, define 
objectives, and identify ways to innovate operational 
strategies to improve events and rejuvenate and 
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reposition the Town of Krk. The results of the survey 
and interviews were compared with the results of a 
study conducted in 2017 (analysis of the tourism 
competitiveness of the Town of Krk, development 
concept of cultural and creative tourism in the Town 
of Krk, the development of audio management and 
its role in repositioning tourism in the Town of Krk). 
The attitudes of managers and stakeholders are 
starting points in analysing the current situation 
and presenting proposals for concrete activities and 
ways of managing development and bringing 
together stakeholders to facilitate the creation of 
emotional values and ensure the excellence of 
events and tourism of the Town of Krk. 

 
Situation analysis of tourism of the Town 
of Krk 
 
The situation analysis of tourism of the Town of Krk 
is based on quantitative and qualitative indicators of 
the current state of the town’s tourism industry. 
Quantitative indicators point to growth in supply (in 
2017, the town had 13,250 beds in its accommodation 
facilities) as well as growth in demand (number of 
tourists and overnights).

 
  2013 2014 2015 2016 2017 

Number of overnights  811,576  956,818  1,055,540 1,406,426 1,622,802 
Number of arrivals  138,207  162,507  180,203  206,878 227,499 

Table 1: Trends in tourist arrivals and overnights in the Town of Krk 
 
Qualitative analysis includes descriptions and 
rating of elements of the offering, SWOT analysis, 
benchmarking and the Qualitest. The following 
elements are characteristic of Krk: 
- Natural preconditions – beaches (12 
beaches with amenities/facilities and 32, without), 
the seabed, Košljun Islet, century-old olive groves  
- Cultural resources – town walls, old town 
core, sacred monuments (the Cathedral of Krk, 
Franciscan monastery), archaeological findings 
(Roman mosaics and inscriptions, Roman baths, the 
Temple of Venus), the Frankopan Castle, the Museum 
of St. Quirinus, the “Leut” Archaeological Collection 
- Sports facilities  – 300 km of sign-posted 
and well-maintained hiking and biking trails, three 
themed walkways, six tennis courts, a football field 
and stadium, sports hall, beach volleyball, water 
skiing and wakeboarding, diving 

- Entertainment – cocktail bars, cafés 
- Events – the Krk Fair “Lovrečeva”, Krk’s 
Sails, the Krk Bike Story , the Krk Food Festival, 
Greetings to Summer, Story of the Galley, First of May 
Incubator Festival, Fig Festival, Drobnica Festival, 
folk festivities, A Gift for St. Quirinus, performances 
by harmony-singing groups, folklore groups, and 
cultural and performing societies. 
The Town of Krk has been improving its offering 
across all levels (accommodation, catering, special-
interest tourism, events). Although the quality of the 
town’s offering sets it apart from competitor 
destinations, efforts in developing the offering have 
not succeeded in prolonging the season to any 
significant extent, which is seen as a primary 
disadvantage. The results of development up-to-
date can be illustrated by comparing the findings of 
two surveys that explored how managers perceive 



 

International Journal - VALLIS AUREA • Volume 4 • Number 1 • Croatia, June 2018    
UDK 338.48(210.7Krk); DOI 10.2507/IJVA.4.1.6.48 

79 

the competitiveness of tourism of the Town of Krk. 
According to the study conducted in February 2017 (in 
which 46 tourism managers and providers of the 
creative offering were surveyed), the average score 
of the overall tourism offering of Krk Island was 3.875 
(on a scale of 1 to 5). The main motivation for 
travelling to the destination was sun-and-sea, that 
is, summer leisure tourism. New forms of the 
offering – outdoors offering, cultural offering, 
creative offering and event offering – are becoming 
increasingly important [25].  
Results of the February 2018 survey (on a sample of 20 
managers) show that the average score of the 
tourism offering of the Town of Krk is 4.125 (on a scale 
of 1 to 5), while the average score of tourist events is 
considerably lower, 3.20. The most competitive forms 
of the offering are: cultural tourism (heritage 
tourism), tourism based on summer vacations (sea, 
sun, sand), event tourism, sport tourism, creative 
tourism and eco-tourism.  
Development problems include the lack of a 
comprehensive vision of development and the 
inefficiency of the institutional framework which is 
incapable of instigating collaboration between 
stakeholders in the Town of Krk and Krk Island (the 
two destinations compete with each other instead of 
seeking to create an integrated product at the island 
level through cooperation). Some stakeholders are 
large, financially or otherwise, powerful enterprises 
(for example, Valamar) that tend to follow their own 
vision of development and whose interests cannot be 
easily aligned with those of the local community or 
other stakeholders (small stakeholders, in 
particular). 
Notwithstanding the identified problems, the Town 
of Krk Tourist Board won the 2016 Tourism Prism 
Award for achieving new quality in tourism, for its 
innovative and original way of presenting heritage 

and for designing creative tourism products by 
combining tradition and modernity (for example, the 
Krk Fair “Lovrečeva” and The Whisper of Seashells). 
A precondition to development is the definition of a 
target segment in which a distinctive product should 
be developed to rejuvenate the destination and 
reposition it on the tourism market.  
   
Competitiveness analysis of the Krk Fair 
“Lovrečeva”  
 
The Krk Fair “Lovrečeva” is the most competitive and 
best recognised event in the Town of Krk and on Krk 
Island. The 494th fair of tradition, culture, 
gastronomy, entertainment and Frankopan heritage 
will be held on 8–10 August 2018. The event is named 
after St. Lawrence (Sv. Lovro), one of the island’s two 
patron saints. The event valorises the traditions of 
merchants of Antiquity, the Middle-ages and the 
Renaissance as well as the traditions of the 
Frankopans, and it delves into history to create a 
unique experience for present and future tourists 
(performances by Krk knights, archers, merchants, 
minstrels and jesters). It presents cultural heritage 
(the castle - kaštel, cathedral) and gives locations 
such as Kramplin Square, the main square Vela 
Placa, the water front (Gradska Riva) and jetty (Veli 
Mul) new meaning and new appearances. The event 
promotes the identity of Krk as a competitive cultural 
destination and demonstrates all of the island’s 
special features (one example is its folklore culture, 
fostered by 22 amateur folklore societies that are 
active in preserving traditional two-part singing and 
instrument playing, known as “na tanko i debelo”, 
which is on the UNESCO list of protected intangible 
world heritage) . Workshops (wool felting, for 
example) are organised as well as a medieval parade, 
a medieval costumed musical programme, a dried-
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ham hand-slicing contest, and concerts (for 
example, concerts during the 2017 Krk Fair included 
performances by Damir Kedžo, Cubismo and Parni 
Valjak). There are more than a hundred participants 
in the event, with products being sold at some 50 
stands. Lasting three days, the Krk Fair attracts 
about 10,000 visitors per day (Town of Krk Tourist 
Board). 
The managers surveyed gave the Krk Fair offering a 
score of 3.89 (higher than the score of the overall 
event offering). The importance of the fair in 
enhancing the distinctiveness and branding of the 
Town of Krk received an average score of 4.56 
(considerably higher than the score of the Krk Fair 
offering). The elements of the Krk Fair offering were 
ranked by attractiveness (1 – most attractive 
element, 8 – least attractive element) as follows: 
heritage fair, concerts, medieval-themed events, 
dried-ham hand-slicing contest, folklore, 
workshops, tournaments and fencing. The identified 
problems in developing the Krk Fair were ranked as 
follows: poor involvement and interest on the part of 
stakeholders, conflicts of interest between 

stakeholders and communication issues, low level 
of stakeholder creativity and innovativeness, limited 
financial resources, failure to recognise new trends 
in event tourism,  a lack of systematic support to 
development, and inefficient management and 
leadership. The quality of managing the fair was 
given a score of 4. The average scores for the 
involvement and efficiency of the destination’s 
stakeholders in developing the Krk Fair offering are 
as follows: Town of Krk Tourist Board, 4.4; supply 
providers, 3.6; local government and self-
government, 3.5; small entrepreneurs in hospitality 
and tourism, 3.2; associations, 3.2; residents, 2.7; 
and the Krk Island Tourist Board, 2.1. The Town of Krk 
Tourist Board scored considerably higher than any 
other stakeholder. The largest problem identified is 
the insufficient involvement of residents who should 
act as promoters of local culture and tradition and 
evolve into drivers of small entrepreneurship in 
tourism. The total score for cooperation among Krk 
Fair stakeholders was 3.3.  
SWOT analysis can be used to present the current 
state.

 
Strengths 
Cultural, monumental and historical heritage  
Medieval traditions 
Well-developed and differentiated offering  
Brand 
Location 
Intangible musical heritage under UNESCO 
protection  
Gastronomy 
Long tradition in tourism 
Employees 
Volunteers and enthusiasts   
The bond between heritage, tradition and tourism 
Indigenous services/facilities 
Natural preconditions 

Weaknesses 
Poor cooperation and lack of interest among 
stakeholders  
Poor focus on target segment  
Lack of an integrated product  
Failure to connect with other elements of the 
offering  
Insufficient financial resources 
Inadequate involvement on part of residents  
Focus on seasonal tourism  
Poor connections with other micro destinations on 
Krk Island  
Poor strategic event management Overcrowding 
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Opportunities  
Growing awareness of historical heritage and 
traditions  
Desire of tourists to learn about cultural and 
historical heritage  
Diversification of motivations for tourist arrivals  
Recognition of cultural, creative and event tourism  
Entry of groups  (Valamar) 
Connecting with other events 

Threats 
Activities of competitors  
Failure to recognise new tourist preferences  
Adverse macroeconomic effects  
Dependence on weather conditions 
Institutional and administrative conditions  
Legislative regulations that fail to foster small and 
mid-size entrepreneurship  
 

Table 2. SWOT analysis of the Krk Fair “Lovrečeva” 
 
To marshal strengths and overcome weaknesses, 
changes will need to be recognised as opportunities, 
in future development. Preconditions to this are 
strategic event management and the integration of 
all stakeholders.  
 
Scenario of development of the Krk Fair 
“Lovrečeva” 
  
The scenario of development is based on setting 
objectives and devising operational strategies, and 
it establishes the importance of strategic change 
management in creating competitive advantage 
through innovation. The development of the event 
and offering must follow the vision of tourism 
development of the Town of Krk that sees the town as 
a tranquil and laid-back destination of family 
activity holidays in the Kvarner region. The town 
proudly presents its natural and historical heritage 
to tourists as a unique blend of natural beauty and 
century-long tradition in sustainable development, 
enabling the guests to identify with the local 
environment and absorb its harmony [26]. The 
quantitative objective of the supply-side of the Krk 
Fair is to increase the number of stakeholders, 
supply providers and facilities/services. The 
quantitative objective of demand is to improve 

financial performance (revenue and profit) through 
increased visitor spending (the emphasis is on 
attracting more-affluent visitors rather than on 
increasing the number of visitors). The qualitative 
objectives are to gain the leading position as the 
most attractive event in the Kvarner region, based on 
tradition and entertainment opportunities, and to 
effectively brand the event and destination. To 
accomplish these objectives it is essential to 
synergistically innovate operational strategies: 
- Research and Development – The task is to 
identify problems, the level of visitor expectations 
and satisfaction and the level of competitor 
activities (by introducing CRM and Business 
Intelligence). All elements must be constantly 
assessed to ensure the continuous improvement of 
the event [27]. Visitors should be given an 
opportunity to co-create the event and innovate the 
programme. Proactive marketing should be used to 
attract visitors and stay ahead of the competition. 
- Marketing strategy – Innovations to the 
marketing strategy – segmentation, positioning and 
the marketing mix – should be made based on 
marketing research. The target segments of the 
future are cultural tourists, creative tourists, 
families with children and young tourists (with the 
Krk Fair being the primary travel motivation or a 
secondary full factor) as well as residents. The Krk 
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Fair needs to be repositioned as a highly competitive 
event, geared to the tourists of the present and 
future. Innovations should be made to all elements 
of the marketing mix but especially to the product 
and promotion. Financial resources need to be 
invested in improving the promotional mix 
(advertisements, publicity, sales promotion, public 
relations) and promotional messages to ensure the 
best performance (greater revenue than costs). 
Specialised channels should be employed to focus 
promotion on the target segment (side-by-side 
promotion of the Town of Krk and the Krk Fair, with the 
Frankopan knights of Krk as the brand). It is 
recommended to ensure the greater involvement of 
the media (by organising a contest between media 
teams in slicing dried-ham). Use should be made of 
bloggers, incentive visits by journalists and travel 
agencies, and promotional films. The key to modern 
promotion is the Internet, and the active 
management of social networks and platforms and 
the active integration of online and offline channels 
to differentiate the event from events of competitors 
[22]. The best promotors are satisfied visitors, 
participants and residents (who post positive 
reviews). Events can become key promotional and 
communication tools of towns and cities [9]. An 
example of successful promotion is the soundtrack 
of the film “Lovrečeva u Krku” (“The Krk Fair”), 
which is being used in many marketing 
presentations (radio jingles, television 
appearances, presentations, announcements, etc.) 
and serves as an audio signature of the Tourist 
Boards of the Town of Krk and Krk Island. The Krk Fair 
must evolve into the synonym and brand of the Town 
of Krk and Krk Island [12]. Effective repositioning 
means that the target tourists have developed 
positive and favourable perceptions of the altered 

product offerings and are satisfied with service 
delivery [30].  
- Offering strategy – Key issues are how to be 
innovative and improve the offering relative to 
previous years and similar events, how to enhance 
the attractiveness of the event, how to design 
auxiliary events (events package) and how to tie the 
event offering with the other elements of the 
destination offering. To improve the event offering 
and adjust it to the target segment, it is necessary to 
promote a specific food and wine offering; organise 
a variety of different events (medieval music, literary 
evenings, art workshops, educational workshops); 
make innovations to the offering focused on 
families with children; introduce animation; foster 
creative tourism; organise a variety of workshops 
about old crafts, customs and local culture; develop 
the souvenir offering; ensure the involvement of 
craftsmen, small entrepreneurs, and family-run 
farms; and improve the presentation of native 
culture and traditions. The events offering could be 
supplemented with creative contents, such as 
enabling the participation of tourists in local events; 
introducing tourists to local customs; designing 
computer games based on the island’s heritage; and 
organising Glagolitic alphabet classes, folk dance 
classes, palm braiding workshops, clay souvenir 
workshops, fencing workshops for children, 
magician workshops, sash weaving workshops, local 
dialect workshops, Glagolitic workshops and local 
gastronomy workshops. The events offering should 
provide more entertainment and concerts for 
residents and should be adjusted to financial 
resources and target segments. It is also important 
to include the audio offering (presentation of local 
music, preventing audio pollution and noise) in 
developing the events offering. The Krk Fair needs to 
be synergistically linked with the other tourism 
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offerings of Krk Island to form an integrated 
destination product. 
- Human resource strategy – People and the 
knowledge they possess are a key resource in 
innovating the event. Hence, managers must 
become knowledge-based visionaries and leaders 
and effectively manage events, employees and 
volunteers. It is crucial to ensure permanent 
training and improvement for employees and 
motivate them to achieve self-actualisation through 
the success of the event. Key to developing event 
excellence is the attitude of employees and 
volunteers towards visitors (how they respond to 
complaints; their full dedication to visitors, etc.)  
- Financial strategy – In achieving visitor 
satisfaction and repositioning the destination, 
major issues involve how to obtain new sources of 
capital, how to attract entrepreneurs and sponsors, 
and how to achieve a positive multiplier effect on 
tourism and the economy. 
In event innovation, it is essential to ensure 
strategic management and leadership based on 
synergy and the active participation of all 
stakeholders as well as tourists to achieve 
excellence [17], [20]. There should be consensus on 
the kind of tourism to be developed in the 
community, and the responsibility for actions 
should be equally distributed [19]. To develop the Krk 
Fair it is vital to implement the entrepreneurial 
initiatives of residents with creative elements of the 
offering [5]. It is also important to generate creative 
ideas by confronting the attitudes and opinions of 
all stakeholders to gain competitive advantages. 
Creativity and collaboration are considered 
essential sources of innovation in tourism [28]. New 
value should result from internal marketing and 
stakeholder motivation in event development [3]. 
The key to collaboration is awareness that the 

achievement of common goals will guarantee the 
accomplishment of individual ones. A culture of 
integration based on the transfer and exchange of 
knowledge, a new business culture focused on 
employees and visitors, and a culture of 
innovativeness should drive the growth and 
development of the Krk Fair and help in repositioning 
and branding the tourism industry of the Town of Krk. 
The Krk Fair should become a symbol of the 
competitiveness of the Town of Krk as a destination 
of events and experiences. To this end, it is 
necessary to continuously make innovations to the 
concept-of-development model based on a critical 
analysis of the current situation and the 
identification of objectives and concrete ways of 
innovating operational strategies to address the 
challenges in the dynamic tourism market.  
 
Conclusion 
 
Events are becoming more and more important in 
generating competitive advantages for a 
destination. While the offerings of repeat events 
need to be enriched every year, no attempts should 
be made to change or falsify the destination’s 
culture and traditions. The offering should seek to 
reconcile the differing interests of tourists (culture 
and tradition) and residents (entertainment and 
concerts). 
The Krk Fair “Lovrečeva” is the most attractive event 
in the Town of Krk as well as on Krk Island. The event 
does not try to re-create history but rather it 
emphasises the combination of tradition and 
modernity as the backbone of the Town of Krk’s 
tourism brand. The results of the research 
pertaining to the survey of managers indicate that 
the score given to the offering of the Krk Fair 
“Lovrečeva” is lower than the overall score of the 
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destination and that the event fails to fully valorise 
the opportunities provided by local tradition. The key 
is to design a new offering (a culture-based and 
creative offering anchored in indigenous services, 
facilities, entertainment and animation) that is 
based on market research, current state analysis 
and active creation of the future and is adjusted to 
the target segment and encourages the development 
of promotional activities (innovation of the 
promotional mix, offline and online presentations, 
the involvement of bloggers, and the organisation of 
incentive visits), proportional to the efficient 
valorisation of human and financial resources, to 
ensure the rejuvenation of the destination and 
enhance its distinctiveness in the market. To create 
new value for visitors and gain a leading position in 
the tradition-based offering of the Kvarner region, a 
well thought-out response based on innovative 
solutions will need to be formulated. Efforts must be 
made to actively involve not only residents as 
promotors of local culture and drivers of small 
entrepreneurship, who should identify with the Krk 
Fair “Lovrečeva”, but also tourists as co-creators of 
the offering. Priority is given to strategic 
development management, based on the synergy of 
all stakeholders, local government and self-
government, tourist boards, associations and 
residents, in creating and transferring new 
knowledge and ideas and generating excellence and 
experiences for visitors. The Krk Fair should evolve 
into a must-see event (and the primary travel 
motivation of increasingly discerning tourists)  and 
become the brand, identity and symbol of the Town of 
Krk (and vice versa) because it unveals the town’s 
cultural identity as well as its past, present and 
future and embraces modern tourism of the twenty-
first century. The Town of Krk should be repositioned 
as a town of cultural events (the importance of the 

Krk Fair “Lovrečeva” in the perception of Krk in the 
minds of potential tourists) and unique experiences, 
with a rich cultural and tradition-based offering.  
The limitations of the study relate to the small 
sample of surveyed managers and to the fact that 
residents and tourists were not surveyed. The study 
represents a starting point for future research of the 
role indigenous events, based on local culture and 
tradition, in repositioning Croatian tourist 
destinations.   
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Abstract:  
 
 In recent years, external trade figures between 
Croatian and Hungarian have marked significant 
changes. Although, both of them have been passed 
strong process of transformation in the earlier 
nineties of the last century. In the observed period, 
Hungarian export marked significant result in 
terms of external coverage ratio and it is 
continuously in the surplus side. Comparing with 
Croatia, the results are totally different; low 
external trade coverage ratio (in average below 
60%) and continuously in the deficit side. 
Therefore, the main goal of this article is to point 
 
 
 
 
 
 
 
 
 

 out how depreciation of exchange rate in 
correlation with internal depreciation influence on 
the net foreign direct investment inflow 
(hereinafter FDI) and external trade balance. Thus, 
in the observed period Hungary had significant 
high level of capital accumulation in terms of FDI, 
followed with high level of internal depreciation 
and depreciation of exchange rate, while Croatian 
economy, had considerably lower level of capital 
accumulation measured in terms per capita FDI 
followed with internal appreciation and stable 
exchange rate. Additionally, in the observed period, 
Croatia had passed through the recession which 
lasted six years, while in Hungary that was not the 
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Introduction 
After global economic crisis from 2008 which first 
occurred in the USA and transmitted on European 
market in 2009, caused significant imbalances in 
certain markets. Some countries suffered higher 
rate of decrease in GDP, while other countries 
experienced a lower fall in GDP in 2009. In mentioned 
circumstances the economic crisis in Croatia lasted 
for six years (2009 – 2014), while in the same time in 
some countries lasted notably shorter (e.g. Poland 
economy without recession). On the other hand, 
Hungary had a negative rate of GDP only in year 2009. 
In year 2010, Hungary has recorded a positive gross 
domestic growth for +0.7%. In the period from 2009 
to 2014, Croatian GDP decreased for -12.6%, while 
Hungarian market in the same time achieved growth 
for +0.05%. 
The main reason of such fast rate of recovery is a 
stable macroeconomic situation followed by high 
level of internal depreciation and continuous 
exchange rate depreciation/devaluation which was 
the backbone of FDI inflow [1]. In the same period, 
Croatia recorded slightly exchange rate depreciation 
in 2017 comparing with 2010, although in some years 
Croatia was faced with appreciation pressures on 
exchange rate and followed by slightly increase in 
average net salaries. All mentioned did not have any 
influence on FDI inflow. Accordingly, the paper will 
show, how the exchange rate policy has played 
significant role in the net export growth and on the 
other hand, how the low level of net salaries/internal 
depreciation had led to a strong FDI inflow.  
In the following of the paper, it will be analyzed how 
the policy of relative low level of net salaries and 
gradually exchange rate depreciation led to 
Hungarian economy on the level of external trade 
surplus and high level of FDI inflows. The Croatian 
economy continuously maintained a stable 

exchange rate policy and policy of high level of 
internal appreciation. Because of that, the exchange 
rate in Croatia was not presenting as an instrument 
for exchanging commodities among the countries 
and did not play a significant role for improving the 
coverage ratio in external trade balance. 
Nevertheless, Hungarian convergence effect to 
developed countries has become more and more 
stronger in the recent years. The average net salary 
in year 2017 increased by 13.8% (Hungarian 
statistics office, hereinafter KHS) comparing with 
2016, while in Croatia increased by 5.3% in the same 
observed period. This gap between average net salary 
among the countries has declining due to the high 
level of openness of the economy and the high level 
of mobility of labor force among EU member states. 
Comparing the GDP per capita between Croatia and 
Hungary in 2017, there are the significant differences 
between the countries. The Hungarian average GDP 
per capita is around EUR 20.700 measured by 
purchasing power parity (PPP), while in Croatia is EUR 
18.100. At the same time, the average gross salary in 
Hungary is EUR 961 in 2017, while in Croatia is EUR 
1.079. Accordingly, all mentioned indicators led to 
the fact that Hungarian average citizen with 11% 
lower salary, earns 14.4% higher GDP per capita. 
Depreciation of Hungarian HUF against EUR in 2017 
compared with 2010 was 12.3%, while Croatia HRK 
depreciated only 2.38% in the same observed 
period. 
 
Methodology of Research and Overview of 
Previous Research 

In this paper the impact of important 
macroeconomic variables will be analyzed, likewise, 
the correlation between the movements of internal 
depreciation and the exchange rate depreciation on 
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the movement of FDI will be examined. The impact of 
mentioned variables on the external trade balance 
will be also explored. It will be explained whether the 
variables: net salary the depreciation of the 
exchange rate influenced on the FDI inflow, and 
whether they had positive impact on the external 
trade balance. 
The main focus will be on Hungary and Croatia. The 
test on the existence of correlation between 
variables in the economic model will be performed by 
a simple and multiple linear regression method in 
which the dependent variables will be the export and 
the FDI. 
Based on the determination coefficient and 
coefficient of correlation, the existence of the 
strength of the relation between the variables will be 
determined [2]. In the first part of empirical 
research, the correlation between the observed 
variables will be shown, in the separate table. 
Afterwards, the E-views program will be used to test 
the determination coefficient of single and multiple 
linear regression and to prove its reliability. Other 
econometric indicators will not be used, as they are 
showing similar results.  
Hypothesis 1: Depreciation of exchange rate has an 
impact on export growth. 
Explanation: If the correlation coefficient is higher 
than 0.8, and the coefficient of determination is 
higher than 0.7 in the econometric model, the model 
is reliable. 
Hypothesis 2:  FDI depends on the movement of 
internal depreciation and exchange rate movement. 
Explanation: If the correlation coefficient is higher 
than 0.8, and the coefficient of determination is 
higher than 0.7 in the econometric model, the model 
is reliable. The econometric model, a multiple linear 
regression model will be also used. 

So far, no research has been conducted on this 
subject. 
 
Macroeconomic Movements 

Negative macroeconomic trends from 2009, which 
had affected Europe, where almost all EU members 
had negative GDP growth rates (apart from Poland). 
The Croatian and Hungarian economies had different 
levels of economic recovery in the observed period. 
Croatia had a negative growth rate of GDP from 2009 
to 2014 (six years in a row), while Hungary has marked 
the positive growth rate of GDP already in 2010. 
Croatia's GDP has dropped for 12.6% in observed six 
years and has not yet reached pre-recession level. 
At the same time, Hungary recorded significant level 
of growth rate of GDP and has performed better than 
Croatia in a very short period. Convergence effect in 
Hungary is much more emphasized in the last years 
than in Croatia, although the starting position was 
in favor of Croatia, which enjoyed a significantly 
higher level of economic development, if looking at 
GDP per capita and a net salary which represent a 
measure of wealth of population. 
In 2017, a big part of macroeconomic indicators 
changed significantly in favor of Hungary. Hungary 
has recorded a significant growth rates for the most 
important macroeconomic indicators, while in 
Croatia that is not a case. Low net salary and 
fluctuating exchange rate represented one of the 
most important indicators for attracting foreign 
capital in the form of FDI inflow. 
Table 1. Selected macroeconomic indicators from 
2010 to 2017 for Hungary and Croatia  
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Hungary 2010 2011 2012 2013 2014 2015 2016 2017 

GDP, growth rate n/(n-1), % 0,7 1,7 -1,6 2,1 4,2 3,4 2,2 4,0 
GDP per capita, EUR 9.871 10.152 10.013 10.281 10.690 11.238 11.568 12.604 
Unemployment rate, ILO in % 11,2 11,0 11,0 10,2 7,7 6,8 5,1 4,2 
         
Croatia 2010 2011 2012 2013 2014 2015 2016 2017 
GDP, growth rate n/(n-1) % -1,4 -0,3 -2,2 -0,6 -0,1 2,3 3,2 2,8 
GDP per capita, EUR 10.219 10.474 10.315 10.281 10.244 10.597 11.117 11.804 
Unemployment rate, ILO in % 17,2 17,4 18,6 19,8 19,3 17,1 15,0 13,9 

Source: Croatian Bureau of Statistics (CBS), Hungarian Bureau of Statistics (KSH), Croatian National Bank 
(NCB), Hungary National Bank (NBH), International Monetary Fund (IMF) 

 
Within Table 1, the selected macroeconomic 
indicators are showing the trend for the last eight 
years. From 2010 to 2014 Croatia has passed through 
the recession period, while Hungary has achieved 
average growth of 2% of GDP. Both countries are 
enclosed by depopulation process, whereby in 
Croatia the trend is more accelerated.   
Slightly slowdown of the Hungarian economy was 
registered in 2012, with GDP falling by -1.6% 
compared with 2011. However, the policy of low 
salaries and depreciation of HUF has brought 
Hungary to stable GDP growth rates in 2013. In 2010, 
the nominal GDP per capita was higher in Croatia by 
almost 350 EUR, than in Hungary. However, the trend 
changed in the upcoming years, especially in 2013, in 
favor of Hungary. 

 

EXCHANGE RATE POLICY 
One of the key determinants of the economic 
movements in observed countries is certainly an 
exchange rate policy. Hungary and Croatia have led 
different exchange rate policies. Hungary conducts 
a fluctuating exchange rate policy, while Croatia 
conducts a stable exchange rate policy. Such 
different exchange rate policies supported by other 
policies (Salary policy, Social policy, etc.) have led 
Hungary into the area of external trade surplus 
during observed period (2012 - 2017), while Croatia 
achieved deficit in the external trade balance, for the 
same period. 

 
Chart 1. Movements of the HUF and the HRK against the EUR from 2010 to 2017 

 
Source: NCB, KSH 
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Chart 1 shows the area of apro-depreciation 
movements for observed currencies. Hungary's HUF 
depreciated more than 12.2% in 2017, compared with 
2010, while Croatian HRK depreciated 2.4% in the 
same period. The linear trend points out 
significantly higher incidence of the Hungarian 
currency comparing with the Croatian HRK. 

THE HUF AGAINST THE EUR AND THE HRK IN THE PERIOD 
FROM 2010 TO 2017 
HUF depreciation against EUR and HRK has been 
constant from 2010 until today. HUF depreciated 
against EUR by 12.2% in 2017 compared to 2010. At the 
same period, HUF depreciated against HRK by 9.6%. 

Chart 2. Movement of the exchange rate, growth / fall of HUF in relation to the EUR and the HRK from 2010 to 2017, 
n/(n-1) 

 
Source: KSH, author calculation

The coefficient of correlation of the depreciation and 
appreciation of HUF against EUR and HRK amounts 
0.84, which points out a very high correlation 
between the variables, but not the perfect 
correlation. Chart 2 shows that, in 2017, even the HUF 
had an appreciation against the EUR, while at the 
same time HUF depreciated against HRK. 
 
SALARY POLICIES 
The second, important variable in the movement of  

macroeconomic equilibrium is the average net 
salary. Taking into account the observed countries, 
the differences are huge, like in the exchange rate 
policy. These two countries have a completely 
different salary policy. E.g. Hungary maintains a low 
net salary policy, i.e. it has a strong internal 
depreciation in comparison to Croatia, which has on 
average higher net salary and a high internal 
appreciation policy compared with the GDP per 
capita. 
 

Table 2. Average monthly net salaries from 2010 to 2017 and gap between countries (Hungary and Croatia) 
 

Source: CBS, KSH, author calculation
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 2010 2011 2012 2013 2014 2015 2016 2017 2017/2010 
Hungary, net salary in EUR 481 506 498 509 504 524 562 639 32,7% 
Croatia, net salary in EUR 733 732 729 728 725 750 755 802 9,4% 
GAP, absolute (CRO-HU) 252 226 231 219 221 226 193 163 -35,1% 
GAP, relative (CRO-HU) 34,3% 30,9% 31,7% 30,1% 30,4% 30,2% 25,6% 20,4%  



 

International Journal - VALLIS AUREA • Volume 4 • Number 1 • Croatia, June 2018    
UDK 339.5; DOI 10.2507/IJVA.4.1.7.49 

92 

Table 2 clearly shows the trend of convergence of 
average net salaries in Hungary and Croatia. In 2010, 
the difference between net salaries between 
Hungary and Croatia amounted 252 EUR in favor of 
Croatia. Croatian net salary was higher by 34.3% 
than the average net salary in Hungary. In 2017, this 
gap between net salaries has decreased 
considerably and was 163 EUR in favor of Croatia. The 
average net salary in Hungary denominated in EUR in 
2017 was higher by almost 33% compared to 2010, 
while in Croatia the net salary increased by 9.4% in 
the same period. The gap in net salaries decreased 
by over 35%. All the above-mentioned points 
indicate differences in economic policies which 
influence on various macroeconomic trends 
between countries. The exchange rate policy and 
salary policy are one of the main segments in 
attracting foreign capital.  
Relatively cheap labor force and high level of 
depreciation of the exchange rate led the Hungarian 
economy to an external trade surplus, followed by 
significantly high level of GDP per capita. Thus, on 
the one hand, we have strong pressure of labor force, 
(Table 2), where the convergence effect is present, 

and on the other hand, we have an accelerated 
growth in net salary. If analyzing the year 2017, one 
can see that the average net salary denominated in 
EUR has risen to almost 14% in Hungary compared to 
2016, while in Croatia increased around 6%. The low 
salary policy had significant implications, also on 
unemployment. Therefore, in 2017, Hungary was 
almost at natural unemployment level of 4.0%, 
while in Croatia, the unemployment was 13,9%, and 
the average net salary was higher for 20.4%. 
 
Foreign Direct Investment Inflow (FDI 
Inflow) 

Analyzing the FDI inflow, it is noticeable that it is in 
strong correlation with internal depreciation / 
devaluation and depreciation of the exchange rate. 
Thus, Hungary with less than ten million inhabitants 
from 2010 to 2016, had FDI  inflow of 72.7bn USD while 
Croatia had only 11.2bn USD.   In 2017, the trend is even 
more significant in favor of Hungary. Such a strong 
investment inflow in Hungary results in significantly 
more stable macroeconomic indicators than in 
Croatia.

 
Chart 3. FDI inflow (Balance of payment, current prices in billion USD), from 2010 to 2016 – cumulative 

 
Source: World Bank, accessed 5th of April 2018 
 
Hungarian economy with more than double number of inhabitants had six times higher FDI inflow from 2010 to 
2016 (there is no data for 2017). A favorable macroeconomic environment with lower level of net salaries created 
a favorable area for FDI inflow. Therefore, the significantly higher capital accumulation is achieved in Hungary 
then in Croatia, with a significantly lower level of average net salary. 
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External Trade Balance 

If analyzing external trade, in the observed period from 2010 to 2017, Hungary recorded a surplus in external 
trade, while in the same observed period Croatia was constantly in deficit. 
 
Table 3. Movements in import and export in Hungary and Croatia from 2010 to 2017 

Source: NCB, NBH, author calculation 
 
Table 3 shows that Hungary has an average import 
coverage at index 109, while Croatia is at the same 
period at index 61. The deficit in external trade 
denominated in EURs is 39% in Croatia, while the 
surplus is present in Hungary of 9%. Despite the 
strong depreciation pressures against the EUR,  

Hungary has a significant surplus in external trade, 
while the Croatian export being denominated in EURs 
with a mild appreciation is in deficit. The share of 
exports in the total GDP in Hungary is about 81% in 
2017 year, while the Croatian does not exceed 30%. 
Therefore, the Hungarian share of exports in GDP is 
one of the largest in Europe. 

 
Chart 4. Movement of export share in GDP from 2010 to 2017  

Source: CBS, KHU, author calculation 
 
Empirical Research and Analysis 

Based on the conducted analyses in the previous 
chapters, the exchange rate and level of net average 
salary was a key factor for withdrawing FDI in both 
countries. The high volatility in exchange rate of 

Hungarian HUF, followed by a relatively low level of 
average net salaries were significant influenced on 
the FDI inflows. All mentioned indicators led 
Hungarian economy to a high share of exports in the 
GDP and had a significant impact on the surplus in 
external balance. Consequently, conclusion is that 

72%
79% 80% 80% 80% 82% 82% 81%

20% 21% 22% 22% 24% 26% 27% 29%

00%

20%

40%

60%

80%

100%

2010 2011 2012 2013 2014 2015 2016 2017

Hungary Croatia

Hungary 2010 2011 2012 2013 2014 2015 2016 2017 Cumulative 
Export in mn EUR 71.494 80.020 79.964 81.227 84.443 90.395 92.983 100.589 681.114 
Import in mn EUR 65.990 72.934 73.323 74.642 78.165 81.796 83.257 92.499 622.607 
Coverage ratio 108% 110% 109% 109% 108% 111% 112% 109% 109% 
Croatia 2010 2011 2012 2013 2014 2015 2016 2017 Cumulative 
Export in mn EUR 8.906 9.582 9.629 9.585 10.367 11.534 12.320 13.987 85.911 
Import in mn EUR 15.138 16.281 16.216 16.512 17.126 18.496 19.719 21.807 141.295 
Coverage ratio 59% 59% 59% 58% 61% 62% 62% 64% 61% 
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Hungary is one of the very few countries in general 
which have a continuously external trade surplus. In 
Croatia, the situation is significantly different. The 
policy of strong internal appreciation (relatively high 
base of net salary) followed by stable exchange rate, 
was influenced on lower FDI inflows and significantly 
worse position in external trade balance. 
Accordingly, Croatian economy in the last eight 
years has been continuously on the deficit side, 
while the share of exports in GDP did not exceed 30% 
in the observed period. The Hungarian starting 
position and a more favorable macroeconomic 
circumstances comparing with Croatian have led to 
a strong absorption of capital accumulation. 
The Croatian position at the very beginning of the 
observed period was more unfavorable for FDI 
inflows, because of relatively high starting base of 
net salary. The average net salary was 52% higher in 
2010 comparing with Hungarian denominated in 
EURs. 

This situation allowed to Hungarian economy a huge 
inflow of FDI, especially in the labor intensive sector, 
who is in average significantly cheaper than the 
Croatian. However, due to the strong pressure on 
labor force, especially in the last few years, and 
particularly in 2017, Hungary has a significant 
convergence effect to developed countries, primarily 
in the average net salary and then in other 
macroeconomic indicators. According to the latest 
indicator (KHS), the average net salary in 2017 is 
almost 14% higher comparing with 2016, while in 
Croatia it was 6.2%. The growing trend in salaries 
will continue in the next periods in both countries, 
because they are significant affected with the 
process of depopulation. In the next several years 
both countries are faced with outflow of workforce 
into developed economies in Europe. Both economies 
have challenges with losing a population. 

 
Chart 5. Movements in export, exchange rate and net salary from 2010 to 2017, Hungary 

 

Export vs Exchange rate r=0,84 
Net salary vs FDI inflow r=0,85 
Source: KSH, author calculation 
 
Chart 5 shows the strong correlation between the HUF depreciation and export growth. The coefficient of 
correlation is 0.84 (r = 0.84) what indicates a very strong correlation between observed variables. If we take into 
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account the same observed period, the correlation between the net salary and the FDI inflow have also very 
strong correlation coefficient 0.85 (r = 0.85). 
 
Table 4. Movement of export growth, exchange rate and in net salaries from 2010 to 2017, Hungary 
 2010 2011 2012 2013 2014 2015 2016 2017 
Export, mn EUR 71.494 80.020 79.964 81.227 84.443 90.395 92.983 100.589 
Growth rate, %, n/(n-1)  12% 0% 2% 4% 7% 3% 8% 
Exchange rate HUF/EUR  275,4 279,2 289,4 296,9 308,7 309,9 311,5 309,2 
Growth rate, %, n/(n-1)  1% 4% 3% 4% 0% 1% -1% 
Net salary in EUR  481,5 505,5 497,8 509,0 504,4 524,0 561,9 638,8 
Growth rate, %, n/(n-1)  5% -2% 2% -1% 4% 7% 14% 

Source: KSH, author calculation 
 
According to above mentioned Table 4, there is a strong correlation between observed variables, especially in 
correlation between FDI inflow and average net salary. Table 4 clearly shows the strong export growth. In 2017 
the export increased for more than 40% (absolute amount EUR 29bn) comparing with 2010 while in the same 
period the exchange rate has depreciated around 12,4% 
Following is an econometric analysis. 
 
Table 5. Econometric analysis through program E-Views, exchange rate influence on export, Hungary 
Dependent variable: HE – Export Hungary  
Method: Least Squares   
Date: 04/12/18   Time: 17:09   
Sample: 2010 2017   
Included observations: 8   
Variable Coefficient Std. Error 
HUF 5.251.892 1.373.149 
C -71117.08 40897.66 

   
R-squared 0.709138 
Adjusted R-squared 0.660662 

Source: E-views, author calculation 
 
Explanation of variables: HE (Hungarian export), HUF 
(Hungarian national currency), C (independent 
parameter)  
By econometric research, the same conclusions 
about the existence of correlation between variables 
has been proved. In simple linear regression, export 
represents the dependent variable, which is the 

function of the exchange rate trend. Over the 
coefficient of determination R2, it can be concluded 
with a confidence level of 70.9%, that the export 
represents a function of exchange rate policy. A 
more representative result was achieved with 17 
observations, with a coefficient of determination 
over 0.8. 
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Table 6. Econometric analysis through program E-Views, influence of exchange rate and net salaries on FDI 
inflow in Hungary 
Dependent variable: HFDI – FDI Hungary   
Method: Least Squares   
Date: 04/12/18   Time: 17:23   
Sample (adjusted): 2010 2016   
Included observations: 7 after adjustments  
Variable Coefficient Std. Error 
HUF -4.009.025 6.958.370 
HS 1.127.103 4.095.505 
C -448099.9 152288.7 

   
R-squared 0.750508 
Adjusted R-squared 0.625762 

Source: E-views, author calculation  
 
Explanation of variables: HS (Hungarian net salary), 
HUF (Hungarian national currency), C (independent 
parameter)  
Econometric analysis showed that with a confidence 
level of 75%, the parameters; exchange rate and net 
salary have a direct effect on FDI inflow. With simple 

linear regression model, where two variables were 
tested, the influence of FDI inflow on the level of net 
salary resulted with the coefficient of determination 
of 0.73. Stable exchange rate and relatively high level 
of net salary in Croatia have as a consequence lower 
FDI inflow, comparing with Hungary.

 
Chart 6. Movement of export, exchange rate and net salary from 2010 to 2017, Croatia 

 
Export vs Exchange rate r= 0,24 
Net salary vs FDI inflow r= -0,41 
Source: CBS, author calculation 
 
In some years the appreciation of the exchange rate 
and the growth of net exports occurred, which shows 

that the exchange rate as an instrument in Croatia 
had no significant effect on the export trends. 
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Compared to Hungary which has both coefficients of 
correlation at strong level, in Croatia the situation is 
very different. The level of correlation between export 
and exchange rate is very low, as well as the 
correlation between net salaries and FDI inflow. The 
stable exchange rate policy did not have significant 

implications on trends in exports.  In some years 
there was an appreciation of exchange rate and at 
the same time a growth of net export occurred. A 
mentioned situation shows that the exchange rate, 
as an instrument, does not have a significant effect 
on export trends in Croatia.

 
Table 7. Movement in export rate, exchange rate and net salaries from 2010 to 2017, Croatia 
 2010 2011 2012 2013 2014 2015 2016 2017 
Export, mn EUR 8.906 9.582 9.629 9.585 10.367 11.534 12.320 13.987 
Growth rate, %, n/(n-1)  8% 0% 0% 8% 11% 7% 14% 
Exchange rate HRK/EUR 7,3 7,4 7,5 7,6 7,6 7,6 7,5 7,5 
Growth rate, %, n/(n-1)  2% 1% 1% 1% 0% -1% -1% 
Net salary in EUR 733,3 731,9 728,7 728,2 725,2 750,5 755,0 802,3 
Growth rate, %, n/(n-1)  0% 0% 0% 0% 3% 1% 6% 

Source: CBS, NCB, author calculation 
 
Even though, there is no correlation between the exchange rate and the external trade balance in Croatia, export 
increased by 56% (almost 5 billion EUR) in 2017 compared with 2010, which is almost six times less than in 
Hungary, while in absolute terms the exchange rate depreciated for around 2.3%.  
 
Table 8. Econometric analysis through program E-Views, exchange rate influence on export, Croatia 
Dependent variable: CE – Export Croatia   
Method: Least Squares   
Date: 04/12/18   Time: 17:26   
Sample: 2010 2017   
Included observations: 8   
Variable Coefficient Std. Error 
HRK 3.676.294 6.179.591 
C -16851.93 46382.63 
R-squared 0.055701 
Adjusted R-squared -0.101683 

Source: E-views, author calculation 
 
Explanation of variables: CE (Croatian export), HRK 
(Croatian national currency), C (independent 
parameter) The obvious fact is that there is no 
correlation between exchange rate movements and 
net exports. Coefficient of determination is very low 

and not significant. Method of ordinary least 
squares [3] showed that the exchange rate in Croatia 
had no impact on the export growth. The identical 
result was recorded on 17 observations, so it was not 
necessary to take a longer data series.
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Table 9. Econometric analysis through program E-Views, influence of exchange rate and level of net salaries on 
FDI inflow in Croatia 
Dependent variable: CFDI – FDI Croatia   
Method: Least Squares   
Date: 04/12/18   Time: 17:30   
Sample (adjusted): 2010 2016   
Included observations: 7 after adjustments  
Variable Coefficient Std. Error 
CS -4.352.859 4.419.464 
HRK 2.282.021 4.373.421 
C 16504.57 43746.11 

   
R-squared 0.222882 
Adjusted R-squared -0.165677 

Source: E-views, author calculation 
 
Explanation of variables: CS (Croatian net salary), 
HRK (Croatian national currency), C (independent 
parameter)  
It is also showed that FDI inflow has no reaction on 
the exchange rate and the level of net salary. As 
noted above, the high level of internal appreciation 
and appreciation of the exchange rate did not have a 
positive impact on FDI inflow. 
According to all mentioned facts, the conclusion is 
that the initial position of the Hungarian economy 
has led to a stronger accumulation of capital in the 

form of FDI, caused by a low level of exchange rate 
against the EUR and mild depreciation, and followed 
with high level of initial internal depreciation in the 
form of net salaries. Lower net salaries were one of 
the important elements in attracting a high level of 
FDI inflow and moreover they influenced on 
significant growth in exports.  If we observe the 
share of annual net salaries in GDP per capita, it is 
obvious that the gap between the curve of ratio of 
salary in GDP per capita is considerably lower in 
Hungary. 

 
Chart 7. Share/ratio of yearly average net salary in GDP per capita from 2010 to 2017 

 
Source: KHS, CBS, author calculation
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Chart 7 explains a relative indicator of the share of 
yearly average net salary in the GDP per capita. The 
gap between the observed countries is very 
significant, which confirms the previously proven 
fact about low net salaries and FDI inflows. In 
average, Croatia has 25 percentage points higher 
share of net salaries in the GDP per capita comparing 
with Hungary, which means that the average worker 
in Croatia has a significantly lower level of efficiency 
and productivity than in Hungarian case. 
 
Conclusion 

This paper presents the cross sectional analysis 
between Croatia and Hungary. Based on analyzes and 
researches, conclusion is very clear. These two 
countries have completely different macroeconomic 
policies and different impact on main 
macroeconomic indicators. Countries were at 
different stages of economic development at the 
very beginning, and during the years they passed 
through significant changes, mostly in favor of 
Hungary. The policy of slightly internal devaluation 
and depreciation and policy of fluctuating exchange 
rate resulted with a strong inflow of FDI and trade 
balance surplus in Hungary. In the same period 
Croatia was executing the policy of internal 
appreciation with relative high base of net salary in 
terms of ratio in GDP per capita. Also, Croatia in the 
same observed period had stable exchange rate 
policy. The result of such macroeconomic policy in 
Croatia is very low level of FDI inflow and exports non-
elasticity on exchange rate fluctuations. Because of 
that, Croatia is continuously in the area of external 
trade deficit with very high ratio of average annual 
net salary in GDP per capita. All mentioned facts 
mean very low level of productivity in Croatia 
comparing with Hungary. The external trade between 
Croatia and Hungary is on the very low level, where 

Croatia suffers a significant deficit. The coverage 
ratio of import with export in Croatia with Hungary is 
around 27.9%. Therefore, the strong correlation 
between the FDI inflow and the very low relative level 
of net salary, and the strong correlation between 
exchange rate and export growth, led the Hungarian 
economy to the very stable macroeconomic 
circumstances.  On the other hand, Croatia led 
different macroeconomic policy which resulted with 
unstable macroeconomic circumstances. The high 
level of external trade deficit, six-years of recession 
and the high level of unemployment rate, are one of 
the main indicators of macroeconomic (non) 
stability in Croatia. Taking into account FDI inflow in 
the observed period, the average FDI inflow per capita 
in Hungary was almost three times higher than in 
Croatia. However, the strong pressures on the labor 
force market in Hungary become more and more 
significant. The convergence effect of Hungarian 
average net salary to average net salary of developed 
EU countries become very important indicator in 
upcoming period. Accordingly, the expectations for 
the future is a higher growth rate of average net 
salary, due to the very strong pressure on the labor 
force market and due to strong labor force mobility 
between EU countries. Both countries are affected 
with significant migration trend. Additionally, the 
strong depopulation effect which hit both countries 
will have tremendous consequences on 
macroeconomic equilibrium. Because of all 
mentioned facts, the demographic policy will have 
very important role in creating economic policy in 
the future. 
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THE SALE SYSTEM AND ITS USE IN UKRAINE 
 

Abstract:  
 
 One of the important tools for selling products is 
holding shares that stimulate the sales of certain 
groups of goods. Conducting promotional actions 
during the crisis period has acquired special 
significance for both producers and retailers. In 
the conditions of reduction of real incomes the 
population searches for ways of economy and 
more often tries to purchase items with discounts 
or on special offers. For the consumer, promo 
becomes a way to reduce the costs of everyday 
goods, and for suppliers - to increase sales. The 
article presents the results of research in the field 
of developing and implementing a policy of 
discounts.  
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Discount is a key tool to stimulate sales, allowing 
you to take into account not only the interests of 
those to whom it is directly provided but also the 
impact of this step on the entire structure of the 
relationship in marketing. 
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Introduction 
In the face of increasing market competition in 
Ukraine, it is very important for the company to 
ensure the stability of revenue receipt, which is 
possible provided there is a constant demand for 
manufactured and sold products. 
Consequently, the most important task of the 
company is to retain and expand the range of 
consumers of manufactured products, which is 
largely determined by the practice of pricing that the 
organization conducts in order to consolidate the old 
and attract new customers. In this regard, the 
relevance of the research topic is determined by the 
need to master such tools of effective pricing policy, 
as price discounts. 
The purpose of the article is to research the 
improvement of the pricing mechanism through the 
application of price discounts, the study of their 
types, the identification of positive and negative 
aspects of discounting, the analysis of the effect of 
discounts on consumer psychology. 
According to analytical reports from Nielsen Promo 
Pressure  the share of sales of all product categories 
through promotions in Ukrainian retail chains has 
reached 27%, and 8 out of 10 promo actions that take 
place in Ukrainian retail chains are discounts. For 
product categories, the average discount is 20%, in 
non-food categories the average discount remains 
23%. But, as noted in the study, Ukraine has not yet 
reached the level of saturation, which is observed in 
Eastern Europe, where through promo-shares from 
50 to 60% of sales are passed, with the average 
discount close to 30% [1]. 
Therefore, the study of the issue of discounts, their 
types, and applications in marketing is relevant 
today 
 
 

The sale system 
 
The prices published in the price lists are of a 
reference nature and quite often significantly differ 
from the prices actually paid by the buyer due to the 
wide application of the discount system. 
A component of the selling price of products is the 
price discount. Discount is a condition of the 
contract, determining the amount of reduction in 
the base price of the product specified in the 
contract. 
Price discounts are voluntary and not mandatory, 
they can be provided not only by the manufacturer 
but also by the trade organization in a particular 
case. 
The amount of discounts depends on the nature of 
the transaction, the terms of delivery and payment, 
the relationship with buyers and the market at the 
time of the transaction. Currently, about 20 different 
types of discounts are used in international trade 
practice. 
By its commercial nature, the discount can be one of 
two types: 
1) Planned discount, which is formed due to the total 
amount of overheads. 
This kind of discounts can be attributed to the 
organization by the manufacturer of advertising of 
their products with a list of trading firms that sell 
this product. Thus, the manufacturer effectively 
saves the means of dealers to advertise their trade 
names, which in economic nature is equivalent to 
providing them with an additional discount; 
2) Tactical discount, the economical source of which 
is profit, and the common task is to create additional 
incentives for the buyer to make a purchase. 
In marketing practice, various types of tactical 
discounts are used. 
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Quantitative discounts, including non-cumulative 
discounts (for each separate trade transaction with 
the buyer) and cumulative discounts (for all 
purchases made within a certain time). An example 
of a typical condition: 1000 UAH for 1 pc. when buying 
a unit of goods, 900 UAH for 1 pc. when buying more 
than 10 pcs. Discounts should not exceed the amount 
of cost savings of the enterprise in connection with 
the sale of large quantities of goods. Similar 
discounts are formed at the expense of expenses for 
sales, the maintenance of stocks and transportation 
of the goods. Also, these discounts are an incentive 
to make purchases from one seller, not several. 
Often, these discounts are used in case of 
underloading of the company's production 
capacities, that is, it needs to increase its turnover, 
and this cannot be achieved by intensifying trade 
efforts, improving the product, or other activities. 
Progressive discount is a quantity discount or a 
series discount given to the buyer on condition of 
purchasing previously allocated and increased in 
quantity product. Manufacturers are interested in 
serial orders since the production of the same type 
of product reduces production costs. 
Cash discount - a discount for paying bills in cash or 
for a specific period. A typical condition looks like 
this: 2/10 net 30. This means that payment must be 
made within 30 days. If the buyer pays over the period 
of 10 days, the price can be reduced by 2%. 
Discount for an order, the cost of which exceeds a 
certain amount. 
Export discount, which may be provided by the seller 
to foreign buyers in excess of those discounts that 
are valid for buyers of the domestic market. Their 
goal is to increase the competitiveness of a 
particular product on the foreign market. 
Negative discount - a surcharge to the cost of a small 
order. 

Functional discount – discount on novelty products 
for the intermediary's performance of certain 
functions, for example, mediation of promotional 
activities. 
The discount for increasing sales - a measure of 
lowering standard sales prices, which is guaranteed 
to resellers if they take new products for sale, the 
promotion of which on the market requires higher 
advertising costs. 
Trade discount - payment to intermediaries for the 
realization of trading operations. The more 
obligations the intermediary takes on the sale, the 
higher the discount. 
Seasonal discount - discounts for seasonal goods, 
which are purchased not in season. Such discounts 
help maintain a more or less stable level of 
production throughout the year. 
Final discount – discount for the last batch (unit) of 
the product. Companies temporarily assign prices to 
their products below the price-list, and sometimes 
below the cost of production in order to reduce 
inventories and attract customers, while they can 
also purchase goods at a normal price. 
Discount on demand of an important customer - a 
discount for consumers who play an important role 
in the company's activities. 
Segment discount - its essence boils down to the 
fact that a discount is levied on a certain circle of 
persons or a social group. It can be students, 
pensioners, representatives of some organizations 
and institutions. Thus, the division here is based on 
status and social role. 
Temporary discount - provided at a certain time 
interval. This can be the time of day, the time of year, 
holidays, etc. For example, some supermarket chain 
provides a 10% discount to pensioners on weekdays 
from 9 to 14 hours. 
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Credit discount - discount on the new product in case 
of returning the old (used) product of the same type. 
Discount for the return of the previously purchased 
product from this company (discount "trade-in") in 
the amount of 25-30% of the list price is given to the 
buyer when returning the product (of this company) 
purchased earlier. Such discounts are applied when 
selling cars, electrical equipment, rolling stock and 
other goods. The most well-known practice of the 
trade-in is the program of exchanging the old car for 
a new one with surcharge. 
Club discounts. In the world, there are many national 
and international discount clubs that provide their 
members with "club price discounts" for services 
and goods. The members of such clubs can be 
individuals and legal entities, as well as associate 
members. 
National and international clubs issue and sell the 
license to manufacturers and stores, which 
undertake to provide price discounts to members of 
the club. Especially common are discounts for 
transportation, car rental, hotel and restaurant 
services, insurance. For members of the club, there 
are entire chains of shops selling with discounts of 
industrial and other products. Presenting a 
member's card when buying, the customer receives 
a discount on the price from 10 to 50% or more. 
Discounts subjected to intercultural 
communications. In the Arab countries of some 
Balkan countries and individual Transcaucasian 
republics in the course of trade negotiations, it is 
considered a matter of honor to achieve a greater 
discount on the offer price. And although this 
circumstance is associated with a complex of 
oriental mentality, many importers do not sign a 
contract that does not contain a position about 
discounts exceeding in general 20-30% of the 
proposed price. Since this fact is known in the 

trading environment, some companies consider it 
necessary to artificially raise the prices for the 
expected interest in advance, and in the future to 
submit it to a discount specified in the contract. 
The discount system proceeds from the principle 
that discounts are usually not summed. That is, the 
buyer cannot simultaneously use two discounts. In 
conditions when the buyer has the right to two or 
more discounts, he uses the one of the greatest 
value. The exception is, as noted above, export 
discounts. 
Hidden discount - a ridiculous kind of discounts. For 
example, a person goes to buy a washing machine 
and, having already chosen her model and going to 
pay for it, finds out that a discount on it, say, 5%. 
And besides, the person who bought a washing 
machine gets a heater as a present, which smells 
awfully like an engine oil when turned on. To 
understand the nature of such discounts, as well as 
the motives of marketers is extremely difficult. 
Inconsistent discounts. This discount is primarily 
unreasoned. By providing them, merchants, usually, 
do not have any concept or plan, and consumers do 
not know exactly whether they will receive a discount 
or not. 
It is quite natural that each of the above types of 
discounts can be supplemented or overlapped by 
another type of discounts. So, segment discounts 
can be temporary and hidden discounts may be 
inconsistent. 
Addition to the price - the price that is set depending 
on the special requirements of the buyer when 
performing a special, individual order, for the 
increased quality of the product, the provision of 
additional services, payment by installments, and so 
on. 
The method of surcharges is a common method of 
pricing, according to which a surcharge is added to 
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the price of a certain product, which corresponds to 
additional costs and the prestige of the unique 
product (product) received. The increase in prices 
must necessarily be accompanied by explanatory 
work among potential consumers through means of 
marketing communication, primarily through 
advertising. Otherwise, the company risks losing 
part of its market. 
 
The use of discounts  
 
What is the reason for the popularity of discounts? 
The reason for the popularity of discounts in Ukraine 
lies in the psychology of consumer behavior of 
Ukrainians and their mentality. Buying any goods at 
a discount, the buyer very often understands that 5-
15% discount is already included in the cost of the 
purchased, but he still chooses to purchase an item 
in that particular store where he is promised a 
discount. All this leads to a large-scale 
psychological degradation of consumers when the 
thirst for cheapness makes people buy something 
not because it is needed, but because the buyer is 
offered a discount or a gift. 
From the point of view of marketing, it is important 
to understand that a discount is something 
secondary, it is not a primary goal. The discount is 
only intended to supplement, rather than replace, 
the integrated concept of marketing tools, 
stimulating sales. Meanwhile, there is a reverse 
process - discounts and discount games tend to 
replace all other options for promotion. 
What is sold at a discount? Obsolete collections of 
clothes and shoes, which should be replaced by the 
new model range, perhaps some second-rate 
products (as an option: beaten apples and pears, 
half-rotten apricots). But if we look at advertising, 

we will see that 80% of the advertised is based on 
the offer of discounts. 
The theory of the USP "unique sales proposition" was 
developed by the American Rosser Reeves more than 
half a century ago [2]. 
According to this theory, advertising must 
necessarily contain a proposal addressed to the 
consumer. Moreover, the proposal should be not only 
interesting for a potential buyer, but also unique, 
that is, such as does not exist in the advertising of 
competitors. And most importantly, it should carry a 
sufficiently strong charge of commercial and 
emotional reasoning, so that the consumer is 
inspired by the idea of acquiring the advertised 
product as a profitable transaction for himself. 
Discounts like UTS are not always a good idea, 
because almost everyone uses this form of 
uniqueness. Discounts are the most primitive form 
of personified commodity positioning in the market. 
It comes to the fact that the category of discounts is 
placed in the name of trademark, for example, the 
chain of stores "Копійочка"(Penny), 
"Територія мінімальних цін"(Minimal 
prices territory), "Аптека низьких цін"(Low 
Price Pharmacy), etc. 
Contrary to the law of supply and demand, predicting 
that a decline in the market price of a commodity 
leads to an increase in demand for it, in practice, 
price reduction is extremely rare, even if it is 
economically justified. First, the fall in prices casts 
doubt on the fairness of market exchange. If today 
everything has become cheaper, then were we 
deceived yesterday? Secondly, price movement down 
inevitably requires guarantees of product quality 
stability, which is not easy to provide. Thirdly, the 
price reduction can change the consumers' views 
about the average level of reference prices, and it 
will be impossible to return to higher rates. As a 
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consequence, in many markets, the principle of 
price reduction is revealed 
But you cannot refuse discounts. They should most 
definitely be used. Where is it possible to be 
mistaken? 
It often happens that the seller reduces his profit by 
offering discounts without first calculating their 
economic efficiency. And it is sometimes easier and 
more cost-effectively to resort to other methods. 
The most effective in practice is not one or two 
discounts for a particular product, but a whole 
system of discounts, simple and understandable to 
both company employees and customers. Discounts, 
burdened by additional conditions, should not lead 
employees and buyers into the jungle of these 
conditions. The application of the discount system 
stipulates a bright, accessible and understandable 
advertising campaign from bright stands at the 
entrance and inside the store to ads and 
commercials in the media. 
If you provide them too often (or make discounts too 
large), buyers will become more price sensitive. They 
will wait for the next discount. The buyer's sensitivity 
to the price level acquires a special form in the 
conditions of the developed market when many 
different brands of goods are offered to meet the 
same demand (this situation can be observed in the 
Ukrainian markets of alcoholic products and 
toothpaste). None of the buyers, even the most 
meticulous, in these conditions usually do not 
create their own database of all analog products and 
their prices. Instead, they create some general idea 
of the acceptable level of prices for the product of 
certain kind, that is, a kind of average market price 
of indifference. Frequent discounts can reduce this 
approximate (referential) price of the buyer, forcing 
him to make fewer purchases (since your price will 
seem too high). In such a situation, a reduction in 

the frequency and magnitude of the discount may 
work. 
Any change in the market price requires 
justification; otherwise, the meaning of what 
happened cannot be interpreted in favor of the 
seller. Price control is a very precise process, the 
success of which depends on how social 
communication between the seller and the buyer will 
be built. Pointing out the reason for introducing a 
discount, it is necessary to emphasize the features 
of the new price and its temporary nature. And if the 
price is not standard, buyers, certainly, will not take 
it into account when formulating its estimated price 
(average price of indifference). 
Discounts are a lure for consumers. And the reason 
for this is not only the prospect of saving money. 
Obtaining discounts improves  the overall 
satisfaction of the buyer with the purchase and 
himself. Someone ascribes a discount to their 
communicative abilities and someone - as a 
confirmation of their own luck [3]. The discount 
from the initial price positively influences the 
buyer's intentions, even if in absolute terms the 
saved amount is small. Thus, during the experiment, 
the subjects spent more effort in order to get a 
discount of 33%, than 4%, although in both cases 
it was a question of winning five dollars [4]. 
Willingness to pursue special promotions is not 
universal. It depends on how the price signals are 
interpreted, for example, buyers for whom a high 
price labels products of better quality or buyers 
prone to a demonstrative prestigious consumption 
[3]. For them, the usefulness of the product is 
determined not only by its characteristics but also 
by the level of the price that is paid for it. Price 
remains an indicator of prestige, but the request for 
this function varies depending on how socially 
visible is the purchase. H. Leibenstein, introducing 
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into his models the "Veblen effect" (abnormal 
market behavior where consumers purchase the 
higher-priced goods whereas similar low-priced (but 
not identical) substitutes are available. It is caused 
either by the belief that higher price means higher 
quality, or by the desire for conspicuous 
consumption (to be seen as buying an expensive, 
prestige item [5]), suggests distinguishing two 
types of price: the real price, expressed in money, 
and the demonstrative price, that is the one that, as 
it seems to others, is paid by this buyer (conspicuous 
price) [6]. 
The system of discounting allows taking into account 
two opposite needs, providing the opportunity to buy 
very expensive things cheaper. The establishment of 
large discounts can lead to the formation of a 
distorted view of the original price, which appears 
unfairly inflated. Thus, the use of large discounts 
threatens the price reputation of the goods, carries 
the risk of eroding the social meanings assigned to 
it. A company offering discounts wants to maximize 
their estimated size so that the buyer reacts to the 
offer. Researchers propose to follow the "Rule 100": 
show a discount in percentage, when the price is less 
than $ 100 and in absolute values, when the price is 
more than $ 100. For example, if the price of the goods 
is $ 50, which discount seems more profitable: 20% 
or 10 dollars? Both discounts have the same 
monetary value, however, the discount in percentage 
terms has an advantage and it seems more 
attractive [7; 8]. 
Since buyers perceive the exact numbers as clearly 
calculated and associate them with a smaller value, 
it is recommended that high prices be expressed 
with an exact value. And since the company is 
interested in maximizing the discount amount, it is 
recommended to use a rounded value. The buyer 
should be able to easily estimate this value. The 

researchers came to this conclusion, citing the fact 
that people believe that the difference between 5.57 
and 3.56 is less than the difference between 5.00 and 
3.00, although, in fact, it is practically the same (2.01 
and 2.00, respectively) [7; 8]. 
The time of the sales is also of great importance. 
Discounts are best provided at the end of the month 
when the target consumers have not yet received a 
salary and the opportunity to save is more attractive. 
And after paying wages, when it's not so painful to 
part with money, it is advisable to apply other sales 
promotion tools, for example, free samples, gifts, 
lotteries, etc. 
A very interesting method is used by many 
supermarkets to attract new customers and retain 
permanent ones. Indicator products are selected - 
milk, bread, cereals, which are most often 
purchased by each person, and the price is reduced 
noticeably for these products. At the same time for 
other goods of the same category, having a more 
visually applying packaging or a long shelf life, as 
well as for goods purchased for gifts or pleasure, 
prices may be overstated. Goods with reduced prices 
should be popular, few (no more than three to five of 
each category), and highly-demanded.  
It is necessary to emphasize the difference between 
the approximate and actual prices. The aim is to 
maximize the apparent difference between the new 
price and the higher indicative price, thus visually 
denote the difference between them (for example, 
using a different font color). Buyers will perceive 
such a visual difference as a more significant 
numerical difference. Small print is even more 
effective in comparison with an approximate price 
written in a larger font [7;9]. 
This effect can be created not only by changing the 
color and size of the font but also by increasing the 
distance between the prices. At the same time, the 
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numerical difference will seem even more 
significant [7;10]. 
When deciding what discounts to apply, it is good to 
remember the principle of subtraction, according to 
which it is easier for the buyer to determine the 
amount and depth of the discount when the old 
(large) price is to the left and the new one is to the 
right. 
When the selling price is on the right of the initial 
price, according to the principle of subtraction, 
consumers more easily calculate the depth of the 
discount. If the depth of the discount is relatively 
high (30%), consumers determine the depth of the 
discount close to the actual value and positively 
evaluate it. When the selling price is to the left of the 
initial price, it is more difficult for consumers to 
make calculations, which prevents them from 
appreciating the discount positively. As a result, 
many of them focus only on the promotional price of 
the sale; estimate the depth of the discount in the 
range of 10-12%. When the discount depth is low 
(10%) and the selling price is reflected to the right 
of the initial price, more consumers will calculate 
the depth of the discount, find that the discount 
depth is small (10%), which will not prompt the 
customer to buy the product. When sale price 
appears to the left of the initial price, a smaller 
number of consumers will calculate the depth of the 
discount and most likely will focus only on the 
selling price and will assume that the discount is 
approximately 10-12%. Thus, regardless of whether 
the selling prices are located on the right or on the 
left, the estimate of the discount depth will be 
approximately 10-12% (that is, low), and this is likely 
not to interest the buyer. The psychology of people is 
devised in such a way that the first significant sum 
for them is 15%. Most people will pay attention to 
the sale only if the amount of the change exceeds 

15%, be it salary raise, a discount in the store or a 
gasoline price rise. Therefore, discounts of 5% and 
even 10% will not draw noticeable attention to the 
product. Conversely, if the product is liked, the buyer 
will buy it without a discount [11]. 
As a result, if the company offers a discount that is 
considered to be too low (which may cause buyer's 
displeasure) or too high (which can cause suspicion 
of low quality of the goods), it is recommended to 
complicate the possibility of calculating the 
discount and place the sale price on the left of the 
old price. If the company offers profitable discounts, 
you should simplify the calculation option and place 
the selling price on the right. 
 
Conclusion 
 
As a result of the research, we draw the following 
conclusions: 
1. The main motive for making purchases on 
promo-shares is the desire to save money. The 
interest of Ukrainians in special offers and 
discounts began to grow actively during the crisis 
period. Against the background of a decline in real 
incomes, the population is looking for ways to save, 
and promo becomes one of the ways to reduce the 
cost of buying goods. Discounts, appointed under 
certain circumstances and on special terms, have 
established themselves as a legitimate way to 
reduce market prices.  
2. Temporary reduction of the price of the 
goods has both advantages and disadvantages. The 
main disadvantages of this type of incentive are: 
• the impossibility of the formation of adherence of 
buyers, as they pay more attention to price cuts 
(special offers) than to the products themselves; 
• the decrease in profitability and additional 
expenses for the advertising campaign; 
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• possible creation of product "deficit" (shortage); 
• deterioration of the product’s and the 
manufacturer’s image. 
 The main advantages may be: 
• rapid growth in sales and an increase in the 
average check; 
• the attraction of the new audience and increase of 
the loyalty of old customers; 
• activation of turnover and release of warehouse 
space; 
• time limitation in accordance with the tasks 
assigned. 
3. All things considered, the discounting tool 
should be handled with caution. Studies show that, 
for example, discounts to regular customers raise 
doubts about the fairness of what is happening to 
those who are not [3; 4]. Decrease in the price for a 
certain group of consumers for not entirely 
understandable reasons has a negative impact on 
the perception of the product average level market 
value and on judgments about the fairness of 
discounts as such. Despite all the calculations of 
economic efficiency, it is possible to get in the end 
not what is expected, if the nuances of human 
psychology are not taken into account. 
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