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MORAL THEORIES AND APPLICATION IN BUSINESS ETHICS

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

PREFACE

The Faculty of Economics and Tourism “Dr. Mijo Mirković”, Juraj Dobrila 
University of Pula organised its 9th International Scientific Conference “Tourism, 
Innovations and Entrepreneurship – TIE 2019”, from 26th to 27th September 
2019, with around 100 participants, from twenty different countries.

Interesting presentations and discussions, exchanges of research findings 
during the conference on the beautiful Isabella Island (Poreč, Istria, Croatia, 
EU), at the Valamar Collection Isabella Resort, have resulted in the final papers 
which are published in this Conference Proceedings.

At the conference, we were honoured to have the opportunity to be the 
hosts of eminent keynote speakers. Professor William (Bill) C. Gartner, from the 
USA, opened the main plenary session with “Global Tourism Trends”, followed 
by Professor Dafna Kariv, from Israel, with “Educating Entrepreneurs” and 
Professor Milford Bateman, from United Kingdom, with “Fintech: Friend or 
Foe of the Global South?”. Their interesting key-note speeches confirmed the 
importance, providing original scientific views on the themes of the conference.

The conference covered the main themes of tourism, innovation and 
entrepreneurship; themes that today have growing importance, produce 
multifaceted impacts on socio-economic development and enable significant 
transformations, but the contribution was also seen in the fields of accounting, 
economic growth and development, environmental economics, finance, 
management, microeconomics etc. Additionally, the main themes about 
tourism, innovations and entrepreneurship are important since our Faculty of 
Economics and Tourism “Dr. Mijo Mirković” at Juraj Dobrila University of Pula is 
recognised as an institution that educates young entrepreneurs, future experts 
in the fields of economics and tourism, motivates innovation through different 
aspects and has a long tradition in developing connected study programmes. 
Istria is a tourist region that develops entrepreneurship and innovations, so we 
hope that this publication will attract a number of different readers. 

At the conference, 70 papers were classified and presented in 8 sessions. The 
round table “Tourism, Innovations and Entrepreneurship”, which included key 
representatives from public and private sectors at different levels of governance, 
represented a unique platform to connect scientific conclusions, experts’ 
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observations and practical experiences. Here we would like to thank all our 
sponsors, partners and promotional partners of the conference. The conference 
was organised under the patronage of the former President of the Republic of 
Croatia Kolinda Grabar-Kitarović  . We are also especially grateful to the envoy of 
the President of the Republic of Croatia, the managing director of the Institute of 
Tourism and the member of the Economic Council of the President of the Republic 
of Croatia, Damir Krešić, PhD, the Tourism Office Poreč, our partners Valamar, 
project ATLAS (Adriatic Cultural Tourism Laboratories), Glas Istre, promotional 
partner Conference Alert, and tenor Zoran Tomaić who opened the conference. 

Some of the papers presented at the conference were selected for 
publication in the journals “Economic Research – Ekonomska istraživanja” 
and “Review of Innovation and Competitiveness”. We thank our journals for 
their continuous support as partners in the organisation of conferences and for 
their high-quality publications. Special thanks go to all our presenters at the 
conference, track chairs, members of the programme and organising committee 
and our Juraj Dobrila University of Pula for their full support from the first steps 
in planning the conference to publishing the conference proceedings. We are 
also grateful to participants of the round table for their interesting lectures and 
discussions and our administrative services, for their valuable contribution and 
help during the conference.

This conference proceedings includes 20 papers, divided into three 
connected thematic areas. The first part of the proceedings presents the results 
of the studies concerning different aspects of tourism and valuable observations 
and contributions can be found in the second part that includes papers about 
innovations, entrepreneurship and management, as well as in the third part which 
synthesises interesting researches from the fields of economics and finance. 

This publication would not be possible without our esteemed authors, but 
also international and domestic reviewers, who gave valuable contributions 
during the independent peer-review process, especially during this historic 
year. We thank all of them for their cooperation and constructive reviews, 
improvements that will lead to high quality scientific and professional papers 
which readers can enjoy. 

Regarding the new constraints and challenges, with their influences 
especially on tourism and entrepreneurship, as well as the confirmed need 
for fast implementation of the existing innovations and creation of new ones, 
we hope that this publication will also motivate its readers for some future 
presentations and researches and also encourage fruitful discussions in one of 
the next conferences, where we will meet old friends and make new ones.

Pula, September 2020
Editors
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ABSTRACT

Despite structural problems (esp. restructuring of the food manufacturer 
Agrokor and difficulties in shipbuilding), Croatia indicates further expansion. 
The trend of above-average increase in gross domestic product (GDP) has 
continued in the last few years (IMF: GDP per capita: $11.8k in 2015 vs. $13.3k in 
2017, projection 2022: $18.1k.). The tourism sector significantly contributes to this 
development. In order to provide a more detailed insight into this correlation, the 
authors talked to tourism industry officials to obtain their personal assessment 
and experiences by using expert interviews for data collection. The methodological 
approach chosen from qualitative social research also aims to identify future 
challenges, strengths and weaknesses for the Croatian tourism sector and to make 
recommendations for action. 

The preliminary results of the analysis seem to suggest that, in spite of 
increased tourist numbers, there is doubt as to whether the Croatian tourism 
industry will be able to stay competitive with other countries in the future. Clear 
strategic planning is one of the weaknesses of economic indicators, such as a lack 
of qualified personnel or tax policy imbalances, a general factor which addresses 
one of the existing problems. The work aims to provide a contribution to the 
empirical research of Croatian tourism and to advance findings in the geospatial 
field of future challenges for this small country. In addition to the desired tourism-
oriented subsidy measures, sustainability aspects also play an important role in 
making the country fit for the future and orienting it accordingly. 

Keywords: Croatia, expert interview, future expectations and risks, tour-
ism industry, tourism policies
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1.  INTRODUCTION

1.1. TOPICAL INTRODUCTION AND STATUS QUO

Croatia is a popular tourist destination, and not just since and because of 
winning the Vice-World Football Championship in 2018. A sober look at the 
related figures from the International Monetary Fund (IMF) reveals an obvious 
trend: Croatia indicates further expansion. In recent years, GDP has risen 
steadily and, at first sight, has made a pleasing picture. Over the next five years, 
the forecasts of the IMF even intend Croatia to grow faster than Germany, the 
“heavyweight” member of the European Union (IMF, 2019). If you look at the 
increased number of overnight stays and the number of tourists in Croatia in the 
last five years (Tourism Ministry of the Republic of Croatia, 2019), it is obvious: 
Tourism is proven as a means of promoting economic growth and makes a big 
contribution to the GDP.

But this must not hide the fact that the country is exposed to a few 
structural problems:

• the largest trading company in the country – former Agrokor Group with 
40,000 jobs and >15% of GDP - undergoes a major restructuring process 
(Klepo, Bićanić and Ivanković, 2017), 

• the Uljanik shipyard in Pula has been declared bankrupt in the meantime 
(Laušić, 2018), 

• the national debt of the country has been rising for years – now: 75% 
(2005: 38%, 2010: 43%, 2015: 85%) (IMF, 2019), 

• the unemployment rate only just into the double-digit percentage range 
(IMF, 2019), and 

• the average wage is far below the EU average – gross hourly earning  
< 5 EUR compared to EU-28: 13 EUR (Eurostat, 2017).

Looking at these key figures evokes questions. So, the tourism sector is 
in great demand as it is characterised as the main supporting pillar of future 
growth (to dampen the difficulties above). A deeper investigation of the 
Croatian tourism situation is therefore essential.

In order to provide a more detailed insight into the correlation between 
tourism and GDP, the authors talked to tourism industry officials to obtain their 
personal assessment and experiences by using expert interviews. 

Further problems to discuss are:
• Is this a country that rests on its tourism laurels? 
• What do the experts think regarding this question and future challenges?
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As an extended introduction, it should not go unmentioned that the 
reference country Croatia is not only shown in an isolated space, but that the 
study also offers comparative features. Different countries were discussed, 
which deserve to be categorised as holiday destinations and offer links of various 
types to the reference country. This also qualifies the view of Delhey and Kohler, 
whose statements are presented in a context-sensitive manner. Specifically, 
in the sense that the focus on certain model societies often has historical 
and cultural reasons (Delhey and Kohler, 2006, p. 354). The neighbouring 
and holiday country Montenegro could be considered as a reference country 
because of its similar climatic conditions and culture. Hungary could be used 
as a benchmark for historical reasons with regard to the former union of states 
and the subsequent division of sovereignty, with Balaton being a popular 
destination for international tourists. For most European countries, Spain for 
example, is the reference country in the competition for tourists.

For the introductory context, however, Germany is of interest to the 
authors as a reference country. Germany is becoming increasingly popular 
as a travel destination for international tourists, especially since the German 
tourism industry has been one of the most flourishing and highest-turnover 
sectors of the economy for years (for details see Federal Ministry of Economics 
and Energy, BMWi, 2017). Nonetheless, we chose Germany as the reference 
country because of its economic stability, as it is the largest economy in the 
European Union, since the focus is on the comparison of GDP indicators. Here, 
Germany is traditionally considered the “leader” or “benchmark country” 
(Chapsa et al. 2014, p. 22).

1.2. RESEARCH QUESTION

Discussions concerning the competitiveness and future sustainability of 
the Croatian tourism sector are certainly not new. The authors want to deepen 
them. Reflecting on the above object of investigation, the research-leading 
question is articulated as follows: What does a sober look at the tourism situation 
in Croatia look like, how do experts judge it and what challenges have to be mastered 
in the future?

The experts were selected through personal and professional contacts. 
They are based in the tourism industry. In principle, expert knowledge is not 
necessarily associated with a status, profession or even “prominent position” 
within a company or organisation (Gläser and Laudel, 2010, p. 10f.). However, one 
can generally assume that questions, including our research question, which deal 
with the future development of an industry, are always of a strategic character. 
Positions at higher hierarchical levels are more likely to be involved in such issues 
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than employees in the operative area or lower hierarchical levels. As a result, we 
have specifically focused on interview partners from the management level. 

In this context, we would like to briefly point out that the possible 
questioning of other market participants, for example tourism managers 
abroad or management consultants, would probably also have led to interesting 
findings. However, we deliberately did not carry this out, as the depth of 
knowledge of the Croatian market in the first case tends to be lower than that 
of local industry representatives. In the second case mentioned, we assumed 
that their expert knowledge would ultimately also be based on surveys, so that 
we want to refer to primary sources or surveys in our work independently.

The data collection or sampling was targeted (“purposive sampling”), 
since the aim was to obtain “important information for answering the research 
question” (Truschkat et al., 2011, p. 362). The aim was to gather as much 
information as possible in order to identify factors that point the way forward. 
The “customer” proximity, with the associated feedback, is the key criterion for 
us. To put it simply, tourism managers have the practical background and are 
most likely to know how their industry “ticks” and are also familiar with the 
specifics of their industry.

1.3. METHODOLOGICAL APPROACH

The research question will be further investigated in the expert interviews 
in chapter 3. In addition to the statistical analysis (particularly the comparison 
of economic key figures of different countries) and the literature analysis, the 
future competitiveness of Croatia is critically examined in an essential step 
through guide-based interviews with 10 experts. The experts were asked how 
they assessed the current situation in the Croatian tourism sector. Furthermore, 
their own suggestions for improvements in the future were noted.

During the survey or research process we followed the theoretical sampling 
(Glaser and Strauss, 1967/2005), with regard to the number of interview 
partners. Here, data collection and analysis took place simultaneously, so that 
the findings of previous interviews were leading to the selection of the next 
ones. At a certain point, a theoretical “saturation” occurs (Glaser and Strauss, 
2005, p. 69). The sampling is then finished when the further cases and analyses 
do not provide any new insights (Flick, 2007, p. 161). Such a saturation point 
eventually occurred for us after 10 interviews, as the central themes were 
repeated in the interviewees’ answers.
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2.  ECONOMIC INDICATORS

2.1. GDP

In order to examine the current economic situation of the country in more 
detail, some economic data have been subjected to a (country) comparison. 
The following tables and graphs are mainly based on data and documents from 
the International Monetary Fund and show firstly the Croatian GDP in global 
comparison (world, emerging market and developing economies, advanced 
economies and it is also compared to Germany and the USA). 

Table 1. GDP-comparison in billion USD

In billion USD as of 2010 4/2019 2024

1. Emerging market and developing economies 22.78 th. 35.09 th. 50.17 th.

2. Advanced economies 43.25 th. 52.17 th. 64.41 th.

3. World 66.03 th. 87.27 th. 114.58 th.

4. Croatia 59.87 th. 61.25 th. 77.20 th.

5. Germany 3.42 th. 3.96 th. 4.91 th.

6. United States 14.99 th. 21.34 th. 25.3 th.

Notes: th. = thousands 
Source: International Monetary Fund, 2019

Figure 1. Graphical timeline for the development of GDP in Emerging market and 
developing economies, Advanced economies, World, Croatia, Germany and USA in the 
period from 1980 to 2024 (in billion USD)

Source: International Monetary Fund, 2019
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What does this comparison express? Evidently, and according to the IMF, 
the country expects eight times more growth in the next five years than in 
the last nine years. Between the lines, high expectations are attached to the 
small country. Such an expectation cannot be recognised in any of the other 
illustrated comparative countries or groups of countries.

A further comparison can be clearly evident in the following graphs, in 
which historical, as well as future data, between the small Croatia and the EU 
heavyweight Germany are more intensively illustrated.

Figure 2. Graphical timeline for the development of GDP in Germany and Croatia in the 
period from 1980 to 2024 (in billion USD)

Source: International Monetary Fund, 2019

Figure 3. Graphical timeline for the development of GDP in Croatia, in the period from 
1992 to 2024 (in billion USD)

Source: International Monetary Fund, 2019
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The graphs clearly illustrate that the small country has to compete with the 
big ones in terms of its development and future expectations. After the Subprime 
Crisis, the GDP in Germany suffered slightly and fell by 1.2% between 2010 and 
2015, before rising by 17.2% until April 2019. For Croatia, it looked more dramatic. 
GDP fell by 17.3% from 2010 to 2015 but increased disproportionately by 23.7% 
from 2015 to April 2019. In the future forecasts too, the Croatian expectations 
exceed the German ones (April 2019 to 2024: +26.0% vs. +24.0%).

2.2. POPULATION

Table 2. Population-comparison from various groups (in m. of people)

Millions of people as of April 2019 2024

1. Emerging market and developing economies 6.47 m. 6.86 m.

2. Advanced economies 1.07 m. 1.09 m.

3. World 7.54 m. 796 m.

4. Germany 82.95 m. 82.69 m.

5. Croatia 4.07 m. 3.93 m.

Notes: m. =millions 
Source: International Monetary Fund, 2019

Figure 4. Graphical timeline for the development of population in the period from 1980 
to 2024 in millions of people

Source: International Monetary Fund, 2019

The comparison of the data and (following) graphics impressively 
illustrates how contrarily the future prognoses of populations can degenerate. 
While the first three groups are all associated with rising and Germany with 
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stable forecasts, the Croatian population trend is retroactive. It should not be 
forgotten that, in the previous GDP graph, the Croatian curve is reciprocally 
based on a rising trend in the future.

Figure 5. Graphical timeline for the development of populations of Germany and Croatia 
in the period from 1980 to 2024 (in millions of people) 

Source: International Monetary Fund, 2019

Figure 6. Graphical timeline for the development of population of Croatia in the period 
from 1980 to 2024 (in millions of people)

Source: International Monetary Fund, 2019

Both these graphics show the past and future development in a transparent 
and characteristic way; a stable population in Germany, with simultaneous loss 
of people in Croatia (despite the ambitious growth targets of the country). The 
population of Germany increases by 3.3% from 2010 to 2020 and that of Croatia 
decreases by 8.6%. Here, it is made clear between the lines that the country 
offers too little incentive for the current inhabitants to remain loyal to the 
country permanently.
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2.3. GDP PER CAPITA

Table 3. GDP per capita - comparison from various groups (in USD)

In USD as of 2010. 2015. 4/2019. 2024.

1. Emerging market and developing 
economies 3.94 th. 4.79 th. 5.42 th. 7.31 th.

2. Advanced economies 42.06 th. 42.89 th. 48.61 th. 58.83 th.

3. World 9.69 th. 10.36 th. 11.57 th. 14.39 th.

4. Germany 42.64 th. 41.42 th. 47.79 th. 59.41 th.

5. Croatia 13.55 th. 11.78 th. 15.06 th. 19.66 th.

Notes: th. = thousands 
Source: International Monetary Fund, 2019

Figure 7. Graphical timeline for the development of GDP per Capita of the groups 
mentioned above in the period from 1980 to 2024 (in USD)

Source: International Monetary Fund, 2019

Visually, this is the only image in which the trend of all curves is correlated, 
or at least similar. It can even be seen that Croatia is on an above-average course 
here.
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2.4. TOURISM SHARE, NUMBER OF TOURISTS AND 
OVERNIGHT STAYS

Figure 8. Development of tourism share in GDP over time (in %)

Source: Tourism Ministry of the Republic of Croatia, 2010-2019

Figure 9. Number of tourists over time (in millions, including private and business as 
well as foreign and domestic)

Source: Tourism Ministry of the Republic of Croatia, 2010-2019
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Figure 10. Number of overnight stays over time (in millions, including private and 
business as well as foreign and domestic)

Source: Croatian Bureau of Statistics, 2019

All three graphs clearly prove that tourism in Croatia is developing in the 
direction of an economic miracle. They correlate with each other and show the 
same inclination.

2.5. SHARES OF GDP-DEVELOPMENT

This subchapter deals with domestic distribution in the context of GDP. 
Due to the tourist trend statements and developments illustrated in the 
previous chapters, there should be no over-dimensioned surprise findings if one 
looks at the temporal track of the GDP components in detail. 

The following survey is part of a study by the University of Zagreb, which 
impressively demonstrates how the services sector (especially the tourism 
value chain) has grown in the last 20 years.
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Table 4. Translated version of table 4 including combined proportions and their 
development (in %)

  1989 2008 2018

Agriculture, forestry and fishing 12.1 4.7 3.0

Manufacturing and extraction 37.8 16.2 15.5

Construction 5.3 7.2 4.2

Trade, transport and warehouses, lodging and 
food 14.1 18.6 20.5

Information and communications 1.5 4.1 3.8

Financial and insurance activities 0.8 5.4 5.5

Real estate business 3.6 7.7 8.5

Professional, scientific and support activities 5.7 7.2 7.0

Public administration and defence, education, 
health care and social care 9.8 11.9 12.5

Other service activities 1.8 2.4 2.5

Product taxes minus subsidies on products 7.5 14.6 17.0

Gross domestic product, GDP 100.0 100.0 100.0

Agriculture > 10% < 5% 3%

Industry > 40% < 25% < 20%

Service < 40% ≈ 60% > 60%

Notes: GDP = gross domestic product 
Source: Author’s own calculation (based on Domazet, 2018)

When you look at the graphics, little can be added. It almost creates a 
cautious impression of how the previously important agricultural and industrial 
sectors are now visibly affected. How the development of tourism performance 
is judged by experts will be questioned in the next chapters. It will become 
apparent during the course of the study that the tourism sector could be the 
saviour in distress. 
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3.  INVESTIGATIONS PROCEDURE

3.1. PROBLEM SOLVING PROCESS

This chapter examines the extent to which the first findings and 
impressions in the previous chapters are reflected in the opinions of experts. 
In addition, the survey of the industry experts offers the opportunity to obtain 
estimates that were not, or were only insufficiently available in the literature 
(magazines, monographs, Internet sources). This considers e.g. the question of 
the country’s current position.

3.2. CHOICE OF THE METHOD/RESEARCH DESIGN

The following explanation of the research design follows a transparent 
presentation of how the respective empirical data was collected and analysed 
and how the empirical research interest was answered. This includes sketching 
in each case the survey method, the procedure and the evaluation method in a 
short form.

The choice of the survey method fell to the non-standard interview, which 
belongs to the field of qualitative social research. In this interview form, neither 
the questions nor the answers of the interview partner are standardised. The 
subtype Guide interview focuses on a given topic and on a list of questions, the 
guide. In the question formulations and the sequence of questions, however, 
there is no liability, and it allows the interview partners as natural a conversation 
as possible (Gläser and Laudel, 2010). The guideline is intended to ensure that 
all relevant aspects of the research subject are addressed.

With the support of such guideline interviews, selected experts on the 
topic were consulted and directly interviewed for this work. The term “expert” 
is to be understood in the sense of a group of persons who have a special 
knowledge in the sought-after matter and pass it on request (Gläser and Laudel, 
2010; Przyborski and Wohlrab-Sahr, 2009). 

Guided interviews can be in person, by phone or in writing. For this 
investigation, the interviews were conducted partly in person, partly by 
telephone or by e-mail and recorded with the agreement of the interview 
partners using a digital recording device.

3.3. CHOSEN CIRCLE

The classification into an “expert” group was based in particular on the 
basic idea that the interviewee should either have many years of responsible 



19

TOURISM
FACTORS INFLUENCING TOURISM GROWTH IN CROATIA

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

management experience in the hotel or tourism sector, or the person has 
been working in the tourism higher education sector for many years. In 
context with the expert interview, we understand a 10-year rule - as a central 
element of expert competence - according to which it takes about 10 years of 
experience to acquire expert competence. The average professional experience 
(including work in the tourism industry) of the interviewees was well over 10 
years. Furthermore, the respective positions (management) underpin the high 
requirement profile which is generally indicated by correspondingly long and 
relevant professional experience.

For the type and quality of information obtained through empirical 
research, the choice of interviewees is an elementary influencing factor. For 
the present work, it was therefore relevant to examine the topic, not only from 
purely technical expertise, but also from the perspective of all main regions of 
Croatia: Dalmatia, Istria, Slavonia and Zagorje. The consideration of all these 
main regions should not lead to an unbalanced result.

The profiles of the respondents are as follows:
• the chosen experts are mainly long-time executives in the tourism 

sector,
• have academic and high professional backgrounds,
• have an average of 20 years of experience in the tourism field (theory and 

practice) per person,
• have an overall achievement of over 500,000 overnight stays annually,
• essentially directors of hotels and Croatian tourist national boards, 

professors in tourism, President of County Chamber of Commerce and, 
furthermore, one university chair holder, and

• eight persons interviewed in the coastal cities and two in the inland area 
of the country.

Another criterion for selection was the time availability of the experts 
during the study period and their willingness to cooperate in this research 
project.

3.4. INTERVIEW QUESTIONS

For the purposes of this research, the authors perceived it necessary to ask 
different experts the same questions in order to compare different opinions 
and answers in a meaningful way.

Before conducting the interviews, it had to be clarified who should be 
included as an expert. The interviewer deliberately selected the participants, as 
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they were known to him and had relevant knowledge about individual aspects 
of the subject matter. A random sample of the interview partners would, 
therefore, have made little sense. In this respect, certain persons were to be 
interviewed, since they could be assessed as particularly relevant and capable of 
providing information based on their own insights into the subject of the study.

In the first half of the questionnaire, care was taken to ensure that an 
adequate presentation of the experts was guaranteed. The second half of 
the questionnaire focused on the operationalisation of the research subject 
(Gläser and Laudel, 2010). It was emphasised that the questions were open, 
neutral, simple and clearly formulated (Gläser and Laudel, 2010). Although it 
was reasonable to suppose that the experts to be interviewed would all have 
only a short time for such an interview, no time limit was set for the purposes 
of loosening up the interview situation. Relevant literature suggests that 
between eight and fifteen questions are required to answer such a complex 
topic (Gläser and Laudel, 2010). Accordingly, the interview guide consisted of 
thirteen questions.

The guide began with introductory questions for the purposes of presenting 
the interlocutors, which allowed a more relaxed mood in the beginning. In 
addition to the name, position and company, this also included professional 
experience, along with tourist key figures.

Table 5. Introductory questions of the guide interview

1. First let us know something about you; what is your name, academic background, position 
held and company?

2. How many years of experience do you have in the field of tourism?

3. How many tourist capacities does your company run?

4. How many overnight stays does your company achieve/sell and where are the majority of 
guests from (country)?

5. What means of transport do the majority of guests arrive by? 

Source: Author’s own guide interview creation

Hereafter follows a section with questions about the contents sought and 
goals of the tourism object of investigation. In addition to the current practical 
relevance of the topic, and including ideas of competition with other countries, 
respondents were asked what points they would like to change in the future in 
terms of the tourism situation in Croatia.
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Table 6. Professional oriented questions of the guide interview

6. In your opinion, what factors contribute to the increase in Croatian tourism (e.g. number of 
guests, income, overnight stays)? 

7. What do you think is the advantage of your country in relation to other countries in the 
Adriatic region?

8. Can you categorise the expectations of your guests, i.e. which service that you offer is their 
favourite one?

9. Are you satisfied with the government’s long-term tourist strategy for Croatia?

10. If you had the power to change three things in the tourism sector, what would they be? 

11. To what extent does tourism infrastructure meet the needs of tourism development?

12. To what extent is the price of tourist services influenced by the number of guests and their 
consumption, and how is their relationship compared to competing tourist destinations?

13. To what extent does the lack of labour in Croatia affect the level of tourism services and 
the development of tourism? Are the relevant workers in tourism adequately trained to 
achieve a high level of services and tourism development?

Source: Author’s own guide interview creation

4.  MAIN RESULTS

4.1. PRELIMINARY EXPLANATION OF THE RESULT 
EVALUATIONS

For a detailed evaluation of the interview results, the literal transcription 
was selected. This elaborate method is particularly suitable for relieving the 
interviewer from logging during the interview and concentrating fully on the 
leadership of the interview (Mayring, 2002; Gläser and Laudel, 2010). The 
interviews were recorded using a digital recording device, depending on the 
approval and the meeting of the interviewees. 

In the subsequent transcription of the interviews, standard orthography 
was chosen. Speech pauses, non-verbal utterances such as throat clearing, 
stuttering and filler words in the transcription were ignored and partially 
adjusted in the way that the sentence structure was smoothed, and the Font 
English was adjusted. Similarly, introductory words, interview explanations, or 
small talk at the beginning and end of the interviews were not transcribed for 
capacity reasons and lack of relevance to the content of the interview.

The qualitative survey method, used conscientiously, follows the principle 
of openness. This produces a significant amount of blurred, raw data to be 
evaluated (Gläser and Laudel, 2010). Therefore, a suitable qualitative evaluation 
method must be chosen. The chosen method of qualitative content analysis 
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enables an evaluation of complex material in a systematic and methodically 
controlled manner, without freely interpreting it or losing information 
through rigid systematisation, such as in quantitative content analysis 
(Mayring, 2002). Following a systematic procedure, the texts were extracted 
from information that was then assigned to a category system and further 
processed independently of the source text (Gläser and Laudel, 2010). In this 
way, and according to the purpose of the study, the wealth of information was 
systematically reduced and structured.

The following subchapters focus on the presentation of the results of the 
expert interviews. These would be used to answer the research question. The 
presentation of results is based firstly on an antithetic discussion, in the form 
of positive and negative aspects as well as two analysis techniques according to 
Mayring:

 - Summary: “The aim of the analysis is to reduce the material so that the 
essential content is retained, to create a manageable corpus through 
abstraction, which is still an image of the basic material (Mayring, 2003, 
p. 58)” and

 - Structuring: “The aim of the analysis is to filter certain aspects out of 
the material, to lay a cross-section through the material according to 
pre-determined order criteria or to assess the material based on certain 
criteria (Mayring, 2003, p. 58)”.

In order to give the insights gained an authentic perspective, a list of 
the interview statements mentioned above was to be incorporated into the 
presentations. In the process, various parallels were revealed in the main 
statements, as the following explanations will show.

4.2. POSITIVE ASPECTS

The (first) positive aspects of the investigation could be preceded by the 
following points, listed according to the number of mentions:

(a) Preserved, untouched nature / Mediterranean natural beauty (10)
(b) Beautiful Adriatic Sea (7)
(c) Domestic and ecologically grown / Mediterranean food (incl. wine) (6) 
(d) Heritage tourism (UNESCO) (3)
(e) Preserved culture and religious heritage (2)
(f) General safety (also by entry into the EU) (3)
(g) Constant upgrades in tourism infrastructure (2)
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In the following, the above-mentioned positive aspects are explained in 
detail and in parts by way of example.

Explanation of the survey results

a) Preserved, untouched nature / Mediterranean natural beauty (10)

b) Beautiful Adriatic Sea (7)
Croatia is widely known for its natural beauty and crystal-clear Adriatic 

Sea. It is influenced by ideal sea currents and a mild Mediterranean climate. The 
incredible diversity of the landscape of Croatia will leave a lasting impression on 
everyone. With its national parks, forests, sea caves and more than a thousand 
islands, Croatia is truly beautiful.

Also, on various international tourism sites one can find descriptions 
which position Croatia in the European countries’ comparison front. 
Exemplary statements in a brochure are as follows: “From ancient walled 
towns to gorgeous beaches framed by sparkling blue waters, there’s nothing 
you can’t find in Croatia, a land of great natural beauty and astounding cultural 
heritage. Although modest in size, the small Central European country 
abounds in notable historic sites and national parks packed with dense forests, 
striking waterfalls and unbelievably beautiful lakes. Two such places are the 
breathtaking Plitvice Lakes and the unique Kornati archipelago, with its 140 
pristine islands surrounded by crystal-clear azure seas” (Travel away, 2019).

(c) Domestic and ecologically grown / Mediterranean food (incl. wine) (6) 
What distinguishes Croatia from other European countries are its famous 

gastronomic delicacies, from fish at the seaside to meat specialties on the 
continent. Besides standard European cuisine, Croatia also offers its most 
popular local dishes and specialities. In Dalmatia and Istria, the main dishes are 
fish and seafood, and in the continental part there are meat specialties.

Not only the beautiful beaches, but the sea and sights are also widely 
illustrated on tourism websites. There are even separate pages that focus 
on the various traditional delicacies and are articulated as follows: “As with 
every country that is culturally, historically and geographically as diverse as 
Croatia, its cuisine can hardly be pinpointed to only one type. Over the course 
of time and the historical impact of other nations, a wide range of now-called 
traditional Croatian dishes developed in different parts of the country. ... The 
continental cuisine of Croatia, for example, under the influence of the Austrian 
and Hungarian hegemony, is mostly based on meat dishes and vegetables that 
are often served in rich and spicy sauces. The traditional coastal cuisine is, on 
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the other hand, mostly based on seafood, domestic olive oil and vegetables like 
chard. Inevitable condiments that give this Croatian food its unforgettable 
taste are rosemary, basil and other Mediterranean herbs. Dalmatian and Istrian 
dishes are not only light and healthy, but also extremely delicious. Although 
sometimes similar to the cuisine of the neighbouring Mediterranean countries, 
the coastal cuisine of Croatia has many dishes that are unique only to this 
geographical region” (Smart Deal d.o.o., 2019).

d) Heritage tourism (UNESCO) (3)

e) Preserved culture and religious heritage (2)
As can be seen in the list below, Croatia is a country with numerous cultural 

and natural heritages under the protection of UNESCO. Croatia has been an equal 
member of UNESCO since its independence from Yugoslavia on 25th June 1991, 
and its preserved culture and religious heritage were included as such under the 
UNESCO Statutes. The corresponding universal codification can be found in the 
conventions on the UNESCO website: “The General Conference of the United 
Nations Educational, Scientific and Cultural Organisation meeting in Paris from 
17 October to 21 November 1972, at its seventeenth session (UNESCO, 2019)”.

Below is the corresponding list in Croatia (Croatian National Tourist Board, 
2018):

Cultural
(1) Early Christian Euphrasius Basilica Complex in Poreč (1997)
(2) Historic City of Trogir (1997)
(3) Historical Complex of Split with the Palace of Diocletian (1979)
(4) Dubrovnik Old town (1979, 1994)
(5) Stari Grad Plain (2008)
(6) Stećci Medieval Tombstone Graveyards (2016)
(7) The Cathedral of St James in Šibenik (2000)
(8) Venetian Works of Defence between the 16th and 17th centuries: Stato 

da Terra – Western Stato da Mar (2017)

Natural
(1) Ancient and Primeval Beech Forests of the Carpathians and Other 

Regions of Europe (2007, 2011, 2017)
(2) The Plitvice Lakes National Park (1979, 2000)

(f ) General safety (also by entry into the EU) (3)
 This point describes another advantage for the country. This can also 

be seen in the published article by Simmonds. He noted a general lamentation 
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at a high level of the population, but at the same time emphasised the 
everyday security benefits: “While everyone complains about some aspect 
of life or another here in Croatia, the reality is that the safety levels are 
excellent. Your kids can easily be left to play on their own like back in the 
good old days in other countries, and in many aspects it’s as if time has stood 
still. The majority of crime here is traffic crime, rarely does anything major 
occur (Simmonds, 2018)”.

(g) Constant upgrades in tourism infrastructure (2)
Investments are constantly being made in the development of the 

infrastructure in the Republic of Croatia. The reason for this is the pronounced 
seasonality of tourism, when the number of inhabitants in many tourist 
destinations repeatedly exceeds their number in comparison with the off-
season period. The summer months present a major challenge in terms of 
infrastructure, especially for the cities of Dubrovnik, Split and even the 
islands. Specifically, major construction projects, partly co-financed by the 
EU, are in progress here. These include, among others, the construction of the 
Pelješac Bridge, opening of a new terminal at Zagreb International Airport, 
reconstruction of the Croatian road network, railway construction and the 
Clean Water Project (Stout, 2018).

4.3. NEGATIVE ASPECTS AND CHANGE REQUESTS

Of course, while a number of positive effects have been found in the study, 
it is important not to ignore the negative comments and utterances that were 
mentioned:

(a) Long-term strategy not really recognisable (6)
(b) Current tourism infrastructure (4)
(c) Price/performance ratio questionable (4)
(d) “Sun and Sea” concept not enough for long competitive advantage (2)

Explanation of the survey results

(a) Long-term strategy not really recognisable - Croatian tourism, 
primarily in coastal parts, continental part neglected (“dead letters on 
the paper”, no bureaucratic support of government, from October to 
March almost no flights) (6)
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It is a well-known fact that tourism in Croatia mainly takes place on 
the coast. Furthermore, the respondents stated that it is no surprise that the 
authorities have neglected continental Croatia. In addition, statistics show 
that up to 86% of the total number of overnight stays throughout the year are 
realised in the summer months.

Therefore, it is not surprising that the biggest Croatian tourism investments 
are in the Adriatic/coastal area, and not the continental area (Ćorluka, 2018).

However, one must not forget that the country had to master great 
challenges due to its recent history and the difficult conditions created by 
the consequences of the homeland war. In addition, there were insufficient 
privatisation models that were not always useful for the tourism business. 
Nevertheless, tourism has managed to establish itself and yet benefit from 
great foreign interest, as the Ministry of Tourism of the Republic of Croatia 
has recognised: “… Croatian tourism still managed to show its vitality thanks 
to the strength and interest of the international market, the attractiveness of 
the country, and most of all the resilience of tourism as a reaction to occasional 
global events (Ministry of Tourism of the Republic of Croatia, 2013)”.

When it comes to mass tourism, the economic benefits seem to outweigh 
at first glance “foreign exchange inflows” or “activities of general and special 
socio-economic interest”. Nonetheless, the negative aspects which are 
concretised in attributes such as “seasonal character, spatial concentration 
and the distribution of tourism”, must not be ignored (Jardešić, 2010). This 
“problem” must be relativised and channelled. One of the most important 
factors in measuring tourism success is the measurement of the intensity 
of tourism seasonality in a given country. The intensity of the seasonality 
of Croatian tourism is 60% and takes place in three summer months. The 
following key figures, based on the climatic conditions, cannot be ignored: “As 
a rule, the tourist offer has a seasonal character, which means that it is not used 
in the same intensity in all seasons. The basic determinant that characterises 
individual seasons is the climatic factor which, as a rule, forms the two major 
tourist seasons” (Pirjanec, 1998).

(b) Current tourism infrastructure only partially meets the needs of 
tourism development (change from mass to sustainable tourism is 
needed, peak season very problematic) (4)

Only the following cited sentence of the Croatian Minister of Tourism 
meets the above point very aptly: “Reaching 20 million tourists and 100 million 
nights with our infrastructure is our maximum; Croatia needs to develop the 
pre- and post- seasons and to raise the quality” (Capelli, 2019). As mentioned in 
the earlier text, Croatia has announced plans for a new investment in tourism 
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infrastructure, especially in the transport infrastructure (railways, ports and 
airports), with an amount of 20 billion kunas (2.7 billion euros). The main 
reasons are the high expectations regarding the quality of tourism offers: “Four 
and five-star hotels have been key factors to Croatian success, with tourists who 
are attracted by high levels of quality. According to the Ministry of Tourism, 
there has been a 70 per cent increase in the number of four and five-star hotels 
in recent years, while the share of three-star accommodation has been reduced 
from 42 to 34 per cent” (Patricolo, 2019). Higher quality accommodation, as 
well as a proper infrastructure, will continue to be in demand in the future, and 
there is no way around it. 

(c) Price/performance ratio questionable (high prices) - tourists could 
move to a more competitive destination if the service quality gets 
worse (e.g. Turkey cheaper) (4)

The following overview impressively underlines, in this six-country 
comparison, the price-performance ratio of the country in question, in which 
the price trend of Croatia over other countries is glaringly obvious.

Figure 11. Price/performance ratio

Source: Pavlic, 2019

Prices for tourism services (accommodation and food & beverages), when 
considering Croatia, are often questioned. Tourism is a branch of the economy 
that is highly vulnerable to external influences and to the international market. 
All the above-mentioned Mediterranean countries have strengthened their 
competitiveness with strong promotional and marketing activities by hoteliers 
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and tourist boards. In Croatia, prices are rising so fast that the price / performance 
ratio is debatable. With such a percentage increase in price, guests expect the 
content and the quality to correlate with it. That may be called into question.

(d) “Sun and Sea” concept not enough for long competitive advantage (2)
In the 1970s, when tourism in Croatia took shape, the sun and the sea were 

the main assets for attracting tourists. Today, almost half a century later, this 
concept is no longer sufficient, as tourists are increasingly looking for additional 
facilities and active vacations. The “sun and sea” concept is not new of course 
and researchers take that as a starting point in a critical context: “Even though 
Mediterranean countries have a lot to offer in terms of historical and cultural 
heritage, most tourists visit them to enjoy a warm climate and the coastal 
natural attractions” (Orsini and Ostojić, 2018). 

The question is whether it will survive in the international comparison 
in the long term. Of course, this question cannot be answered without this 
and that, but, at least in part, it has to be examined and evaluated in its basic 
totality, and that includes examining its disadvantages: “It is geographically 
concentrated along the coast, which generates congestion costs and feeds 
regional imbalances. Moreover, nowhere in the EU does tourism show such a 
strong seasonal profile as in Croatia” (Orsini and Ostojić, 2018).

4.4. CATEGORY SYSTEM AS A FURTHER INSTRUMENT OF 
CONTENT ANALYSIS WORK

According to Gläser and Laudel, the category system serves for a more 
appropriate extraction of the relevant information from the expert interviews. 
It builds on the preliminary considerations and questions of previous 
chapters and thereby ensures that the information extraction is guided by the 
preliminary considerations (Gläser and Laudel, 2010, p. 201). In this chapter, 
the content analysis mentioned is carried out in a slimmed-down version, since 
the antithetical discussion presented already offered a broad information radius 
from all interview results. The actual intention of this chapter is to further 
condense the core contents of the interview results and to divide them into 
main categories in order to address the research question in a further dimension. 

The authors have developed three main themes for the category system, 
which are incorporated into the corpus of the study as empirical core elements:

(a) (Cultural) Tourist perspective of the country: The majority of the 
interviewed experts evaluate Croatia as a country with Mediterranean 
unspoiled beauty, which includes in particular the beautiful Adriatic Sea. In 
addition, the domestic and ecologically cultivated or Mediterranean food 
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products, including wines, also stand out. Another reason given for the 
special position of the country is that security aspects are more in the focus 
of interest today than ever. This operational importance of general security 
brings obvious advantages to the country, also due to its entry into the EU, 
when compared to other holiday destinations (e.g. in Asia or Africa). This is 
not a fundamental reorientation in the tourism industry but, as a result of 
global unrest and terrorist attacks, this point is more important than ever 
and can be categorised as a possible delimitation feature.

(b) Current (economic) challenges: Basically, the perspective of the 
experts was transferred from the positive argument to a critically 
oriented position. Various points and suggestions emerged in which 
the experts not only saw potential for improvement, but rather an 
urgent need for action. First of all, there is talk of a lack of manpower 
that cannot be managed. This is closely related to the tax dissatisfaction 
of the tourism companies, who would use the desired tax relief directly 
to recruit better staff. The majority of the experts not only criticise this 
point from the theoretical aspect, but it became clear that they are 
confronted with it also in their daily practice. They argue that such an 
implementation could sustainably improve the level of education and 
the salary conditions in the hotel industry. 

(c) Sustainability and future strategies: The last category “Sustainability 
and future strategies” deals with the extent to which the tourism 
industry in Croatia can persist in the European tourism market and 
which strategies would be necessary. Critical and positive statements 
in the results of the expert interviews roughly balance each other out. 
However, what remains, according to some respondents, is the lack of 
specification of long-term strategies that affect Croatian tourism. On 
the one hand, this includes the perception that the current tourism 
infrastructure only partially meets the needs of tourism development. 
On the other, the insight that the country is still competitive, but that 
it has to continuously improve the quality and the offer for guests. One 
of the key insights gained from the work can also be seen here because, 
according to the current development, the competition is not sleeping 
and the (too) high price level of the country could make cheaper 
countries like Albania more attractive in the future. Namely, Albania 
introduced a number of tax measures (from the end of 2018) to attract 
foreign investors in the hotel industry. Domestic economic problems, 
such as the rapidly increasing employment of foreign forces from 
Serbia, and the simultaneous emigration of the Croatian population, 
certainly do not make the perspective in the overall context any easier.
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5.  CONCLUSION AND OUTLOOK

The research above has shown a differentiated picture of the tourist 
situation in Croatia. The sunny side of the country with certain emphasis is 
obvious; the negative aspects have been developed on the basis of a qualitative 
content analysis of the respondents. The ten expert interviews with proven 
experts build on the preliminary considerations and initial findings from 
Chapter 2 and on the questions derived in the initial chapter. The practical point 
of view was quickly adopted, and the reference country Croatia was examined 
in perspective. The influencing factors already described and presented in 
theory chapter 2 were also largely consistent in the results. As a result, the 
change requests of the interviewees were particularly striking. They affected 
the economic indicators of the country (listed according to the number of 
mentions) and expressed their desire for corresponding measures:

Change requests (“Three things to change” Question 10):
• Tax policy (tax reduction in tourism sector, VAT & income) - using it for 

wage growth and subsidies for (hoteliers) regarding offseason work (9) 
• More vocational education / raise early education and specialisation 

in gastronomy, hospitality and tourism (from demanding level to Top 
Management) (5)

• Subsidies, extension of measures for the development of continental 
part (3)

• Maintenance (or sale, rental or a private arrangement) regarding 
numerous tourist facilities that are empty and rugged and owned by the 
state (2)

• Focus on development strategies (“unique emotion as a key factor for 
sustainable tourism is missing”) (2)

There is initially a great disappointment among entrepreneurs in terms 
of tax aspects and lack of subsidies. It also calls into question educational 
policies that do not stand up to the current demands of the tourism sector. 
This automatically results in requirements and wishes for the future that are 
expressed and addressed as future aspects and challenges within the study 
(listed according to the number of mentions):

• Lack of labour force big future problem: (9)
• Missing vocational training in tourism areas / gastronomy: staff 

insufficiently educated and trained for high level service (4)
• Seasonal employment through imported labour from neighbouring 

countries / government should intervene (3)



31

TOURISM
FACTORS INFLUENCING TOURISM GROWTH IN CROATIA

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

• Salaries are not enough for young people from Croatia / government 
should help with subsidies for working in postseason and retention of 
young people

• Lack of quality staff approaches slowly the domain of chaos. Each 
tourist worker is the mirror of the achieved standard of destination 
and a decisive element of sustainable tourism. Educating employees 
at all levels can bring a better perspective (“The Returning Guest - The 
Prospering Employee - Growing Capital”).

As seen from the results of our research, the biggest challenge for Croatian 
tourism is the lack of quality and educated workforce. Croatia’s labour market 
capacity is certainly not enough, and the country will have to turn increasingly to 
attracting foreign workers from Eastern European countries and beyond. There 
are profound points of argument which give their attitude to the preceding 
remarks; as Kotler, Bowen and Makens state: “Employees value working in 
well-run organisations that offer high quality products. Receptionists do not 
like to receive guest complaints. The costs of poor quality include absence, 
fluctuation and employee morale. … researchers have compiled a list of reasons 
recently cited by students of hotel and restaurant management schools as 
reasons for dismissal. One of the reasons they cited was a lack of quality in 
the organisation. When an organisation has good quality, it can retain good 
employees. Recruitment is easier and training costs are reduced (Kotler, Bowen 
and Makens, 2010)”. The transparently pointed out and cited problem reflects 
poor pay levels, poor education and skills in a still predominantly state-owned 
economy, which has led many young Croats, according to analysts, to find more 
lucrative and efficient work in wealthy Western EU countries.

Recent developments show that at least 30,000 jobs in the country, 
mainly in tourism, are vacant and that there are also deficits in the construction 
and manufacturing industries. This also impedes the hope of catching up with 
colleagues in the European Union. This shows that there is potential, not only 
in the qualitative area, but also in the quantitative area in the economic context 
of the country. Closely connected and overlapping is the challenge that Ilic 
implements: “This at a time when Croatia and other European Mediterranean 
tourist hotspots are struggling to cope with huge crowds arriving on cheap 
flights and cruise ships in the summer high season (Ilic, 2018)”. 

In conclusion, the importance and advantages of the tourism sector are 
undisputed for Croatia. What is more disadvantageous are its characteristics, 
which have displaced the other areas of the gross domestic product. Proper 
industry and agriculture, which together accounted for the majority of the GDP 
30 years ago, are now looking extinct. Whether this imbalance can be equalised 
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is considered unlikely. However, the tourism sector should at least be more 
focused on sustainability, so that its potential is not limited to three months of 
the year, because cultural heritage and the beautiful nature could also be used 
in the other months for tourism or otherwise.
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ABSTRACT

Higher education is, nowadays more than ever, faced with the need of how 
to educate future graduates to successfully fit in the working processes of their 
relevant field of interest. In this respect, educators in tourism and hospitality, 
alongside their role in students’ professional education, are challenged to meet 
the fast-changing demands of this growing industry by preparing them for the 
expectations and requirements of their future employers. Since education is one 
of the key elements for professionals to provide quality products and services, 
their knowledge and innovative skills very much depend on the skills of the 
teachers. Therefore, the relationship between tourism and education becomes 
more important because it ensures well educated professionals, who, in their 
future careers, will be able to apply their knowledge with a creative approach in 
the working processes.

The purpose of this paper is twofold. On one hand, it intends to identify the 
challenges for educators to be innovative in teaching and open to new approaches 
in order to guide students in the best way. On the other hand, the aim is to 
present a training programme designed to prepare teachers at university levels 
to face the challenges of using technology in the future classroom within the 
ERASMUS+ Project “Future-proof your classroom – teaching skills 2030”. The 
project is characterised by a storytelling approach and its content is mainly 
related to the use of digital technology in the classroom and adapting tasks and 
activities to teaching. The main aim of the approach is to develop a blended 
learning course that will meet the needs of the educators with competences and 
skills important for successful teaching in the future. Its objective is to contribute 
to the implementation of innovative teaching methods which will provide flexible 
learning practices and engage the educators in different roles, which will further 
contribute to better communication in on-campus classes. 

Keywords: educator, future classroom, higher education, teaching skills, 
tourism
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1. INTRODUCTION

Teaching, as a complex process of acquiring new knowledge and new 
experiences, depends on appropriate communication which contributes to 
the discovery of the unknown during this process by using different tools 
and approaches. We can compare it with the ocean because learning leads 
towards the revelation of new spaces of knowledge for the students. Whether 
we are experienced teachers or just starting our careers, we are always 
challenged with the same question: how do we teach? Another question that 
is inevitably related to our teaching is how do our students participate in the 
class; are they only listeners or are they active participants; are the classes 
that we teach teacher-centred or student-centred? And, how do we know 
that the students understand our teaching; how do they perceive the concept 
that we developed for the class and, even more, what about their attention, 
participation in discussions, questioning, arguing or self-reflection and what 
is our role in this process? 

Teaching students on a tertiary level requires serious dedication, which is 
a constant challenge for educators and a process that requires teachers to have 
clear answers to such questions. In this era of technology enhancement, the 
traditional teaching and use of textbooks with active learning methodology 
is inevitable and the teacher’s role is changing quickly. To be able to respond 
to this new role, there is a need for appropriate professionalization and 
adjustment to new generations of students and current societal demands 
because, more and more, universities expect teachers to meet such demands 
(Bos & Brouwer, 2014). 

The programmes should enable sound theoretical knowledge in on-campus 
classes, but also initiate and support teachers’ comprehensive interpersonal 
and intercultural skills for empowering graduates with the ability to build a 
successful career in the industry. Education at universities provides students 
with knowledge which further helps them foster and develop the general 
skills which are relevant for their future life-long learning (Class, 2011). Who, 
if not educator, is responsible for equipping students with skills and adequate 
mindsets when striving for personal growth and success? 

The primary objective of this research is to determine the main aspects of 
the perspective of future teaching with new skills and to present the advantages 
for educators in how to be innovative and open in teaching using new approaches 
in order to guide students in the best way. Therefore, the literature review 
serves as a starting point to investigate and analyse the innovative approach in 
teaching. On the other hand, the aim of the paper is to present the research 
results in the creation of the blended learning course within the ERASMUS+ 
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Project “Future-proof your classroom – teaching skills 2030” that applies the 
innovative method of storytelling in teaching, since the author is a researcher 
in the project team. Further, the research aims to present the results from the 
creation of the blended learning course that addresses teachers and trainers 
at higher education institutions by providing instructional competencies and 
skills for future learning spaces, and to present the benefits of such an approach 
in teaching. Hence the main research topic places direct emphasis on the 
content aspect of the teaching skills of future educators. 

Since the aim of this paper is to present the research results from the 
development of a new blended learning course for educators, the methodology 
of the research engages both a theoretical and empirical approach in defining 
the challenges for future educators. The methods of analysis and synthesis have 
been applied in order to identify and define the main aspects of this research, 
but also to contribute to the formulation of the conclusions of the research. 

2.  LITERATURE REVIEW

The literature review in this paper is based on two approaches. Firstly, 
higher education in tourism is explored by different authors who present the 
benefits of education in this sector and argue the contribution in educating 
professionals which will meet the needs of the labour market. Secondly, the 
growing interest of teachers in being innovative while teaching in classes as a 
challenge for future oriented educators is examined. 

2.1. SPECIFICS OF TOURISM EDUCATION

The dynamic character of the tourism sector in all spheres of its activity 
imposes the need for human resources that will be able to meet the current 
changes and trends in tourist demand and in tourist supply, both qualitatively 
and quantitatively (Nestoroska, 2019). In addition, Nestoroska notes that, as 
tourism continuously grows, there is increased attention to tourism education 
as a result of the need to develop different levels of education and different 
programmes that will educate diverse profiles of students. Respectively, 
educational institutions improve and adjust their study programmes to the 
needs of the sector. The higher education institutions follow the changes that 
constantly occur in education and aim towards improvement of the teaching 
and research processes, as well as the current trends in the tourism industry, for 
profiling qualified and educated professionals.

Sigala & Baum (2003) agree that tourism and hospitality study programmes 
should be based on a clear understanding of the industry and meet employer 
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expectations concerning the competencies which graduates have to acquire 
with the completion of a degree program. Education provides the industry with 
graduates who have gained the relevant competencies to respond adequately to 
the industry’s needs. There are researches and publications for higher education 
in tourism and hospitality which focus on describing education and comparing 
different educational systems for this sector (Bañuls, 2009; Manhas & Dogra, 
2011; Nestoroska, 2019). Weber and Ladkin conclude that nowadays, there is 
an increase in demand for highly educated human resources as a significant 
factor in tourism, indicating that this leads to an increased number of higher 
education programmes in order to meet the needs of the business (Weber & 
Ladkin, 2008), while Amoah and Baum (1997) identify the need for creation 
of strategies whose main purpose should be to bridge not only the industry 
education divide, but also the existing gap between tourism education and the 
needs of the tourism industry. Their discussion is that the development and 
implementation of a specific tourism policy can bring tourism education closer 
in line with national tourism policies. 

On the other hand, studies which address the innovative approach in 
tourism education are rather limited (Benckendorff & Zehrer, 2017; Fominienė, 
2017; Zsarnóczky, 2017; Shepherd & Cooper, 2014). Further, Ovsenik (2013) 
states that the rapid changes in the field of tourism demand development of 
new educational approaches for the next decades have been occurring too 
quickly, since the educational system within the field of tourism struggles 
nowadays on how to provide the industry with the quality force needed. The 
research shows that the development of the new learning culture should 
be IT supported, coordinated with the tourism industry and constantly re-
conceptualised programmes. Many universities have introduced tourism and 
hospitality departments, programmes or courses. Educating professionals 
in the best way whilst using innovative approaches is not only limited to the 
tourism sector but presents itself as a challenge for all educational institutions 
on a tertiary level.

2.2. INNOVATIVE TEACHING

Different authors have written in their studies about the innovative 
teaching in higher education, addressing different innovative and effective 
teaching methods within different teaching disciplines and analysed how 
they are conducted (Bates & Pole, 2003; Haris, Mishra & Koeler, 2009; Esteve, 
2000; Wickramasinghe, 2016). In many researches, innovative teaching 
is related to students’ behaviours, methods, approaches and strategies. As 
Anderson (2008) argues, the implementation of online learning as innovative 
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teaching can present challenges to educators, as the tools and opportunities to 
discover students’ preconceptions and cultural perspectives are often limited 
by bandwidth constraints, which limit the users’ view of body language and 
paralinguistic clues. The universities already evidence the benefits of the 
recent development in Information and Communication Technology (ICT) by 
embracing innovation in learning (Livingstone, 2012). ICT is currently a major 
component in performance and reforming teaching and learning. 

According to Hauptfeld-Göllner (2019), teachers and trainers have to be 
prepared for new mental, physical and virtual learning spaces in order to guide 
students in the best way possible. Thus, the online learning environment 
is a unique cultural context in itself. Other authors argue that teachers’ 
competencies play an important role in delivering innovative teaching 
in higher education (Blömeke & Delaney, 2014), and Harris et al. (2009) 
identified that these competencies are professional certifications, cognitive 
abilities, affective-motivational characteristics, mastery of teaching and 
learning contents and pedagogical approaches. Additionally, Zhu et al. (2013) 
explain the four core competencies that are important for delivering innovative 
teaching: innovative learning competence as knowledge of teachers to update 
their subject knowledge and improve the ways for providing teaching materials 
for their classes (Soto Gómez et al., 2015; Livingstone, 2012); innovative social 
competency as an ability to communicate socially with students from different 
backgrounds (Jeffrey & Craft, 2004; Runco, 2003); innovative educational 
competency as ability of integrating subject knowledge, pedagogical aspect, and 
learning psychology to achieve the development of students in understanding 
the topics taught, both in on campus classes and on-line (Runesson & Runesson, 
2015; Asyari et al., 2016); and innovative technological competency for 
gathering information from different data sources that will be used to support 
innovative teaching (Salleh, 2016; McPherson & Nunes, 2004; Bates & Poole, 
2003). The aforementioned studies have clearly noted that innovative teaching 
is very important for the teachers and trainers who are oriented towards the 
quality and contemporary approach in their teaching. 

Huda et al. (2016) investigated the importance of big data for innovative 
teaching processes and they concluded that it can be extended to higher 
education institutions in terms of offering innovative teaching experiences 
to their students. The authors argue that big data offers the ability to extract 
value from a large volume and large varieties of data. Hence, the innovation in 
teaching has improved from class-based activities, where students are occupied 
with notetaking activities, to searching for rich content materials, which is 
more accessible than before, and big data offers the ability to extract value from 
a large volume and large varieties of data. 
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Further, Taneja, Safapour & Kermanshachi (2018) argue that a change 
in learning culture is based on the change of the teacher’s role that must 
support open learning and development of skills and competencies which 
enable autonomous and active problem solving in the concrete environment. 
To address this problem, they selected five innovative and effective teaching 
methods for analysis: flipped/inverted classroom, gamification, design 
thinking/case study, self-learning and social media. The results show that the 
selection of the most effective and appropriate teaching technique requires a 
lot of knowledge and involves a lot of factors. Arguably, the use of appropriate 
teaching methodology depends on the course learning objectives to meet 
students’ needs. Girish & Kumar (2018) proposed an innovative model for an 
effective teaching and learning process in higher education by considering the 
impact of both technology and visual learning. It is based on the use of ICT 
and visual learning as one of the most effective methods of the teaching and 
learning process. 

In summary, the mentioned studies explore the importance of 
innovative approaches in higher education teaching and pay attention to the 
implementation of different models. However, given the current changes in 
the education processes, especially those aimed at adapting to the use of new 
learning technologies, there is still room for research into the improvement in 
the quality of teaching in this context. Consequently, future oriented educators 
should create their own innovations in teaching by adjusting the most suitable 
methodology to transfer the knowledge to students and meet their needs. 

3.  CHALLENGES FOR FUTURE TEACHING 

Education nowadays is faced with the challenge of how to provide students 
with a learning environment that will best meet their needs. The question of 
the role which teachers play when they introduce an innovative educational 
proposal is related to the answer that teaching and learning represent the two 
sides of a single coin or the two sides of any given class which is, and always 
has been, education’s main objective (Pessoa, 2018). When teaching, educators 
need to develop a concept that will not just deliver, but also interpret and 
transfer the teaching material in the best way, because of the long-term impact 
of the teaching on students. Different concepts in teaching very often demand 
use of different technologies and environments for their implementation, 
thus having in mind that the most important aim is to keep up and increase 
students’ attention and motivation in the learning process.

On the other hand, teachers are faced with constant challenges of how to 
apply the most suitable approach in their teaching process (Mortiboys, 2010). 
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Having in mind that, in this process, technology also plays an important role, 
an innovative teaching and learning methodology in tourism higher education 
should implement existing learning methods with new teaching styles. In 
addition, education is fundamental for human resources in the tourism and 
hospitality sector and business success depends on its quality. Due to the 
continuous growth of this sector, the demand for educated human resources 
has been increasing and we can identify the following challenges for teaching 
students in the best possible way:

 - shifting the role from a traditional provider of knowledge to a guide 
directing classroom communication as presenter, coach or moderator

 - keeping up with the fast-changing trends and demands of the industry 
 - educating students in how to develop the skills and abilities necessary to 

work in the field they study
 - using technology while teaching
 - communicating effectively in class while teaching.

Technology changes the way we learn, teach and communicate, and 
education plays an essential role in these processes. The teacher has to be 
able to switch between several roles as presenter, coach or moderator. The 
presenter’s role varies, and it depends on a number of factors, including the 
student’s background, previous knowledge, and the duration of classes. 
Technology, videos and podcasts change the way we present in front of a group. 
On one hand, the attention span of students is shorter, and they expect more 
“entertainment”; on the other hand, electronic tools may enrich and reinforce 
our message. We have to decide which information we deliver digitally and 
which orally. Most of the studies indicate that the teacher applies the learning 
more deeply, frequently and consistently when they act as a coach and improve 
the capacity to reflect, both with students and with colleagues (Neufeld & 
Roper, 2003). Whether they perform as a presenter, moderator or coach, the 
teacher uses diverse tools and methods to communicate with students when 
teaching. The range is diverse and includes visuals, videos, podcasts, Tedtalks, 
storytelling, discussions, moderating group dynamics, giving and receiving 
feedback, asking questions that foster self-reflection or reinforcing the self-
esteem of students. There are many ways to find an appropriate story; they may 
come from personal or other peoples’ experiences, from fiction, theatre plays or 
movies, as well as from research. 

When placing the student in the centre of the learning process and 
enhancing the individualised learning means that we focus on the personal 
development of the student. In doing so we have to know how to perform 
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in the role of a coach: how to communicate, give and receive constructive 
feedback, ask questions that foster self-reflection, reinforce self-esteem of 
students, change limiting beliefs of students and check previous knowledge 
(from online work). In this context, “coaching can be defined as the learning 
support aimed at improving the performance of a student during the carrying 
out of a task” (Brown, Collins & Duguid, 1989). Coaching students helps to 
develop their own understanding of things, encouraging them to believe in 
their personal capabilities. In order for the students to achieve good learning 
results, teachers need to provide excellent coaching, taking into account 
that two-sided communication highlights students’ perspective on a topic. 
It requires teachers to dismiss the “know-it-all-attitude” in favour of guiding 
and encouraging students. Changing this attitude requires a different language 
and communication style. This is where two-sided communication plays an 
important role; fostering students’ self-development and self-esteem means to 
ask questions and give feedback to stimulate development and change limiting 
beliefs rather than tell students how things work. Coaching is essential for 
innovative teaching approaches like inverted classrooms and project-based 
learning, as well as field and teamwork, because these approaches are based 
on mutual exchange between students and teachers. Therefore, the author 
with the research team of the St. Kliment Ohridski University team in the 
ERASMUS+ Project “Future-proof your classroom – teaching skills 2030” – 
TEACHING2030 (https://teaching2030.eu/communication-in-on-campus-
classes/ https://teaching2030.eu/) proposes that teachers should be equipped 
with the following communication skills:

• Establishing ComGroup in class is the basis for effective communication 
between students and teachers, both online and in the physical 
classroom (ComGroup is short for a communication group in class 
defined by Nestoroska, I. & Petrovska, I. for the ERASMUS+ Project 
“Future-proof your classroom – teaching skills 2030”). The global trend 
of using ICT and social media in teaching and learning implies a reduction 
of power between students and teachers in favour of an equal level of 
communication. Therefore, it makes sense to use a coaching approach 
instead of a “sage on the stage” approach (Alison King, 1993). 

• Giving constructive feedback to students is critical for teachers as it has 
a major impact on students’ learning, and it helps to improve student-
teacher communication. Feedback should be specific, honest and 
encouraging for students. 

• Empowering students through peer feedback is an essential part of 
teaching because student-to-student feedback is often received more 
positively than teacher-to-student feedback. With the teacher’s support, 
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peer feedback empowers students to improve their independence and 
develop self-advocacy. 

• Coaching in inverted classrooms that enable students to prepare for 
lectures in advance. Inverted classroom, as an innovative learning 
method, involves students’ individual learning, while face-to-face 
teaching has to focus on mutual exchange between students and 
teachers. 

• Good intercultural communication, as a real challenge to perceive 
students’ cultures, behaviours, communication and values. Teachers first 
need to be good listeners and observers, then to be aware of their own 
behaviour and culture and, ultimately, to be able to build relationships 
with students. 

Moderating student groups is essential when focusing on the students’ 
needs and their development. Students’ needs are manifold, and educators 
are often confronted with diverse student groups, intercultural settings and 
different mindsets. Therefore, they have to balance opinions, perceptions and 
attitudes and also stimulate critical and reflexive thinking. By implementing 
diverse roles, educators should re-think their communication behaviour in 
relation to the attention that students deserve for their comments.

4.  #TEACHING2030 – LEARNING COURSE FOR FUTURE 
ORIENTED EDUCATORS 

It is expected that by 2030 education will undergo huge changes and 
will influence the educational system due to the changed skills, attitudes and 
behaviour of the generation Z students. Therefore, educators at universities 
need to be prepared for the needs of this generation. It is essential for the higher 
educational institutions to foster teachers to implement innovative learning 
approaches with the use of technology. It is more evident that the combination 
of the individual settings of students with innovative methods and technology 
results in their higher engagement in the teaching process. Therefore, 
educators have to adjust their teaching within new and challenging learning 
environments and skills, and they have to be prepared for this transformation 
process, since students’ success is related to their performance. Who, if not 
educators, are responsible for equipping students’ growth and success?

The project “Future-proof your classroom – teaching skills 2030” – 
TEACHING 2030 is an ERASMUS+ funded project (http://ec.europa.eu/
programmes/erasmus-plus/projects/eplus-project-details/#project/76ec2c0f-
b909-43d6-ac62-148949c0696b) and is led by Fachhochschule Burgenland, 
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Austria, with the participation of eight other partner universities from Croatia 
(the University of Rijeka), Hungary (The Eszterházy Károly University in Eger), 
Italy (the University of Perugia), N. Macedonia (the University St. Kliment 
Ohridski - Bitola), Portugal (the University of Aveiro), Slovenia (the University 
of Maribor) and Spain (the University of Valencia) and Create Mediadesign, 
specialised in the design of multi-media learning technologies (Austria). The 
project encompasses two crucial areas for the future development of education 
in Europe: innovative skills for teaching on one hand, and digital education 
on the other. More and more, teachers need skills and competencies to teach 
students effectively and to implement innovative approaches in teaching and 
lecturing. The development of eight modules is created in such a way as to 
transform traditional classrooms into new learning spaces and to provide skills 
and competencies to educators for future developments in education. 

The final result of the TEACHING 2030 innovative educational course 
includes web based training in on-line (cBook) and on-site (iLabs) formats, 
which are designed to provide educators with competencies and skills for 
successful teaching in the future, with 8 modules that cover the following areas:

 - Module 1: The role of teachers in 2030
 - Module 2: Communication in on-campus classes
 - Module 3: Designing on-campus training
 - Module 4: Creation and use of e-learning materials
 - Module 5: Teaching with social networks
 - Module 6: Writing skills for the web
 - Module 7: Teaching in virtual classrooms
 - Module 8: Developing a blended learning course.

Module 1 focuses on the professional teaching role of the future educator as 
guide and coach to students in the teaching and learning process, while module 
2 concentrates on communication in on-campus-classes, enhancing personalised 
learning processes and student-centred learning. Module 3 focuses on the 
exercises and the environment in the future, as learning in on-campus-classes 
will be perceived as a holistic experience via all the senses, including e-learning 
and ICT, for which module 4 elaborates on the creation and use of e-learning tools 
for implementation in teaching by teachers. Module 5 investigates and explains 
how working with social networks will be inevitable in future. The module 
elaborates on the students’ use and how they can be applied for teaching. Module 
6 elaborates teachers’ writing skills for the web, which has not even yet been 
discussed at many universities. The writing processes for the web are characterised 
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by greater user activity and collaboration, and educators have to be familiar with 
the online styles and regulations closely related to module 5. Module 7 combines 
the competencies explained in modules 4, 5 and 6 for designing virtual classroom 
training, as educators have all the necessary tools at their disposal. The module 
focuses on the question “which kind of exercises fit best for which kind of 
purposes?”, as the educator is in the role of a moderator here. Module 8 converges 
all the skills and competencies captured throughout the course by structuring 
the blended learning process. The cornerstone of the module is the proper design 
of a blended learning course, where the phases of contact hours, online hours and 
self-study periods are used best for teaching and learning in the future.

Teachers taking the course are guided through the modules with the concept 
of storytelling. Two virtual personalities represent teachers at a higher education 
institution, and they talk about their fictional experiences, facing trends and 
challenges in their future teaching. During the course, they assist each other with 
advice and help to expand the boundaries of traditional teaching, by which they 
actually assist the users of the tool. They are continuously present in the cBook 
and in the iLab, which are closely interlinked. The creation of the TEACHING 
2030 course has two parts: cBook (an advanced Web Based Training that allows 
a very dynamic use and flexible combination of electronic exercises) and iLab 
(will extend the virtual learning world and the stage-play-approach by adapting 
the same style for on-campus training). Each module offers an iLab manual, 
explaining the didactical concept of the entire course, with a glossary at the 
end of each manual that refers to the central definitions and terms used by the 
development team. The entire course is worth 16 ECTS (2 ECTS each module), 
and an additional 4 ECTS can be awarded for a final teaching assessment of two 
days. In this way, the project contributes to the process of implementation of the 
course at partner universities, continuing quality improvement of teachers’ skills. 

The created modules were presented at the universities in the respective 
countries where TEACHING 2030 researchers come from. Presentations of the 
Module 2-Communication in on-campus classes as part of the TEACHING 2030 
course were organised at the Faculties of the University St. Kliment Ohridski 
- Bitola, where the course was well received by teachers who have shown 
willingness to use this tool. After the presentation, the demo cBook was sent 
to the participants and they were asked to evaluate the e-exercises according to 
the questions: whether the instructions and tasks were clearly demonstrated, 
whether the tasks for the self-study periods were adequate, how the design 
is appealing and if the technical implementation worked smoothly. After the 
on-going online evaluation which finished in mid-November 2019, the results 
served for the implementation of minor changes to the course which was 
completed in February 2020. 
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The TEACHING 2030 course provides future skills and competencies to 
teachers with this innovative educational blended-learning course, which 
can be accessed without limitations and free of charge on the site https://
teaching2030.eu. Although created for teachers, the course meets the needs 
of students as well, because they are the final beneficiaries of the teachers’ 
innovative educational approach in their classes. This new and challenging 
course will enable the teacher to prepare for the new roles in both learning 
environments, as a moderator in virtual classrooms and as a coach in on-campus 
classes. 

5.  CONCLUSION 

Being an educator in higher education has been particularly challenging 
in the last two decades. The challenge is even greater given that the modern 
generation of students is characterised by the ability to adapt easily to 
technological changes and apply various technological tools in their everyday 
lives. Therefore, teachers should increasingly use an innovative approach in 
teaching and communicating with students. In this respect, innovation is 
reflected by choosing the most appropriate model in this process. 

The contribution of this research is in illustrating the importance of the 
role of the teacher as a presenter, coach and moderator in the teaching process 
by encouraging students to be active listeners, participants, peers and feedback 
providers. Therefore, it is necessary to have a constant commitment and 
adaptability of the teaching staff to the current changes in order to provide 
the students with learning in an interesting and modern way. They will, 
furthermore, contribute to their better readiness to acquire the necessary skills 
for their future in a modern way. 

The research generates useful findings and points for valuable direction 
for future work and it offers solid ground for future research. Firstly, the study 
was focused on the investigation of the challenges of educators for their future 
classroom teaching, where the professional teaching role of the future educators 
paves the way for the students in their learning environment. Secondly, when 
explaining the concept of the new TEACHING 2030 blended learning course, 
the presentation is based only on the aspects of the content of the course and 
initial positive reactions of participants according to its promotion. Thirdly, 
even though the course is created for the educators, students also play an 
important role in this process, because they are the final beneficiaries of the 
course. It is assumed that students will be more satisfied with the lecture if the 
teacher applies the new skills with the innovative approach in teaching, which 
will motivate them to deal with the topic in an in-depth way. Therefore, future 
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work may focus on expanding the research on the experience of teachers who 
will implement the new skills gained through TEACHING 2030 course and 
the students’ experience with the new teaching approach by their professors. 
Lastly, the course is created as a tutorial and it opens possibilities for future 
development of the TEACHING 2030 course as an interactive one. 

The findings in this paper may serve as a starting point for future research 
on innovative educational approaches with implementation of blended 
learning tools in tertiary education. 
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ABSTRACT

Taking the view that human capital is one of the most important assets 
of the tourism and hospitality sector, the current study aims at exploring the 
industry’s personnel’s Intercultural Communicative Competence (ICC) as a 
specific set of characteristics and skills that might prove crucial in the context of 
international tourism. Specifically, the study investigates the four dimensions 
of ICC (attitudes, knowledge and understanding, skills, actions) by means of 
a 20-item research instrument developed from the ICC model by Barrett et al. 
(2014). Based on a sample of 132 respondents employed in the T&H sector, and 
218 international tourists visiting the County of Istria, Croatia, during the 2019 
tourist preseason, the study examines the differences in the perceived importance 
of the T&H personnel’s ICC proficiency. Overall, the results show slight differences 
between the two groups’ perceptions, with the tourists’ expectations somewhat 
exceeding the personnel’s intercultural awareness. However, statistically 
significant differences were found for two ICC dimensions: while the employees 
stress ICC skills acquired through formal education and professional experience, 
international tourists emphasise one’s actions and a proactive stance in 
intercultural interactions as significantly more important for an individual 
to be regarded interculturally competent. In addition, the tourists emphasise 
one’s ability of adapting to the various, culturally-determined verbal and 
non-verbal communicative conventions as an important skill in establishing 
efficient intercultural communication. The current findings have important 
practical implications for the tourism sector as they may provide a valuable tool 
in managing human resources and recruiting qualified personnel. They may 
also help tourism education and language experts in integrating intercultural 
awareness and ICC skills into formal curricula and help us in devising strategies 
to successfully improve interactions in intercultural settings. 

Keywords: communication skills, Intercultural Communicative 
Competence (ICC), intercultural awareness, international 
tourism, tourism and hospitality personnel, tourism education
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1.  INTRODUCTION

The growing cultural, ethnic and linguistic diversity within international 
tourism settings demands responsible solutions to successfully overcome the 
cultural and linguistic barriers that inevitably arise in such contexts. Since both 
the sector’s workforce and the consumers of international tourism are becoming 
more diverse, these contexts present additional challenges for the tourism and 
hospitality organisations to distinguish themselves in terms of communicating 
their products and services to international travellers. The overall organisational 
success in such a versatile and competitive industry largely depends on the 
skills and competences exhibited by the employees whose everyday working 
activities demand frequent, direct communicative interactions with foreign 
tourists. One such particular set of skills and competences refers to the tourism 
and hospitality (T&H) personnel’s ability to efficiently communicate with 
customers of diverse linguistic and cultural backgrounds (cf. Inkaew, 2016; 
Kiryakova-Dineva & Kitkova, 2016; Dimitrova & Chakarova, 2015; Yang et 
al., 2015; Bedeković et al., 2014; Gonçalves 2014; Bennett 2009; Spitzberg & 
Changnon, 2009; Gremmo & Campbells, 2008). The current paper relies on 
the view that human capital is one of the most important assets of the tourism 
and hospitality industry, and that the sector’s employees play a key role in 
enhancing a company’s productivity and overall performance by establishing 
efficient communication between the service provider and the service recipient 
(cf. Matveev, 2017; Kostić-Bobanović & Novak, 2017; Webster & Sundaram, 
2009; Kusluvan, 2003). The ability of the sector’s employees to efficiently 
communicate with customers of diverse backgrounds greatly depends on their 
foreign language skills, cultural awareness and communicative competences 
as attributes that substantially contribute to one’s overall professional 
performance and expertise. The purpose of the current paper is to investigate 
and contrast the perceptions of the sector’s employees and international 
tourists in terms of what constitutes one’s overall intercultural communicative 
proficiency. By providing an insight into the main stakeholders’ views on 
desirable intercultural and communicative competences and skills, the current 
paper may provide a valuable tool in managing human resources and recruiting 
qualified personnel. In addition, it may also help tourism education and foreign 
language experts in integrating intercultural and communicative competences 
into formal curricula.
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1.1. THE FOUR DIMENSIONS OF INTERCULTURAL 
COMMUNICATIVE COMPETENCE (ICC)

Published in 2008, the Council of Europe’s White Paper on Intercultural 
Dialogue suggests that intercultural competence enables an individual to 
appropriately engage in intercultural dialogue with individuals and groups 
from various ethnic, religious, linguistic and national backgrounds. The 
document proposes that such dialogue represents the best approach for 
managing cultural diversity, promoting tolerance, preventing conflicts and 
enhancing societal cohesion. However, it also emphasises that intercultural 
competence is not acquired automatically, but instead needs to be taught, 
learned, practiced, and promoted by education professionals at all levels and 
types of education (Council of Europe, 2008). The call to integrate intercultural 
knowledge into the heart of education for the 21st century stems from seeing 
ourselves as members of contemporary societies, where one’s social inclusion, 
employability and professional development increasingly depend on the ability 
to develop meaningful and effective ways of communicating and co-operating 
with culturally different “others”. The capacity to identify our own culturally-
determined patterns and adapt emphatically and flexibly to unfamiliar 
ways of being represents an important trait of an interculturally competent 
individual. At the same time, intercultural communication becomes an 
increasingly important topic all across the social sciences, from management 
and healthcare, to psychology and education (cf. Matveev, 2017; Dai & Chen, 
2014; Deardorff, 2009; Alred et al., 2003; Dyche & Zayas, 2001; Paige, 1993). 
Intercultural knowledge and competence can be defined as “a set of cognitive, 
affective, and behavioural skills and characteristics that support effective 
and appropriate interaction in a variety of cultural contexts” (Bennett, 2008: 
97). Therefore, intercultural competence represents a rather complex set 
of attitudes, skills and behaviours, and it has been the subject of numerous 
studies within the field of cross-cultural and intercultural communication 
(cf. Bakić-Mirić, 2012; Lustig & Koester, 2010; Lewis, 2006; Gudykunst, 2003; 
Ferraro 2002). Published in 2006, D. K. Deardorff’s intercultural framework 
was among the first research-based consensus models of intercultural 
competence, identifying its 22 core components, which primarily referred 
to one’s communication and behaviour in intercultural contexts (Deardorff, 
2006). In addition, Deardorff offered a description of intercultural competence 
as “the ability to communicate effectively and appropriately in intercultural 
situations based on one’s intercultural knowledge, skills, and attitudes”, which 
reached the strongest consensus among intercultural scholars as an appropriate 
definition (Deardorff, 2006: 247-248). Other research identified additional 
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areas that constitute intercultural competence, such as cognitive, affective 
and behavioural dimensions (e.g. Matveev, 2017; Matveev & Merz, 2014), 
managing anxiety and uncertainty due to cultural differences (e.g. Gudykunst, 
2005), cultural empathy and cultural sensitivity (e.g. Zhu, 2011; Bennett 
& Bennett, 2004; Fritz et al., 2002; Van der Zee & Van Oudenhoven, 2000), 
communicative effectiveness in intercultural contexts (e.g. Guo & Liu, 2019; 
Portalla & Chen, 2010), etc. Despite numerous conceptualisations and the 
various models, there seems to be a common agreement that one’s attitudes, 
skills, knowledge and behaviours constitute the core of an individual’s overall 
intercultural proficiency (Barrett, 2012). It was the interrelationship of these 
core dimensions that served as the backbone for the current research.

Partly in response to the CoE’s White Paper, a multidisciplinary team of 
researchers developed a framework for integrating intercultural competence 
as one of the central educational goals in formal, non-formal and informal 
contexts. They also described its constitutive elements in order to develop a 
framework of competences for democracy, human rights and intercultural 
dialogue (Barrett et al., 2014). According to Barrett and colleagues (2014), 
the components of intercultural competence may be broken down into four 
main domains: attitudes, knowledge and understanding, skills and actions. The 
dimension of attitudes reflects a person’s ability to value cultural diversity and 
pluralism of views, to respect and empathise with people of various cultural 
perspectives, and to exhibit openness and curiosity towards people of cultural 
orientations different from one’s own. The dimension of knowledge and 
understanding refers to valuing the internal diversity of all cultural groups, and 
understanding one’s own and other people’s assumptions, preconceptions, 
stereotypes, and overt and covert discrimination. This dimension assumes 
understanding the influence of one’s own language and culture on one’s 
experience of the world and of other people. Additionally, this dimension 
refers to understanding the various, culturally-determined verbal and non-
verbal communicative conventions followed by people of various cultural 
backgrounds. The dimension of skills forming one’s intercultural competence 
includes the ability to take other people’s perspectives into consideration 
and to change and adapt one’s way of thinking accordingly. It also demands 
our ability to understand and empathise with other people’s beliefs, values 
and feelings. More importantly, this dimension refers to a person’s ability to 
adapt their verbal and non-verbal behaviour to new cultural environments 
and to exhibit additional communicative, mediating and linguistic skills. This 
includes foreign language skills and skills in translating, interpreting and 
explaining, as well as skills in managing misunderstandings and breakdowns 
in communication. Finally, though individuals often profess attitudes which 
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are considered desirable in conducting intercultural dialogue, they often 
fail when it comes to putting them into practice. For this reason, the fourth 
dimension refers to taking appropriate actions such as interacting, co-operating 
and communicating appropriately and effectively with people of various 
cultural backgrounds, or actively challenging behaviours which contravene the 
human rights and dignity of people, regardless of their culture. This dimension 
also implies the ability to openly act against expressions of prejudice and 
discrimination and to challenge cultural stereotypes by encouraging positive 
attitudes towards cultural diversity. The four dimensions of Intercultural 
Communicative Competence (ICC), as described by Barrett et al. (2014), were 
used to inform the development of the current study, with the four domains 
regarded as interrelated sets of characteristics and skills that describe one’s 
overall intercultural communicative proficiency.

2.  THE AIM OF THE STUDY AND RESEARCH QUESTIONS 

The current research was aimed at investigating the importance of 
Intercultural Communicative Competence (ICC), as perceived by the main 
stakeholders of international tourism, namely the tourism and hospitality 
personnel and international tourists. The focus was to examine the perceived 
importance of the various characteristics, skills and behaviours that help in 
establishing efficient intercultural communication. By focusing on the various 
ICC traits and characteristics, this study aims to investigate the hypothesised 
differences in the perceptions of what constitutes one’s overall intercultural 
communicative proficiency. 

In particular, the study aimed to answer the following research questions:

(1) How do domestic T&H personnel perceive the importance of 
Intercultural Communicative Competence (ICC), to be adopted and 
exhibited in their everyday interactions with foreign tourists?

(2) How do international tourists perceive the importance of Intercultural 
Communicative Competence (ICC), to be exhibited by the T&H 
personnel in intercultural tourism settings? 

(3) Are there any significant differences in the perceived importance 
of Intercultural Communicative Competence (ICC) between the two 
groups?

The research thus investigates two main perspectives: from the perspective 
of the sector’s employees, it looks at how they perceive the importance of 
intercultural communicative proficiency as part of their overall professional 
knowledge and expertise. On the other hand, the perspective of foreign tourists 
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is investigated in terms of the perceived importance of intercultural competence 
exhibited by the sector’s employees. The author speculates there might be 
considerable differences in the two groups’ perceptions. Such differences – or 
their lack thereof – might help us to better understand the nature of efficient 
intercultural communication.

3.  METHODOLOGY

The cities of Pula, Poreč and Rovinj, alongside the municipalities of Fažana, 
Funtana and Vrsar were chosen as some of the most frequently visited tourist 
destinations of the south-western and western coastal part of the Istrian 
peninsula. The tourist preseason of 2019 was determined as the focus period 
(March–May 2019), since tourist profiles might differ between the preseason, 
main season and postseason periods. The current sample was dominated 
by the young, while the author would expect the middle-aged and elderly to 
dominate the postseason. If so, this would affect the final results. The author 
suggests considering various tourist profiles for further research. The locations 
were visited on several occasions to distribute the questionnaires, while a QR 
code with the URL address was distributed to enable online access as well. The 
number of fully completed questionnaires was 132 from the employees and 218 
from the tourists (350 in total).

3.1. PARTICIPANTS

The T&H personnel employed in tourist agencies, hotels, hostels, yachting 
charters and the renting, sports and wellness services, camps, restaurants and 
other facilities, and foreign tourists visiting the target area were randomly 
selected to participate in the study. The final sample included 132 domestic 
T&H employees and 218 foreign visitors. Table 1 shows the basic demographic 
profile of tourist respondents. The sample was not well balanced in terms 
of gender, with 62.84% female, and 37.16% male tourists. The age structure 
were predominantly young adults aged 18 to 35 (59.17%), with one-third 
of middle-aged adults, aged 36 to 55 (34.86%). The majority were from the 
United Kingdom (39.91%), Germany (24.77%) and Austria (17.89%), which 
is not surprising given that these are among the largest tourism markets for 
the County of Istria, Croatia. According to official statistics from the Istria 
Tourist Board for January–May 2019, foreign tourist share in Istria by country 
of residence was as follows: 22.18% of total arrivals and overnights were from 
Germany, 15.85% from Austria, and 5.06% from the UK (ITB, May 2020). A 
rather high proportion of participants from the UK and the domination of the 
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young can perhaps be explained due to a large share of springtime excursions of 
British students and the young being more willing to participate in the survey. 

Table 1. The demographic profile of tourist respondents (N=218) 

Tourists’ demographics Frequency (N=218) Percentage (%)

Country of origin

The UK 87 39.91

Germany 54 24.77

Austria 39 17.89

Slovenia 17 7.80

The Netherlands 9 4.13

Italy 7 3.21

France 5 2.29

Gender

Female 137 62.84

Male 81 37.16

Age group

18 – 35 129 59.17

36 – 55 76 34.86

> 55 13 5.96

Source: Author’s research

It should be emphasised that the study did not take into consideration 
certain factors which might be crucial in the given context, such as the 
participants’ mother tongues or bi- and multilingualism, levels of education, 
proficiency in foreign languages, or previous travelling experiences. The 
tourists were asked about the country of origin, without going into details 
of nationality and/or ethnicity. Moreover, the sector’s employees were 
mainly represented by frontline personnel, whose jobs are heavily focused on 
direct interactions with tourists, but whose levels of education and working 
experience were not considered. There are two reasons for choosing such an 
approach: first, the author anticipated a rather small sample due to the limited 
time of data collection (March–May 2019) and second, the research was aimed 
at contrasting the two groups’ perceptions regardless of individual national 
and/or ethnic identities, levels of education, working experience, etc. Those 
parameters should be taken under consideration for a more extensive research 
approach. 
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3.2. RESEARCH INSTRUMENT 

The current study used a questionnaire survey designed to collect 
data from key informants. The research instrument used was a structured, 
self-administered questionnaire designed to assess the four interrelated 
dimensions of intercultural competence, which all complement, support and 
reinforce each other. The perceived importance of Intercultural Communicative 
Competence (ICC) was assessed by the respondents using a modified scale 
of twenty items, formulated by the author to reflect the four dimensions of 
intercultural communicative proficiency, as described by Barrett et al. (2014). 
The respondents were asked to evaluate the importance of each item using a 
five-degree scale (1 – completely unimportant, 2 – mostly unimportant, 3 – neither 
important nor unimportant, 4 – mostly important, 5 – extremely important). The 
list of items comprising the scale is given in Table 2. 

Table 2. The four dimensions of Intercultural Communicative Competence (ICC) and 
the corresponding questionnaire items

ICC Dimension 1: Attitudes

Valuing cultural diversity and pluralism of views

Respecting people of different cultural affiliations

Exhibiting openness and curiosity towards people of different cultural orientations

Exhibiting empathy towards people of different cultural affiliations

Exhibiting tolerance of ambiguity and uncertainty due to cultural differences

ICC Dimension 2: Knowledge and understanding

Understanding of the internal diversity and heterogeneity of all cultural groups

Awareness and understanding of one’s own and other people’s assumptions, preconceptions 
and stereotypes

Awareness and understanding of one’s own and other people’s overt and covert discrimination

Understanding the influence of one’s own language and culture on one’s experience of the 
world and of other people

Awareness of the various verbal and non-verbal communicative conventions followed by 
people of different cultural orientations

ICC Dimension 3: Skills

The ability to take other people’s perspectives into consideration and adapt one’s way of 
thinking according to the situation or context

The ability to show empathy and respond appropriately to other people’s beliefs, values and 
feelings

The ability to adapt one’s verbal and non-verbal behaviour to new cultural environments
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The communicative, mediating and linguistic skills, including skills in translating, 
interpreting and explaining

Foreign language skills to meet the communicative demands of an intercultural encounter 
(e.g. using more than one foreign language and/or language varieties)

ICC Dimension 4: Actions

Actively seeking opportunities to engage with people of different cultural orientations

Interacting and communicating appropriately and respectfully with people from different 
cultures

Co-operating effectively with individuals of different cultural orientations 

Taking action to defend and protect the dignity and human rights of people regardless of their 
cultural affiliations

Mediating in intercultural exchanges, especially in situations of communicative breakdowns, 
misunderstandings and cultural conflict

Source: Adapted from Barrett et al. (2014)

In order to ensure a relative diversity of respondents’ profiles, the 
questionnaires were distributed in a bilingual English-German format, 
alongside the Croatian translation for domestic participants. It included a 
brief cover letter and data confidentiality note, and asked the tourists about 
their basic demographic characteristics. The questionnaires were distributed 
to randomly selected T&H personnel and to foreign tourists who agreed to 
participate in the study. 

3.3. DATA ANALYSIS 

The questionnaire data were analysed by means of the JASP 0.10 statistical 
package and Microsoft Office Excel 2007. The following procedures were used 
to obtain and interpret the research findings: descriptive statistics, the Shapiro-
Wilk test in order to examine the normality of distribution and a series of 
non-parametric Mann-Whitney U tests in order to analyse the significance of 
differences between the two focus groups. In addition, a series of two-sample 
t-tests assuming unequal variance were conducted to test for significant 
differences on the four composite scales, since parametric testing can prove 
to be rather robust when analysing Likert scales as summed composite scores, 
rather than individual items. Cronbach’s alpha was used to estimate the 
reliability of the four composite ICC scales (Table 3).
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Table 3. Cronbach‘s alpha on the four composite ICC scales 

ICC Dimensions 1-4 Cronbach’s α

ICC Dimension 1: Attitudes 0.801

ICC Dimension 2: Knowledge and understanding 0.818

ICC Dimension 3: Skills 0.736

ICC Dimension 4: Actions 0.851

Full 20-item scale 0.842

Source: Author’s research

As shown in Table 3, the values of Cronbach’s alpha associated with the 
four composite ICC scales, as well as the value for the full 20-item scale (α = 
.842), indicate high levels of internal consistency. 

4.  RESULTS AND DISCUSSION

In order to answer the main research questions, the results are presented 
in three parts: descriptive statistics on the four ICC dimensions (section 4.1.); 
testing for significance of differences on the full 20-item scale (section 4.2.); 
testing for significance of differences on the four composite ICC scales (section 
4.3.). 

4.1. DESCRIPTIVE STATISTICS ON THE FOUR ICC DIMENSIONS 

An overview of descriptive statistics provides an insight into the relative 
importance participants attach to the various aspects of ICC. The author 
advocates the idea that intercultural communicative proficiency represents 
a rather extensive set of knowledge, skills and competences, as well as one’s 
personal traits, characteristics and attitudes that guide a person’s behaviour 
and determine the communication strategies he or she chooses to employ in 
intercultural contexts. The current paper looks at which of those traits and 
behaviours the key stakeholders of international tourism emphasise as crucial 
in establishing efficient intercultural communication. Descriptive statistics on 
the four dimensions of ICC are given in Table 4. 
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Table 4. Descriptive statistics on the four dimensions of ICC

Q-Items Tourists’ perceptions
(N = 218)

T&H personnel’s perceptions
(N = 132)

Mean MDN Mode SD Mean MDN Mode SD

ICC Dimension 1: Attitudes

Item 1 3.739 4.000 4.000 0.706 3.720 4.000 3.000 0.734

Item 2 4.028 4.000 4.000 0.724 3.970 4.000 4.000 0.781

Item 3 3.651 4.000 4.000 0.754 3.439 3.000 3.000 0.680

Item 4 3.486 3.000 3.000 0.653 3.856 4.000 4.000 0.711

Item 5 3.220 3.000 3.000 0.627 3.068 3.000 3.000 0.690

ICC Dimension 2: Knowledge and understanding

Item 6 3.661 4.000 3.000 0.771 3.621 3.000 3.000 0.715

Item 7 3.817 4.000 4.000 0.752 3.644 3.000 3.000 0.732

Item 8 3.784 4.000 4.000 0.715 3.621 4.000 4.000 0.612

Item 9 3.353 3.000 3.000 0.606 3.258 3.000 3.000 0.504

Item 10 4.156 4.000 4.000 0.740 3.902 4.000 4.000 0.730

ICC Dimension 3: Skills

Item 11 3.904 4.000 4.000 0.753 4.470 4.000 5.000 0.545

Item 12 3.528 3.000 3.000 0.623 3.879 4.000 4.000 0.710

Item 13 4.193 4.000 4.000 0.636 3.917 4.000 4.000 0.677

Item 14 4.266 4.000 4.000 0.594 4.318 4.000 4.000 0.514

Item 15 4.463 5.000 5.000 0.585 4.674 5.000 5.000 0.486

ICC Dimension 4: Actions

Item 16 3.757 4.000 4.000 0.679 2.977 3.000 3.000 0.380

Item 17 4.472 5.000 5.000 0.601 4.348 4.000 4.000 0.579

Item 18 4.266 4.000 4.000 0.632 3.568 4.000 3.000 0.679

Item 19 3.913 4.000 4.000 0.683 3.129 3.000 3.000 0.558

Item 20 4.376 4.000 5.000 0.662 3.083 3.000 3.000 0.618

Source: Author’s research

The summary of descriptive statistics shows that both groups highlight 
certain traits in each dimension. Regarding the dimension of desirable 
intercultural attitudes (ICC Dimension 1), the tourist respondents emphasise 
displaying respect towards people of various cultural orientations (Item 2) and 
one’s sense of valuing cultural diversity and pluralism of views (Item 1). The 
T&H personnel also scored highest on Item 2, but they also stress the ability to 
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empathise with people of different cultural affiliations as an important indicator 
of intercultural awareness (Item 4). Regarding the dimension of intercultural 
knowledge and understanding (ICC Dimension 2), both groups scored highest 
on Item 10, emphasising the importance of recognising and understanding the 
variability in verbal and non-verbal behaviours among people of different cultural 
orientations. In addition, the tourists emphasise one’s awareness of the various, 
culturally determined assumptions, preconceptions and stereotypes (Item 
7) and the ability to understand one’s own and other people’s overt and covert 
discrimination (Item 8). In comparison, the employees took a more neutral 
stance towards such issues. Both groups scored lowest on Item 9, indicating a 
certain lack of awareness of the influence of one’s native language and culture 
on one’s experience of the world and of other people. Such results indicate that 
cultural conditioning still remains insufficiently recognised as an important 
factor in establishing efficient intercultural communication, which might lead to 
stereotypes, discrimination or cultural conflict. In the dimension of intercultural 
skills (ICC Dimension 3), both groups emphasise the importance of proficiency 
in foreign languages (Item 15). Foreign tourists once again put more emphasis on 
the importance of adapting one’s verbal and non-verbal behaviour to new cultural 
environments (Item 13, m=4.193, SD=0.636). Similar results were obtained on 
Item 10 (m=4.156, SD=0.740), revealing a position among the European travellers 
that recognising and understanding the various, culturally-determined verbal 
and non-verbal conventions is a rather important skill in establishing efficient 
intercultural communication. In comparison, it seems that the T&H personnel 
put more emphasis on other skills acquired through formal education and 
professional experience, such as skills in translating and interpreting (Item 14) 
and foreign language skills (Item 15). The employees also emphasise the ability 
to take other people’s perspectives into consideration (Item 11) and the ability 
to empathise with other people’s beliefs, values and feelings (Item 12). Finally, 
the results on ICC Dimension 4 reveal that international tourists emphasise the 
importance of taking appropriate actions in intercultural settings, scoring rather 
high on all five items (Items 16-20). According to both groups of participants, the 
ability to interact and communicate appropriately with people from different 
cultures represents an important factor in establishing successful intercultural 
relationships (Item 17). However, foreign tourists put more emphasis on the 
ability to mediate in situations of communicative breakdowns and cultural 
conflict (Item 20). Next, they also stress the importance of establishing efficient 
co-operation with individuals of various cultural orientations, compared to a more 
neutral position taken by the employees (Item 18). The same can be concluded for 
Item 19, where tourists’ results indicate greater perceived importance of actively 
defending the dignity and human rights of people regardless of their cultural 
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affiliations. Interestingly, both groups scored lowest on Item 16, suggesting that 
actively seeking opportunities to engage with people of different cultures is less 
important in establishing efficient intercultural communication.

4.2. TESTING FOR SIGNIFICANT DIFFERENCES IN THE TWO 
GROUPS’ PERCEPTIONS OF ICC 

In order to test for significance of differences in the perceived importance 
of Intercultural Communicative Competence (ICC) between the two focus 
groups, a series of the Mann-Whitney U Tests were performed for each of the 
20 items comprising the scale. The Mann-Whitney U test is a non-parametric 
test that does not assume specific distribution, which is why it was chosen as an 
appropriate tool for interpreting ordinal Likert-type data sets. The Shapiro-Wilk 
test of normality was significant (p < .001) for all 20 items of the instrument, 
suggesting a deviation from the normality of distribution and thus providing 
additional justification for using the Mann-Whitney U Test. The results are 
given in the following subsections (4.2.1. to 4.2.4.). Since JASP does not 
currently provide descriptive statistics of the rank-transformed observations 
(i.e. the mean rank of one group compared to another), Tables 5-8 report only 
the arithmetic mean, standard deviation and standard error. 

4.2.1. ICC DIMENSION 1: ATTITUDES 

Testing for significance of differences between the two groups shows that 
the tourists generally scored higher on ICC Dimension 1. The exception is Item 
4, where the T&H employees’ mean score (m=3.856) is significantly higher 
than that of the tourist respondents’ (m=3.486). In other words, the employees 
put significantly more emphasis on the importance of empathising with people 
of various cultural orientations, U (10409.500) = < .001, p < 0.05 (Table 5). 

Table 5. The Mann-Whitney U Test on ICC Dimension 1

Tourists (N=218) T&H staff (N=132)

Q-Item Mean SD SE Mean SD SE W p

Item 1 3.739 0.706 0.048 3.720 0.734 0.064 14719.500 0.695

Item 2 4.028 0.724 0.049 3.970 0.781 0.068 14986.000 0.485

Item 3 3.651 0.754 0.051 3.439 0.680 0.059 16709.000 0.006*

Item 4 3.486 0.653 0.044 3.856 0.711 0.062 10409.500 < .001*

Item 5 3.220 0.627 0.042 3.068 0.690 0.060 16011.500 0.030*

*Statistically significant at the p ≤ 0.05 level 
Source: Author’s research
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According to the results on ICC Dimension 1, there are statistically 
significant differences in the perceived importance of intercultural attitudes 
between the two groups for Item 3 in favour of the tourists, U (16709.000) = 
0.006, p < 0.05, Item 4 in favour of the T&H personnel, U (10409.500) = < .001, 
p < 0.05, and Item 5 again in favour of the tourists, U (16011.500) = 0.030, p 
< 0.05. Such results indicate that foreign tourists perceive one’s openness and 
tolerance towards cultural differences as important traits of an interculturally 
competent individual, while the T&H personnel perceive one’s ability to 
empathise with people of different cultural affiliations as an important factor in 
establishing efficient intercultural communication. The values for Items 1 and 2 
suggest that both groups exhibit similar attitudes towards cultural diversity and 
pluralism of views in international tourism settings (p-values above significant 
levels, p > 0.05).

4.2.2. ICC DIMENSION 2: KNOWLEDGE AND 
UNDERSTANDING

Testing for significance of differences between the two groups on ICC 
Dimension 2 yields p-values below significant levels for Item 7 (U (16213.500) 
= 0.032, p < 0.05), Item 8 (U (16079.500) = 0.043, p < 0.05), and Item 10 (U 
(17042.500) = 0.002, p < 0.05). In comparison to the T&H staff members, 
the tourists put significantly more emphasis on one’s ability to recognise and 
understand culturally-determined preconceptions and stereotypes, and on 
the ability to recognise and understand the various, culturally-determined 
verbal and non-verbal communicative strategies (Table 6). Such results indicate 
that the tourists’ expectations exceed the domestic personnel’s intercultural 
awareness in terms of intercultural knowledge and understanding of verbal and 
non-verbal communicative conventions.

Table 6. The Mann-Whitney U Test on ICC Dimension 2

Tourists (N=218) T&H staff (N=132)

Q-Item Mean SD SE Mean SD SE W p

Item 6 3.661 0.771 0.052 3.621 0.715 0.062 14764.000 0.654

Item 7 3.817 0.752 0.051 3.644 0.732 0.064 16213.500 0.032*

Item 8 3.784 0.715 0.048 3.621 0.612 0.053 16079.500 0.043*

Item 9 3.353 0.606 0.041 3.258 0.504 0.044 15748.500 0.072

Item 10 4.156 0.740 0.050 3.902 0.730 0.063 17042.500 0.002*

*Statistically significant at the p ≤ 0.05 level  
Source: Author’s research
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On the other hand, the results on Item 6 (U (14764.000) = 0.654, p > 0.05) 
and Item 9 (U (15748.500) = 0.072, p > 0.05) indicate that the two groups of 
participants perceive the importance of understanding the internal diversity 
and heterogeneity of various cultural groups, and the influence of a person’s 
language and culture on one’s experience of the world and of other people in a 
similar way, with no significant differences among the sample (Table 6).

4.2.3. ICC DIMENSION 3: SKILLS 

Testing for significance of differences between the two groups on ICC 
Dimension 3 yields p-values below significant levels, except on Item 14 (U 
(13908.000) = 0.544, p > 0.05). Such results indicate that the participants 
share a similar attitude on the importance of communicative and mediating 
skills that help in alleviating the challenges of intercultural communication. 
The results on Item 13 (U (17414.500) = < .001, p < 0.05) show that the tourists 
once again put significantly more emphasis on the importance of adapting 
both verbal and non-verbal behaviour to new intercultural environments (see 
Table 7). Interestingly, a similar difference was observed on Item 10, where the 
tourists already demonstrated high sensitivity to one’s ability of harmonising 
and adapting their verbal and non-verbal behaviours in intercultural settings. 
From this, it might be concluded that what is being said is equally important 
as how the message is being delivered. The ability to adapt to the various verbal 
and non-verbal communicative conventions thus plays a significant role in 
establishing efficient intercultural dialogue. Previous research has already 
confirmed the importance of recognising and differentiating between the 
various, culturally determined verbal and non-verbal dimensions of competent 
communication behaviours (e.g. Johnson et al., 2001; Martin et al., 1994).

Table 7. The Mann-Whitney U Test on ICC Dimension 3

Tourists (N=218) T&H staff (N=132)

Q-Item Mean SD SE Mean SD SE W p

Item 11 3.904 0.753 0.051 4.470 0.545 0.047 8538.500 < .001*

Item 12 3.528 0.623 0.042 3.879 0.710 0.062 10579.000 < .001*

Item 13 4.193 0.636 0.043 3.917 0.677 0.059 17414.500 < .001*

Item 14 4.266 0.594 0.040 4.318 0.514 0.045 13908.000 0.544

Item 15 4.463 0.585 0.040 4.674 0.486 0.042 11747.500 < .001*

*Statistically significant at the p ≤ 0.05 level  
Source: Author’s research
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On the other hand, the T&H personnel put significantly more emphasis 
on the ability to take other people’s perspectives into consideration and adapt 
one’s behaviour accordingly (Item 11, U (8538.500) = < .001, p < 0.05), as well 
as on the ability to empathise with other people’s beliefs and values (Item 
12, U (10579.000) = <  .001, p < 0.05). Furthermore, they put significantly 
more emphasis on foreign language skills as crucial in establishing efficient 
intercultural communication (Item 15, U (11747.500) = < .001, p < 0.05). Such 
results indicate that the sector’s employees possess high awareness of the 
importance of intercultural and communicative skills that support the quality 
of their everyday interactions with foreign tourists.

4.2.4. ICC DIMENSION 4: ACTIONS 

Testing for significance of differences between the two groups on ICC 
Dimension 4 yields p-values below significant levels (p < 0.05) on all five items 
(Items 16-20). As shown in Table 8, statistically significant differences among 
the sample are all in favour of the foreign tourists participating in the study. 
In other words, the tourists scored noticeably higher than the other group in 
evaluating the importance of putting the desirable intercultural attitudes, 
knowledge and skills into practice by actively seeking opportunities to 
engage, interact, and efficiently communicate with people of various cultural 
backgrounds (see Table 8). 

Table 8. The Mann-Whitney U Test on ICC Dimension 4

Tourists (N=218) T&H staff (N=132)

Q-Item Mean SD SE Mean SD SE W p

Item 16 3.757 0.679 0.046 2.977 0.380 0.033 23128.500 < .001*

Item 17 4.472 0.601 0.041 4.348 0.579 0.050 16087.500 0.037*

Item 18 4.266 0.632 0.043 3.568 0.679 0.059 21656.000 < .001*

Item 19 3.913 0.683 0.046 3.129 0.558 0.049 22589.000 < .001*

Item 20 4.376 0.662 0.045 3.083 0.618 0.054 25862.000 < .001*

*Statistically significant at the p ≤ 0.05 level  
Source: Author’s research

As shown in Table 8, the results on Items 16-20, with statistically highly 
significant differences recorded in favour of international tourists, all suggest 
that they highly value a proactive stance in intercultural contexts. This includes 
one’s ability to communicate appropriately and effectively with people of 
various cultural backgrounds, to actively challenge expressions of cultural 
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prejudice and discrimination, and to actively engage as a mediator in situations 
of communicative breakdowns, misunderstandings and cultural conflict. Such 
results stress the importance of not simply “tolerating” cultural diversity and 
ambiguity due to cultural differences, but actively engaging in intercultural 
communication and openly encouraging positive attitudes towards cultural 
diversity.

4.3. TESTING FOR SIGNIFICANT DIFFERENCES ON THE FOUR 
COMPOSITE ICC SCALES

Statistical testing shows there are considerable differences in the perceived 
importance of individual ICC traits, characteristics and behaviours between 
domestic T&H personnel and foreign tourists. The following step is to see if 
there are any significant differences among the sample regarding the four 
dimensions of ICC. For this reason, the 20 items were divided into four Likert 
scales illustrating the four dimensions of intercultural competence. A series of 
two-sample t-tests was conducted in order to investigate the significance of 
differences on the four composite ICC scales, thus answering the third research 
question. Though there are arguments against parametric testing for ordinal 
data, there are also suggestions of validity of using parametric testing for Likert 
data when analysed as a scale that is a summed composite score, rather than 
individual items (cf. Wadgave & Khairnar, 2016; Sullivan & Artino, 2013). The 
results are given in Table 9.

Table 9. Two-sample t-tests assuming unequal variance on the 4 ICC dimensions

The 4 ICC 
dimensions

Tourists’ 
perceptions

T&H personnel’s 
perceptions

t p
Total mean score 
(N=218)

Total mean score 
(N=132)

ICC Dimension 1 3.625 3.611 0.067 0.948

ICC Dimension 2 3.754 3.609 0.878 0.406

ICC Dimension 3 4.071 4.252 -0.804 0.445

ICC Dimension 4 4.157 3.421 2.556  0.043*

*Statistically significant at the p ≤ 0.05 level on a two-sample t-test, two-tailed 
Source: Author’s research

Two-sample t-tests on the four composite ICC scales show there are 
no statistically significant differences between the sample means for ICC 
Dimension 1, t (0.067) = 0.948, p > 0.05, ICC Dimension 2, t (0.878) = 0.406, p 
> 0.05, and ICC Dimension 3, t (-0.804) = 0.445, p > 0.05. However, the results 
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also show there is a statistically significant difference among the sample for 
ICC Dimension 4, with the tourists’ total mean score (m=4.157) significantly 
higher than the total mean score achieved by the T&H personnel (m=3.421), 
t (2.556) = 0.043, p < 0.05. In other words, statistical comparison shows that 
the tourists put far more emphasis on the importance and value of ICC skills 
being put into practice through appropriate actions in intercultural settings, 
in comparison to domestic T&H employees. This indicates that the tourists 
expect a more proactive stance from the T&H personnel they interact with in 
international tourism settings. Therefore, it might be argued that the tourists’ 
expectations are directed not only towards one’s professionalism and efficiency, 
but to the overall approach a person exhibits in terms of seeking opportunities 
to cooperate and communicate effectively with individuals of various cultural 
backgrounds. Such findings further corroborate the idea that being equipped 
with intercultural communicative competence goes far beyond having the 
“proper” attitudes or skills. Instead, it is far more a matter of putting those skills 
into practice when dealing with the challenges of intercultural communication. 

5.  CONCLUSION 

The current results demonstrate that domestic T&H personnel possess 
awareness of the communicative challenges that arise in international tourism 
settings. They also exhibit high levels of perceived importance associated with 
desirable intercultural and communicative skills that are helpful in establishing 
efficient intercultural communication. International tourists, on the other 
hand, exhibit somewhat greater expectations towards the T&H personnel’s 
intercultural communicative proficiency. This specifically refers to understanding 
the various, culturally-determined verbal and non-verbal communicative 
conventions and to demonstrating desirable behaviours and taking appropriate 
actions in intercultural tourism settings. These findings provide a valuable insight 
into the main stakeholders’ expectations regarding the quality and efficiency of 
intercultural communication. As such, they have important practical implications 
for the tourism and hospitality sector, as they may provide a valuable tool in 
managing human resources and recruiting qualified personnel. The tourism and 
hospitality organisations which have adopted appropriate strategies to help their 
employees reach higher levels of intercultural skills and competences are certainly 
at a greater advantage in communicating their services across the cultural and 
linguistic barriers. In addition, the current results may help tourism education and 
foreign language experts in integrating intercultural and communicative skills 
into formal educational programmes. Previous research has already confirmed 
that intercultural competence can be enhanced through intercultural education 
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and appropriate training (e.g. Sharma, 2018; Klak & Martin, 2003; Pascarella et 
al., 1996), as well as through a variety of intercultural experiences (e.g. Mancini-
Cross et al., 2009; Zhai & Scheer, 2004; Straffon, 2003). In addition, advanced 
proficiency in one or more foreign languages has also been related to higher levels 
of intercultural competence (e.g. Gonçalves, 2019; Tziora et al., 2016; Božinović 
& Sindik, 2013; Byram, 2009; Olson & Kroeger, 2001). Therefore, it is crucial that 
tourism educational institutions adapt and broaden the curricula to include proper 
training in intercultural communicative competences and foreign language 
skills. It is also essential that the T&H organisations provide proper platforms 
in ensuring further education and life-long learning for their employees. Such 
demands are in line with other research as well (cf. Binbasioglu & Sad, 2019; 
Ennis & Petrie, 2019; Kusumawardhana, 2018; Zlomislić et al., 2016; Grobelna, 
2015; Caton, 2014; Byram, 2012; Barron & Dasli, 2010; Butts, 2007). Appropriate 
educational programmes and targeted training in intercultural communicative 
competences and skills should provide a good starting point for meeting the 
communicative challenges that arise in intercultural contexts. Adopting proper 
strategies for dealing with such challenges should help the T&H organisations in 
achieving additional competitive advantage and improving their performance in 
international markets. In conclusion, it might be argued that tourism education, 
preparing students to gain the professional and practical skills required by the 
industry, should work towards integrating proficiency in foreign languages, 
communication skills and intercultural knowledge in order to equip the future 
T&H professionals with the competences that are crucial in establishing efficient 
communication in international tourism settings. Appropriately designed 
education and life-long training would certainly represent a responsible solution 
to dealing with the challenges of intercultural communication. 

Limitations of the study
The limitations of the study are as follows: a rather limited sample, limited 

locally to the County of Istria, Croatia, and to domestic T&H personnel, a 
rather small sample of international tourists participating in the study and a 
limited demographic profile of participants collected during the study. The 
author advocates larger samples on both national and international levels, as 
well as taking additional parameters into consideration for further research, 
such as participants’ nationalities and/or ethnicities, bi- and multilingualism, 
proficiency in foreign languages and language varieties, levels of education, 
working experience, prior intercultural and travelling experiences and the 
like, since these would help us get a better understanding of the specificities of 
efficient communication in intercultural tourism settings.
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ABSTRACT 

With the increase in intermediaries in the online marketplace for lodging 
accommodations, opportunities for consumers to book lodging accommodations 
and for homeowners to rent out their own homes, condominiums and bedrooms 
are growing. In the context of the sharing economy, Airbnb and other similar 
“peer-to-peer short term rental” services have become a formidable mode of 
accommodation in the tourism industry worldwide. The private tourism 
accommodation concept and cross-cultural communication interactions 
between tourists and private accommodation owners have not been largely 
represented in the scientific research. The main research objective of this paper 
was to examine cross-cultural communication interactions between tourists and 
private accommodation owners in the region of Istria. In particular, the authors 
identify two dimensions of cross-cultural communication competence: cultural 
uncertainty with cultural empathy and cross-cultural interpersonal skills. Self-
administered questionnaires were used for collecting data. Questionnaires were 
sent to private accommodation owners who helped us distribute the questionnaires 
to the tourists at the end of their stay. The main participants of the study were 
targeted during the 2018 season. The survey was conducted among 208 owners 
and 537 tourists. The results of our study stated that private accommodation 
owners show openness to cultural differences, have a spirit of inquiry about other 
cultures and an ability to view other cultures from some different perspective. 
According to the tourists’ perceptions, the private accommodation owners are 
less able to deal with cultural differences and they are less comfortable when 
dealing with cultural uncertainty. Our findings can have important practical 
implications for the tourism sector. 

Keywords: cross-cultural communication, dimensions of communication, 
Istrian tourism, private accommodation owners, tourists 
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1.  INTRODUCTION

Tourism is a dynamic, competitive and one of the fastest developing 
industries in the global economy. In parallel with the industry‘s growth 
worldwide, customer expectations are rising, while competition is intensifying, 
setting up additional challenges for private accommodation owners to 
distinguish themselves in service quality and overall performance. Tourism 
is a key industry for Croatia, generating around a fifth of the country‘s gross 
domestic product. Foreign tourist arrivals to  Croatia  increased 6.4% year-
on-year to 16.2 million in the first ten months of 2018 (Croatian Bureau of 
Statistics, 2019). 

In the region of Istria-Croatia, tourism plays a vital role, both from the local 
and global perspectives. It is one of the fastest growing sectors in the economy 
and a vital instrument in development. Private accommodation capacities are a 
growing segment of the lodging industry in Istria and therefore demand more 
attention.

The aim of the research is to determine by the analytical and causal 
methods how private accommodation owners and tourists evaluate cross-
cultural communication. The design of this study is based on analysing cross-
cultural communication interactions between tourism demand and supply 
(on the sample of private accommodation owners) in the region of Istria. In 
particular, this paper was directed towards two dimensions of cross-cultural 
communication competence: cultural uncertainty and empathy and cross-
cultural interpersonal skills. In our research, the relationship between tourists 
and private accommodation owners has been examined, using the 16-item 
research instrument. The study showed the existence of a positive relationship 
between owners and tourists, providing support for developing positive 
cross-cultural host-tourist interaction. The results of this research suggest 
that developing a cultural - responsive attitude should be considered when 
examining the link between the cultural effect and tourism in high tourism 
regions. Higher visitor expectations are in a better understanding of tourists’ 
needs and cultural differences.

Cross-cultural communication competence is rather a new topic, which 
currently is not fully explored and recognised in the Croatian academic 
community. If the learning about diversity and cultural differences continue to 
growth, then it will increase the tourism perception and development of the 
destination in the future.
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2.  LITERATURE REVIEW AND THEORETICAL 
BACKGROUND

Tourism is the interaction of the relationship that is achieved by 
communication (before, during and after the trip). Compared to business 
models that connect the business with the customer (B2C), such as Expedia 
or Booking.com for hotel bookings the business model for these alternative 
platforms is based on direct contact between individuals (person to person, or 
P2P) (Gutiérrez, García-Palomares, Romanillos and Salas-Olmedo, 2018). 

Tourist mediators should constantly adapt their products to the wishes and 
needs of their potential clients - activity, experience, participation and learning. 
Users, by using advanced tourist systems, negotiate the price, evaluate and thus 
rank the destinations. They also share their experiences and communicate with 
each other. This justifies the choice of the Airbnb search system, i.e. by the user 
in the sample. Tourist agencies are no longer the main distributors in the world 
of ICT development in tourism. The wishes of the buyer are to participate and 
propose offers (tailor-made products) with the comfort offered by the new way 
of booking. The emphasis is on content (added values) of the offer (Gržinić, 
2014). 

The ability to give and receive constructive feedback to the tourist, the 
ability to display respect towards residents, to discuss and solve problems, and 
to successfully deal with conflict situations, are important preconditions for 
travelling experience. 

According to Tussyadiah and Pesonen (2016), travellers’ desires for more 
meaningful social interactions with locals and unique experiences in authentic 
settings drive them to travel more often, to stay longer and to participate in 
more activities.

In addition, the tourism industry requires the communicative effectiveness 
dimension and includes such skills as the ability to interact cooperatively and 
communicate clearly during the tourist visit. As Ferraro (2002:70) stated: “It 
involves knowing something about the cultural values, attitudes and patterns 
of behaviour, and one of the best ways to gain cultural awareness is through 
a culture‘s language”. Tourism and hospitality professionals can efficiently 
communicate with customers only if they understand different linguistic and 
cultural backgrounds (Barrett, Byram, Lazar, Mompoint-Gaillard and Philippou, 
2013; Bennett, 2009; Byram, 2008; Griffin, 2014; Inkaew, 2016; Spitzberg and 
Changnon, 2009; Terry and Franklin 1997). 

Some researchers (Ferraro, 2002; Gudykunst, 2003) define intercultural 
communication (or cross-cultural communication) as a discipline that studies 
communication across different cultures and social groups, or how culture 
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affects communication. In this sense it seeks to understand how people from 
different countries and cultures act, communicate and perceive the world 
around them. Reviewing the literature about intercultural communication, 
authors research the ability to recognise one’s own cultural conditioning and 
its impact on establishing successful intercultural communication (Ferraro, 
2002; Gudykunst, 2003; Lewis, 2006; Lustig and Koester, 2010). The study of 
intercultural communication requires intercultural understanding, which is an 
ability to understand and value cultural differences. Language is an example of 
an important cultural component that is linked to intercultural understanding 
(Saint-Jacques, 2011). Those with weaker intercultural competence tend to 
have limited awareness of variations in communicative style and their link 
to language and culture (Cranmer, 2017). According to some researchers 
(Chen, 2006; Saee, 2007), a person has to be equipped with a particular set of 
nonverbal communication skills such as gestures, facial expression, posture, 
approachability and attentiveness towards others. They believe that a particular 
set of skills and competencies are demonstrated symbolically and contextually. 
Successful communication depends on our sensitivity to the nonverbal context 
and understanding of nonverbal and cultural cues (Ferraro, 2002; Lewis, 2006). 

In the existing literature, we can recognise articles about personal traits 
such as inquisitiveness, relationship skills, communication skills and curiosity 
of cultural diversity, human warmth, the ability to keep a non-judgmental 
attitude and manage empathy (Black and Gregersen, 2000; Gudykunst, 1998; 
Henderson 2003; Kealey and Protheroe 1996; Kostić-Bobanović and Esonu, 
2014; Mendenhall, 2001; Saee, 2008). On the other hand, the private tourism 
accommodation concept and cross-cultural communication interactions 
between tourists and private accommodation owners have not been largely 
represented in the scientific research. The irruption of P2P accommodation 
platforms in tourist cities has received very little attention (Gutiérrez, J.et 
al., 2018). Future research needs to continue focusing on how and to what 
extent tourists are impacted by host-guest interactions in a peer-to-peer 
setting (Lalicic and Weismayer, 2017). In other words, tourism research will 
be addressed to quantitative, and much more qualitative, research because of 
the growth of specialised tourism interests (Dwyer, Gill and Seetaram, 2012), 
where intercultural analysis is significant due to intimidation of relationship 
and personalised approach to the client.

Cross-cultural communication competence extends over four different, 
yet interconnected, dimensions: interpersonal skills, team effectiveness, 
cultural uncertainty and cultural empathy (Matveev and Nelson, 2004). If 
this is not considered in tourism, anxiety and uncertainty arise due to cultural 
ambiguity and tourist intolerance (non-acceptance of cultural diversity).
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2.1. CHANGE OF GLOBAL TOURIST BEHAVIOUR 

A passive observer goes to history. The global tourist actively participates 
in activities during the visit and wants to be part of the local culture. He is 
educated and informed about the destination. He wants an authentic tourist 
experience and new experiences created for a local visitor.

The tourist offer creates products based on feedback of wishes, needs, 
aspirations and visitor attitudes. The material designation of tourism goes 
beyond the intangible (soft) supply. Understanding culture and diversity 
through tourism contributes to the mutual satisfaction of tourists and local 
residents (Table 1).

Without active communication, there is no success, especially not in 
the long term. Diffusion models (reviews of supply and demand) can act as a 
transfer of communication and transfer of knowledge within the destination 
network (Baggio and Cooper, 2009). In tourism, this may be most obvious, 
because almost every employee encounters the guest and can be critical in the 
satisfaction of the service.

Tourists can increase pollution, causing damage to ecosystems and wildlife. 
They may also cause damage to historic buildings and monuments. Beyond built 
and environmental concerns, social considerations have also recently been 
brought to the fore. Large crowds (mass tourism) and inappropriate behaviour 
among some tourists can cause a negative impact on the local residents’ 
quality of life. Local residents may suffer from reduced access or higher prices 
of services. Research on residents‘ attitudes to tourism can help tourism 
authorities and planners understand why residents support or oppose tourism 
(Brida, Osti and Faccioli, 2011). Moreover, tourism can develop and grow when 
the host community has a positive attitude towards it and when they see their 
role in the process of the tourism development (Pearce, 2005; Reisinger and 
Tuner, 2003). 

New online tourism services such as Airbnb is the potential for a more 
authentic local experience (Guttentag, 2013). However, progressive expansion 
of Airbnb can increase the desire for profit and reduce the local experience 
(Neuts and NijKamp, 2012; Russo, 2002). A new tourist wants to familiarise with 
someone else‘s identity, but, at the same time, retain their goal of „collecting 
past experiences“ at different places to create memories, with due respect or 
otherwise, if the community permits it differently.
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Table 1. Traditional and new tourist forms

Hard offer Soft offer

Construction of superstructure Development of diversified offers

Mass tourism concept Tailor-made offer and new media

Client as part of a group Intimation of the relationship

Tourist resources Stay in the community (nearby) of the host

Controlled behaviour Tourist Fugitive / Researcher (Cohen, 1972)

A known / similar environment Customisations in a new environment

Bottom -up connection system Bottom-up development strategies

Tourism Ghettoisation Emergence of new ideas, spread of knowledge, 
acquisition of information, quality of life

International understanding of cultures International understanding of cultures by 
mastering skills (competencies)

Source: Authoresses

According to Wang (2019), the new communication environment has 
produced the characteristics of tourism culture communication. It proposes the 
tourism culture communication strategy under the digital media environment, 
combining with the characteristics of regional culture. Private accommodation 
owners can contribute significantly to “soft” offers in tourism due to direct 
contact with guests, everyday communication, and often-common activities 
(experience co-creation).

2.2. PRIVATE ACCOMMODATION OWNERS – THE REGION OF 
ISTRIA 

Tourism is undoubtedly one of the main growth generators of the Croatian 
economy. Istria saw a record 4.1 million tourist arrivals in 2018 (Istrian Tourism 
Board). The specificity of the Istrian region is that it is close to the tourism 
markets (Austria, Italy, Slovenia, Germany).

Unfortunately, tourism can be a source of problems too, especially if it is 
not managed correctly. High numbers of visitors (from new tourism markets) 
can easily present huge challenges and problems for many destinations in Istria. 

In Croatia, private, family-owned accommodations account for 43% of 
all overnight stays (Croatian Tourism Board, 2018). In Istria, this percentage 
is even greater and accounts for 50.6% (from 2010 to 2018),  of which 2/3 
carry a three-star rating. The projected growth of Croatian tourism by 2020 
is 80 million overnight stays and 7.6 million tourists (Meler, 2011). However, 
projected growth by 2050 is expected to reach 107 million overnight stays. 
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Regardless of the projected growth, Croatian (Istrian) tourism could be defined 
as unsustainable (unsustainable development). If the growth in private 
accommodations continues, the quality of the services and offerings will 
decline as the demands of the visitors increase with the current market trends. 
The barrier for the development of Croatian tourism is the lack of long-term 
planning as well as a lack of consultations with the local residents. 

Our analyses look for a model containing the elements that explain and 
prevent misunderstandings in communication. The article scope is simpler and, 
at the same time, more pragmatic, focused on two cross-cultural dimensions: 
interpersonal skills and cultural uncertainty with cultural empathy. 

The sample size is determined depending on the nature of the population, 
number of variables, type and purpose of tourism (cultural) research. Most of 
the research in contemporary tourism is related to focus groups, participant 
observation and interview techniques (open questions) to detect specific 
problems and increase the welfare of micro and macro levels in tourism.

The observations of the stakeholders will be a frequent method for linking 
the characteristics and descriptions of the research problem and placing it in 
the context of tourism, as a part of the future stakeholders’ influence (ability to 
give and receive constructive feedback, ability to deal with cultural uncertainty, 
etc.). The same method was used for the purposes of this research. The goal of 
the research is to give insights into the understanding of international tourism 
cultural competencies in the age of modern information technology. 

Taking all into consideration, after perusing the recent literature related 
to the problems of the research, we do not find any other contributions strictly 
concerning the focus of our study.

The current study is aimed at answering the following research questions: 
1 How do private accommodation owners self-assess the two dimensions 

of cross-cultural communication competence? 
2 How do tourists evaluate the two dimensions of cross-cultural 

communication competence adopted by the private accommodation 
owners?

3 Is there a difference between the private accommodation owners’ and 
the tourists’ perceptions of cross-cultural communication competence 
exhibited by the owners?
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The causal relationship explanations are shown in Scheme 1.

Scheme 1. The causal relationship

Source: Authoresses

Conception of the analysis is described below in the text.

3.  METHODOLOGY 

3.1. PARTICIPANTS

Private accommodation owners from the region of Istria and tourists 
visiting the area during the 2018 season were targeted as the main participants 
of the study. The survey was conducted among 208 owners and 537 tourists. 

The tourists participating in the study were selected in accordance with 
two criteria: first, that they had spent at least one week at the location, and 
second that they had stayed in an Airbnb accommodation. 

The sample was chosen purposely to gain a wealth of information and to 
gain accurate insight into scientific knowledge.

3.2. RESEARCH INSTRUMENT 

Using the 16-item research instrument that was developed and adapted 
from Matveev and Nelson (2004), we examined cross-cultural communication 
interactions between tourists and private accommodation owners in the region 
of Istria. In particular, this study investigates the two dimensions of cross-
cultural communication competence as identified by the authors: cultural 
uncertainty and empathy and cross-cultural interpersonal skills. 

Self-administered questionnaires were used for collecting data. 
Questionnaires were sent to private accommodation owners who helped us 
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distribute the questionnaire to the tourists at the end of their stay. The private 
accommodation owners were asked to reflect on their interactions with the 
visitors and to determine which interpersonal skills, cultural uncertainty 
and cultural empathy items related to them, using a five-point scale (from 1 = 
strongly disagree, to 5 = strongly agree). The tourists were asked to consider 
the same checklist of items; marking which items related to the owners, they 
mostly interacted with during their stay. 

3.3. DATA ANALYSIS 

The questionnaire data were coded, computed and analysed using SPSS for 
Windows (Statistical Package for Social Sciences). 

4.  RESULTS AND DISCUSSION

A series of paired t-tests were used to determine any differences in 
perception of the two dimensions of cross-cultural communication competence 
(interpersonal skills and cultural uncertainty and empathy) between the 
tourists and private accommodation owners. 

4.1. THE INTERPERSONAL SKILLS DIMENSION OF CROSS-
CULTURAL COMMUNICATION COMPETENCE 

In the first part of the questionnaire, the private accommodation owners 
and tourists were asked to reflect on their interactions with the visitors/hosts, 
and to determine which interpersonal skills were related to them, using a five-
point Likert scale.

4.1.1. MEAN SCORES FOR THE CROSS-CULTURAL 
INTERPERSONAL SKILLS DIMENSION

All interpersonal skills items scored relatively high, with all mean scores 
being above 3.0, except for noticeable drop in the tourists’ estimation for the 
item “ability to deal with misunderstandings” (see Graph 1). 
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Graph 1. Computed mean scores for the cross-cultural interpersonal skills dimension

Source: Authoresses 

The highest score for the private accommodation owners was achieved for 
the cross-cultural interpersonal skills item “ability to display respect towards 
foreign visitors” (m=4.13). It seems that both the private accommodation 
owners and tourists believe that they are able to honour and value each other, 
even if they do not agree with respective views.

4.1.2. PAIRED T-TESTS FOR THE INTERPERSONAL SKILLS 
DIMENSION 

In order to define if there are differences between private accommodation 
owners and tourists regarding the levels of the interpersonal skills dimension of 
cross-cultural communication competence, paired t-tests were applied.
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Table 2. Paired t-tests for the interpersonal skills dimension

Interpersonal Skills

Private 
accommodation 

owners
Tourists t p

Mean score 
N=328

Mean 
score 

N=537

Ability to acknowledge differences in 
communication and in interaction styles 3.81 3.71 0.93 0.33

Ability to give and receive constructive 
feedback 4.12 3.82 1.24 0.21

Ability to show comfort when 
communicating with foreign visitors 4.03 3.91 1.10 0.48

Ability to interact cooperatively with 
foreigners 3.91 3.72 0.96 0.34

Ability to deal with misunderstandings 3.52 2.91 1.70 0.01

Ability to deal with conflict situations 3.72 3.51 1.98 0.08

Ability to display respect towards foreign 
visitors 4.13 4.01 0.93 0.23

Ability to show basic knowledge about the 
country, culture, and the language of foreign 
visitors 

3.54 4.01 1.93 0.04

p < 0.05 on paired t-tests

Source: Authoresses

Statistical comparison of the two studied groups of participants showed 
statistically significant differences in the mean scores on the interpersonal skills 
item ‘ability to deal with misunderstandings’, t (1.70) = 0.01, p < 0.05. The private 
accommodation owners’ mean score on the previously mentioned item (m=3.52) 
was significantly higher than that of the group of tourists (m=2.91). On the other 
hand, there was an unexpected finding. There was a statistically significant 
difference in the mean scores on the interpersonal skills item ‘ability to show basic 
knowledge about the country, culture, and the language of foreign visitors’, t (1.93) = 
0.04, p < 0.05. The tourists’ mean score on the ‘ability to show basic knowledge 
about the country, culture, and the language of foreign visitors’ item (m=4.01) was 
significantly higher than that of the group of private accommodation owners’ 
(m=3.54). We suppose that tourists know the importance of cultural awareness. 
They have learned about the differences between countries concerning their 
cultures, values, beliefs and ideas. We believe that once they are exposed to new 
aspects of the country, their cultural awareness grows as well. 

No significant differences between the private accommodation owners 
and the tourists were observed on the “ability to acknowledge differences in 
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communication and in interaction styles”, (t (0.93) = 0.33, p > 0.05), on the “ability 
to give and receive constructive feedback”, (t (1.24) = 0.21, p > 0.05), on the “ability 
to show comfort when communicating with foreign visitors”, (t (1.10) = 0.48, p > 
0.05), on the “ability to interact cooperatively with foreigners”, (t (0,96) = 0.34, p > 
0.05), on the “ability to deal with conflict situations”, (t (1.98) = 0.08, p > 0.05), on 
the “ability to display respect towards foreign visitors”, (t (1.98) = 0.93, p > 0.05). 
These conclusions are based on the computed t-test of the differences between 
both groups (2 tailed significance levels) shown in Table 3.

Analysing the results, we may conclude that private accommodation owners 
acknowledge cultural differences in the communicative and interactional 
styles of people from different countries. They are less comfortable when 
dealing with misunderstandings but feel comfortable when communicating 
with foreign nationals and show basic knowledge about the country, culture, 
and the language of foreign visitors. Our results are in line with those presented 
in the research by Ng, Anne Lee and Soutar (2007). According to Ng et al., 
(2007), understanding the importance of cultural differences between the host 
community and tourists and the ways this influences the perceived sociocultural 
impacts of tourism is essential for developing positive cross-cultural tourists’ 
interactions. 

4.2. THE CULTURAL UNCERTAINTY AND EMPATHY 
DIMENSION OF CROSS-CULTURAL COMMUNICATION 
COMPETENCE

In the second part of the questionnaire, private accommodation owners 
and tourists were asked to reflect on their interactions with the visitors/hosts, 
and to determine which cultural uncertainty and cultural empathy items 
related to them, using a five-point Likert scale.

4.2.1. MEAN SCORES FOR THE CULTURAL UNCERTAINTY AND 
EMPATHY DIMENSION 

Regarding cultural uncertainty and cultural empathy, all items scored 
relatively high, with all mean scores being at above 3.0 (see Graph 2). 
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Graph 2. Computed mean scores for the cultural uncertainty and empathy dimension

Source: Authoresses 

Analysing the data presented in the above graph we may conclude that 
the highest score for the private accommodation owners and tourists was 
achieved on the cultural uncertainty and empathy cross-cultural interpersonal 
skills item “ability to show openness to cultural difference”. It seems that both 
the private accommodation owners and tourists believe that they are open to 
the viewpoints, thoughts, and experiences of others. They think that they are 
able to explore and honour the differences of others. We believe that private 
accommodation owners, as well as tourists, are actively trying to understand 
and embrace cultural differences. 

4.2.2. PAIRED T-TESTS FOR THE CULTURAL UNCERTAINTY 
AND EMPATHY DIMENSION

In order to define if there are differences between private accommodation 
owners and tourists regarding the levels of cultural uncertainty and empathy 
dimension of cross-cultural communication competence, paired t-tests were 
applied.
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Table 3. Paired t-tests for the cultural uncertainty and empathy dimension

Cultural Uncertainty and Cultural 
Empathy

Private 
accommodation 

owners
Tourists

t p
Mean score 
N= 208

Mean 
score 
N=537

Ability to deal with cultural uncertainty 3.71 3.58 1.83 0.48

Ability to show openness to cultural 
differences 4.10 4.01 0.98 0.61

Ability to accept different ways of doing 
things 3.83 3.72 1.02 0.63

Ability to display patience in intercultural 
settings 3.72 3.62 0.94 0.23

Ability to show tolerance of ambiguity and 
uncertainty due to cultural differences 3.78 3.11 2.01 0.05

Ability to show flexibility in 
intercultural settings 3.84 3.72 1.94 0.67

Ability to exhibit a spirit of inquiry about 
other cultures and communication patterns 3.72 3.70 0.99 0.73

Ability to show non-judgmental stance 
toward the way things are done in other 
cultures

3.81 3.71 1.92 0.63

p < 0.05 on paired t-tests

Source: Authoresses

Statistical comparison of the two groups showed statistically significant 
difference in the mean scores on the cultural uncertainty and cultural empathy 
item “ability to show tolerance of ambiguity and uncertainty due to cultural 
differences”, t (2.01) = 0.05, p > 0.05. 

The private accommodation owners’ mean score on the “ability to show 
tolerance of ambiguity and uncertainty due to cultural differences” item of 
cultural uncertainty (m=3.78) was significantly higher than for the tourists 
who participated in the study (m=3.11). In other words, according to the 
tourists’ perceptions, the private accommodation owners are less able to show 
tolerance of ambiguity due to cultural differences than they believe. We share 
similar results to those presented in the research of Jia (1997), in which the 
author declared that differences in ways of thinking and ways of perceiving 
things between different cultures would result in difficulty in intercultural 
communication. Since members of foreign  cultures  show different  ways 
of behaviour, have  different  standards and have  different  opinions, a lot of 
uncertainty and unpredictability emerges for an individual. As Wang (2000) 
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recognised, successful language learning necessitates tolerance of ambiguity, 
and so does successful culture learning. Too much intolerance can close the 
mind, especially if ambiguity is perceived as a threat (Wang, 2000). 

No significant differences between private accommodation owners and 
tourists were observed on the “ability to deal with cultural uncertainty”, (t (1.83) 
= 0.48, p > 0.05), on the “ability to show openness to cultural differences”, (t (0.98) 
= 0.61, p > 0.05), on the “ability to accept different ways of doing things”, (t (1.02) 
= 0.63, p > 0.05), on the “ability to display patience in intercultural settings”, (t 
(0,94) = 0.23, p > 0.05), on the “ability to show flexibility in intercultural settings”, 
(t (1.94) = 0.67, p > 0.05), on the “ability to exhibit a spirit of inquiry about other 
cultures and communication patterns”, (t (0.99) = 0.73, p > 0.05) and on the 
“ability to show non-judgmental stance toward the ways things are done in other 
cultures and the ability to display respect towards foreign visitors”, (t (1.92) = 0.63, 
p > 0.05). 

We think that in this era of globalisation, sensitivity to other cultures, 
empathy of people from different cultures and adaptability to unfamiliar 
cultures is especially needed for successful intercultural communication. As 
suggested by Lai (2018), owners may adopt a few strategies to improve their 
intercultural awareness and make them more willing to accept change, thus 
being better prepared to adapt to the target culture. However, according to 
the results, even if private accommodation owners are less comfortable when 
dealing with cultural uncertainty, we may conclude that they show openness 
to cultural differences, exhibit a spirit of inquiry about other cultures and an 
ability to view the ways things are done in other cultures not as bad, but as 
simply different.

5.  CONCLUSION

Cross-cultural communication can help to increase the quality of 
the offering as well as market differentiations of the accommodation 
capacities. It will create additional values and transit from traditional “hard” 
to “soft” offerings. Therefore, private accommodation shall use its comparable 
advantages, such as hospitality, interaction between visitors and residents, local 
knowledge and involvement that defines the “true Mediterranean experience”. 
Efficient use of various communication techniques adds to the positive tourist 
experience. All involved personnel shall be competent, educated and continue 
to develop new communication skills. Destination providers should organise 
and add personal experience and initiative to the current tourist offerings. The 
addition of one’s experience into existing offerings would only increase the 
value to the urban and rural communities.  Coordinated networking efforts 
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between various organisations can maximise the benefits for the community. 
Such benefits include, but are not limited to, employment, infra and supra 
structure development, inclusion of local hosts and providers in the tourist 
offerings, environmental and cultural protection and advancement in cultural 
compensations. 

In an economy, such as the Croatian one, in which a significant part of 
export revenues is due to foreign tourism, it is important for policymakers to 
understand the sensitivity of foreign tourism demand.

Analysing the results of our study, we may conclude that private 
accommodation owners predominantly display positive attitudes and 
behaviours and exhibit sensitivity to cultural and value differences needed 
to establish efficient cross-cultural communication. Our findings have 
important practical implications for the tourism sector. They may help private 
accommodation owners to: 

- improve with a better comprehension of tourists’ expectations when 
integrating cultural elements with communicative skills,

- underline the importance of understanding cultural differences for 
developing positive tourist-private accommodation owners contact and, 
consequently, enhancing tourist holiday satisfaction and repeat visitation.

The ability to train for occupations in tourism and learn about cultural 
competencies will ensure a number of existentialities and eliminate barriers in 
global tourism. At the same time, it will promote the value of new destinations 
for which modern travellers, saturated with the “sighted” ones, will prefer. 

The findings merit further consideration and investigation. Future research 
of this issue should be of a longitudinal type to propose research questions for 
further research, in order to continue and to expand knowledge.
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ABSTRACT

The purpose of this paper is to elaborate the importance of cultural resources 
for the destination through theory and practical examples, especially in territory 
branding, viewed from the social, economic and environmental aspects and 
via created effects on the domicile population, tourists, places and different 
surroundings taking the Croatian county of Istria as a case study. This research 
paper also aims to explain and elaborate the festival as a phenomenon and its 
positive and negative impacts on the destination, emphasising sustainable 
and responsible development, using urban and rural culture as a unique 
cultural product for the global tourism market. The author set the two following 
hypotheses: cultural, social, economic and environmental impacts of festivals and 
cultural events in the destination are strong; the intersectoral cooperation of the 
culture, economy, spatial planning and environmental protection of the territory 
for the further responsible development of the destination are essential. The 
research is entirely shaped and typed based on a narrative manner. The author 
used an empirical method that has been conducted in a qualitative manner. This 
research’s contribution is theoretical and practical through a series of examples of 
the use of cultural resources for the sustainable development of the destination. 
The conducted research also indicated the advantages of simultaneous investment 
in cultural development and the planned sustainable development of the territory 
in general.

Keywords: cultural resources, festivals, sustainable development, tourist 
destination
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1.  INTRODUCTION: ANALYSIS OF THE MEANING OF 
CULTURAL RESOURCES IN THE LITERATURE

Concerning cultural resources, we may say that we live in a time when 
the city is a living cultural organism, where buildings have become sculptures. 
People have one foot in a state of thinking in the way of tradition, like native 
Americans, and the other in futurism, which reflects the continuity of the 
preservation of cultural heritage. According to Jelinčić (2010), most European 
countries use the term cultural heritage, while in the United States of America, 
the common term is cultural resources. The difference between the terms 
refers to the connotations they carry; resources imply the economic value that 
can be exploited, while heritage implies the obligation and responsibility of 
conservation, not relying on the economic aspect. Kebir and Crevoisier (2008) 
say that cultural resources are the object of considerable attention in regional 
economics and communities of all types: rural, urban, metropolitan, etc., as 
they have become significant components of value production. Furthermore, 
culture and cultural products have become entities which create both profit 
and a special and unique image of a destination that increases the overall 
value of the territory. According to Dickens and Hill (2018), traditionally, the 
term cultural resources has been used to refer to archaeological remains and, 
occasionally, to historic structures. That definition, however, is later greatly 
expanded to include social groups and folk traditions. Nowadays, cultural 
events and festivals enrich the cultural offer of a tourist destination. They 
must therefore be valorised and used to create community profit. On the 
other hand, the philosophical aspect of using culture and cultural resources 
in today’s society leads, according to Gronow (2000), to the process in which 
the cultural and social wealth of modern society transforms separate aesthetic 
spheres, which should act as examples of communion, into a part of everyday 
social relations. In cultural tourism, specifically, by stressing the importance of 
culture for a tourist destination, it becomes the dominant resource that brings 
profit. 

Cultural and tourist institutions in the Region of Istria use cultural 
resources, cultural events, cultural customs and traditional culture to modern 
cultural expression in the direction of new added value creation, which the 
author presented in this research. According to Napolitano (2015), in the last 
decades, the importance of culture has grown, not only as a fundamental value 
of civilisation, but also as a resource that has assumed a strategic character for 
economic and social development. The scientific debate on the value of culture 
and cultural resources for the development of excellence is extremely lively 
(industry, crafts, tourism, etc.), such as creativity and social quality (Napolitano, 
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2015:372). So, cultural resources, both material and non-material, are the major 
attraction of cultural tourism in most countries and they are associated with all 
human cultural activities.

2.  RE-PACKAGING OF CULTURAL TRADITIONS 

Each tourist destination shows and presents to its visitors and guests 
their traditional culture and customs through the domestic population, but 
at the same time also shows and demonstrates the existence of contemporary 
art through the works of today’s artists, poets, musicians, painters, sculptors, 
designers and a new wave of artists. Without knowing the history of the 
territory, we cannot create a future for it. Therefore, it is very important in the 
educational process that the regional department of education, in cooperation 
with the department of culture, integrates the contents related to traditional 
and local culture which will be adopted by the new generation, enabling them 
to grow on these foundations. In the Istrian Region, a programme called 
“Local Education” (from songs and the balun dance based on the Istrian scale 
on UNESCO list of intangible cultural heritage, through local architecture and 
culture of living, all the way to the history of local gastronomy through recipes 
that summarise the intangible cultural heritage of the territory) was adopted 
and realised, by which students learn about the history of the territory through 
traditional culture and customs. This kind of education is also very important, 
especially for territories which are tourist destinations and economically 
dependent on tourism, like the Istrian Region. This is how storytelling becomes 
“storyliving”. 

Local culture can be valorised by the implementation of tradition into 
production and design of everyday objects such as jewellery, footwear and 
clothing, ceramic ware or olive oil cooking utensils. The production of wooden 
barrels is also of vital importance to Istrian winemakers and wineries, which is 
returning to the production of barricaded white and red wines with “a strong 
body” that stays up to six months or more in oak barrels. One good practice for the 
preservation and (re)valorisation of traditional tangible and intangible cultural 
heritage, especially related to local culture and agriculture, is certainly the 
Ecomuseum “Istran de Dignan” (Istrian from Vodnjan) in the City of Vodnjan 
divided into three principal segments: the House of Tradition - “Museum of 
local culture”, the Didactic Farm - “Museum of rural culture” and the Ecolab - 
“Museum of local products”, with the task of assisting sustainable development 
of the territory. One of the successful recent practices of re-packaging of the 
cultural traditions in Istria related to the valorisation and promotion of local 
fishing heritage and shipbuilding construction is the Ecomuseum Batana in 
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the City of Rovinj. The museum’s layout explains the design and construction 
of the traditional batana boat (its manufacturing process), which is also on 
the UNESCO list of intangible cultural heritage. Another good example of the 
revaluation and use of the Istrian dialect and modernised Istrian folk costumes 
is certainly the Fort Forno Theatre in the village of Bale, which presents the 
original culture in a completely different way to the local population and 
tourists during the summer months. 

3.  CULTURAL DEVELOPMENT OF THE RURAL AND 
URBAN AREA 

According to Laundry et al., (1996:8) culture focuses on what is special 
about a town and its people and how its history can prefigure its future. 
Everything about a town is then a potential resource for regeneration, like 
its artistic or archaeological history, built form and architectural heritage, 
landscape, topography, amenities and landmarks, the attractiveness of its 
public space, indigenous and recent ethnic traditions, accents and dialects, local 
products and craft skills, manufacturing and services, the quality of retailing, 
leisure, sport, and entertainment, sub-cultures, including those of the young, 
traditions of public social life, civic traditions, festivals and rituals, skills in the 
traditional arts such as performing and painting and new cultural industries 
such as film, rock music or digital technology. Laundry et al., (1996) interpret 
culture as a summary term which describes the atmosphere created by people 
in confrontation with the place where they live. Zukin (1995) says that once 
the practices of urban development were an attempt to marginalise cultural 
heritage and intangible forms of cultural expression. Nowadays, with the 
disappearance of local manufacturing industries, culture has been viewed as a 
core ‘business of cities – the basis of their tourist attractions and their unique, 
competitive edge’. 

An interesting link between music and sociocultural, religious and 
economic production of a place in an urban context is mentioned by Cohen 
(1995), who describes how social practice involves relations between people, 
sounds, images, artefacts and the material environment. Changes in place 
thus influence changes in musical sounds and styles, for example: the gradual 
anglicisation of eastern European synagogue music brought to Liverpool. 
Therefore, music can be intentionally used to represent a place in the social 
context, but today’s organisers and local administrations use music, especially 
in economic terms, through mega festivals which attract many visitors to the 
destination, mostly situated in urban areas because of adequate infrastructure. 
Cultural events that take the form of festivals glorify all aspects of art, from 
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music, film, theatre and literature, to dance, art, sculpture, architecture, design 
and comics. Such a “cultural package” becomes a cultural offer of territories and 
a new cultural tourism content of the destination. Any mention of the most 
famous music festivals in the world has to begin with their founding fathers, 
i.e. London and the UK in the 1960s. Today’s most popular ones are Bestival and 
Latitude Music Festivals; weekend pop and alternative rock festivals in the UK. 
On the world stage, Tomorrowland is the largest and most famous dance and 
techno music festival, which has been staged since 2005 in the Belgian city of 
Boom near Antwerp, where it is traditionally held on the last weekend in July. In 
2017, the festival was visited by 400,000 people on attractive mega stages with 
spectacular visual light effects. Tomorrowland tops the list of top 10 festivals in 
the world, with Texas Austin City Limits, Glastonbury British, Brazilian Rock 
in Rio, Chicago Lollapalooza, Nevada Burning Man, Manchester Bonnaroo, Los 
Angeles Electric Daisy Carnival, Coachella California and Ultra Music Festival 
in Miami. In the USA, approximately 10,000 festivals are organised annually, 
attended by over 31 million visitors (Lawton and Weaver, 2010). In Southeast 
Europe, the most famous and most visited is the Exit Festival in Novi Sad, 
Serbia, started in the year 2000, welcoming over two million people from more 
than sixty countries. According to Herrero et al. (2011), the comprehensive 
perspective regarding cultural and arts festivals implies a threefold goal of: 
attracting resources and participants, repositioning the urban image and acting 
as a driving force for cultural activity and social cohesion. 

The City of Pula in the Istrian Region of Croatia has become a world-
renowned music festival destination through two festivals; Outlook with 
electronic and Dimensions with underground music, which take place in the 
last week of August and in the first week of September. It can be said that this 
is a targeted cultural offer for the extension of the tourist season of the Istrian 
peninsula. These festivals help to promote Pula as an international tourism 
attraction and at the same time to promote Croatia abroad, but also help the local 
economy by increasing sales of destination goods and services. Another positive 
effect for the territory is certainly job creation for the domicile population. City 
tourism managers use tourism products like festivals for the promotion and 
communication of a city with its surroundings at different market levels, from 
the local population to tourists and/or international visitors. All these festivals 
nurture a strong sense of social responsibility, eco-friendliness, using organic 
locally grown food, which means that the audience is culturally and ecologically 
conscious. At the same time, according to Knudsen and Christensen (2015), 
participants are distanced from everyday life through spectacular décor and 
sensual excess, allowing them to shed their cares and live up to the experience. 
Throughout the festival, visitors have complete immersion into the culture. 
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They become a part of the space. Accordingly, cultural events also enrich the 
cultural and social offer of the place, used by tourists and domestic population/
residents acting as viewers, listeners or as active participants-creators, for 
example during a concert or ex tempore event. 

Cultural events can be rural and urban, depending on the location of the 
event and typology of culture. Although traditional music and dances are often 
performed in rural areas at various folklore shows, they are also shown on 
city squares. Urban theatre performances in open spaces or fortresses in rural 
areas and in small medieval towns are very popular, especially in the summer 
months during the main tourist season when festivals and performances are 
held. Another example of sharing culture in urban spaces is certainly creating 
urbanity through artists, in this case professional opera singers, who use 
alternative ways to promote opera by performing the repertoire of well-known 
arias in the New York subway, not for the purpose of ticket sales, but for the 
cultural education of the population, bringing light to the underground and a 
pleasure to thousands of subway users. Yet, when urban culture takes place in 
a rural area, a natural combination of rural and urban creates oneness – urban 
rurality – and culture is considered as belonging to everyone, a mix of contents, 
times and atmosphere with the final product, satisfying people’s needs for 
experience (visitors and residents). 

In fact, elite cultural events, from concerts and exhibitions to art colonies 
and festivals, emerged in less known environments which, once many 
people had expressed an interest therein, became famous cultural and tourist 
destinations of mass tourism. On the other hand, in famous cultural centres 
and destinations such as Venice or London, can we, by looking at the number 
of visits to museums and galleries, still include cultural tourism in a selective 
form of tourism, or can we now classify cultural tourism into mass tourism? 
Strategies to move from massive visits to a limited number of daily tours have 
already been implemented in the City of Venice, not just for exhibitions and 
archaeological sites, but also for access to the old part of the city, in the interest 
of protection of cultural heritage. Therefore, the destination has to attract 
wealthier cultural consumers who use numerous additional services, thus 
contributing to the strengthening of the economy of the place, but on the other 
hand, tourism actors and urban planners must create projects and find ways to 
develop the territory in a sustainable and responsible way, especially when it 
comes to the environmental protection. 
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Picture 1. Making the destination sustainable

Source: Author

Picture 1 shows the process of making a sustainable urban or rural festival 
destination, through development strategies at different administrative levels, 
from local to regional and national, including institutions in culture, tourism, 
agriculture, environment, social life and economy. When we create a new 
tourist product for the global tourism market, it must be innovative, modern 
and competitive. The territory or the region that develops cultural tourism 
must simultaneously plan investments in the culture and creative industry; 
however, at the same time this territory must cooperate with local and regional 
administrations and the private sector for strategic and structural investments 
in infrastructure and the hospitality industry (accommodation, transport 
and travelling, event planning), as well as a permanent education of human 
resources and visitors (education of workforce, environmental education for 
locals and visitors) and investment in social development. 

4.  FESTIVALS: CREATING A DESTINATION IMAGE AND 
TERRITORIAL MARKETING 

Each city and village have their lifestyle. Part of it also depends on the events 
that take place which, over time, becomes part of the history of the territory or, 
in economic terms, part of the image of the destination. The same happens with 
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festivals; they become traditional: tourists and visitors associate them with the 
destination where they are held. In terms of urban entities, cities or regions 
are best promoted through culture and cultural heritage. Cultural events are 
considered an excellent promotional product for the creation of the image of 
a destination. Events produce a strong economic impact on the broader area 
and create new jobs for locals in tourism and services, like in Istria, a Croatian 
coastal region, a destination which lives mostly from tourism income. Events, 
as the essential tourism motivators and key figures in the development and 
marketing plans of most destinations and events, have become an important 
factor in the development of a place or regional image (Getz, 2008; Liang et 
al., 2016). Getz (2010) says festivals are a cultural celebration and have always 
occupied a special place in societies. Their celebratory roles and the many 
cultural and social implications of ritual and festivity give a specific emotional 
experience to the audience.

On the other hand, when it comes to the economic part of the story, 
many destinations throughout the world have created different events to 
increase revenue by attracting tourists and reinforcing the location brand. 
According to Apostolakis and Viskadouraki (2017), city tourism managers use 
tourism products such as festivals or other special events to promote their 
city as a corporate brand. Considering the economic and promotional sides of 
the festival‘s existence, for example, Schuster (2001) has argued that festivals 
and events, staged as urban ephemera or urban spectacles, yield economic 
benefits by raising the profile of places, their products and institutions and 
attracting flows of tourists, capital and inward investment. When it comes to 
mega-events, Ritchie (1984:2) talks about ‘major one-time or recurring events 
of limited duration, developed primarily to enhance the awareness appeal and 
profitability of a tourism destination in the short and/or long term.‘

According to Perry et al. (2019), festivals are an international phenomenon, 
a cultural practice that takes plural forms and expressions across the world 
and studies of festivals are often found in sociology, anthropology and other 
literature as social constituting meaningful, even oppositional, forms of 
human behaviour. Yolal, Çetinel and Uysal (2009) say that festivals and events 
are an essential part of cultural production and consumption in cities and urban 
settings. Such events are usually considered as part of the cultural portfolio of 
destinations. Festivals and events also present the cultural wealth of the places 
where these events and ceremonies are organised and shared with local and 
outside visitors. Uysal and Gitleson (1994) define festivals as traditional events 
staged to increase tourism appeal to potential visitors. Getz et al. (2010) indicate 
that festivals celebrate community values, ideologies, identity, and continuity. 
Perry et al. (2019) see the festival as a part of the ‘new heritage paradigm’, which 
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makes a contribution to the processes of urban transformations. For Comunian 
(2015), festivals act as communities of practice, connecting artists and cultural 
managers. Malecki (2004) says that mega-events have assumed a key role in 
urban and regional tourism marketing and promotion and broader urban and 
regional development strategies. According to Pearce (1991), a festival can 
be considered as a tourist attraction as a named site with a specific human or 
natural feature, which is the focus of visitor and management attention. 

On the other hand, festivals help to create a destination image. For 
Crompton (1979), destination image is a set of beliefs, ideas, and impressions 
that people have of a place or destination. Fakeye (1991) says that image is 
the mental construct developed by a potential tourist based on a few selected 
impressions among the flood of total impressions. According to Gallarza et al. 
(2002), destination image means a set of beliefs and impressions formed on 
the basis of the long-term information obtained from various kinds of channels 
which, as a result, leads to a psychological construct reflecting properties and 
benefits from a certain product or destination. Elliot and Papadopoulos (2016) 
mentioned that the importance of image as an intangible cue to influence buyer 
behaviour has long been recognised by both marketers and market researchers. 
Destination brands act as an umbrella brand to a multiplicity of products that 
may or may not be related and has a diversity of customers (Balakrishnan 
et al., 2011:4). According to Braun and Zenker (2010:5), destination brand 
can be defined as a network of associations in the consumers’ mind based on 
the visual, verbal, and behavioural expression of a place, which is embodied 
through the aims, communication, values and the general culture of the place’s 
stakeholders and the overall place design; destination brand, however, can also 
be a powerful marketing tool capable of building a positive place image based on 
emotional ties and tourists’ experiences (Morgan, Pritchard and Pride, 2004).

When we sell destinations and cultural products, good marketing is the 
key to success. In the tourism sector, according to Križman Pavlović (2008), 
marketing as a process represents a series of activities that link production and 
consumption: analysing market opportunities, exploring and selecting target 
markets, designing a marketing strategy, planning marketing programs and 
organising, applying and controlling marketing efforts. On the other hand, 
through big festivals and cultural events, a brand of destination is created that 
differentiates the space and gives it a cultural denominator. Many authors, 
like Hankinson (2010), say that branding places is a complex process. Branding 
is about creating unique positions in consumers‘ minds trough distinctive 
associations targeted at clearly defined segments. According to Trompenaars 
and Woolliams (2004:165), branding the destination maintains exclusivity, 
differentiation, or other forms of uniqueness. Branding is about creating and 



111

TOURISM
THE IMPORTANCE OF CULTURAL RESOURCES IN CREATING 

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

maintaining perceived customer value. As the competition among tourism 
industry branding has become an essential element of tourism management, 
destination marketers strongly need to focus on all dimensions of destination 
brand equity to enhance the overall brand equity of a destination brand (Kashif 
et al., 2015). Marketing is frequently defined as structured knowledge that 
we apply to bring goods or services from the producer to the user, and brands 
are thereby the bridges that link products with users. So, Richards (1997) also 
says that a crucial segment of the festival is its marketing, which attracts the 
audience. There are three features of festival marketing: intangibilities such as 
entertainment or information, inseparability that represents the provision of 
services to the visitor where the product and the provider are inseparable and 
variability, which implies different reactions of two or more visitors to the same 
experience. 

Picture 2 shows the importance of the promotion in the 4P marketing 
mix system, with other factors: place, product, and price. If we make a new 
product, such as mega-events or a new festival for one urban cultural tourism 
destination, before we start selling it in the global tourism market, we have to 
test that same market. Next is the phase of transformation and adaptation of 
the cultural product, and only then sales management takes place.

Picture 2. The importance of promotion in the marketing 

Source: Author
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5.  SOCIAL, ECONOMIC AND ENVIRONMENTAL 
IMPACTS OF FESTIVALS ON THE TERRITORY

Sustainable tourism is linked to preserving cultural/artistic heritage, local 
gastronomy, crafts and biodiversity. The term was first used in 1972 at the UN 
conference on the human environment in Stockholm (Dujmović, 2014:31). 
On a global scale, according to Dujmović (2014:32), sustainable development 
acknowledges the fact that the economy must continue to develop, but 
with the conservation of resources and resource redistribution in developing 
countries, while stimulating their economic development and focusing on 
improving human living standards, with short-term, mid-term and long-term 
environmental protection. Agenda 21, an action plan to solve the problem of 
development and the environment, was adopted in 1992 in Rio de Janeiro 
with the following main principles of sustainable development: ecological, 
sociocultural and economic sustainability. In 2004, the United Cities and Local 
Governments started work on their ‘Agenda 21 for Culture’ and, in November 
2010, produced a policy statement recommending that culture be seen as a 
fourth pillar of sustainable development, alongside social, environmental and 
economic sustainability.

Festivals and each cultural event have a cultural, sociological, economic 
and environmental impact on the territory and therefore there is no 
sustainable development without culture. Festivals and big cultural events are 
a living laboratory for the verification of the level of responsible development 
of sustainability on the territory. Each cultural event, each festival, small or 
big, all over the world, is experimenting with waste reduction, simultaneously 
encouraging and supporting local and organic agriculture but also reducing their 
“carbon footprint”. For this reason, in 2012, the International Organization for 
Standardization (ISO) created international standards for sustainable event 
management for production of more sustainable events. ISO 20121:2012 has been 
designed to address the management of improved sustainability throughout 
the entire event management cycle and is applicable to any organisation that 
wishes to establish, implement, maintain and improve an event sustainability 
management system and ensure that it is in conformity with its stated 
sustainable development policy. The sustainable events and manifestations also 
have a great impact on the entire community. A similar approach is promoted 
by the United Nations Environment Programme (UNEP), which adds that a 
sustainable event should leave a “beneficial legacy for the host community 
and all involved”. According to Huang et al. (1995), urban sustainability can be 
measured from the aspects of ecological sustainability, water resources use, 
economic efficiency, resource self-sufficiency, environmental loading, living 
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comfort, transport efficiency, environmental management, social welfare and 
public safety and education. 

The Netherlands has a large event and festival sector with more than 
700 festivals annually, like Germany and the UK, where they have created 
“environmentally friendly events”, with the intention of becoming waste-free 
festivals and also with special attention to energy, organic food, environment, 
noise, biodegradable materials (e.g. cutlery), but also to social and work inclusion 
of the disabled and people with behavioural problems, which also marks the 
social aspect of cultural events related to social integration. An example of good 
sustainability practices takes places during the festival “Lightning in a Bottle” 
in USA, where the organisers use education to inspire people to make better 
environmental choices through workshops that teach the festival goers new 
skills, such as how to grow their own food. At the same time the festival gives 
away free water and maximises renewable energy. Another good example is in 
the UK Bestival Camp where the festival promotes the sustainability by handing 
out different coloured recycling bags to the audience and, when they bring 
them back, they receive a cup of tea. According to Perry et al. (2019), festivals 
are an international phenomenon, a cultural practice that takes plural forms 
and expressions across the world and studies of festivals are often found in 
sociology, anthropology and other literature as social constituting meaningful, 
even oppositional, forms of human behaviour. 

Some of the best practices of environmentally friendly festivals from the 
list of Perry et al., (2019:5) - choice of the author: 1. Zomer Jazz Bicycle Tour 
Groningen / The Netherlands - cycling around a rural area to see jazz and 
world music played in medieval churches and old barns engages visitors with 
‘real Dutch cultural heritage’ in a creative way. 2. Dunga Fish Night & Got 
Ramogi Kisumu / Kenya - a festival that was established to preserve cultural 
sites, biodiversity and the ecology of the banks of Lake Victoria. A strategic 
intervention organised with the local community and supported by university 
researchers, the Ministry of Tourism and social services. 3. Musica Sulle Bocche 
Santa Teresa Gallura, Sardinia / Italy - a jazz festival set in venues surrounding a 
marine reserve, with performances timed to coincide with sunrise and sunset 
to emphasise the artistic vision of a relationship between music, nature and the 
landscape. According to Zifkos (2014), a sustainable festival is an event with 
ethical considerations which are manifested practically through the adoption 
of pro-environmental management practices including encouraging access 
by public transport, waste management and the minimisation of energy use. 
Zifkos (2014:4) also mentioned “seemingly sustainable” events, which, in that 
sense, exploit the location, the natural resources, the local community and 
their audience, in order to increase their profits and survive within a highly 



114

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

competitive market. Today the festival business has become more competitive 
and therefore, there is the need for innovative requirements like pro-social, pro-
environmental, pro-activism, pro-innovation and pro-collaboration, because 
sustainability needs intersectoral cooperation in the territory, especially in the 
tourist destination. The other important strategic act concerning festivals is 
the cooperation between organisers and local communities, i.e. a new cultural 
event created in private-public partnership and ecological waste disposal. 
Cultural events also emphasise the other side of socialisation, the one related to 
people‘s socialisation and the enjoyment of art. But, according to Turner (1982), 
throughout human history, the festival has served also as a particular space and 
time for communities to celebrate publicly communal values, identity, history, 
status and cultural continuity, as well as their physical survival. 

As we can see in Picture 3, many of the mentioned elements are associated 
with the cycle of a festival’s life, which passes the stage of birth and creation, 
through organisational needs and marketing, to the performance itself, after 
which we receive feedback and (re)action from the audience, but also a picture 
of the economic, social and environmental impacts on the territory and the 
local population. 

Picture 3. The cycle of a festival’s life 

 
Source: Author

Festivals are valued as cultural and social phenomena and they frequently 
serve as tourist attractions and instruments of location marketing in the sense 
of “festivalisation” of urban policies and places. According to Anderson et al. 
(2013), every festival exists within an environment that not only imposes 
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competition for resources and political support, but population wide dynamics 
inevitably impinge upon the capabilities and viability of each member of the 
population. Event tourism portfolio strategies require destination management 
organisations or event development corporations to manage a set of events 
and to secure their sustainability in meeting important goals, but always 
supported by key stakeholders of the territory/tourist destination (Anderson 
et al., 2003:623). In order to support major cultural events and festivals, the 
local administration of the Istrian Region also used EU funds to renew and put 
into operation the festival infrastructure. For example, the reconstruction of 
the medieval castle Grimani in Svetvinčenat, where two important festivals are 
held: The Medieval Festival and the Festival of Dance and Non-Verbal Theatre. 
So, if the festivals are economically profitable for organisers and investors 
and if sponsors are well promoted, the festivals can become traditional, with 
an increasing number of visitors which, of course, also contributes to greater 
financial gain for the entire destination. The direct impact of the festival on 
the tourist destination and the related sectoral implications involves touching 
and creating different types of environments, from the social and cultural 
environment to the economic environment, passing through the inevitable 
external interferences. The direct effects of the festival are economic (creation 
of new jobs, accommodation, transport and local services, food and beverage 
sector, agricultural and SME sector and the world of entertainment), whereas 
the indirect effects are sociocultural, such as education of the audience, 
cultural education of the local population and visitors, but also social inclusion 
projects which engage prisoners or persons with special needs. Regarding the 
stimulation of the local economic activity, according to Conway and Timms 
(2010), the linkages between grassroots festivals and slower forms of tourism 
and cultural offerings serve as inclusive enclaves where small-scale, local micro 
and small businesses can be established, supported and coordinated. On the 
other hand, there are many possible external interferences like: changes in 
the environment with inadequate and outdated infrastructure, uneducated 
audience, irresponsible procedures or behaviour of local administrations, 
insufficient intersectoral cooperation (tourism-culture-environmental sector), 
absence of private-public partnership strategic development plans, negligence 
towards ecology, social deprivation against people with developmental 
difficulties (lack of social intelligence in territorial administration). 

Festivals also create positive and negative impacts in the destination. 
According to Cundy (2013) the positive impacts of the festival in the 
destination are: attraction of a large number of visitors and production of 
economic profit, strengthening of the image of the destination, extension 
of the season, changing of the social and economic image of the destination, 
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reduction of unemployment, new investments in the city infrastructures, 
green areas and in the road infrastructure and promotion of culture, tolerance 
and multiculturalism. The negative impacts are (modified by the author): 
environmental and sound pollution which causes insomnia, irritability and 
decrease in concentration, destruction of the infrastructure and degradation 
of the green areas in the case of open-air festivals, falsification of the cultural 
heritage presented during festivals and creation of conflicts between the locals 
and festival visitors. Presbury and Edwards (2005) mention that festivals and 
events also create negative social, cultural and environmental impacts through 
crowding, crime, community displacement and commodification of culture. 
These types of negative impacts create tourist and community dissatisfaction. 
Nowadays, cultural tourism destinations strive to preserve the environment. 
One of the best examples of good practices is the Edinburgh Theatre Festival 
in Scotland with its high standards of environmental protection, but also a 
place where they use land art, open spaces and architectural cultural heritage 
in a sustainable and responsible way, where the festival “mingles” with 
the city, and the city becomes a festival. The same example is the town of 
Grožnjan in Istria, named a city of artists, due to its numerous galleries, art 
and music colonies and festivals, from classical to jazz. In that way, cultural 
events and manifestations, meaning cultural products, change the space and 
image of the territory from a tourist to a cultural destination. Another good 
example in Istria is the town of Motovun, whose image is associated with the 
International Motovun Film Festival and which has become the meeting place 
for filmmakers and film industry factors. Furthermore, many famous festivals 
in Europe are associated with classical music and opera, such as the festivals 
in Spoleto or Verona, or with theatre, such as the Drama Festival at Epidaurus 
in Greece and the Mittelfest at Cividale del Friuli in Italy. The best examples 
related to opera, ballet and classical mega concerts with famous soloists and 
symphony orchestras are the performances in the Pula Amphitheatre during 
the summer months, but there are not enough to meet the needs of tourists 
and the domicile population. The other reason is because festivals are a means 
of generating income for the territory and its inhabitants, especially because of 
the fact that festivals influence production and job creation, as an opportunity 
for the local population and the local and regional administration to reduce 
unemployment without brain drain. In particular, big cultural events help 
regional tourism development with superior business services. 
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Picture 4. The impact of cultural events on the territory and population

Source: Author

Picture 4 shows the impact of cultural events on the territory and population 
in a positive way, where the goals and results have the same denominator – 
to enrich the territory in terms of economic, cultural, social, sustainable and 
responsible development and to create a cultural tourist destination. 

An example of good practice in Istria is the Rock & Stars Cave Romane 
Festival in the town of Medulin, which offers concerts of classical, rock and 
pop music, created by public-private partnership between the municipality 
and a hotel company, giving the territory the image of a festival destination 
and attracting cultural tourists. Finally, according to Moeran and Strandgaard 
Pedersen (2011), festivals bring together significant numbers of cultural 
practitioners, all sections of the production cycle and, therefore, act as hubs 
in cultural economy networks that provide practitioners with professional 
development prospects that are otherwise hard to find outside major cities.
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6.  CONCLUDING CONSIDERATIONS

Today‘s tourists are eco-conscious, and they also take care of the environment 
(living in harmony with nature). They choose tourist destinations which are 
developing strategically and sustainably. With quality festivals and sustainable 
development of the territory, local and regional authorities are creating the basis 
for the economic growth of the destination, for the promotion of the territory and 
the creation of destination image using all territorial resources (cultural, human/
intellectual, social, economic, environmental/natural), which is very important 
today because of the competition in the global tourism market. Festival tourism 
can be considered as tourism experience, based on individual guests or small groups 
of tourists in the role of personal creators of travel and cultural sightseeing with full 
immersion in the destination and culture. They want to experience and feel the 
place, people, and events that will become part of their life and memories. Through 
analysing the case study of the Region of Istria, the aim was to highlight the positive 
and negative impacts of the festivals on the territory, but also to portray the role of 
cultural resources in the formation of added value to created profit and new jobs for 
the domestic population in the way of sustainable and responsible development.

From the current situation in the destination and the expressed needs of 
cultural and festival tourists, as well as the domestic population and domestic 
tourists, the following suggestions regarding the typology of cultural festivals 
that Istria must implement and develop in the future if it wants to establish 
itself as a successful cultural destination are: re-establish an opera and ballet 
festival and mega concerts of world-famous singers in the Pula Amphitheatre, 
more intensive use of Pula‘s castles for outdoor performances and concerts, 
intensify summer performances for domestic tourists and pre- and post-season 
cultural events for tourists, use the existing infrastructure for outdoor film 
screenings, use the rural part of Istria for smaller film festivals as well as for art 
and music colonies and traditional manifestations, invest in the infrastructure 
of the cultural industry, educate cultural managers in professional leadership 
and implementation of all types of cultural events in the destination of Istria.

This research also gives recommendations for future research: development 
of festival tourism with an emphasis on environmental protection, diversification 
of festivals to build the image of the destination and the preservation and (re)
valorisation of the cultural resources when developing a destination. In the 
presented research the author shows that the cultural, social, economic and 
environmental impacts of festivals and cultural events in the destination are 
strong and that the intersectoral cooperation of culture, economy, spatial 
planning and environmental protection of the territory for the further responsible 
development of the destination is crucial, thus confirming both hypotheses.
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ABSTRACT 

The Lake Balaton region is an outstanding tourism area in Hungary, and it 
is the second most visited region of the country. On the one hand, the region is 
very rich in natural resources and the largest European freshwater lake, the Lake 
Balaton, is situated there. It offers high quality leisure and tourism services for 
visitors, mainly during the high season. About 70 beaches give valuable services 
like spa facilities, kite surfing, stand-up paddling or dragon boats to lovers of 
water sports.

On the other hand, the whole area is rich in cultural heritage which provide 
excellent facilities for tourists during the off-peak period. Museums, visitor centres, 
castles, ancient ruins, country houses, historical buildings and monuments 
entertain thousands of tourists every year. Besides these attractions, different 
kinds of cultural festivals are organised there and are popular among visitors and 
also residents of the region. 

The main aim of this research was to investigate the opinions and experiences 
of the tourists and locals in connection with the cultural offer of the Lake Balaton 
region. This paper focuses on the visitors’ and residents’ levels of satisfaction, the 
most common positive and negative attributes and the deficiencies regarding 
these attractions.

In order to reach the goal of the research, both qualitative and quantitative 
methods were used, as well as an analysis of the related literature with inclusion 
of the tourism statistics. Firstly, the author made a content analysis by examining 
the available comments of the TripAdvisor review site regarding the cultural 
tourism attractions of this area.

Secondly, 844 local inhabitants in 2018 and 358 residents in 2019 answered 
the questions of an online questionnaire in which they reported on their 
preferences and opinions regarding the cultural heritage of their home, the Lake 
Balaton region. 

On the basis of the results, visitors and local inhabitants seemed satisfied 
with the cultural offer of this area and there is demand for its enlargement and 
development in the future.

Keywords: content analysis, culture, heritage, Lake Balaton, TripAdvisor 
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1.  INTRODUCTION 

Culture and its different aspects appear in many forms in the tourism of the 
Lake Balaton region. This area of Hungary is mainly famous for its outstanding 
tourism statistics, as it is visited by thousands of visitors each year. However, it 
mainly relies on water-related activities such as bathing, swimming or sailing, 
despite the fact that this region is also rich in cultural attractions. Museums, 
castles, ruins or religious heritage sites are waiting for visitors.

This study aims to investigate the visitors’ and residents‘ opinions and 
experiences regarding the culture-related attractions situated in the Lake 
Balaton region. In order to reach this aim, the author made a content analysis by 
using the TripAdvisor review site to draw a clear picture concerning the positive 
and negative characteristics and the general level of satisfaction regarding the 
attractions. Besides this, the residents were also asked to give their opinions 
about this topic, using two online questionnaires in 2018 and 2019.

As for the results, the target groups of this research were satisfied by the 
cultural facilities of the Lake Balaton region in general. These attractions could 
be an excellent complement to the existing, mainly water-related, tourism offer.

2. CULTURE AND ITS APPEARANCE IN TOURISM

Tourism plays a very important role in the well-being of a destination, as it 
can contribute to the economic development of the area (Patel – Nayab, 2014). 
However, the positive effects of tourism started to be realised and studied 
only in the last few decades. According to previous researches tourism is a very 
complex phenomenon and its interpretation has already gone far beyond simply 
recognising it as being like with some backpackers’ tent-activities (Michalkó – 
Rátz, 2003). 

Nowadays, several types of tourism are distinguished in literature e.g. rural 
tourism, sport tourism, religious tourism, shopping tourism or cultural tourism. 
Among these types, cultural tourism is often mentioned as the oldest, because 
people have been travelling for culture-related reasons since the beginning of 
time (McKercher – du Cros, 2002). Besides this, as it generates positive effects, 
cultural tourism is often used to counteract seasonality (Vergori – Arima, 2020).

2.1. DEFINITION OF CULTURAL TOURISM

In the 20th century, culture and tourism were distinct phenomena. 
However, nowadays these two concepts are strongly connected. Cultural 
heritage can make a destination more visible by making it unique and attractive 
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for visitors (OECD, 2009, Richards, 2018) and the locations have realised the 
potential of it (McKercher – du Cros, 2002). It is a very special type of tourism, 
in which the focus is on cultural heritage (Christou, 2005) that goes together 
with a romantic or mystical atmosphere (Cusimano – Giannone, 2007). 

It is not easy to define cultural tourism. One of the first definitions comes 
from the ICOMOS (International Council on Monuments and Sites). According 
to them, the main aim of cultural tourists is to learn and discover new cultures 
and to get to know more about the lifestyle of people who come from different 
cultures (ICOMOS, 1997). According to Silberberg’s study (1995), these journeys 
are driven by some kind of historic, artistic or scientific motivation. From 
another perspective, it includes all visits in which visitors experience foreign 
cultures and values outside the comfort of their usual home environment 
(Csapó – Matesz, 2007).

Smith (2003) highlighted that all interactive activities, motived by learning 
and entertaining at the same time, belong to cultural tourism. Michalkó (2004) 
broadened these concepts. According to his definition, cultural tourism is a 
very unique tourism product that should be sustainable and market-oriented 
in order to satisfy the intellectual needs of visitors as expansively as possible. 
Rátz (2011) distinguished a narrower sense (elite and mass culture) and a 
broader sense (recreational leisure travels) of cultural tourism. Later, du Cros 
and McKercher (2015) highlighted the role of experience gathering besides the 
traditional cultural factors. Furthermore, strongly committed cultural tourists 
often want a higher level of interaction with the unknown culture (Chen – 
Rahman, 2018).

One of the latest definitions of cultural tourism originates from the World 
Tourism Organisation from 2019. According to them “Cultural tourism is a type 
of tourism activity in which the visitor’s essential motivation is to learn, discover, 
experience and consume the tangible and intangible cultural attractions/products 
in a tourism destination” (World Tourism Organisation, 2019, p. 30).

2.2. CULTURE AND HERITAGE IN TOURISM

Cultural tourism is too complex to describe cultural attractions in one 
sentence. In order to make it understandable, the different definitions of 
cultural heritage will be introduced in this subchapter. 

Culture is a complex phenomenon that is often associated with several 
factors, as it has a crucial impact on different industries. For example, it can 
support the development of the creative industry (Richards – Wilson, 2006), 
the various artistic areas (Hughes, 2000) or even tourism (Ritzer, 1999, 
Richards – Wilson, 2006). Besides, it can also contribute to the improvement 
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of the economic situation of locations or whole geographic regions (Fainstein 
et. al., 2003), as cultural and creative industries are an important part of the 
knowledge economy (Wu et al., 2020). However, it is also an important part 
of the community, as it affects the development and reinforcement of the 
societies’ sense of belonging (Nuryanti, 1996; Csapó, 2014). 

Culture or cultural heritage can be divided into several parts. For instance, 
Timothy (2011) views it as a very multiple phenomenon that consists of many 
items, such as built patrimony, traditions, lifestyle, modern art or ancient 
artefacts. In spite of this, heritage is often confined to only specific areas, for 
example “World Heritage Sites” (Yankholmes – McKercher, 2015). Later, 
Timothy (2018) redefined heritage in a more complex way. According to his 
study “heritage involves an inheritance from the past that is valued and utilised 
today, and what we hope to pass on to future generations. This patrimony may be 
tangible or intangible, abstract or concrete, natural or cultural, very old or rather 
recent, and it may be quite ordinary, although the extraordinary tends to sell better” 
(Timothy, 2018, p. 177).

Basically, heritage has two meanings. Firstly, it is closely connected with 
tourism and with other attractions that have a historical interest, and which 
have been preserved for the nation over a long period of time. Secondly, it is 
described as a set of shared values and collective memories. It betokens inherited 
customs and communal experiences that are constructed as a “birth right” and 
expressed in distinct languages. Many of the organisations that deal with the 
promotion and introduction of culture and heritage, such as museums, folklore 
societies or other educational institutions, have a significant role in nation and 
society-building processes. In some cases, heritage becomes the marketing of 
history for external consumption by foreign tourists or by the domestic society 
(Peckham, 2003). It should also be highlighted that, within the framework of 
urban cultural tourism, cultural assets are turned into tourism attractions (Liu, 
2020).

3.  LAKE BALATON REGION

Lake Balaton region is one of the most important tourism regions in 
Hungary, as evidenced by various statistical indicators based on the database 
of the Hungarian Central Statistical Office. As for the number of guests in 
commercial accommodation facilities, Lake Balaton region is the second 
(1,856,089 tourists) after Budapest region (5,303,300 tourists). Regarding 
the number of tourism nights, it is also the second (5,924,771 tourism nights) 
similarly after Budapest and the Central Danubian region (11,898,729 tourism 
nights). However, concerning the average number of tourism nights, it comes 
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before Budapest (2.2 tourism nights), with its 3.2 average tourism nights 
(Hungarian Central Statistical Office). 

However, by dividing the foreign and domestic guests, a detailed picture 
emerges. In this case, Lake Balaton seemed more popular among domestic 
visitors than foreign tourists. As for the number of foreign guests, it is the first 
before Budapest (1,223,181 tourists), with its 1,419,199 tourists. However, it is 
only the third in the case of foreign guests (436,890 tourists), after Budapest 
(4,080,119 tourists) and the Western Transdanubian region (610,690 tourists) 
(figure 1). Regarding the total number of tourism nights, it is still the second 
(19,666,712 tourism nights), after Budapest (9,475,136 tourism nights). Besides, 
it is the first concerning the average tourism nights with its 4.5 tourism nights 
(Hungarian Central Statistical Office).

In 2018, the most visited locations were Hévíz (1,279,882 tourists), Siófok 
(973,911 tourists) and Balatonfüred (783,922 tourists). Hévíz is famous for its 
health tourism, Siófok is mainly popular because of its beaches and night life. 
Balatonfüred is said to be an important cultural centre of the region (Hungarian 
Central Statistical Office).

Figure 1. Tourism nights in Hungarian commercial accommodation facilities by tourism 
regions, 2018

Source: Own editing, Central Statistical Office

Lake Balaton region is an iconic destination in Hungary, and it has been 
seen as “the summer holiday” area for many segments in the last decades. 
However, thanks to the environmental changes, the new tourism trends and 
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the development projects, the tourism of the lake has changed a lot since the 
political regime change (Sulyok – Lőrincz, 2017).

Lake Balaton is one of the most popular tourism destinations in Hungary 
and is situated in the western part of the country. This is known as the 
largest freshwater lake in the European continent, which welcomes tourists 
throughout the whole year by offering cultural attractions, festivals, sports 
facilities and water-related activities. Its most popular tourism product is 
definitely the family waterfront holiday product range. The majority of visitors 
come mainly during the main season, i.e. summertime. Approximately 70 
beaches provide the needed infrastructure and services, such as adventure 
baths, wellness facilities or water sports equipment. Balaton is also a much-
loved sailing destination. It provides a home for the annually organised 
‘Kékszalag’ competition, which is the biggest sailboat event on the continent 
(Hungarian Tourism Agency, 2017).

Besides the water-related activities, the whole region is ideal for lovers 
of outdoor sports, like cycling or hiking. A 210 km long cycle path provides 
excellent facilities and runs around the lake. Other important unique selling 
points of the area are the 10 adventure parks, theme parks and the territory of 
the Balaton Uplands National Park, where hiking trails and additional services 
await visitors (Hungarian Tourism Agency, 2017).

Gastronomy also plays a crucial role. The whole area is famous for its 
vineyards, high-quality wines and the level of excellence is increasing regarding 
beach-food and bistro culture. There are newly opened venues awaiting 
visitors, presenting local tastes by using high-quality locally grown ingredients 
(Hungarian Tourism Agency, 2017). 

Health tourism is also a significant part of the tourism offer of the region 
and generates independent motivation for tourists. Hévíz and its surroundings 
provide excellent therapies for visitors and attract millions of tourists from 
January to December (Hungarian Tourism Agency, 2017). 

The region is also known for its cultural events, mainly for music 
festivals. The most popular happenings are the Balaton Sound, the 
VeszprémFest and the Jazz Picnic. Besides, other types of cultural heritage 
sites are located in the territory of the Lake Balaton region. Different 
kinds of built heritage, such as churches, castles, monuments, museums 
and exhibition sights, provide facilities for the visitors. Nowadays, these 
attractions are mainly visited by domestic guests, but the increasing level 
of service quality also makes them more attractive for foreign tourists 
(Hungarian Tourism Agency, 2017). 

According to the csodalatosbalaton.hu website, the following attractions 
are situated in the region:
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Figure 2. Number of culture-related attractions in the Lake Balaton region by type

Source: Own editing, csodalatosbalaton.hu

As can be seen from figure 2, the majority of the attractions are 
monuments, statues, museums and churches. However, there is no accurate 
database about this. On the one hand, according to the definitions of cultural 
heritage and cultural tourism, it is not easy to decide whether an attraction is 
culture-oriented or not. On the other hand, too many small sites are located in 
the region, so it is difficult to count them all.

4.  METHODOLOGY

The main aim of this research was to identity the experiences and opinions 
of tourists and local inhabitants of the Lake Balaton region concerning cultural 
tourism attractions. In the beginning of the research, the author identified 
three main research questions:

(1) How do tourists evaluate the cultural attractions of the Lake Balaton 
region?

(2) What are the most positive and the most negative attributes of these 
attractions?

(3) How satisfied are the local people of the Lake Balaton region with the 
cultural offer of their residential area?

In order to reach this aim and to answer the research questions the author 
used two primary research methods. On the one hand, a quantitative analysis, 
namely a content analysis, using the content of the TripAdvisor review site. In 
the last few years, webpages that handle online reviews on different tourist 
attractions like TripAdvisor, Lonely Planet or Google Local Guide, have become 
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more common in scientific and practical life (Chuang et al., 2017; Cheng et 
al., 2019). In addition, earlier researches on this topic have shown that visitors 
like to leave comments on TripAdvisor concerning the attractions of the Lake 
Balaton region (Mártonné – Simonyi, 2018).

A content analysis could provide excellent opportunities to draw inferences 
and reproducible valid conclusions from open-ended contexts that are based on 
the frequency of occurrence, the structure of the text or the characteristics of 
different expressions (Lehota, 2001; Krippendorf 1995 in Majoros 2011).

The first step of the content analysis was to collect all the culture-related 
attractions which are situated in the Lake Balaton region and which have a 
TripAdvisor review page. Altogether, 69 cultural attractions from 23 locations 
fitted the requirements. The attractions were divided into 6 main categories 
based on their characteristics (castles, religious heritage, museums, churches, 
visitor centres and ruins) in order to make them easier to analyse. After that, 
the reviews from the last 3 years were analysed by identifying the positive and 
negative characteristics of the sites. In total, 1,407 comments were read and 
examined. Finally, the most common positive and negative characteristics 
were drawn from the results.

On the other hand, the qualitative analysis helped to obtain the opinions 
of the local people. For this, online questionnaires were created within the 
framework of a research group that dealt with the analysis of the quality of 
living characteristics of the local communities of this region. According to 
Babbie (2000), these questionnaires are ideal for measuring social actions by 
collecting self-reports about different actions. They are characterised by low 
coverage and high reliability. The Snowball sampling research method was 
used in designing the online questionnaire, as it is often applied in qualitative 
researches when the samples with the targeted characteristics are not easy to 
access (Naderifar et al., 2017).

The target group firstly had the possibility to provide answers to the 
questions in the spring and summer of 2018 and secondly in the summer of 2019. 
The first questionnaire was representative regarding the ratio of respondents 
who live directly at the lakeside and those who live in the “background towns” 
which are situated further from the lakeside, to the whole population carrying 
the same characteristics. For the survey of 2018, altogether 844 valid responses 
arrived, while the questionnaire of 2019 received 358 responses.

The questionnaires contained 30 questions, including demographics, 
quality of living related questions and asked the residents to evaluate different 
characteristics of their hometowns. Besides the demographics, in this paper, 
the author used only those questions which related to the importance and 
evaluation of the cultural offer.
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5.  RESULTS

5.1. CULTURE AND HERITAGE IN TOURISM

Within the framework of the content analysis, 69 cultural attractions 
from 23 locations in the Lake Balaton region matched the requirements of 
the research. All of the sights which featured a TripAdvisor review page had at 
least one evaluation in the last 3 years. During the investigation period, 1,407 
comments were received and the majority of them were written in Hungarian 
(30%), in English (24%) and in Russian (18%). The remaining 28% consisted of 
several languages like German, Italian, Polish, Czech, French, etc. Altogether, 
22 nations were represented in the comments. 

Generally, the comments were positive, which was also supported by the 
value of the average ratings. Users of TripAdvisor had an opportunity to evaluate 
the visited attractions in the system using the 1-5 scale. The average rating of 
the examined cultural attractions was 4.5. The lowest value was 2 but only one 
attraction had this worst grade. The most common value was 4.5 and 60% of 
the listed sites had this number. Generally, it can be said that the majority of 
the respondents left longer evaluations and wrote mainly about the visited 
attractions’ historical or artistic importance and did not share personal stories 
from their journeys.

The chosen attractions were divided into 6 main subgroups in order to 
make them easier to analyse. So, castles, religious heritage, museums, visitor 
centres, ruins and churches were distinguished. The details of this division can 
be seen in table 1.

Table 1. Details of the content analysis

Name of the 
subgroups

Number of 
the examined 

attractions

Number of 
the analysed 

comments
Average rating of 

the subgroups

Castles 4 508 4.5

Religious heritage 6 199 4.5

Museums 31 508 4.44

Visitor centres 6 92 4.42

Ruins 3 50 4.42

Churches 19 242 4.26

Source: Based on own editing
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As table 1 shows, the majority of the reviewed attractions were museums 
and churches. However, the subgroup of castles, which consists of only 4 
attractions, got as many comments as the subgroup of museums, which was the 
most populous group. The reason for this is perhaps the development projects 
of the Hungarian castles that again make these kinds of sites attractive for 
the general public. As can be seen, all of the subgroups had an average ranking 
higher than 4, which indicated their popularity among the visitors.

By analysing the subgroups one by one, many similarities were noticeable 
relating to their characteristics and the content of the comments. Concerning 
the castles, the average ranking was quite homogeneous, as every castle had a 
value higher than 4. The largest number of the comments were very positive, 
and the majority of visitors mentioned that these castles:

• have a very nice view and a romantic atmosphere,
• were nicely renovated,
• were very interesting,
• the staff were very helpful and kind and,
• they are an ideal activity for a rainy day.

However, there were some negative comments, such as castles with no 
access facilities for disabled people, difficulty in finding them, or signposts with 
poor translations, as the majority of the inscriptions were in Hungarian. 

The subgroup of religious heritage consisted of ruins of monasteries, homes 
of monks, stations of the cross, the Bishop’s Palace or stupas. The majority of 
the comments were also positive, as all the places were rated at 4, 4.5 or 5. The 
comments were in relation to the interesting guides and their performances, or 
the calm and beautiful environment. However, some of the respondents said 
that:

• only a small amount of information was available on the Internet 
regarding 

•  these places, 
• the prices were quite high in terms of value for money,
• these places were not authentic enough,
• the attractions were quite dirty.

The situation of the museums was almost the same. Only two attractions 
had lower ratings than four; the values were higher for other sites. According 
to the comments, visitors were very satisfied and many of them have 
recommended the museums they have visited. The comments were very 
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positive but, in some cases, negative experiences were also shared. As for the 
positive side, these attractions were interesting, unique and educative at the 
same time, but the tickets were too expensive, and an additional photo fee also 
had to be paid at some museums. There was only a little information about 
them on the Internet. However, these kinds of attractions could be also ideal 
for a rainy day according to the respondents.

In the case of the churches, as there were only a few negative comments, 
we can conclude that tourists enjoyed their visits very much (figure 3).

Figure 3. Summary of comments regarding churches

Source: Own editing

Their average ratings were high but there was one chapel that had a bad 
evaluation with a ‘2’ average rating from the respondents.

Concerning visitor centres, the results were almost the same as the 
previously mentioned attractions. The ratings were always higher than 4 and 
there were only a few negative comments. According to the positive ones, these 
places were entertaining, interactive, gave value for money and had a unique 
atmosphere. However, two visitors complained about the noise that was caused 
by a large school group.

The last subgroup consisted of ruins. The comments were more divided 
among visitors, as many of them found these kinds of attractions boring. 
However, those ones who liked them said that they were nice, unique and 
beautiful.
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5.2. RESULTS OF THE ONLINE QUESTIONNAIRE

The first online questionnaire concerned the answers of the local 
inhabitants and second-home owners of the Lake Balaton region from March 
to August 2018. Altogether 844 valid answers were received. The majority of 
the respondents were female (63%), and the others (37%) were men. Regarding 
their ages, the average age of the respondents was 36.7. The ratio of the ages can 
be seen in figure 4. 

The majority of the respondents (49%) either lived permanently or had 
a second home (21%) in the Lake Balaton area. Besides them, 16% were local 
residents but worked or studied outside the region. The remaining 14% lived 
outside but worked or studied in the region.

The answers from the second questionnaire arrived between June and 
August 2019. Altogether 358 valid responses came from this research period. 
In this case, the majority of the respondents were female (69%) and the other 
31% were male. The ratio of the different age groups can be seen in figure 5. The 
respondents’ average age was 42.4.

The largest number of respondents lived permanently in one of the 
locations of this region (51.3%) or owned a second home there (26.1%). The 
other 14.8% lived there permanently but worked or studied in another location. 
The remaining 7.8% lived outside the region but worked or studied in the area.

Figure 4. Age groups (2018)

Source: Online questionnaire, n=720
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Figure 5. Age groups (2019)

Source: Online questionnaire, n=326

The respondents evaluated the importance of the cultural offer, such as 
programmes and attractions within their residential area and in the whole Lake 
Balaton region. They used a scale from 1-5, where 1 is not important at all and 5 
is extremely important in both of the years. The results are shown in figure 6. 

Figure 6. Importance of cultural offer in general in 2018 and 2019

Source: Online questionnaire, n=769 (in 2018) and n=347 (in 2019)

As is evident from figure 6, a large number of the respondents - 40% in 
2018 and 38% in 2019 - thought that the availability of cultural programmes 
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and attractions was important in the surroundings of their residential area in 
both years. Moreover, another bigger group of people - 33% in 2018 and 32% in 
2019 - said that it was extremely important for them. 

Similarities were observable in both of the years. The most common 
answer (modus) was 4 and the average value of the responses was 3.96 in 2018. 
Regarding 2019, the most common answer was also 4, while the average value 
was 3.88.

After the importance rating, the respondents evaluated their satisfaction 
with the existing cultural offer of the Lake Balaton region. They also had the 
opportunity to give a score in a scale of 1-5, where 1 is not satisfied and 5 is 
extremely satisfied (figure 7).

Figure 7. Satisfaction with cultural offer at the Lake Balaton region in 2018 and 2019

Source: Online questionnaire, n=745 (in 2018) and n=3,339 (in 2019)

The results showed that there were some differences in these two years 
regarding the level of satisfaction. Generally, it can be said that the respondents 
were more satisfied in 2018 than in 2019. However, the ratio of extremely 
satisfied respondents did not change.

Smaller similarities existed regarding the descriptive statistics in these 
years. The most common answer (modus) was 4 and the average value of the 
responses was 3.53 in 2018. Regarding 2019, the most common answer was 
also 3, while the average value was 3.36.
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6.  CONCLUSION

On the basis of the results, cultural attractions play an important role in 
the journeys of visitors and in the everyday lives of the residents of the Lake 
Balaton region. Concerning the TripAdvisor reviews, guests of the cultural 
attractions in this area were satisfied with the sites visited. The majority of 
these places had high rankings and mainly positive experiences were shared 
on the website. A large number of people thought that these attractions had 
a romantic and unique atmosphere and that they were situated in a calm and 
beautiful environment. Besides, visitors liked the available guides and found 
these places educative and interesting. The tickets were not so expensive in 
general, except in some cases where additional photo fees needed to be paid. 

Problems occurred mainly in connection with the general cleanliness of 
the places, poor translations, or the locations of the attraction. In some places, 
respondents thought that it was not easy to find the attractions, as the direction 
display boards were not clear. Mainly in the case of the castles, disabled visitors 
had some problems by getting up to the attractions. Visitors seemed to enjoy 
these places, as they gave good complements for the existing tourism offer for 
those days when the weather is not ideal for outdoor or water-related activities.

The opinions of the residents also supported the popularity of the 
culture-related attractions. A large number of those people who had some 
kind of connection with this region in their everyday lives, either living there 
permanently, owning a second-home or living or studying there, thought that 
these kinds of places were important or even extremely important for them. 
Besides, they were very satisfied with the existing cultural offer.

These cultural attractions were very much appreciated by both tourists 
and the inhabitants of the region. It seemed that they liked the development 
projects of the last few years and they often visited these attractions, even if 
they had been there in the past. In my opinion, these places could complement 
the tourism offer of the region. Unfortunately, they are mainly visited out of 
season, when the weather is quite nice or on those days in the season when it is 
raining, or the weather conditions are not suitable for water-related activities. 
However, these attractions offer high quality services for every target group; 
from single travellers to families or organised groups. According to the reviews, 
these places often surprise visitors with their interesting exhibitions. Overall, 
there is a big potential in them, and the professionals of the tourism sector 
should feature them more in their marketing activities in order to attract more 
visitors.

As for the future of tourism of this area, the European Capital of Culture 
(ECoC) programme should be highlighted. Veszprém, the biggest town in the 



139

TOURISM
ANALYSING TRIPADVISOR REVIEWS OF CULTURAL ATTRACTIONS

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

region, has been awarded this impressive title for the year of 2023. The project 
team realised the potential of the Lake Balaton area and they extended the 
scope of the programmes for not only the immediate environment but the 
whole Balaton Uplands. They aimed to involve tourism service providers and 
the residents of this area in the programme series, taking their opinions into 
account during the planning and implementation phases. So, the cultural 
tourism attractions will have a chance to attract more attention from a broader 
audience. There is nothing to be said about the fact that smaller, hidden heritage 
attractions, could make use of the advantages of the more intensive marketing 
activities of the ECoC programme.

Additionally, as for the result of the successful application for the ECoC 
title, more local people feel the need to join in the development and execution 
of this project as volunteers. They have the possibility to make their voice heard 
by offering potential programmes for the winner year. This also means good 
possibilities for these kinds of attractions, as committed residents may like to 
show “their resources” and tourism attractions before and during the year of 
2023.

As expected, ECoC will give a second chance and create a good basis for 
further tourism development of the lesser-known attractions of this region.

ACKNOWLEDGEMENT: This publication/research has been supported by 
the European Union and Hungary and co-financed by the European Social Fund 
through the project EFOP-3.6.2-16-2017-00017, entitled “Sustainable, intelligent and 
inclusive regional and city models”.



140

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

7.  BIBLIOGRAPHY
1. Chen, H. and Rahman, I., 2018. Cultural tourism: An analysis of engagement, cultural 

contact, memorable tourism experience and destination loyalty. Tourism Management 
Perspectives, 26, pp. 153–163.

2. Cheng, X., Fu, S., Sun, J., Bilgihan, A. and Okumus, F., 2019. An investigation on online 
reviews in sharing economy driven hospitality platforms: A viewpoint of trust. Tourism 
Management, 71, pp. 366–377.

3. Christou, E., 2005. Heritage and cultural tourism: a marketing focused approach. In Sigala, 
M.- Leslie, D (eds.).: International Cultural Tourism: management, implications and cases. 
Elsevier Butterworth-Heinemann, Oxford, pp. 3-15.

4. Chuang, T. C., Liu, J. S., Lu, L. Y., Tseng, F.-M., Lee, Y. and Chang, C.-T., 2017. The main paths 
of eTourism: Trends of managing tourism through Internet. Asia Pacific Journal of Tourism 
Research, 22(2), pp. 213–231.

5. Csapó, B., 2014. A vidék nosztalgiája. Kulturális örökség, turizmus- és közösségszervezés 
három észak-alföldi kistérségben. Socio.hu, 2014(2)

6. Csapó, J. and Matesz, K., 2007. A kulturális turizmus jelentősége és szerepe napjaink 
idegenforgalmában. Földrajzi Értesítő, LVI. évf. 34. füzet, pp. 291-301.

7. Csodálatos Balaton: www.csodalatosbalaton.hu (downloaded: 2019.10.11.)

8. Cusimano, G. and Giannone, M., 2007. Le tourisme culturel: De nouveaux produits pour 
de nouveaux territoires. Géographie et cultures, 64(2007), pp. 35-51.

9. Du Cros, H. and McKercher, B., 2015. Cultural Tourism. Routledge, Abingdon

10. Fainstein, S. S., Hoffman, L. M. and Judd, D. R., 2003. Making theoretical sense of tourism. 
In L. M. Hoffman, S. S. Fainstein, & D. R. Judd (Eds.): Cities and visitors: Regulating people, 
markets and city space (pp. 239–253). Oxford, Blackwell.

11. Hughes, H., 2000. Arts, Entertainment and Tourism. Butterworth Heinemann, Oxford.

12. Hungarian Central Statistical Office: http://statinfo.ksh.hu/Statinfo/haViewer.jsp 
(downloaded: 2019.10.11.)

13. Hungarian Tourism Agency, 2017. National Tourism Development Strategy 2030: Executive 
Summary. [online]. Available at: http://www.kormany.hu/download/8/19/31000/mtu_
kiadvany_EPUB_297x210mm%20-%20preview.pdf 

14. Lehota, J., 2001. Marketingkutatás az agrárgazdaságban. Mezőgazda Kiadó, Budapest

15. Liu, S.-T., 2020. Comparing the perspectives of municipal tourism departments and cultural 
departments on urban cultural-tourism development. Journal of Destination Marketing & 
Management, 16, 100432

16. Majoros, P., 2011. Tanácsok, tippek, trükkök nem csak szakdolgozatíróknak: avagy a 
kutatásmódszertan alapjai. Perfekt Gazdasági Tanácsadó, Oktató és Kiadó Zrt., Budapest

17. Mártonné, M. K. and Simony, N., 2018. A TripAdvisor kiemelt turisztikai fejlesztési 
térségekre vonatkozó vendégelégedettségi adatainak elemzése. Turizmus Bulletin, XVIII. 
(3), pp. 38-49.



141

TOURISM
ANALYSING TRIPADVISOR REVIEWS OF CULTURAL ATTRACTIONS

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

18. McKercher, B. and du Cros, H. 2002. Cultural Tourism: The partnerships between tourism and 
cultural heritage management. Haworth Press, Binghampton

19. Michalkó G. and Rátz T., 2003. A sátorverésen túl: A turizmustudomány magyarországi 
állapotairól. Magyar Tudomány, CIX. kötet – Új folyam, XLVIII. kötet, 6. szám. pp. 747-759.

20. Michalkó, G., 2004. A turizmuselmélet alapjai. Turizmus Akadémia. Kodolányi János 
Főiskola, Székesfehérvár

21. Naderifar, M., Goli, H. and Ghaljaie, F., 2017. Snowball Sampling: A Purposeful Method of 
Sampling in Qualitative Research. Strides Dev Med Educ. 14(3):e67670

22. Nuryanti, W., 1996. Heritage and postmodern tourism. Annals of Tourism Research, 23(2), 
pp. 249-260.

23. OECD, 2009. The impact of culture on tourism. [online]. Available at: http://www.liaa.
gov.lv/files/liaa/attachments/turisms/petijumi/OECD_Tourism_Culture.pdf (letöltve: 
2018.11.05.)

24. Patel, I. S. and Nayab, Z. A., 2014. Geography of transport, tourism & management. Ashok 
Yakkaldevi, Solapur

25. Peckham, R. S. (Ed.), 2003. Rethinking heritage: Cultures and politics in Europe. New York, 
USA: IB Tauris

26. Rátz, T., 2011. Kulturális turizmus. In: Michalkó, G. (ed.): Turisztikai terméktervezés és 
fejlesztés. Pécsi Tudományegyetem, Pécs

27. Richards, G. and Wilson, J., 2006. “Developing Creativity in Tourist Experiences: A Solution 
to the Serial Reproduction of Culture?”, Tourism Management, No. 27, pp. 1209-1223.

28. Richards, G., 2018. Cultural tourism: A review of recent research and trends. Journal of 
Hospitality and Tourism Management, 36 (2018), pp. 12-21.

29. Ritzer, G., 1999. Enchanting a disenchanted world: Revolutionizing the means of consumption. 
Thousand Oaks, CA: Pine Forge Press.

30. Silberberg, T., 1995. Cultural tourism and business opportunities for museums and heritage 
sites. Tourism Management, 16(5), pp. 361–365.

31. Smith, M. K., 2003. Issues in Cultural Tourism Studies. Routledge, London

32. Sulyok, J. and Lőrincz, K., 2017. Building the Future Based on the Past - Tourism Around the 
Lake Balaton. Pannon Management Review, 6(1-2), pp. 9-18.

33. Timothy, D. J., 2011. Cultural heritage and tourism: An introduction. Bristol: Channel View 
Publications

34. Timothy, D. J., 2018. Making sense of heritage tourism: Research trends in a maturing field 
of study. Tourism Management Perspectives, 25, pp. 177–180. doi:10.1016/j.tmp.2017.11.018.

35. TripAdvisor: https://www.tripadvisor.co.hu/, (downloaded: 2019.09.15)

36. Vergori, A. S., and Arima, S., 2020. Cultural and non-cultural tourism: Evidence from Italian 
experience. Tourism Management, 78, 104058



142

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

37. World Tourism Organization, 2019. UNWTO Tourism Definitions. UNWTO, Madrid, 
[online]. Available at: https://doi.org/10.18111/9789284420858.

38. Wu, Y. C., Lin, S.-W. and Wang, Y.-H., 2020. Cultural tourism and temples: Content 
construction and interactivity design. Tourism Management, 76, 103972.

39. Yankholmes, A. and McKercher, B., 2015. Understanding visitors to slavery heritage sites in 
Ghana. Tourism Management, 51, pp. 22-32.



143

TOURISM
BALATON UPLANDS

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

BALATON UPLANDS - THE RELATIONSHIP 
BETWEEN TOURISM AND NATURE

Flórián Strack 
University of Pannonia, Faculty of Business and Economics, 
Veszprém, Hungary 
strack.florian@gtk.uni-pannon.hu 

Paper category: Preliminary paper



144

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

ABSTRACT

Lake Balaton is among the most popular tourism destinations of Hungary 
and Central Europe. It is the largest freshwater lake of the region and is 
surrounded by valuable natural treasures. The Balaton Uplands area is located on 
the northern shore of the lake. The area is one of Hungary’s top tourist destinations 
with its quite strong brand as a natural and tourist area. The region has a lot of 
bigger and smaller cities and villages; however, it is also highly dominated by 
natural attractions connected to the lake itself and the Bakony Mountains, which 
is the northern border of the Balaton Uplands area. Because of the cities and the 
nature-oriented destinations, the area has very colourful cultural traditions, but 
the flora and fauna are also outstanding and attractive for tourism. The Balaton 
Uplands area can be found on the tentative list of the UNESCO World Heritage 
within the category of cultural landscapes. It would be very advantageous to have 
sustainable tourism development and management to be able to preserve the rich 
natural values of the area. 

Contrary to this, in recent years, a lot of questionable developments were 
carried out. The continuously growing number of tourists is also worsening the 
situation. This research was focused on the impacts, as well as sustainability 
questions of tourism, concerning the nature of the Balaton Uplands area.

The goal of the research was to examine the effects of the intensive tourism 
demand and supply on the environmental values of this region. By using 
quantitative (questionnaire) and qualitative (structured interviews) methods 
the research proves that the effect of tourism is more negative than positive 
within the study area. This is mainly because of the improving number of guests 
and construction of new buildings directly on the coastline. Unfortunately, it 
is clear that there are a huge number of environment-oriented problems in the 
region generated by tourism. However, a pale light shines at the end of the tunnel 
and there are a number of solutions available to the local authorities and tourism 
service providers operating in the region of the lake.

Keywords: Balaton Uplands, Lake Balaton, nature, sustainability, tourism 
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1. INTRODUCTION

Lake Balaton is among the most important tourism destinations of 
Hungary and Central Europe. Its tourism is mostly characterised by beach 
tourism; however, different areas around the lake have other types of 
attractions. One of these regions is Balaton Uplands on the northern coast 
of the lake. This area is very rich in natural values and tourism attractions. It 
includes some destinations that are not only famous in Hungary, but in Europe 
or in whole world (e.g. Hévíz and its thermal lake, Tihany Peninsula, Káli Basin, 
etc.). People who live in the wider environment of the Lake Balaton mostly 
rely on tourism for their livelihoods. However, the nature has become more 
popular in the last decade. The local production and products of the agricultural 
sector are getting more and more attention. The area with its valuable natural 
and cultural attractions is successful in tourism; however, it has some problems 
with environmental sustainability.

The research was focused on the effects of tourism on the region’s natural 
values and the situation of environmental sustainability within the area. Both 
qualitative (structured interviews) and quantitative (online questionnaires) 
methods were used to get a broader understanding of the problems and 
potential solutions.

2.  SUSTANABILITY IN GENERAL

Nowadays, the idea of sustainability is very popular. The main ideas of 
sustainable operation and development do not live up to the reserves and 
possibilities of future generations (Fleischer, 2014). It is a huge challenge to 
be sustainable. The concept itself is quite a new thing, since it became widely 
known only at the end of the 20th century (Kerekes, 2007, Pankotay, 2014). 
“The idea of sustainable development is brought forward under the people’s 
self-examination concerning problems such as population, energy, resources, 
environment, and so on, and the final goal is to realise a sustaining and stable 
development of society, economy, resources and the environment” (Chen – 
Wang, 2012, p. 164).

When speaking about sustainability in general, the criteria of Herman 
Daly (1994) has to be considered. According to his three-element concept:

• the consumed amount of non-renewable resources should not be higher 
than the rate at which the present generation can replace them with 
renewable resources,
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• something that is emitted into the nature should not exceed its 
processing ability,

• when extracting resources from the environment we should not forget 
the importance of the reproductive capacity of the biosphere and we 
should not exceed that (Fleischer, 2014).

Sustainable development is a special way of expansion which is able 
to ensure the emerging and potential needs for future generations, while 
satisfying the necessities of the present generation. Sustainability has three 
basic pillars which are connected to the economy, the social aspects and the 
environment (Medvéné, 2010).

Economic sustainability focuses on the welfare of the society and the 
cost-effectiveness of the transactions. Social sustainability is connected to the 
respect of human rights and equal conditions for every inhabitant, including 
respect towards different cultures and religions, as well as the fair distribution 
of incomes. As for the topic of this article, the environmental pillar of 
sustainability is the most important. Environmental sustainability is about the 
preservation and sustainable use of natural resources, with special regard to 
non-renewable ones. Its core idea is to minimise the pollution of air, water and 
soil, to preserve the diversity of the flora and fauna (UNWTO, 2005).

It is necessary to keep in mind that the different pillars are interdependent 
and are able to strengthen or weaken each other.

3.  TOURISM IN A SUSTAINABLE WAY

Tourism is able to provide an unforgettable experience and perfect 
relaxation possibilities for its consumers. It has a lot of benefits concerning 
both the built and natural environments. However, if there is no well-planned 
and carefully operated system within a region, it can cause major problems and 
catastrophic consequences connected to the natural environment, the economic 
situation and locals’ everyday lives within a destination (Hall – Lew, 1998). The 
relationship between tourism and the environment is interdependent. The 
environment, with all of its elements, is able to attract tourists and motivate 
them to travel. However, at the same time, tourism also has an important role in 
protecting the environment and its resources (Stefănica – Butnaru, 2015; Tang, 
2015). Different empirical studies have shown that tourism is able to generate 
positive impacts on environmental pollution in some destinations, but that it 
has caused pollution in others (Azam et al., 2018). Despite some downturns 
in several countries, nature-related tourism is far from declining everywhere, 
and still has a very strong potential to generate funds for conservation and to 
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shape tourists’ minds and values connected to the environment (Balmford et al., 
2012). According to the UNWTO, sustainable tourism is “tourism that takes full 
account of its current and future economic, social and environmental impacts, 
addressing the needs of visitors, the industry, the environment and host 
communities” (UNWTO, 2013). “Sustainable tourism is a sub-set of sustainable 
development. Sustainable tourism is a tourism system that encourages 
qualitative development, with a focus on quality of life and well-being measures, 
but not aggregate quantitative growth to the detriment of natural capital” (Hall 
et al., 2015 p. 1). Sustainable tourism is dealing with the issue of sustainability in 
a holistic way, within the economic, social and environmental aspects (Happ, 
2014; Edgell, 2016). Environmentally sustainable tourism is able to establish 
a harmonious connection between the sightseeing visit and other tourism 
activities and the protection of nature. The influence of tourism activities on 
the environment should be reduced to a minimal level by strict management, to 
ensure the possibility of everlasting utilisation of resources (Wang – Tong, 2012).

When considering the values of sustainability, tourism has an outstanding 
position on one hand, because of its rapid growth and, on the other hand, 
because of the special products which require interaction between tourists and 
service providers (UNWTO, 2005). Three important connection points can be 
listed between tourism and sustainable development. These are the following:

• conscientiousness (tourism is able to “produce” customers and suppliers 
who are more sensitive to environmental and cultural problems 
(including the differences between nations),

• addiction (the success of tourism is based on clean and attractive natural 
areas, authentic cultural milieu and hospitable hosts),

• interrelationship (the experiences what are provided by tourism are 
the outcomes of the direct and indirect interplay between the local 
impressions (including communities and environment) and tourists 
(UNWTO, 2005).

According to the UNWTO, sustainable tourism is not only a niche product 
but a concept that intertwines tourism as a whole (UNWTO, 2013). The 
sustainable operation of the development of tourism is equally important in 
the case of all types of tourism. According to the UNWTO, sustainable tourism:

• has to use the required environmental resources in an optimal way 
by ensuring the protection of the biodiversity and the survival of the 
ecological processes,

• should provide long-term social and economic opportunities for 
everybody by providing them with stable workplaces, social services, fair 
distribution of the needs and reducing the intensity of poverty,
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• must respect and protect the cultural and social values of the host 
communities (UNWTO, 2005).

Nature-based tourism is an effective way of using the environment 
sustainably (Soleimanpour, 2012). Tourism has a lot of environmental impacts. 
These impacts can be divided into different levels (global, regional and local 
levels). At the global level it can contribute to climate change and the pollution 
of natural water (e.g. oceans, seas, etc.). As for the regional level, it is able to 
generate problems, for example, connected to water scarcity; however, at the 
same time it may contribute to the creation of revenues for environment 
protection. At the local level, tourism can influence the availability and quality 
of local natural resources (Robaina – Madaleno, 2019). Alternative types of 
tourism (e.g. environmentally friendly) can be promoted both at local and 
regional levels. This type of tourism integrates the protection of nature with the 
development policies and supports the environmentally friendly traditional 
activities of the given region (Kilipiris – Zardava, 2012).

3.1. THE POSITIVE ASPECTS OF TOURISM

Service providers in the tourism industry are able to influence the 
behaviour and approach of tourists connected to the pillars of sustainability 
(Hall-Lew, 1998). Considering the economic aspects, tourism has a lot of positive 
outcomes. It is able to improve the welfare of local communities, to improve 
the quality of employment (e.g. more available jobs, etc.) and to provide social 
capital (by the fair distribution of the preferences provided by the industry) 
(Panasiuk, 2011 in Niedziólka, 2012).

When speaking about the social pillar, we must not forget the live labour 
demand of tourism. The higher the demand for tourism services, attractions 
and destinations, the higher the number of available workplaces (Hustiné, 
2011). Tourism that is sustainable in a social way is able to improve the social 
infrastructure and to redouble the protection of nature. It can also play an 
important role in the preservation of local cultural values and the formation of 
safe tourism experiences (Panasiuk, 2011 in Niedziólka, 2012).

As for environmental sustainability, the environmentally friendly 
management and operation of the attractions is unavoidable. Tourism has the 
power to draw the attention of tourists to the most important environmental 
problems and to improve the conscientiousness and positive attitudes 
of tourists. Tourism also has a key role in raising consumer awareness of 
the environmental impact of their activities. It can also contribute to the 
conservation and restoration of the biodiversity and the sustainable use of 
natural resources (UNEP, 2001).
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Environmentally sustainable goals of tourism include:
• biodiversity (strengthening the role of tourism in connection with the 

protection of nature and wildlife in general),
• waste management in an efficient way (minimising the use of scarce and 

non-renewable resources of tourist activities),
• clean environment (minimising the waste output of tourism, as well as 

the pollution of air, water and soil),
• physical integrity (sustaining and developing the quality of destinations 

by avoiding and preventing visual and ecological pollution of the 
environment) (Panasiuk, 2011 in Niedziólka, 2012).

As for the positive impacts of tourism concerning the environment, the 
following contributions can be considered:

• financial contributions (directly to the sensitive areas or indirectly 
through the government (through taxes and special fees),

• improved management and planning of the environment (careful 
planning of the use of natural resources, cleaner production techniques, 
innovation, etc.),

• raising of environmental awareness (encouraging tourists to protect the 
environment and behave responsibly),

• developing tourism attractions that protect the environment (e.g. 
national parks, wildlife parks, etc.),

• use of regulatory measures (e.g. limiting the number of tourist activities, 
controlling the movement of tourists, etc.) (Sunlu, 2003; Stainton, 
2020).

3.2. THE NEGATIVE ASPECTS OF TOURISM

Along with its numerous advantages, tourism also has its disadvantages. 
Every player in tourism has the responsibility to operate and behave in a 
sustainable way. Tourism and its actors have enormous power to create values 
and benefits; at the same time, it is strong enough to cause irreversible damage, 
not only for the environmental, economic and social ambience of an area, but 
also for the tourism industry itself (UNWTO, 2005; Hall – Lew, 1998).

The disadvantages of tourism could be the following:
• seasonal employment and fluctuation,
• disappearance of traditional values and activities,
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• pressure on host communities,
• “black traffic”,
• increasing prices (e.g. food, property, etc.),
• supersaturation of the infrastructure,
• local and global environmental pollution,
• high pressure on the ecosystem,
• harm to the natural environment and wildlife (UNWTO, 2005; Hustiné, 

2011).

In the case of a natural area like the Balaton Uplands, it is very important to 
deal with the potential negative environmental impacts of tourism. The threat 
of the biodiversity can be a huge problem. The loss of biodiversity can be caused 
when land and natural resources are damaged by excessive use and when 
negative impacts on the flora and fauna, as well as the coastal environments 
and water resources, exceed their carrying capacity. The loss of biodiversity 
can be interpreted as the loss of tourism potential. Tourism also contributes to 
climate change and the depletion of the ozone layer. These processes are also 
closely connected with natural attractions and vulnerable natural destinations 
(Sunlu, 2003; Stainton, 2020).

4.  LAKE BALATON AND THE BALATON UPLANDS

Lake Balaton is the biggest freshwater lake in Central Europe and one of 
the most important attractions and natural treasures of Hungary. The area of 
the lake is about 600 km2 but its drainage basin is ten times larger. The average 
depth of the lake is just 3.36 meters (Vörös et al., 2018). The tourism of the lake 
is characterised by family waterfront holidays, which means that the summer 
period is the high season around the lake. The primary motivation of tourists is 
relaxation and entertainment. The whole area of the lake is part of one of the 
major tourism development areas of Hungary. Based on the number of second 
homes, guest overnights, number of guests and length of stay, this area is the 
most popular for domestic tourism. Basically, in the case of domestic tourism, 
Hungarian citizens do not like to cross the borders of the region of their 
residence, but Lake Balaton is in an exceptional position. The lake generated 
26 percent of the total travelling time in 2017. Usually, the highest number of 
tourists come to the lake from Budapest and Pest county. These tourists spent 
6.8 million days there in 2017, which was 45 percent of the Balaton region’s 
domestic tourist traffic and 12 percent of Hungary’s tourist traffic (Strack – 
Lőrincz, 2018).
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In total, the lake has more than 70 beaches; however, the area is also 
suitable for water sports (e.g. kitesurfing, dragon boating, sailing, etc.). Lake 
Balaton is among the most popular sailing venues of Europe, since it is home 
to the biggest pond sailing competition in Europe, the so-called “Kékszalag”. 
The competition starts from Balatonfüred, one of the most popular cities of the 
Balaton Uplands area. The tourism offer of the lake is very colourful because, 
along with the attractions mentioned above, it is the home of many other 
attractions. It hosts lots of music festivals (e.g. Balaton Sound, Veszprémfest, 
etc.); it also has a 210 kilometre long bicycle route, not to mention numerous 
theme parks, adventure parks and the Balaton Uplands National Park, with 
its visitor centres, hiking and nature trails. The areas of the lake and Balaton 
Uplands also have valuable health tourism resources, for example the Lake 
of Hévíz, the heart hospital of Balatonfüred and the medical cave of Tapolca 
(MTÜ, 2017).

The primary livelihood of the local people around the lake was traditionally 
connected to tourism; however, in recent years, local agricultural products have 
become more and more popular, including the wine regions of the Balaton 
Uplands area, such as Badacsony, Balaton Uplands and Balatonfüred-Csopak, 
the local fish and fruit (e.g. cherries, peaches and almonds) (Strack – Lőrincz, 
2018). 

The area of the Balaton Uplands is located on the northern shore of the lake. 
The area has a lot of attractions, such as geological formations, several buttes, 
an outstanding flora and fauna, as well as cultural venues such as vineyards, 
cellars and a very characteristic landscape with cities, towns and villages. The 
area includes 70 settlements. Its borders are:

• the city of Balatonfűzfő (from the east),
• the area of Keszthely and Hévíz cities (from the west),
• the Lake Balaton itself (from the south) and,
• the Route 77 (from the north) (Mikházi et al., 2016). 

One part of the Balaton Uplands area can be found on the tentative list 
of the UNESCO World Heritage. The name of the area is the “Balaton Uplands 
Cultural Landscape”. This highlighted area includes the Tihany Peninsula, the 
Tapolca Basin, the Káli Basin and the Lake Hévíz. Naturally, it also includes 
cultural sites and attractions, such as the Festetics Castle of Keszthely (with 
its castle park and historic buildings of the Georgikon Farm) and the historic 
quarter of Balatonfüred (whc.unesco.org; Máté et al., 2017).
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5.  METHODOLOGY

To obtain a broad and detailed view on the topic both qualitative and 
quantitative techniques were used. The goal of the research was to examine the 
effects of intensive tourism demand and supply on the environmental values of 
the Balaton Uplands area. A further aim was to prove or disprove the hypothesis 
that tourism has a negative impact on the environment of the Balaton Uplands 
area.

The qualitative part of the research consisted of six structured interviews 
carried out with tourism and environment experts who were the leaders of 
different organisations located within the observed region. The interviewees 
were the following people:

• the head of the Department of Ecotourism and Environmental Education 
within the Balaton Uplands National Park,

• the manager of the Bakony-Balaton DMO organisation,
• the chief research officer of the Lake Balaton Development Council,
• the curator of the Balaton World Heritage Foundation,
• the DMO manager of the Balatonfüred Tourism Association,
• the leader of the Balaton Tourism Research Institute.

The interviews were focused on the natural values and the tourism 
attractions of the observed region, as well as the experiences associated with 
the effects and the proposals connected with tourism activity within the area 
of the Balaton Uplands.

The structured interview is a type of quantitative interview. In this 
case, the interviewer does not argue, does not interpret, does not explain the 
question and tends to ask every interviewee in a consistent way. The order of 
the questions is predefined (Majoros, 2011).

Within the quantitative part of the research, anonymous online 
questionnaires were used. The questionnaire was devised in cooperation with 
other tourism researchers within the framework of an EFOP project. It was 
created with the help of the Limesurvey software and was available between 
June and September 2019. The questionnaire was focused on the opinions of 
local people and second homeowners. There were 257 respondents who lived 
or who were second homeowners in the area of Balaton Uplands. The sample 
was not representative.

One of the major advantages of the questionnaires was the large amount 
of available data, the predefined order and content of the questions, the 
standardisation of the data collected and the high reliability (Majoros, 2011). 
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We must not forget that the questionnaires are not valid when measuring the 
activities of the population. Contrary to this fact, they can be used for gathering 
own memories from the past or may be valid in the future (Babbie 2000). The 
online questionnaires have lots of benefits; for example, the cost efficiency and 
sustainability, minimisation of the interviewer’s error, more honest answers 
and the fast data collection and processing (Majoros, 2011).

6.  RESULTS

This section of the paper introduces the results of both the qualitative and 
the quantitative research methods. First of all, the summarised version of the 
structured interviews is presented, followed by the analysis of the anonymous 
online questionnaires.

6.1. OPINIONS OF EXPERTS INTERVIEWED (STRUCTURED 
INTERVIEWS)

According to the interviewees, the area of the Balaton Uplands has a very 
colourful and varied set of attractions. One of the biggest challenges is to manage 
and develop multiple types of attractions in an integrated way, and not to manage 
them at the expense of the others. Many of the world’s tourist destinations 
specialise in only one product and very few areas have such a complex and diverse 
appeal as the Balaton Uplands. Another problem is connected to the monitoring 
of the number and movement of guests. Because of the openness of the region, 
there is no accurate data on the number of tourists or those people who basically 
arrive to visit their relatives but also consume tourism services.

As for the interviewed experts, the most valuable tourism attractions of 
the Balaton Uplands area are natural ones, such as the Tihany Peninsula, the 
Káli-basin, Hévíz (with its thermal lake), the Tapolca Lake Cave, and so on. 
Most of the interviewees noted that it was very difficult to highlight some 
attractions because the nature and geology of the area is outstanding in general.

The interviewees also agreed that certain parts of the region are in danger. 
Most of them mentioned the Tihany Peninsula, where the reason for the threat 
is overtourism, especially during some of the big festivals which are organised 
there. According to the majority of the experts, that area is too small for the 
current number of tourists. Another interviewee mentioned climate change as 
one of the major challenges. The problem is the water level of the lake which 
will be difficult to maintain in the future. The emerging popularity of the 
Balaton Lake’s coastal area, with the construction of new buildings directly 
near the water, contributes to these problems.
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Half of the specialists thought that tourism has a clear negative impact on 
the nature of the Balaton Uplands area. The other half of them said that tourism 
is basically negative for the environment, but that it also has a positive side. It 
can be positive if it helps to preserve the natural values by drawing attention to 
the problems of the area. Another positive factor is connected to the economy, 
such as income, employment and developments. All of the interviewees agreed 
that the negative effects must be reduced by raising tourists’ awareness of 
problems, by marketing activities and by respecting the environment.

As for the recent developments connected to tourism, the picture is very 
colourful. Some of them had a clearly negative impact on the nature (e.g. 
construction of buildings/houses, apartments, ports, etc., elimination of green 
areas and eradication of reeds). Another part of the development was positive, 
such as the development programmes of the Balaton Uplands National Park 
(including the sustainable improvement of nature-based visitor centres, 
rehabilitation of natural areas, etc.).

As for the attitudes of the service providers and the tourists, a positive 
change can be observed. To be sustainable and environmentally friendly is 
getting more and more popular among tourists. The need for sustainable services 
and products forces the service providers to change their mind. However, the 
current level of sustainability is not sufficient because it is mainly driven by the 
demand, the business and the fashion. So, we cannot talk about lifestyle.

What about the biggest difficulties and challenges of the Balaton Uplands’ 
tourism in future years? According to the interviewees’ opinions, first of 
all, clarification of the preferred tourism segment is needed. It would also be 
important to decrease the concentration of tourism and the seasonality. By 
creating a four-season destination, the concentration of tourists will lessen, and 
the pressure caused by overtourism will be weaker than it is now. The car-free 
transport is another positive goal, as well as solutions to car parking and waste 
collection problems. 

Some of the interviewed experts also mentioned some concrete 
development proposals for the future to save the nature of the Balaton 
Uplands area. One of them said that it would be a positive step to provide 
monetary assistance to enable DMOs to support the local service providers. 
This would make it possible for them to carry out environmentally friendly 
developments. Being part of the UNESCO World Heritage would also help, 
because it could provide additional legal protection to the area. The regulations 
of both the UNESCO and the Balaton Uplands National Park would be very 
strong together. However, it would not be enough, because changes in the 
attitudes of both locals and tourists and the strict regulation of construction 
works are also necessary.
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6.2. RESULTS OF THE ONLINE QUESTIONNAIRES

The majority of the respondents were local residents (54%). The second 
biggest groups consisted of those who owned a second home within the region 
of the Balaton Uplands (20%). A further 16% were living in the region but had 
a job out of the region and another 10% had their permanent residences out 
of the region but worked in the region. The majority of the respondents were 
women (67%). The average age of the respondents was 43.58 with a scatter of 
38.4.

The educational level of the respondents can be seen in Figure 1. As is 
evident, “college/university” is the biggest category. 

Figure 1. Educational level of the respondents

Source: Own editing

Figure 2 represents the occupations of the people surveyed. As can be seen, 
the number of white-collar workers is the highest, followed by students and 
other categories.

Figure 2. Occupation of the respondents

Source: Own editing

The respondents were asked to evaluate the importance and their 
satisfaction in connection with the natural conditions of their place of residence 
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using the five-point Likert scale. As can be seen in Figure 3, the vast majority 
of respondents considered these conditions as important or very important. 
There were only slight differences between the importance and the satisfaction 
with the natural conditions. It can be seen that the respondents considered 
the natural values as important factors and, from this point of view, they were 
satisfied with their residence.

Figure 3. Evaluation of the residence’s natural conditions

Source: Own editing

As for the state of the general conditions (e.g. cleanliness, green areas, 
orderliness) connected to the accommodation, the results were different. The 
importance was again very high; however, the satisfaction level was quite low. 
As is evident in Figure 4, the people surveyed believed that the importance of 
cleanliness, green areas, etc. is very high, but they were not satisfied with these 
things, so these need to be improved. 

Figure 4. Evaluation of the residence’s general conditions (cleanliness, green areas, 
orderliness, etc.)

Source: Own editing
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As for environmental improvements (selective waste collection, etc.), most 
of the respondents stated that their effects were only moderately noticeable, 
and they also claimed that their settlements only moderately relied on tourism.

The effect and frequency of congestion, noise, littering, vandalism and 
pollution are illustrated in Figure 5. Basically, the results were positive, since 
the majority of the people surveyed thought that there were no effects, or that 
there was only a slight effect of these harmful activities, i.e. they were not 
happening frequently. 

Figure 5. Effect and frequency of congestion, noise, littering, vandalism and pollution

Source: Own editing

The survey also included some questions related to the development 
opportunities of the respondents. There were a huge number of environment-
related proposals. The local people and second homeowners thought that 
it was important to conserve the values of nature and reduce the number of 
new buildings within the area of the Balaton Uplands. They also suggested 
the development of new attractions based on nature, and improvement 
of cleanliness, selective waste collection and the general protection of the 
environment. The respondents also suggested the installation of more green 
areas. They highlighted the problems that are caused by cars parking in green 
areas and the deficiencies in waste disposal facilities (there are some holiday 
areas where there is no official waste collection service).

7.  CONCLUSION

It is no question that the area of the Balaton Uplands is popular among 
tourists and successful in tourism. The most important attractions of the region 
are connected to nature. The region has a varied and colourful supply of tourism 
attractions; however, the seasonality is very strong. The summer is the high 
season, and this generates overtourism, especially in some parts of the coastal 
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area (e.g. the Tihany Peninsula). The effect of tourism is rather negative than 
positive, mainly because of the increasing number of guests and construction 
of new buildings directly on the coastline (e.g. houses, apartments, ports, 
etc.). Based on the qualitative and quantitative results of the research, car 
parking deficiencies and the complete absence of an official waste collection 
service, the disappearance of green areas and reeds are also among the major 
problems. The faint positive side of tourism is mostly about the potential help 
in the preservation of environmental values by raising the awareness of tourists 
and service providers of different problems. Another positive outcome of the 
region’s tourism is clearly economic, as well as employment, income and the 
developments generated by tourism.

The nature and the environment are obviously important for the local 
people; however, they are not or are only partly satisfied with the cleanliness, 
orderliness and green areas of their residential areas. Another problem is that 
the idea of sustainability is more a fashion than a lifestyle in the region. The 
direction is positive, but further improvements are needed.

A considerable number of the local people’s and the interviewed experts’ 
proposals are basically the same. Both groups highlighted the need for strict 
regulation concerning the construction of new buildings, solutions for car 
parking and the deficiencies in the official waste collection service.

The interviewees outlined some possible development directions, as 
follows:

• financial support of DMOs to enable them to support the service 
providers of the area,

• reduce the seasonality and create a four-season destination,
• be a part of the UNESCO World Heritage and gain additional legal 

protection,
• have strict rules for the construction of buildings and car parks,
• change the attitudes of locals, service providers and tourists.

In my opinion, there is not a single best solution. I believe that it is 
necessary to create a mixture of the different potential solutions. Changing of 
the locals’ and tourists’ attitudes is perhaps the most important step towards an 
environmentally sustainable destination. The World Heritage status may help, 
but this alone is not enough. Reduction of the seasonality is also needed by 
creating more alternative programmes for visitors outside the summer season.

Some positive changes can also be observed; however, in a natural area such 
as the Balaton Uplands, the idea of sustainability should not be only a fashion 
but a lifestyle.
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ABSTRACT 

The aim of this research is to determine and expand the relevant theoretical 
and applicative features of adventure tourism development in order to innovate 
the tourism development concept of the island of Krk. The settings in which 
adventure tourism is studied, against the dynamics of and challenges in the 
environment, need to be adapted and redefined across all levels (destination 
and enterprises) through a culture of synergy and networking and a culture of 
research and knowledge. The paper’s purpose is to analyse the current level of 
competitiveness of adventure tourism, define objectives, put forward concrete 
proposals for operations strategies innovation and build a development 
management model to position the island of Krk as a distinctive adventure tourism 
destination. The theoretical part of the paper applies scientific methods to study 
the dynamic trends of adventure tourism development and the determinants 
of a destination development management model. The applicable part focuses 
on defining ways of innovating the development concept based on quantitative 
and qualitative methods used to analyse the attitudes (in-depth interviews and 
surveys) of key adventure tourism stakeholders and on the authors’ views based 
on recent scientific literature sources. The results of the study can be considered 
at two levels: the theoretical level, where opportunities for adventure tourism 
development are determined, and the applicable level, at which situation analysis 
is conducted and the island of Krk adventure tourism development scenarios are 
developed based on synergistic networking at both the micro destination level 
and the stakeholder level (entrepreneurial initiatives in offering innovation) 
to proliferate the attractions of the adventure tourism offering and create an 
integrated tourism product of the island of Krk. This research builds a model for 
adventure tourism development management and applies it to the example of the 
island of Krk.

Keywords: adventure tourism, development concept model, development 
management, innovation, island of Krk 
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1.  INTRODUCTION

Modern trends in tourism demand can be seen in the increase in, and 
changes to the way of spending, leisure time. There has been a shift away 
from passive holidaymaking with the minimum of activity in a destination, 
which has prevailed over the past 50 years, towards a more activity-filled way 
of spending leisure time. Increasingly, leisure involves activities that focus 
on excitement, endurance and competition. Today, with everyone on the 
move, the marketing activities of destinations are targeting this new demand. 
Specialised companies and trades are being set up that provide access to the 
most diverse sports activities and equipment, and countless television shows 
and newspaper articles seek to highlight the benefits that active leisure can 
have for well-being. A new form of tourism – adventure tourism – has emerged 
from these modern trends in the tourism market. Interaction with the sport 
tourism and outdoor tourism offerings is transforming the boundaries of new 
forms, types and contents of adventure tourism to create activity holidays that 
challenge people to push their own limits. 

The tourism industry of Croatia (as well as of the island of Krk, one of the 
country’s most appealing destinations) has failed to valorise, to any sufficient 
extent, its nature-based resources to boost the development of adventure 
tourism that would enable a qualitative transformation and reposition its 
offering to address the challenges of the dynamic tourism market. 

2.  LITERATURE REVIEW

Adventure tourism is undergoing ever more rapid and drastic 
metamorphoses in its development in response to increasingly sophisticated 
and unpredictable tourism needs. To be able to understand adventure tourism 
and generate new trends, it is necessary to analyse the differentiation of 
perceptions of adventure tourism over time, the typology of adventure tourism 
and the theoretical approaches to defining the concept.

2.1. THEORETICAL DETERMINANTS OF ADVENTURE TOURISM 

Some authors link adventure tourism with recreational or adventurous 
activities in the outdoors (Pomfet and Bramwel, 2016), thus directly linking 
it with outdoor adventure tourism that often overlaps with adventurous 
recreation (Williams and Soutar, 2009). All these forms take place in the 
outdoors, are an escape from everyday life, and involve studying nature, 
pursuing recreation, and taking care of one’s health (Tangeland 2011, Palacio 
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1997). Adventure tourists are individuals with a pronounced desire and need 
for unique experiences that are not part of a uniform and replicable tourism 
experience and that are based on activities, motivation, trends and new 
technologies that can create a thrilling experience.

According to UNWTO (2014), adventure tourism began to develop as a 
separate form in the middle of the nineteenth century, following the organised 
ascent of the Matterhorn in 1865 and the conquest of the Colorado River in 
1869. An adventurer was any traveller who was first and foremost an explorer 
(Laing and Frost, 2014). By the mid-twentieth century, adventure tourism was 
most often linked to mountain tourism and the development of alpine climbing. 
In the 1990s, adventure tourism was referred to as a novel form of recreational 
tourism activity pursued in the outdoors and involving the deliberate seeking 
out of risk or danger (Ewert and Hollenhorst, 1989). 

An analysis of the typology and forms of adventure tourism facilitates a 
better understanding of today’s trends in this type of tourism. The notions of 
“hard” and “soft” adventure tourism were developed by researchers to define 
the diversity of behaviour in adventure tourism, with soft adventures being 
on one end of the scale and risky or challenging adventures on the other end 
(Muller and Cleaver, 2000, Swarbrooke et al. 2003).

Table 1. Theoretical determinants of adventure tourism

No. Year Author Attribute 

1 1978 Meier, J. Physical danger

2 1986 Martin, P. and Priest, S. Interplay of competence and risk

3 1992 Weiler, B. and Hall, C. M. 
Elements of risk in which the outcome is 
influenced by the participant, setting, and 
management of the tourist experience

4 1996 Sung, H., Alastair M. and 
O’Leary, J. 

Engaging in experiences through participation 
rather than through traditional attractions 

5 1997 Walle, A. H. Anticipated rewards, excitement and 
stimulation, separation and escapism

6 2001 Čavlek, N. and Vukonić, B. Experiencing something new, unknown and 
dangerous 

7 2001 Weber, K. A function of a person’s exposure to the 
unknown that poses risk and challenge

8 2006 Buckley, R. 
Outdoor exciting activity, combination of 
sport and tourism, natural terrain, specialised 
equipment

9 2009 Williams, P. and Soutar, G. N. 
A complex mix of functional, objective and 
tangible components (e.g., travelling, eating 
and recreating), as well as subjective, hedonic, 
emotional components 
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No. Year Author Attribute 

10 2012 Brymer, E. and Schweitzer, R. Intense fear 

11 2013 Adventure Travel Trade 
Association

Exploration with risk, specialised skills, 
physical exertion

12 2013 Ewert, A. and Jamieson, L. Commitment, responsibility and play

13 2013 McKay, T. Risk management

14 2013 Cater, C. Specific skills and elements in tourist activity 

15 2014 UNWTO Physical activity, natural environment, 
cultural immersion

16 2015 Greenland’s National  
Tourist Council

Interaction with nature, physical activities, 
cultural exchange, mental attitude 

17 2018 Ministry of Tourism,  
Institute for Tourism, Croatia 

Physical activity, cultural exchange, outdoor 
activities, real or perceived risk, physical and 
mental exertions 

18 2019 Hanna, P., Wijesinghe, S.,  
Paliatsos, I. et al. Outdoor activity, form of sustainable tourism

19 2019 Houge Mackenzie, S. and  
Hodge, K. 

Self-initiated, nature-based physical 
activities, heightened bodily sensations, skill 
development, perceived and objective risks

20 2020 Huddart, D. and Stott, T. Physical activity, natural environment and 
cultural immersion

Source: Authors

The difference between soft and hard adventure exists in the level of 
challenge, uncertainty, knowledge of an activity and previous experience, 
personal skills, intensity of duration of an adventure activity and perceived 
control. Hard adventure requires considerably more demanding physical activity 
and greater skills, pushes participants to leave their comfort zones and involves 
a higher element of risk. Soft adventure tourism is more associated with family 
trips (Lipscombe, 1995). According to McKay (2018), hard adventure tourism 
and soft adventure tourism comprise the following activities: 

 -  hard adventure: canoeing, white and black water rafting, kayaking, 
SCUBA diving, multi-day trekking, horse riding, pony trekking, skiing, 
abseiling, river boarding, bungee jumping, gorge and bridge swinging, 
hiking, parasailing, mountain biking, sand boarding, sea kayaking, 
surfing, canyoning (travelling down a river situated in a canyon by a variety 
of means including scrambling, floating, swimming, and abseiling), rock 
climbing, wake boarding, kite surfing, wind surfing, paragliding, jet 
skiing, cave diving, dune skiing, micro lighting, mountaineering, cable 
sliding, quad bike tours, bakkie skiing (being towed behind a 4×4 or twin 
cab vehicle using a type of adapted sand board/ski), cable water skiing, 
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sky diving, ice climbing, kite boarding, ocean floor walking, rap jumping, 
acrobatic flights, geckoing/water tubing (rafting in a one-man inflatable 
tube that has a floor/bottom), caving, cycling tours, hang gliding and 
rock climbing. 

 - soft adventure: 4×4 driving, sailing, forest walks, zip lining, trekking, 
snorkelling, hot air ballooning, scenic flights, yachting, helicopter 
flights, aerial boardwalk, aerial cable trail, biplane rides, blokart sailing 
(blokarting is “sailing” on a small land yacht), canopy tours, dragon boat 
racing, foot safaris, nature walks, hang gliding, gyrocopters, kloofing 
(climbing in a ravine or gorge) and zorbing (rolling down a hill in a large 
transparent ball).

Figure 1. Alignment chart of recreation, sport and adventure activities

Source: Authors

Adventure travel activities can be, and often are, widely accessible and 
undertaken by sport travellers and sometimes it is not easy to make a clear 
differentiation between sport, recreation, outdoor recreation, adventure 
tourism or nature-based tourism. Figure 1 illustrates the relationship between 
adventure activities and sport activities, showing that all adventure activities, 
depending on their hard and soft elements, can be considered sport activities 
(in the broader sense). Recreation can be defined as the pursuit of leisure 
activities during one’s spare time (Tribe, 2011). Outdoor recreation can be 
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defined as “outdoor activities that take place in a natural setting, as opposed to a 
highly cultivated or managed landscape” (Clemens, Palacios and Lindenmeier, 
2018). Sport tourism combines the relationship of adventure and recreation 
by categorising the sport tourist consumer based upon primary and secondary 
motives, recreation, activity and passivity (Robinson and Gammon, 2004). In a 
report by Allied Market Research (2018), adventure tourism is segmented by the 
types of activities involved (hard and soft, as well as other forms of adventure 
tourism), the types of travellers (solo, groups, couples and families), age groups 
(under-30, 30-41, 42-49 and 50 and over) and sales channels (travel agencies 
and direct sales channels). In their study, Page and Connell (2006) classified 
adventure tourism by air-based, water-based and land-based activities. 

In Croatia, according to the definition in the Act on Provision of Tourism 
Services (Official Gazette 130/17), tourism services in activity tourism and 
adventure tourism comprise land-based, water-based and air-based activities 
that are undertaken in an open or undeveloped natural environment or in 
specially developed and equipped places and which, due to their specific features, 
may present a risk of injury and associated consequences to participants. The 
Croatian Tourism Development Strategy by 2020 classifies adventure tourism 
and sport tourism in the sub-categories of diving, kayaking/canoeing, rafting, 
adrenaline, hunting, fishing, snow sports, and the training and preparation 
of athletes, and it singles out cycling tourism with the target segments being 
young people (18-24 years old) and DINKs (25-34 years old).

Quantitative indicators reinforce the importance of adventure tourism. 
According to the 2018 report of the Adventure Travel Trade Association (ATTA), 
the international adventure travel market, in which soft adventure tourism 
dominates, can be valued conservatively at $683 billion. With regard to types 
of activities, the most frequently undertaken are land-based adventure tourism 
activities, followed by water-based activities; air-based activities are in third 
place (Jamal, Aminudin and Kausar, 2019, Folgado-Fernández et al., 2018). 
According to the ATTA (2016, 2018), there is a roughly even distribution of 
men and women among adventure tourists (57% and 43% respectively), with 
women mostly opting for soft adventure tourism. Although Croatia has no 
official data referring to adventure tourism statistics, the data of the Institute 
for Tourism’s (2018) survey of tourist attitudes and spending in Croatia in 
2017 (TOMAS Summer Survey, 2017) indicates that adventure sport activities 
account for 11.1% of activities undertaken by tourists in a destination. The trends 
and challenges of adventure tourism are driven by an increase in leisure time, 
a focus on healthy life-styles, the importance of the sports industry, and the 
impact of online communication channels, social networks, television shows 
and personal recommendations (Tavakoli, Casaló and Romero, 2019, Nunkoo 
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and Seetanah, 2019, Fyall et al., 2019, Benckendorff, Xiang and Sheldon, 2019). 
Adventure tourism trends expected in the future involve growing numbers of 
solo travellers, closer ties with local cultures – creating a personal connection 
to local interests, relationships and culture, slow travel – the ability to stay 
at a destination for an extended period of time and wellness – activities that 
centre around physical and mental health, and the use of new technologies 
and knowledge (ATTA 2018). Today, in the adventure travel sector, there is a 
real thirst for the authenticity of a destination, bound up with sustainability 
concerns including support for local businesses, community outreach and 
cultural sensitivity preferring to immerse in authentic and local culture, from 
the history and traditions of the place to gastronomic routes and local products 
(PATA, 2020). According to Research and Markets (2018), the global adventure 
tourism market is projected to reach $1,335,738 in 2023.

2.2. ENTREPRENEURSHIP IN THE INTEGRATED 
DEVELOPMENT OF ADVENTURE TOURISM DESTINATIONS

The development of any form of special-interest tourism, adventure 
tourism included, is closely tied to entrepreneurship. The development of 
adventure tourism calls for the integration of business entities that foster 
the realisation of set goals, based on a sustainable development model, joint 
development considerations and joint action principles (Stipanović, Rudan 
and Zadel, 2018). Although the innovativeness of entrepreneurial initiatives 
is capable of spurring development, long-term prosperity cannot be achieved 
without systematic support and a synergy-based development model. Local 
community entrepreneurial activity in developing adventure tourism 
encompasses local government and self-government, the umbrella tourist 
boards of destinations, towns and municipalities as tourist destinations, local 
travel agencies, specialised agencies, hoteliers, private accommodation renters, 
caterers, associations, sports equipment suppliers, and small and mid-sized 
entrepreneurs with related services, facilities and activities. Local authorities 
and tourist boards as agents of development are in charge of adventure tourism 
development models that are then implemented at the level of small and 
mid-sized entrepreneurs and all other stakeholders. In adventure tourism, 
small and mid-sized entrepreneurship should be viewed from the perspective 
of innovation and creativity as a generator for creating new products, new 
organisation and new business processes (Marković, Jovani and Mutibarić, 
2012). Small and mid-sized entrepreneurs can provide specialised services and 
products for specific forms of adventure tourism (products and services for 
water-based, land-based and air-based adventure tourism). In general practice, 
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it is known that more and more importance is being attached to investments 
into equipment for all types of sports activities. A Sprout Social survey (2018) 
indicated that 66% of customers want brands to take a stand on big issues (1,011 
consumer respondents and 1,018 marketer respondents).

Because today’s adventure tourists want to learn more about local cultures, 
this provides residents with opportunities for developing services and products 
for that tourism segment. Financial benefit, the ultimate objective of such 
activity, is important because it encourages the local population to constantly 
care about the environment to ensure long-term sustainability and helps to 
preserve local traditions (ATTA, 2018). The 2018 Adventure Travel Trends 
Snapshot noted that 75% of reporting adventure travel companies indicated 
their net profit outlook had increased, and companies from throughout the 
world expect their profits to continue increasing (ATTA, 2018). 

The development of small and mid-sized entrepreneurship in adventure 
tourism is based on private-public partnerships, education and know-how, 
synergy among all stakeholders in value chain creation and the role of the 
sports equipment industry (goods and services) in leisure.

In such a market setting, entrepreneurs play a pro-active role. They need to 
build their business plans on entrepreneurial opportunities, the development 
of entrepreneurial skills, and the use of all available resources as well as on new 
business ideas (Malik and Sharma, 2019). These predispositions will ensure the 
competitiveness of services, providing that competitiveness is not based only 
on price but also on the internationalisation of services, the expansion of sales 
channels and on positioning products and services on the global tourism market 
while strengthening the brand and keeping abreast of technical and technological 
advances, particularly in the field of communication and information – 
influencers, social networks, loyalty programmes, etc. (Dzwigol-Barosz et al., 
2019). Bringing together products and services in an integrated tourism product 
is a precondition to enhancing the competitiveness of a destination on the 
immediate and extended market and reinforcing its market position. 

3.  METHODOLOGY 

Adventure tourism development is analysed in the example of the island 
of Krk, chosen because of its natural assets, existing adventure tourism services 
and facilities, and the opportunities it has for developing adventure tourism 
given its natural, traffic and infrastructural preconditions. According to the 
most recent census, the island of Krk has 19,286 inhabitants (Jovanic and Turk, 
2013). It comprises seven local self-government units (the Town of Krk and the 
municipalities of Malinska-Dubašnica, Vrbnik, Dobrinj Njivice, Omišalj, Punat 
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and Baška). In 2018, the island’s total tourism capacity consisted of 58,744 
beds (with accommodation in households accounting for 60% of beds, and 
campsites, hotels and other facilities accounting for 27.50%, 10% and 2.50% 
respectively). According to E-Visitor data, there were 860,961 arrivals (+6.78%) 
and 4,952,539 overnights (+1.98%), with international guests accounting for 
the bulk of tourism traffic in that period. 

Awareness of the importance that adventure tourism has for the island of 
Krk is in the initial phase of recognition and adventure tourism development 
is based only on identifying and following tourism trends. Although an 
adventure tourism development concept does not exist in any formal shape, 
some stakeholders have recognised its potential as a key driver of tourism 
development. The main research questions pertaining to the valorisation of 
adventure tourism on the island of Krk are: 

• How to improve adventure tourism on the island of Krk and 
synergistically bring it together to create an integrated product through 
offering innovation?

• How to improve the promotion of adventure tourism to reinforce the 
distinctiveness and branding of the island of Krk?

• How to improve the management of adventure tourism development on 
the island of Krk based on a culture of integration and learning?

The key attitudes of stakeholders concerning the current state of adventure 
tourism in the destination and its future development and outlook were 
investigated to construct an adventure tourism development model for the island 
of Krk. The attractiveness of the offering, promotion, the effect of adventure 
tourism on destination branding, the efficiency and effectiveness of stakeholders, 
development issues and proposals for adventure tourism innovation were all 
evaluated. Data was collected using the field structured interview method and 
processed using NVivo 12 Pro, a qualitative data analysis software programme. The 
sample consisted of 17 key decision makers, involved in designing and promoting 
the island’s tourism offering, of which five are employed in the adventure 
tourism sector, three are engaged in organising events, three are entrepreneurs, 
three are athletes and three are workers in tourism and hospitality. More than 
half of the respondents are already involved in some of the existing adventure 
tourism programmes. The quality of the surveyed sample was confirmed by 
their perceptions and understanding of the concept of, and trends in, adventure 
tourism. The survey was conducted during October and November 2018. The 
measurement instrument used was a questionnaire, consisting of three parts and 
a total of 15 items measured on a 5-point Likert scale.
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4.  FINDINGS AND DISCUSSION 

The results of the research are based on current state analysis, adventure 
tourism development objectives and strategies and the creation of an adventure 
tourism development management model in the example of the island of Krk.

4.1. COMPETITIVE ANALYSIS OF ADVENTURE TOURISM OF 
THE ISLAND OF KRK

The current state of competitiveness of adventure tourism cannot be 
analysed separately from the overall competitiveness of tourism of the island 
of Krk. Such an analysis points to the shortcomings of the tourism offering, 
services and facilities, and infrastructure.

Table 2. Attributes of the island of Krk as a destination

Attribute Description 

1
Natural preconditions 
for adventure tourism 
development **

• Surface area of 405.78 km²; 219.12 km of coastline 
• Northern part of the island of Krk: limestone soil, 

exposed to strong gusts of the northerly bora wind, 
barren rocky land 

• Central part of the island of Krk: rolling relief, sink 
holes, limestone and dolomite rock, lush vegetation, 
low-lying coast

• Southern part of the island of Krk: contains the 
island’s highest peaks; a well-indented coastline, 
markedly steep and inaccessible, very windy region, 
numerous springs 

2
Adventure tourism offering 
- websites of tourist boards 
in 2019 *

• Water-based activities: 11
• Land-based activities: 4
• Air-based activities: 1 

3 Adventure tourism events in 
the destination *

• Specialised adventure tourism events account for 
3.17% of the overall number of tourism events 

4 Tourist spending * • Sport and recreation services account for 9% 

Source: Authors: * analysis of the websites of Kvarner Tourist Board and Island of Krk Tourist 
Board, 2019, ** Island of Krk Tourist Board, Island of Krk Development Strategy by 2020

An analysis of the website contents of all tourist boards on the island of 
Krk reveals that water-based activities are the most common (largely involving 
water skiing). This is because the island has mostly coastal destinations, which 
tourists visit primarily motivated by the sea and sun. Accordingly, water-based 
sport activities are not a travel motivation but rather an additional recreation 
opportunity. With a score of 2.3, the adventure tourism offering is ranked lower 
than the overall tourism offering. Leisure tourism is ranked first with regard 
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to the most important offering attractions, followed by cultural tourism, 
event tourism, adventure tourism, and sport and recreation tourism. Although 
adventure tourism was not singled out as a form of special-interest tourism 
in structural terms, the island of Krk was found to be the most attractive and 
most competitive with regard to its adventure tourism events of national and 
international importance, an element of the offering that received the highest 
score (4). There are single-day and multiple-day events. The Baška Outdoor 
Festival that includes the Zipline Edison, Krk’n’Roll MTB Marathon, Island 
of Krk Trail Race, BOF Hike Tour and 4 Islands MTB Stage Race, received the 
highest score of 4.6 as an element of the offering. For comparison, the 2019 
Baška Outdoor Festival attracted 2,000 participants and 3,000 visitors (Baška 
Tourist Board, 2019), while the 100 Miles of Istria Ultratrail (Croatia) attracted 
2,000 participants and 5,000 visitors and the Red Bull Neptune Steps (2019), 
held in Glasgow, attracted 600 participants and 3,000 visitors. 

Table 3. Scores given to the attributes of adventure tourism on the island of Krk

Attribute Score Conclusions

Natural preconditions to adventure 
tourism development 4

The island of Krk has good 
opportunities for developing 
adventure tourism 

Adventure tourism offering 2.3 The offering is insufficiently 
developed and poorly competitive 

Adventure tourism promotion and 
branding 2.5

The island of Krk is not distinctive 
enough as an adventure tourism 
destination 

The role of adventure tourism as a 
driver of tourist season extension 4.5

This highest score indicates that 
preconditions exist for developing 
adventure tourism as the basis of 
destination development 

Source: Authors

The respondents reported Istria, Paklenica National Park and the 
Velebit range as being the island’s strongest competitors and ranked the 
major issues of adventure tourism development in the following order: lack 
of systematic support for offering development, weak synergistic action 
between local government/self-government and other stakeholders, lack of 
strategic documents for adventure tourism development, a mass-tourism 
orientation, poor creativity, ignorance of new trends, conflicts of interest 
among stakeholders and problems in communication that point to inadequate 
effectiveness in destination management. 



175

TOURISM
DEVELOPMENT CONCEPT OF ADVENTURE 

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

Table 4. Effectiveness of destination stakeholders in creating an adventure tourism 
offering of the island of Krk 

No. Stakeholders Average Std. 
deviation 

1 Island of Krk Tourist Board 2.3 1.7

2 Tourist boards of municipalities and towns 3.2 1.76

3 Local government and self-government 1.8 1.1

4 Hotel enterprises 3 1.7

5 Specialised travel agencies 2.9 1.63

6 Small entrepreneurs 2.4 1.42

7 Local residents 2.1 1.19

8 Associations 3 2.37

9 Overall score for cooperation among stakeholders in 
creating the offering 2.2 1.15

Source: Authors

The score of 2.2 given to “Cooperation among stakeholders” suggests a lack 
of systematic organisation in adventure tourism management and modelling 
that has a cause-effect relationship with competitiveness. The 2016/2017 
initiative of major hoteliers, inspired by examples in Istria, to integrate the 
island’s adventure tourism offerings and create an adventure tourism product 
in a cluster, have failed to take off (according to the statements of respondents). 
The adventure tourism stakeholders given the highest scores were the tourist 
boards of municipalities and towns (3.2), hotel enterprises (3) and specialised 
travel agencies (2.9). These scores indicate the need for all stakeholders to 
improve their business operations and take an active part in (co-)creating 
adventure tourism in the future. 

4.2. OBJECTIVES AND STRATEGIES OF ADVENTURE TOURISM 
DEVELOPMENT 

The current Development Strategy of the Island of Krk by 2020 (2016) 
recognises only activity holidays and makes no mention of adventure tourism. 
Tourism development on the island of Krk should have the goal of making 
adventure tourism highly distinctive and customised to suit the needs of 
each individual tourist. Quantitative objectives should focus on increasing 
the number of adventure tourism facilities and services and on multiplying 
financial results. Adventure tourism should help towards improving the 
structure of tourists during the high season with regard to the upper limits 
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of the destination’s carrying capacity and increasing the number of arrivals 
and overnights in the off-season. Successful tourism development based on 
sustainability implies the involvement of all stakeholders in the process of 
tourism management. Adventure activities are not a threat to the destination, 
the quality of life of the domicile population or the local culture (Rantala et 
al., 2018). The results of the authors’ research suggest that adventure tourists 
are desirable tourists because of their affirmative attitude towards nature. 
Qualitative objectives involve making innovations to the adventure tourism 
offering, designing an integrated product that would rejuvenate the destination, 
facilitating the branding of the island of Krk and improving the way adventure 
tourism development is managed. Continuous and synergistic innovations to 
operations strategies are essential to accomplishing the above objectives and 
creating a unique adventure tourism experience: 

 - Research and development strategy – Researching trends in supply 
and demand is a precondition to development and a starting point 
for generating creative ideas to innovate all segments of business 
operations. Crucial to development at the destination and stakeholder 
level is the ability to identify the future needs of adventure tourists and 
define increasingly narrow target segments, foster specialisation and 
customisation to meet the needs of each individual tourist and track the 
activities of competitors to enable the destination to position itself as a 
leader. It is essential to use the synergistic action of CRM and business 
intelligence to generate knowledge through the constant innovation of 
other operations strategies.

 - Marketing strategy – The micro destinations of the island of Krk need 
to define increasingly narrow market segments and be able to identify 
which target segments can best be satisfied given a micro destination’s 
natural preconditions (water, land, air), adventure tourist preferences 
and competitors’ activities. In the future, the key target segments of 
soft tourism will focus on cycling tourism and trekking (adventure 
tourism is not the main travel motivation - travelling with the family) 
while the target segments of hard tourism will centre on extreme sports 
(adventure tourism is the main travel motivation - travelling without 
the family, younger guests). The island of Krk should position itself as a 
distinctive destination, offering a unique adventure tourism experience. 
Adventure tourism development needs to be based on the concurrent 
innovation of the destination’s offering and promotion activities. The 
image of adventure tourism should be built through Smart Marketing 
Strategies tools using user-generated content, linking events, as the most 
distinctive elements of the offering, with international and domestic 
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sports apparel brands specialised in adventure sports. It is essential to 
ensure the active synergy of offline and online marketing in presenting 
the destination’s special and specific features. 

 - Tourism offering strategy – To facilitate the design of an integrated 
adventure tourism product and link it with other forms of the offering, 
this strategy differentiates various types of adventure activities according 
to a natural and geographical classification (the northern, central and 
southern parts of the island of Krk) and it defines the target segment.

Table 5. Proposed differentiation of forms of the adventure tourism offering of the 
island of Krk

Geogra-
phical 

division 

Type of 
adventure 

tourism
Forms of the offering 

Northern Water-based 
activities 

Hard: canoeing, sea kayaking, surfing, kite surfing, jet 
skiing, cable water skiing, water tubing, parasailing, 
scuba diving 
Soft: sailing, snorkelling, yachting, blokart sailing, 
dragon boat racing

Southern Land-based 
activities 

Hard: multi-day trekking, abseiling, hiking, mountain- 
biking, zip lining, rock climbing,  
mountaineering, cable sliding, quad bike tours, cycling 
tours, hang gliding, bungee jumping,  
Soft: zip lining, trekking, aerial boardwalk, aerial cable 
trail, canopy tours, hang gliding, zorbing

Central Air-based activities 
Hard: paragliding, micro lighting, sky diving, acrobatic 
flights, rap jumping 
Soft: hot air ballooning, scenic flights, helicopter flights, 
biplane rides, gyrocopters

Source: Authors

The results of the analysis using NVivo 12 Pro indicate that offering 
differentiation by geographical characteristics and offering innovation involve 
all stakeholders and entrepreneurial initiatives that need to evolve into key 
drivers of development. 

The development of various forms of the adventure tourism offering – 
differentiated by their level of competitiveness and attractiveness now and in 
the future – can be illustrated using a portfolio matrix.
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Figure 2. Portfolio matrix of forms of the adventure tourism product of the island of Krk 

Source: Authors

Special attention should be focused on making innovations to existing 
adventure tourism events (Baška Outdoor Festival, 4 Islands MTB Stage Race, 
Malinska Outdoors, Win the Black Pearl, Spring Break Adventure, Island of Krk 
Trail, Adria Spring Trail, B2B Trail, etc.) by creating new facilities, services and 
itineraries. The new concept of events (lasting one to seven days) should seek 
to link adventure sports with families, festivals and weekend escapes and, in 
addition to sports activities, should provide presentations and education on 
adventure tourism while offering a combination of well-being and adventure 
tourism all in one place. 

 - Human resource strategy – This strategy is based on the active role of 
managers across all levels in creating new services/facilities and building a 
value system grounded on a culture of learning and knowledge, a tourist-
focused culture and a culture of integration, as well as on the active 
involvement of all employees in generating creative ideas using creative 
thinking techniques and by confronting various development scenarios 
on the basis of knowledge and reasoning. Given the current labour drain, 
it is crucial to improve all human resource strategy functions: personnel 
planning, evaluation, promotion, remuneration, motivation, career 
development, lifelong learning and employee empowerment, to ensure 
self-actualisation through the redesigning of adventure tourism. 
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 - Financial strategy – The financial strategy is based on the acquisition 
of capital and attracting new stakeholders and investors, multiplying 
the investments of local government and self-government, launching 
public-private partnerships, drawing incentives and development 
programmes based on an awareness of development opportunities and 
the investment efficiency of adventure tourism. The generated profit 
must be reinvested in knowledge in the value chain model to create new 
value in adventure tourism. 

Constant innovation of the development concept should result in 
improved development management through the integration of stakeholders 
in generating new adventure tourism trends in response to the challenges of 
the dynamic market.

4.3. PROPOSAL FOR IMPROVING DEVELOPMENT 
MANAGEMENT 

The current development of adventure tourism based on isolated 
entrepreneurial initiatives has reached its peak. If adventure tourism is to 
develop any further it must be based on a synergistic development model and 
system, on the interaction of key stakeholders that have the role of decision 
makers, and on the initiatives of entrepreneurs in integrating the tourism 
product. The vision of development is represented by the synergistic action of 
the strongest hoteliers, the island’s umbrella tourist boards, the tourist boards 
of municipalities and towns, entrepreneurs and specialised travel agencies 
to create an adventure tourism product club, aimed at enabling constant 
innovation and designing a product grounded on a learning and knowledge 
culture and on a tourist-focused culture. 

Crucial to a tourism product club (TPC) is stakeholder motivation 
and awareness that the only way to accomplish the individual interests 
of stakeholders is by accomplishing joint interests. In conceptual terms, 
tourist boards, with the help of the strongest stakeholders, need to establish 
a TPC, create its vision, define its major lines of development and involve 
other stakeholders based on the principle of excellence. The TPC should be 
structured horizontally, with debates based on argumentation and creativity 
techniques leading to proposals for strategy innovation. Internal TPC processes 
refer to the implementation of the development concept, supervision and 
management control to drive continuous investment in development and 
ensure innovations to the existing value system and chain. TPC operations 
should focus on the multiplication of benefits for stakeholders, tourists and 
the destination. Benefits for stakeholders include greater market opportunities 
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and income at a lower cost, increased market penetration with less individual 
effort, better forecasting of seasonal demand, increased certainty for market 
shares, increased competitiveness, increased credibility and improved business 
image (Cooper and Hall, 2008, Del Campo Gomis et al., 2010). Benefits for 
tourists involve a better-quality and more complex product (more providers, 
better intellectual and financial potential, and greater focus on research provide 
more opportunities for product/service development), a unique experience, a 
personalised relationship with and complete commitment to tourists and more 
emotion for money. Benefits for the destination include an improved and more 
innovative integrated tourism product, stakeholder unity and cooperation 
in fulfilling the destination’s vision, greater potential for the destination, 
opportunities for rejuvenating, branding and repositioning the destination, a 
joint market approach and the use of the distribution and promotion channels 
of all stakeholders.

Figure 3. Tourism product club

Source: Authors 

The key issue of ineffective adventure tourism development management 
should be addressed by bringing together stakeholders and micro destinations 
and transforming them from competitors into partners to create a unique and 
integrated product. The Causal Loop model (Jere Lazanski, 2009) illustrates 
the interaction of all stakeholders based on the TPC model in value chain 
innovation, in response to the dynamics of the environment. 
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The model represents the continuous process of resource valorisation 
through a tourism product club to create a competitive product that will ensure 
the multiplication of profit, which should be reinvested into development 
concept innovation. The starting point of development is market research and 
the generation and transfer of knowledge based on new strategic directions 
(business intelligence, CRM, supply chain intelligence) focused on value chain 
optimisation. The data-information-knowledge transformation process should 
result in proactive and predictive action in order to overcome the competition 
and maximise tourist satisfaction.

Figure 4. Causal Loop model of adventure tourism development

Source: Authors

Stakeholder synergy, based on the TPC model and development concept 
innovation, would be capable of transforming the island of Krk from a seasonal 
leisure destination into a distinctive destination of adventure tourism and 
activity holidays. Through synergy with cultural tourism, creative tourism and 
event tourism, it could become one of the most competitive tourist destinations 
in Croatia. 
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5.  CONCLUDING REMARKS

Adventure tourism is a specific form of tourism that is experiencing the 
fastest quantitative growth (increase in supply and demand indicators) and 
qualitative development (innovation of offering elements, new facilities and 
services, and diversification of adventure tourist preferences), resulting in its 
ever faster and more drastic transformation and evolution in dealing with the 
challenges of a globalised market. 

The island of Krk is one of Croatia’s most competitive adventure tourism 
destinations. The island’s adventure tourism is based on its natural resource 
base and on entrepreneurial initiatives stemming from the keenness and vision 
of individuals. The results of researching and surveying destination managers 
show that, although the adventure tourism offering received a lower score 
than the overall tourism offering (certain micro destinations and adventure 
tourism events such as the Baška Outdoor Festival and the 4 Islands MTB 
Stage Race stand out from the rest), adventure tourism is the best opportunity 
to qualitatively transform, rejuvenate and reposition the island of Krk from 
a summer leisure destination of mass tourism into a highly competitive and 
distinctive destination of adventure tourism and outdoor tourism. 

The starting point for this transformation is development concept 
innovation (setting objectives and making innovations to operations strategies 
based on an analysis of the current situation) and the design of a development 
management model (TPC and Causal Loop model) based on a culture of 
knowledge and integration and the synergy of all stakeholders (tourist boards, 
Valamar, specialised adventure tourism agencies, small entrepreneurs, 
associations and residents) to create unique experiences and adventures. 
Adventure tourism development should be based on the continuous innovation 
of micro destination offerings for the purpose of designing an integrated 
adventure tourism product focused on each individual tourist (and family 
members) as well as improving promotional activities aimed at branding the 
island of Krk as an island of adventure and activity holidays. 

This study has two limitations. The first is that adventure tourism on the 
island of Krk has been insufficiently researched in the past (no possibility of 
making comparisons with results of previous studies) and the second is that 
the survey focuses only on people involved in destination management. Future 
studies could centre on analysing the attitudes of tourists and residents. The 
results of this study and the adventure tourism development model could be 
applied to other destinations and adjusted to their situations and specific features. 
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ABSTRACT

The paper will elaborate the sustainable development potential of the Brijuni 
Islands as a special interest tourism destination. The purpose of the research was 
to find a model for future development based on the local best practice and tourist 
tradition. The main aim of the research was to explore the history of tourism of 
the Brijuni Islands as an elite tourist resort and, at the same time, a model for 
the development of special interest tourism, such as health, cultural, sport and 
recreational, congress and eco-tourism. The conducted archival and field research 
and content analysis of the first tourist publications and rare archival documents 
(such as the ‘Kupelwieser Collection’) has shown that a local tourist tradition 
could be used as a model of good practice in reflection on sustainable tourism 
development of the National Park Brijuni. Previous research has shown that 
Brijuni have positioned and branded themselves as an elite health spa and seaside 
resort, a cultural tourism destination, ‘the islands of sports and entertainment’, as 
well as a destination for high-level international meetings and as an eco-tourism 
destination. In their turbulent history, from the Roman era to modern times, the 
Brijuni Islands have had a significant economic function related to elite leisure, 
but also a prominent political and diplomatic role as a residence. The conducted 
research has shown that the beginnings of tourism development of Brijuni Islands 
were related to ambitious plans for the development of health, cultural and eco-
tourism, and that the need for an attraction base and demand for such special 
interest segments still exists today. The author will show how Brijuni’s rich 
historical, cultural and natural heritage could be adequately presented, valorised 
and interpreted, using and reinterpreting the local cultural and tourism history 
in the new global context and in strategic thinking about a sustainable future.

Keywords: Brijuni, special interest tourism, sustainable development, tour-
ism history
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1. INTRODUCTION 

Global travel trends, marked by uncertainty, instability and unpredictability 
due to the current pandemic, as well as the economic, social and environmental 
crises, require an adjustment of the tourism offer to changing tourist demands. 
In such a turbulent global context, unexpected tourist immobility, combined 
with intense migration flows, recession, regional conflicts and environmental 
changes mostly affect the Euro-Mediterranean region, characterised by the rich 
cultural diversity and natural resources as the basis for tourism development 
and one of the main economic activities.

The destabilising economic and political consequences of the 2008 
economic crisis, as well as the migrant crisis following the Arab Spring in 2011, 
included new social dynamics: terrorising of tourists and tourism spaces and 
concomitant securitisation of travel and border politics. Intensive expansion 
of mass tourism has proceeded in parallel with the rise of social discontent 
concerning so-called “overtourism.” The crises of the existing model of 
the political economy of Mediterranean tourism (Bianchi and Selwyn, in 
Gillespie and Volpi, 2017) was further intensified by the current pandemic, 
which imposed travel restrictions and seriously threatened the economies 
of countries most dependent on tourism. Meanwhile, despite decades of 
concerted global effort to achieve sustainable development, socioecological 
conflicts and inequality have rarely reversed, but in fact increased in many 
places. Degrowth, understood as both social theory and social movement, 
has emerged within the context of this global crisis (Fletcher et al., 2020). 
Balancing between unpredictability and constant changes in the global 
market, influenced by health, political and economic uncertainty and 
unpredictability, Mediterranean destinations, often in the maturity stage 
of their life cycle, seek to reposition and reinvent themselves to maintain 
competitiveness and market share.

Current challenges particularly affect countries that are most dependent 
on tourism, such as Croatia, where international tourists’ expenditure amounts 
to almost 20% of GDP, by far the largest share in the EU. Croatia features a 
typical “sea and sun” tourism model with stays concentrated in coastal areas 
in the summer months, with the highest seasonality in the EU (Orsini and 
Ostojić, 2018). Although the beginnings of modern tourism development in 
Croatia were characterised by some specific types of tourism, such as health 
and cultural tourism, which do not have a seasonal character, today Croatia is 
still positioned and recognised mostly as a summer destination. Such drastic 
seasonality, at the same time, represents a serious threat to the sustainability 
of the natural, cultural and social environments. On the other hand, in cases 
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of disruption of tourist flows due to an unexpected crisis such as the current 
pandemic, the survival of the entire economy and the preservation of jobs 
could be at stake. Due to its excellent central position and its image as a safe 
destination, Croatia could maintain tourist demand, with the prospect of 
extending the season and attracting new segments through special interest 
tourism. On the other hand, non-compliance with security measures can stop 
existing favourable trends at any time.

Extending the tourist season and transforming Croatia into a year-
round destination were the main goals of the current Tourism Development 
Strategy of the Republic of Croatia (Croatian Government, 2013). In this 
context, certain specific forms of tourism, which have already marked the 
history of Croatian tourism, could be analysed as a positive generator of 
change. Special interest tourism, as a sustainable alternative to mass tourism 
(Douglas at al., 2001, 3), based on natural healing factors, unique cultural 
heritage and a developed spa tradition, is the priority of current strategic 
plans for the development of Croatian tourism, which could, according to 
experts, triple the duration of the coastal tourist season and reintroduce the 
year-round season that was usual in the beginnings of modern tourism. Most 
of the currently very popular forms of tourism began as special interests, so 
existing tradition and infrastructure could be used for future development. 
Some specific forms of tourism, such as health, sport and recreational and 
wellness tourism, will gain in importance, due to the current situation and 
global trends, for both national public health and tourism systems and for 
tourism consumers. Health is the oldest motive for travel, and the current 
pandemic has highlighted the importance of organised investment in public 
health services, as well as in specialised forms of tourism which promote 
healthy lifestyle, prevention and rehabilitation, especially of the most 
vulnerable groups of the population.

This paper will offer a new perspective, elaborating the key initial phases 
of the development of modern tourism in the Adriatic and on the Brijuni 
Islands as an elite Mediterranean spa and seaside resort and, at the same time, 
as a model for the development of special interest tourism, such as health, 
cultural, sport and recreational, congress and eco-tourism. The author will 
show how Brijuni’s rich historical, cultural and natural heritage could be 
adequately presented and valorised, using and reinterpreting the local cultural 
and tourism history in the new global context and in strategic thinking about 
a sustainable future. 
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2.  CONCEPTUAL FRAMEWORK – SPECIAL INTEREST 
TOURISM AS A SUSTAINABLE ALTERNATIVE TO MASS 
TOURISM

As one of the fastest growing industries, with an annual average growth 
rate of about 5%, and one of the main generators of employment, accounting 
for 10% of the world’s economic activity, tourism is also a major source of 
foreign exchange earnings for many developing countries. Since natural 
resources are intensively used and consumed, tourism has major impacts on the 
environment, ecosystems, economy, societies and culture. If it is managed well, 
tourism can contribute significantly to regional development; if not, it can have 
devastating effects on nature and society. The outstanding natural and cultural 
features of a region, which make a place “special” and worth a visit, are the main 
motivation for a special interest tourism visitor. To provide the basis for tourism 
development, not only in the present, but also for future generations, natural 
and cultural heritage must be protected. Considering protection and making 
use of tourism development as a means of conservation is a basic principle of 
sustainable tourism development (ETE, 2009). 

Sustainable tourism development, which meets the needs of present 
tourists and host regions, while protecting and enhancing opportunities for the 
future, is envisaged as leading to management of all resources in such a way that 
economic, social and aesthetic needs can be fulfilled while maintaining cultural 
integrity, essential ecological processes, biological diversity and life support 
systems. The UNWTO defines sustainable tourism as “tourism that takes full 
account of its current and future economic, social and environmental impacts, 
addressing the needs of visitors, the industry, the environment and host 
communities” (2013, 17). It is ecologically sustainable and economically viable, 
as well as ethically and socially equitable, respecting the fragile environmental 
balance that characterises many tourism destinations, particularly in 
environmentally sensitive areas.

Sustainability principles refer to the environmental, economic, and 
socio-cultural aspects of tourism development and a suitable balance must 
be established between these three dimensions to guarantee its long-
term sustainability. Thus, sustainable tourism should: Make optimal use of 
environmental resources that constitute a key element in tourism development, 
maintaining essential ecological processes and helping to conserve natural 
heritage and biodiversity; Respect the socio-cultural authenticity of host 
communities, conserve their built and living cultural heritage and traditional 
values and contribute to inter-cultural understanding and tolerance; Ensure 
viable, long-term economic operations, providing socio-economic benefits to 
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all stakeholders that are fairly distributed, including stable employment and 
income-earning opportunities and social services to host communities, and 
contributing to poverty alleviation (UNEP and UNWTO, 2005).

The dynamics between tourism destinations, natural and cultural resources 
and local stakeholders is the most important issue in tourism sustainability. 
Since sustainable tourism is focused to benefit local residents, respect local 
culture, valorise local resources and educate tourists, as well as local residents, 
all activities and practices of sustainable tourism are directly connected to 
the environmental, social, cultural and economic dimensions of sustainable 
development. According to the UN World Tourism Organisation (UNWTO, 
2017), tourism  can be a powerful tool for  community development  and for 
reducing inequalities if it engages local populations and all key stakeholders in 
its development. Since tourism destinations are places with complex economic, 
social and residential functions and products of interactions between places and 
people, whose transformations depend on a combination of economic, social, 
political, cultural, historical and ecological factors, the integrated planning of 
tourism development and destination dynamics should include taking care of 
all sustainability dimensions and involve all key stakeholders (Čorak, 2011).

Sustainability has had an important bearing on the tourism development 
debate, especially since the release of the Brundtland Report (WCED 1987), the UN 
conference on Environment and Development (UNCED) in Rio de Janeiro (1992) 
and its Agenda 21 manifesto, and the output from the follow-up Kyoto meeting 
in 1997. The sustainability quotient in tourism implies efforts by stakeholders 
to renew, nurture, preserve, maintain or increase resources appropriate to 
their needs. Bearing in mind all the negative impacts of contemporary mass 
tourism, special interest tourism emerged as an alternative approach, following 
sustainability principles, with its respect for host communities, sensitivity to 
social and economic development, ethical environmental resource management 
and wider participation in decision making. In the 1980s, advocates of special 
interest/soft/low impact/green/responsible tourism offered an alternative to 
mass tourism (Douglas at al., 2001, 6-7).

One of the first concepts which connected tourism, environment and 
sustainability was “alternative tourism”. Developed in the late 1980s, it sought 
to address the impacts of mass tourism in the 1960s and 1970s, in which mass 
tourism and sustainable tourism were conceived as polar opposites (Aall, 
2014). Its development was largely inspired by the work of Jost Krippendorf 
(1975, 1987), who envisaged a new, alternative form of tourist in the future 
- one with a greater awareness of environmental conditions, local culture and 
responsible consumption. Warning on the dramatic negative consequences of 
the uncontrolled growth of mass tourism, Krippendorf introduced a distinction 



193

TOURISM
BRIJUNI AS A SPECIAL INTEREST TOURISM DESTINATION

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

between “soft tourism” and “hard” mass tourism, noting that the environment 
is the “basic raw material” for the tourism industry and, as such, must be valorised 
responsibly. According to the German Agency for Nature Conservation, the 
concept of soft tourism became the buzzword for a change of values in tourism, 
encompassing environmental and social compatibility, optimum wealth 
creation, and a “new culture of travel”. Resulting from the criticism of mass 
tourism (hard tourism) and its negative ecological, social, cultural and economic 
impacts on popular destinations in Europe, but also in the Third World, the call 
for “soft tourism” began to be heard towards the end of the 1970s in the social 
and tourism policy debate. Its aims are qualitative, not quantitative, sectoral 
growth and quality of life, instead of quality of consumption for holidaymakers 
and travellers (BNF, 2020). As one of the forms of sustainable tourism in 
response to large-scale unsustainable tourism development, the concept of soft 
tourism promoted not only environmentally friendly activities, but also social 
responsibility towards the community, local population and the tourism industry 
through developing a shared vision and action plan of measures (Aall, 2014). 
According to Lusby (2017), hard and soft tourism can be seen as two extreme 
types of tourism development on a continuum of development strategies. Hard 
tourism was a term used to describe this type of mass tourism development that 
leads to detrimental negative effects and impacts on the environment, local 
people and economies. In such a context, special interest tourism emerged as 
a sustainable, “soft” and environmentally friendly alternative to the negative 
effects of uncontrolled growth of still predominant mass tourism.

According to Agarwal et al. (2018), the development potential of special 
interest tourism, as a counter-point to mass tourism, is vast, as it encompasses 
diversity, differentiation and individualism, recognising that, as part of a tired 
and experience-hungry society, special interest tourists seek real, authentic, 
regenerative and transformative experiences. Bearing in mind all the negative 
consequences of the current global crisis, which have disrupted global tourism 
mobility, it is obvious that future global trends in tourism demand will involve 
turning to environmentally friendly outdoor activities, with an emphasis on 
health and wellness, sport and recreational tourism in preserved nature. The 
experts emphasise also the potential of using the ‘current revelatory moment 
of the COVID-19 pandemic’ as an opportunity for tourism to contribute to a 
more socially and environmentally just society (Mostafanezhad; Salazar, in Lew 
at al., 2020), indicating also the transformative and regenerative potential of 
responsible special interest tourism for both individuals and local communities 
(Ateljević, in Lew at al., 2020).

As one of the fastest growing segments within the tourism industry, 
special interest tourism products operate within a broad industry framework 
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affecting the social, political, environmental and economic contexts of the 
tourism region and tourist market. According to Ros Derrett, special interest 
tourism may be defined as the provision of customised leisure and recreational 
experiences driven by the specific expressed interests of individuals and groups 
(Douglas et al., 2001, 3). In the framework of the global trend of the ‘greening’ 
of tourism, as indicated already in Hall and Weiler (1992), and influenced by the 
negative attitudes towards mass tourism and its recent negative consequences, 
special interest, ethical or alternative tourism has placed greater emphasis on 
contact and understanding between tourists and the environment, as well as 
between hosts and their guests, which is again a trend in the current crisis. 

Most modern forms of travel, which also marked the beginnings of tourism 
development in the Adriatic, and which are again very popular, began as special 
interest travel; from health tourism, which had its distant origins with the 
Roman public baths and was later popularised in the spas of Europe as well as 
climatic and seaside resorts on French, Italian and the former Austrian Rivieras. 
Educational tourism, cultural tourism and heritage tourism were born on the 
Grand Tour, reaching the height of their popularity in the late eighteenth 
century. As the era of the Grand Tour was declining, another form of special 
interest travel was being born, with the rediscovery of nature, popularised by 
the Romantic movement. Nature-based and ecotourism, sport and recreational 
tourism as environmentally responsible travel, and visitation to protected 
natural areas, were born in the framework of development of the first 
national parks and efforts to explore and preserve unique natural and cultural 
landscapes (Douglas et al., 2001). Improvements in transport infrastructure 
and democratisation of travel, which followed industrialisation, urbanisation 
and modernisation processes, allowed more leisure time to the European 
middle classes. Contemporary mass tourism was born after WWII, with the 
intensive growth of air traffic and the introduction of organised annual leave 
for the working classes. As already analysed, problematic consequences of such 
large-scale tourism and its negative environmental and socio-cultural impacts 
opened the door to considering more sustainable alternatives. 

Bearing in mind all the mentioned challenges, the purpose of this paper is 
to propose innovative models of tourist valorisation of cultural landscapes of 
special value, advocating an integrated approach to the management of cultural 
and natural assets through sustainable and responsible special interest tourism. 
This implies a development concept that places cultural and natural heritage 
and limited spatial resources at the heart of the sustainable development of 
the heritage community, which is responsible for its sustainable valorisation 
through specific forms of tourism that will respect local tradition through 
responsible innovation (Urošević and Afrić, 2017). 
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3. RESEARCH METHODOLOGY

The research methodology included a combination of cultural-historical 
analysis and archival and field research, with a review of recent theoretical 
literature and analysis of strategic tourism documents, in search of an optimal 
development model, which will project the sustainable future of an elite Euro-
Mediterranean resort in relation to the most successful periods in local and 
regional tourism history.

The paper syntheses the results of research on specialised rare collections 
and first tourism publications, as well as strategic documents kept in specialised 
archives. Special emphasis was put on the development concepts and plans of 
the first owner of Brijuni, Paul Kupelwieser (1843-1919), presenting his very 
ambitious projects for the development of health, cultural and ecotourism, 
based on research of rare archival material1.

The main aim of the research was to explore the history of tourism of the 
Brijuni Islands as an elite spa and seaside resort and, at the same time, a model 
for the development of special interest tourism in protected areas and cultural 
landscapes of special value. Previous research has shown that Brijuni have 
positioned and branded themselves as an elite health spa and seaside resort, 
cultural tourism destination, ‘the islands of sports and entertainment’, as well 
as a destination of high-level international meetings and as an eco-tourism 
destination (Urošević, 2014; Urošević, 2019, Urošević, 2020). 

The conducted archival and field research and content analysis of the first 
tourist publications and rare archival documents (such as the ‘Kupelwieser 
Collection’ kept in the Austrian National Library) has shown that a local tourist 
tradition could be used as a model of good practice in reflection on sustainable 
tourism development of the National Park Brijuni. 

Elaboration of the local case study (Brijuni Islands National Park) could 
be used as a sustainable development model, which will respect the local 
tourist tradition, valorising the unique cultural landscape precisely through 
sustainable and responsible forms of tourism that marked the history of the 
destination: cultural, health and wellness tourism, sports and recreational and 
eco-tourism.

1 This paper is the result of the archival and field research, conducted in the framework of 
the author’s research project Valorisation of the common European heritage of Pula as the 
former main Austrian naval port and Brijuni Islands as an elite resort during the Richard 
Plaschka Fellowship of the Austrian Ministry of Research, Science and Economy.
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4.  REINVENTING BRIJUNI AS A SPECIAL INTEREST 
TOURISM DESTINATION

In their turbulent history, from the Roman era to modern times, the 
Brijuni Islands have had a significant economic function, related to elite leisure, 
but also a prominent cultural, political and diplomatic role, as a residence and a 
venue for high-level international meetings.

The development of modern tourism started in 1893, when the Viennese 
industrialist and steel magnate Paul Kupelwieser bought the uninhabited 
malaria-ridden islands at the entrance to the leading Austrian naval port of 
Pula. Twenty years later, on the eve of World War I, the Brijuni Islands had 
been transformed into an elegant health resort, a world-renowned elite seaside 
destination, an exclusive meeting place for the European aristocracy, artists 
and financial magnates, a symbol of cultivated relaxation, and a unique blend of 
nature and culture. The Brijuni Archipelago came to be known as a Mediterranean 
paradise at the foot of the Alps, a pearl of the Austrian Riviera and an oasis of 
peace (Urošević, 2014). Thanks to the frequent visits and extended stays of the 
Habsburg imperial family, close relations with the top industrial and military 
circles and good maritime and railway connections with European capitals, 
shortly before the First World War, Brijuni developed into a focal point of social 
life on the Austrian Riviera, and a unique hub of technological and tourism 
innovations. As an Austrian counterpart to other prominent Mediterranean 
rivieras and resorts, Brijuni also had an extraordinarily important political, 
military and diplomatic function as an elite resort and cultural centre near the 
main naval port (Urošević, 2019).

As we can read in the first tourist magazines (Brioni Insel Zeitung, 1910-
1914) and guidebooks as well as in the collections of rare documents in the 
Austrian archives (Kupelwieser Collection), a hundred years ago, Brijuni was 
a year-round elite destination for cultural, health, congress, sports and eco-
tourism, linked to the whole of Europe and the Mediterranean by coordinated 
rail and ship connections, with the peak of development in pre-war 1913, when 
5 island hotels with 500 beds were visited by 5,000 guests, who could enjoy the 
island all year round, thanks to the newly opened swimming pool with heated 
seawater. 

The conducted research on rare collections in the Austrian archives has 
shown that this first indoor swimming pool with heated sea water in Europe 
with a luxurious wellness centre was conceived as the centre of the future 
Brijuni spa complex (Urošević, 2019). The prerequisite for the development of 
an exclusive spa infrastructure was the eradication of malaria in the islands. In 
his memoirs (1918), Paul Kupelwieser describes how, on 18th November 1900, 
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he invited the famous bacteriologist Robert Koch, who eradicated a dangerous 
disease by the end of the following year. The ambitious project of landscaping 
the English park on the island (Alojz Čufar) was followed by the construction 
of a water supply, hotels and associated infrastructure. Thanks to its unique 
climate, natural and cultural heritage, in this first phase of its development, 
Brijuni was positioned as a leading European climatic and seaside spa. A century 
ago, many artists, musicians and writers created a unique artistic colony and 
drew inspiration for their work in this ‘oasis of peace’. Unique features of 
Brijuni as an elite cultural, health and eco-tourism resort are described in the 
first Islands’ guidebook, including the wealth of its archaeological heritage, as 
well as the detailed list of indications for treatment of stress, as an ‘illness of the 
modern times’ (Gnirs, 1910). 

In the publication Die Bedeutung der Insel Brioni als hervorragender 
Climatischer Kurort der Nordadria, we can read that, immediately before the 
outbreak of WWI, large investments were completed. The heated swimming 
pool and wellness zone, connected to the hotel rooms by a heated corridor, should 
be the centre of future development of Brijuni as a winter spa, insisted Dr Lenz 
in conclusion of his very informative guide (Lenz, 1930). He also announced 
intensive equipment of the spa centre, the building of a new sanatorium, in 
addition to the existing hotels, where guests will be offered special treatments, 
massages and hydrotherapy, mud therapy, diets and seawater inhalation, ‘as in 
Salsomaggiore spa’. The future spa and wellness centre would include a gym 
room and wellness centre, along with the unavoidable walks over 80 km of 
decorated paths. In conclusion, the indications for treatments in the future 
health resort were listed.

In the unpublished part of his memoirs, Paul Kupelwieser also mentions 
plans for the construction of new spa infrastructure, in the framework of his 
ambitious plans to develop a health tourism resort: “I’m thinking about the 
future enlargement of our hotel resort through the arrangement of about 100 
rooms in the hotel on the west coast of Brijuni, perhaps at the same place where 
a sanatorium was planned, not as a private joint stock company, but in the 
joint venture with our own hotel company and led by well-paid medical staff” 
(Kupelwieser 1917, 373-374).

In a booklet Spaziergänge auf Brioni (Lenz, 1926), the island’s physician, 
through a proposal for 12 walks through the picturesque Brijuni Islands, 
also recounts the history of Brijuni as a modern European spa, elaborating a 
significant project to build a sanatorium in Madona Bay, which was planned 
before the start of the First World War. Because of the best climatic conditions 
in the Madona Bay, after a long period of reflection on arranging the winter 
sanatorium for convalescence, a joint stock company was organised. The plans 
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were completed, the construction was approved by the Austrian command of 
the naval port (with the condition that the building be coloured green so as not 
to become the target of the enemy), the capital for construction was also ready; 
then the war came and blocked the project.

This information is confirmed by an unpublished development study 
from 1919, which is also kept in the Collection Kupelwieser. After the war and in 
the year of Paul Kupelwieser’s death, his heirs founded the Brioni joint stock 
company in 1919. The contract, held in the Department for the Rare Collections 
of the Austrian National Library, is one of the few documents related to the 
company’s business (Kupelwieser 1919). This document, which presents a 
feasibility study and a strategic framework for further development of the 
islands at the same time, apart from financial structure, which includes both 
future British and US investors, mentions detailed ambitious development 
plans including, for example, connecting the Veli Brijun to Mali Brijun (Brioni 
Minor) by a bridge and further spreading of the health resort offer through a 
new sanatorium in Madona Bay, as well as new spa complexes on both islands. 
There are also preserved architectural projects for a never-built health resort in 
the Madona Bay, the work of the well-known architect, Eduard Kramer (who 
designed almost all the hotels in Brijuni), dating back to 1915. 

After the war, following after great political changes, Istria and Brijuni fell 
under the authority of Italy and only huge debts remained. Paul Kupelweieser 
died shortly after the collapse of the monarchy in 1919. His son Karl continued 
his venture with less success, and new investments in golf and polo fields only 
increased the enormous debts. After additional family problems, he took his 
own life in 1930 and, in 1936, Brijuni was sold to the Italian state. After WWII 
Brijuni became the residence of the president Josip Broz Tito and the venue 
for important historical meetings. In October 1983, the Brijuni Islands were 
declared a National Park.

5.  CONCLUSION

The conducted research elaborated very ambitious plans for the 
development of Brijuni as a special interest tourism destination (especially as 
an elite health resort, with emphasis on cultural, wellness, recreational and 
eco-tourism), which were not implemented because of the turbulent political 
events and geopolitical changes in this specific border zone. On the other hand, 
the mentioned plans are very useful today, considering the fact that special 
interest tourism is rapidly growing and is a strategic priority in the Croatian 
tourist offer. Special interest tourism, based on natural healing factors, unique 
cultural heritage and developed spa tradition is the priority of current strategic 
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plans for the development of Croatian tourism, which could, according to 
experts, triple the duration of the coastal tourist season and reintroduce the 
year-round season that was usual in the beginnings of modern tourism.

Brijuni could be analysed as a mature destination, whose products and 
infrastructure are dated, and accompanied by a tired or boring image. According 
to marketing experts, such destinations need to reinvent themselves through 
significant improvements in infrastructure, a range of products and more 
effective destination management (Weber and Tomljenović, 2004).

As suggested by the author, apart from the necessary investments in 
tourism and transport infrastructure, the solution for a more sustainable 
future might be perhaps found in the past, by using the local tourism tradition 
and heritage in spa and resort development. As already mentioned, a hundred 
years ago, Brijuni Islands were a year-round elite destination for cultural, 
health, congress, sports and eco-tourism, linked to the whole of Europe and the 
Mediterranean by coordinated rail and ship connections. Instead of reinventing 
hot water, the optimal solution would simply be to reach out to the local best 
practices and ‘reinvent’ the destination as an elite Euro-Mediterranean spa and 
seaside resort, properly valorising its unique history and heritage, including 
the existing attraction base for health, cultural, scientific, congress and eco-
tourism, as well as the necessary infrastructure investments. The value and 
uniqueness of the Islands’ heritage in the European context could be further 
emphasised by certain international heritage labels, such as the European 
heritage label. Besides the possibility of UNESCO listing, which was already 
being planned in 1985, after Brijuni were declared a National Park, another 
possibility would be basing an international organisation on the Islands, as 
proposed in several development studies (NP Brijuni 1985, 1990), in that way 
continuing the tradition of organisation of high-level international meetings 
and using the symbolic and historical title of ‘The Islands of Peace’.

In that way, the beauty of this unique cultural landscape and the wealth of 
its cultural heritage could be adequately protected from environmental threats 
related to uncontrolled tourist development and properly valorised.
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ABSTRACT 

Wine festivals have become a crucial part of the wine tourism experience. 
The developing wine production industry of Croatia needs wine festivals that 
will attract a wide range of visitors, from local business-oriented ones to tourists 
who are just starting to learn about Croatian wines. The evolution from of the 
internet into Web 2.0 to web 3.0 technologies enables modern businesses to 
reach their consumers in a more targeted and natural way, so this study aimed 
to analyse the online presence of Croatian wine festivals, with specific focus on 
Web 2.0 and Web 3.0 principles of online marketing presence. The principles of 
quantitative - qualitative analysis of web site content and functional levels were 
used to analyse the web sites. For online business, the web site position in SERP 
(Search Engine Results Pages) becomes more and more important every day. The 
position within the SERP is determined by a Google algorithm based on ranking 
factors (RF) quality. This research is based on a deep analysis of the Google ranking 
factors, using SEMrush software thematic analyses and reports. The results of 
the analysis show a relatively low level of integrations of new/latest standards, 
applications and technologies into the online presence of Croatian wine festivals, 
with ecommerce and user generated content being the most problematic areas. 
This study contributes to a new insight into the marketing strategy of Croatian 
wine festivals by monitoring and using contemporary trends and ICT solutions 
in the context of On-Site and Off-Site Search Engine Optimisation (SEO) analysis 
and activities.

Keywords: Croatia, experience, Google ranking factors, website quality,  
wine tourism/festivals
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1.  INTRODUCTION 

We can define wine tourism as a specific niche within the tourism industry 
that embraces and includes a wide range of experiences built around tourist 
visitations to wineries, wine regions or wine-related events and shows (Geißler, 
2007). Wine festivals have recently become an integral part of the wine tourism 
experience and present an opportunity for wineries and wine destinations to 
promote and sell their products.

The evolution of Internet-driven technologies has provided businesses and 
their owners with new alternatives and opportunities to improve efficiency, 
productivity and, potentially, to increase economic benefits. Hence the 
adoption of technological tools in the tourism sector has been an ongoing and 
significant process (Alonso, 2013). Platforms such as Facebook, Instagram and 
Twitter can be defined as web-based applications that are mostly user generated; 
they provide a platform for collaborative sharing of ideas and feedback and are 
often referred to as Web 2.0 (Kaplan and Haenlein, 2010). 

However, despite the potential importance of web communications and 
social media platforms and activities, little research has been undertaken to 
understand the implications of these technologies on wine festivals, their 
business activities, and the wine tourism sector more broadly (Alonso, 2013).

This study aims to analyse the quality of web presence of Croatia’s leading 
wine festivals, including their web sites analysis according to web 2.0 and web 
3.0 principles, using qualitative methods as well as an analysis of main Off-Site 
SEO and On-Site SEO elements that will also be performed within the research.

2.  CONCEPTUAL BACKGROUND

2.1. WEB 2.0

The concept of Web 2.0 was used for the first time in 2004 and has since 
defined the way Internet is used by software developers and end users as platforms 
where content is no longer created by a single individual but is constantly modified 
by all users in a collaborative way, similar to a community, and is often today 
referred to as “Social Media” (Kaplan and Haenlein, 2010). Web 2.0 is constituted 
by interactive, open-source and user-controlled online applications that expand 
users’ knowledge, experiences and market power; users are participants in social 
and business processes (Constantinides and Fountain, 2008).

The wine industry has been affected by these new technologies, as wine 
is an “experience good” (Storchman, 2011), in the sense that consumers do 
not know what to expect from a wine before they consume it, so will seek out 
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advice from experts or, today more commonly, from their social circle using 
Web 2.0 applications.

From seeking to create links with consumers via website communication, 
the wine sector increasingly appears to be moving towards more dynamic 
technological tools and alternatives. Such is the case of Wine 2.0, a technological 
medium, in some ways similar to Web 2.0, that integrates blogs, social 
networking or interactive e-commerce (Thach, 2009). Wine 2.0 is based on the 
more “passive” Wine 1.0, the more traditional one-way communication tool, 
which essentially provides information about a winery, wine region or a wine 
festival (Thach, 2009). It incorporates more recent social media applications to 
engage and allow more interaction (Thach, 2009). It seems that the interactive 
components that Wine 2.0 provides are significantly changing the ways in 
which wine consumers communicate and engage with wine related enterprises 
and events.

2.2. FROM WEB 2.0 TO WEB 3.0

The development of the Internet as a multimedia oriented informational 
system has greatly affected the role and behaviour of end users within the 
system. As logical parameters and algorithms become more complex, users 
are becoming significant web creators through their online activities. Social 
media blogs, publishing services (for video, text, images) are simple to use and 
enable everyone to publish content as a basis of the Web 2.0 approach. The third 
generation of internet technologies (Web 3.0) is often called the semantic web, 
where information is structured in a way that both computers and people can 
understand it. There are two main challenges to the concept of the semantic 
web. The first challenge is to connect the existing content with its semantic 
meaning using some form of meta data, as content that is understandable 
for computers needs to be created by regular users who are not necessarily 
experts in computer processing logic. The second challenge is the development 
of applications that use the meta data generated knowledge. Semantic 
technologies that enable Web 3.0 are Resource Description Framework (RDF) 
and Web Ontology Language (OWL). The future of the world wide web lies in 
its complete integration with our everyday life by opening up communication 
channels between not just people but between people and computers, as well 
as between computers themselves. Therefore, for example, Web 3.0 will enable 
computers to follow people’s health conditions in real time and thus will greatly 
influence the quality of life of elderly people (Frančula, 2017).

This paper will emphasise the most significant Web 2.0 and Web 3.0 
principles in regard to wine festivals and their current presence on the web.
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2.3. OFF-SITE SEO, ON-SITE SEO AND GOOGLE ALGORITHMS

“Organic search” pertains to how visitors arrive at a website from running a 
search query (most notably Google, which has 90 percent of the search market 
according to StatCounter). Whatever your products or services are, appearing as 
close to the top of search results for your specific business has become a critical 
objective for most businesses. Google continuously refines and, to the chagrin 
of search engine optimisation (SEO) managers, revises its search algorithms. 
They employ new techniques and technologies including artificial intelligence 
(AI) to weed out low value, poorly created pages. This brings about monumental 
challenges in maintaining an effective SEO strategy and good search results 
(Marvin and Levin, 2019). Well-optimised sites get more and more traffic over 
time, and that means  more leads and sales. Without “well made” Web Sites 
and without SEO activities, searchers will not be able to find your site, and all 
your hard work will be for nothing. On-site SEO is the practice of optimising 
elements on a website (as opposed to links elsewhere on the Internet and other 
external signals collectively known as “off-site SEO”) in order to rank higher and 
earn more relevant traffic from search engines. On-site SEO refers to optimising 
both the content and HTML source code of a page. Off-page SEO” (also called 
“off-site SEO”) refers to actions taken outside of your own website to impact 
rankings within search engine results pages (SERPs). Today, Google uses over 
200 ranking factors in their algorithms and their detailed analysis would go far 
beyond the scope of this paper, as we will consider only the elements that are 
most significant for the issues at hand. 

2.4.  WINE FESTIVALS

Several researchers claim that the best way to provide wine tourism 
experiences is through hosting festivals and events (Charters and Ali-Knight, 
2002; Galloway et al., 2008). We can define festivals as special occasions which 
visitors actively engage in for the satisfaction of their interest in wine and/or 
for the entertainment made available by other leisure activities (Yuan et al., 
2005). Additionally, wine festivals provide an opportunity to raise awareness 
for both wineries and destinations (Taylor and Shanka, 2007), as well as to 
increase revenue flows with direct sales at the festival and create relationships 
with consumers that can lead to long term sales and generate brand loyalty 
(Treloar and Hall, 2008).

Food and wine festivals can be considered among the most important 
tourist attractions because of their role in attracting both domestic and 
international travellers (Kim, Suh and Eves, 2010). Getz (2000) pointed out that 
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a food-related event can be a critical opportunity to promote locally produced 
culinary products and increase a destination’s appeal, potentially affecting a 
visitor’s decision to select the destination. More specifically, special food and 
wine festivals enable travellers to have the unique experience of tasting a 
variety of local foods and wines and engage in other culinary activities in that 
locality (Van Niekerk, 2014). Therefore, participating in local food and wine 
festivals may enhance the tourists’ deeper appreciation of the local culture 
and amplify their personal experiences which, in turn, can build loyalty to the 
festival destination (Kivela and Crotts, 2006).

The developing tourism industry in Croatia has significantly contributed 
to the growth of the local wine industry. New wineries, labels and festivals are 
being presented to the public on a regular basis and wine tourism activities are 
being offered more and more by travel agencies, wineries, tasting rooms and 
festivals. As most current wine festivals in Croatia are being held in popular 
tourist destinations, such as Opatija, Poreč, Split or Makarska, it would be wise 
for festival managers and destination organisations to focus on branding and 
developing experiences and programmes that will suit the international visitor 
as well as the current domestic B2B visitor who attends the festival to enhance 
his business opportunities and who is less interested in leisure and novelty. 

The interactive components of Web 2.0 and Web 3.0 marketing can 
surely contribute to reach these new markets and further develop the festival 
experience that can in turn, through a well-managed user generated content 
strategy, lead to positive word of mouth both on and offline and bring new 
consumers to the emerging wine production market of Croatia.

3.  METHODOLOGY 

The methods used in this study were qualitative (content analysis) in 
which the websites of selected Croatian wine festivals were analysed in regard 
to the main Web 2.0 and Web 3.0 features.

The research will also include an analysis of the correlation between web 
sites content and Web 3.0 principles, necessary for creating content that is up 
to date, relevant and accurate and which, in turn, enables a more intuitive user 
experience. Content quality is the key and is measured by a large number of 
correlated parameters. To measure the “total content quality” for this research, 
we used SEMrush software to carry out a Site Audit analysis of selected wine 
festival websites. Through the Site Audit analysis, we will explore the quality of 
web sites and its content, using errors, warnings and information provided by 
the software. We will also explore crawlability (Site Indexability, Pages Crawled, 
Pages Crawl Depth, HTTP Status Code, Crawl Budget Waste), site performance 
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quality (Page/html Load Speed, Avg. Page/html Load Speed, Number and Size 
of Java Script and CSS, Performance Issues), HTTPS, International SEO, Internal 
Linking (Pages Crawl Depth, Incoming/Outgoing Internal Links, Internal Link 
Distribution and Issue). 

By comparing the results of the analysis, we gained an insight into different 
levels of wine festival websites and content quality. The total collected data also 
showed the overall level of quality that wine festivals have achieved with their 
online presence. 

The sample consisted of 13 established wine and food festivals in different 
regions of Croatia which came up with a basic Google search of the terms “wine 
and food festival Croatia”. Only festivals with an upcoming 2019 date announced 
were considered for the study as there are a larger number of periodical events 
that have no consistent timeframe, location or a defined purpose or brand. 
The research, (which included the collection, systematisation, processing and 
interpretation of data) was conducted in the period from January to July 2019.

4.  FINDINGS

Table 1 shows the results of the qualitative website content analysis. Of 
the 13 festivals, only one represents the Slavonia winegrowing region, while 
the other three regions (Zagreb, Istria, Dalmatia) are all represented with 4 
festivals each.

Cells with an “X” symbol mark existing Web 2.0 technologies, integrated 
within the festival website, or used by festival management in their online 
marketing, while an empty cell marks the nonexistence of a web presence on a 
particular platform. 

Table 1. Croatian Wine Festivals – Content analysis results (based on Web 2.0 and Web 
3.0 main elements)

W
eb

 2
.0

U
se

r 
C

on
te

nt
 

Ec
om

m
er

ce

Festival 
(location) Website FB IN TW LI FB 

REW OTP OOF IWP

Dalmacija 
Wine Expo 
(Makarska)

www.dalmaci-
jawineexpo.
com

x x x

Dubrovnik 
FestiWine 
(Dubrovnik)

www.du-
brovnikfesti-
wine.com

x x x x x
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Hedonist 
Gourmet & 
Wine (Opatija)

www.hedo-
nist.com.hr x x x

Kvarner Wine 
Fest (Opatija) 

www.kvarner-
wine.com x x x

Pink Day 
(Zagreb)

www.pink-
dayzagreb.com x x

Salon of 
sparkling 
wines (Zagreb)

www.salo-
nofsparkling-
wines.eu

x x x x x

Vinart Grand 
Tasting 
(Zagreb)

www.grand-
tasting-vinart.
com

x x x

VinIstra 
(Poreč)

www.vinistra.
com x x x

VinoCom 
(Zagreb)

www.vino.
com.hr x x x

Vinski Podrum 
(Split)

www.vinski-
podrum.hr x x

Wine OS 
(Osijek)

www.wineos.
biz  x   x       x

WineRi 
(Rijeka)

www.wineri.
aha.hr  x          

Zadar Wine 
Festival 
(Zadar)

www.zadar-
winefestival.
com

 x       x  

Note: FB (Facebook), IN (Instagram), TW (Twitter), LI (LinkedIn), FB REW (Facebook reviews), 
OOF (online order form), OTP (online ticket purchase), IWP (integrated website payments) 
Source: Authors

While all festivals examined had working, functional websites, it is worth 
noting that Web 2.0 components of the sites are modest and basic. Only two 
festivals had a website that featured a blog, while options to share the website 
content via social media platforms was mostly limited to Facebook, with two 
festivals having mostly inactive Twitter accounts and two other festivals having 
basic Instagram accounts. Only one festival is present on the B2B based social 
network LinkedIn while one festival based in Split does not have any social 
media presence as of now. 

E-commerce modules for purchasing tickets, vouchers, merchandise or 
similar are virtually non-existent with only four festivals offering outside links 
to partner ticketing platforms where the visitors can purchase only tickets to 
the festival. The rest of the festival websites either have simple contact or order 
forms that are not in line with the Web 2.0 or interactive E-commerce principles. 
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User generated content is not available on any of the festival websites, while 
a number of festivals did enable the review function on their Facebook pages, 
with only three festivals drawing more than 30 reviews. Any type of alternative 
user generated content could not be found in platforms such as TripAdvisor, as 
none of the festivals have opened an attraction account and have no presence in 
discussions related to things to do in their respective towns or regions.

Furthermore, in Figure 1, the example of all SEMrush Site Audit analyses 
is shown for Dubrovnik FestiWine which have been conducted on all observed 
wine festival websites. 

Figure 1. Site Audit of Dubrovnik FestiWine module Overview

Source: SEMrush overview module screenshot, 08.07.2019

The Site Audit overview screen contains a lot of useful information for 
analysis, and also allows tracking of the progress of a specific website in a 
defined project period.

The Total score of the website is based on the ratio of issues found to the 
number of performed checks. Below is the total score and its change from the 
previous audit (if more than one audit was run). 

Crawled pages module review shows the total number of pages crawled 
by SEMrushBot. The bar chart shows the distribution of pages by their status.
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Errors review represents the number of issues of the highest severity 
detected on the website during the last audit. You can also see the difference 
in the number of errors found during previous and last audits. The trend graph 
below shows how the website’s health has improved over the last seven audits. 

Warnings module shows the number of issues of medium severity 
detected on the website during the last audit. There is a noticeable difference 
in the number of warnings found during the previous and last audits. The trend 
graph below shows how the website’s health has improved over the last seven 
audits. 

The Notices part shows the number of notices detected on the website 
during the last audit. You can also see the difference in the number of notices 
found during the previous and last audits. Although notices are not considered 
issues, it is recommended to fix them. The trend graph below shows how the 
website’s health has improved over the last seven audits.

The Thematic reports provide a detailed insight into information 
about Crawlability, HTTPS, International SEO, Site Performance and Internal 
Linking.1 Below, each thematic report is displayed separately.

The (overview) screen Top Issues component summarises the most 
important issues detected on the website based on their number and priority 
level.

1  official SEMrush SiteAudit Total Score functions Explanation (https://www.semrush.
com/siteaudit/campaign/2657679/review/#overview, 08.07.2019)
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Figure 2. Dubrovnik FestiWine Crawlability Thematic Report

Source: SEMrush Crawlability Thematic Report screenshot, 08.07.2019

Looking at the global level, the Crawlability Thematic Report of the 
observed web site shows a quality of 87%. It is noted that, within 100 analysed 
pages, 63% refer to the non-indexable pages, while 37% refer to indexable pages. 
Also, within the submodule - “Crawl Budget Waste”, the category “duplicate 
content” stands out as a dominant shortcoming.
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Figure 3. Dubrovnik FestiWine HTTPS Implementation Thematic Report

Source: SEMrush HTTPS Implementation Thematic Report screenshot, 08.07.2019

Figure 3 shows that with HTTPS implementation analysis, the SSL (https) 
security protocol installation quality level can be determined. In the presented 
case, the HTTPS quality is at the level of 83%, which is acceptable, but there is 
room for improvement. The HTTPS Implementation Thematic Report shows 
data about Security Certificate and separate data of the server and web site 
architecture.
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Figure 4. Dubrovnik FestiWine International SEO - Hreflang Thematic Report

Source: SEMrush International SEO - Hreflang Thematic Report screenshot 08.07.2019

For each web site is very important to make sure that the site loads in 
the visitors’ correct language. Hreflang is an HTML attribute that tells search 
engines the right language and regional versions of a website to serve Internet 
users across the world. In this report SEMrush checks the HTML of a specific 
web site to look for these tags. Correct usage of this tag ensures that visitors 
from around the world will be served the website in their preferred language. 
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Figure 5. Dubrovnik FestiWine Site performance Thematic Report

Source: SEMrush Site performance analysis Thematic Report screenshot 08.07.2019

The Site Performance Analysis Thematic Report in the Site Audit scans 
CSS and  JavaScript  resources on the pages of a website for all speed-related 
issues (e.g. large html page size, redirect chains and loops, slow page load speed, 
uncompressed pages, JavaScript and CSS files, too large files, and slow average 
document interactive time).
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Figure 6. Dubrovnik FestiWine Internal Linking Thematic Report

Source: SEMrush Internal Linking analysis Thematic Report screenshot 08.07.2019

It is useful to notice that the Internal Links Incoming and Outgoing bar 
graph displays the distribution of internal links across the website. It is possible 
to quickly detect any orphaned pages, pages with only one incoming internal 
link, or pages with too many outgoing links by clicking a blue bar to view a 
detailed report.

Table 2 shows the results of an analysis of all web sites of wine festivals 
in Croatia (Site Audit Overview Comparison). Each web site was analysed as 
illustrated in figures 1 to 6.
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Table 2. Croatian Wine Festivals – Site Audit Overview Comparison

Wine 
Festival

(a - z)

Total 
Score

(%)

Crawled Pages (No)

Errors Warnings Notices

Thematic Reports (%)

H B Hi R B Σ Craw-
lability HTTPS

Interna-
tional 
SEO

Site 
Perfor-
mance

Internal 
Linking

Dalmacija 
Wine Expo 
(Makarska)

61 0 3 97 0 0 100 385 4128 2 90 0 0 77 87

Dubrovnik 
FestiWine 
(Dubrovnik)

51 10 1 86 3 0 100 254 9318 174 87 83 95 71 90

Hedonist 
Gourmet 
& Wine 
(Opatija)

58 25 0 67 6 2 100 235 6716 151 87 79 0 72 94

Kvarner 
Wine Fest 
(Opatija) 

74 0 2 35 2 0 39 3 1640 23 97 99 0 81 90

Pink Day 
(Zagreb) 78 10 3 73 2 0 88 57 490 47 97 99 0 88 82

Salon of 
sparkling 
wines 
(Zagreb)

85 2 24 44 0 0 70 57 191 34 100 99 0 100 89

Vinart Grand 
Tasting 
(Zagreb)

72 0 4 54 0 0 58 208 565 3 91 99 0 94 95

VinIstra 
(Poreč) 59 2 18 78 1 1 100 264 504 56 85 0 0 96 77

VinoCom 
(Zagreb) 77 0 2 41 4 0 47 2 2591 51 97 0 0 79 95

Vinski 
Podrum 
(Split)

64 0 4 69 27 0 100 25 729 224 86 0 0 79 84

Wine OS 
(Osijek) 63 1 31 66 2 0 100 64 285 62 92 86 0 82 88

WineRi 
(Rijeka) 83 0 1 8 0 0 9 3 8 7 97 17 0 100 96

Zadar Wine 
Festival 
(Zadar)

90 0 2 47 4 0 53 4 3 55 97 0 0 96 89

SUM - 50 95 765 51 3 964 1561 27168 889 1203 661 95 1115 1156

Average 70.4 3.8 7.3 58.8 3.9 0.2 74.2 120.1 2089.8 68.4 92.5 50.8 7.3 85.8 88.9

Notes: H-Healthy, B-Broken, Hi-Have issues, R-Redirects, B-Blocked 
Source: Authors – empirical research
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Table 3. Croatian Wine Festivals – Web Site Audit Descriptive Statistic

Wine Festivals (Total WSA scores (%)) 
Web Site Audit Descriptive Statistics 

element 
Value

Mean 70.38461538

Standard Error 3.317665347

Median 72

Mode -

Standard Deviation 11.96201252

Sample Variance 143.0897436

Kurtosis -1.109923374

Skewness 0.07543367

Range 39

Minimum 51

Maximum 90

Sum 915

Count 13

Confidence Level (95.0%) 7.228571822

Source: Authors – empirical research

As shown in Table 3, the average value of the Site audit analysis is 70.4% 
which, in general, means there is significant room for improvement of web 
sites and web site content in each observed segment that was included in the 
analysis. Most significant of these findings are values that refer to errors (120.1), 
warnings (2089.8) and notices (68.4), which give us direction for improvement 
of each individual web site, as they affect the specific parts of its content and 
can lead to an increase in the values shown and overall quality of the web site. 
That higher quality will lead to Google algorithm’s better treatment of the 
ranking and will place it in a better position in the context of SERP (Search 
Engine Result Pages), which is a prerequisite of a successful online presence. 
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5.  CONCLUSION

In general, for a wine festival website to have the best possible treatment 
and ranking by the search engine and for it to be a functional part of the festivals’ 
online marketing strategy, it needs to be properly optimised. In the context of 
Web 2.0 and Web 3.0 principles, to optimise a web page means enabling two-
way communication among users (reviews, social media, contact forms etc.), 
so this paper aimed to analyse the existence of Web 2.0 and Web 3.0 elements 
on the festivals’ web sites or links to their sites within the content published on 
various social media. 

As the results of the research have shown, wine festival marketing 
managers in Croatia are aware of the Web 2.0 and Web 3.0 platforms, and are 
actively pursuing at least some sort of marketing strategy based on them, 
as festivals do have various types of online presences; however, a deeper 
involvement and further integration are necessary, especially with platforms 
and technologies in relation to website payments as, of now, it is not possible 
to buy a wine festival ticket online in Croatia unless it is through a third party 
merchant. Marketers should also consider a more proactive stance on sourcing 
reviews, as they are scarce, but are the building blocks of successful community 
management. Another point of focus should be generating more diverse and up 
to date content on different social media outlets as, other than Facebook, the 
quantity of content on the platforms is marginal. 

The limitations of this research can be observed in two contexts. Firstly, an 
undeveloped market of wine festivals in Croatia does not provide a sufficient 
sample to make any generalised conclusion about the use of modern ICT 
principles within the marketing strategies of wine festivals. Secondly, the focus 
of the research was to analyse the presences on Web 2.0 and Web 3.0 platforms 
as well as OFF- and ON-site SEO that can generally give a basic overview of 
the build quality of the website. However, this is only a small part of what 
online marketing strategies are based on and represents just a starting point 
for developing more complex campaigns and up to date content that was not 
analysed or studied in depth in this research. Future research should broaden 
the scope of observed festivals and track them longitudinally to gain a better 
understanding of the content and community building strategies they employ 
through Web 2.0 and Web 3.0 driven technologies. Another possible avenue 
of wine festival research could be to do content analysis of not just festivals’ 
published content, but also the user generated content (comments, reviews 
etc.), which could give us a better idea of possible discrepancies in what festivals 
are trying to offer and communicate as opposed to the actual experiences of the 
users that have posted online within the Web 2.0 platforms. 
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ABSTRACT

One might rightly ask “Why should managers be ethical?” What are the 
new challenges in business ethics and economics? The short answer would 
be that society expects managers to be ethical and that managers should be 
responsive to the expectations of society and stakeholders if they wish to 
maintain their legitimacy as agents in society. From a moral philosophy 
perspective, managers should be ethical because it is the right thing to do. We 
should go beyond these simple, but appropriate, answers, however, and 
point out some other reasons why ethical behavior and practice is warranted:

• Shared values build trust.
• Consistency leads to predictability in planning.
• Predictability is essential for crisis management.
• Confidence in such rewards builds loyalty.
• Companies are as good as their people.
• Consumers care about values.
• Shareholders also care about values.
• Ethical leadership forestalls oppressive regulation.
• Effective partnerships depend on common values.
• Ethics is a form of insurance.
• An examination of these reasons suggests two broad categories of 

justification:
• Society and stakeholders expect managers to do what is right, fair and 

just.
It is in organisations’ and managers’ best interests to be ethical.
From the experience of Europe, and especially big changes in Eastern Europe, 

I would like to also provide some frameworks of ethical decision making which 
seek to identify the various steps involved in arriving at ethical decisions:

An individual must, first, perceive an ethical problem.
An individual seeks to identify various alternative actions that might solve 

the problem and what their consequences would be.
Two kinds of evaluations take place: one looks to the inherent rightness or 

wrongness of each alternative (deontological considerations) and one considers 
the probability and desirability of the consequences of each alternative, as well as 
the importance to the relevant stakeholders (teleological considerations).

These two evaluations are merged to form a single ethical judgment.
Such ethical judgments impact on a person’s behaviour through the 

intervening variable of his or her intentions which may, however, differ (due to 
other preferred consequences) from what he or she judged to be ethical.
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The resulting behaviour may vary from the individual’s prior intentions 
and ethical judgments, depending on the extent to which the individual actually 
exerts control in the enactment of an intention in a particular situation.
Personal characteristics, as well as organisational, industrial, professional 
and cultural environments, directly influence steps 1-3 above.

Although my article addresses several problems of theory, it ends on 
a constructive note. Identifying the obstacles to reconciling the described 
perspectives can be an important step towards finding and developing a coherent 
normative theory for business ( for related arguments, see Swanson (1995, 1999)).

Keywords: business ethics, ethical code, fairness, justice, values
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1.  THE APPLICATION OF DEONTOLOGICAL ETHICS TO 
BUSINESS

Of the many theoretical systems of moral philosophy, deontology has 
most influenced business ethics and the affiliated notion of corporate social 
responsibility. Theorists who adopt this outlook typically propose rules for 
corporate behaviour, often deriving these rules from standards of human rights 
and social justice. Applied to business, these rules are ultimately expressed 
as managerial responsibilities, obligations or duties. Hence, in the following 
analysis, terms like “duty-aligned,” “duty-centred” and “duty-bound” are used 
to describe the overall manner by which deontology has influenced inquiry into 
the moral dimensions of business (many normative theories have influenced 
inquiry into the ethics of business, including virtue ethics, feminist theory, 
contractarianism, communitarianism and the postmodern critique. As implied 
in the Introduction, it is beyond the scope of this chapter to elaborate on these 
many normative theories. Instead, the two dominant approaches to business 
which perpetuate a conflict between ethics and economics are outlined).

Most moral philosophy begins with the proposition that certain duties 
adhere to decision makers by virtue of their humanity. Although the duty-
aligned perspective addresses many managerial and economic issues, it never 
loses sight of its overriding interest in identifying moral rules for individual 
choice. A theoretical prerequisite for such rules is to establish the moral status 
of a corporation. The argument is that if corporations are moral agents they 
should, like people, assume moral burdens. Otherwise, to identify corporate 
responsibilities or obligations is, from a philosophical viewpoint, a moot 
exercise (for examples of different kinds of moral agency arguments, see Tom 
Donaldson, 1982).

Once the moral agency argument is accepted, business ethicists use 
moral reasoning to deduce moral rules from well-argued axioms, such as those 
proposed by Kant, whose work constitutes one of the most influential canons in 
moral philosophy. Kant argues that rationality is a distinct and valuable human 
attribute. From this axiom, Kantian ethics deduces consistent, logical rules for 
dutiful behaviour, applicable to all situations. Certainly, the majority of rules 
formulated by business ethicists are congruent with Kant’s second categorical 
imperative, which advocates respect for the moral personhood of others. 
Accordingly, one ought to treat others as having intrinsic value in themselves, 
and not merely as a means to achieve one’s ends. This rule is a prescription for 
both moral motivation and for the subsequent enactment of duties. When 
applied to the business sector, it means that managers are moral agents and, as 
such, they have basic moral duties to other members of society.



231

INNOVATIONS, ENTREPRENEURSHIP AND MANAGEMENT
MORAL THEORIES AND APPLICATION IN BUSINESS ETHICS

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

Kantian respect for moral personhood is the motivation for actions that protect 
these freedoms. In contrast to negative rights, positive rights support positive 
freedoms, as in providing persons with a standard of living adequate to the exercise 
of freedoms otherwise prohibited by poverty, such as freedom of movement.

Even though deontology is conventionally understood to be an ethic of duty, 
many philosophers have lately used it to emphasise rights. It can be seen that 
rights usually require duties because, for one person’s right to be meaningful, 
another person typically must have a duty to respect that right by not violating 
it. Negative rights require that, as a duty, individuals not interfere with others, 
based on respect for their moral personhood. This ease of interchangeability 
demonstrates the logical compatibility of rights and duties in ethics reasoning.

Standards of social justice are also used by ethicists who are interested in 
analysing moral obligations or duties. Justice-based reasoning identifies rules 
for establishing and preserving liberty, equality and fairness of opportunity for 
members of society. These standards are motivated by respect for the moral 
autonomy of personhood and the right of individuals to pursue their own good 
(Rawls, 1971). Because justice theorists are interested in fairness, they insist 
that an unfair distribution of benefits and harms be explained and defended 
on logical grounds. The standard of rights often provides the logic, because it 
establishes the conditions that determine which harms and benefits should 
be distributed. Consequently, justice is commonly measured by the extent to 
which entitlements or rights exist and are upheld.

The social contract framework illustrates how moral reasoning in applied 
ethics research can formulate justice and rights standards as rules for duty. 
Because social contract logic asks what conditions justify society in conferring 
legitimacy on productive organisations, it provides useful insights into the 
moral obligations of corporations. Tom Donaldson (1989), for example, uses the 
social contract to frame his theory of international business ethics, reasoning 
that society expects corporations to adhere to the terms of social justice which 
are upheld and measured by individual rights. From this, he deduces a list of 
corporate duties that also respect the rights of corporate stakeholders under the 
terms of the social contract.

 In summary, business ethicists seek to identify consistent moral rules for 
individual choices and, for the most part, these rules align rights and justice 
standards with duties. This alignment takes place for three mutually supportive 
reasons: rights require duties, rights and justice are logically affiliated and 
the motivation upholding both is the respect for moral personhood required 
by a deontological or duty-centred ethic. The importance placed on moral 
obligations by the duty-aligned approach contrasts sharply with the narrow 
focus on self-interest in economic utilitarianism, discussed next.
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2.  THE APPLICATION OF ECONOMIC UTILITARIANISM 
TO BUSINESS

While there are many variants of economic inquiry, neoclassical 
economics is the one most influential in US business schools, which serve as 
the professional training ground for corporate managers and business leaders 
(economic theory represents a vast body of knowledge with numerous variants 
ranging from the radical Marxist paradigm, to Keynesian revisionism, to 
the more cultural approaches of institutionalism and socioeconomics. This 
chapter does not address the many theories of economics, nor does it address 
all the facets of utilitarian economics. The point is to identify the ways in which 
economic orthodoxy is at odds with the logic of duty-centred ethics).

It is the neoclassical economic model that is most often invoked to elevate 
the prerogatives of narrow self-interest, and to justify a laissez-faire or “hands 
off” policy on ethical matters for the business sector and its corporate managers. 
A representative claim derived from this view is Milton Friedman’s (1962, 
1979) assertion that there is no such thing as corporate social responsibility, 
and managers should not act as moral agents. Discussed later, conservative 
economists like Friedman do accept some social restraints to economic activity, 
despite their emphasis on the importance of autonomy and freedom for the 
business sector and its managers.

Friedman’s stance is a contemporary articulation of neoclassical economic 
utilitarianism. This model provides the organising logic for two types of 
economic efficiency: allocative and output. Allocative efficiency posits 
that individuals, motivated solely by self-interest, will make exchanges of 
reciprocal advantage in competitive markets that will lead to the greatest social 
satisfaction. Allocative efficiency assumes a specific kind of calculated, rational 
choice, i.e. that individuals know how to rank their preferences, and that they 
seek to maximise satisfaction or utility. Hedonism is deeply rooted in this 
economic logic, propelled to theoretical acceptability in the late nineteenth 
century by Francis Edgeworth (1881), who applied mathematical reasoning to 
utility theory. Edgeworth offered logical proof that the greatest social happiness 
or good is the consequence of pleasure-driven, acquisitive economic choices 
by individuals. At the same time, avarice, ill-will and predatory power seeking 
were ruled out of self-interest.

In contemporary form, the “greatest good” outcome is expressed as Pareto 
optimality - an analytical device that allows economists to separate efficient 
resource use from the more controversial problem of its distribution. In effect, 
Pareto optimality says that a given economic arrangement is efficient or 
optimal if it cannot make someone better off without worsening the situation 
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of others. This arrangement is for the “greatest good” because it prevents scarce 
resources from being exhausted (to the detriment of all), given human wants 
and needs that axiomatically are considered inexhaustible.

From Adam Smith to contemporary proponents, orthodox theorists 
analytically separate markets from politics, or business from government. For 
them, only self-interested pecuniary gain is expressed in markets and business, 
while power-seeking and ceremonial behaviours are expressed in other arenas, 
such as politics and government. As a result of this ideal type of logic about 
markets, an inherent compatibility between self-interest and the greater social 
good in economic activity is assumed. As a consequence, orthodox economists 
see no reason to advocate a strong role for government in business, or for any 
other institution or principle of restraint. Instead, managers are assigned 
the role of agents for the self-interested owners of capital and tasked with 
pursuing pecuniary gain for them in the form of dividends and capital gains 
(this formulation of management’s role has spawned a large body of literature 
on the agency problem, i.e., the possibility that managers will shirk their 
responsibilities to pursue the financial concerns of the owners of capital in 
favour of their own self-interest. Berle and Means (1921) give an authoritative 
statement on the nature of this problem).

At this point, it is important to note the different ways in which ethicist-
philosophers and orthodox economists use the “greatest good” concept of 
utilitarianism. Traditional ethical philosophy emphasises that the greatest 
happiness is a moral principle that requires people to consider not only 
themselves when choosing a course of action, but to try to maximise the good for 
all. In this case, utilitarianism is used as a moral precept or rule that is universally 
applied to all situations prior to choice. This rule requires that individuals place 
their self-interest no higher or lower than the interests of others. To assign such 
importance to universalised reason and other interest is consistent with the 
philosophy of duty, previously described. In contrast, neoclassical utility theory 
provides a post hoc rationalisation for the good produced by self-seeking actions, 
because it associates the greatest good outcome with choices that have already 
been made on the basis of narrow self-interest.

The second form of economic efficiency is output efficiency from the 
private sector. This efficiency is equivalent to a favourable ratio of output to 
resource inputs and their costs, and accrual of profit on the resultant output. It 
is traditionally assessed by cost-benefit analysis. Like allocative efficiency, output 
efficiency is possible only if avarice, ill-will towards others and power-seeking are 
factored out of human behaviour in business. The search for output efficiency 
under conditions of resource scarcity constitutes the core problem addressed by 
the science of management. Congruent with the Pareto principle of utilitarian 
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economics, management science focuses on the value of outcomes rather than 
those of the means chosen. Both allocative and output efficiency were prompted 
by economists’ long-standing concern about the fundamental problem of resource 
scarcity, given unlimited human wants and needs. Both kinds of efficiency are 
consequentialistic in that they stress the importance of outcomes.

It is evident that the utilitarianism underlying neoclassical economics 
does not encourage the inclusion of moral dimensions, other than self-interest, 
in explanations of economic choice. The combination of utilitarian and Pareto 
principles means that exchanges in markets are viewed as mutually beneficial and 
socially integrative, and that self-interest and the greater social good are largely 
accordant. Most importantly, the condition of Pareto optimality seemingly 
resolves the problem of scarce resource allocation. Consequently, standard 
economists see no compelling reason to impose rules about specific duties to 
others on economic behaviour, or to include such considerations in economic 
choices, although these theorists do accept some external restraints to economic 
activity based on self-interest. These restraints are in the form of social controls, 
such as the law, public policy and ethical customs. Such controls or negative duties 
are not thought to be numerous because, again, conservative economists do not 
advocate a strong role for government in business. The minimal application of the 
law, public policy and ethical customs is believed to be sufficient external check 
on the harmful spillover effects of business activity, such as pollution.

To summarise, utilitarian economists characteristically elevate the 
importance of self-interest and then address any of the adverse consequences 
of this kind of choice with social control. They acknowledge that social harms 
can result from laissez-faire business activity. The proposed solution is to rectify 
such adverse outcomes with social policy as the harmful impacts become 
apparent, rather than to promote the inclusion of moral factors in managerial 
choice, which might minimise or preclude the harm in the first place. This 
dealing with the moral implications of choice somewhat “after the fact” is very 
different from advocating moral reflection prior to choice, which is the position 
of theorists who adopt the deontological approach to ethics.

3.  PROBLEMS OF RECONCILING DEONTOLOGICAL AND 
ECONOMIC PERSPECTIVES

The first and most obvious impediment to reconciliation is that both 
perspectives employ reasoning that prizes fixed-ended value standards that are 
seemingly disparate. Standard economics focuses on gain for self. It employs a 
cost-benefit rule to measure whether a desirable net gain accrues to individuals in 
markets, or to stockholder’s vis-a-vis corporate efficiency and profits. Focused on 
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this self-centred end, the economic orientation de-emphasises standards of rights 
and justice for others. In contrast to this self-fixation, the duty-aligned method 
grants primacy to duty to others and, despite an emphasis on moral motivation, it 
weighs morality by the extent to which others are treated dutifully by the criteria 
of rights and justice. This antagonism between self-interest and other concern 
takes the form of a trade-off problem, that is, when compliance with duty criteria 
appears costly, a trade-off is invoked between economic goals (of stockholder or 
firm-interested gain) and duty to others (as standards of rights and justice).

Even in those instances where profits and duty seem to be compatible, 
another problem is encountered, that of moral justification (the trade-off and 
moral justification problems in Business and Society literature were identified 
by Frederick (1987)).

This moral justification problem stems from the second tenet shared by 
the perspectives; both use formal logic to support dissimilar stances on the 
roles that rationality and morality play in choice. The economic view holds that, 
if duty pays off, then it is strategically justifiable as a by-product of rational self-
interest. However, ethicists never justify morality solely by economic criteria, 
even when the two coincide. For them, morality is not a by-product or “spillover” 
effect of rational choice. Instead, deontologists place human rationality in the 
service of morality. Hence, the moral justification problem is a manifestation 
of the immutable, bedrock disagreement between utilitarian economics and 
deontological philosophy over whether economic consequences formulated 
as the greatest good - motivated by self-seeking gain - or dutiful motives - that 
prompt dutiful actions for the greatest good - constitute legitimate moral 
reasons for choice.

The third shared tenet that poses obstacles to integration is related to the 
first two (fixed-ended reasoning and the reliance on formal logic). This third 
tenet consists of a narrow or myopic conception of value. It has two dimensions. 
First, both perspectives formulate values singularly. The economic focus prizes 
primarily gain, while the duty-aligned approach prizes primarily duty. Second, 
both emphasise individual choice in the expression of these singular values. The 
first part of the value myopia problem reinforces the trade-off problem. That is, 
the two perspectives tend to force a choice between the single values of gain or 
duty. Then, given their respective fixed-ended reasoning, these singular values 
seem incompatible. However, if theorists who rely on these perspectives were 
to acknowledge value pluralism in choice, then gain and duty would become 
part of a broader and more complex matrix of value relationships. In such 
cases, a simple trade-off in choice between gain and duty would be unlikely 
or unnecessary. The second part of the value myopia problem reinforces the 
moral justification problem. Because both research orientations emphasise 
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the individual level of analysis, their concepts of the greatest social good can 
be traced to the logic of individual choice, as if individuals were “freestanding” 
apart from their social contexts. From this individualistic logic, the perspectives 
embody their own unique morally justifiable rules for choice.

It is important to stress that this gulf between ethics and economics is a 
theoretical construction. For instance, the fundamental tenets of deontology 
and economic utilitarianism were codified long before the advent of the large-
scale corporation. This means that the tension between duty-centred reasoning 
and self-interested economics is not necessarily based on collective human 
experience with business in contemporary societies. Nor is the described 
dichotomy consciously created and purposefully perpetrated by theorists. 
Notably, standard economists do not place a high value on intentional moral 
agency for corporations and managers. At the same time, deontologists do not 
have a strong tradition of prizing the market as a social vehicle for allocative 
and output efficiency (because it deals with general social principles, the 
social contract approach can be used to acknowledge the vital role of corporate 
economic efficiency in society. Still, because this method is a subset of 
deontological reasoning, it is more aptly employed to prize duties based on 
rights and justice. For example, Tom Donaldson (1989, pp. 47-64) starts with 
social contract reasoning to construct a theory of international business ethics 
which ultimately emphasises the alignment of human rights and justice with 
corporate duties). Given different normative priorities, it is not surprising that 
duty and economics collide. What is surprising is that these two orientations 
commingle in business curricula without calling into question the whole 
philosophic foundation of management coursework.

4.  THE PERSPECTIVES PROBLEMS OF THEORETICAL 
SCOPE AND RELEVANCE

It is now possible to identify some of the missing or flawed elements of the 
two research orientations that make them inadequate for comprehensive and 
relevant theorising about business. Three interrelated theoretical biases will be 
outlined - all implied by or embodied in the above obstacles to integrative theory-
building. All the biases stem from the propensity of these orientations to favour 
the logic of individual choice over the knowledge based on social experience and 
collective social action. This shared propensity means that both orientations 
face the same kinds of limitations in theoretical scope and relevance.

That the Kantian philosophy inherent in the duty-aligned perspective also 
prizes individual freedom and autonomy is evident from the formulation of the 
categorical imperative. This imperative holds that autonomous individuals would 
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freely subordinate themselves to the moral principles that they would rationally 
choose for themselves. In Kantian philosophy, individual free will in choice is of 
the utmost importance. Indeed, normative philosophers generally assume that 
ethical actions are performed with autonomy and free choice (Selznick, 1992).

Such prizing of individual liberty and autonomy is very entrenched in 
Western thought. Amitai Etzioni (1988) describes this prizing of individual 
freedom as so interwoven with the concept of rationality that many political and 
ethical theorists seem to be unaware of the normative association between the 
two. At some point in theory construction, the elevation of individual liberty 
leads to the idealisation of the individual as freestanding or independent from 
a socialising other. A significant theory-building limitation of such formulation 
of the individual is that positive duty to others is marginalised or downplayed. It 
simply does not enjoy the same approval as negative duty in theory construction. 
To grant it more importance would seemingly violate the prerogatives of 
individual freedom and autonomy. An illustrative example of this state of affairs 
is the theory of justice set forth by John Rawls (1971, p. 70). Exhibiting a logic 
strikingly similar to that of economic Pareto optimality, Rawls does not advocate 
improving the lot of the disadvantaged if this comes at the cost of liberty for 
others. Analogously, Pareto logic does not advocate a rearrangement of economic 
value if it worsens anyone’s position. These status-quo renditions of the social 
good reflect a thinking among many philosophers that positive duty infringes 
on individual autonomy and that only ethical theories, built on negative duty, 
provide the greatest freedoms for all (Werhane, 1985, p. 10).

Reconciliation difficulties are compounded by a related, perhaps more 
serious, dilemma. Neither perspective, as generally understood, is adequate for 
addressing the magnitude and complexities of business and society interactions. 
Favouring the logic of individualism over the knowledge of social experience, 
both approaches have immunised themselves from research which is highly 
relevant to understanding how business functions in society, including the 
dynamics of group processes in organisations, the relevance of sociocultural 
values to these dynamics and the bearing these dynamics could have on the 
enactment of a corporation’s positive duty to society.

5.  ETHICAL DECISION MAKING

In the second part of this paper, I would like to provide some application of 
the theoretical discussion. Decision making is at the heart of business ethics. 
Following very fast changes in Eastern Europe, and also the European Union, 
I would like to suggest five reasons for improvement of ethical decision 
making: 
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(1) The costs of unethical workplace conduct
(2) The lack of awareness of ethically questionable, managerial, role-

related acts
(3) The widespread erosion of integrity and exposure to ethical risk
(4) The global corruption pressures that threaten managerial 

and organisational reputation
(5) The benefits of increased profitability and intrinsically desirable 

organisational order.

In the academic literature, there is much written about ethical decision 
making, including the use of models of ethical decision making. Most business 
ethicists would advocate the use of ethical principles to guide organisational 
decision making. A principle of business ethics is a concept, guideline, or rule 
that, if applied when you are faced with an ethical dilemma, will assist you in 
making an ethical decision. There are many different principles of ethics, but 
an extensive coverage of them is outside the scope of my article. Suffice it to 
say here that such useful principles include the principles of justice, rights, 
deontological view, utilitarianism and the golden rule (Buchholz and Rosenthal, 
1998). The basic idea behind the principles approach is that everybody may 
improve the quality of their ethical decision making if they factor into their 
proposed actions, decisions, behaviours and practices, a consideration of certain 
principles of ethics.

With this article, I would also like to provide a practical approach to ethical 
decision making with twelve questions the person, as an ethical subject, should 
systematically ask in his/her quest to make an ethical decision:

(1) Have you defined the problem accurately?
(2) How would you define the problem if you stood on the other side 

of the fence?
(3) How did this situation occur in the first place?
(4) To whom and to what do you give your loyalties as a person, and 

as a member of the corporation?
(5) What is your intention in making this decision?
(6) How does this intention compare with the likely results?
(7) Who could your decision or action harm?
(8) Can you engage the affected parties in a discussion of the 

problem before you make your decision?
(9) Are you confident that your position will be as valid over a long 

period of time as it seems to be now?
(10) Could you disclose without qualms your decision or action 

to your boss, your CEO, the board of directors, your family, or 
society as a whole?
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(11) What is the symbolic potential of your action if understood? If 
misunderstood?

(12) Under what conditions would you allow exceptions to your 
stand?

I recommend that managers ask these questions before making a 
decision and that they call these three questions the “ethics check.”

(1) Is it legal? Will I be violating either civil law or company policy?
(2) Is it balanced? Is it fair to all concerned in the short term as well as 

the long term? Does it promote win-win relationships?
(3) How will it make me feel about myself? Will it make me proud? Would 

I feel good if my decision was published in the newspaper? Would I 
feel good if my family knew about it?

Obviously, the “wrong” answers to the above questions should move the 
manager into reconsidering his or her decision.

6.  IN SEEKING OF BUSINESS ETHICS IN EUROPE – 
APPLICATION OF MAIN PRINCIPLE OF BUSINESS 
ETHICS 

6.1.  SOME PROBLEMS IN EUROPE IN FOUNDING THE MAIN 
ETHICAL GROUNDS

“Whoever appropriates more than the minimum that is really necessary 
for him is guilty of theft” (Mahatma Gandhi). 

It is needless to stress that nowadays business ethics is of extreme 
importance. The economic crisis in the entire world, as well as in Europe, where 
it has been particularly extensive, makes us consider the relation between 
material possessions (wealth) and man. Who serves whom? Who is the means 
and who is the end? Unfortunately, the answer to these rhetorical questions 
offers itself and, based on the actual state of affairs, it says that man has become 
enslaved to material goods, when in fact the opposite should have happened. 
However, to avoid moralising, the problem does not lie in a person’s right to 
personal possessions, which was clearly defined by John Locke (and many 
great thinkers before him). A problem arises when personal possessions take 
over man’s freedom, his dignity, when man is overwhelmed by greed, gluttony 
and arrogance, when he is confident of being the centre of the world with his 
economic power. 

Entangled in such slavish behaviour, based on one’s desires (with frequent 
absence of reason), man soon starts to lose his basic primal human honour (in the 



240

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

best meaning of the word), dignity and self-respect, thus humiliating himself 
and disabling relations with other humans. Human greed does not allow any 
space for trust, cooperation, mutual care for the common good or solidarity; on 
the contrary, it increases doubt, mistrust, fear, envy and unhealthy competition 
which, unfortunately, often ends only due to external circumstances, like the 
present-day economic and financial crisis. 

The discussion on basic ethical hummus (global ethos common to various 
beliefs and religions) at all levels of social and personal life is therefore more 
urgent and necessary than ever if we want to preserve the basic dignity of 
human life, the fact that man respects himself, keeps his word, does not 
manipulate others nor allows himself to be manipulated, keeps his personal 
freedom and self-confidence, self-respect and integrity. If man does not possess 
these qualities, he is in no position to create genuine relations with other 
humans, based on trust and honesty, rising above his pragmatism, calculability 
(jealousy and envy) and his thirst for various manipulations. We must not 
forget that ethics does not begin somewhere out there, in some objectivist 
procedural rules; it begins in the depth of one’s heart. The subject is the 
criterion of an ethical act, its freedom or, as Aristotle would call it, prudence, 
together with will and morality, so that one can do what is good and right, even 
though it is often demanding and difficult. Submitting oneself to likeability and 
populism or pragmatic calculability is ephemeral; it takes away one’s core and 
personality and such a person loses himself in his solitude of impersonality and 
self-humiliation. 

6.2.  BASIC ETHICAL HUMMUS OF ETHICAL BUSINESS

A kind of ‘global ethos’ of honest and just behaviour in all areas of life, including 
business, is a set of basic principles shared by various religions and beliefs. We could 
claim that the foundation of these principles can be found in basic philosophical 
and religious views, which have the following axioms in common: 

 - man can and should never become the means, he should always be the 
end – human dignity;

 - do unto others as you would have them do unto you, and do not do unto 
others as you would not have them do unto you (the golden rule of 
reciprocity from the Bible)

 - the true beauty and joy of being come alive in our relations to other people 
(common good) and not in our solitude or pragmatic individualism.

At this point, these axioms can be more precisely analysed in terms of the 
basic principles of ethical business conduct. These principles, of course, only 
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represent several aspects which should provide some challenge for personal 
consideration, prudence and self-questioning about one’s own ethical 
conduct.

Human dignity is the first principle. The Universal Declaration of Human 
Rights says in its first article: “All human beings are born free and equal in 
dignity and rights. They are endowed with reason and conscience and should 
act towards one another in a spirit of brotherhood.” These obvious rights are 
very often forgotten and should therefore be constantly reminded of. Human 
dignity is invaluable and should be well-respected. If we combine this principle 
with business ethics, we must be aware of the fact that the primary goal of each 
business corporation is man’s well-being and not constant striving for profit. 
There is nothing wrong with profit in general, of course, as it is necessary for 
the realisation of business opportunities, but we must also be aware that profit 
only represents the means for reaching a higher end, which is the fulfilment of 
human needs. Even though the structure of our society is hierarchical, every 
job is intended to fulfil human needs. We were given talents which we can use 
to improve our living conditions and thus lead a fuller and more creative life. 
Problems in our present-day structure occur when the objectivistic views and 
evaluation of work put man as the end aside, thus transforming humans into 
the means in service of economy and man’s deadly desire for profit. Our work 
affects our human characteristics, which is why we must be cautious about 
acting rationally, so that our planning and decision-making do not hinder our 
development and self-realisation, but rather help us progress. However, every 
decision we make has an impact on the wider society, which is why we should 
always ask ourselves: Does my decision respect other people? Does it not 
humiliate them or transform them into the means of modern slavery?

The second principle is the principle of the common good. The common 
good is what enables trade and state; it is the result of our mutual relations, the 
broadness of heart and mind which helps us exceed bare survival, gain creativity 
and cooperation. Our society has a moral obligation towards its members to 
ensure conditions in which each individual can develop his or her full potential. 
Only by developing one’s full potential, can an individual contribute to the 
common good of the entire society. From the standpoint of business decisions, 
company managers have a moral obligation to consider the consequences of 
their actions in their decisions and foresee the impact of specific decisions 
upon their company and its shareholders, as well as upon the wider society and 
humankind in general. 

The principle of fair and responsible management of goods and property 
and the primary goal of our lives should not be a constant striving for material 
goods. We often forget that material goods are only the means in service of 
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man, who should be accomplished in different areas and at different levels of 
his life, from physical and cultural to spiritual. Moderation is important, as 
well as man’s proper attitude towards material goods and wealth or, as Oscar 
Wilde once put it: “If property had simply pleasures, we could stand it; but its 
duties make it unbearable. In the interest of the rich we must get rid of it.” Even 
though material goods provide profit and money, which are important, they 
only represent the means to live a fuller life. In our lives, we should not be fixed 
upon gaining more and more things. We should not exploit our environment 
without any consideration whatsoever, as our actions can have disastrous 
consequences on the entire humanity today and in the future. It is our moral 
obligation to use natural resources responsibly and with consideration. We 
should avoid overexploitation of natural resources with moderation and reason 
and we should cause as little environmental pollution as possible, which would 
consequently lead to fewer natural disasters.

The principle of subsidiarity includes an individual’s attitude towards various 
state and international institutions. The task of these institutions is to support 
and protect the first three principles. However, they need to renounce those 
activities which would affect the autonomy of the individuals, families, or the 
entire nation. In a broader sense, the responsibility of an individual is to recognise 
the needs of his domestic environment and to act accordingly. International and 
state institutions should not interfere with the activities of the local communities 
if these fulfil their duties and manage to solve their own problems. They have the 
right and obligation to interfere only when the autonomy of a particular society 
does not respect basic human rights and presents a threat for other countries in 
different areas of cohabitation on our planet. 

The option for the poor (as the fourth principle) means that it is our moral 
obligation to estimate the economic and social activities from the point of 
view of the most disadvantaged members of our society. From the point of 
view of business ethics, this would mean that it is the moral obligation of large 
corporations to work in favour of the most vulnerable members of society. They 
need to realise that their decisions have a strong impact on people, globally 
and not only locally. Some corporations view their employees only as a means, 
exploiting the fact that there are many people at a global level who are prepared 
to work for minimum salary. Thus, the corporations humiliate their own 
employees and practically enslave people in poor countries, who do their jobs 
for considerably lower salaries. This is the violation of basic human rights and 
exploitation, the goal of which is the desire for bigger profit and manipulation 
of man, who is thus reduced to the instrument level.

The principle of solidarity is firm determination to work for the common 
good. It is demonstrated in recognising other people’s needs and striving for 
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changes and long-term improvement. “Wealth is evidently not the good we are 
seeking; for it is merely useful and for the sake of something else”, Aristotle wrote. 
Solidarity includes relations between those who give and those who receive. 
It is not pity, it is acknowledging that we build mutual relations, and we are all 
responsible for the common good. Our decisions and choices should protect not 
only our interests but the interests of others as well. It is vital that our freedom or 
ruthless self-will does not threaten the freedom of our fellow man.

6.3. THE DESIRE TO WORK WELL AND WITH HONESTY AND 
KEEP THE GIVEN WORD

Business managers care for relations between various interest groups: 
owners, employees (including managers), customers, suppliers, investors and 
the entire business environment. The following principles should be broad and 
adaptable enough to be used with any ethical decisions. The principles are based 
primarily on Kantian and deontological ethics (it is right to do the right thing).

(1) Justice: double obligation: a) not to do injustice b) to prevent and mend 
injustice. 

(2) Do no harm: endeavours not to do harm unto others, exceeding 
pragmatism and selfishness.

(3) Loyalty: keeping promises, keeping the given word, not only the 
formalism of the contract.

(4) Credibility: lies and manipulations do not last long, and they create 
distrust. The greatness of man is demonstrated in acknowledging one’s 
mistakes, either deliberate or not.

(5) Liability: if I do harm to someone, I need to mend it. It is extremely 
unjust and unethical when someone who has caused material damage 
to another person and thus pushed him to the edge of survival 
manipulates with legal procedures in order to save his own interests, 
and makes others look insignificant (the consequence of which are 
many tragic stories of individuals and families).

(6) Charity: sense of solidarity and the common good. Or, as put in the 
Talmud, a poor man does more good to the rich by accepting their 
almsgiving then vice versa.

(7) Personal growth: the importance of self-initiative of the employees, 
personal pleasure; a company’s success grows with the sense of 
responsibility of all employees towards the company. At the same time, 
an individual should feel accomplished in his job and should nurture all 
dimensions of his life (culture, sports...).
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(8) Gratitude: being grateful, praising other people and their success. 
Envy and jealousy belong to the most destructive tendencies and they 
destroy interpersonal relationships and man’s creativity.

(9) Freedom: striving for man’s personal freedom and dignity. Freedom 
includes rights and responsibilities. Naturally, freedom is something 
completely different from ruthless self-will which is triggered by 
momentary impulse and pragmatic individualism. 

(10) Respect: respect towards others, self-respect, forgiving yourself first and 
then your colleagues if something was done wrongly, relationships of 
trust and integrity, exceeding prejudice; man should never be a means, 
man presents the end.

6.4. HOW TO MAKE TRUE ETHICAL DECISIONS?

These ten sound-minded principles summarise the obligations and present 
the starting point for making ethical decisions. The following standpoints, or 
rather stages in decision making, can help us make wise, fair and prudent decisions.

(1) Prioritising: the question which helps us prioritise is: what are my 
obligations in this case? For more help, we can add questions like: is it 
my obligation to be just, not to do any harm, to be loyal etc.? We simply 
follow the ten above-mentioned ethical principles. Once we answer 
these questions, it is much easier to decide which principles we should 
abide by. 

(2) Acknowledging conflicts of responsibility: the question to guide us in 
acknowledging conflicts is: which obligations contradict each other? 
We soon realise that it is of vital importance how we handle the 
contradicting obligations. Some ways of how to do good are just wrong 
(a good end does not justify any means) and sometimes we need to 
postpone certain actions, reconsider and reassess them.

(3) Ethical judgement of obligation: the leading question here is: what is 
the significance of the contradictory obligations? Sometimes we have 
to choose between options which are contradictory in themselves. 
The most dangerous factors in our decision-making are populism and 
current favourites.

(4) The choice of ethically feasible options: we often have to choose between 
different options, each being difficult and demanding in itself. It is 
of vital importance that whenever we need to convey an unpleasant 
piece of news to someone that we do so in a respectful manner, 
without humiliation or judgement. It is important that the receiver of 
our message feels our benevolence and good intention. 
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(5) The choice of action: if we considered obligations at the first four levels, 
it is now time to act, or rather make a decision. The worst thing at this 
point is to be indecisive, to avoid responsibility and leave questions to 
be answered some time in the future. A person who knows exactly 
what he wants, a person with a vision, usually has enough courage 
and strength to make decisions, even though it is difficult to please 
everyone. Quite the opposite, critical and contrary remarks should 
be understood as a sign that a person is going in the right direction. 
Indecisiveness and populism lead to the point when a person no longer 
encounters either opponents or supporters; he loses his identity and 
turns into a faceless person.

7.  CONCLUSION 

I sincerely hope that this article will stimulate some personal consideration 
in the field of business ethics, as well as on the level of personal relationships in 
our society, in Europe and the global world. I am well aware of the fact that this 
is only one of the possible interpretations of ethics in the world of business. I 
would like us all to strive for ethical culture, make a step forward in our attitude 
and particularly in our way of life, when honesty, justice, the common good 
and solidarity in our mutual relations are considered. If we nurture self-respect, 
cherish ourselves, keep our word; in short, if we start changing ourselves, then 
the world around us will start to change as well. Present-day society in our 
country and around the world represents not only a challenge but an outcry to 
wake up from our nap of comfort and pleasure, to notice our fellow man who 
needs material help, or perhaps only wants to be heard in his painful loneliness, 
crying for human company and understanding, who wants to be accepted and 
needed in this world… So that he can do something good for his fellow men!

To conclude, let me use the words of the great German writer J. W. Goethe: 
“Man’s greatest wealth is the courage not to desire wealth.”
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ABSTRACT

The innovation environment is one of the key determinants of the 
development of innovative processes that affect the competitiveness of the 
economy. Unfortunately, it is often a noticeable problem for states to set for 
themselves innovation as an end in itself, rather than focusing resources on 
creating conditions for the development of innovation within a wide spectrum of 
possibilities. The purpose of this research is to explain the essence of the innovation 
environment and to show its importance in the context of its impact on the level 
of socio-economic development and in creating competitiveness of the economy 
at various levels of governance (EU, national, regional and local). The research 
results presented below are intended to show that the innovation environment 
is a complex and multi-faceted issue. It includes not only the broadband 
penetration among enterprises and opportunity-driven entrepreneurship 
indicators examined by the EU, but also other elements of the micro and macro 
environment. The main thesis of this research is based on the assumption that 
the development of the innovation environment has a significant impact on the 
perspective of the development of innovation, and thus contributes to an increase 
in the competitiveness of the economy and social development. The conducted 
analyses also present the results of EU institutions’ own research along with the 
results of the authors’ studies. The results of the conducted research signal the need 
to intensify the activities of various aspects of socio-economic life with the goal of 
creating an environment which is friendly to innovation. 

Keywords: competitive economy, innovation environment, socio-econom-
ic development
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1.  INTRODUCTION

Along with the change in the paradigm of shaping socio-economic 
development, innovation is one of the key determinants of competitiveness 
on a micro and macro scale. Innovation is an important driver of long-term 
economic growth and competitiveness; it plays an important role in increasing 
the efficiency and development of higher-quality products and services and 
in diversifying economies and markets (MSME Umbrella Program, 2013). 
Challenges related to globalisation, sustainable development or climate change, 
require the creation of a new approach in the management of both private and 
public organisations. The key factors in this respect are innovations that shape 
new technologies, which are an important element of policies formulated at 
various levels of public governance. At the same time, many countries still face 
difficulties in strengthening innovation. The main problem is the improvement 
of results in this area (OECD, 2007). This applies in particular to the European 
continent, including European Union countries. Both the Lisbon Strategy, 
and subsequent versions in the form of various policies, do not bring the 
expected effects of the development of innovation and thus do not improve the 
competitiveness of European economies. On the other hand, according to the 
ICC Commission on Intellectual Property (2015) there is a growing awareness 
among policymakers that innovation is a key driver of economic growth, 
which can help in the search for solutions to global challenges. The capacity 
to innovate and to bring innovation successfully to the market is likely to be a 
crucial factor in economic competitiveness over the coming years. A supportive 
policy environment is necessary to create and nurture innovation ecosystems 
and to build the confidence necessary for investment in innovative activity.

Based on data from EU institutions published in, among other places, 
the European Innovation Scoreboard, among the leading innovators several 
countries are ahead, such as Sweden or Denmark. These countries can compete 
with the elite of global innovation, i.e. Asian countries. However, they are 
not able to significantly affect the achievement of a significant innovative 
advantage for the European Union as a whole. Research on an innovation-
friendly environment conducted on an EU scale indicates the growing 
importance of new EU member countries, such as Lithuania, Estonia, or Poland 
(European Innovation Scoreboard, 2018). In the opinion of the author of this 
analysis, the main problem today is the insufficient level of development of 
research on the structure and quality of the environment - the innovation 
ecosystem. One example of this, among others, is the narrowing of research 
conducted by the EU on the innovation-friendly environment to only two 
indicators: broadband penetration among enterprises and opportunity-driven 
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entrepreneurship, which measures the degree to which individuals pursue 
entrepreneurial activities as they see new opportunities arise, for example 
resulting from innovation. This does not allow one to get a real picture of the 
situation in this area.

Treating the innovation environment as a field of extensive analysis and 
perceiving it as an important factor in socio-economic development is all the 
more important because today innovation itself, as well as the effects and 
processes accompanying it, change their shape and form. Reichard (2019) 
shows that the roles and mutual expectations of the innovation actors have 
transformed in recent years, and that these transformations resulted in 
seven profound changes, perhaps even paradigm shifts, in the conception 
and organisation of innovation: 1) from linear to reiterative innovation; 2) 
from closed to open innovation; 3) from technological to systemic challenge-
driven innovation; 4) from individual to collaborative and interdisciplinary 
innovation; 5) from spontaneous to systematic innovation; 6) from exchange-
based innovation to co-creation in innovation spaces; and 7) from innovation 
projects to common innovation cultures.

The purpose of this research is to explain the essence of the innovation 
environment and to show its importance in the context of its impact on the 
level of socio-economic development and in creating a competitive economy 
at various levels of governance (EU, national, regional, and local). The research 
results presented below support the thesis that the innovation environment 
is a complex and multi-faceted issue. It includes not only the EU indicators 
examined, broadband penetration among enterprises and opportunity-driven 
entrepreneurship, but also other elements of the micro and macro environment. 
Another thesis is based on the assumption that, nowadays, both the state 
and regional and local territorial units play a fundamental role in shaping the 
conditions for the development of the innovation environment. For example, 
Gust-Bardon (2011) sees sources of innovation not in the enterprise, but in the 
environment in which it operates, whereas the task of other entities (such as 
companies or research institutions) is to generate innovative projects.

The main hypothesis of this research is based on the assumption that the 
development of the innovation environment has a significant impact on the 
perspective of development of innovation, and thus contributes to the growth 
of competitiveness and to socio-economic development.

At the stage of designing the research concept, questions were formulated 
to support the implementation of a scientific undertaking, set out a specific 
path of the research process and construction of work, and support the 
verification of the assumed theses. Therefore, the following research questions 
were adopted. What is the essence of the innovation environment and in 
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what dimensions does it operate? To what extent, if at all, does the innovation 
environment affect competitive socio-economic development, in particular at 
the local level of governance? What are the perspectives for the development 
of innovation in EU countries, considering their level within the innovation-
friendly environment?

In order to help achieve the research objectives, verify the theses, and 
answer the formulated questions, the following research methods were used: 
1) systems analysis; 2) factor analysis; 3) decision analysis; 4) institutional and 
legal analysis; 5) comparative analysis; and 6) statistical analysis. The conducted 
analyses include both the results of EU institutions’ own research and the 
authors’ study.

The subject of this research includes, in particular, explaining the nature and 
structure of the innovation environment, and determining the elements of the 
role of the innovation environment at the micro, meso, and macro perspective 
levels. The article presents the results and an analysis of empirical research 
covering the impact of the innovation environment on raising competitive 
socio-economic development at various levels of public governance.

Innovations are generated in a process involving various factors such as 
talent, knowledge, funds, and markets. They are linked together in a complex 
system. The process of innovation is almost always associated with unforeseen 
events, both success and failure, risk in research and development, as well 
as the demand for new products and services. Fukuda, Jibu, Shimada and 
Arimoto (2011) rightly claim that, in this situation, it is necessary to transform 
the factors hindering this complex and uncertain process into those which 
make innovation possible, without being limited by already existing ideas and 
customs. To achieve this, it is necessary to organise a complicated environment 
surrounding innovation that could be seen as the ecosystem of a favourable 
innovation system. In other words, the continuous creation of innovations to 
solve problems requires a problem-oriented innovation ecosystem, in which 
continuous creative activities involving various factors would lead, through 
their dynamics, to an effective and efficient creation of innovation.

2.  CONCEPTUALISING THE INNOVATION 
ENVIRONMENT

The innovation environment is the foundation for the formulation and 
implementation of innovative processes. This thesis is confirmed by Maillat (1992), 
according to whom the innovation environment is a territorial organisation 
from which the innovation process begins. It therefore covers specific territorial 
frameworks that are the result of collective interaction processes: knowledge 
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shaping, adaptation, the shaping of specific organisational logic, social mobility, 
and the willingness for participation in development processes, that are all an 
integral part of the innovation environment (Szydlik-Leszczyńska, 2014). The 
innovation environment is considered to be part of the decision-making process 
at various levels of governance (Haines-Young, Potschin, 2014).

According to Kolomytseva, Gunina, Kolesnikova and Agafonova (2019), 
an innovative environment can be considered from two points of view: the 
development environment and the interaction environment. The development 
environment forms and conducts the changes that are necessary to achieve 
the new sustainability of the socio-economic system as a whole, with the 
preservation, accumulation and transformation of the necessary qualities. The 
interaction environment ensures the interaction between all elements and 
components directly or indirectly included in an innovative environment.

According to the Global Competitiveness Index (GCI) of the World 
Economic Forum (2015), innovation now means not only technological 
innovations but, in a broader sense, an “ecosystem” (environment) that 
promotes the generation of ideas and their implementation in the form of new 
products, services and processes on the global market (Global Competitiveness 
Report, 2015).

Many authors (Gatarik et al., 2015; Smorodinskaya, Russell, Katukov and 
Still, 2017) use the term innovation ecosystem instead of the term innovation 
environment. In this sense, Gatarik et al. (2015) define innovation ecosystems as 
“dynamic, purposive communities with complex, interlocking relationships built 
on collaboration, trust and co-creation of value and specialising in exploitation 
of a shared set of complementary technologies or competencies”. They classify 
innovation ecosystems from an organisation-environment perspective. Three 
major approaches to innovation ecosystems are identified: 1) single-organisation 
ecosystems – ecosystems within an organisation; 2) networks of organisations 
– inter-organisational relationships; 3) regional innovation networks – a whole 
region as an ecosystem. For the purposes of this analysis, the terms innovation 
environment and innovation ecosystem will be used interchangeably although, 
based on a literature analysis, it seems that the term innovation ecosystem is 
“more innovative” than the innovation environment.

Jucevičius and Grumadaitė (2014) also present a dynamic approach to 
the innovation ecosystem. They perceive this issue as a dynamic system, 
characterised by localised interactions between a huge number and variety of 
factors - universities, enterprises, public institutions, society, resources, etc. 
Their interaction is based on the principle of self-organisation. This means that 
the responses to the environment arise as a result of spontaneous bottom-up 
interactions without central control.
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Mercan and Göktas (2011) also express themselves in a similar vein. 
According to the authors, an innovation ecosystem has a dynamic nature 
compared with the static nature of innovation systems. An ecosystem is an 
ever-changing structure which is guided by new needs and new circumstances. 
Innovation processes cannot be influenced by discretionary policies; it requires 
a division of labour between public and private organisations. Ecosystems let 
small enterprises be more operative. 

Walrave et al. (2018) define the innovation ecosystem as a complex 
constellation of organisations in which actors interact with each other to 
create, deliver, and appropriate value.

In recent years, the innovation environment or the innovation ecosystem 
has become an important element of scientific discourse in the field of 
organisation management and innovation (Adner and Kapoor, 2010; Clarysse 
et al., 2014; Frenkel and Maital, 2014; Makinen and Dedehayir, 2014).

Nowakowska (2010) interprets the innovation environment as “a collective 
actor and the capital of connections and relationships created on the basis of 
synergy and cooperation.” It is organised according to three paradigms (logics) 
of action: 1) the technological paradigm, at the level of which the processes 
of creating and exchanging knowledge and creating innovative processes 
are explained, which results in the improvement of the competitiveness of 
business entities operating in the innovative environment; 2) the territorial 
paradigm, which is important from the point of view of geographical proximity 
in creating innovation processes and, at the same time, defines the territory as a 
certain potential and form of organisation generating resources, competences, 
capital, skills, and new entities; and 3) the organisational paradigm, which 
is based on indicating and explaining mechanisms of the coordination of 
activities of individual entities (actors) within the environment. This last 
paradigm is also associated with the rules of competition, cooperation, and 
network relationships which emerge in a given environment. The author also 
points out that the organisational paradigm of the innovative environment is 
also associated with mechanisms, and the concept, of governance.

Li, Xia and Zhang (2019) also express the essence of the innovation 
environment as the relationships of actors and other internal and external 
factors. The authors present the structure of the innovation environment from 
the perspective of a niche theory, which may be relevant in the development 
of regional innovations. They divide this structure into external and internal 
factors. According to the principle of general symmetry in niche theory, human 
and non-human factors are equally important. They are connected and built 
together and are jointly called actors. People in the internal structure of the 
environment represent human beings. Researchers, programmers and users 
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are similar to producers, decomposers and consumers in biological ecosystems. 
According to the authors, in the external area, the innovation environment is 
an open system. Non-human entities that create the external environment 
are politics, culture, finance, management, infrastructure and education. 
The impact of policies on innovation ecosystems is significant. The direction 
of national, regional, and local policies may determine the development of a 
specific region, industry or enterprise, which affects their ability to innovate 
(Li, Xia and Zhang, 2019).

Chądzyński (2013) indicates that an innovation environment exists only 
if it meets the following criteria: 1) it is open to its environment and sensitive 
to changes occurring in it; 2) environmental resources must be obtained 
through market mechanisms as well as through culture and technology; 3) the 
innovative environment maintains supra-territorial ties that contribute to the 
inflow of knowledge, ideas and resources from outside.

An environment is innovative when it enters into relations with its 
environment, using local skills which at some stage will become specific skills 
for this environment - creating a competitive advantage. All of this will allow 
it to effectively use knowledge and information to create new products and 
new production processes. The innovative environment model emphasises 
the importance of interactions between business entities that rely on mutual 
learning and the search for solutions together. Cooperation takes place in a 
defined geographical space, creating a network (Gust-Bardon, 2011).

Literature analysis indicates different approaches to the innovation 
environment. This is indicated, for example, by Oh, Phillips, Park and Lee 
(2016). Their analyses show that, although the literature does not yield a firm 
typology of innovation ecosystems, the term is mentioned in several contexts: 
1) corporate (open innovation) innovation ecosystems; 2) regional and national 
innovation ecosystems; 3) digital innovation ecosystems; 4) city-based 
innovation ecosystems and innovation districts; 5) high-tech SME centred 
ecosystems; 6) hyper-local innovation ecosystems; and 7) university-based 
ecosystems. The categories presented by the authors constitute the particular 
basis for the discussion and conclusions on the innovation environment below.

2.1. DIMENSIONS OF THE INNOVATION ENVIRONMENT

The content of the innovation environment is a catalogue of various factors 
which, according to Wynn, Jr., Pratt and Bradley (2015), can be considered in the 
following aspects: 1) resources; 2) participant characteristics; 3) relationships; 4) 
organisation; and 5) the external environment. Each of these elements contains 
specific components that are important in analysing innovation processes.
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Table 1. Innovation Ecosystem Components

Aspects Definition Components 

Resources 
Basic elements introduced, 
exchanged, converted, and 
disseminated among participants. 

• Money 
• Skills & Expertise 
• Social Connections 

Participant 
Characteristics 

The individual participants of the 
ecosystem.

• Heterogeneity 
• Commitment 
• Level of Involvement 

Relationships Working and exchange relationships 
among the participants.

• Power Differentiation 
• Trust 
• Respect 
• Conflict 

Organisation Organisation of the ecosystem as a 
whole.

• Leadership 
• Management 
• Governance 

External Environment External factors outside the 
ecosystem’s control.

• Public Policy 
• Organisational Policy 
• Industry Conditions 

Source: Own study based on Wynn, Pratt and Bradley, 2015

The complexity of the innovation environment reflected in Table 1 causes, 
on the one hand, difficulties in defining it precisely and, on the other, provides 
many opportunities to build a basis for generating innovative ventures.

The content of the innovation environment is its analysis based on three 
different perspectives: micro, meso, and macro-perspectives. They correlate 
primarily with the position of private sector entities (companies) as the main 
generators and diffusers of innovation. Enterprises are in this sense the basic 
actors in the field of innovative organisations and the creators of economic and 
social potential.
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Diagram 1. Micro-perspective of innovation environment

Source: Based on: Hambrick and Fredrickson, 2001 

The areas of operation and questions contained in Diagram 1 allow for the 
identification of the variables relevant to the process of generating innovation. 
They also synthetically cover the scope of the specifics of the micro-perspective 
of innovative enterprises. On the other hand, the picture of the innovation 
environment on the meso-perspective plane is slightly different (Diagram 
2). Here, wider interactions between economic entities occur. There are also 
certain elements of socio-economic reality that affect the position and business 
efficiency as well as the innovation of companies. The meso-perspective of the 
innovation environment reflects the market rules prevailing in the system, 
shaped by the private sector as well as other entities such as government 
administration. The demonstrated economic phenomena and the possibility of 
interaction creates a specific reality of the innovation environment that either 
shapes opportunities or threatens the generation of innovative solutions, thus 
stimulating development processes in the economy.
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Diagram 2. Meso-perspective of innovation environment

Source: Based on: Porter, 1979; Porter, 2008 

Focusing the innovative environment on the indirect dimension - meso 
gives rise to the creation of development processes on a local and regional scale. 
In this respect, the innovation environment is a territorially oriented set in which 
interactions between economic entities, resulting from multilateral transactions, 
favour learning processes and the introduction of innovations. As a consequence, 
they affect the creation of external effects, specific to innovation processes, 
enabling the emergence of increasingly perfect forms of collective learning 
and resource management. Its quality has an impact on economic and regional 
development processes and the level of competitiveness (Kot and Kraska, 2018).

The public sector plays an important but rarely emphasised role in shaping 
and developing the innovation environment. However, the importance of 
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public policy in shaping innovation ecosystems is only half-hearted, especially 
if we look at it from the point of view of the national innovation system. Such 
a position is presented, for example, by Mercan and Göktas (2011). According 
to the authors, innovation ecosystems evolve from national innovation 
system models. Innovation systems can be governed by the policies that affect 
the institutions. Innovation ecosystems as dynamic structures cannot be 
determinately governed by public policies; they evolve according to changing 
market conditions.

Even though the main element of the innovation environment is its 
organisation and the various ties of cooperation and interaction between 
various entities, it has a direct impact on the increase of innovation in territorial 
units and also plays the role of an innovation diffusor for other territorial units 
(Dominiak and Churski, 2012).

Diagram 3. Macro-perspective of innovation environment

Source: Own study

It should be noted that the macro-perspective of the innovation 
environment determines, to the greatest extent, the generation of innovation 
processes in the economy. Each level of the public sector (central, regional, or 
local) affects the shape and efficiency of the innovation ecosystem. This leads to 
the construction of an innovation system in the nationwide approach in which 
relations between various entities and their activities determine the effective 
socio-economic development.
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3.  CORRELATION BETWEEN SOCIO-ECONOMIC 
COMPETITIVENESS AND THE INNOVATION 
ENVIRONMENT

Economic development and competitiveness are nowadays some of the 
biggest challenges. Pasieczny (2008) believes that the essence of competitiveness 
is based on “being competitive”, while entities that have certain “advantages in 
competing with other entities” are competitive. Therefore, competitiveness 
consists in the ability to induce favourable decisions for a given entity, which 
may be a person, company, public administration unit, or the state. Public 
entities are competitive if they compete more effectively than others in specific 
spheres. The effect of the competitiveness of economies and countries is also in 
achieving success in a given area through competition against other systems.

Despite the fact that economic development and innovation policy are 
the main elements of modern state policy, the main driving force of innovation 
is the local environment which, having numerous resources and entities that 
are generators of innovation, forms the basis for innovation potential which, 
in turn, leads to the development of the local economy in a given territory. 
The territorial dimension of the socio-economic development policy is 
primarily determined by the environment of innovation which consists of 
cultural conditions, economic conditions and factors, as well as conditions 
and knowledge resources (Diagram 4). Therefore, it is important to skilfully 
shape development processes and the potentials of a given territory in order to 
generate and develop innovations to obtain a competitive advantage and thus 
to gain influence on the development of the local economy.

Diagram 4. Territory - innovation environment - local economic development

Source: Own study
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The correlation between the competitiveness of the local economy and 
the innovation environment is also determined by the functioning of the so-
called innovation community. Ferdinand and Meyer (2017) define innovation 
communities as “actor constellations that collectively engage in the development, 
improvement, or application of novel entities such as certain products or a 
particular body of knowledge. The communal mode of interaction is thus enabled 
and recursively stabilised by the imperative of openness and the accessibility of 
knowledge, which is normatively acknowledged and performatively enacted by the 
involved actors”. 

Innovative activity determines economic potential as well as growth and 
development processes (Smoleń, 2014). For example, in economic theory, the 
relationship between innovation and competitiveness is signalled in two ways. 
First, innovation is a key premise for competitiveness. Secondly, the higher 
the innovation, the better the competitive position on the market, giving an 
advantage over other market participants (Wojciechowski, 2015).

One of the most frequently formulated goals of local economic 
development policy is to support the creation and development of new 
companies. Contemporary development policies at the local level are much 
more focused, compared to around a dozen years ago, on increasing economic 
growth, ensuring the competitiveness of markets and helping the unemployed 
to generate additional jobs for themselves and others. A big challenge for local 
authorities is also to increase the pace of enterprise creation. In those areas 
where there are limited opportunities to attract foreign investment, promoting 
entrepreneurship is the only significant economic development strategy 
available at the local level (Nolan, 2003).

The existence of a friendly innovative environment is one of the key 
conditions for achieving the objectives of innovation, i.e. the development of 
competitiveness and, as a consequence, the pursuit of economic development. 
Iwona Herbuś (2015) characterised the possibilities and expectations of key 
entities belonging to the pro-innovative environment to ensure the effective 
development of innovative processes. These factors are presented in the table 
below.
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Table 2. Opportunities and expectations of entities of the pro-innovative environment

Local public administration

Capabilities:
• initiative and coordination of development 

activities
• statutory financing
• public procurement
• support programs
• public services

Expectations:
• dynamization of development processes
• new workplaces
• improvement of competitive position
• improving the image of the city and the 

region

Business sector entities

Capabilities:
• risk-taking capacity
• distribution
• investments

Expectations:
• new products and technologies
• qualified staff
• improving infrastructure

Scientific and research institutions

Capabilities:
• knowledge and new technologies
• preparation of human capital
• creative environment
• laboratories and research infrastructure

Expectations:
• sale of research results
• orders for services and expertise
• research funding
• employment of graduates

Source: Based on own study. Herbuś, 2015

4.  INNOVATION ENVIRONMENT AND ECONOMIC 
COMPETITIVENESS - RESULTS OF EMPIRICAL 
RESEARCH

4.1. THE EUROPEAN UNION LEVEL

Nowadays, the innovation environment includes, above all, various types 
of cooperation in the field of scientific research, technology development, 
cultural exchange and exchange of best practices. Generation of the flow of 
ideas and knowledge between various innovative entities is one of the key 
factors in innovation. Cooperation means creating links between various 
entities of the private, public and social sectors in order to jointly search 
for solutions and create synergies (Setnikar, Cankar and Petkovšek, 2013). 
Jewtuchowicz (2011) and Huczek (2012) rightly note that the environment 
is innovative if it “can catch and assimilate information that allows for the 
production of new products or for a new organisation of the production 
process”. Therefore, it should interact with the environment. According to 
the author, there are two necessary conditions for environment innovation: 1) 
openness of the environment to the surroundings and sensitivity to changes 
occurring in it; and 2) effective absorption of benefits received through 
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market mechanisms as well as from culture and techniques appropriate for a 
given environment.

In the case of the public sector, the innovative environment is an important 
element of the public organisation’s innovation culture. The author cited above 
indicates the features of a public organisation that determine the existence of 
an innovation environment. These include, among others: 1) subordination 
to public purposes; 2) open participation; 3) specificity of relations with 
stakeholders based on the relationship of “responsibility towards”; 4) specificity 
of the motivation of employees and public managers; and 5) striving to build 
advantages based on cooperation rather than competition.

It is worth pointing out that this type of innovative environment is 
particularly important for social innovation. This is determined by the 
necessity of the existence of special relations of public organisations with the 
environment and stakeholders (Noworól, 2012).

When analysing the issue of the innovation environment, one should also 
pay attention to its specificity when we are dealing with innovations in the 
public sector that are relevant to this research. There are specific factors in the 
area of   operation of a given public administration unit that can both support 
and limit innovation processes. Firstly, they cover the social, political and 
administrative sphere. The social and political complexity of the environment 
in which public organisations operate is a kind of “trigger” for innovation, but 
it can also be one of the barriers to the development of innovative processes. 
Secondly, there are factors related to the characteristics and degree of the 
legal culture of the public sector which shape the level of formalisation and 
standardisation, as well as the degree of rule-based behaviour, not only legal but 
also, for example, ethical. Thirdly, there are traditions and customs regarding 
public governance, the shaping of decision-making processes, openness to 
change, risk and implementation of new ideas. The fourth group of factors 
is the issue of resource distribution, also between e.g. the public and private 
sectors and the effective use of potentials (Lewis et al., 2014).

The European Commission publishes rankings of the innovativeness of 
countries and regions in the EU (the so-called European / Regional Innovation 
Scoreboard). From 2017, one of the indicators defining the state’s so-called 
innovation capacity is the “innovation-friendly environment” - IFE. This 
indicator belongs to the framework conditions for the development of 
innovation, including indicators such as human resources and the attractiveness 
of research systems.

Figure 1 shows the correlation of the innovation-friendly environment 
indicator (IFE) to the total innovation index (SII) in 2017. The analysis covered 
28 countries – the then members of the European Union.
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Figure 1. Comparison of the Innovation Friendly Environment Index (IFE) to the 
Summary Innovation Index (SII) in EU-28 (2017)

Source: Own study based on the European Innovation Scoreboard 2017

The presented results of the analysis of the innovation-friendly 
environment indicator do not fully reflect the hypothesis set out at the 
beginning related to the correlation of the level of the innovation-friendly 
environment as a determinant of a high level of innovation in a given socio-
economic system. Figure 1 clearly shows that the size of the general level of 
the innovation indicator (SII) does not go hand in hand with the indicator 
friendly innovative environment (IFE) in every EU country. An example of 
this is Poland which, based on the results presented, ranks seventh from the 
bottom of the ranking (based on the summary innovation index Poland ranks 
fourth from the bottom), while in Italy, for example, the opposite is the case. 
In fact, these results should be seen in slightly different conditions. On the 
basis of the data presented, another thesis can be made that the higher level 
of the IFE indicator compared to the SII indicator gives optimistic forecasts 
related to the development of innovation in subsequent years. Conversely, 
the decline in the innovation-friendly environment indicator relative to 
the overall innovation index may raise concerns about the prospects for an 
increase in the level of innovation in these areas. In the coming years, the 
driving forces of innovation in the EU will be countries such as Denmark, 
Sweden, Finland, the Netherlands, but also Latvia and Lithuania. In turn, the 
strongest economic players of the European Union, such as Germany or even 
France, will rely on their achievements so far. Taking into account the above 



264

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

data, positive forecasts related to the development of innovation should also 
be formulated in relation to such countries as: Romania, Estonia, Portugal 
and Poland.

The relationship between the level of the innovation-friendly environment 
and economic development has also been determined, measured using the 
GDP indicator. The combination of these two variables shows that this type of 
correlation occurs in practically only a few EU countries (Figure 2).

Figure 2. GDP per capita vs. Innovation-Friendly Environment in EU-28 (2018)

Source: Own study based on European Innovation Scoreboard 2018

The impact of an innovation-friendly environment on economic 
development measured by GDP per capita indicator is visible in such economies 
as Poland, Lithuania, Latvia and Portugal. We can partly talk about this 
correlation in the case of EU innovation leaders, which include Denmark, 
Sweden and Finland. In turn, in countries such as Luxembourg, Ireland, 
Germany or Italy, the level of the innovation-friendly environment has little 
impact on GDP and thus economic growth.

4.2. THE NATIONAL LEVEL

Analysis of the specifics of the innovation environment in individual 
EU countries and outside this structure indicates a significant diversity 
in this issue. Frenkel and Maital (2014) conducted international research 
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on innovation ecosystems in different countries on the basis of two basic 
parameters: 1) “quality anchors”, which relate to key strengths, competences in 
the region and the country on which the innovations are built (e.g. specialised 
skills, technological infrastructure, specific industrial traditions, etc.); and 2) 
“processes and trends”, which are processes enabling countries or regions to 
overcome strategic weaknesses and limitations (e.g. educational programmes, 
changing regulations, tax incentives, financing innovations, etc.).

As part of the research, in-depth interviews were conducted with experts 
from various innovation ecosystems and three different categories of innovation 
drivers were identified, namely: 1) those common to all countries; 2) those 
shared with some other countries; and 3) those not shared with other countries. 
The analysis covered national innovation ecosystems in Poland, Germany 
and France, among others (Table 3). The selection of these countries was 
determined by, among other considerations, differences in economic specifics 
and public management. Although Germany and France are characterised by a 
similar level of economic development, there is a different model of the state-
economy relationship in these countries. In the case of Germany, we are dealing 
rather with a ‘decentralised economy’ model. The French model, in turn, is 
based on the leading role of the state as a regulator of the economy and, at the 
same time, has a poor reflection of technological knowledge in commercial 
products. The Polish example was chosen to show the specifics of a relatively 
young innovation ecosystem in the process of shaping itself after the politico-
economic system transition in 1989.

Table 3. Characteristics of the innovation ecosystem in selected EU countries

Country Characteristics of the innovation ecosystem

Germany

• a leading technological position in many industries
• export strengths, strong SMEs, and medium advanced technologies
• specialist skills, basic and applied research financed from public funds
• institutional stability, associations, decentralised support programmes
• few natural resources, central location
• the rigidity of government bureaucracy

France

• the significant role of the government, its budget, policy, regulations, 
public procurement, the system of education coordinated by the state and 
demand policy

• the dominance of large companies - the majority of entrepreneurial 
activities take place in large enterprises

• very strong technological skills that are not properly transferred into 
commercial products

• high technical competence in French research universities are not fully 
integrated with the innovation ecosystem with industry entities
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Poland

• a category of ‘emerging’ ecosystems characterised by young actors, low 
connectivity and loose system-level bonds

• relatively weak institutional factors and a much larger role played by 
entrepreneurial interaction on the demand side

• the attractiveness of the private sector and desire for technological 
independence among local people

• strong entrepreneurial culture
• human capital infrastructure (good general education, creativity, trained 

young professionals)
• culture of empowerment (desire for success, independence of thinking and 

acting)
• building links with the neighbouring German economic system and 

the availability of EU resources that are invested in strengthening local 
innovation capacity

Source: Own study, based on Jucevicius, Juceviciene, Gaidelys and Kalman, 2016

The most common “anchors” in innovation ecosystems include scientific 
and technological infrastructure, human capital, management, transparency 
and responsibility, a technological structure which supports innovation and 
the individual energy of entrepreneurs managing the innovation ecosystem. 
The more advanced the innovation ecosystem, the more complex it is in terms 
of actors, institutions and their relationships. “Emerging” economies (e.g. 
Poland) have simpler ecosystems (due to young actors and their fragmented 
relationships). The table below presents the features of innovation ecosystems 
in three selected countries, based on the results of the research of the cited 
authors (Jucevicius, Juceviciene, Gaidelys and Kalman, 2016).

4.3. THE REGIONAL LEVEL

Regional development under the conditions of European integration is 
closely linked to regional competitiveness and innovation. It is the regional 
development policy and the network of cooperative links between business 
entities and research sector institutions that are of key importance in 
shaping the innovation environment. Polish researchers (Kot and Kraska) 
conducted regional research for the years 2008-2015 related to the quality of 
the innovation environment in individual regions. Five categories of factors 
were distinguished for the purposes of the study: innovative enterprises, 
innovation and the research and development activities of enterprises, public 
sector support, human capital and intellectual property protection. Diagnostic 
variables have been assigned to the individual categories of factors (Table 4).
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Table 4. Quality of the innovation environment in regions in Poland

Innovative enterprises:

• Research active units in the enterprise sector
• The average share of innovative enterprises in the total number of enterprises
• Percentage of industrial and service enterprises that incurred expenditure on innovation 

activities
• Percentage of industrial and service enterprises that have innovated

Innovation and the research and development activity of enterprises:

• The share of expenditure on innovation activities in enterprises in domestic expenditure
• The share of outlays on the innovative activity of enterprises from the services sector from 

own resources in total outlays
• The share of outlays for innovative activities of industrial enterprises from own funds in 

total outlays
• Share of expenditure incurred by the enterprise sector in total R&D expenditure

Public sector support:

• Research active units in the public sector per 100,000 entities of the national economy
• Percentage of industrial enterprises in the public sector that incurred expenditure on 

innovation activities

Human capital:

• Percentage of persons employed in R&D in total employed
• Percentage of academic teachers in technical colleges
• Percentage of technical university graduates

Intellectual Property Protection:

• Patent applications and utility models per 1 million inhabitants
• Patent rights granted and protection per 1 million inhabitants

Source: Own study based on Kot and Kraska, 2018

Based on the value of the synthetic quality indicator of the innovative 
environment, four categories of regions have been identified in Poland:

• innovation leaders - the synthetic indicator is larger than 1.4 times the 
average for all regions;

• moderate innovators - the value of the synthetic indicator calculated for 
the region is lower than 1.4 times the average for all regions, but higher 
than or equal to the average;

• catching up regions - regions with a moderate degree of innovation, 
whose indicator was below the average calculated for all regions; and

• regions with low levels of innovation - the synthetic indicator in these 
regions is below half the average calculated for all regions (Kot and 
Kraska, 2018).

As part of this research, the value of the synthetic factor and its relationship 
to economic development measured by the level of entrepreneurship 
development and gross GDP per capita were also examined. This allowed for an 
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answer to the question: Does the innovation environment stimulate economic 
entities, or is their creation the result of spontaneous economic processes in 
the regions? (Kot and Kraska, 2018).

The results of the survey prove that the quality of the innovation 
environment in particular regions of Poland is not of the best quality. The 
basic conclusion formulated by the authors is based on a proposal to seek an 
improvement in the economy’s innovativeness, not on a regional basis, but on 
a local scale and using factors of an individual nature and with a limited spatial 
impact (Kot and Kraska, 2018). Also, in this case, the authors confirm only a 
partial correlation between the development of the innovation environment 
and the level of economic development (Kot and Kraska, 2018).

5.  CONCLUSIONS

The results of the research presented here prove the need to develop an 
innovative approach in the private and public sectors and to create conditions 
for shaping innovation policy at various levels of public governance.

Three different perspectives for the functioning of the innovation 
environment presented in this paper indicate the role that individual sectors 
play and their interactions in the development of innovation. At the micro-
perspective level, the significant role of the private sector is visible as the main 
generator and diffuser of innovation. On an intermediate, or meso, scale the 
innovation environment is becoming a territorially oriented set, giving rise 
to the development of innovation on a local and regional scale. On the other 
hand, at the macro-perspective, the rules and policies at various levels of 
public governance (central, regional, local) are a key determinant of generating 
innovation processes in the economy and have a holistic impact on the shape 
and effectiveness of the innovation environment. They should, therefore, be 
recognised as a key factor in the development of the innovation environment.

Only the hypothesis about the impact of the innovation environment 
on socio-economic development in EU countries was confirmed. This impact 
is visible in countries with strong and stable innovation processes on the one 
hand (Denmark, Sweden, Finland), as well as countries where the structure 
and potential of the innovation environment are dynamically developing, such 
as Lithuania, Latvia, Poland and Portugal. This may be a sign of the accelerating 
development of innovation, thus activating and increasing the competitiveness 
of economies in these countries in the coming years.

One of the reasons for this situation is undoubtedly the conditions related 
to the genesis of the socio-economic system. In most countries, where there 
is a correlation between GDP per capita and the level of innovation-friendly 
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environment (Poland, Lithuania, Latvia), we are dealing with relatively young 
economies - reborn in the market model after 1989. In these countries, along with 
the development of economic processes, innovation systems were built that 
determined the development of the innovative environment. In turn, in highly 
developed countries (Finland, Denmark, Sweden), the reason for the existence 
of a link between the level of GDP per capita and the innovation environment 
is the quality and objectives of the innovation policy at various levels of public 
governance. In these countries, therefore, the concept of innovation awareness 
syndrome has been functioning in socio-economic circulation for many years. 
It means promoting strategic thinking about innovation as an important factor 
in building socio-economic development and competitiveness of the economy.

In most EU countries where there is no strong link between the GDP 
per capita indicator and the level of the innovation environment (Germany, 
France, Italy); there are strong economic traditions that are also a driving force, 
a flywheel for generating and developing innovation. Therefore, the quality of 
the innovation environment is not so important in economic growth, except 
that, as emphasised above, in the long run, this situation may result in a gradual 
decrease in the competitiveness and innovation of the economies of these 
countries compared to other EU countries, as well as of the entire EU in relation 
to other world economies.

As pointed out in the introduction, the European Union has for many years 
been using a limited range of indicators to measure the level of innovation-
friendly environments. They are broadband penetration among enterprises 
and opportunity-driven entrepreneurship. Due to the complexity of the 
innovation environment shown above (micro, meso and macro scale), it would 
be reasonable to adopt other key indicators by which EU institutions could 
assess this issue. Such indicators could include, for example: 1) the number and 
effectiveness of functioning innovation clusters at regional and local level; 2) 
the number and efficiency of implementing the instruments of the innovation 
policy at the central, regional and local level (e.g. innovation strategies); and 3) 
the number and value of innovative projects co-financed from public funds.

It is worth adding that, nowadays, European Union institutions have for 
many years had a wide catalogue of instruments, strategic, legal, and financial, 
aimed at the development of innovation and creating an environment 
conducive to innovation. It is important to use them effectively, which is not 
always the case. However, raising awareness and encouraging private and public 
sector entities to cooperate more widely for the development of an innovative 
economy is also key.

In conclusion, the main question should be: Is the current pace of 
innovation development on an EU scale sufficient to cope with global 
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competition? Despite the innovation policy functioning at the EU level and 
the national level and many of its instruments (strategies, programmes, funds), 
there is still no significant progress in relation to other world economies (Asia, 
USA). The lack of a new EU approach in this area may bring a further decline 
in the competitiveness of European economies and, from the perspective 
of the next economic crisis, may bring many different threats, including the 
destabilisation of the European integration process. It is therefore important 
and Wilson’s current thesis that: “Innovation is the keyword of our times. 
Europe is facing great challenges, socially, environmentally, and economically, 
and all sides require innovative solutions to meet these challenges” (Wilson, 
2019) should be considered.
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ABSTRACT

This article deals with the success factors of corporate restructuring of SMEs 
in the construction industry. The following research questions were discussed: 
Which factors of success indicate turnaround in the construction industry in 
theory, and what instruments should be used? What are the success factors 
for renovating a construction company, and which tools are actually used in 
practice? In the theoretical part from scientific sources on the subjects of corporate 
crisis, elements of crisis management and corporate restructuring were derived 
in relation to the specific features of the construction industry, as well as success 
and risk factors. These factors were analysed through interviews with experts of 
corporate restructuring, banking, tax and business consulting. The results of the 
investigations are two lists with the most relevant success and risk factors, as well 
as recommendations for the owner and for the management of a company.

Keywords: construction industry, crisis, management, restructuring, su-
ccess and risk factors 
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1.  INTRODUCTION

1.1. PROBLEM STATEMENT

In 2019 construction industries were faced with economic turbulences. 
Regardless of the satisfying order situation, the future prospects in the 
Austrian construction industry are pessimistic. Therefore, the expectations 
dropped again in the 4th quarter of 2019 (WKO, 2020). This development was 
based on the following factors, as in the years before: cost increases which 
could not be passed on to customers, decline in public contracts and a lack 
of purchasing power. Moreover, the sector competition, lack of capital (risk 
and equity capital), posed difficulties in generating credits as well as a lack of 
apprentices (Immonet, 2013). Organisational crises are related to endogenous 
and exogenous factors (Manzer, 2011). 

1.2.  AIMS AND BENEFITS OF RESEARCH

SMEs in the construction industry are above averagely at risk of getting 
into in financial troubles and that they need to be restructured. The focus of 
this research aims to identify factors of success for reconstruction of such firms. 
The research is split into theoretical and empirical parts. The theoretical part 
focuses on the processes of organisational crisis and analyses the main tools and 
methods of organisational restructuring, as well as their implementation in 
practice. The empirical research tries to identify the factors of success and failure 
of organisational restructuring in order to recognise consistent success factors. 
Based on the theoretical and empirical results, management recommendations 
and methods for restructuring are postulated. 

1.3. RESEARCH QUESTIONS

Based on the problem statement and the aims and benefits of the research, 
the following research questions must be answered:

Which factors of success indicate turnaround in the construction industry 
in theory, and what instruments should be used?

What are the success factors for renovating a construction company, and 
which tools are used in practice?
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1.4.  METHODS AND STRUCTURE OF RESEARCH 

The research is based on historiographical methods and interviews 
(Borchard, 2014). Historiographical methods are used to analyse historical 
events in combination with reliable sources of research literature. The 
interviews were conducted with restructuring specialists and experts, 
for example with banking specialists, tax consultants and management 
consultants who are experienced in organisational restructuring. The interview 
questions were focused on the patterns of detection, the reactions, when the 
crisis was revealed and the decisions which followed. For restructuring, special 
attention was paid to the factors of success and risks with regards to the aims of 
the restructuring processes. The assessment of the interviews with regards to 
the content and the statements was carried out by paraphrasing the answers. 
The categorisation is based on the main factors: very important, important and 
less important. This method allows comparison of the factors of accordance and 
discrepancy. To provide an overview, the results are grouped and summarised 
according to the following table:

Table 1. Factors of success vs. risk factors for SMEs

Factors of success Risk factors

• Analysis of current state • Unqualified management

• Decisiveness for radical change • Ineffective control

• Credibility of consultant • Bad debt loss

• Clarity of restructuring plans • Lack of equity

• Persuasion and factual communication • Inefficient cost structures

• Comprehension of staff • Inefficient work preparation

• Realtime control • Poor project organisation

• Comprehension of a restructuring specialist • Strong competitors

• Change management • Structural changes

• Motivated steering team • Change of demand 

• Change of management • Lack of equity

• Motivation of staff, reduction of fear and 
resignation • Inefficient succession plan

• Fast concept building • Lack of financing by a bank 

• Enable statements of staff members • Missing marketing

• Benchmarking • Unqualified management

• Intensified and direct communication at all 
stages
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• Directive management in the phase of 
restructuring

• Creation of incentives and carrier prospects

• Agreement of personal consequences

Source: Own research

1.5. SMES IN THE EU

SMEs (KMU) are not clearly defined but, based on the EU-Commission 
definition, the following criteria are essential for categorisation: 

• Staff headcount
• Turnover
• Total assets amount on balance sheet
• Independence

Table 2. SME categorisation

Company category Staff headcount
Turnover or 

balance sheet 
total

Medium-sized < 250 ≤ € 50 m ≤ € 43 m

Small < 50 ≤ € 10 m ≤ € 10 m

Micro < 10 ≤ € 2 m ≤ € 2 m 

Source: ec-europa.eu, 2020 

The main criterion for the classification of an organisation into a micro, 
small and medium-sized company is the staff headcount. Turnover or balance 
sheet total are the two financial criteria (Wirtschaftskammer Österreich, 
2015). Independence is essential to distinguish between organisations which 
are part of consolidated companies and in order to exclude such firms and to 
hinder corporate mergers (Wirtschaftskammer Österreich, 2020). Only 71 
organisations in the Austrian construction industry are bigger than medium-
sized. Austria’s construction industry generates a gross added value of 38 
billion Euros (Statistik Austria, 2012). The gross added value of internationally 
operating construction companies amounts to an average of 2.2 percent, 
whereas companies operating only nationally achieved an average of 4.4 
percent. 
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2.  INDUSTRIAL CRISIS OF AUSTRIAN CONSTRUCTION 
INDUSTRIES

The Austrian construction industry comprises more than 37,000 
organisations with about 309,000 employees in 2018 (Statistik Austria, 
2020). The sector is characterised by being subject to changes in weather with 
regards to the business performance. In Austria, the construction industry is 
the leading sector by number of insolvencies. In 2019, 785 insolvencies were 
recorded (KSV1870, 2020). Austria’s construction sector achieves a good quota 
in comparison to other countries (Industriemagazin, 2014), although it is stated 
that SMEs especially exhibit a high quota of insolvency grades, since many 
small companies are not able to survive the first year of business. Competitive 
concentration is developing due to the fact that many new organisations are 
entering the construction industry market (Girmscheid, 2010). 

According to Zilch et al. (2013), insolvency is the following endogenous 
factor of:

• Poorly qualified management, only based on technical education
• Insufficient control due to that fact that management is not operating 

economically
• Lack of equity
• Lack of funding for the projects that fail because of evaluation of costs
• Lack of production planning and therefore uncalculated follow-up costs 
• Insufficient organisation of projects which lead to higher costs
• Insufficient HR management and therefore shortage of qualified 

workers, unmotivated staff and intercultural and linguistic problems
• Insufficient customer orientation, low customer loyalty and low 

recommendation 
• Lack of marketing, especially with regards to market-investigation and 

monitoring competitors
• Insufficient web presence and lack of communication with target groups
• Inadequate follow-up arrangements und lack of leadership

Exogenous factors are the reason for insolvencies in around 20 percent of 
cases (Zilch et al., 2013): 

• Bad debt losses
• Changing of customer demands and structural changes
• Decision-making of banks
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The root causes for insolvency in the construction industry are seen in 
weak management qualities. 

2.1. DEFINITION OF CRISIS

According to Krystek (1987), a crisis is a complex or critical situation 
which is a peak or reversal point in development. Furthermore, Witte (1981a, 
Hommel et al., 2006) stated that a crisis is a life-threatening situation but 
can also imply a positive reversal. Therefore, if an insolvency is inevitable and 
there are no recovery chances, the word crisis is not the right denomination. 
A crisis can be explained as an unplanned and unintended process of restricted 
length and its outcome is capable of being influenced (Krystek, 1987). In case 
of an insolvency due to a lack of credit position, the company is going into a “de 
jure” crisis. In a persistent crisis the management is committed to conduct a 
weak point analysis to be able to initiate appropriate restructuring procedures 
(Hommel et al., 2006; § 67 KO). 

2.2. DEFINITION OF INSOLVENCY

According to Austrian insolvency law, a crisis occurs if the requirements 
of an insolvency application are given (Siller, 2010). The IRÄG 2010 (Law 
Amending the Insolvency Law) is an insolvency law introduced in 2010 and 
settled the duality between the Bankruptcy Act and the Composition Act. 
This insolvency law has the central amendment to make reorganisation for 
organisations easier. In Austria, the main part of insolvency law is regulated by 
the Insolvency Act (IO) (Abel, 2017). 

Business-economics do not define the term crisis homogenously. Bickhoff 
et al., (2004) revealed that organisational crises occur during an oblong period, 
where organisational indicators like human capital are declining. This period 
can last from 2 up to 4 years, dependent on the company size. Strategic crises 
are underestimated by the management and operative curing does not lead to 
a long-term turnaround. The strategic crisis is followed by an operative crisis 
(success crisis, yield crisis and liquidity crisis). Crisis management demands 
high management qualities and therefore it is very common to engage 
external consultants, because the main managerial functions must be re-
appointed. Organisational crises are complex phenomena, based on multiple 
causes and factors (Krystek and Moldenhauer, 2007), different effects stages 
(Krystek and Moldenhauer, 2007), multiple distributed problems in different 
organisational areas and multi-temporal, due to the different velocities of 
causes (Grethe, 2010). 
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Krystek (1987) describes organisational crises in a four-phase model: the 
first phase is a potential organisational crisis, where early warnings are possible. 
This point is seen as the origin of a crisis. In this timeframe the entrepreneur 
is in an operating phase and he is not able to detect the crisis, although, at this 
point, the crisis can become considerably worse. Scenarios based on association 
and anticipation of potential crises enable problem solutions or corrections 
(Krystek, 2007). The consequent second phase is a latent organisational crisis, 
which leads to the third phase, which is described as acute but controllable. A 
latent organisational crisis is characterised as a non-evident crisis with a high 
probability of occurrence. If the crisis is detected at this stage, it is possible to 
stop negative developments and to apply measures for crisis management. 
Thus, in this phase there exist various courses of actions to start crisis 
management. Fast decision-making and courses of action are not essential in 
a latent organisational crisis (Krystek, 2007). The third phase, the controllable 
crisis, is characterised by negative consequences in time elapsed, but fast 
decision-making and courses of action allow the crisis to be controlled and 
to be prevented (Krystek, 2007). The fourth phase is an uncontrollable crisis. 
Another organisational crisis model was presented by Schwarzecker and Spandl 
(1996). This model consists also of 4 phases, namely a strategic crisis, a crisis 
of yield, a crisis of liquidity and insolvency. The organisational development 
model of Schwarzecker and Spandl (1996) is presented below: 

Figure 1. Organisational crisis development

Source: Schwarzecker and Spandl, 1996 
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A strategic crisis is a threat against factors of success. Factors of success 
can be the organisational image, competitive products or services, competitive 
advantage, special knowledge, reliable providers and capital providers. This type 
of crisis is characterised by the fact that the entrepreneur does not recognise it 
or that he recognises it at a (too) late stage. This mainly happens when earnings 
are still sufficient, liquidity is present and management ratios do not reveal 
negative changes (Leitsmüller et al., 1994). 

Yield crisis occurs if management does not counter-steer strategic threats. 
In this case, sales figures and yield are decreasing and liquidity is getting weaker 
and weaker. Possible losses are reducing equity capital and poor management 
ratios occur. At this stage it is essential to act fast, since possible measures to be 
taken decline if the crisis proceeds (Leitsmüller et al., 1994). 

If there are no measures set against yield crisis, a liquidity crisis occurs. 
Cash-flow is reducing, current accounts are overdrawn, and liabilities cannot 
be paid in due time. Gaps in short-term liabilities can be bridged with new 
credits and management ratios show clearly that there is a threat of insolvency. 
If counterdrawn financial plans are triggered, it is still possible to hinder 
insolvency (Leitsmüller et al., 1994).

The last stage, insolvency, is characterised by illiquidity and over-
indebtedness. Thus, this phase does not necessarily mean the breakdown or the 
end of an organisation, as there exist various possibilities to solve this problem 
(Leitsmüller et al., 1994). Over-indebtedness involves two factors: calculated 
over-indebtedness, where the value of its assets is less than the amount of the 
liabilities and a Going Concern Prognosis based on a business plan (Hoenig and 
Hammerl, n. d.). 

Siller (2010) discussed the normative organisational crisis which is based 
on phenomena like value clashes, inappropriate organisational culture, lack or 
unclear leadership styles, non-compliance/compliance and lack of control or 
inadequate control system. 

Due diligence plays an essential role in the assessment of an organisation and 
its status and describes the diligent assessment and analysis of an organisation 
with regards to its economic, legal, and financial status, which a potential buyer 
does (Gabler online, 2020) and its objective is to reveal all possible and future 
occurring risks (Gabler online, 2020). Due diligence can focus on the following 
parts of an organisation (Gabler online, 2020): 

• Financial due diligence
• Market due diligence
• Commercial due diligence
• Legal due diligence
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• Tax due diligence
• Human resource due diligence
• Environmental due diligence

Due diligence provides information acquisition and evaluation, from an 
investors’ point of view, regarding economic expediency and organisational 
risks; due diligence also enables assessment of a company’s value and 
exculpation (Wirtschaftslexikon, 2020).

2.3. CRISIS MANAGEMENT

According to the author, the organisational life cycle is characterised by 
four, five or ten phases. The following table shows studies about life cycles in an 
organisation in three categories, authors in former phases, central studies and 
newer studies.

Table 3. Relevant studies of organisational life cycles 

Former phases Central studies Newer Studies

• (Whyte, 1948)
• (Fayol, 1949)
• (Davis, 1951)
• (Newman and Logan, 

1955)
• (Chandler, 1962)
• (Blake, Avis and Jane, 

1966)
• (Lippitt and Schmidt, 

1967)
• (Cannon, 1968)

• (Steinmetz, 1969)
• (Mintzberg, 1973)
• (Stanworth and Curran, 

1976)
• (Normann, 1977)
• (Mintzberg, 1979)
• (Kimberly, 1979)
• (Schollhammer and 

Kurifoff, 1979)
• (Galbraith, 1982)
• (Perry, 1982)
• (Mintzberg, 1984)
• (Flamholtz, 1986)
• (Kazanjian, 1988)

• (Hasenfeld and Schmid, 
1989)

• (Kazanjian and Drazin, 
1990)

• (Hanks and Chandler, 
1994)

• (Flamholtz, 1995)
• (Beverland and Lockshin, 

2001)
• (Kaulio, 2003)
• (Rutherford, Buller and 

McMullen, 2003)
• (Garengo and Bernardi, 

2007)
• (Stam, 2007)

Source: Own (shortened) illustration based on Muhos, 2015

Within an organisational life cycle an organisation has to pass through 
various crises. Greiner (1972) identified eleven crises during an organisational 
life cycle. The following illustration shows these crises related to organisational 
growth and organisational ageing. 



285

INNOVATIONS, ENTREPRENEURSHIP AND MANAGEMENT
SUCCESS FACTORS IN RESTRUCTURING OF SMES 

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

Figure 2. The five phases of growth

Source: Mainiero and Tromley, 1992 (based on Greiner, 1972)

The five-phase model shows that organisations normally run through five 
evolutionary and five revolutionary stages. This model of crisis development 
reveals possible starting points for crisis management. Crisis management was 
developed in politics and, since the 1970s, the term crisis management has been 
used in economics. Crisis management is related to leadership, management, 
steering and control to avoid or overcome organisational crises (Gabler Online, 
2020). According to Frey (2009), the main causes of organisational crises are 
presented in the following table:
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Table 4. Causes and factors of organisational crises

Causes Factors

Not enough equity
• Too fast growth
• Inefficient investments
• Too high personal drawings
• Low internal financing

Long-term obligations of short-term 
money

• Weak finance planning
• Low credit rating
• Finance gap based on exceeding estimation of 

costs

Overspending costs

• High storage costs
• Inefficient production
• Too much time for payment allowed 
• Inefficient sales
• Shortage within the organisation and accounting

Low earnings
• Lack of orders
• Trade rivalry
• Wrong price policy
• Management failures

Loss of capital

• Bad debt loss
• Technological innovation
• Depreciation on products based on sales problems
• Industrial action
• Natural disasters

Source: Own illustration based on Frey, 2009 

Crisis management can be divided into active and re-active categories. 
Active crisis management is split into anticipative crisis management and 
preventive crisis management. Anticipative management is used in risk-
management and anticipates future crisis-causes (Grof, 2002), enabling 
the management to counteract (Krystek, 1987). In contrast to anticipative 
management, preventive management focuses on revealing hidden causes 
for crisis. Preventive crisis management can be handled with success in cases 
of fast decisions, finding and correcting failures (Krystek, 1980). Reactive crisis 
management includes repulsive and liquidate crisis management. Repulsive 
crisis management is used in acute crisis situations; in this phase, it is essential 
to initiate clearing-up or reconstruction measures and communication should 
be intensified (Richter, 2007). If the organisation crisis is unrulable and no 
counterstrategies are possible, then the organisation must be prepared for its 
liquidation (Richter, 2007). 
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Figure 3. Approaches to crisis management

Source: Gabler Wirtschaftslexikon, 2015 

2.4. FACTORS OF SUCCESS AND RISKS

Factors of success are determinants which impact organisational success 
sustainably. Therefore, the relationship between the causes and effects of 
success are a main function of organisational success research (Grethe, 2010). 

The theoretical framework shows that there exist five factors of success in 
case of an organisational restructuring (Krystek and Moldenhauer, 2007):

• Ability of management to quickly conceptualise 
• Change or partial change of management and the involvement of 

external consultants
• Steering the project-organisation with a core team 
• Increased pressure and intention of the teams based on authority
• Motivating and trust-increasing communication 

Risks, opportunities and factors of success are strongly related to each 
other (Selch, 2000). Kanike (2004) distinguishes between risks in narrower 
and broader senses. Risks in a narrower sense are downside risks, risk and pure 
risk, whereas risks in a broader sense are upside risks, chances and speculative 
risks. Negative and positive deviations can occur as referential factors and 
negative deviations are threats of loss, whereas positive deviations represent 
possible chances of additional benefits (Maier, 2004). This point of view is 
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seen as a double-sided risk, where positive deviations are named as chances, 
speculative risks or upside risks (Oehler and Unser, 2002). Negative risks are 
risk factors (Lück, 2003). These one-sided negative risk factors are named as 
pure risks or downside risks (Oehler and Unser, 2002). The following figure 
shows the categories of risks:

Figure 4. Risks in narrower and broader senses

Source: Own illustration based on Kanike, 2004

Coso (2004) defines organisational risk management as a process which 
is operated by control and management of an organisation, starting with 
strategy planning within the whole organisation to reveal possible events and 
threats which should be prevented in order to achieve organisational aims. 
Boeckelmann and Mildner (2011) define risk as characterisation of an unknown 
probability which can damage loss or prevent expected benefits.

Adeleke et al. (2019) divided risks into five dimensions, namely 
management risk, material risk, financial risk, design risk and labour and 
equipment risk. They also mentioned three factors that can affect companies, 
i.e. technology, political and economic factors which have an impact on risk 
management of companies. 

3.  RESTRUCTURING ORGANISATIONS

Before the restructuring process of organisations is planned, it is necessary 
to assess if it is worth doing, or if the organisation must be liquidated (Bertl, 1997; 
Feldbauer-Durstmüller, 2003). There exist scenarios where the continuity of 
the organisation is highly questionable (Wirtschaftskammer Österreich, 2020): 
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• Negative equity in the last annual financial statement
• Loss of half nominal capital related to forthcoming negative results
• Various indications of an organisational crisis regarding impairment 

of the organisational situation and negative causes related to the 
expectations that the remaining equity will be lost

The ability of the management to develop a fast conceptualisation within 
a short timeframe is essential and should focus on the present and future and 
ignore guilty parties from the past. The conceptualisation must involve radical 
changes, including portfolio resolving, selling organisational parts, suspension 
of products which are not profitable and reorganisation of the organisational 
value-added chain. This concept must be clearly and unequivocally within all 
consequences (Krystek and Moldenhauer, 2007). Moreover, a management 
change and the inclusion of external consultants should be planned directly at 
the start of the conceptualisation. Authenticity and trust are the main factors 
of success in this phase (Krystek and Moldenhauer, 2007; Nagel, 2010). 

An effective project organisation must include a core-team and a project 
manager. Experienced team members are to be included to strengthen trust, 
motivation, and to enable direct communication for change and measures 
through informal and non-informal networks. Aims and milestones have to be 
shared by all team members and must be controlled (Krystek and Moldenhauer, 
2007; Nagel, 2010). 

The increased pressure demands an authoritarian management style and 
timely objectives. This pressure must be put on responsible members and failures 
of performance have to be sanctioned. For all measures, a communication 
concept must be created (Krystek and Moldenhauer, 2007; Nagel, 2010). 

Restructuring an organisation differs from conventional management in 
three dimensions (Krystek and Moldenhauer, 2007): 

• Increasing time pressure
• Imperfect information 
• Increasing uncertainty

The restructuring process of an organisation can be described in six phases 
(Krystek and Moldenhauer, 2007): 

• Crisis detection
• Raw analysis
• Immediate measures
• Financial restructuring
• Implementation
• Monitoring
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The restructuring process can be due to the varying challenges, split 
into business re-engineering and change management, which are shifted in a 
timely manner. Business re-engineering is based on a fundamental and radical 
redesign of the organisation and its processes, whereas change management is 
a continuous adaptation of organisational strategies and structures according 
to the changing framework conditions (Gabler online, 2020). In the case 
of restructuring, change management fulfils the objectives based on re-
engineering. Change management focuses on internal organisational changes 
with involvement of staff members (Lauer, 2010). Another peculiarity of 
restructuration in Austria is the clean-up technology which is described in the 
following illustration:

Figure 5. Clean-up technology

Source: Own figure based on Jaufer, 2010

To judge whether an organisational restructuring is reasonable, it 
is essential to investigate the organisation’s capability and comparative 
ability (Feldbauer-Durstmüller, 2003). This survey embraces the need 
for restructuring (Feldbauer-Durstmüller and Binder, 2007), the ability 
to restructure (Feldbauer-Durstmüller and Binder, 2007), the value of 
restructuring (Feldbauer-Durstmüller and Binder, 2007) and the continuity 
projection (Wirtschaftskammer Österreich, 2006). 

4.  EMPIRICAL SURVEY

The research design is based on a linear approach, which was developed 
based on the descriptive analysis. The characterisation of this linear approach 
shows that the phases of the research process are implemented in the order 
as planned (Witt, 2001). To acquire specific information, qualitative expert 
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interviews were conducted, based on questions which were theoretically 
analysed in advance (Mayring, 2002). The chosen interview partners are experts 
from the construction and banking sectors who have already gained experience 
in the area of corporate restructuring in the construction sector. The experts 
were identified and selected by involving the Chamber of Commerce and major 
Austrian banks. The interviewed experts are presented in the table below: 

Table 5. Interviewed experts

Expert Function Company Date of Interview

Expert 1 Tax consultant Hergovits & Pinkel 27.05.2015

Expert 2 Restructuration specialist Bank 03.06.2015

Expert 3 Consultant Self-employed 23.05.2015

Expert 4 Restructuration specialist Bank 01.06.2015

Expert 5 Restructuration specialist Bank 29.05.2015

Expert 6 Lawyer Beck & Dörnhöfer 01.06.2015

Source: Own illustration 

The interview was based on 50 questions. The results are presented in the 
following table, where 1 is very important, 2 is important and 3 is less important. 

Table 6. Course of actions for successful restructuration of a construction company

Range Course of action Arithmetic 
mean

Absolute 
percentage 
deviation

Course of action 1.74

1 Analysis of current state 1.00 43%

2 Decisiveness for radical change 1.17 33%

2 Credibility of consultant 1.17 33%

3 Clarity of restructuring plans 1.25 30%

4 Persuading and factual communication 1.39 21%

5 Comprehension of staff 1.40 20%

6 Realtime control 1.50 14%

7 Comprehension of a restructuring specialist 1.60 8%

8 Change management 1.68 4%

9 Motivated steering team 1.75 1%

10 Change of management 1.80 3%



292

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

Range Course of action Arithmetic 
mean

Absolute 
percentage 
deviation

11 Motivation of staff, reduction of fear and 
resignation 1.80 3%

12 Fast concept building 1.83 5%

13 Enable statements of staff members 1.83 5%

14 Benchmarking 2.00 15%

15 Intensified and direct communication at all stages 2.00 15%

16 Directive management in the phase of 
restructuring 2.00 15%

17 Creation of incentives and carrier prospects 2.00 15%

18 Agreement of personal consequences 2.20 26%

Source: Own research

Table 6 shows the most important measures for the successful restructuring 
of a construction company. However, it must be said that the first seven actions 
are the most important ones that should be carried out and which include the 
analysis of the current state, decisiveness for radical change, credibility of the 
consultant and clarity of the restructuring plans, among others. Factors like the 
agreement of personal consequences, as well as the creation of incentives, also 
contribute but can, however, be disregarded. While the analysis of the current 
state deviates the most from the mean, with around 43%, the motivation of the 
steering team deviates the least with around 1%. 

The courses of action of communication were determined in detail, as 
shown in the following table:

Table 7. Courses of action of communication

Range Course of action Arithmetic 
mean

Absolute 
percentage 
deviation

4 Persuading and factual communication 1.39

4.1 Bank 1.20 14%

4.2 Staff members 1.33 5%

4.2 Creditors 1.33 5%

4.2 Owner and stockholders 1.33 5%

4.3 Supplier 1.40 1%

4.4 Customers 1.80 29%

Source: Own research
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Table 7 shows the order in which communication should take place in 
crises. Communication with the banks is most important. Quick and especially 
transparent communication is extremely necessary, above all with the 
employees and with creditors. The interviews showed that communication 
with customers is placed in the last rank, deviating by about 29% from the 
mean. Communication with suppliers showed the lowest deviation from the 
mean with around 1%. 

Change management measures were valued at range 8 and the assessed 
main courses of action are shown in the table below:

Table 8. Courses of action of change management for a successful reconstruction of a 
construction firm

Range Course of action Arithmetic 
mean

Absolute 
percentage 
deviation

8 Change Management 1.68

8.1 Creation of appropriate structures 1.60 5%

8.2 Motivation of staff 1.60 5%

8.3 Change of organisational culture 1.60 5%

8.4 Reduction of staff resistance 1.80 7%

8.5 Intensified communication 1.80 7%

Source: Own research 

Table 8 shows which measures are important for successful change 
management. In principle, all the proposed measures were, on average, given 
importance to a successful renovation by the experts. It is particularly noticeable 
that new structures have to be implemented and that employees need to adopt 
a positive attitude to support the measures which are taken.

Based on reconstruction failures, the following risk-factors were deduced:

Table 9. Risk factors deduced on reconstruction failures

Range Risk-factors detected Arithmetic 
mean

Absolute 
percentage 
deviation

Risk factors 1.94

1 Unqualified management (i) 1.16 41%

1 Ineffective control (i) 1.16 41%

2 Bad debt loss (e) 1.33 32%

3 Lack of equity (i) 1.40 28%



294

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

Range Risk-factors detected Arithmetic 
mean

Absolute 
percentage 
deviation

4 Inefficient cost structures (i) 1.50 23%

5 Inefficient work preparation (i) 1.60 18%

6 Poor project organisation (i) 1.67 14%

7 Strong competitors (e) 1.67 14%

8 Structural changes (e) 1.80 8%

9 Change of demand (i) 1.83 6%

10 Lack of equity (i) 2.00 3%

11 Inefficient succession plan (e) 2.00 3%

11 Lack of financing by a bank (e) 2.00 3%

12 Missing marketing (i) 2.17 12%

Source: Own research

Table 9 could be used as a checklist for crisis prevention, e.g. by the owners 
or banks as well as tax advisors, who could draw attention to potential dangers. 
Internal (i) and external (e) factors were examined. The interviews showed 
that the biggest internal threat was identified to be unqualified management, 
followed by ineffective control. The greatest external threat was mentioned as 
bad debt loss and far stronger competitors. Internal risk factors, such as missing 
marketing, and external risk factors, such as financing by a bank, were not 
considered to be as important by the interviewees. 

5.  RECOMMENDATION AND COLLECTION OF METHODS 
FOR RESTRUCTURING

Based on the results of this research the following collection of methods 
for restructuring are presented:

The first step is to conduct a deep and relentless analysis where it is 
essential that the management is resolved to accept and execute radical change. 
External consultants with clear and straight reorganisation plans support the 
management’s credibility. 

In the construction industry in particular, it is advantageous to initiate the 
restructuring processes at a very early stage, since various effects which arise will 
be temporarily delayed. Especially in smaller firms, a contemporary and project 
specific accounting system is essential, because budgeting must be realistic. In 
the case of large projects, settlement periods and terms of credit must be kept 
small and with due consideration of legal situations and penitent fees. 
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Convincing and objective communication with all external and internal 
counterparts are essential. Staff members should get the opportunity to 
express their fears in continuous meetings and workshops, but also by means 
of an anonymous mailbox. 

Restructuring management must perform extremely efficiently with 
regards to the realisation of a reorganisation plan. Direct and intensified 
communications are to be respected at all stages and a prompt and professional 
control system must be implemented. The steering committee must handle 
motivation of staff and reduce fear and resignation based on honesty and trust. 
It is particularly necessary to change management members to pave new ways 
for radical changes. Benchmarking may support handling requirements and 
surrounding conditions and introduce successful strategies in the reorganisation 
planning. 

During restructuring implementation, strong and authoritarian 
management is essential because personal consequences need to be considered. 
When business reengineering has been completed, then the tools of change 
management must be applied accordingly. Hence, in both phases, motivation, 
incentives and career plans must be applied. 

To preclude crises beforehand, the risk factors shown (tables 4-5) can be 
used according to their respective relevance. 

Professional development of management can be demanded from owners, 
banks and investors in order to prevent the company from inefficient cost 
structures, low job preparation schedules and inefficient project organisation. 

Loss of accounts receivable can be decreased when small companies do not 
accept too large projects or splitting of payments. Solid equity financing enables 
management of a temporary liquidity squeeze.

External factors, such as increases in and strong competitors, structural 
changes in prices and demand or consumer expectations, can be managed by a 
highly qualified management which is able to counter-steer against such trends.

On the other hand, new risks have emerged in recent months. Namely, 
risks that can arise from cybercrime (Skibniewski and Hajdu, 2019). However, 
the experts who were interviewed did not mention this type of risk, so it was 
not explicitly researched. 

6.  EXECUTIVE SUMMARY

The following research questions were answered in the context of the 
empirical and theoretical analysis:

• What are the factors of successful corporate turnaround in the 
construction industry in theory and what instruments should be used?
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• What are the success factors for renovating a construction company and 
which tools are used in practice?

In the theoretical part from scientific sources about corporate crisis, 
elements of crisis management and corporate restructuring were derived in 
reference to the specific features of the construction industry, as well as success 
and risk factors. They were analysed based on five semi-structured interviews 
with experts in the fields of corporate turnaround, banking, tax and business 
consulting, empirically with respect to their relevance. Basically, all proposed 
criteria of relevance were considered as significantly different.

The results are two lists with the most relevant success and risk factors. 
The most important success factors mentioned during the renovation of a 
building company are a comprehensive analysis of the actual state, as well as 
the determination for profound changes.

An unqualified management and related bad control were mentioned 
as the most crucial risk factors. The most important finding from this for 
corporate practice is that, with determined requests for qualified management 
by all stakeholders, a crisis can certainly be prevented and can be substantially 
better tackled in the inevitability of a crisis or the non- culpable behaviour of 
the management in controlling a crisis.

The central requirement is, therefore, to strengthen the conditions for 
a management role in the construction sector significantly, particularly in 
addition to the technical qualifications, to expand business knowledge. Dealing 
with cost accounting and project management must be mastered in all relevant 
details. Thus, crises of companies and, indirectly, the problems of all their 
stakeholders, can be countered decisively from the suppliers to the employees.
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ABSTRACT

According to the 2011 European Commission definition, Corporate Social 
Responsibility (CSR) is “the responsibility of enterprises for their impact on 
society”1. Therefore, all activities of enterprises above what is defined by the law 
are included in Corporate Social Responsibility. At the internal level, Corporate 
Social Responsibility concept implementation contributes, among other things, 
to better quality Human Resources Management. It is a business practice which 
results in attracting and retaining more qualified employees and a socially 
responsible approach towards employees, as one of the key stakeholders, is being 
achieved. Through implementation of measures in this segment, enterprises 
may achieve a better reputation with the public as being a responsible employer. 
According to Corporate Social Responsibility Europe, the new European 
Corporate Social Responsibility Strategy for 2015-2019 should put employees at 
the forefront of Corporate Social Responsibility Strategy, together with business 
– education collaboration, which aims to enhance entrepreneurship skills and 
apprenticeships for youth2.

The theoretical part deals with the conceptual definition of the Corporate 
Social Responsibility internal dimension, which is reflected in the segment of 
Human Resource Management. The practical part refers to qualitative research of 
six large corporations’ sustainability and socially responsible business reports in 
the Republic of Croatia. The data collected was analysed using a combination of 
methods which include analysis, synthesis, comparison and classification.

The primary objective of this research is to point out positive business 
practices and business models which include Corporate Social Responsibility 
concept implementation in the segment of Human Resource Management. The 
research results may contribute to further activities carried out by companies in 
the segment of Corporate Social Responsibility concept.

Keywords: corporate social responsibility, human resource management, 
internal dimension of corporate social responsibility

1 European Commission, 2011. A renewed EU Strategy 2011-14 for Corporate Social 
Responsibility, pp. 6., http://eur-lex.europa.eu. (accessed 08 May 2017)

2 CSR Europe: Bringing the European CSR Strategy to the next stage 2015 – 2019, https://
www.csreurope.org/sites/default/files/publications/Memorandum_to_the_
European_Commission.pdf (accessed 19 October 2018)
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1.  INTRODUCTION

As a concept at the internal level, CSR contributes to better risk 
management, cost reduction, better Human Resource Management (HRM) 
and increases innovativeness. Through CSR implementation, corporations may 
benefit in the HRM segment related to several elements. CSR provides, assures 
and retains highly qualified employees through measures such as lifelong 
learning, balance between professional and family life, equal salaries for men 
and women, non-discrimination practice regarding employment of minorities, 
older workers, long-term unemployed persons etc. 

Employees are an important segment and one of the stakeholders that 
may, with knowledge, abilities and commitment, create, together with other 
stakeholders, competitive advantage (Tamm et al., 2010). Greenwood considers 
employees as the most important stakeholders of the corporation and defines 
them as silent stakeholders (Greenwood, 2007). Freeman points out the 
complexity of defining employees as only one of the stakeholders, because they 
may also be shareholders, customers and members of associations that have 
interests related to the corporation’s business (Freeman, 1984). 

Tamm et al. (2010) consider that human resource management and the 
internal dimensions of Corporate Social Responsibility are directly connected 
and can be measured through indicators such as satisfaction with working 
conditions and the job in general. The elements of these indicators are: “salary, 
career development opportunities, working hours, supervision, working 
conditions and relations with other employees”. According to Matešić et al. 
(2015), this segment consists of responsible employment policies, adequate 
salaries and benefits, investment in education and training, quality and safety 
of working conditions and collaborative organisational conditions. Employees’ 
expectations from employers are related to the working place and salary safety, 
acknowledgment for a successfully preformed job, personal and professional 
development, balance between professional and family life, benefits related to 
pension programmes and safe working conditions. 

According to the International Labour Organisation’s (ILO) data, published 
in their report from the year 2016, there are still differences in salaries between 
men and women for the same jobs, regardless of the corporation’s size and 
ownership structure. The difference is globally estimated at 23%, meaning 
that women are earning 77% of the salary earned by men. The gender equality 
principle is one of the general principles in the European Union. Regardless 
of that, women are not equally represented in almost all segments of society. 
There is an insufficient level of legal regulations and international convention 
compliance in the process of breaking stereotypes and prejudices related to 
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women’s position in society. Therefore, we may say that there is still a difference 
between reality and proclaimed equality values (Vinković, 2005). 

Figure 1 shows an estimate of the gender pay gap for up to 73 countries, based 
on hourly wages. Men earn more than women if the gender pay gap is positive. 
This information can be found in the case of 58 out of the 73 countries. The 
gender gap is even more present in countries with high salaries (i.e. the United 
Kingdom, Germany, France, Austria, and other EU member states), as well as in 
countries with upper-middle and lower-middle incomes. The situation is even 
worse if the differences in monthly earnings between genders are compared. 
Differences in salaries between genders exist, regardless of whether employees 
work in the private sector, public sector, full-time or part-time.

Figure 1. Gender pay gaps using hourly wages

Source: International Labour Organisation (2018): Global Wage Report 2018-2019: What lies 
behind gender pay gaps?
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Since 1990, the gap in the participation rate for women has narrowed only 
by 2% compared to men. Women are less likely to be participating in the labour 
market than men globally, and more likely to be unemployed than men (ILO, 
2018).

In the period until the year 2030, Europe has set a sustainability agenda in 
five key directions: 

(1) “The business contribution is core to Europe moving towards a 
sustainable future.  Europe should be at the forefront of global 
transformation by promoting high environmental, social and 
governance (including tax) standards at an international level and by 
ensuring a level playing field globally.

(2) Sustainability is no longer about individual company management, but 
it is about the entire eco-system and is only possible if implemented 
through strengthening local communities.

(3) Impact and change is the focus of the network, not only management 
processes or reporting.

(4) High impact collaborations and advocacy  are, together with mature 
and integrated sustainability management systems, key areas for 
intervention and action. The focus of a network like Corporate Social 
Responsibility Europe should, therefore, include the incubation and 
implementation of the collaborative sector and value chain platforms.

(5) Enhanced transparency and proactive stakeholder engagement at all 
levels are basic requirements.” 

Employees’ rights may be classified in three categories, meaning there 
are rights guaranteed by laws and regulations, collective agreements and 
individual employment contracts. Employees may also have rights that are 
based on economic, legal, and/or ethical sources (Carroll and Buchholtz, 2015, 
p. 495). Vinković (2013) emphasises so called “soft legal sources” based on good 
business practice and ethical standards in human resource management, such 
as international working standards. There are three basic types of HRM: 

(a) Immoral management which even tries to bypass legal obligations, 
(b) amoral management which obeys legal obligations but does not have 

ethical elements in management and 
(c) ethical management which respects ethical and legal obligations 

(Carroll, 1991). 

Chen et al. (2018) prove arguments that “CSR performance in overall terms 
positively influences organisation–employee relationships, and such effect is 
amplified as employees’ perceived CSR-culture fit increases. Discretionary and 
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ethical CSR positively influence organisation–employee relationships, but the 
perceived CSR culture fit only amplifies the influence from ethical CSR. For 
legal and economic CSR, the effects on organisation–employee relationships 
are only significant when the perceived CSR culture fit is high”. 

A financial crisis should be the time for learning and networking. Swiss 
scientists, managers and politicians tested a new pyramid logic in Switzerland 
during the financial crisis. The new initiative, well known as the Swiss Dialogue, 
was set up in 2009 (Meynhardt et al., 2009). Public discourse in Switzerland 
was critical of the current financial industry, and also of the managerial 
profession for their moral failure. They need to find new ways of networking 
and encourage dialogue between politicians, the business community and 
academic staff. All these participants saw an opportunity for responsible 
leadership. Based on this process, the Swiss Dialogue pyramid framework 
was developed and published for the first time in autumn 2009 (Meynhardt 
et al., 2009). The framework has been included at the University of St. Gallen 
in management education. Here are some examples of Value Statements 
from the Swiss Dialogue (Meynhardt, 2009): fair compensation, job security, 
intergenerational justice.

According to Meynhardt, a manager behaves responsibly “if he or she can 
provide answers to the four dimensions that the wider public find acceptable. 
The pyramid dimensions then serve as a heuristic, not only for coping with 
complexity, but also for overcoming one’s limited value awareness” (Meynhardt, 
2016, p. 28).

Figure 2. Proposed alternative pyramid of Corporate Social Responsibilities

Source: Meynhardt, T. and Gomez, P., Building Blocks for Alternative Four-Dimensional 
Pyramids of Corporate Social Responsibilities

Zulfiqar et al. (2019) showed that CSR “influences the organisational 
identification positively and this relationship will be stronger in a collectivist 
culture, which will eventually lead to higher work engagement. Also, using 
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CSR policies, organisations can retain the best talent, which will improve 
their goodwill and consequently improve corporate performance; the internal 
dimension of CSR can be a leading indicator of positive employee behaviour.” 

In his study, Dhanesh (2009) has shown that CSR practice is a significant 
predictor of organisational commitment and has a positive influence on 
other organisational outcomes, such as employee motivation, productivity, 
turnover rates and absenteeism – outputs that have economic implications for 
organisations.

According to Dhanesh’s (2009) findings, the most vital dimensions of the 
CSR construct in organisations for employees are ethics and integrity. Thus, 
organisations first need to set their house in order through practicing high 
standards of “corporate governance, transparency, accountability, fairness and 
ethics before venturing out to solve larger societal problems or obsessing with 
maximising profits (Dhanesh, 2009).”

According to Balaton and Horváth’s (2019) findings, the internal dimension 
of CSR is responsibility towards the employees who need be involved in the 
company’s CSR activities to engage and motivate them. This study showed 
that employee engagement in CSR activities may have a positive effect on their 
work, including decreased absenteeism and turnover and increased customer 
satisfaction and loyalty. Employment engagement in CSR activities can lead to 
increased productivity and revenue growth in the long run, creating a win-win 
situation for the company and both parties.

Kowal and Roztocki (2013) conducted research about the effects of 
organisational ethics on the job satisfaction of information technology 
professionals among 391 respondents in different regions of Poland. The results 
of this survey indicate that organisational ethics affect the job satisfaction of 
employees and the highest job satisfaction is in organisations where the top 
management propagate and enforce high ethical standards.

There have been several CSR and HRM researches in the Republic of 
Croatia. Leko Šimić and Čarapić (2009) showed that corporations are more 
focused on external activities of the CSR concept, because they are regarded as 
more visible and profitable. In the same year, Dabić (2009) conducted research 
which aimed to explore employees’ perception of ethical responsibility. The 
research results showed that employees emphasise this as the most important 
part employer’s actions in accordance with laws and regulations. Leko Šimić and 
Štimac (2011) conducted research to see which elements of the CSR concept, 
related to HRM, matter the most to employees. They emphasised, as the 
most important elements, regular salaries, working hours and paid additional 
training and education. Vrdoljak Raguž and Hazdovac (2014) conducted 
research which aimed to see the level of CSR concept implementation in 
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the Republic of Croatia. The research results showed that implementation 
in companies is mostly partial, without implementation in strategy. Dežmar 
Krainz (2015) conducted research which showed that companies committed 
to CSR implementation significantly enhance employees’ well-being, meaning 
well balanced physical, psychical, emotional and social issues inside and outside 
of the workplace. Through CSR implementation, companies achieve long-term 
effectiveness and competitive advantage.

2.  EMPIRICAL RESEARCH

2.1. RESEARCH PROBLEM

The main research question: 
(1) Do the observed companies create benefits for employees in their 

mission of CSR and what are the benefits?
The main research goal:

(1) The main research goal was to study the available company reports (six 
companies were chosen) and to identify the existence of benefits that 
the observed companies provide to employees in their CSR mission.

Obtaining these answers can determine the existence/non-existence of 
the practice of CSR in the field of HRM in the Republic of Croatia.

The primary aim of this research was to contribute to CSR implementation 
related to HRM. By analysing several sustainability and socially responsible 
business reports of successful large corporations, which had implemented CSR, 
we wanted to point out the benefits which implementation of CSR in that 
segment brings. It is also extremely important to recognise employees as key 
stakeholders who are also often shareholders, customers and part of the public 
opinion. 

Qualitative research is most used for similar problems because, by 
conducting that type of research, it is possible to gain complete and useful 
information. The collected data was focused on employees’ rights.

2.2. METHODOLOGY

Market research was conducted to evaluate implementation of CSR 
related to HRM of six large corporations in the Republic of Croatia. Annual 
sustainability and socially responsible business reports for the year 2017 were 
analysed by using qualitative methods. The corporations are from different 
industries and they have been publishing reports of social responsibility 
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and sustainable development for some years now. All the corporations are 
covered by the Directive on disclosure of non-financial statement. According 
to the same Directive 2014/95/EU, the non-financial statement must contain 
“information to the extent necessary for an understanding of the undertaking’s 
development, performance, position and impact of its activity relating to, as 
a minimum, environmental, social and employee matters, respect for human 
rights, anti-corruption and bribery matters” (Directive 2014/95/EU).

Information used in this paper was primary data collected through 
qualitative research conducted on a sample of six corporations regarding 
implementation of CSR in HRM. 

The themes covered in this research cover further areas: responsible 
employment policies, adequate salaries and benefits, investment in education 
and training, quality and safety of working conditions and collaborative 
organisational conditions.

The collected data through the research was analysed by a combination of 
qualitative methods, such as analysis, synthesis, comparison and classification.

2.3. RESEARCH RESULTS

Atlantic Grupa d.d. is a corporation which has published sustainability 
reports for a long period of time. Since the year 2014, reports have been created 
according to the Global Reporting Initiative (GRI) guidelines (Atlantic Grupa 
d.d., 2017). Creating and enhancing positive organisational and corporative 
culture among employees is recognised as the key factor in achieving 
strategic competitive advantage in the market. Special attention is given to 
communication by using both classical and modern means of communication. 
The Human Resources Department strives to contribute to the achievement 
of different dimensions of organisational efficiency, and the most important 
dimensions are defined: obtaining and retaining competitive advantage and 
fostering a positive organisational culture among all employees (Atlantic Grupa 
d.d., 2017).

Corporate culture in the Atlantic Group has been recognised as a key factor 
that leads to this company representing something more for their people (more 
than “just a place to work”) and a contribution to the community and society 
(more than “just a donation”). The Department of Human Resources (HR), 
through various activities and programs, contributes to the achievement of 
these goals (Atlantic Grupa d.d., 2017).

The emphasis in the activities of the HR department is focused on the 
Retention of the Best People programme. The company wants to treat its 
employees well. This retention programme is designed to encourage the 
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best people to stay in the company for the long term, so that employees can 
build their personal success in line with the company’s growth. In achieving 
this goal, the company uses financial and non-financial incentives. The 
programme was launched in the year 2017 by the company and consists of 
several measures: loyalty program (deferred bonus scheme), job leave for 
professional development, flexible benefits options, employee care program 
(divided into body and mind, soul and balance, and relationship between 
private and business life). The key strategic goals in HRM are rewarding and 
recognition, career planning, culture and climate management, personal 
development, talent management, recruitment, leadership development, 
ability management, change management, performance management, 
knowledge management and organisational effectiveness. Based on 
these strategic goals numerous programmes for education and personal 
development have been created. There are also programmes which aim 
to achieve a balance between the professional and family lives of their 
employees (Atlantic Grupa d.d., 2017).

In their report, Dukat d.d. puts focus on human rights, working conditions, 
environmental protection and the fight against corruption. As one of the primary 
goals they emphasise the promotion of sustainable agriculture, especially in 
the milk production segment, with the promotion of healthy and balanced 
nutrition and healthy habits as goals that are extremely important both for 
the corporation and the community. As the second important prerequisite for 
success, they point out that employees are encouraged to continue learning and 
acquiring new knowledge and skills. Ensuring and retaining capable, skilled and 
motivated employees is part of their mission. Accordingly, significant funds are 
invested into employee education. Dukat d.d. gives its employees a higher level 
of employment rights, compared to similar companies in the environment, 
through a Collective Bargaining Agreement that applies to all employees, 
whether they are union members, part-time or full-time employees (Dukat 
d.d., 2018).

At the end of the year 2017 a new Collective Agreement was concluded, 
which further expanded the substantive rights of employees. Based on the 
Collective Bargaining Agreement, employees are provided with a range of 
material rights and assistance: financial support for illnesses longer than 120 
days, holiday recourse, gift for Christmas, payment of transportation costs 
for employees, jubilee Award, financial assistance for days of hospitalisation, 
financial assistance in the event of a natural disaster, financial assistance to 
families in the event of employee death and gift for Easter. Also, all Dukat 
employees are insured against the consequences of accidents, whether they 
are part-time or full-time. Dukat helps their employees and their families to 
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overcome various problems and difficulties, providing them with financial 
assistance, recognising petitions related to the improvement of their social 
status, payment for medicines, therapy, medical supplies etc. To support the 
health and well-being of its employees, Dukat encourages employees to engage 
in recreational and sporting activities, cycling to work and also co-finances such 
employee initiatives. Dukat d.d. signed the Diversity Charter Croatia, together 
with other companies (Dukat d.d., 2018).

Employees are one of the key stakeholders in Ericsson Nikola Tesla d.d. 
Their basic values   are respect, professionalism and perseverance. Continuous 
efforts are made to promote sustainability and social responsibility among 
employees aiming to develop competencies. A high number of 91% of 
employees are involved in some form of education (Ericsson Nikola Tesla 
d.d., 2018). Employees are involved in numerous projects of interest to the 
society. The company cares strongly about the health of its employees. This 
concern was also recognised by the Croatian Institute of Public Health, which 
is implementing the project the Living Healthy. The aim of the project is 
to encourage employers to take additional care of employees’ health and to 
acknowledge good business practices by awarding them the Friend of Health 
certificate. Ericsson Nikola Tesla is certified as a Friend of Health. The company 
organises various sports and recreational activities which are adapted to the 
needs of employees. The company has built tennis courts and maintains them 
regularly. CSR is implemented at the strategic level as part of the corporation’s 
strategy, processes, structure and culture. The company carries out activities to 
reduce stress, giving good opportunities to find a balance between business and 
private life. To this end, it also helps young families by co-financing a special 
program to accommodate the children of company employees in a special 
kindergarten group. The goal is to provide quality accommodation for the 
employees’ children in the immediate vicinity of the company. The organisation 
of educational groups in the kindergarten is the first form of public-private 
partnership in the field of pre-school education in the City of Zagreb, and at the 
national level. Special attention is given to diversity, respect, gender equality, 
zero tolerance on human rights violation, working conditions and synergy of 
four generations which are working together (Ericsson Nikola Tesla d.d., 2018).

The Corporate Responsibility Report of the Končar Group for the year 
2017 applies to all entities within the Končar Group and covers economic, 
environmental and social standards. Social standards cover several areas related 
to employees, i.e. support to sports clubs, local community involvement, etc. 
There is an evident high level of employees’ rights in all business entities covered 
by the Collective Agreement. Investments in education and acquisition of new 
skills are continually pursued through education within the regular education 
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system, attending specialised education within and outside the company and 
learning foreign languages (Končar – Elektroindustrija d.d., 2018). Education 
and training of workers is carried out also through the regular system of 
education, the development of skills (presentation and communication skills), 
computer skills and other skills that are associated with the efficiency and 
professionalism of the operation. Formal agreements with unions promote 
the development of a positive culture of health and safety. The health issues 
covered by the Collective Agreement are the right to paid leave due to a serious 
illness of a close family member and additional hours of annual leave for 
workers with disabilities. Collaboration with the local community is promoted 
through numerous sponsorship and donor activities through the work of the 
employees’ volunteer club (Končar – Elektroindustrija d.d., 2018).

Valamar Riviera d.d. is a corporation that is driven by excellence through 
investing in employees and providing high quality services in a socially 
responsible manner. Employees, customers, shareholders, partners and the 
local community are regarded as key stakeholders. Motivated and satisfied 
employees are a key factor of their successful business. Due to the specific 
nature of tourism as an economic branch, seasonal employment and a 
relatively high share of seasonal employees are inevitable. Nevertheless, this 
corporation is constantly working to increase seasonal worker loyalty and share 
of local employees. Investments in education and continuous development of 
competencies have been developed as a model of lifelong learning. Employee 
satisfaction is regularly examined on an annual basis and regular and seasonal 
employees are included in the research. An investment in future employees has 
being conducted in cooperation with schools and faculties through scholarship 
programmes (Valamar Riviera d.d., 2018).

In the year 2017, Podravka was awarded, for the third time, the Employer 
Partner Certificate (Podravka d.d., 2018). Employees have a vast number of 
privileges beyond what is defined by the law. In addition to common forms of 
internal communication, intranets, bulletin boards and newsletters are used. The 
key aspects pointed out in the report related to human resource management 
are: relations between employees and management, health and safety at 
work, training and education, respecting diversity and equal opportunities, 
equality of compensation for women and men and supplier’s assessment of 
employment relationships and labour dispute mechanisms. As one of the key 
processes, HRM in Podravka d.d. defines investing in education, with the aim of 
increasing employees’ competencies and numerous programmes for education 
and personal development have been created. Employees are continually 
encouraged to further their training through professional studies, seminars and 
conferences in the Republic of Croatia and abroad. Podravka d.d. also signed the 
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3.  DISCUSSION

There were several researches regarding implementation of CSR in the 
segment of HRM in the Republic of Croatia. All the conducted researches showed 
that employees’ perceptions, related to CSR implementation in HRM segment, 
are focused on regular salaries, working hours and paid additional training and 
education. Researchers also showed that CSR implementation significantly 
enhances employees’ well-being and, through CSR implementation, companies 
achieve long-term effectiveness and competitive advantage.

Our research showed that the six corporations included in our research 
focused on areas that employees pointed out in previous research. Special 
attention is given to lifelong learning programmes and rights higher than those 
defined by the law. 

In further research we recommend a combination of qualitative and 
quantitative methods to gain information from both sides, i.e. employers and 
employees.

4.  CONCLUSION

CSR is a concept that, at the internal level, may achieve a positive impact 
related to HRM; it helps in attracting and retaining highly qualified employees 
through lifelong learning, balance between professional and family life, 
equal salaries for men and women etc. Employees are regarded as one of the 
key stakeholders and an important factor of successful business practice. As 
one of the most important stakeholders, employees may, with knowledge, 
abilities and commitment, create, together with other stakeholders, a unique 
competitive advantage for the company. 

Employees’ rights may be classified into three categories, meaning there 
are rights guaranteed by laws and regulations, collective agreements and 
individual employment contracts. There are three basic types of HRM related 
to CSR, which includes immoral management, which even tries to bypass legal 
obligations, amoral management and ethical management, which respects 
ethical and legal obligations. Discretionary and ethical CSR positively influence 
organisation–employee relationships. For legal and economic CSR, the effects 
on an organisation–employee relationship are significant only in the situation 
when perceived CSR culture is high. The internal dimensions of CSR and HRM 
are directly connected, and CSR can be measured through Human Resource 
indicators, such as satisfaction with working conditions and job in general. 
Elements of these indicators could be: salary, career development opportunities, 
working hours, supervision, working conditions and relations with other 
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employees, responsible employment policies, investment in education and 
training, quality and safety of working conditions, etc. Also, employees’ 
expectations from employers are related to the working place and salary safety, 
acknowledgment for a successfully preformed job, personal and professional 
development, balance between professional and family life, benefits related to 
pension programmes and safe working conditions. 

However, the ILO data published in report from the year 2016 pointed out 
differences in salaries between men and women for the same jobs, regardless 
of the corporation’s size and ownership structure. The difference is globally 
estimated at 23%, meaning that women are earning 77% of the salary earned 
by men. The gender equality principle is one of the general principles in the 
European Union. Despite this equality principle, differences between reality 
and proclaimed equality values still exist. 

In the period until the year 2030, the European Union set a sustainability 
agenda for sustainability through business contribution, strengthening 
the entire eco-system (not only management processes), incubation and 
implementation of the collaborative sector and value chain platforms, enhanced 
transparency and proactive stakeholder engagement at all levels. 

An overview of the sustainable development and socially responsible 
business operations reports of six corporations from the Republic of Croatia 
showed that employees are regarded as key stakeholders. Special attention 
is given to the development of long-term partnerships and lifelong learning, 
which is manifested in numerous educational programmes tailored to the 
different needs and groups of employees. The researched reports showed that 
gender equality, zero tolerance on discrimination and equal opportunities are 
implemented in the corporations’ strategies. Therefore, it may be said that the 
six corporations involved in this research created benefits for their employees. It 
must be pointed out that reporting on non-financial indicators is an extremely 
useful part of the CSR concept implementation, particularly in the segment of 
tracking achievement in the stated strategic and operational goals. 

Future research should use a combination of qualitative and quantitative 
methods to further explore CSR implementation in the segment of HRM.



315

INNOVATIONS, ENTREPRENEURSHIP AND MANAGEMENT
CORPORATE SOCIAL RESPONSIBILITY AND HUMAN RESOURC

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

5.  BIBLIOGRAPHY
1. Atlantic Grupa d.d., 2017. Godišnje izvješće 2017. [online]. Available at https://www.

atlantic.hr/media/files/fileitem/G/Godisnje-izvjesce-2017/18-05-10_AG_GODISNJE-
IZVJESCE_2017.pdf (accessed 28 June 2018)

2. Balaton, K. and Horváth, D. D., 2019. Responsible Employment as a Strategic Issue, SMSIS 
2019 - Proceedings of the 13th International Conference on Strategic Management and 
Its Support by Information Systems 2019, pp. 16-24. 13th International Conference on 
Strategic Management and its Support by Information Systems, SMSIS 2019; Ostrava; 
Czech Republic; 21 May 2019 to 22 May 2019. 

3. Carroll, A. B., 1991. The Pyramid of Corporate Social Responsibility: Toward the Moral 
Management of Organizational Stakeholders, Business Horizons, 34(4), pp. 39-48. www.
researchgate.net (accessed 06 June 2017)

4. Carroll, A. B. and Buchholtz, A. K., 2015. Business & Society: Ethics, Sustainability, and 
Stakeholder Management, Ninth Edition, Cengage Learning, Stanford

5. Chen, Z. F., Hong, C. and Occa, A., How different Corporate Social Responsibility 
dimensions impact organization-employee relationships, Corporate Communications. 
[online]. An International Journal. Available at https://www.emeraldinsight.com/doi/
abs/10.1108/CCIJ-07-2018-0078?af=R (accessed 23 September 2019)

6. Corporate Social Responsibility Europe: Bringing the European Corporate Social 
Responsibility Strategy to the next stage 2015 – 2019. [online]. Available at https://
www.csreurope.org/sites/default/files/publications/Memorandum_to_the_European_
Commission.pdf (accessed 19 October 2018)

7. Corporate Social Responsibility Europe: Our 2030 strategy 

8. Dabić, M., 2009. Croatian employee’s behaviour and attitudes with respect to ethical 
norms for business practices. [online]. Market-Tržište, 21(1), pp. 55-68. Available at http://
hrcak.srce.hr/53080 (accessed 10 August 2017)

9. Dežmar Krainz, K., 2015. Enhancing Well-being of Employees Through Corporate Social 
Responsibility Context. [online]. Megatrend revija, 2, pp. 137-152. Available at: http://scindeks-
clanci.ceon.rs/data/pdf/1820-3159/2015/1820-31591502137D.pdf (accessed 19 October 2018)

10. Dhanesh, G. S., The view from within internal publics and CSR. [online]. Journal of 
Communication Management, 16(1), 2012, pp. 39-58. Emerald Group Publishing Limited 
1363-254X DOI 10.1108/13632541211197987 

11. Directive 2014/95/EU, 22.10.2014. Official Journal of the European Union. Available at 
https://eur-lex.europa.eu/legal-content/HR/TXT/PDF/?uri=CELEX:32014L0095&from=
HR (accessed 27 June 2018)

12. Dukat d.d., 2018. Izvještaj o odgovornom poslovanju 2017. [online]. Available at http://
www.dukat.hr/media/3269/dukat_izvjestaj-o-odgovornom-poslovanju-2017-hr.pdf 
(accessed 28 June 2018)

13. Duthler, G., Dhanesh, G. S., The role of corporate social responsibility (CSR) and internal 
Corporate Social Responsibility communication in predicting employee engagement: 
Perspectives from the United Arab Emirates (UAE). [online]. Public Relations Review, doi.
org/10.1016/j.pubrev.2018.04.001 



316

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

14. Ericsson Nikola Tesla d.d., 2018. Godišnji izvještaj Ericsson Nikola tesla Grupa. [online]. 
Available at https://www.ericsson.hr/documents/20181/21865/02_Nefinancijski_2017.
pdf/67a51e51-ba07-4d9d-b9e3-4b2da1d44334 (accessed 28 June 2018)

15. European Commission, 2011. A renewed EU Strategy 2011-14 for Corporate Social 
Responsibility. [online] pp. 6. Available at: http://eur-lex.europa.eu., (accessed 08 May 
2017)

16. Freeman, R. E., 1984. Strategic management: A stakeholder approach. Pitman, Boston

17. Greenwood, M., 2007. Stakeholder Engagement: Beyond the Myth of Corporate 
Responsibility, Journal of Business Ethics, 74, pp. 315-327.

18. CSR Europe, Our 2030 Strategy [online]. Available at: https://www.csreurope.org/our-2030-
strategy-mainstreaming-urgency-action (accessed 23 September 2019)

19. International Labour Organization, 2016. Women at work: Trends 2016. [online], ILO, 
Geneva, 2016. Available at: www.ilo.org (accessed 10 June 2017)

20. International Labour Organization, 2018. Global Wage Report 2018-2019, What lies behind 
gender pay gaps? [online]. Available at: https://www.ilo.org/global/publications/books/
WCMS_650553/lang--en/index.htm (accessed 7th July 2020)

21. International Labour Organization, 2018. World Employment Social Outlook, Trends 
for women 2018. [online]. Available at: https://www.ilo.org/wcmsp5/groups/public/---
dgreports/---dcomm/---publ/documents/publication/wcms_619577.pdf (Accessed 18 July 
2020)

22. Končar – Elektroindustrija d.d., 2018. Izvješće o društveno odgovornom poslovanju 2017. 
[online]. Available at: http://www.koncar.hr/wp-content/uploads/2018/06/Izvjesce-o-
drustvenoj-odgovornosti-2017.pdf (accessed 28 June 2018)

23. Leko Šimić, M. and Čarapić, H., 2009. Corporate Social Responsibility in Croatia: Nonprofit 
Activities for Profitable Goals. [online]. Proceedings from VIII international congress 
of AIMPN: New Approaches in Public and Nonprofit Marketing Research and Practice. 
Valencia, Available at: www.researchgate.net (accessed 06 June 2017)

24. Leko Šimić, M. and Štimac, H., 2011. Internal Corporate Social Responsibility – the 
perceptions and attitudes of Croatian employees. [online]. Porto: Instituto superior de 
contabilidade e administracao do Porto, pp. 1-6.

25. Matešić, M., Pavlović, D. and Bartoluci, D., 2015. Društveno odgovorno poslovanje, VPŠ 
Libertas, Zagreb

26. Meynhardt, T. and Gomez, P., Building Blocks for Alternative Four-Dimensional Pyramids 
of Corporate Social Responsibilities. [online]. Business & Society, Available at: DOI: 
10.1177/0007650316650444 

27. Podravka d.d., 2018. Godišnje izvješće Grupe Podravka za 2017. godinu. [online], Available 
at: https://podravka-cdn.azureedge.net/repository/files/0/7/07c580a1f48931767cfbbdee
a793e014.pdf (accessed 22 October 2018)

28. Tamm, K., Eamets, R. and Motsmees, P., 2010. Relationship Between Corporate Social 
Responsibility and Job Satisfaction: The Case of Baltic Countries 10. [online]. Available 
at: http:// www.mtk.ut.ee/sites/default/files/mtk/RepEc/mtk/febpdf/febawb76.pdf, 
(accessed 06 June 2017)



317

INNOVATIONS, ENTREPRENEURSHIP AND MANAGEMENT
CORPORATE SOCIAL RESPONSIBILITY AND HUMAN RESOURC

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

29. Valamar Riviera d.d., 2018. Integrirano godišnje izvješće i društveno odgovorno poslovanje 
2017. [online]. Available at: https://valamar-riviera.com/media/193558/integrirano-
godisnje-izvjesce-i-drustveno-odgovorno-poslovanje-2017.pdf. (accessed 28 June 2018)

30. Vinković, M., 2005. Gender equality and the process of harmonization of the Croatian 
labour law. [online]. Croatian yearbook of European law & policy, 1.(1.), pp. 203-211. 
Available at: http://hrcak.srce.hr/21125 (accessed 18 July 2017)

31. Vinković, M., 2013. The Role of Soft Law Methods (CSR) in Labour Law. [online]. György 
Kiss (ur.): Recent Developments in Labour Law. Akadémiai Kiadó Member Wolters Kluwer 
Group. Available at: http://mta-pte.ajk.pte.hu/downloads/mario_vinkovic.pdf, (accessed 
18 July 2017)

32. Vrdoljak Raguž, I. and Hazdovac, K., 2014. Društveno odgovorno poslovanje i Hrvatska 
gospodarska praksa. [online]. Oeconomica Jadertina, 4 (1), pp. 40-58. Available at: https://
hrcak.srce.hr/130001 (accessed 19 October 2018)

33. Zulfiqar, S., Sadaf R., Popp, J., Vveinhardt, J. and Mate, D., Examination of Corporate Social 
Responsibility and Employee Behavior: The Case of Pakistan. [online]. Sustainability 2019, 
11, 3515. Avalible at: doi:10.3390/su11133515





319

INNOVATIONS, ENTREPRENEURSHIP AND MANAGEMENT
THE REGIONAL CHALLENGE OF THE EUROPEAN INSTITUTE

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

THE REGIONAL CHALLENGE OF THE 
EUROPEAN INSTITUTE OF INNOVATION 
AND TECHNOLOGY (EIT) IN AN 
ASYMMETRIC NETWORK PERSPECTIVE 

Christina Weber  
Strascheg Center for Entrepreneurship/Munich University of Applied 
Sciences, Munich, Germany 
Christina.weber@sce.de

Julia Schmalenberg 
Fraunhofer EU Office, Fraunhofer-Gesellschaft, München, Germany 
julia@ri-transfer.eu

Paper category: Preliminary paper



320

9th International Scientific Conference
“Tourism, Innovations and Entrepreneurship - TIE 2019”

ABSTRACT 

Europe’s economy is still doing well in 2020 in a global comparison. Europe 
boasts a wealth of talent, resilience, excellent researchers and male and female 
entrepreneurs. However, when it comes to turning its assets into market-creating 
innovations, there is ample need to improve. To increase Europe’s innovation 
capacity, the European Commission (EC) shifted the support focus from research 
to innovation in EU framework programmes. In 2008, the European Institute 
of Innovation and Technology (EIT) was founded to foster socio-technological 
innovation. It later connected research and industrial actors of excellence across 
different sectors in KICs (Knowledge & Innovation Communities). Today, the 
new challenge is to include modest and moderate innovators in these structures 
to build dynamic innovation networks. This paper presents an overview 
on established EIT KICs and explains their position as actors in asymmetric 
innovation networks. Narrative interviews with experienced KIC managers are 
used to gain insights into thoughts on how to reach more cohesion and networked 
innovation capacity. The findings of this explorative study are also relevant 
for Croatian regions with their aim for inclusion into EIT KICs with their rich 
Mediterranean cultural heritage. The EIT’s strategic innovation agenda for the 
next EU framework programme (2021 - 2027) includes a new EIT KIC focusing 
on cultural and creative industries to balance asymmetries of technology and 
culture.

Keywords: asymmetric innovation networks, innovation capacity, innova-
tion ecosystems, regional innovation strategies, technology 
transfer
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1.  INTRODUCTION 

Europe is challenged by recent global economic developments in and after 
crises. It needs to strengthen its innovation capacity, to establish innovative 
regions and not just cities, and to build innovation schemes that allow for 
successful asymmetric innovation processes. The European Commission 
introduced a variety of different and complementary actors and instruments 
in its EU framework programmes for science and technology in the last years 
to allow European actors to excel in global competitiveness and collaborative 
innovation.

One instrument with strict focus on innovation is the “European 
Institute of Innovation Technology” (EIT) with its “Knowledge and Innovation 
Communities” (KICs) set up from 2008 to address societal and specific sectoral 
challenges. With “excellence” as the guiding principle, KIC partnerships 
were formed with partners from highly industrialised European countries. 
However, in the course of the dynamic European Union’s integration process, 
the principles of cohesion and inclusion became reinforced. Therefore, the 
European regulation on EIT in 2013 introduced a “Regional Innovation Scheme” 
RIS (European Parliament and Council, 2013, p. 16). However, the impact of RIS 
is minor - as three evaluations on the general performance of EIT and EIT KICs 
have shown (the Court of Auditors report of 2016, the 2016 report of the High-
Level Group and the EIT interim evaluation of 2017). One of the main criticisms 
was the small capacity of EITs in regional outreach (European Commission, 
2019, p. 16). This is underlined by the fact that main EIT funding directly went 
into five countries: The Netherlands, Germany, France, Sweden and the United 
Kingdom (European Court of Auditors, 2016, p. 42).

In March 2017 only, the EIT issued an Implementation Guidance Note 
2018-2020 on the new EIT Regional Innovation Scheme (RIS) (EIT, 2017): 
“The objective of the EIT RIS is to contribute to enhancing the innovation 
capacity of the countries and regions that are modest and moderate innovators 
by transferring KIC good practise of the Knowledge Triangle integration”. 
Following that new guideline, asymmetric innovation partnerships have been 
recognised to constitute the network structure of the KICs and the EU aims at 
closing a persisting innovation divide.

However, while no studies and data on the regional impact of EIT KICs and 
RIS are available yet, there is increasing interest in first assessments by expert 
and evidence-based perspectives. In this paper, the authors follow this research 
interest and investigate the RIS effects within EIT’s asymmetric innovation 
structure by explorative expert interviews with three KIC representatives. 
First, the sequential evolution of EITs and its KICs is presented to understand 
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its importance and RIS for regional innovation. Second, the theoretic concept 
of asymmetric, dynamic innovation networks (DINs) is demonstrated and 
connected to the empirical frame. In a qualitative methods part, third, narrative 
data from three in-depth expert interviews with leading RIS managers in EIT 
KICs (from first KIC waves to more recently established KICs) are presented 
and analysed. The conclusion assesses the answers of the experts and comments 
on the impact of RIS. A better understanding of how KICs succeed or fail in 
contributing to more balanced economic growth across Europe’s different 
innovation regions is possible if the network perspectives of DINs is applied to 
set up regions as powerful actors in asymmetric innovation networks.

2.  THE ASYMMETRIC NETWORK STRUCTURE OF EIT 
KICS

The European Institute of Innovation and Technology (EIT) was founded 
as an independent European body in the year 2008: “The EIT’s objective is to 
contribute to sustainable European economic growth and competitiveness 
by reinforcing the innovation capacity of the Member States and the 
Community.” (European Parliament and Council, 2008, p. 4). It spread a novel 
network approach by establishing sector-specific, pan-European Knowledge 
and Innovations Communities (KICs) with triple helix network partners from 
academia, research, and industry: “The EIT should primarily operate through 
excellence-driven, autonomous partnerships of higher education institutions, 
research organisations, companies and other stakeholders in the form of 
sustainable and long-term self-supporting strategic networks in the innovation 
process.” (European Parliament and Council, 2008, p. 9). This knowledge 
triangle or triple helix approach shall facilitate the fast and smooth transfer of 
knowledge and new technology into the market.

2.1. THE EVOLUTION OF EIT KICS

From 2010 to 2019, eight KICs have been established, in four waves. 
The following section describes them topic-wise according to their order of 
appearance and provides an overview of KIC localisation and spread all over 
Europe.
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Figure 1. The formation of EIT KICs

Source: European Commission, 2019

2.1.1. EIT DIGITAL

EIT Digital was launched in 2010 and has grown to 135 partners and 17 
physical locations in Europe. There are nine co-location centres of EIT Digital, 
which are at the centre of all KIC activities: Berlin, Budapest, Eindhoven, 
Helsinki, Madrid, London, Paris, Stockholm and Trento. EIT Digital focuses 
on five areas: Digital Industry, Digital Cities, Digital Well-being, Digital 
Infrastructure and Digital Finance (EIT Digital, 2015).
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2.1.2. EIT CLIMATE-KIC

In the same year, EIT Climate-KIC was launched. 34 locations are part of EIT 
Climate-KIC and their 311 partners come not only from the knowledge triangle 
but also include cities, public bodies and NGOs. The activities of EIT Climate-KIC 
are carried out in four fields: Urban Transition, Sustainable Land Use, Sustainable 
Production Systems and Decision Metrics and Finance (EIT Climate-KIC, 2015).

2.1.3. EIT INNOENERGY

The third KIC of the first wave is EIT InnoEnergy. Currently, it operates 
with 381 partners in eight thematic fields: energy storage, smart and efficient 
buildings and cities, renewable energies, smart electric grid, energy efficiency, 
nuclear instrumentation, energy for circular economy, energy for transport and 
mobility. The activities are organised from out of seven main Innovation Hubs 
in Barcelona, Eindhoven, Genk, Grenoble, Karlsruhe, Krakow and Stockholm 
(EIT InnoEnergy, 2015).

2.1.4. EIT HEALTH

EIT Health is one of the two KICs of the second wave in 2014. The main 
locations of EIT Health with its headquarters in Munich are Stockholm, 
Barcelona, Paris, Heidelberg, Rotterdam and Budapest. 352 partners strive to 
promote healthy living, support active ageing and improve healthcare (EIT 
Health, 2018).

2.1.5. EIT RAW MATERIALS

Also launched in 2014, EIT Raw Materials has six Innovation Hubs 
(Espoo, Metz, Wroclaw, Luleå, Rome and Leuven) with more than 120 core 
and associated partners. Additionally, there are around 190 project partners 
involved in the activities of EIT Raw Materials. These activities focus on six 
major themes: exploration, mining, processing, substitution, recycling and 
circular economy (EIT RawMaterials, 2018).

2.1.6. EIT FOOD

In 2016, only one KIC was launched. EIT Food is structured around five 
Innovation Hubs in Reading, Warsaw, Madrid, Leuven and Munich. 53 partners 
want to reach six strategic goals: overcome low consumer trust, create consumer 
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value, food for healthier nutrition, build a consumer-centric connected food 
system, enhance sustainability, educate to engage, innovate and advance and 
catalyse food entrepreneurship and innovation (EIT Food, 2018).

2.1.7. EIT MANUFACTURING

In 2019, the two KICs of the fourth wave started. EIT Manufacturing 
has formed five Innovation Hubs in Bilbao, Darmstadt, Gothenburg, 
Milan and Vienna. The 50 partners have defined six objectives for the 
KIC: excellent manufacturing skills and talents, efficient manufacturing 
innovation ecosystems, full digitalisation of manufacturing, customer-driven 
manufacturing, socially sustainable manufacturing and environmentally 
sustainable manufacturing (EIT Manufacturing, 2019).

2.1.8. EIT URBAN MOBILITY

EIT Urban Mobility started with 48 partners in 2019. Its five hubs are located 
in Barcelona, Munich, Copenhagen, Prague and Helmond. The activities will be 
formed around five strategic goals: enhance the value of urban spaces for the 
quality of life by re-shaping mobility, promote innovation performance through 
education and training, integrate user-centric mobility services and products, 
foster the competitiveness of the European urban mobility business sector by 
accelerating market opportunities and stimulate markets and behavioural change 
through regulation and stakeholder engagement (EIT Urban Mobility, 2019).

2.2. THE REGIONAL INNOVATION SCHEME (RIS) ACROSS THE 
DIFFERENT KICS

What can be derived about the integration of stronger and modest 
European innovation regions within the EIT KICs from the above overview? 
Initially, the KICs of the first wave did not target regions with modest and 
moderate innovation scores. However, EIT Digital started a so-called “outreach 
programme” early on, that also aimed at integrating European regions with 
less innovation capacity. By now, the RIS team of EIT Digital has risen to 
seven people and aims to involve RIS countries in KIC activities as one of the 
KIC priorities. Therefore, EIT Digital is a good source with a long and relevant 
experience of topics of interest for our research questions and for in-depth 
interviews on the evolution of their outreach activities.

The KICs of the second wave developed at the same time as the new 
regulation but before the EIT RIS guidance note, so they did not have a clear 
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recommendation towards regions of lesser innovation capacity. However, 
EIT Health incorporated the idea from the very start by its own force and 
targeted RIS countries. With the aim of leveraging diversity and driving the 
potential of emerging innovation clusters, EIT Health created the “EIT Health 
lnnoStars” in six countries: Croatia, Hungary, Italy, Poland, Portugal and Wales 
(UK), operating from the hub in Budapest, and grew to 14 hubs in 2019. For 
this reason, EIT Health is a relevant source of data and a candidate for expert 
interviews on how to balance innovation networks across heterogeneous 
partners and regions.

The fourth wave of KICs finally could make use of the newly existing 
RIS strategy of EIT and built their structure accordingly. Due to the European 
manufacturing sector that is a driver of European SME excellence and global 
industrial development in many countries, especially RIS countries, EIT 
Manufacturing is a third promising unit of investigation selected for an in-
depth expert interview.

Before we continue the methods of investigation, it is necessary to 
better understand asymmetric innovation processes. We briefly take stock 
of asymmetric innovation network dynamics before we look deeper into 
the three exemplary KICs. With a network lens, the paper can then present 
requirements for successful collaboration in European KICs as asymmetric 
innovation networks. 

2.3. SUCCESSFUL ASYMMETRIC AND DYNAMIC INNOVATION 
PROCESSES

It is well established in the literature that networks of different and diverse 
actors allow for a higher innovation capacity, but they afford a different kind of 
innovation management and governance as in hierarchical structures (Pittaway 
et al., 2004, Powell et al., 1996). Strategic management on all levels and in all 
societal sectors, from micro-organisations to global players in virtual networks, 
is today challenged by this network characteristic and, in the literature, there 
is abundant recognition of the regulation problem (Tatnall, 2011, Vermeulen, 
2017). 

Looking at network concepts on innovation processes in asymmetric 
networks, there are studies which elaborated success factors (Weber et al., 2014, 
Prahalad and Krishnan, 2008) and identified critical patterns (Pellegrin, 2007, 
Weber et al., 2015) to enable network emergence and successful collaboration 
to sustainable, regional innovation outputs.

Weber et al. (2015) found five dynamic network patterns for sustainable 
innovation outcomes in asymmetric global innovation networks in disaster 
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management between global and local actors after Tsunami 2004. The local 
network partners were actors with a different level of resources, technology 
and economic wealth as compared to their global partners and this asymmetric 
network structure offers general insights for European innovation schemes 
spanning asymmetric partners from excellent to catching up innovators.

The five successful innovation network patterns from these studies are 
(a) early identification and alignment of heterogeneous actors’ interests, (b) 
early development of a shared vision, (c) mindful use of boundary objects, (d) 
punctual directedness and distance amongst implementing network actors and 
(e) focal “double sided network role” of local actors (Weber, 2016, p. 244). As 
most relevant for local sustainable development and regional capacity building 
in asymmetric innovation networks, the last of these five network dynamics 
must be focused once more.

Technology- and resource-asymmetric networks run the risk that most 
powerful and competitive actors lead collaborative processes (Powell et al., 
1996). This holds for networked relief in global disasters with international 
rehabilitation partners (Donini, 2012), as well as for European innovation 
structures in KICs. In such cases, though, studies demonstrate that most 
sustainable innovation networks show a different focus (Benini, 1999) and 
focal actor. The local actor, however small or specific in the beginning, acting 
as focal actor and leader of enrolled network innovation strategies becomes 
predominant. In long time partnerships, the innovation networks that 
recognise a “double-sided” leading network role for their implementing local 
actor – towards network partners, and towards the ecosystem in place - achieve 
innovative outcomes, while the ones lead by the most powerful or technically 
advanced global organisations often achieve less, and see much higher loss of 
resources (Sheperd and Williams, 2014). 

Sustainable innovation transformations are a future need of European 
countries. In the innovation literature (Carayannis and Campbell, 2009) to 
integrate broader societal development from the beginning, civil societies’ 
role was highlighted (Cajaiba-Santana, 2014, Schaltegger and Wagner, 2011) 
and user adoption (Baldwin and von Hippel, 2011, Beise and Rammer, 2004) 
as well as cultural adoption of technologies and new materials (Gloor, 2005, 
Tatnall and Gilding, 1999) also support the change of focus as necessary to 
really transform regions. 

If the focal role of the local and not the most powerful R&D actor in 
asymmetric innovation processes is relevant for increasing innovation 
capacities, the question of this study is (from the above overview and the 
results of the EIT RIS report) how did RIS cluster developments impact rather 
lagging European regions? What might be success factors for increasing the 
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innovation capacity, in the perspective of the responsible actors in charge at 
European innovation clusters? 

3.  METHODOLOGY

In the absence of accessible and confirmed data on EIT KICs and their 
individual RIS strategies, to investigate the impact of the RIS activities realised 
by EIT KICs, the authors chose narrative, structured expert interviews as a 
qualitative research method to explore and gather in-depth information on the 
inclusion of local actors from modest innovation regions. 

According to the above sample description of KICs and RIS, three KICs were 
selected as the most promising sources of relevant information. The respective 
RIS manager of each of the three KICs was approached via e-mail to receive 
the interview guidelines prior to the implementation of the structured expert 
interviews. All RIS managers accepted the invitation, received the interview 
guideline before the interview and answered in detail the research questions 
(see annex). The figure 2 presents the interview guideline in a graphic scheme.

For the purpose, a method of non-standardised, problem focused narrative 
interviews (Jovchelovitch and Bauer, 2000) was chosen according to the small 
N (N=3) of interview partners and their theoretic sampling. The interviews 
took between 35 and 65 minutes via Skype or phone. They were not recorded, 
but notes were taken and processed by the interviewer.

Figure 2. Interview guide

Source: Own source
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4.  DISCUSSION

The following chapter summarises the interviews main narrative data 
briefly in the order of the guidelines and highlights key statements that 
correspond to the five network dynamics elaborated above in chapter 2.3, 
especially the “focal double-sided network role of local actors”.

4.1. EIT DIGITAL

EIT Digital is one of the KICs from the first wave launched in 2010. Fabio 
Pianesi is Head of External Collaboration in EIT Digital and responsible for all 
RIS activities of the KIC. 

In his opinion, the “fragmentation of local ecosystems hinders growth on 
a European scale”. Furthermore, Europe is “lagging behind when it comes to 
platform economy”. Therefore, “interconnection of local European innovation 
ecosystems is essential”. He distinguishes three types of regions, namely a) 
regions with local industry and the (regional) government supporting digital 
innovation, or b) regions with strong industry driven by global players that force 
the local market into digital innovation, or c) regions that are rather consumers 
of digital innovation than innovators themselves.

To him, connection to regions type a) and b) are target regions in the first 
step. The objective of EIT Digital is to “smoothen out asymmetries by connecting 
laggards to the rest of Europe and allow access to the innovation network of 
EIT Digital”. Common to all innovation laggards is “the need for support in the 
very early stages before the foundation of a start-up”. The venture programme 
combines financial support, mentoring and entrepreneurial education and is 
run together with a local actor. Digital technology innovation is hard to grow 
in small, local markets, so the benefit of being connected to a pan-European 
innovation network is easily understood. It is important, however, “to find out 
who really wants to collaborate and who is only looking for extra funding”. The 
RIS partners have to bring co-funding if they want to become part of the EIT 
Digital network. It was emphasised, “Collaboration works best in open and 
trust-based relationships”.

4.2. EIT HEALTH

EIT Health has been launched in 2014 as part of the second wave of EIT KICs. 
EIT Health is now present with 14 EIT Health Hubs in 13 RIS countries. Monika 
Toth is RIS Program Manager in EIT Health and her main goal at the moment is 
the professionalisation of existing hubs rather than the establishment of new 
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ones.
Contrary to the digital sector, “the European health sector is characterised 

by national health care systems and regulation and a diverse landscape with 
regard to life expectancy and health care services”. For instance, it is common 
practice in more advanced countries to measure many variables like days in 
hospital, number of infections etc. In less advanced countries in Europe, they 
do not measure and so they lack overview and cannot react. Additionally, in 
health, regional innovation ecosystems are less developed in RIS countries, 
since major global industrial players as drivers of innovation have the R&D 
department in their country of origin and public resources are scarce.

EIT Health decided to access RIS countries by partnering with local TTO 
offices of medical universities and establish a EIT Health Hub that serves as 
an entry point for students and start-ups to EIT Health’s network. One of the 
criteria for the selection of a local partner to initiate an EIT Health Hub was its 
embeddedness in a local ecosystem. With the support of EIT Health, the hub 
shall become the centre of a regional health innovation ecosystem. 

The RIS programme mainly builds on existing KIC activities but “in some 
cases you need special offers”. Due to the lack of basic skills, EIT Health support 
with extra capacity building in the English language and presentation skills 
next to a focus on entrepreneurial skills and innovation. “Absolutely critical is 
the enhancement of knowledge transfer in RIS countries and the integration 
of other stakeholders like (regional) government representatives”. Moreover, 
“regional innovation networks need time to grow; it can take decades to grow 
step by step into a vibrant innovation hub”.

4.3. EIT MANUFACTURING

Despite being in its preparatory first year, EIT Manufacturing has already 
foreseen a management position called Director of EU Affairs and RIS. 
Konstantinos Georgoulias prepared the RIS strategy for the KIC proposal and 
acts as Interim Director of EU Affairs and RIS.

In the manufacturing sector, RIS countries traditionally play an important 
role and basically every country in Europe is active in different roles in the 
value chain. However, the “specific characteristics of countries vary very 
much in manufacturing, so a dedicated approach has to be developed to meet 
the individual needs of each RIS country”. There are three focus areas for 
engaging with local players: education, infrastructure and start-up creation. In 
some RIS countries, manufacturing does not have a very good reputation; “it 
is seen as old-fashioned and uncool”. So “the first task is, to demonstrate and 
explain modern manufacturing with augmented & virtual reality, 5G sensors, 
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and other technologies and raise awareness and attraction among students.” 
The focus on start-ups and spin-offs in RIS countries follows as a second step 
activity. Collaboration with local authorities is key for engaging with local 
networks. One of the main challenges is to track and measure the impact of KIC 
activities in RIS countries to adapt strategy and allocate resources. The number 
of external participants (students and organisations) in KIC activities will be 
an indicator of success. In his view, there is no simple recipe on how to increase 
the innovation capability of regions; it depends on the individual characteristic. 
He distinguishes between two basic types of regions, while emphasising that 
there is some simplification involved: a) regions with a good research base and 
innovation potential that are lacking money to kick-start and invest in modern 
infrastructure and b) regions with not so many innovators and little interest 
to innovate despite (financial) support at hand. In regions of type a) financial 
support and infrastructure will spur innovation, whereas in regions of type 
b), it is more about the promotion of intrapreneurship and innovation in the 
first place. According to Konstantinos, innovation in the manufacturing sector 
needs a combination of financial means, modern infrastructure and mentorship 
for innovators.

4.4. CHALLENGES AND SUCCESS FACTORS OF EIT KICS 
IN APPLICATION OF RIS IN EUROPEAN REGIONS OF LESS 
INNOVATION CAPACITY

Summing up, from all three in-depth interviews’ narrative data, managers 
of EIT KICs point out that the identification of existing local innovation 
networks of “true” collaborative spirit in the field is both the most difficult 
and the most important and, in their year-long experience, it is a challenge to 
identify these from “outside”, as the best local innovation team and network 
partner. 

This means that the “double-sided” role of (a) implementation and bottom-
up transfer and (b) fast communication to the advanced technological partners 
in European digital hubs is recognised, but not often realised. RIS activities 
that follow up established KICs as a second step to already set up knowledge 
triangles are meant to close a gap. However, often this means an additional 
struggle for impact in the established network structures.

While EIT Digital took a very practical approach, strongly engaged 
with local partners and subsequently established different regional needs of 
the asymmetric network partners on the ground. This early “best practice” 
exemplifies an ecosystem approach and engaged European technology transfer 
and innovation strategy. 
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One of the main preconditions for successful collaboration is mutual 
interest in working together in the long run, the KIC managers say. Short-
term, mainly financial goals of one actor do not lead to mutually beneficial 
partnerships. The local partner also “has to gain relevance or reputation in its 
local network by joining the European innovation network. Otherwise, it will 
not open its local network to exploit the synergies to the full extent.” The role 
of money is discussed several times, which is not surprising in asymmetric 
innovation networks. The KIC manager of the EIT Manufacturing, in full 
existence of RIS frames, again divides regions of modest innovation into such 
research bases with, the will to innovate, and, as such, without this interest, a 
different gap is to be closed, in his opinion. 

It was pointed out that innovation networks, both local and European, need 
a dedicated network coordinator, or intermediary, who drives and maintains 
the dynamics in the network. Embeddedness in the local ecosystem, local 
government or local academic infrastructure (EIT Health) is a precondition to 
sustainable innovation processes. 

All KIC managers emphasised the value of established local innovation 
ecosystems, and the experience of local actors helps to interact and collaborate 
successfully in dynamic innovation networks.

5.  CONCLUSION

In this paper, the authors explored how EIT KICs, with their newer RIS, 
so far have contributed to a more balanced and cohesive economic growth in 
Europe’s very different regions. With concepts of asymmetric innovation 
networks in mind, explorative interviews were conducted with central EIT KIC 
managers to gain an insight into the impact of RIS (2017-2020) from a real-time 
perspective. 

The network characterisation as dynamic, asymmetric innovation network 
helps to better understand the challenge of the management of these European 
instruments to foster the innovation capacity of Europe’s manifold regions. 
In addition to the development of a few technology clusters in Europe’s most 
strategic areas, namely the particular support of world champions in science 
and technology, Europe must also strive for a general increase in Europe’s 
innovation capacity as a whole. 

Therefore, the cohesion principle has to gain more attention in the next 
framework programme. Europe needs to include and structurally integrate 
economically weaker regions and innovation laggards into European 
partnerships. Such asymmetric innovation networks, however, need to be 
managed from both sides, bottom-up and top-down, depending on sector 



333

INNOVATIONS, ENTREPRENEURSHIP AND MANAGEMENT
THE REGIONAL CHALLENGE OF THE EUROPEAN INSTITUTE

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

specifics and on country profiles. EIT KICs can play a vital role in fostering an 
overall positive economic and societal development, but only when the local 
actors’ roles are not subsumed as end-of-pipe contacts. Their “double-sided 
network-actor role” makes them the centrepieces of successful innovation 
networks. More often than not, the successful innovation dynamics start from 
here.

The development and mobilisation of optimal RIS structures remain a 
prevailing factor in all three very different observed and investigated KICs 
and market sectors of health, manufacturing and digital technology. From a 
European network governance level, where the EIT and KICs start from, there 
should be high interest in further inclusion of new KIC partners to vitalise and 
extend the innovation capacity. To do so, it would be helpful to develop and 
standardise instruments to identify small but existing innovation networks 
from the local level in a more coherent approach. Financial support, allocated 
here and not shifted to the centres, will push the local start-ups and European 
cohesiveness at the same time. 

Keeping the dynamics of asymmetric innovation networks in mind, the 
EIT KICs can change the RIS orientation to become a very good instrument 
to enhance the innovation capacity of moderate and modest innovators and 
regions in Europe. The RIS has to start from local levels, and local stakeholders 
should identify the potential roots to grow into European innovation networks. 

In the next step, the authors aim to include the network structural 
analysis to target regions in the RIS countries. Furthermore, EIT has announced 
publication of a study on the results of EIT RIS initiatives in the KICs which 
adds quantitative data. Putting together these perspectives will underline the 
need for more impact of EIT KICs on local and European economies. 
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Annex: Interview Guidelines
Sent out per e-mail 19 July - 05 August 2019
Interviews conducted 24 July – 14 August 2019

Success factors for asymmetric innovation networks: The example of 
EIT KICs

The aim of this study is, starting from the results of the EIT RIS report, to 
establish evidence by comparing three EIT KIC cluster developments and their 
impact on rather lagging European regions. In-depth interviews with the RIS 
representative from each KIC generation (2010, 2016, 2019) will identify success 
factors for increasing the innovation capacity of lagging regions. Supported by 
thorough desk research and findings of the EIT RIS report 2019, this will lead to 
the development of an evidence-based scenario for an asymmetric innovation 
network. 

Interview guide
“The objective of the EIT RIS is to contribute to enhancing the innovation 

capacity of the countries and regions that are modest and moderate innovators, 
by transferring KIC good practise of the Knowledge Triangle Integration” (EIT 
RIS Implementation Guidance Note 2018-2020).

1. Status quo
  1.1. The specific landscape in Europe
  1.2. Lagging regions with innovation potential

2. General and sector-specific challenges with asymmetric innovation 
networks
  2.1. General challenges 
  2.2. Sector-specific challenges

3. Approach KIC 
  3.1. RIS strategy
   3.1.1. Engaging local players in KIC activities
   3.1.2. Mobilising, interlinking and internationalising  
               national/regional networks
  3.2. RIS strategy implementation
   3.2.1. KIC structure
   3.2.2. KIC processes

4. Success factors for EIT KIC with asymmetric innovation networks
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ABSTRACT 

This study empirically investigated the impacts of social environment 
support, educational support and family and friends support on entrepreneurship 
intention, through the positive perception towards entrepreneurship. Conducted 
by collecting data from 150 final year students at four universities in Binh 
Duong province (Vietnam), this study applied a quantitative approach, using 
statistical techniques such as Cronbach’s alpha, factor analysis, Pearson test 
and multiple regressions. As a result, educational support, social environment 
support and family and friends support had a positive effect on entrepreneurial 
intentions. The consequences of this research do not only indicate a significant 
effect of surveyed elements on students’ entrepreneurship intentions, but also 
have significant implications for educational and political strategies, in order to 
increase the diversities of human resources in terms of both quality and quantity 
and, ultimately, to boost economic growth.

Keywords: educational support, entrepreneurial intentions, family and 
friend support, social environment support
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1.  INTRODUCTION 

1.1. OVERVIEW OF ENTREPRENEURSHIP 

In recent years, entrepreneurship has been largely well-known as the 
field on which many researchers have attempted to concentrate universally. 
Entrepreneurship is considered as one of the most important issues recently, 
due to its significance in economic growth, social development as well as job 
creation (Lee et al., 2015). According to Sobel & King (2008), entrepreneurship 
plays an important role in contributing to economic development, not 
only for developed countries, but also for developing countries, and it is 
also an opportunity to provide prospective entrepreneurs with relevant 
entrepreneurship information and knowledge when they create their own 
businesses. To be more specific, promoting entrepreneurship for young people 
is an important strategy for country development that most of the countries in 
the world focus on, because it can create new jobs and successful entrepreneurs, 
as well as educated staff and it ultimately boosts economic development (Lee 
et al., 2015). Under the current business environment, entrepreneurship 
is considered as a factor to encourage competition which will promote the 
process of globalisation. Innovation is the key to being successful in the 
entrepreneurship field (Reschke & Kraus, 2008). In order to gain a competitive 
advantage in entrepreneurship, the best approach with which countries can 
compete against each other is based on continuous technological innovation. 
Hence, innovation and entrepreneurship are two parts that cannot be separated 
(Jensen et al., 2010).

In Vietnam, the role of small and medium enterprises is more and more 
acknowledged by a large contribution to GDP, about 40%, and this mitigates 
many problems of reducing unemployment rates and increasing income 
(Tranh, 2018). The Vietnamese government is also aware of the importance of 
entrepreneurial orientation for students in Vietnam since it is the main factor 
in building a strong foundation and developing a sustainable economy. Many 
programmes, furthermore, have been organised to support and motivate 
young people, such as the Start-up programme of VCCI, “Thăp sáng tài năng 
kinh doanh trè” contest, Shark Tank and so on. Moreover, the Vietnamese 
government has many policies to encourage and promote entrepreneurs, 
as well as small and medium enterprises, to do business better, such as 
reducing tax, providing facilities, credit policy, improving the infrastructure 
and offering start-up hub or co-working spaces (Huong, 2017). Hence, it is 
important to further investigate the factors of the entrepreneurial intentions 
in Vietnam.
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1.2.PROBLEM STATEMENT

The Vietnam government has recently concentrated on an economy 
that realises the importance of private enterprises, as well as emphasising 
entrepreneurship. They have provided many supportive programmes and 
policies, as well as funds to promote the entrepreneurial spirit of those who 
have created new ventures, especially for youth entrepreneurs in Vietnam. 
As a result, the number of new enterprises established in 2016 reached more 
than 110,000 businesses, and this number continued to increase by 18% in 
2018 (Nguyen, 2018). With the rapid growth of entrepreneurship, this has 
contributed between 50% and 60% of GDP to the Vietnam economy (Nhan 
Dan, 2017). Moreover, the Vietnam government has put a target on the 
economy, reaching 1 million companies operating effectively in 2020 and 
focusing on youth enterprises is one of the most significant activities to 
achieve that ambition (VNS, 2018).

The Global Entrepreneurship Report (GEM) reported that the percentage 
of people who were aware of great opportunities to create a new venture has 
increased by 16% in 2015 comparing with 2013, which was higher than other 
countries in Southeast Asia (GEM, 2017). However, although the proportion 
of Vietnamese people who established a business has increased from 18.2% 
in 2014 to 25.0% in 2017, this percentage indicated that entrepreneurship 
in Vietnam in the next three years is still at a low level if compared to other 
countries with same economic growth, such as Thailand (37.4%) and Indonesia 
(28.1%) (GEM, 2017). This could be a challenge to accomplishment the goal of 1 
million enterprises by 2020 in Vietnam (VNS, 2018).

Many entrepreneurship studies have been conducted around the world, 
but it is more popular in Western countries than in Eastern countries. In 
Vietnam, it is still a new concept and it has emerged since 2013 (Nguyen, 2017). 
Thus, the number of studies related to entrepreneurship of young adults in 
Vietnam is limited. Moreover, factors that affect the intentions of individuals 
to start a business vary among nations, because of different economies, cultures 
and environments (Ozaralli & Rivenburgh, 2016). Thus, the study on factors 
that influence the entrepreneurial intentions of young people in Vietnam, 
specifically business students in the Binh Duong province, is important; to 
examine challenges that young people are faced with. It could then represent 
a scientific premise for schools, academics and local organisations to promote 
entrepreneurship in Vietnam in general and in Binh Duong province in 
particular.
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1.3. RESEARCH OBJECTIVES AND THEIR SIGNIFICANCE

This research concentrates on three main objectives:
• To identify factors that create an impact on students’ entrepreneurial 

intentions,
• To investigate possible motivations for students to engage in 

entrepreneurship,
• To explain the connection between impact-creating factors and 

entrepreneurship motivations on supporting an entrepreneurial 
intention.

Based on these research objectives, the research could illustrate the 
current entrepreneurship circumstances of students studying at universities 
in Binh Duong province. Moreover, the result of the study is very important 
and necessary, because it is a scientific premise for schools, academics and 
local organisations to promote entrepreneurship and to enhance the role of 
entrepreneurs in the overall development of the society.

2.  LITERATURE REVIEW 

2.1.  ENTREPRENEURIAL INTENTION

Starting a business is not easy for everyone (Learned, 1992). 
Entrepreneurship potential is represented by those who are willing to accept 
risks, and take relevant actions, to form an organisation if they realise great 
opportunities in the business environment (Krueger & Brazeal, 1994). Krueger 
et al. (2000) explained that start-up is an action that focuses on the opportunities 
over threats to add more new value in the current enterprise. Meanwhile, 
Davidsson & Honig (2013) consider entrepreneurship as a fundamental way of 
solving issues about economic development, unemployment, living standard 
improvement and poverty reduction. The object of most of the previous studies 
has concentrated on students, because they are young, creative and flexible and 
full of energy to create a company.

As a consequence, entrepreneurship has been researched by many scientists 
around the world where newly established businesses will provide new values 
to society. Entrepreneurship intentions are affected by many factors, but some 
attributes are strongly believed to have significant impacts on entrepreneurial 
decisions; namely, educational support, family and friend support and social 
environment support (Turker & Selcuk, 2009; Gelard & Saleh, 2010; Tong et 
al., 2011; Tsordia & Papadimitriou, 2015; Ambat & Damit, 2016). It was evident 
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from the previous studies that these factors have received deep consideration 
from students before deciding to start a business. The following sections will 
cite some credible evidence from earlier research papers.

2.2.  THEORY OF PLANNED BEHAVIOUR

There are several studies which investigated the background of 
entrepreneurial intentions. The theory of planned behaviour is a common 
theoretical framework for models. It is used to explain entrepreneurial 
intentions because it is a very widely recognised, well tested and validated 
model. The theory illustrates that factors used to predict entrepreneurial 
intentions with high accuracy include attitudes, (do I want to do it?) subjective 
norms (do other people want me to do it?), and behavioural control (do I 
perceive that I have the resources to do it?) (Ajzen, 1991).

Firstly, attitudes towards entrepreneurial intentions refer to the degree 
to which a person has a favourable or unfavourable intention in case of self-
employment. An individual may have potential to become an entrepreneur, but 
not make any transition into entrepreneurship because they have no intentions 
(Ismail, Khalid, Othman, Rahman, Kaisim & Zain, 2009).

Secondly, subjective norms refer to an individual’s beliefs and values 
on influential individuals, including family members, teachers, other 
entrepreneurs and friends. It is believed that supports from family and friends 
are able to shape the formation of the entrepreneurship intentions of the 
individual. This means that if an individual receives encouragement from his 
closest ones for entrepreneurial activities, this could increase his chance of 
making a positive entrepreneurial decision. Attitude is an individual’s standing 
and belief about venture creation and then becoming entrepreneurs (Yordanova 
& Tarrazon, 2010). 

Thirdly, perceived behavioural control refers to the perception of 
individuals’ feelings on whether they have enough capacities and resources to 
successfully start a business (Sharma & Madan, 2014; Ozaralli & Rivenburgh, 
2016). The third dimension of TPB is classified as the involvement of the degree 
to which individuals recognise that they are able to achieve their behavioural 
responses. This term is based on the way each person knows how to generate the 
behavioural activities and experiences, or their recognition of obstacles during 
the process of behavioural formation (Dioneo-Adetayo, 2006; Holmgren & 
From, 2005; Koe et al., 2012; Ozaralli & Rivenburgh, 2016; Sharma & Madan, 
2014).

There are a large number of published studies, such as Koe, Sa’ari, Majid, & 
Ismail (2012); Ozaralli & Rivenburgh (2016); Sharma & Madan (2014) describing 
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the role of contextual factors on entrepreneurial intentions. The research of 
Turker & Selcuk (2009) and of Denanyoh et al. (2015) indicated that contextual 
factors were indispensable to entrepreneurial studies, even though most of 
the other research has concentrated on personality traits. Lutheje & Franke 
(2003) indicated that contextual factors and personality trait had the same 
impact on MIT students’ intention to create a new business. Thus, the study 
on factors that affect the entrepreneurial intentions of students in Vietnam 
will mainly focus on contextual factors and draws on the Theory of Planned 
Behaviour (Ajzen, 1991) to explain the intentions of a person. The study 
follows the entrepreneurship support model to test the relationship between 
entrepreneurial intentions and contextual factors, including educational 
support, family and friend support and social environment support.

2.3. PREVIOUS STUDIES

In the previous research of “Which Factors Affect Entrepreneurial 
Intentions of University Students”, Turker & Selcuk (2009) set out to test the 
relationship between students’ intentions to create their new companies and 
the key contextual determinants of educational support, social environment 
support and relational support. More specifically, the study was designed to 
follow the entrepreneurial support model (ESM) and used a sample of 300 
students at universities in Turkey. Consequently, the research fully illustrated 
that educational support and social environment support had a significant 
influence on entrepreneurial intentions (Turker & Selcuk, 2009).

Gelard & Saleh (2010) researched the “Impact of Some Contextual Factors 
on the Entrepreneurial Intentions of University Students” and collected data 
from 200 students at the Islamic Azad University. The survey results showed 
that support from universities, family and social environments affected the 
intentions of students to start their own businesses. Meanwhile, informal 
support (friend and family members, parents) negatively affected their 
intentions of starting a business (Gelard & Saleh, 2010).

In the following year, with the study “Factors Influencing Entrepreneurial 
Intentions Among University Students”, the authors collected 196 surveys 
from students and employed regression analysis to analyse the determinants 
affecting entrepreneurial intentions. Overall, this research revealed that the 
need for achievements, relational support and subjective norms were the 
factors which promoted the entrepreneurship for students (Tong et al., 2011).

Denanyoh et al. (2015) investigated “Factors that Impact on the 
Entrepreneurial Intentions of Tertiary Students in Ghana”. This research 
utilised TPB, followed by ESM, to collect data from 300 business students in 
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Ghana. As a result, family support, structural support and educational support 
had a very significant correlation with entrepreneurship. This research also 
recommended that support systems must be put in the centre of everything 
to attract more students who want to be entrepreneurs and to promote the 
entrepreneurial climate in Ghana (Denanyoh et al., 2015).

In another research, “Determinants of Entrepreneurial Intentions 
Among Undergraduate Students in Malaysia”, Ambat & Damit (2016) applied 
TPB to examine the determinants affecting entrepreneurial intentions. Five 
independent variables were used comprising of educational support, family 
support, social environment support, individual attitude and behavioural 
control. As a consequence, there were three factors having a significant effect on 
entrepreneurial intentions. They consisted of individual attitude, behavioural 
control and perceived relational support (Ambat & Damit, 2016).

2.4. RESEARCH HYPOTHESIS

Stephen et al. (2005) considered that social environment support is a 
factor related to financial assistance, legal rules and government support, 
which has an important effect on entrepreneurial intentions. The Vietnam 
government supports many policies to encourage and promote entrepreneurs 
and SMEs, such as tax incentives, credit policy, infrastructure and many more. 
With assistance from the government, entrepreneurs will be more confident to 
establish a company. Moreover, Turker & Selcuk (2009) illustrated the private 
and non-governmental companies’ support of young adults to participate in 
entrepreneurial events. A similar study was conducted in Ghana and the finding 
revealed a positive correlation between an individual’s entrepreneurship and 
support from government, as well as from non-governmental departments 
(Denanyoh et al., 2015). Thus, the first hypothesis would be:

Hypothesis 1: Social environment support has a positive effect on the 
entrepreneurial intentions of business students. 

Some studies have discussed the impact of relational support on an 
individual’s entrepreneurial intentions. Family relationship and friendship play 
an important role in creating a new venture, because they are the ones who 
approve and support entrepreneurs in terms of financial accessibility and role 
models (Turker & Selcuk, 2009). The importance of role models is described 
in the study of Bosma et al. (2011); the role model provides the knowledge, 
guidance and practical example for students. Thus, this will motivate and inspire 
students who want to be successful entrepreneurs and directly affect their 
career choice (Bosma et al., 2011). Moreover, there are several previous studies 
indicating that students with a family business background have a significant 
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impact on their decisions to become entrepreneurs (Zellweger, Sieger, & Halter, 
2011). A similar study by Asfawu (2015) was conducted by students in Ethiopia. 
The findings show the significant impact between entrepreneurial intention 
and relational support, including friends. Meanwhile, financial accessibility is 
the barrier when students decide to choose an entrepreneurship career. Based 
on the discussion above, the second hypothesis would be:

Hypothesis 2: Family and friend support has a positive impact on the 
entrepreneurial intentions of business students. 

Educational support has been recognised as one of the key roles of 
entrepreneurial intentions. Many previous researchers agree that educational 
support is a good approach to provide the relevant and necessary knowledge 
about entrepreneurship for students (Peterman & Kennedy, 2003; Turker 
& Selcuk, 2009). With the intensified business environment today, 
entrepreneurship is a hot career and universities are required to promote 
entrepreneurship to help students become entrepreneurs. According to the 
study of Turker & Selcuk (2009), educational support has a positive impact 
on entrepreneurial intentions. The university is the best place for a student 
to acquire knowledge about entrepreneurship. Moreover, if the universities 
provide knowledge about entrepreneurship and entrepreneurship skills for 
students, the possibility of deciding to start a business can increase among 
students. Thus, the results of learning processes at the university can foster 
entrepreneurship among students. Another study, conducted in Malaysia, 
suggests that support from universities can contribute to the possibility of 
students becoming entrepreneurs in the future (Kadir et al., 2012). Educational 
support has a strong influence in choosing entrepreneurship as a career. 
Moreover, this factor increases the entrepreneurship intentions of students 
by providing theoretical and practical knowledge. Thus, the third hypothesis 
would be:

Hypothesis 3: Educational support has a positive impact on the 
entrepreneurial intentions of business students.

3.  METHODOLOGY

3.1. RESEARCH APPROACH

The study of factors that affect the entrepreneurial intentions of final-year 
business students in Vietnam uses explanatory research to determine the extent 
and nature of cause-and-effect relationships to increase the understanding 
of a certain research topic (Saunders et al., 2009). The Quantitative research 
method was used in this research because it focuses on gathering numerical 
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data and generalising it to test the hypothesis and model on factors affecting 
the entrepreneurship intentions of final-year business administration students 
in Vietnam.

3.2. SAMPLING METHOD

The research focused on students in Binh Duong who had an intention to 
create a new venture after graduation. The calculation of minimum sample size 
for studies using factor analysis was based on the research of Hair et al. (1998) 
with a formula of 5 x m (m: number of questions). There are 20 questions in 
total and thus the minimum sample is about 100. With a collection of 150 
survey questionnaires, this sample size could be useful for data analysis and 
provide a better picture for analysis, as well as a reliable analysis, to the study.

3.3. DATA COLLECTION

The data was collected through survey questionnaires. A 150 survey 
questionnaires were delivered to four universities in Binh Duong. In 
each university, there were forty copies of the survey questionnaires. The 
respondents who answered the survey were final year students in the economic 
field. However, before doing the survey, the researcher asked for permission 
from the lecturers at TDMU, BETU and DBU, to make sure that the survey 
questionnaires could be delivered to the right respondents. The researcher then 
came to classes and delivered them directly to students, because if the students 
were not clear about some of the questions, the researcher could then explain 
them to the respondents, to make sure that they could clearly understand the 
questions and give the right answers, to make the survey more effective and 
contribute to the success of this research.

After collecting the data, the researcher checked again the answers of the 
respondents to make sure that they met the requirements, such as answering 
all the questions or enough of them to make the sample valid.

3.4. VARIABLE MEASUREMENT

This quantitative research focused on numerical analysis of data collected 
through questionnaires using a 5-point Likert scale with (1) Strongly disagree, 
(2) Disagree, (3) Neutral, (4) Agree and (5) Strongly agree. Meanwhile, the 
multiple-choice questions were used to collect demographic information. As 
a result, independent and dependent answers were measured using the Likert 
scale and then the collected data was used for statistical analysis.
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Entrepreneurial intentions are measured by four questions:

DV Code Questions References

Entrepreneur-
ial intentions 
(EI)

EI 1 I am ready to do anything to be an 
entrepreneur

(Tsordia & 
Papadimitriou, 2015)

EI 2 I will make every effort to start and run 
my own firm

EI 3 I have very seriously thought about 
starting a firm

EI 4 My professional goal is to become an 
entrepreneur 

Social environment support is measured by four questions:

IV Code Questions References

Social 
environment 
support (SES)

SES 1 Tax regulation gives facilities to 
entrepreneurs

(Denanyoh, Adjei, & 
Nyemekye, 2015)

(Saleh, 2010)

SES 2
Local area creates good conditions in 
terms of administrative procedures for 
entrepreneurs

SES 3 Taking loans from banks is quite 
difficult for entrepreneurs in local area

SES 4 Local area encourages entrepreneurs to 
establish a firm

Family and friend support are measured by four questions:

IV2 Code Questions References

Family and 
friend support
(FFS)

FFS 1 I can borrow money from my friends to 
start a business

(Asfawu, 2015)
FFS 2 I believe that my friends will support 

me in starting a business

FFS 3 I can borrow money from my family to 
start a business

FFS 4 I believe that my family will support 
me in starting a business
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Educational Support is measured by four questions:

IV3 Code Questions References

Educational 
support (ES)

ES 1
Universities often organise many 
entrepreneurship activities for 
students (start-up programmes, 
workshops, start-up contests, ...)

(Rudhumbu, Svotwa, 
Munyanyiwa, & 
Mutsau, 2016)

ES 2
Knowledge in the university helps 
students to come up with the creative 
idea of opening a new business 

ES 3
The university provides enough 
knowledge for students to start a 
company

ES 4 The university helped me to meet and 
interact with good entrepreneurs

After completing the data collection, it was processed and analysed by SPSS 
software. The dependent and independent variables are measured by using the 
following tests in order: frequency and descriptive statistics, reliability test, 
exploratory factor analysis (EFA) test, Pearson test and multiple linear regressions.

In this study, ethical issues should be considered, because this will create 
trust between respondents and authors. According to Fouka & Mantzorou 
(2011), the respondents have the right to either refuse or agree to answer the 
survey. All of the personal information, knowledge, opinions and beliefs of 
respondents will be kept private, as they served for the research purpose only. 
For legal reasons, everyone is treated fairly and therefore the author collected 
the data from both male and female students. For privacy reasons, the author 
asked only questions related to the topic and there was a limitation on access to 
the respondents’ personal information, emotions and cognition.

4.  DATA ANALYSIS

4.1. CRONBACH’S ALPHA

The purpose of the reliability test is to provide a reliability level in the survey 
scale.

Table 1. Cronbach’s Alpha

Cronbach’ Alpha No. of items

EI .775 4

SES .613 3

FFS .765 4

ES .744 4
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Table 1 shows the value of Cronbach’s alpha of independent variables and 
dependent variables. They had a value higher than 0.6, meaning that this factor 
gained a high reliability level in its survey scale. SES had only three items in this 
test, because the item SES3 had a corrected item, i.e. a total correlation lower 
than 0.3 and thus SES3 had to be deleted to make Cronbach’s alpha of SES 
higher than 0.613.

4.2. EXPLORATORY FACTOR ANALYSIS

After rejecting some observed variables, the remaining items continued 
to be used for the next EFA test. The purpose of this test is to investigate the 
variable relationship and it reduces a large number of variables into fewer 
numbers of factors and then groups similar variables into dimensions. In 
addition, thanks to this instrument, it will simplify the data to decrease the 
factors in the regression model (Conduct and Interpret a Factor Analysis, n.d.). 
This research uses Principal Component Analysis with the Varimax rotation 
method. In this test, there are some requirements that need to be satisfied 
before moving on to the Pearson Test. 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy (KMO) is the index 
used to determine the relevance of factor analysis. The value of KMO should be 
in the range from 0.5 to 1, meaning that this index is appropriate for the factor 
analysis (Hoàng Trong & Chu Nguyen Mong Ngoc, 2008).

Bartlett’s test of sphericity is a statistical quantity used to test the 
hypotheses that the correlation matrix is an identity matrix, meaning that the 
variables are unrelated to each other. If the test sig is less than or equal to 0.05, 
it means that the test is statistically significant and that it could be useful with 
the collected data (Hoàng Trong & Chu Nguyun Mong Ngoc, 2008).

Factor analysis results are accepted when the total variance is higher than 
50% and the Eigenvalue is greater than 1 (Gerbing & Anderson, 1998).

Factor Loading is also a condition to ensure the level of statistical 
significance for the EFA result. It indicates the correlation between the 
observed variable and the factor. The factor loading is high, meaning that 
the correlation between the observed variable and the factor is also high and 
vice versa. Normally, a factor loading of 0.3 is the minimum condition for 
the observed variable to be retained (Jabnoun & Al-Tamimi, 2003). However, 
in order to identify the appropriate factor loading, it depends on the sample 
size as below:
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Table 2. Factor loading

Factor loading Sample size

0.3 350

0.35 300

0.4 200

0.45 150

0.5 120

0.55 100

0.6 85

0.65 70

0.7 60

0.75 50

Thus, the factor loading value for this research is 0.45 because the sample 
size is 150. 

For independent variables:

Table 3. KMO and Bartlett’s Test

KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy .749

Bartlett’s Test of Sphericity

Approx. Chi-Square 440.120

df 55

Sig. .000

Table 3 shows the value of KMO. It was equal to .749 and higher than 0.5. 
In addition, the test sig was lower than .05. Thus, this index was appropriate for 
the factor analysis.
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Table 4. Total Variance Explained

Total Variance Explained
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Total
% of 
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Cumula-
tive % Total

% of 
Vari-
ance

Cumu-
lative % Total

% of 
Vari-
ance

Cumu-
lative %

1 3.595 32.683 32.683 3.595 32.683 32.683 2.338 21.257 21.257

2 1.618 14.710 47.394 1.618 14.710 47.394 2.268 20.615 41.873

3 1.255 11.407 58.800 1.255 11.407 58.800 1.862 16.928 58.800

4 .888 8.071 66.871            

5 .743 6.756 73.627            

6 .691 6.280 79.907            

7 .566 5.150 85.057            

8 .513 4.667 89.724            

9 .456 4.144 93.867            

10 .414 3.766 97.633            

11 .260 2.367 100.000            

Table 4 illustrates the total variance explained. It can be seen that the 
cumulative variance explained of three components is 58.8%, which is higher 
than 50%. In addition, the Eigenvalue was 1.255, which was higher than 1 and 
thus it was accepted, because it satisfies the requirement of factor analysis.

Table 5. Rotated Component Matrix

Rotated Component Matrix a

 
Component

1 2 3

FFS4 .810    

FFS2 .759    

FFS3 .733    

FFS1 .674    

ES3   .771  

ES4   .725  
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Rotated Component Matrix a

ES1   .709  

ES2   .685  

SES4     .740

SES2     .711

SES1     .672

The table shows the Rotated Component Matrix. The first component 
had 4 observed variables of the family and friends’ support. They included 
FFS4, FFS2, FFS3 and FFS1, with factor loadings of .810, .759, .733 and .674 
respectively, which was higher than 0.45. The second component consisted of 
four observed variables, with factor loadings of .771, .725, .709 and .685 for ES3, 
ES4, ES1 and ES2 respectively. The last group had 3 items, including SES4, SES2 
and SES1, with factor loadings of .740, .711 and .672 respectively. 

For dependent variables

Table 6. KMO and Bartlett’s Test

KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .641

Bartlett’s Test of Sphericity
Approx. Chi-Square 182.649
df 6
Sig. .000

The table shows the value of KMO. It was equal to .641 and higher than 0.5. 
In addition, the test sig was lower than .05. Thus, this index was appropriate for 
the factor analysis.

Table 7. Total Variance Explained

Total Variance Explained
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Variance
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%

1 2.392 59.789 59.789 2.392 59.789 59.789
2 .809 20.232 80.022      
3 .503 12.578 92.600      
4 .296 7.400 100.000      
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Table 7 illustrates the total variance explained. It can be seen that the 
cumulative variance explained of three components is 59.789%, which is 
higher than 50%. In addition, the Eigenvalue was 2.392, which was higher than 
1. Thus, it was accepted because it satisfied the requirement of factor analysis.

Table 8. Rotated Component Matrix

Component Matrix a

 
Component

1

EI2 .786

EI4 .783

EI3 .771

EI1 .752

The table shows Component Matrix of the dependent variable. It includes 
4 observed variables of entrepreneurial intentions. They included EI2, EI4, EI3 
and EI1, with factor loadings of .786, .783, .771 and .752 respectively.

4.3. PEARSON’S CORRELATION TEST

After conducting the EFA test, the remaining items were tested using 
Pearson’s correlation. The purpose of this test is to describe the impact which 
two factors have on each other and to then determine whether they are 
linked or not. In other words, Pearson’s correlation analysis is a measure of the 
strength and linear relationship between two variables (positive or negative) 
(Hair et al., 2010; Saunders, 2019). The significance of each correlation 
coefficient is presented in the correlation table. The significance level is also 
called p-value. If the p-value is less than 0.05, the correlation is significant, 
and the two variables are related. However, if the p-value is higher than 0.05, 
the correlation is not significant, and the two variables are not related (Ratner, 
2009). Furthermore, the value of the Pearson correlation coefficient indicates 
how strongly a variable is related to another variable. This value is always 
presented as the letter r and it is always in the range from -1 to 1 (Ratner, 
2009). If the absolute value of the correlation coefficient is larger, it shows 
a stronger relationship between two factors and vice versa. This value of the 
main diagonal is always 1 because it has a perfect linear relationship with itself. 
To be more specific, the meaning of the Pearson’s correlation coefficient value 
is summarised in the table below:
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Table 9. Pearson’s correlation coefficient value

Pearson correlation coefficient value Meaning

-1 Negative linear relationship

0 No relationship

0 and 0.3 ( 0 and -0.3) Weak positive (negative) linear relationship

0.3 and 0.7 ( -0.3 and -0.7) Moderate positive (negative) linear relationship

0.7 and 1 ( -0.7 and -1) Strong positive (negative) linear relationship

1 Positive linear relationship

Table 10. Value of Pearson’s correlation coefficient

Correlations

FFS SES ES EI

FFS

Pearson’s Correlation 1 .339 .321 .440

Sig. (2-tailed) 0.00 0.00 0.00

N 150 150 150 150

SES

Pearson’s Correlation .339 1 .372 .458

Sig. (2-tailed) 0.00 0.00 0.00

N 150 150 150 150

ES

Pearson’s Correlation .321 .372 1 .458

Sig. (2-tailed) 0.00 0.00 0.00

N 150 150 150 150

EI

Pearson’s Correlation .440 .458 .575 1

Sig. (2-tailed) 0.00 0.00 0.00

N 150 150 150 150

Table 10 shows the effect of the dependent variable on the independent 
variables. The p-value is accepted due being less than 0.05.

The correlation between the independent variables and the dependent 
variable was moderate because the correlation value varies from .440 to 
.575. Thus, it can be seen that educational support was the strongest factor in 
predicting students’ intentions among three elements.
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4.4. MULTIPLE REGRESSION ANALYSIS

Table 11. Model Summary

Model Summary

Model R RSquare Adjusted R square Std Error of the 
Estimate

1 0.667 0.444 0.433 .57643

The table above shows that R Square was equal to 0.444, meaning that 
the independent variables affected the dependent variable by 44.4%, while the 
other 55.6% was explained by other factors that do not exist in this model. Low 
R square in this research is not a big problem, while a high R-square (0.60) is 
always required for studies in the ‘pure science’ field. In this study, the R-square 
is low because of the low number of respondents comparing to the previous 
researches which are described in the earlier text. This is also a limitation of 
this research. In order to improve the R-square, the number of respondents 
should be improved, and the author could expand the scale of samples, such as 
to include first or second year students, and not only final year students. 

Table 12. Coefficients

Coefficients

Model
Unstandardised 

Coefficients Sig. Collinearity 
Statistics

B Std. Error VIF

1 (Constant) -0.003 0.354 0.993

FFS 0.278 0.081 0.001 1.189

SES 0.258 0.079 0.001 1.238

ES 0.497 0.081 0 1.222

The table above indicates that the VIF of independent variables is less than 
10. Hence, there is no multicollinearity in this model. The p-value of FFS, SES 
and ES is near to 0, which means that it implies high significance. 

Firstly, social environment support positively impacted on entrepreneurial 
intentions because the p-value is < .05 and B = .258. Secondly, family and friend 
support was a factor to predict entrepreneurial intentions because the p-value 
is <.05 and B = .278. Thirdly, educational support also affected entrepreneurial 
intentions, because the p-value is < .05 and B = .497.
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5.  RESEARCH FINDINGS

The first hypothesis predicted that entrepreneurial intentions positively 
related to social environment support. The results from coefficient table show 
that entrepreneurial intention is predicted by social environment support with 
B = .258 and p-value < 0.05 level. This means that entrepreneurial intentions 
would be impacted by social environment support by 25.8%.

The second hypothesis stated that family and friends support is one of the 
elements to predict entrepreneurial intentions. The result from the coefficients 
table indicates that this factor relates positively with entrepreneurial 
intentions, recorded at B = .278 and p < .05. levels. Thus, this result confirmed the 
authenticity of hypothesis 2 and it explained that entrepreneurial intentions 
would be impacted by family and friend support by 27.8%. The results hold the 
implication that, when students receive support from relatives or close friends 
such as family backgrounds and financial aids, they will have motivation for a 
start-up.

The last hypothesis predicted that entrepreneurial intentions are predicted 
by educational support. The consequence of table 5 indicates a positive impact 
of education support on entrepreneurial intentions, with B = .497 and p < .05 
levels. Thus, the third hypothesis was accepted, and educational support was 
the factor that had the strongest impact on entrepreneurial intentions, since 
entrepreneurial intentions would be impacted by educational support by 
49.7%. The result indicated that, when students received support from their 
university, their entrepreneurial intentions will improve.

6.  CONCLUSION

The research on determinants which influence entrepreneurial intentions 
towards business students in Binh Duong is mainly focused on contextual 
factors in the model of Denanyoh et al. (2015) and use TPB to predict the actions 
of a person. This study followed the entrepreneurship support model to see 
what affects students to start a business with three factors: educational support, 
relational support and social environment support. The model was tested by a 
survey of 150 students in Binh Duong. The results of the survey revealed that all 
factors in the proposed model positively affected entrepreneurial intentions.

Social environment support had an association with entrepreneurial 
intentions. This result was the same with the studies of Stephen, Urbano, 
& Hemmen (2005), Turker & Selcuk (2009), Denanyoh, Adjei & Nyemekye 
(2015) and Ambat & Damit (2016). It should be probably explained that Binh 
Duong is a big province that focuses on young generations. Thus, they have 
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always tried to provide students with golden opportunities when starting a 
business. For example, Binh Duong might provide many entrepreneurship 
programmes which stimulate entrepreneurial intentions, as well as support 
funds which assist students to obtain financial assistance when they start 
a business. In addition, local areas have also simplified the procedures for 
establishment of a firm, because they know that students need time to 
understand all the policies and regulations when establishing a business. Also, 
this result reveals that students will care more when they are supported by 
the social environment, because this impacts their career selection to become 
entrepreneurs.

Family and friend support has positively impacted the entrepreneurial 
intentions of students in Binh Duong. The consequence of this study was 
similar to some previous research, such as by Tong, Tong & Loy (2011), 
Denanyoh, Adjei & Nyemekye (2015), Ambat & Damit (2016), Bosma, Hessels, 
Schutjens & Verheul (2011), Zellweger, Sieger & Halter (2011) and Asfawu 
(2015). In fact, if the students had a family background of doing business, 
parents would provide their children with knowledge and motivation and 
inspire their children to do business like them and parents would then become 
a role model or practical example that students wanted to follow and become 
entrepreneurs in the future. Moreover, the level of passion for doing business 
would increase if students received support (both spiritual and financial), not 
only from their family but also from their friends. Students would be more 
confident when they started a business, rather than receiving nothing from 
relational support. Moreover, financial support from family and friends could 
also be the type of support which encourages students when they start a 
business.

Educational support enhanced students’ entrepreneurial intentions. 
This was similar to the result of the models of Turker & Selcuk (2009), Gelard 
& Saleh (2010), Tong, Tong & Loy (2011) and Denanyoh, Adjei, & Nyemekye 
(2015). There are some reasons why the university plays a vital role in 
students’ entrepreneurial intentions. First and foremost, if students wanted 
to equip themselves with the knowledge and skills related to a business, 
the university is the best place for them and helps them to deal with issues 
when they run a business. Secondly, the university may provide a lot of extra-
curricular activities that help students, not only to study, but also to acquire 
valuable experience throughout the events. Lastly, there is nowadays a close 
relationship between university and business, with the purpose of providing 
students with practical skills and creating a playground for students to 
stimulate their intentions to start a business when they start working in the 
real working environment. 
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7.  IMPLICATIONS

The universities are required to organise start-up mentoring programmes, 
workshops and start-up contests. The purpose of these programmes is to 
give students opportunities to gain valuable experience and knowledge from 
successful entrepreneurs, who will inspire students to consider their intentions 
to start a business, as well as to help them to show the ability and skills required 
as entrepreneurs.

The universities should undertake the renovation and improvement 
of their education and training policies by investing in more practical extra-
curricular activities to encourage the development and creative thinking 
of students, so that they can come up with ideas and goals for their start-up 
projects. The universities should have educational programmes that not only 
focus on learning but also turn theory into practice, to give students a better 
understanding and help them to find the correct direction for their careers in 
the future.

The universities should establish start-up hubs to support and consult 
about entrepreneurship. These hubs would be places for students to shape and 
develop the ideas for their projects and centres which also provide students 
with accurate and necessary information about the policies, business laws, 
markets and investments which they want to take part in.

In addition, it is necessary to reform the legal environment and 
social policies in Binh Duong, in order to ensure uniformity in supporting 
and providing the necessary information to graduates when they have 
entrepreneurial intentions. The administrative bodies in local areas need to 
firm up their procedures and papers quickly and clearly, in order to avoid cases 
of cumbersome, time-consuming procedures, which affect the start-up process 
of individuals.

Administrative bodies in local areas should coordinate with the banks 
to provide investment funds to support start-up projects. Low interest loan 
policies for new businesses should be considered. Lastly, local areas need to 
establish start-up hubs where students can get support, such as introducing 
investment funds or open policies for businesses, consulting legal procedures 
and evaluating projects or ideas.
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8.  RESEARCH LIMITATIONS AND FUTURE 
DEVELOPMENT

8.1. RESEARCH LIMITATIONS

The first limitation concerns the research scope. This study was conducted 
in Binh Duong and focused on final year business students in Binh Duong. Thus 
the results and implications only apply to students in the area of Binh Duong. 

The second limitation concerns time constraints. This research was 
conducted to serve as a dissertation which was to be presented within 4½ 
months. Thus, the researcher did not have much time to go deeper and further 
into this topic. In addition, finding reliable materials and support research 
evidence from previous research was very difficult. It needed a lot more time to 
be complete. Thus, the research might have had a lack of research materials or 
reliable resources to support it and this might have affected the quality of this 
study, due to the time limitation. 

The last limitation is about the sample size and sample itself. The sample 
size for this study was about 150 respondents, which is less than in previous 
research (see Literature review). Moreover, the sample of this study was limited 
because it focused only on final business students. 

8.2. FUTURE DEVELOPMENT

Firstly, this research had time constraints. Thus, this research focused only 
on three factors, including educational support, social environment support 
and family and friend support (Peng, Lu & Kang, 2012). However, there are 
more than three factors affecting entrepreneurial intentions. Therefore, future 
studies should identify more factors affecting the intentions to start a business, 
such as attitudes towards risk taking, need for achievement, locus on control or 
personal traits, and so on.

Secondly, future research should investigate on a larger scale, with a larger 
number of respondents, in order to be more reliable and so that the data can be 
more valid for analysis. In addition, the study should not only focus on business 
students, but also on engineering or nursing students or even other disciplines, 
in order to have a comprehensive analysis about entrepreneurial intentions.
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ABSTRACT 

Forecasting macroeconomic variables such as gross domestic product (GDP), 
consumption, investments etc. is one of the most important tasks in predicting 
business cycles. Problems arise from the fact that many macroeconomic indicators 
are available only as lower frequency data and forecasting models generally 
require data to be of the same frequency. For example, GDP data is sampled 
quarterly, money and inflation are sampled monthly, while most interest rate data 
is sampled daily. Mixed Data Sampling (MIDAS) regression estimation technique 
overcomes these problems, enabling data sampled at different frequencies to be 
used in the same regression. Therefore, in this paper, Croatian quarterly real 
GDP is forecasted using monthly monetary aggregate M1 data and the MIDAS 
approach with the Beta and Almon weighting methods. An estimated MIDAS 
model using the Beta weighting method shows that monthly monetary aggregate 
M1 has an overall positive effect on quarterly real GDP, but the effect disappears 
quickly in lags. On the other hand, the estimated MIDAS model using the Almon 
weighting method shows that the overall effect of monthly monetary aggregate 
M1 on quarterly real GDP is also positive and decreasing in lags. However, in 
contrast with the Beta weights estimate, the lag coefficients show a linear pattern. 
In addition, computed static forecasts from MIDAS models show that monthly 
monetary aggregate M1 can be used for predicting Croatian quarterly real GDP.

Keywords: business cycles, MIDAS approach, mixed frequency data, mon-
etary policy 
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1.  INTRODUCTION 

Forecasting of macroeconomic variables is one of the most important 
tasks in predicting business cycles. Variables such as gross domestic product 
(GDP), consumption and investments are commonly used to measure business 
cycles. The problem is that many macroeconomic variables are available only as 
lower frequency data. For example, GDP data is sampled quarterly, money and 
inflation are sampled monthly while most interest rate data is sampled daily. 
The other problem is that forecasting models generally require data to be of 
the same frequency. When using one variable in order to forecast another, it is 
very important that between these variables exists a theoretical relationship. 
Therefore, in this paper Croatian quarterly GDP is forecasted using monthly 
monetary aggregate M1 data.

Blanchard (2005) defines business cycles as output fluctuations or 
movements in output around its trend, assuming that the economy is 
constantly hit by shocks caused by shifts in consumption, investments, changes 
in economic policy etc. These shocks, which may vary over time, have dynamic 
effects on output and its components. Samuelson and Nordhaus (2009) 
describe business cycles as short-term fluctuations in output, employment, 
financial conditions, and prices that can be controlled by fiscal and monetary 
policy. In addition, Samuelson states that monetary policy is the tool that 
countries most often use to stabilise the business cycle. Mishkin (2010) further 
states that evidence suggests that money plays an important role in generating 
business cycles, that is, changes in money growth might be a driving force 
behind business cycle fluctuations. By granting loans, banks create money 
whereby demand deposits are the most representative form of credit money. 
The regulatory process of granting loans in accordance with the requirements of 
the economy is entrusted to central banks and their monetary policy. However, 
the impact of credit expansion could be very strong, acting badly on economic 
activity and stability (Perišin, Šokman and Lovrinović, 2001). 

Several views, i.e. concepts, explain the connection between money and 
economic activity. Some authors say that money is a first-class and dominant 
factor of economic activity, while other authors say that money is only a means 
of exchange without its own meaning. Perišin, Šokman and Lovrinović (2001) 
classify these views into three concepts: monetary, non-monetary and complex. 
Monetary concept implies that monetary factors have a crucial role in economic 
activity and are the main causal factor of economic development. This means 
that a rise in money in circulation causes economic expansion and vice versa. 
Therefore, cyclical movements depend only on changes in money in the area of 
production, exchange and consumption. Non-monetary concept lies in the fact 
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that money, its quantity and other monetary factors do not determine economic 
activity, i.e. production, employment, investments and prices, but the opposite: 
monetary development is a consequence. Finally, complex concept is based 
on the view that changes of money are not the main factor that determines 
economic activity but are a prerequisite for economic development. Likewise, 
regarding the importance of money and its effects on economic cycles, Mishkin 
(2010) states that, today, Keynesians believe that money and monetary policy 
have significant effects on economic activity, but this was not the case during 
the 1950s and 1960s when they believed that monetary policy has no effect 
on aggregate production. At the same time, Milton Friedman and his followers 
represented the thesis of the strong impact of money on economic activity. 

The influence of money and monetary policy on economic activity can 
be analysed empirically through the transmission mechanism of monetary 
policy and its channels, such as traditional interest-rate channels, asset prices 
channels and credit channels (Mishkin, 2010). Analysis of the monetary 
transmission mechanism lies in the fact that expansionary monetary policy 
leads to an increase in aggregate demand and production. As summarised by 
Walsh (2010), one of the most important empirical pieces of evidence regarding 
the relationship between money and business cycles is the one by Friedman 
and Schwartz (1963a). In their study based on almost 100 years of data from 
the United States, they concluded that money does matter for business cycle 
fluctuations, i.e. that money causes output fluctuations. 

Despite a common opinion that money, in the short-term, affects output 
fluctuations and business cycles, there is an opinion that, in the long-term, 
money does not affect real variables such as real GDP and real interest rates. 
In the long-term, changes in money affect only nominal variables that are 
not adjusted for inflation, such as nominal GDP, nominal interest rates and 
inflation itself. This concept is often called the long-run neutrality of money 
(Škare, Benazić and Tomić, 2016). 

As stated before, the problem in forecasting macroeconomic variables 
also arises from the fact that forecasting models generally require data to be 
of the same frequency. Mixed Data Sampling (MIDAS) regression estimation 
technique overcomes these problems, enabling data sampled at different 
frequencies to be used in the same regression. For the purpose of the analysis, 
Croatian quarterly real GDP is forecasted using monthly monetary aggregate 
M1 data and the MIDAS approach, adopting the monetarist concept, meaning 
that money in the short-term has an influence on economic activity. From this 
arises the hypotheses which will be tested in this paper. The first hypothesis 
concerns whether the MIDAS approach can be used as a suitable method 
for forecasting Croatian real GDP and thus Croatian business cycles, while 
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the second hypothesis refers to the impact of money on economic activity, 
assuming that an increase in monetary aggregate M1, in the short-term, has a 
positive impact on economic activity in Croatia. 

The contribution of this paper to the existing literature is reflected in the 
fact that the MIDAS approach, as forecasting method, is tested on Croatian 
macroeconomic variables, keeping in mind that these estimation techniques 
are rather scarce in Croatian literature. The obtained results indicate that 
Mixed Data Sampling models can be used as an effective tool in Croatian 
macroeconomic prognostic practice, i.e. in predicting Croatian business cycles. 

The paper consists of four parts: introduction, literature review, 
methodology, analysis and results and conclusion.

2.  LITERATURE REVIEW

Traditional forecasting univariate and multivariate techniques for 
macroeconomic variables imply the use of standard estimation and forecasting 
time series methods such as ordinary least squares (OLS), VAR (vector 
autoregressive) and VEC (vector error correction) models, ARIMA, GARCH 
variants, different filtering techniques, etc. (see Greene (2002), Lütkepohl 
and Krätzig (2004), Stock and Watson (2006), Pesaran and Pesaran (2009) 
and Wooldridge (2012)). Vast literature exists on forecasting macroeconomic 
variables such as GDP using named techniques. The limitation of these 
traditional methods is that they require data to be of the same frequency, which 
is not the case in the everyday reality. The problem can be solved by using the 
MIDAS models. A short review of the literature related to forecasting GDP 
using MIDAS modelling techniques is given below. 

Kuzin, Marcellino and Schumacher (2009) compared the MIDAS and 
mixed-frequency VAR approaches for nowcasting and forecasting quarterly 
GDP growth in the euro area. They concluded that the approaches are rather 
more complementary than substitutes, since mixed-frequency VAR tends 
to perform better for longer horizons, whereas MIDAS is better for shorter 
horizons.

Perez Castaneda (2009) applied the Factor – MIDAS approach for 
forecasting Colombian GDP by estimating two forms of MIDAS projections: 
MIDAS with exponential Almon and MIDAS with unrestricted coefficients. The 
results show that the MIDAS projections do not outperform the benchmark 
when the forecast tests are applied. However, the results show some evidence 
that the MIDAS projections do better in the nowcast horizon.

Armesto, Engemann, and Owyang (2010) made a survey about methods 
for dealing with mixed-frequency data. They show that sometimes simply 
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averaging the higher-frequency data produces no discernible disadvantage 
while, in other cases, using MIDAS models may be more appropriate for 
forecasting. In their paper, they used simple time averaging, a step-weighting 
function and exponential Almon polynomial MIDAS to forecast several 
quarterly and monthly variables using monthly or daily data. They showed 
how these methods differ when the difference between the higher and lower 
sampling frequencies is increased.

Maier (2011) evaluated different approaches for using monthly indicators 
to predict Chinese GDP, employing three types of mixed-frequency models. 
By evaluating all models, he found that these models, or their combinations, 
could yield improvements in terms of RMSE’s of up to 60 percent over simple 
AR benchmarks.

Winkelried (2012) used the MIDAS approach to predict quarterly Peruvian 
macroeconomic aggregates with monthly indicators. The results show that the 
MIDAS approach is able to identify important signals of the dynamics of the 
quarterly aggregates, contributing to prediction accuracy in comparison with 
other models that use only quarterly data. 

Tsui, Xu and Zhang (2013) forecasted the GDP growth of Singapore using 
stock market return data, sampled at various high frequencies, by employing the 
MIDAS regression model. Besides the MIDAS model, they also employed a direct 
regression model on high frequency data and a time-averaging regression model. 
The obtained results show that MIDAS regression using high frequency stock 
return data produces a better forecast of GDP growth rate than the other models.

Barsoum and Stankiewicz (2013) combined the unrestricted MIDAS 
approach with a Markov-switching approach and proposed a new Markov-
switching MIDAS model with unrestricted lag polynomial (MS-U-MIDAS). By 
using a large dataset, they performed Monte Carlo experiments and an empirical 
forecasting comparison using data of the US GDP growth. The results show 
that the models of the MS-UMIDAS exhibit similar or better nowcasting and 
forecasting performance than their counterparts with restricted lag polynomials.

Franco and Mapa (2014) employed mixed frequency modelling by using 
state space models with time-varying parameters to analyse the dynamics 
of inflation and GDP growth in the Philippines. They found that the most 
important variables for forecasting the GDP growth are consumer and 
wholesale price indices, stock prices, exchange rate, real money supply and 
merchandise exports. 

Ferrara and Marsilli (2014) proposed an alternative approach to provide 
monthly nowcasts of the annual global growth rate using a Factor-Augmented 
Mixed Data Sampling (FA-MIDAS) model. In their analysis, they included a 
large monthly database of various countries and sectors of the global economy. 
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The results show the suitability of the approach in providing reliable forecasts 
of the world GDP annual growth on a monthly basis.

Lindgren and Nilsson (2015), by using the AR-MIDAS models, analysed 
three lag polynomials (the Almon lag, the exponential Almon lag and the beta 
lag) and several macroeconomic variables, sampled weekly or monthly. The 
results show that the AR-MIDAS achieves lower forecast errors compared to 
the benchmark model. 

Rufino (2017) used different variants of the MIDAS model for forecasting 
Philippine economic growth. The models were compared against each other and 
against traditional models. The obtained results show that the MIDAS model 
performs better than the usual forecasting models in forecasting Philippine 
economic growth.

Chikamatsu, Hirakata, Kido and Otaka (2018) analysed the approaches to 
forecasting Japanese quarterly GDP using monthly indicators. They compared 
several mixed frequency approaches, i.e. a bridge equation approach, MIDAS 
and factor-augmented version of these approaches and found that some of the 
analysed mixed frequency models record out-of-sample performance superior 
to an in-sample mean benchmark. 

Mikosch and Solanko (2019) used a set of indicators, mixed-frequency 
forecasting models, different forecast and nowcast horizons in order to forecast 
quarterly Russian GDP growth. They showed that the difference between 
bridge models, MIDAS models and U-MIDAS models are quite small, except 
during the recession period from 2008 to 2011, where U-MIDAS models and 
MIDAS models do better than bridge models. An interesting finding is that, in 
the period from 2012 to 2016, the best indicators for forecasting GDP growth 
were monetary, banking and financial market variables.

The conducted research suggests different results. However, it can be observed 
that the use of MIDAS models is more acceptable for short-term forecasts and that 
in many cases MIDAS produces better results than classical estimation techniques. 
For these reasons, in this paper, the Croatian quarterly GDP is forecasted using 
monthly monetary aggregate M1 and the MIDAS approach.

3.  METHODOLOGY, EMPIRICAL ANALYSIS AND 
RESULTS

Standard regression and forecasting models require the regressor data to be 
of the same frequency and structure as the dependent variable. However, this 
restriction is not always easy to meet in practice, since statistical data is collected 
and announced at different frequencies, i.e. annual, quarterly, monthly and 
even daily. Mixed Data Sampling (MIDAS) regression estimation technique 
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overcomes the problems when data is sampled at different frequencies in the 
same regression. Namely, the MIDAS approach incorporates the information in 
the higher frequency data into the lower frequency regression (Ghysels, Santa-
Clara and Valkanov (2004), Gyhsels, Santa-Clara and Valkanaov (2006) and 
Andreou, Ghysels, and Kourtellos (2010)). In contrast to classical approaches 
to estimation in mixed frequency data (i.e. the individual coefficients and 
aggregation approach), MIDAS estimation offers several weighting functions 
which reduce the number of parameters in the model by placing restrictions on 
the effects of high frequency variables at various lags such as Step weighting, 
Almon (PDL) weighting, Exponential Almon weighting, Beta weighting and 
the U-MIDAS weighting method1. 

The MIDAS model under consideration is as follows:

 
(1)

where yt is the dependent variable, sampled at a low frequency, at date t; 
Xt is the set of regressors sampled at the same low frequency as yt; is a set of 
regressors sampled at higher frequency with S values for each low frequency 
value; f is a function describing the effect of the higher frequency data in the 
lower frequency regression; β, λ and θ are vectors of parameters to be estimated 
while εt is an error term assumed to be serially uncorrelated and homoscedastic. 

In their review about measuring business cycles, Škare and Stjepanović 
(2016) stated that real GDP is a common way of measuring and determining 
the strength of a business cycle. Hitherto, the data consists of log-differenced, 
seasonally adjusted Croatian quarterly real GDP (DLRGDP) between 2000 and 
2018 and log-differenced, seasonally adjusted monthly monetary aggregate M1 
(DLM1) from 1998 to 2019. According to the Croatian National Bank (CNB) 
definition, monetary aggregate M1 (money in circulation or money) comprises 
of currency outside credit institutions, deposits with the CNB by other financial 
institutions, as well as demand deposits with credit institutions (Croatian 
National Bank, 2019). Within the structure of monetary aggregate M1, demand 
deposits are the largest component. Figure 1 shows the movement of the data. 
Data is obtained from the Croatian National Bank (2019) database. 

1  For the analysis, EViews (IHS Global Inc., 2019) econometric software is used.
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Figure 1. Croatian quarterly real GDP and monthly monetary aggregate M1 (log-
differenced, seasonally adjusted, in %)

Source: Authors’ calculations based on Croatian National Bank data (2019)

It is evident that both series obtain similar movements with a sharp 
decrease during 2008 because of a spillover effect of the global crisis on the 
Croatian economy. 

Two MIDAS models with the Beta and Almon weighting methods are 
estimated. The models are estimated with real GDP as the dependent variable 
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and a lagged value of real GDP as a regressor. Only the data between March 2001 
and March 2017 is used. The rest of the dataset is used for forecasting.

The first MIDAS model is estimated using the Beta weighting method while 
restricting the endpoints coefficient BETA03 to be zero. Monthly monetary 
aggregate M1 with nine lags is used as a set of higher frequency regressors. 
The monetary aggregate M1 data lags are offset by five months (i.e. to explain 
Quarter 1 real GDP, monetary aggregate data from the previous year’s February 
to October is used). The results are shown in Table 1.

Table 1. MIDAS estimation results – Beta (restricted endpoints), dependent variable 
DLRGDP 

Variable Coefficient Std. Error t-Statistic Prob.

C -0.073140 0.198484 -0.368490 0.7138

DLRGDP(-1) 0.015319 0.120981 0.126619 0.8997

DLM1(-5) Lags: 9

SLOPE 0.521009 0.162050 3.215125 0.0021

BETA01 0.954102 0.018268 52.22741 0.0000

BETA02 1.088086 0.163770 6.643970 0.0000

 R-squared 0.240945
 Mean 
dependent 
var.

0.395916

 Adjusted R-squared 0.190341
 S.D. 
dependent 
var.

1.353412

 S.E. of regression 1.217814  Akaike info 
criterion 3.305795

 Sum squared resid. 88.98424  Schwarz 
criterion 3.473056

 Log likelihood -102.4383
 Hannan-
Quinn 
criteria

3.371790

 Durbin-Watson stat. 1.902572

DLM1(-5) Lag Coefficient Distribution

0 0.226219      * 

1 0.047034    * 

2 0.044946    * 

3 0.043415    * 

4 0.042011    * 

5 0.040543  * 

6 0.038794  * 
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Variable Coefficient Std. Error t-Statistic Prob.

7 0.036239  * 

8 0.001808  * 

Notes: “D” indicates first difference, while “L” indicates logarithm of the variable. 
Optimisation method: initial OPG iterations followed by BFGS. Coefficient covari-
ance computed using observed Hessian. Convergence achieved after 9 iterations. 
Source: Author’s calculations

The results for the high frequency variables show that monthly monetary 
aggregate DLM1(-5) has an overall positive effect on Croatian real GDP as the 
SLOPE coefficient is a statistically significant 0.52.

In the next step, the shape of the weight function determined by the 
remaining MIDAS coefficients is analysed. The coefficient BETA01 is very close 
to one, so that the lag pattern depends primarily on BETA02. The estimate of 
BETA02 is positive and implies that the lag pattern is decreasing as shown in 
the lag coefficient graph (Distribution). Therefore, it can be concluded that the 
coefficient that the zero high frequency lag of monthly monetary aggregate 
M1 shows has a positive impact on quarterly real GDP, but the effect disappears 
relatively quickly.

To check the model reliability, the original Croatian quarterly real GDP 
data and MIDAS static forecast output based on the Beta weighting method are 
compared and shown in Figure 2. Static MIDAS forecast is performed over the 
period after the estimation sample (June 2017) to the end of the dataset.

Figure 2. Croatian quarterly real GDP and quarterly real GDP MIDAS static forecast 
(Beta method, in %, from June 2017 to the end of the dataset)

Source: Author’s calculations based on Croatian National Bank data (2019)
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It is evident that the forecasted values are very similar to the original real 
GDP data, indicating that monthly monetary aggregate M1 can be used for 
predicting Croatian quarterly real GDP.

The second MIDAS model is estimated using the Almon weighting method 
with a second-degree polynomial and automatic lag selection for a monetary 
aggregate M1 (up to a maximum of 12). The results are shown in Table 2. 

Table 2. MIDAS estimation results – PDL/Almon (polynomial degree: 2), dependent 
variable DLRGDP

Variable Coefficient Std. Error t-Statistic Prob.

C 0.112960 0.184689 0.611623 0.5431

DLRGDP(-1) 0.122587 0.116201 1.054950 0.2956

DLM1(-5) Lags: 3

PDL01 0.400831 0.113009 3.546887 0.0008

PDL02 -0.157740 0.054815 -2.877659 0.0055

 R-squared 0.206072  Mean dependent var. 0.395916

 Adjusted R-squared 0.167027  S.D. dependent var. 1.353412

 S.E. of regression 1.235223  Akaike info criterion 3.319944

 Sum squared resid. 93.07235  Schwarz criterion 3.453752

 Log likelihood -103.8982  Hannan-Quinn criteria 3.372740

 Durbin-Watson stat. 2.080191

DLM1(-5) Lag Coefficient Distribution

0 0.243092      * 

1 0.085352      * 

2 -0.072388  * 

Notes: “D” indicates first difference, while “L” indicates logarithm of the variable. Automatic 
lag selection, max lags: 12. Chosen selection: 3. 
Source: Author’s calculations 

It is clear that the automatic lag selection procedure chose three as the 
most appropriate high frequency lag length.

The results for the high frequency variables show that monthly monetary 
aggregate DLM1(-5) on Croatian real GDP is positive and decreasing in lags. 
However, in contrast with the Beta weights estimates, the lag coefficients show 
a linear pattern.

Again, to check the model reliability, the original Croatian quarterly real 
GDP data and MIDAS static forecast output based on the Almon weighting 
method are compared and shown in Figure 3. Static MIDAS forecast is 
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performed over the period after the estimation sample (June 2017) to the end 
of the dataset.

Figure 3. Croatian quarterly real GDP and quarterly real GDP MIDAS static forecast 
(PDL/Almon method, in %, from June 2017 to the end of the dataset)

Source: Author’s calculations based on Croatian National Bank data (2019)

As before, it is evident that the forecasted values are very close to the 
original real GDP data, indicating that monthly monetary aggregate M1 can be 
used for predicting Croatian quarterly real GDP.

In addition, this is confirmed by the root-mean-square error (RMSE) 
frequently used as a measure of the differences between values (sample or 
population values) predicted by a model. The RMSE is relatively small for 
both models. The RMSE for the first model is 0.250833, while for the second 
model it is 0.255635, meaning that the first model performs slightly better. 
The obtained RMSE values of both models are than compared with the RMSE 
value of the traditional simple OLS equation regression model for dealing with 
different frequency data that includes log-differenced quarterly real GDP, 
constant, single lag of log-differenced quarterly real GDP and single lag of log-
differenced monthly monetary aggregate M1. The RMSE value of this model is 
0.300747, which is higher when compared to the previous two models. 

The conducted analysis confirmed both hypotheses, proving that MIDAS 
models can be used as suitable methods for forecasting Croatian real GDP and 
accompanying business cycles and that an increase in monetary aggregate M1 
in the short-term positively affects economic activity in Croatia. 
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4.  CONCLUSION 

Forecasting macroeconomic variables is one of the most important tasks 
in predicting business cycles. The problem is that macroeconomic indicators are 
available at different frequencies (quarterly, monthly, daily etc.) and forecasting 
models usually require data to be of the same frequency. Mixed Data Sampling 
(MIDAS) regression overcomes these problems, enabling data sampled at 
different frequencies to be used in the same regression. 

When forecasting with more than one variable, it is very important that 
between variables exists a theoretical relationship. In this paper, Croatian 
quarterly GDP is forecasted using monthly monetary aggregate M1 data. 
Despite the existence of several views regarding the connection between 
money and economic activity, today’s dominant view implies that monetary 
factors have a crucial role in economic activity and are the main causal factor 
of economic development. Croatian quarterly real GDP is therefore forecasted 
using monthly monetary aggregate M1 data and the MIDAS approach with 
Beta and Almon weighting methods. The results show that monthly monetary 
aggregate M1 has an overall positive effect on quarterly real GDP, whereby 
computed static forecasts from MIDAS models show that monthly monetary 
aggregate M1 can be used for predicting Croatian quarterly real GDP.

The analysis has some shortcomings. For example, in this paper only one 
variable is used to forecast quarterly GDP. The extension of the analysis implies 
the possibility of including more data, such as weekly or even daily. Another 
possibility is to extend the current model by using the estimation of the Mixed 
Frequency VAR (vector autoregressive) model. VAR models are used to forecast 
interrelated time series and for analysing the dynamic influence of random 
disturbances on the system of variables, whereby Mixed Frequency VARs 
allow the variables in the model to be of a different frequency. Despite the 
shortcomings, the performed analysis in this paper is a good starting point for 
future research in the field of forecasting macroeconomic variables and business 
cycles of the Croatian economy, bearing in mind that MIDAS approaches, as 
relatively new forecasting techniques, are rather scarce in Croatian literature. 
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ABSTRACT

A common postulate among investors is that there is a positive relationship 
between stock returns and risk (volatility), meaning that investors expect higher 
returns on investments with higher exposure to risk and vice versa. This paper 
examines the relationship between index stock returns and volatility of returns 
in a small, undeveloped and emerging stock market, such as the Croatian stock 
market. In this analysis we use data from the Zagreb Stock Exchange. We focus on 
a comparison of stock returns between the general stock index CROBEX and five 
sectoral stock indexes: CROBEXindu (industry), CROBEXkons (construction), 
CROBEXnur (production and processing of food), CROBEXtran (transport), 
CROBEXturi (tourism). For all indexes, through the period from 2016 until 
2018, weekly returns, volatility (standard deviation) and their averages were 
calculated. The calculated returns and volatility of each sectoral index were then 
compared to the average returns and volatility of the general CROBEX index. By 
using rationing volatility, expressed as standard deviation of returns and average 
returns, it is possible to calculate the inversed coefficient of variation. The inversed 
coefficient of variation results in the number of return units for each risk unit, 
therefore providing insight into which sectoral stock index provides an optimal 
return to risk ratio. Furthermore, we especially focus on the tourism sector index 
(CROBEXturi) due to its importance for the Croatian economy, amounting to up 
to 20% of its annual GDP. Total investments in this sector are expected to grow in 
the future, as they have in past years. The goal of this research is to determine if 
returns of sectoral stock indexes from the Zagreb Stock Exchange are in a positive 
relationship with risk. As expected, the returns of observed stock indexes confirm 
the postulate of higher returns in all the considered industry sectors, where stock 
indexes with higher returns, although more profitable, are at the same time also a 
riskier investment. Conclusions from the analysis are that, through the observed 
period, sectoral stock index CROBEXturi delivers the best risk to returns ratio 
confirming considerable investment incentive in tourism.

Keywords: Croatian financial markets, risk, sectoral indexes, stock returns, 
volatility 
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1.  INTRODUCTION

Risk aversion is a known postulate in finances, since the inception of 
modern portfolio theory (MPT) established by Markowitz’s portfolio selection 
and the creation of Sharpe’s capital asset prices model (CAPM) in 1964 changed 
the way investors manage portfolios. Investors risk aversion is a common 
postulate in finances that proposes a positive connection between returns 
and risk. The basic idea is that investors expect higher returns while exposing 
themselves to more risk and vice versa; investors are willing to accept or tolerate 
more risk for higher returns.

The basic definition of risk is the probability of realising different 
values than expected values. Since, in finance, investors trade with assets, 
mainly stocks and securities, we can think of expected values as (expected) 
future prices. As mentioned earlier, crucial work in finance by Markowitz 
in portfolio selection was quantifying risk, while Sharpe attempted to 
eliminate some of the imperfections of the modern portfolio theory 
(Učkar, Benazić and Peša, 2017). Risk, as defined earlier, can be measured as 
volatility of stock returns.

For the purpose of this paper, risk is measured using standard deviation. 
The Croatian stock market is small and undeveloped with 130 stocks enlisted 
with a total market capitalisation of 246 billion kunas in 2019 (Zagreb 
Stock Exchange - ZSE, 2019). In the analysis we focus on the comparison 
between average stock index returns for 6 stock indexes (general stock 
index CROBEX and five sectoral stock indexes: CROBEXindu (industry), 
CROBEXkons (construction), CROBEXnur (production and processing of 
food), CROBEXtran (transport), CROBEXturi (tourism)), in the period from 
January 2016 until December 2018.

The hypothesis is that the riskier stock indexes provide higher returns 
as risk premiums. The scientific contribution of this paper is that even in a 
young, undeveloped and small stock market, such as that of Croatia, investors 
still follow common rules of risk return ratio. Despite the topic being well 
researched through the years, to the authors’ knowledge there has not been 
any similar recent research conducted on the Croatian stock market.

The remainder of this paper is organised as follows: Section 2 presents a 
short literature review and the theoretical foundation of research providing 
opposing conclusions from previous empirical works. Section 3 introduces 
the components of stock indexes, while discussing the methodology and 
data used in the analysis. In Section 4 the results are presented with a 
brief discussion and reasoning behind the analysis. The paper ends with a 
conclusion in Section 5.
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2.  LITERATURE REVIEW AND THEORETICAL 
BACKGROUND

There is a body of scientific work tackling the theoretical and empirical 
questions regarding investors’ risk aversion. Rabin (2013), using expected 
utility theory, explains that risk aversion is intuitive because utility function 
over wealth is concave. He states “we dislike vast uncertainty in the lifetime 
wealth because a dollar that helps us avoid poverty is more valuable than a dollar 
that helps us become very rich” (Rabin, 2013, 1); it is therefore easy to understand 
why investors are averse to large-scale risk.

Rabin and Thaler (2001) argue that risk aversion is not defined by utility 
theory but by concepts of loss aversion and mental accounting. Investors have 
higher aversion levels for losses than returns and take action in preventing 
losses by hedging and implementing risk management methods. After all, 
one rule in investing is “don’t lose money”. Similarly, Holt and Laury (2002) 
conclude that, as stakes rise, risk aversion amplifies, defining that high pay-off 
investments are followed by a significant increase in risk aversion.

More recently, theoretical work from Keller, Novák and Willems 
(2018) states that a more risk-averse decision maker might be more willing 
to take risky actions by taking learning and experimentation dynamics into 
consideration. Contrary to standard finance discarding investor’s irrationality 
by assumptions of efficient markets, behavioural finance starts from it, 
accepting the fact that human emotions like fear, panic and herd behaviour 
have a great impact on investor’s decisions, but this topic is outside of the 
scope of this paper. 

Berben and Jansen (2001) investigate the shifts in correlation patterns 
among international equity returns at the market level, as well as the industry 
level, using bivariate GARCH model on the German, Japanese, UK and the 
US markets in the period between 1980 and 2000. Their findings show that 
returns on sectoral indexes are more volatile than the returns on the general or 
corresponding market index. Surprisingly, in their findings mean and standard 
deviations for the Japanese market index are not in concordance with risk-
return trade-off. The basic explanation of efficient market hypothesis is that 
the market is efficient and whenever new information comes up the market 
absorbs it by correcting itself (Mockus and Raudys, 2010). 

Closer to the Croatian capital market, Harvey (1993) concludes that 
emerging markets are less efficient than developed markets. An analysis 
of efficient market hypothesis in a capital market similar to the Croatian 
economy was carried out by Jagric and Strasek (2005) on the Slovenian capital 
market. The results suggest that the efficient market hypothesis may not hold 
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for the Slovenian capital market. Efficient market hypothesis in a small open 
economy is researched on the Istanbul Stock Exchange by Ozdemir (2011). 
His findings prove that the Istanbul Stock Exchange is a weak version of an 
efficient market and defines three characteristics of an emerging market, 
such as: an undeveloped financial system, limited borrowing ability of 
commercial banks in national currency and frequent economic and political 
instability. Even today all three characteristics are in some sense applicable 
to the Croatian market. Efficient market hypothesis in the European stock 
market is analysed by Borges (2010), applied to stock market indexes of the 
UK, France, Germany, Spain, Greece and Portugal from January 1993 to 
December 2007. The results from their tests are mixed; increased market 
efficiency is found in the case of Greece and Portugal, which is consistent 
with their migration from emerging markets to developed markets. The 
author was surprised to find higher levels of efficiency in the French and 
UK test results which found the presence of strong mean and reversion in 
weekly returns. Borges (2010) analysed six countries (UK, France, Germany, 
Spain, Greece and Portugal) from January 1993 to December 2007. The 
results conclude that the market with the highest level of market efficiency 
is Spain. Interesting research on the topic of risk aversion and stock returns 
on the UK stock market was carried out by Kassimatis (2011) using a third-
degree stochastic dominance test. The results suggest that “Investors are risk 
averse for losses and like skewness and this risk preference creates a premium in 
stock returns” (Kassimatis, 2011, 737). According to results from Kassimatis 
(2011) the two-factor model used in the analysis is better at capturing investor 
preferences than the CAPM, implicating the possibility of achieving arbitrage 
returns similar in magnitude to the momentum returns, but with fewer 
stocks in their portfolios (Kassimatis, 2011, 737).

Similarly, Učkar and Nikolić (2007) put to the test the possibility of 
Security market line (SML) application on the recognition of mispriced shares 
on the Croatian capital market. Their results prove that the SML model is not 
applicable in the Croatian stock market, giving insignificant results. Učkar, 
Benazić and Peša (2017) test CAPM in share valuation on the Croatian stock 
market with the goal of using CAPM and SML models in identifying mispriced 
stocks in the period between 2002 and 2016. Contrary of their expected results, 
their conclusions from testing CAPM and SML models on the Croatian stock 
market indicate that “in the process of their decision-making, investors are mainly 
influenced by behavioural elements, first of all availability bias” (Učkar, Benazić 
and Peša, 2017, 228).
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3.  METHODOLOGY

In this paper we analyse the relationship between stock indexes returns 
and volatility or risk on the Croatian stock exchange (Zagreb Stock Exchange 
– ZSE) in the period from January 2016 until December 2018 with the goal of 
determining the relationship between stock indexes returns and risk in the 
small, open and undeveloped capital market of Croatia. In analysis, first are 
calculated stock indexes returns and their standard deviation on the Zagreb 
stock exchange with the goal of determining which sector provides the best 
risk to return ratio.

For the purpose of analysing the relationship of stock indexes returns 
and risk on the Croatian stock exchange we first calculate the returns and the 
standard deviation of returns for the general CROBEX index, followed by five 
sectoral stock indexes: CROBEXindu (industry), CROBEXkons (construction), 
CROBEXnur (production and processing of food), CROBEXtran (transport), 
CROBEXturi (tourism). It is important to note that dividend payments are not 
included by any stock indexes prices in the analysis. The composition of each 
index is compiled in the following Table 1.

Data for calculating stock indexes returns is provided by the ZSE on a 
weekly basis. We used the closing price of each Friday in the period from January 
2016 until December 2018, where the total number of observations is 156 for 
each index in the sample. It is important to note that, for occasions when stocks 
were not traded on Friday, we used the previous closing price, usually form the 
day before. For the purpose of this paper, we can use average returns of the 
general CROBEX stock index as an approximation of average market returns in 
the period from January 2016 until December 2018.

Table 1. Stock indexes compositions of selected indexes on the Zagreb stock exchange

INDEX

1. CROBEX (general index)

AD PLASTIK d.d.
ARENA 
HOSPITALITY 
GROUP d.d.

ATLANTSKA 
PLOVIDBA d.d. DALEKOVOD d.d.

ADRIS GRUPA d.d. ATLANTIC GRUPA 
d.d.

ĐURO ĐAKOVIĆ 
GRUPA d.d.

ERICSSON NIKOLA 
TESLA d.d.

HT d.d. JADRAN d.d.* KRAŠ d.d.* OT- OPTIMA 
TELEKOM d.d.

INGRA d.d.* KONČAR d.d. MAISTRA d.d. PODRAVKA d.d.

VALAMAR RIVIERA 
d.d.

BRODOGRADILIŠTE 
VIKTOR-LENAC d.d.*

ZAGREBAČKA 
BANKA d.d. -
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INDEX

2. CROBEXindu

AD PLASTIK d.d. ĐURO ĐAKOVIĆ 
GRUPA d.d. KONČAR d.d. ERICSSON NIKOLA 

TESLA d.d.

BRODOGRADILIŠTE 
VIKTOR-LENAC d.d. - - -

3. CROBEXkons

DALEKOVOD d.d. INGRA d.d. - -

4. CROBEXnutr

ATLANTIC GRUPA d.d. VIRO TVORNICA 
ŠEĆERA d.d. KRAŠ d.d. PODRAVKA d.d.

5. CROBEXtran

ULJANIK PLOVIDBA 
d.d.

ATLANTSKA 
PLOVIDBA d.d.

6. CROBEXturi

JADRAN d.d. VALAMAR RIVIERA 
d.d. MAISTRA d.d. PLAVA LAGUNA d.d.

ARENA HOSPITALITY 
GROUP d.d. - - -

Source: Authors’ compilation of data from ZSE, available from https://www.zse.hr/default.
aspx?id=43538 (18.4.2019.) 
* stocks expelled by Decree of the ZSE from the general index (CROBEX) on March 18, 2019

3.1. CALCULATING STOCK INDEXES RETURNS AND 
STANDARD DEVIATION

To calculate weekly returns of stock indexes we use the following formula:

 
(1)

Where is weekly return on Friday t that is calculated as a natural logarithm 
of closing stock index price on Friday, divided by the closing stock index price 
from the last week’s Friday . By calculating weekly stock indexes returns, we 
are able to calculate weekly standard deviation for the observed period as well 
as average returns respectively. Standard deviation is, as usual, calculated using 
the common formula:

 
(2)
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Where denotes standard deviation (SD), is average weekly return on Friday 
t as stated in (1) while denotes average returns, n is number of observations. 
Since average weekly stock index returns and average standard deviation 
fail to provide clear insight into which stock index has optimal return to risk 
ratio, we calculate the inversed coefficient of variation. The inversed coefficient 
of variation () is calculated as the ratio of average weekly returns and average 
standard deviation, whereis average standard deviation and represents average 
returns.

 
(3)

Since the inversed coefficient of variation puts in relation average stock indexes 
returns and average standard deviation (volatility), the coefficient depicts the 
return gained per additional unit of risk. The results of the mentioned statistical 
measures are compiled in Table 2. 

The results of calculations shown in Table 2. are in concordance with the 
investors being averse to risk, meaning that stock indexes that are offering 
higher returns are, in general, riskier. Since the general stock index CROBEX is 
composed of 19 mostly liquid stocks traded on the ZSE, we can assume that it 
can represent a balanced investment with moderate risk and returns, while also 
being an approximation of market returns.

The limitations of the Croatian stock market are clearly shown in the 
composition of stock indexes, meaning that of 130 stocks enlisted on ZSE, 
only 19 fulfil the required criteria to be included in the general CROBEX index. 
Needless to say, the Croatian stock market is small, prone to liquidity problems 
and that creating a well-diversified portfolio would be a challenge.

4.  RESULTS AND DISCUSSION

The results show that the general CROBEX index has an average return 
of 0.035% for the whole period, with standard deviation of ±1.328% and 
the inversed coefficient of variation of 0.026. Stock indexes CROBEXindu, 
CROBEXnutr and CROBEXtran have negative average returns, while also having 
higher volatility than the general index, making them a riskier investment with 
smaller returns, certainly contradicting the theoretical framework established 
in Section 2. CROBEXkons index average return amounts to 0.086%, certainly 
higher returns than the general index, but it carries significantly more risk with 
standard deviation of ±5.293% and the inversed coefficient of variation reflects 
the return to risk ratio amounting to 0.016, meaning that additional 0.016 
units of returns are added for each additional 1% of risk exposure. To conclude, 
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the last stock index is CROBEXturi, whose average returns amount to 0.254% 
with standard deviation of ±1.791%, while the inversed coefficient of variation 
is 0.142, meaning that when investors suffer 1% of additional risk, returns of 
the CROBEXturi sectoral index rise by an additional 0.142 units. The results of 
the analysis are in concordance with risk aversion, at least for the indexes that 
achieve positive returns (general CROBEX, CROBEXkons and CROBEXturi). 
The indexes offer higher returns, but at the same time higher risk.

Ranking the after mentioned indexes by returns, as expected, the general 
CROBEX index has the lowest returns of 0.035%, followed by CROBEXkons 
index with returns 0.086% and the last index with the highest returns is 
CROBEXturi index of 0.254%. Earlier in this paper it is stated that risk is 
measured as volatility of stock indexes returns and calculated as standard 
deviation of average weekly returns. Surprisingly, stock index CROBEXkons 
has the highest standard deviation (±5.293%) of the three with positive 
returns, while its returns are lower than CROBEXtur stock index, meaning 
that investing in CROBEXkons cannot be advised. The results certainly are 
in contradiction with the theoretical and empirical implications in Section 2. 
Based on the results in Table 2., it is possible to conclude that, with the goal of 
maximising returns, investors should invest in the CROBEXturi stock index or, 
if the goal is higher risk diversification, in the general CROBEX stock index.

From the provided results it is possible to conclude that risk aversion is a 
common postulate among investors, even in the small, undeveloped and still 
emerging Croatian capital market, since sectoral stock indexes provide higher 
returns (CROBEXkon against the market returns (general CROBEX stock 
index)), but at a higher risk, as a consequence of sectoral stock indexes being 
less diversified. Furthermore, “the elephant in the room” are surprisingly low 
return rates in the analysed period between January 2016 and December 2018 
that makes the rationale for investing in stock market indexes difficult.

Putting the obtained results into the context of tourism and 
entrepreneurship, the rationale for investing is valid only for stocks from 
the tourism sector. On top of that, excluding the general CROBEX index, the 
tourism stock index is composed of five stocks, which makes it “wholesome”. 
The other sectoral stock indexes are composed of less than five stocks, which 
makes their analysis questionable.

Even with these research limitations, the obtained results are indicative 
in the following discussion. Investments in companies depend on numerous 
factors, while among them the most significant are rationality of investment 
and the possibility of prediction of their future values. In sectors where such 
behaviour is lacking, the question arises of the rationality of undertaking any 
investments in those sectors.
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Table 2. Average weekly stock indexes return, standard deviation and coefficient of 
variation from January 2016 until December 2019

INDEX

CROBEX (general index)

Year Average weekly 
returns

Standard 
deviation 

Coefficient of 
variation

2016 0.352% 1.237% 0.284

2017 -0.152% 1.641% -0.093

2018 -0.101% 0.959% -0.105

Whole observed 
period 0.035% 1.328% 0.026

CROBEXindu

Year Average weekly 
returns

Standard 
deviation 

Coefficient of 
variation

2016 0.433% 2.196% 0.197

2017 -0.103% 3.187% -0.032

2018 -0.541% 2.217% -0.244

Whole observed 
period -0.067% 2.604% -0.026

CROBEXkons

Year Average weekly 
returns

Standard 
deviation 

Coefficient of 
variation

2016 0.335% 3.573% 0.094

2017 0.064% 4.894% 0.013

2018 -0.145% 6.893% -0.021

Whole observed 
period 0.086% 5.293% 0.016

CROBEXnutr

Year Average weekly 
returns

Standard 
deviation 

Coefficient of 
variation

2016 0.259% 2.033% 0.127

2017 -1.153% 3.692% -0.312

2018 0.113% 1.753% 0.065

Whole observed 
period -0.257% 2.707% -0.095
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INDEX

CROBEXtran

Year Average weekly 
returns

Standard 
deviation 

Coefficient of 
variation

2016 0.569% 3.519% 0.162

2017 0.333% 3.413% 0.098

2018 -0.926% 4.386% -0.211

Whole observed 
period -0.005% 3.852% -0.001

CROBEXturi

Year Average weekly 
returns

Standard 
deviation 

Coefficient of 
variation

2016 0.606% 2.131% 0.284

2017 0.196% 1.703% 0.115

2018 -0.046% 1.390% -0.033

Whole observed 
period 0.254% 1.791% 0.142

Source: Authors’ calculations based on data from ZSE https://www.zse.hr/default.
aspx?id=43538 (18.04.2019)

The obtained results from our analysis indicate that investment behaviour 
is anything but rational, in that the conditions for investments, crucial for the 
linear (balanced) economic growth of any economy, will be lacking.

Established rational behaviour of returns and risk in the tourism sector 
certainly favours the current investment climate and represents favourable 
ground for future investments that will increase the efficiency of the tourist 
sector. Future growth of investments will contribute to future stock prices 
development on the market, making them more profitable and closing the 
circle. Rational behaviour in the tourism sector stimulates new investments 
that result in increased returns and decreased risk, therefore contributing to the 
efficient and rational behaviour of stock prices. The following question arises: is 
the rationality of tourism stock index returns and risk a cause or consequence 
of rational investments in the tourism sector? This question we leave open for 
future studies. 

Regardless of the answer, it is necessary to wonder if this is the structure of 
economic growth and development that we strive for. Tourism has contributed 
up to 20% of the Croatian GDP in recent years, making the sector an important 
part of our economy. The authors’ opinion is that the high share of the tourism 
sector in the Croatian GDP, as well as reliance on it as a driver of economic 
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growth and development, imposes high risk exposure to the Croatian economy. 
Any event that affects arrivals of guests, being it ecological, climate, political, 
migration or terrorism related, will lead to a significant decrease in the GDP of 
Croatia, at the same time increasing the systemic risk to the country. 

Therefore, the best that the creators of economic policy can do for Croatian 
tourism is to support other sectors of the economy. The golden rule of risk 
management imposes that diversification is the foundation for decreasing 
risk exposure. Using the Croatian economy as an example that would mean 
undertaking measures with the goal to attract investments in other sectors 
of the economy. Only with the development of other sectors, it is possible to 
decrease the dependence of the Croatian economy (GDP) on tourism, while the 
tourism sector will continue with investments at the same level as today. It is 
important to stress that there is no problem with the share of the tourism sector 
in GDP being extremely significant; the problem lies in the lesser importance of 
other sectors. 

5.  CONCLUSIONS 

Risk aversion is a common postulate among investors. Ever since the 
establishment of modern portfolio theory by Harry Markowitz, risk has had 
a crucial role in portfolio management. Furthermore, there is considerable 
theoretical and empirical work backing up risk aversion in finance. The Croatian 
stock market is still young, small and undeveloped. According to modern 
portfolio theory, a well-diversified portfolio is composed of in excess of 50 
stocks, keeping that in mind that the general CROBEX stock index is composed 
of only 19 stocks out of 130 enlisted in the stock market. 

The analysis in this paper was conducted with the goal of determining if 
there is a connection between stock returns and risk on the Croatian stock 
market. With the goal in mind, the authors investigated the risk to return 
ratio on the general stock index and five sectoral indexes. Although the results 
of this analysis are mixed, in general the results are in concordance with the 
risk aversion postulate. Through the analysed period from January 2016 and 
December 2018, weekly average returns of only three stock indexes (general 
CROBEX index, CROBEXkons and CROBEXturi) achieve positive returns that 
are close to 0%, indicating that, with the higher risk exposure (in comparison 
to securities), stock indexes on the Croatian capital market are not a viable 
investment.

The attained results from the analysis still impose the need to undertake 
active economic policy measures, jumpstarting other sectors with investments, 
with the goal of lowering the influence of yearly results of the tourism sector 
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on the Croatian GDP. Implementing such measures would have a diversifying 
effect and lowering systemic risk, while simultaneously expecting rational 
development of financial assets (stocks and securities) on the capital market.
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ABSTRACT 

The paper examines the drivers of wages in Croatia and Slovenia based on 
yearly data on the set of variables obtained from the Eurostat database. The set of 
variables reflects the possible directions which could affect wages considering, for 
example, household consumption, high-tech exports, human resources in science 
and technology. To enable comparisons between the two countries included in the 
research, namely Croatia and Slovenia, we conducted the analysis with the same 
set of variables. Due to constraints with the availability of data, which represents 
the major limitation in this research, we specify the number of common drivers, 
namely: functioning of the macroeconomic environment, labour market 
functioning and innovation. We apply a bivariate and multivariate analysis to 
study the relationships between observed variables and defined constructs. Based 
on the results obtained, the model for Croatia has not proven to be significant, 
whereas for Slovenia we can conclude that innovation is the predominant factor 
in explaining wages. 

Keywords: innovation, labour market, wages, working time
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1.  INTRODUCTION 

Wages are determined by the interaction between labour demand and 
labour supply in the labour market. According to the theoretical foundations 
(see, for example Barro, 2008; Mishkin, 2012), labour demand can be derived 
from the objective of profit maximisation by companies. A company will be 
willing to hire workers and find it profitable, as long as the marginal product 
of labour will exceed the costs of hiring workers, i.e. wages. Companies will no 
longer be interested in hiring workers when the marginal product of labour 
falls to the wage rate, so that hiring other workers does not add to profits. On 
the other hand, labour supply is the quantity of labour supplied when wages 
are high, so it is the quantity of labour supplied (motivation to work is higher 
when wages are also high). The labour market is dynamic and any changes in 
labour supply or labour demand lead to a new labour market equilibrium (see, 
for example Heckman, 1974). 

Interaction between labour demand and labour supply is subject to 
different influences which act in a multiple and interrelated manner. Those 
drivers of wages are of a different nature but can be seen as, on one side, those 
related to the business cycle and, on the other, those which act as non-market 
determined. 

In times of good economic conditions, the economic activity prospers, and 
employment is high. Employers are more optimistic about the future, risks 
and uncertainty are lower and employers are more willing to hire workers and 
pay higher wages. An important factor in shaping wages is labour productivity 
(Meager and Speckesser, 2011; ILO, 2018). If labour productivity per unit of 
labour input ceteris paribus increases, then labour demand would also rise, 
because company profits would increase. 

Innovation, technological changes and human capital growth are among 
other drivers of wages which could be detected. On the other hand, institutions, 
labour laws, employment regulations and unions also have an important role 
and can have influence on company flexibility in hiring and firing workers, 
wage setting and terms of employment (Ortiz and Bautista, 2019; Koeniger, 
Leonardi and Nunziata, 2007). 

The aim of this paper is to examine the drivers of wages in Croatia and 
Slovenia based on yearly data on the set of variables obtained from the Eurostat 
database. To enable comparisons between the two countries included in the 
research, namely Croatia and Slovenia, we conducted the analysis with the 
same set of variables. Due to the limited availability of data, which represents 
the major limitation in this research, we specify the number of common drivers, 
namely: functioning of the macroeconomic environment, labour market 
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functioning and innovation. The findings of our research can contribute to 
setting the appropriate pace of economic policy in reaching a stable, prosperous 
and competitive economy, taking into account measures to boost innovation, 
productivity growth and small and medium enterprises (SMEs) growth. 
The paper is structured as follows: following the literature review, we 
present a short overview of labour market in Croatia and Slovenia. Sec-
tion four provides a presentation of the data and methods used in the 
empirical research. The next two sections provide results and discus-
sion. The final section concludes.

2.  LITERATURE REVIEW 

The study of Pearce et al. (1976) introduced a model of output, employment, 
wages and prices for the case of the United Kingdom (UK). The study is based on 
the econometric model of a set of equations with numerous variables formed in 
constructs considering production, employment, wages and pricing decisions of 
industry and the corresponding actions of importers and retailers. To name the few 
which also support our model: total production, household consumption, labour 
costs, capital costs, employment rate, exports and imports, tax payment, fixed 
capital formation, unemployment rate and price index. The authors also paid a lot 
of attention to econometric modelling of choices which cannot be independent. 

Wages have a complex role in the economic and social environment as 
the basis for spinning the daily activities. Doms et al.’s (1997) cross-sectional 
results showed that plants that use a large number of new technologies employ 
more educated workers, employ relatively more managers, professionals and 
precision-craft workers and also pay higher wages. On the other hand, their 
longitudinal analysis shows little correlation between skill upgrading and the 
adoption of new technologies, so it seems that plants that adopt new factory 
automation technologies have more skilled workforces both pre- and post-
adoption. The relationship between wages and labour productivity growth 
and its impact on employment outcomes can be explained through the 
short, medium and long terms. If we look from the short term point of view, 
standard microeconomic theory explains a very clear relationship between 
the mentioned categories: labour productivity, labour and wages, where wages 
correspond to the marginal productivity of labour and can be derived from 
the profit-maximising behaviour of firms (Maeger and Speckessen, 2011). 
This model, with its key assumption that labour productivity developments 
are exogenous and wages adjust to labour productivity, was used to justify 
wage-setting rules aiming to ensure that wage growth does not exceed labour 
productivity growth, in order to generate full-employment. 
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The other two perspectives, in the medium and short terms give other 
explanations. Maeger and Speckessen (2011) concluded that economic 
literature commonly attributes medium-term divergences of wage growth 
from that warranted by labour productivity growth to wage “rigidities” 
associated with institutional features of the bargaining system. Moreover, they 
said that this case is often cited to explain persistent unemployment which was 
the result of the oil shocks of the 1970s in many countries which was, in some 
cases, aggravated by monetary policy responses. The medium-term theory was 
especially interesting for Blanchard (see, for example, Blanchard, 1997). 

The theory of “endogenous growth” goes against the rules of traditional 
microeconomic analysis, that is, technological change is exogenous, especially 
in the long run. There are few variations of this model; for example, “excessive” 
wage growth may be one of the factors stimulating capital investment in new 
technology; wages growth greater than labour productivity still leads to lower 
employment in the long-run or the endogenous technological change generates 
externalities beyond the investing firm which benefit employment. Regarding 
the long-term, Maeger and Speckessen (2011) concluded that the introduction 
of endogenous technological change in such models breaks the simple link 
between wages growth and employment growth (via labour productivity) 
and allows for the possibility that wage moderation below labour productivity 
growth at the national level may fail to have the anticipated employment 
benefits. 

Che Ahmat et al. (2019) studied the effects of minimum wage policy 
implementation forming constructs via structural equation modelling. The 
aim was to study the effects of minimum wage policy implementation on 
hotel employees’ perception of the minimum wage policy in combination with 
compensation satisfaction and overall quality of life. Therefore, the authors 
considered and included several aspects in their empirical study as, for example: 
spending, living costs, purchasing power and the economic activity of the 
country. The measurement model proved to be reliable and valid. The authors 
conclude that the minimum wage policy implementation affects compensation 
satisfaction and quality of life.

To model the wage relations and quality of work Vandenbrande et al. (2013) 
considered different characteristics and dimensions at the individual, company 
and macroeconomic levels. The authors suggest that wage relations and quality 
of work outcomes can be conceptualised according to the level of outcome. 
Therefore, at the individual level, the worker will express more or less career 
and employment security, accomplish a certain level of skill development and 
enjoy a good reconciliation between work and private life. At the company 
level there are e.g. productivity levels, workers’ mobility and absence rates, 
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whereas, at the macroeconomic level, wage relations and quality of work can 
be expressed as, in general, good macroeconomic performance comprising of 
a high living standard, dynamic exports and imports, innovative activity and 
high employment rates. 

There are not many articles that analyse wages in Croatia, but among those 
that did so are those related to wage trends (Nestić, 2009), where the author 
highlights the fact of the tendency of minimising the share of wages in the gross 
domestic product (GDP), which implies that the work became less appreciated. 
The author discussed the question of minimum wage bargaining and concludes 
that the new minimum wage will bring additional tension, especially in labour 
intensive activities. Economic performance might bring social distortions and 
changes in wage trends. The differences in wages between the public sector, 
state-owned enterprises and the private sector in Croatia were analysed by 
Nestić et al. (2015). This study compares wage gaps between the public sector, 
state-owned enterprises and the private sector, using regression estimates 
and the Oaxaca-Blinder decomposition method. The results suggest that the 
wage gap has been continuously narrowing between the public and private 
sectors. Later, the wage impacts in the public sector on economic activity 
was analysed by Palić and Krizel (2018). The long-term effect of public wages 
on Croatian economic activity is analysed using the Johansen cointegration 
approach, suggesting that increases in public wages do cause decreases in 
economic activity in the long-term, which is an important conclusion for 
fiscal policy and economic policy decision makers. Bogdan and Ivanda (2018) 
studied the emigration effects on wages. The authors point out insufficient 
empirical findings of emigration effects on wages in the source country. 
Therefore, it is hard to make general conclusions, although the analysis for 
Croatia demonstrates a positive relationship between emigration and wages. 
It is important to take into account different variables as well, e.g. general 
macroeconomic environment, educational level, labour market functioning 
etc. To sum up, there are rare studies on the drivers of wages in Croatia.

The wages in Slovenia have been analysed by few studies. For example, 
Vodopivec and Orazem (1995) studied the changes in wage structure during 
the transition in Slovenia. The wage equation included different levels of formal 
education, years of employment, ethnicity dummy variable, dummy variable 
for industry of employment, dummy variable for regular/temporary working 
arrangement and work duration. The specified wage equation model was used 
to study the effects of economic transition on the labour market: on returns 
to education, on returns to job experience, changes in wage inequality and 
wage differences between men and women. The authors conclude that relative 
wages and employment rose for the educated and fell for the least educated. 
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Increasing returns to education and experience contributed to wage inequality; 
minimum wage formation did not prevent wage variations and, in relation to 
men, women gained in both wages and employment. Bojnec (2003, 2004), on 
the other hand, used the panel data regression approach comprised of Slovenian 
enterprises to detect wage formation in the early stages of transformation. It 
is confirmed that individual human capital plays an important role in wage 
formation, while transformation is not a uniform process inducing different 
labour cost adjustments and wage responses to shocks. From the data analysed, 
it was obvious that wages in Slovenia are higher than labour productivity, also 
when considering the comparison with other transition Central and Eastern 
European countries. During the transition period, the results suggest that other 
factors play an important role in explaining wages and that, at that time also, 
the adjustment towards European Union (EU) membership. Laporšek et al. 
(2019) analysed the spillover effects of a minimum wage increase in Slovenia, 
based on the employer-employee panel dataset and the difference-in-difference 
approach. The results suggest that, in March 2010, the minimum wage increase 
in Slovenia increased the concentration of low-paid workers, mostly for those in 
market services, the young, least educated and with the least work experience, 
producing higher spillover effects among young and older workers. 

3.  SHORT OVERVIEW OF LABOUR MARKET IN CROATIA 
AND SLOVENIA 

The economic performance for Croatia and Slovenia in the studied period 
2006-2018 has been faced with the economic crisis during the period 2008-2013, 
when real GDP per capita decreased significantly. In the studied period, the most 
obvious fall in real GDP per capita in Slovenia was in the years 2008/2009 when 
real GDP per capita fell from 19,200 EUR to 17,600 EUR, and then again in the year 
2013 in comparison with the year 2008, when real GDP per capita was 17,200 EUR 
(in comparison with 19,200 EUR in the year 2008). On the other hand, Croatia 
has been struggling with constant decreases in real GDP per capita in the period 
2008-2013, with levels of real GPD per capita of 11,500 EUR in the year 2008 and 
10,600 EUR in the year 2009 and 10,300 EUR in the year 2013 (see, Figure 1). After 
that period, Croatia has only slowly seen recovery, with figures above those from 
the pre-crisis period, reaching those numbers in the year 2016. The positive trend 
that followed is the result of increased personal spending and a continued increase 
in tourism revenue. Since 2013, Slovenia has faced un upward trend in the real 
GDP per capita, reaching the pre-crisis level after the year 2016. The increase in 
exports, as well as the accelerated growth in private consumption and investment, 
particularly in construction, have had an impact on the rise in GDP.
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Figure 1. Real GDP per capita, in EUR (at constant prices of the year 2010), 2006-2018

Source: Eurostat database, 2019

The recovery in the economic activity is evident also in the labour market 
efficiency. The total employment rate of persons aged 15-64 in the studied 
period 2006-2018 is for both analysed countries somehow symmetric, along 
with the movements in real GDP (Figure 2). This is consistent with economic 
theory, as employers are again more optimistic about future development 
and risk and uncertainty are not so present in times of favourable economic 
conditions, while employers are also more willing to hire workers also under 
different terms of employment than in times of economic recession, when the 
prevalence is on temporary employment and, consequently, unemployment is 
higher (see, Figure 3).

Figure 2. Employment rate, 15-64, % of total population

Source: Eurostat database, 2019
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As regards the Slovenian economy, the increase in economic activity 
and the resulting optimism after the crisis have positively affected 
employment and unemployment sharply decreased. Favourable economic 
conditions are reflected in fewer redundant workers, fewer employed on a 
temporary contract basis and fewer young first-time jobseekers. The greatest 
increases in employment are evident in the following business sectors: 
construction, transport and storage, information and communications 
and manufacturing. On the other hand, there is a shortage of information 
communication technology professionals (they amount to approximately 
41,000), health professionals (Slovenia imported 958 doctors and dentists 
in the last twelve years) and science and engineering professionals (there is 
a lack of interest in studying natural sciences, mathematics and engineering 
among students) in the labour market in Slovenia (Cedefop Skills Panorama 
for Slovenia). 

Figure 3. Unemployment rate

Source: Eurostat database, 2019 

The Croatian labour market has also been faced with labour shortages due 
to demographic trends and ageing population as well as significant emigration 
(36,436 people emigrated in 2016 according to CBS) to other European Union 
Member States. This situation was reflected in the decisions of the Government 
of the Republic of Croatia to establish an annual quota for work permits for 
foreigners. The dominant sectors in the quotas are the construction and 
tourism sectors. They are followed by the sectors of transport, metal processing 
industry, health and agriculture and forestry, where a further increase of labour 
needs is expected (EURES, 2019).
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Labour productivity per hour worked is calculated (Eurostat, 2019b) as real 
output per unit of labour input. Measuring labour productivity per hour worked 
provides a better picture of labour productivity developments in the economy 
than labour productivity per person employed, as it eliminates differences in the 
full time/part time composition of the workforce across the countries and years. 
Innovation and technological advances, as well as human capital and physical 
capital growth, boost labour productivity. Trends in labour productivity per hour 
worked for Croatia and Slovenia are presented in Figure 4. 

Figure 4. Labour productivity per hour worked

Source: Eurostat database, 2019 

Comparing Croatia and Slovenia, the nominal labour productivity per 
hour worked in the studied period 2006-2018 is for Croatia constantly lower, 
which might indicate better preconditions for labour productivity in Slovenia 
and better acceleration of physical capital, human capital, innovation and 
technological changes than in Croatia. Furthermore, the average research and 
development (R&D) expenditures in the period 2006-2017 for Slovenia were 
2.04% of GDP, while in Croatia, only 0.80% of GDP. Additionally, the average 
weekly hours worked of full-time employees in 2018 for Slovenia were 41.4 
hours, while for Croatia, 40.9 hours and have been constantly lower in the 
period 2006-2018 for Croatia. In 2018 the average gross monthly wage was 
1,144.25 EUR in Croatia, while in Slovenia it was 1,681.55 EUR. The trends in 
average gross monthly wages for Croatia and Slovenia are presented in Figure 5.
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Figure 5. Average gross monthly wages

Source: SORS and CBS, 2019 

4.  EMPIRICAL ANALYSIS 

4.1. DATA 

As the aim of the paper is to examine the drivers of wages in Croatia 
and Slovenia, we collected yearly data for the period 2006-2018 on the set 
of variables obtained from the Eurostat database (Eurostat, 2019a). The data 
was collected regarding the hypotheses derived from the literature review 
and availability of data. The set of variables reflects the possible directions 
which could affect wages. Therefore, the variables included in the analysis 
are: final consumption expenditure of households, current prices in mio 
EUR (x1), gross fixed capital formation, in current prices in mio EUR (x2), 
exports of goods and services, in current prices in mio EUR (x3), employment 
rate, % of total population aged 15-64 (x4), unemployment rate, % of labour 
force (x5), long-term unemployment rate, % of active population aged 15-64 
(x6), research and development (R&D) expenditures, % of GDP (x7), human 
resources in science and technology (HRST), % of active population (x8), 
high-tech exports, % of exports (x9), and average gross monthly wages, in 
current prices in EUR (x10). The data for the average gross monthly wages was 
collected from the Statistical Office of the Republic of Slovenia (2019) and 
from the Croatian Bureau of Statistics (2019). The data was analysed using the 
Statistical Package for Social Sciences. According to the Eurostat (2019b), the 
variables explanation is as follows: 
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Final consumption expenditure of households refers to any spending 
done by a person living alone or by a group of people living together in shared 
accommodation and with common domestic expenses. It includes expenditure 
incurred on the domestic territory (by residents and non-residents) for the 
direct satisfaction of individual needs and covers the purchase of goods and 
services, the consumption of own production (such as garden produce) and 
the imputed rent of owner-occupied dwellings. Gross fixed capital formation 
consists of producers’ investments, deducting disposals, in fixed assets during a 
given period. Fixed assets are tangible or intangible assets produced as outputs 
from production processes that are used repeatedly, or continuously, for more 
than one year. Exports of goods and services consist of transactions in goods 
and services (sales, barter, and gifts) from residents to non-residents. The 
employment rate of the total population is calculated by dividing the number 
of persons aged 15 to 64 in employment by the total population of the same 
age group. Unemployment rate represents unemployed persons as a percentage 
of the labour force. The labour force is the total number of people employed 
and unemployed. Unemployed persons comprise persons aged 15 to 64 who 
were without work during the reference week, currently available for work, 
or actively seeking work. The long-term unemployment rate is the number 
of persons unemployed for 12 months or longer as a percentage of the labour 
force. R&D comprises creative work undertaken on a systematic basis in order 
to increase the stock of knowledge, including knowledge of man, culture and 
society and the use of this stock of knowledge to devise new applications. 
R&D expenditures include all expenditures for R&D, regardless of the source 
of the funds. HRST is a share of the active population (i.e. having successfully 
completed education at the third level or being employed in science and 
technology). High-tech exports are defined as the share of exports of all high 
technology products in the total exports. Descriptive statistics of variables 
included in the regression model specification are presented in Table 1.

Table 1. Descriptive statistics

Variable Country Mean Std. deviation Minimum Maximum N

x1 Croatia 26093.02 1391.94 23262.60 29024.40 13

  Slovenia 20114.83 1941.44 15823.30 23542.20 13

x2 Croatia 9985.88 1519.29 8356.50 13525.90 13

  Slovenia 8149.47 1299.73 6899.60 11166.50 13

x3 Croatia 19572.62 3381.37 15566.80 26365.90 13

  Slovenia 27535.05 5479.52 20418.60 39064.80 13

x4 Croatia 56.89 2.58 52.50 60.60 13
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Variable Country Mean Std. deviation Minimum Maximum N

  Slovenia 66.45 2.34 63.30 71.10 13

x5 Croatia 12.63 3.22 8.40 17.40 13

  Slovenia 7.24 1.90 4.40 10.10 13

x6 Croatia 7.25 2.48 3.40 11.00 13

  Slovenia 3.44 1.23 1.80 5.30 13

x7 Croatia 0.80 0.05 0.74 0.88 12

  Slovenia 2.04 0.40 1.42 2.58 12

x8 Croatia 33.16 3.94 28.30 40.00 13

  Slovenia 42.95 3.08 38.80 47.80 13

x9 Croatia 7.45 1.13 5.80 9.70 12

  Slovenia 5.42 0.34 4.60 5.90 12

x10 Croatia 1042.34 61.14 898.55 1144.25 13

  Slovenia 1491.19 131.06 1212.80 1681.55 13

Source: Authors’ calculations 

4.2. METHOD 

To examine drivers of wages in Croatia and Slovenia we apply regression 
analysis. Regression analysis is a technique which is used to determine the 
causality between one dependent and one or more independent variables. One 
tries to explain the variation in one dependent variable as much as possible, 
based on the variation in a number of relevant independent variables. In our 
study the dependent variable is treated as average gross monthly wages and 
the rest of the variables are treated as observed variables, which are then used 
to define constructs as the average of variables included in each construct 
(denoted as C in the specification of the regression function written below). A 
description of the constructs can be found in section 5. Each defined construct is 
then treated as an independent variable in the regression analysis in an attempt 
to, as far as possible, explain the variation in the average gross monthly wages 
as the dependent variable. The basic specification of the regression function can 
be written as follows:

Wagei is the dependent variable, the coefficient α0 is the intercept; the 
coefficient β1 is the slope coefficient of C1, the coefficient β2 is the slope 
coefficient of C2, the coefficient β3 is the slope coefficient of C3, εi is the 
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regression random error (see, for example Stock and Watson, 2015; Brooks, 
2014; Kennedy, 2008). The research is conducted for each country separately. 

5.  CORRELATION AND REGRESSION RESULTS 

Based on the literature review and available data we defined three 
constructs to explain variation in wages in Croatia and Slovenia and to define 
which factor is predominant in explaining wages in each country. The three 
constructs were named as: functioning of the macroeconomic environment 
(FME), labour market functioning (LMF), and innovation (INN). The construct 
functioning of the macroeconomic environment is comprised of the following 
variables: final consumption expenditure of households, in current prices 
in mio EUR (x1), gross fixed capital formation, in current prices in mio EUR 
(x2) and exports of goods and services, in current prices in mio EUR (x3). The 
construct labour market functioning is comprised of the variables: employment 
rate, % of total population aged 15-64 (x4), unemployment rate, % of labour 
force (x5), and long-term unemployment rate, % of active population aged 
15-64 (x6), while the construct innovation is comprised of the variables: R&D 
expenditures, % of GDP (x7), HRST, % of active population (x8) and high-tech 
exports, % of exports (x9). Each construct was expressed as the average of those 
variables which are included in each construct (see, for example OECD, 2008; 
Dijkstra, Annoni and Kozovska, 2011). Table 2 presents descriptive statistics for 
the constructs’ averages. We can see that there are some differences between 
constructs’ averages between both countries. The greatest difference is for the 
construct innovation between both countries, while the differences for the rest 
of the constructs, the functioning of the macroeconomic environment and 
labour market functioning between both countries are minor. 

Table 2. Descriptive statistics for the constructs’ averages

Construct Country Mean Std. deviation

FME Croatia 18550.51 1510.92

  Slovenia 18599.78 2316.86

LMF Croatia 25.59 1.12

  Slovenia 25.71 0.54

INN Croatia 13.7 1.49

  Slovenia 16.8 1.06

Source: Authors’ calculations
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Furthermore, based on the descriptive statistics of variables for each 
construct presented in Table 1, we can see that there are again differences 
between Croatia and Slovenia. The highest differences are evident with the 
observed variables within the construct innovation; more specifically with 
the observed variable HRST and with observed variables within construct 
functioning of the macroeconomic environment, in particular exports of goods 
and services. 

We proceed with bivariate analysis. Pearson correlation coefficients (see, 
for example Wooldridge, 2010; Hill, Griffiths and Lim, 2012) between the 
observed variables with which we operationalised the constructs are presented 
in Table 3. 

Table 3. Correlation coefficients

Construct FME

  SI-x1 SI-x2 SI-x3

SI-x1 1 -0.404 0.855**

SI-x2   1 -0.234

SI-x3     1

  HR-x1 HR-x2 HR-x3

HR-x1 1 0.219 0.662*

HR-x2   1 -0.223

HR-x3     1

Construct LMF

  SI-x4 SI-x5 SI-x6

SI-x4 1 -0.871** -0.816**

SI-x5   1 0.961**

SI-x6     1

  HR-x4 HR-x5 HR-x6

HR-x4 1 -0.920** -0,923**

HR-x5   1 0.952**

HR-x6     1

Construct INN

  SI-x7 SI-x8 SI-x9

SI-x7 1 0.464 0.394

SI-x8   1 0.789**

SI-x9     1
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  HR-x7 HR-x8 HR-x9

HR-x7 1 0.430 0.566

HR-x8   1 0.710**

HR-x9     1

SI – Slovenia; HR – Croatia 
*Correlation is significant at 0.05
**Correlation is significant at 0.01
Source: Authors’ calculations 

The correlation coefficients between the observed variables with which 
we operationalised the constructs presented in Table 3 can serve as an 
indication for possible improvements as well as for checking reliability and 
validity. Correlations that significantly deviate from expected correlations 
are potential candidates to be eliminated from the research if this means 
improvements towards reliability and validity. The results obtained indicate 
correlations between the observed variables for each country included, Croatia 
and Slovenia. We can see that correlations vary between medium to high and 
that they represent reasonable direction (positive or negative) between them, 
supported by the theoretical foundations. We have also calculated correlation 
coefficients between each defined construct for each country included, Croatia 
and Slovenia. Correlation coefficients between each defined construct are 
presented in Table 4. 

Table 4. Correlation coefficients between constructs

 Construct Country FME LMF INN

FME
  Croatia 1 -0.401 0.493

Slovenia 1 0.659* 0.821**

LMF
  Croatia   1 0.294

Slovenia   1 0.893**

INN
  Croatia     1

Slovenia     1

*Correlation is significant at 0.05 
**Correlation is significant at 0.01 
Source: Authors’ calculations 

Based on the results presented in Table 4, we can conclude that correlations 
between all constructs for Slovenia are high and statistically significant, which 
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means that the constructs influence each other, whereas for Croatia the 
correlation between constructs labour market functioning and innovation is 
low. Medium high is the correlation for Croatia between the pair of constructs 
functioning of macroeconomic environment and labour market functioning 
and between the pair of constructs functioning of macroeconomic environment 
and innovation. Correlations between the pairs of constructs for Croatia are not 
statistically significant. It should be mentioned that the correlations between 
constructs are only necessary but not a sufficient condition for confirming 
the model. To enable comparisons between the countries, we carried out an 
analysis with the same set of observed variables for both countries. We used the 
regression analysis to check which of these constructs is predominant, if any, in 
explaining the wages in Croatia and Slovenia. Such defined constructs are, in the 
regression analysis, treated as independent variables, whereas average monthly 
gross wages are treated as a dependent variable. Due to the correlations within 
constructs, a certain amount of multicollinearity is expected when using 
regression analysis. Therefore, the enter method is used. In further analysing 
the assumptions of the model, using the Shapiro-Wilk test of normality, we 
found out that the dependent variable is normally distributed for Slovenia 
(Statistics value=0.925, p=0.292; as well as all the other constructs except LMF, 
where statistics value=0.870, p=0.052) and Croatia (Statistics value=0.906, 
p=0.161; as well as all the other constructs except FME, where statistics 
value=0.852, p=0.041). Plotting regression standardised residuals against 
regression standardised predicted values produces scatterplot for Slovenia 
(Figure 6) and for Croatia (Figure 7). We observe for Slovenia that the dots are 
generally scattered and are not following a pattern. Therefore, this indicates 
that the data meets the assumption of the errors being normally distributed, 
not correlated (Durbin-Watson statistics=1.823) and that the variances of the 
residuals are constant. On the other hand, observing scatterplot for Croatia 
might indicate some pattern in dots, therefore not fully confirming the least 
squares assumptions. 
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Figure 6. Scatterplot for Slovenia

Source: Authors’ calculations 

Figure 7. Scatterplot for Croatia

Source: Authors’ calculations 

The regression model for Croatia has not proven to be significant 
(F=1.434, p=0.312) and only 38% of variation in average gross monthly wages 
is explained by the constructs of functioning of macroeconomic environment, 
labour market functioning and innovation. Unfortunately, we cannot 
conclude which construct / driver of wages is predominant in the case of 
Croatia. On the contrary, the regression model for Slovenia has proven to be 
significant (F=25.277, p=0.000). With the defined constructs of functioning 
of macroeconomic environment, labour market functioning and innovation 
in the model included as independent variables, we can explain approximately 
92% of variation in average monthly gross wages. Standardised solution for the 
regression coefficients for Slovenia and Croatia is presented in Table 5. 
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Table 5. Standardised regression coefficients for Slovenia and Croatia

 Construct Standardised coefficient Sig.

Slovenia 

FME -0.287 0.190

LMF -0.062 0.811

INN 1.235 0.007

Croatia 

FME -0.167 0.725

LMF 0.088 0.838

INN 0.637 0.187

Source: Authors’ calculations.

We can see from Table 5 that innovation has a positive and statistically 
significant effect on wages in Slovenia, while the other two constructs / drivers 
of wages, namely inefficiencies in macroeconomic environment and labour 
market, negatively affect wages in Slovenia, but their effects have not been 
proven to be significant. Based on the results obtained, we can conclude that 
innovation is the predominant driver of wages in Slovenia. 

6.  DISCUSSION 

Due to the global pandemic situation, uncertainties in the Slovenian and 
Croatian economy and labour markets are to be expected. The forecast for the 
growth of the Slovenian economy by the European Commission is 2.7%, while 
the Bank of Slovenia lowered the forecast to 2.5%. On the other hand, the 
Croatian economy is forecasted to decline by around 10.8% while emphasising 
the dependence on the tourism industry. A major factor of economic growth 
in Slovenia is seen in domestic demand and investment, while exports tend 
to be lower. Both mentioned countries see some scope for recovery from the 
latest EU recovery plan, enabling companies to stay alive. The latter presents an 
important factor of overall economic performance, while also affecting wages. 
Companies will adjust their labour costs and wage responses according to their 
performance and functioning of the macroeconomic environment and labour 
market. Technological changes, competition and global production processes 
are some of the underlying changes affecting wages and employment and 
consequently labour productivity. 

Innovation has become an important part of the EU economy. Its 
role is bringing vibrancy in all aspects of society and economy, improving 
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conditions for consumers and workers. Thinking about a greener society is 
not possible without innovation, no matter if we are talking about products, 
services or process innovations. These all explain the potential benefits from 
innovation policy for each country, which can interface between research and 
technological development policy and industrial policy and aims to create a 
conducive framework for bringing ideas to the market (European Parliament, 
undated). Not only Croatia and Slovenia, but generally the EU, are fighting for an 
environment which would be friendly for innovators and innovations. The EU 
spends less than some global competitors for R&D, such Canada, Australia, and 
Japan (European Parliament, undated). In response to the brain-drain problem 
of innovators and researchers to a more welcoming environment for them, 
in 2010, the EU introduced Innovation Union, as one part of seven flagship 
initiatives of the Europe 2020 strategy for a smart, sustainable and inclusive 
Europe. The tasks of the Innovation Union are: to make Europe a world class 
science performer, to remove obstacles to innovation (for example: expensive 
patenting, market fragmentation, slow standard-setting and skills shortages), 
and to revolutionise the way the public and private sectors work together, 
notably through the implementation of Innovation Partnerships between the 
EU institutions, national and regional authorities and businesses (European 
Parliament, undated). 

Since 2011, the EU’s average innovation performance has increased by 8.8 
percentage points and, for the first time, the EU’s performance has surpassed 
the United States and has been considerably higher than for Brazil, India, Russia, 
and South Africa (European Commission, undated). The European Innovation 
Scoreboard shows that innovation performance has improved in 25 countries in 
comparison with 2011. In 2019, Sweden is the EU innovation leader, followed by 
Finland, Denmark and the Netherlands. Lithuania, Greece, Latvia, Malta, the 
UK, Estonia, and the Netherlands are the fastest growing innovators (European 
Union Innovation Scoreboard, 2019). Looking at the summary innovation 
index 2018 for Croatia and Slovenia, compared with Sweden as an EU leader, it 
is obvious that there is a gap between the mentioned leader and the countries of 
Croatia and Slovenia. The Sweden summary innovation index is 147.74, while 
the Slovenian index is 87.61 and Croatian, 59.68. 

Market-based innovations are more competitive and enhance all aspects 
of the economy. This part is missing in Croatia, so it is struggling among the 
other EU countries. Looking from the perspective of Croatian SMEs, they 
are investing more in new technology than they are investing in product 
innovation, which causes “drowning” in a sea of the same products (GEM 
Croatia, 2019). On the other hand, Croatian SMEs are high on the GEM board 
regarding intrapreneurship, meaning that they should utilise more their 
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workers’ capacity to innovate. Comparing the dimension of process and product 
innovation in SMEs, Croatia has a better result compared with Slovenia, and 
better than Sweden, if looking at SMEs with marketing and organisational 
innovation (European Union Innovation Scoreboard, 2019).

Both countries, Slovenia and Croatia, have strategies which support 
innovation; Croatia has Strategy for Enhancing Innovation in the period 2014 
– 2020, while Slovenia has been quicker in adoption and implementation of 
its strategy called Research and Innovation Strategy of Slovenia 2011 – 2020. 
Croatian and Slovenian strategies are in accordance with the strategy at the EU 
level, to increase GDP percentage of R&D investments by 2020. Slovenia is a 
more competitive country, 35th in the Global Competitiveness Ranking (2019) 
in comparison with Croatia in 63rd place. Slovenia is also the country which, in 
2019, dropped out of the group of Strong Innovators into the group of Moderate 
Innovators. In spite of the fact that neither Slovenia nor Croatia achieved the 
target, Slovenia has a higher goal than Croatia, i.e. to reach a national R&D 
intensity target of 3.6% of GDP by 2020 (European Commission, 2019).

Therefore, Croatia and Slovenia should continue with the strategy 
implementation in order to achieve the innovation strategy goals, which can 
have an impact on wages in Slovenia. In spite of insignificant results for Croatia, 
it should also continue with its strategy and policy implementation. A good way 
to achieve their goals would be to improve collaboration between the private 
sector and the science community and academy. 

7.  CONCLUSION 

The drivers of wages in Croatia and Slovenia were analysed from the same 
perspective, using the data from the Eurostat database. The variables were 
explained as a possible direction, which could affect the wage formation, and 
were collected for both countries with the possibility to compare and analyse 
them. For analysing the collected data, bivariate and multivariate analysis 
were applied. The major limitation was the collection of the same data set in 
both countries. In Croatia, compared with Slovenia, it was more challenging 
to collect the data, due to methodology changes, and thus variations in data, 
during the analysed years.

Although Croatia and Slovenia were a part of the same country, following 
the separation in 1991, they have adopted different paths, which has resulted in 
different economic performances. For Slovenia, as a more competitive country 
and as this research has shown, innovation was the predominant factor in 
explaining wages, among the set of variables - functioning of macroeconomic 
environment, labour market functioning and innovation. On the other hand, 
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the regression model for Croatia was not proven to be significant. Therefore, 
state policies in Slovenia should follow the innovation strategy, i.e. enhance 
high quality R&D in the public and private sectors, set effective governance of 
the R&D and innovation systems, establish capacities in support of R&D and 
thus strengthen companies’ innovation capabilities and make the economy 
more innovative by fostering the growth of innovative companies and boosting 
more innovative start-ups (National Assembly of the Republic of Slovenia, 
2011). Innovation capacities that lie in SMEs should not be neglected, as SMEs 
in both countries, similarly to those in the EU, represent 99% of all companies. 
Therefore, listening and considering their needs and the needs of innovative 
employees and innovators, and connecting them with science, together 
with adequate government support, can be a way of gaining better results 
on the innovation scoreboard, which will lead to higher wages. It should be 
mentioned that the shortcoming of the research reflected in the sample size 
and, consequently, in the results considering the research as specified. In future 
research, based on this conducted research, the authors will try to widen the 
scientific question to the EU level. 
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ABSTRACT 

Geographical Indications (GIs) for agricultural products and foodstuffs, 
as well as for wines, aromatised wines and spirits, are eligible for registration 
before the EU Commission and protected as industrial property rights across 
the EU. Research has revealed a significant increase in demand for traditional 
products bearing a GI, despite the fact that those products are often sold at prices 
notably higher than prices of competing products not labelled with protected 
GIs. Thus, since 2011, the EU Commission has been considering the possibility 
of widening the scope of the EU-level system for GI protection to also encompass 
non-agricultural products. 

The aim of the paper is to present efforts taken by the EU Commission in 
order to evaluate the possible pros and cons of introducing an EU-level system of 
GI protection for non-agricultural products, as well as to present several models 
of the aforementioned system. The upcoming EU legislation is expected to have 
an impact on the outcome of future bilateral and multilateral agreements on the 
mutual recognition of GIs registered at national levels. Consequently, the new EU 
legislation is expected to foster traditional manufacturing and craftsmanship – 
both, inside and outside the EU. Accordingly, the expected impacts of upcoming 
EU regulation on the business community will also be presented.

Keywords: geographical indications, non-agricultural products, sui generis 
IPRs in EU
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1.  INTRODUCTION 

In order to protect the reputation of high quality European traditional 
products, the EU established a single regional system for geographical indication 
protection (hereinafter: GI protection) of agricultural products and foodstuffs 
(see: EU Regulation 1308/2013) as well as for wines (see: EU Regulation 
1308/2013), aromatised wines (see: EU Regulation 251/2014) and spirits (see: 
EC Regulation 110/2008). According to the respective EU-level system, GIs 
are protected as sui generis intellectual property rights (hereinafter: sui generis 
IPRs).

In 1994, the Agreement on Trade-Related Aspects of Intellectual Property 
Rights (hereinafter: TRIPS Agreement) was adopted as Annex 1C of the Marrakesh 
Agreement Establishing the World Trade Organization (hereinafter: WTO). It 
has been considered as the most comprehensive multilateral agreement on 
IPRs - requiring a minimum standard of IPR protection by all WTO member 
states. It seems worthy to emphasise that the EU insisted on the inclusion of 
GI protection in the TRIPS Agreement, which is a part of the EU’s agricultural 
policy strategy. Namely, the EU is abounding with high-quality and well-
known traditional agricultural products, especially wines, hams and cheese, 
with denominations that identify their geographical origin. Thus, through 
the TRIPS Agreement, the EU wanted to provide a global system of protection 
for geographical denominations of European traditional agricultural products 
(see: Calboli, 2015, p. 377). Although, according to the TRIPS Agreement, all 
WTO member states are obliged to provide a minimum level of protection for 
geographical indications, it is up to each WTO member state to determine the 
most suitable method of protection (see: TRIPS Agreement, Art 22/2). Whereas 
the EU and more than one hundred other WTO member states protect GIs as 
sui generis IPRs (see: O’Connor, 207, p. 7; Giovannucci et al. 2010, p. 103), other 
WTO member states, especially Anglo-Saxon member states, protect GIs as 
collective and/or certification marks (i.e. special types of trademark) or provide 
GI protection through unfair competition or consumer protection laws (see: 
Rački Marinković, 2013, p. 211-216). It is important to note that GIs protected as 
sui generis IPRs enjoy the highest level of protection (i.e. absolute protection or 
protection against confusion and dilution), while GIs protected through other 
systems enjoy lower levels of protection (i.e. relative protection or protection 
against confusion). Nonetheless, with the support of WTO member states that 
traditionally produce and export large amounts of wine, the EU has managed 
to provide world-wide absolute protection (i.e. mandatory protection against 
confusion and dilution in all WTO member states) for GIs denominating wines 
and spirits (see: TRIPS Agreement, Art 23/1). On the other hand, the scope of 
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protection for geographical denominations of all other products is to be decided 
by each WTO member state (see: TRIPS Agreement, Art 22/2).

According to available data, the EU system of GI protection of agricultural 
products and foodstuffs has proved to be successful in practice, since it has 
managed: 

 - to increase a demand for European traditional products, as well as 
 - to provide higher prices for those products.1

Accordingly, it is not surprising that from 2011 the European Commission 
has been considering the possibility of implementing a similar system of 
protection for non-agricultural products in order to finally provide the same 
level of protection enjoyed by agricultural products and foodstuffs.

In numerous reports and documents issued to discuss and evaluate the 
need for establishing a single EU system of GI protection for non-agricultural 
products (see, for instance: European Commission, 2015; European Committee 
of the Regions, 2015; European Parliament, 2015; FTA, 2015; Insight Consulting 
et al., 2013; Sironi, 2013) the following benefits have been stressed as the most 
prominent: 

 - preservation of traditional production techniques; 
 - revitalisation of rural areas from which traditional products (regularly) 

originate; 
 - prevention of different forms of abuse or misuse that undermine the 

reputation of traditional products and decrease their market value. 

At the same time, a single EU system of GI protection for non-agricultural 
products is expected to support the functionality of the EU single market. 
Namely, at the present time, only 15 EU member states protect geographical 
denominations of non-agricultural products as sui generis IPRs (Belgium – 
in Wallona, Bulgaria, Croatia, Czech Republic, Estonia, France, Germany, 
Hungary, Latvia, Poland, Portugal, Romania, Slovakia, Slovenia, Spain - in 
Murcia – see: FTA, 2015, p. 2.). Significantly different national rules and 
procedures for GI protection of non-agricultural products implies difficulties 
when non-agricultural products have to be sold and protected in another EU 
member state.

Furthermore, the introduction of an EU system of GI protection for 
non-agricultural products is expected to strengthen the position of the EU 
in various bilateral and multilateral negotiations on the mutual recognition 

1 “The estimated overall premium rate of GI products was calculated at 2.23, which means that on 
average EU GI products were sold at a price 2.23 times higher than that of a similar quality non 
GI product” – as cited in: EUIPO, 2016, p. 21.
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of protected GIs. Namely, despite the fact that WTO member states provide 
different measures and levels of protection when it comes to GIs, protection 
often does not depend on the type of product. Thus, differentiation between 
GI protection for agricultural and non-agricultural products (regularly) is not 
applied outside EU. We can anticipate that it would be much easier for the 
EU to negotiate with other WTO member states on mutual GI protection, 
were the EU to extend the scope of GI protection to include non-agricultural 
products. Furthermore, it is expected that, following an expansion of the 
EU system of GI protection, the EU is going to insist on widening the scope 
of Art. 23 of the TRIPS Agreement in order to provide a broader scope of 
protection (i.e. absolute protection) for all types of GIs. We can anticipate 
that such efforts will be supported by other WTO member states where high 
quality products (other than wines and spirits) are traditionally produced – 
i.e. by so-called Old-World Countries. Nonetheless, it is hard to imagine that a 
consensus over the aforementioned suggestion is going to be reached, as so-
called New World Countries (regularly lacking traditional products) have no 
interest when it comes to extending the scope of GI protection (see: Rački 
Marinković, 2013, p. 216).

The paper is structured as follows: Part I – Introduction; Part II – EU sui 
generis system for GI protection of agricultural products and foodstuffs; Part III 
- EU sui generis system for GI protection of non-agricultural products - a work 
in progress; Part IV – Possible Impact on International Agreements on Mutual 
Recognition of National GIs; Part V – Possible Implications for Producers of 
Traditional Products - inside and outside of the EU; Part VI – Conclusion.

2.  EU SUI GENERIS SYSTEM FOR GI PROTECTION OF 
AGRICULTURAL PRODUCTS AND FOODSTUFFS

As already stated above, protection of GIs for agricultural products and 
foodstuffs is regulated on a supranational (EU) level - through Regulations that 
have unique and immediate effects in all EU member states. On the EU level, it 
is possible to register a designation of origin (hereinafter: PDO) or a geographical 
indication (hereinafter: PGI). Registered PDOs and PGIs enjoy protection in all 
EU member states.

A PDO is defined as: 
“a name which identifies a product: (a) originating in a specific place, region or, 

in exceptional cases, a country; (b) whose quality or characteristics are essentially or 
exclusively due to a particular geographical environment with its inherent natural 
and human factors; and (c) the production steps of which all take place in the defined 
geographical area” (see: EU Regulation 1151/2012, Art. 5(1) a – c).
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The definition cited above follows the principles established in France, 
where (historically) protection has been granted to appellations of origin - i.e. 
to designations of origin for which an objective and measurable link between a 
certain place of origin (where products have been exclusively produced) and a 
product’s special qualities exists.

On the other hand, a PGI is defined as:
“a name which identifies a product: (a) originating in a specific place, region 

or country; (b) whose given quality, reputation or other characteristic is essentially 
attributable to its geographical origin; and (c) at least one of the production steps of 
which take place in the defined geographical area” (see: EU Regulation 1151/2012, 
Art. 5(2) a – c).

Although it is significantly more difficult to meet the requirements for PDO 
registration, the EU provides a unique level of protection for PDOs and PGIs. 
Namely, both PDOs and PGIs shall be protected against all kind of imitations, 
evocations and misuses – regardless of the possibility of misleading the public 
or presenting an act of unfair competition (see: EU Regulation 1151/2012, Art. 
13(1) a – d).

Such a broad scope of protection is also known as absolute protection 
- since it does not depend on the possibility of misleading consumers or 
disturbing fair competition, which is the precondition for protection where 
the standard of relative protection is applied – i.e. in systems where geographical 
denominations are not protected as sui generis IPRs, but (to certain limitations 
and under certain conditions) may enjoy protection through trademark law (as 
certification marks) or through unfair competition law. For instance, when a 
standard of absolute protection is applied (i.e. when geographical denominations 
are protected as sui generis IPRs) a product (e.g. cheese) shall not be labelled 
as “FETA style cheese produced in Germany”, despite the fact that an average 
consumer is not likely to believe that the respective cheese has been produced 
in Greece from which the famous “FETA cheese” originates. Instead, an average 
consumer will perceive such labelling as a description of soft, white cheese. 
However, as the term FETA is registered before the European Commission (since 
2002) as a PDO for soft, white cheese from Greece (under registration number 
EL/PDO/0017/0427), it enjoys absolute protection in all EU member states. 
Thus, the aforementioned labelling “FETA style cheese produced in Germany” 
is not allowed in any EU member state. As already stressed, protection “on 
absolute grounds” shall prevent others from free-riding on the reputation of 
protected denominations as well as deterring dilution, or the banalisation or 
generalisation of the denomination (see: Ricolfi, 2009, p. 239; Gangjee, 2012, 
p. 271). On the other hand, numerous authors emphasise that there shall be 
no fear of banalisation or generalisation in a situation where the indication in 
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question lacks a misleading or evocative character; thus, there seems to be no 
(valid) argument for such broad (i.e. absolute) protection (see: Calboli, 2015, p. 
404 – 405; Agdomar, 2007, p. 580 -587).

It is important to emphasise that not only a “pure or direct” geographical 
designation, such as official names of certain regions or localities, can be 
registered as a PDO or PGI. Namely, any word (or symbol) that is unmistakably 
perceived in the market as a word that indicates a certain geographical area, can 
be registered as a PDO or PGI. In legal doctrine, respective GIs are known as 
“indirect geographical indications” (see: Addor and Grazioli, 2012, p. 869). For 
instance, FETA is not a geographical term, but it is perceived in the market as a 
word that describes white, soft cheese that originates from Greece; thus, it has 
been registered as a PDO (see: Addor and Grazioli, 2012, p. 869).

Although PDOs and PGIs are regularly said to be sui generis industrial 
property rights (see, for instance: Rački Marinković, 2013, p. 189), they do not 
belong to a certain holder2 and may not be transferred to another holder, as is 
the case for trademarks (see: Stern, 2007, p. 41). Instead, PDOs and PGIs may 
be used by any person who produces products according to established quality 
standards within a designated geographical area, as defined in the product’s 
specification (see: EU Regulation 1151/2012, Art. 12/1). A specification is a 
document created by an applicant – usually an association of producers from a 
certain geographical area,3 in which they describe why their products, produced 
in a certain geographical area, under certain conditions, such as: natural or 
human factors, deserve the right to be labelled with a protected denomination 
(PDO or PGI).

The administrative procedure for obtaining a PDO or PGI is divided into 
two phases – national and regional (EU). The national phase is transitional, as 
national registrations cease to exist at the moment of regional registration. 
In a national phase, competent national authorities4 examine applications 
on a formal and substantive basis. If they find that conditions outlined in EU 
Regulation 1151/2012 are met, the designation enters into a national register, 
after which the documentation (i.e. the application supplemented by the 
opinion and decision of a competent national authority) is forwarded to the 

2 Although some countries (in their national sui generis systems for GI protection) stipulate 
that only registered users are allowed to use registered designations - for instance: Serbia, 
Montenegro, Bulgaria and Macedonia (Rački Marinković, 2013, p. 209), EU Regulation 
1151/2012 does not provide a respective solution. Namely, in the EU, the body, usually an 
association or an organisation, which has filed an application for protection, is not the 
owner of exclusive rights over the registered designation.

3 Art. 49(1) of EU Regulation 1151/2012 defines precisely who can be an applicant.

4 In Croatia, the competent authority is the Ministry of Agriculture.
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European Commission for a decision on regional (EU) registration. Once 
registered before the European Commission, PDOs and PGIs enjoy protection 
in all EU member states. The duration of protection is not limited in time and 
it does not depend on periodical renewals. Any producer from the defined area 
may use the protected designation as long as he meets the requirements set up 
in the specification (see: Rački Marinković, 2015, p. 676). 

The main disadvantage of the EU sui generis system for GI protection lies in 
the particularly expensive mechanism of control, necessary for such a system 
of protection. It is possible that the expensive system of control (essentially 
vested upon public authorities) has motivated the EU to limit sui generis systems 
for GI protection to particular types of products. Since the financial benefits 
outweigh the costs of control (as has been shown by the sui generis system for 
GI protection of agricultural products and foodstuffs) the EU has started to 
consider expanding its scope of protection to products that prima facie have 
been left outside the scope of protection (i.e. non-agricultural products).

3.  EU SUI GENERIS SYSTEM FOR GI PROTECTION 
OF NON-AGRICULTURAL PRODUCTS - A WORK IN 
PROGRESS

The European Commission has been considering the need for and the 
possible models of GI protection for non-agricultural products since 2011. 
Namely, in 2011, the EC issued a document “A Single Market for Intellectual 
Property Rights” (hereinafter: EC, COM, 2011, 287, final) where the idea of GI 
protection for non-agricultural products was officially presented for the first 
time. 

The document was followed by a study (commissioned by the EU and 
conducted by Insight Consulting, REDD & OriGin, from 2012 to 2013), which 
aimed to analyse de lege lata solutions for GI protection of non-agricultural 
products in the EU member states Iceland, Liechtenstein, Norway and 
Switzerland, as well as to advise on the necessity and (eventual) modality 
of GI protection for non-agricultural products at the EU level (see: Insight 
Consulting et al, 2013, p. 11). The respective Study revealed that GI protection 
for non-agricultural products differs significantly across the EU member states. 
Namely, according to the respective, only 14 EU member states provide a sui 
generis system for GI protection for all products, excluding services (see: Insight 
Consulting et al, 2013, p. 12),5 several member states have specific (ad hoc) 

5 It is interesting to note that Croatia (an EU member state since 1 July 2013) also provides 
the possibility to register GIs for services. See: Croatian Act on Geographical Indications and 
Designations of Origin of Products and Services – in force since 2004, last amended in 2018, 
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laws regulating a specific sector or types of products, e.g. ceramics in Italy (see: 
Italian Law on Artistic and Traditional Ceramics, 1990) or cutlery in Germany 
(see: The Regulation for Protection of the Name Solingen, 1995). Whereas, in 
other member states, protection can be obtained, at least to a certain extent, 
through unfair competition or consumer protection laws, as well as through 
the use of collective and/or certification marks, in line with TRIPS Agreement.6 
Accordingly, it has been highlighted that the extent of protection is insufficient 
and inappropriate as: 

“laws on unfair competition and consumer deception run the risk of focusing too 
much on consumer protection and not enough on producer protection; trademark 
laws run the risk of not being completely in line with the type of protection required 
for GIs; sui generis national laws are, in the absence of harmonisation, so different 
that it is difficult for producers to use them and such laws end up creating additional 
barriers to the protection of non-agricultural products bearing a geographical name” 
(as cited in: Sironi, 2013, p. 2).

Additionally, it has been stressed that: 
“better protection would maintain local identities and traditions linked to 

these products as well as traditional knowledge associated with their production. 
(…) it could also have positive effects on a large majority of analysed products 
(…) it is certainly an important socio-economical issue for several remote regions 
where many of these products are manufactured, as well as for young and female 
workers seeking local job opportunities. (…) The need for a better protection tool 
should therefore be taken into consideration in the near future” (as cited in: 
Sironi, 2013, p. 2).

Although the Study concluded that a unitary EU system for GI protection 
of non-agricultural products shall be established through an EU Regulation, it 
stressed that there are still points to discuss:

 - whether protection shall include both - designations of origin and 

available at: https://www.dziv.hr/files/File/eng/zakon_zemljopisne_eng.pdf, last visited 
on 15 February 2019.

6  TRIPS Agreement defines GIs in Art 22/1 as: “(…) indications which identify a good as 
originating in the territory of a Member, or a region or locality in that territory, where a given 
quality, reputation or other characteristic of the good is essentially attributable to its geographical 
origin.” According to the definition, products labeled with a registered GI indication are 
not required to be exclusively produced in a particular geographical area, and protection 
may be granted wherever a reputation is essentially attributable to a geographical origin. 
This means that the existence of an objective and measurable link between the product’s 
qualities or characteristics and its place of origin is not a prerequisite for protection. 
Furthermore, it is up to national authorities to decide how to protect GIs in their state – 
through unfair competition laws, through collective and/or certificate trademark laws 
or through sui generis IPRs, as the TRIPS Agreement does not advocate a specific model of 
protection (see: Art 22/2).
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geographical indications (as in the EU system for GI protection of 
agricultural products); 

 - whether only official geographical names shall be protected as GIs, or 
protection shall also include traditional denominations and symbols; 

 - whether the registration procedure shall be two-levelled (as in EU system 
for GI protection of agricultural products) or whether transitional 
national registration is needed, etc. (see: Sironi, 2013, p. 3).

The Study (i.e. Insight Consulting et al., 2013) was followed by a Green 
Paper “Making the most out of Europe’s traditional know-how: a possible extension 
of geographical indication protection of the European Union to non-agricultural 
products” (see: EC, COM, 2014, 469, final) issued on 15 July 2014. 

The EC opened the Green Paper to public opinion (in the form of an online 
questionnaire) from 15 July to 28 October 2014, in order to collect the views 
of stakeholders concerning the necessity (and possible modalities) of a single 
EU system for GI protection of non-agricultural products (see: EC, 2015, p. 
3). As a result, 136 responses from different stakeholders were received. The 
most numerous respondents were producers (59.5%), followed by public 
authorities (26.5%), legal practitioners and scholars (8.1%) and consumers 
(5.9%). Responses were received from 27 countries, i.e. from 21 EU member 
states7 and 6 non-EU countries8 (see: EC, 2015, p. 6). The main conclusions may 
be summarised as follows:

 - there is a need for a single EU system for GI protection of non-agricultural 
products (see: EC, 2015, p. 27), as it is expected to have numerous 
positive effects in economic terms (see: EC, 2015, p. 14), as well as in 
terms of consumer protection (see: EC, 2015, p. 12 – 13) and preservation 
of cultural heritage (see: EC, 2015, p. 16 – 17);

 - there is strong support for a registration system (see: EC, 2015, p. 
28) as it has been considered that only a system based on registration 
would be able to secure legal certainty and efficiency (when it comes to 
enforcement of the given rights); 

 - there is strong support for well-defined, clear-conditioned and transparent 
objection and cancellation procedures (see: EC, 2015, p. 30 and 34);

 - the EU sui generis system for GI protection of agricultural products and 
foodstuffs shall be used as a role-model when establishing a similar 

7 Austria, Belgium, Czech Republic, Cyprus, Finland, Germany, Denmark, Greece, Estonia, 
Spain, France, Hungary, Ireland, Italy, Lithuania, Netherlands, Poland, Portugal, Sweden, 
Slovakia, United Kingdom (see: EC, 2015, p. 6, Graph No 2)

8 Columbia, Switzerland, Ecuador, Norway, USA and Thailand (see: EC, 2015, p. 6, Graph No 2)



429

INNOVATIONS, ENTREPRENEURSHIP AND MANAGEMENT
PROTECTION OF GEOGRAPHICAL INDICATIONS

Faculty of Economics and Tourism
“Dr. Mijo Mirković”

system for GI protection of non-agricultural products (see EC, 2015, p. 
32 – 33);

 - a system for GI protection of non-agricultural products shall be easily 
accessible by all producers and the registration procedure shall be fast 
and efficient (see EC, 2015, p. 29 - 31); 

 - as for the relationship between GIs and trademarks, clear rules shall be 
established, especially in terms of their coexistence (see EC, 2015, p. 35 – 36).

Nonetheless, it seems interesting to note that only 32.5% of respondents 
believe there should be the option to protect both PGIs and PDOs, while 28.6% 
of respondents have the opposite opinion and 38.9% of respondents did not 
answer the question (see: EC, 2015, p. 21). Whilst the former believe that a 
two-tiered system will ensure consistency with the system of GI protection 
provided for agricultural products and reflect the character of the link between 
products and their origin (which may be of importance for consumers), the latter 
believe that a two-tiered system is complicated, confusing and unnecessary, as 
it does not differentiate the scope of protection granted for PDOs and PGIs. 
In addition, the latter believe that a one-tiered system of protection would 
better facilitate the conclusion of international agreements on the mutual 
recognition of national GIs, as numerous countries around the world do not 
differentiate between PDOs and PGIs (see: EC, 2015, p. 22) Similarly, only 
48.4% of respondents believe that non-geographical names (such as traditional 
denominations) associated with place of origin shall be given the opportunity 
to be protected as geographical indications, whereas 11.9% of respondents take 
the opposite view and 39.7% did not answer the question (see: EC, 2015, p. 
18). Additionally, only 28.9% of respondents believe that symbols shall have 
the possibility to be protected as geographical indications, whereas 34.4% of 
respondents take the opposite view and 36.7% did not answer the question 
(see: EC, 2015, p. 18). Those suggestions are not in line with solutions provided 
in the agricultural system for GI protection, in which it is possible to protect 
non-geographical names associated with a place of origin (such as traditional 
denominations or symbols), as we have seen in Chapter II. 

Thus, we may conclude that public consensus over several issues of crucial 
importance for EU-level regulation on GIs for non-agricultural products did not 
exist in 2014. 

As soon as the collection of public opinion on the Green Paper concluded, 
a public conference was held on 19 January 2015 in order to present and 
discuss the preliminary results of the feedback received (see: EC, 2015, p. 36). 
Participants (145) from all over the EU, as well as from several non-EU member 
states, originating from different sectors (such as: industry, public authorities, 
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international organisations, consumers, etc.) discussed the most problematic 
issues - such as: the strength and the character of the link between a product’s 
qualities and geographical origin, etc. (see: EC, 2015, p. 36). Namely, as already 
stressed in the Study conducted during 2012 to 2013, as well as in public 
consultations held in 2014, the non-agricultural traditional products regularly 
have specific characteristics and/or additional qualities due to human factors 
(such as: production techniques or know-how) that are traditionally applied 
in a certain geographical area, which would (generally) make them eligible for 
GI protection. Nevertheless, the problem occurs if traditional producers (who 
apply traditional production techniques that do not depend on raw materials 
or natural conditions immanent for a certain geographical area) decide to move 
their “business seat” or place of production. In such a situation, they would 
lose the right to use a protected geographical indication, even though their 
products would not decrease in quality nor differ in characteristics. This raises 
the question whether, in such a situation, traditional producers are prevented 
from the possibility to migrate or to relocate their production (see EC, 2015, 
p. 36 – 37). This seems to be in conflict with the idea of the single (or internal) 
EU market, where five fundamental freedoms (i.e. free movement of goods, 
services, persons, business seats and capital) shall be granted.

Finally, on 6 October 2015, the European Parliament issued a non-binding 
instrument: “Resolution on the possible extension of geographical indication 
protection of the European Union to non-agricultural products”, recommending 
the EC to issue (without delay) a legislative proposal for a single EU system 
of GI protection for non-agricultural products (see: EU Parliament, 2015, p. 3, 
par. 3). According to the Resolution, the EU Parliament is strongly convinced 
that the extension of GI protection to non-agricultural products shall have 
numerous positive effects on various stakeholders (such as: producers, 
consumers, etc.), as well as on the EU economy as a whole (see: EU Parliament, 
2015, p. 3 - 4, par. 3 – 24).

The EU Parliament believes that a new EU system of GI protection for non-
agricultural products shall be based on the EU system that already exists for 
agricultural products. Thus, the registration procedure shall be mandatory and 
two-levelled, and the EU registration procedure shall be managed by the Office 
for Harmonization of Internal Market (OHIM), which has been replaced by the 
European Union Intellectual Property Office (EUIPO) (see: EU Parliament, 2015, 
p. 6, par. 49 – 50). Thus, the EU Parliament recommends that the EC also takes 
into consideration the possibility of transferring the registration procedure 
for GIs of agricultural products to OHIM (nowadays, EUIPO), as well (see: EU 
Parliament, 2015, p. 6, par. 50). As for the scope of protection, the EU Parliament 
favours a broad definition which enables protection whenever a link between 
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the product and its geographical origin is recognised (see: EU Parliament, 
2015, p. 6, par. 42). This means that the EU Parliament favours a system which 
enables GI protection even in situations where the link between the product 
and its geographical origin is based on subjective factors (such as: a product’s 
reputation) or on dynamic factors (such as: human factors). Nevertheless, the 
EU Parliament does not suggest that a protection system shall differentiate 
between PDOs (where the link is strong and objective) and PGIs (where the 
link is vague), as is the case in the EU system of GI protection for agricultural 
products. Furthermore, the EU Parliament believes that it shall be possible to 
register names, though not geographical, unmistakably associated with certain 
geographical areas (see: EU Parliament, 2015, p. 6, par. 42). In addition, according 
to the EU Parliament, protection shall be granted even for non-verbal signs and 
symbols that are unambiguously associated with a particular geographical area 
(see: EU Parliament, 2015, p. 6, par. 43). Regarding the level of protection, the 
EU Parliament advocates the so-called absolute protection for non-agricultural 
GIs (i.e. protection against any kind of abuse, misuse, imitation or evocation, 
regardless of the possibility to mislead consumers) (see: EU Parliament, 2015, 
p. 7, par. 60). As for exclusions from protection, as well as coexistence with 
prior rights, such as trademarks, the EU Parliament suggests using provisions 
provided by the system of GI protection for agricultural products as a role 
model (see: EU Parliament, 2015, p. 6, par. 45 and p. 7, par. 65). When it comes 
to logos that shall be applied on products labelled with protected GIs, the 
EU Parliament highlights that it shall be simple and easily recognisable (see: 
EU Parliament, 2015, p. 6, par. 44). The Parliament did not follow the idea 
expressed by the Foreign Trade Association (hereinafter: FTA) in their Position 
Paper on GI protection for non-agricultural products, in which they call for the 
application of logos already established for agricultural PDOs and PGIs, in order 
to foster consumers’ recognition of non-agricultural products whose names are 
registered as GIs and to provide consistency with labelling schemes established 
under the agricultural system. Otherwise, numerous logos with basically 
the same function are likely to confuse consumers (see FTA, 2015, p. 7). It is 
important to note that the EU Parliament recommends the EC to establish 
a clear and transparent registration and cancellation procedure (see: EU 
Parliament, 2015, p. 6, par. 46), as well as to set up an inspection, infringement 
and penalty scheme in order to monitor labels bearing GIs on products in the 
EU Market (see: EU Parliament, 2015, p. 7, par 59). 

Although the EU Parliament has called for a legislative proposal (in order 
to regulate GI protection for non-agricultural products at the EU level) the 
respective proposal has yet to be issued. It is possible that the EC has found it 
difficult to finance such a huge project at a time when the EU is facing numerous 
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difficulties that have to be solved without delay (e.g. migrant crisis, Brexit, etc.). 
On the other hand, it is possible that the EC is considering a comprehensive 
re-regulation of GI protection at the EU level. Namely, so far, GI protection of 
agricultural products and foodstuffs has been a part of the EU’s agricultural 
policy, under the auspices of the EC – DG Agri. However, if we consider that 
GIs are IPRs,9 it would be advisable to transfer them to fall under the direct 
auspices of the EUIPO, regardless of the type of products. Furthermore, if 
an EU system of GI protection for non-agricultural products is going to be 
adopted in line with the system that already exists for agricultural products, it 
is questionable whether two different systems are needed. It shall be analysed 
from an empirical (i.e. financial) point of view, whether a single system for the 
registration and management of GIs for all kind of products at the EU level is 
more profitable than having two parallel systems (or even more, bearing in 
mind that additional systems are provided for wines, aromatised wines and 
spirits). Furthermore, a comprehensive analysis of the need to recognise both 
PDOs and PGIs in situations where the rights holders are granted the same 
level of protection, seems to be needed. Namely, in a situation where the TRIPS 
Agreement (and, consequently, a huge number of WTO member states) provide 
broad definitions for GIs, it is questionable whether such distinction in the EU 
system is still necessary.

4.  POSSIBLE IMPACT ON INTERNATIONAL 
AGREEMENTS ON MUTUAL RECOGNITION OF 
NATIONAL GIS

In order to widen the territorial scope of GI protection under national laws, 
many countries are entering into bilateral or multilateral agreements which 
provide mutual recognition and protection of their respective GIs. According 
to the Treaty on the Functioning of the European Union (hereinafter: TFEU10) the 
EU shall have exclusive competences in common commercial policy, including 
the commercial aspects of IPRs (see: TFEU, Art 3/1/e in connection with Art 
207/1). Thus, an exclusive competence to enter into bilateral or multilateral 
agreements on the mutual protection of GIs is vested upon the EU, whereas 
individual member states lack competence to enter into such agreements.11 

9 The EU (in its official documents) unambiguously recognises GIs as IPRs. But, according to 
numerous authors (see, for instance: Stern, 2007, p. 39 – 42), respective categorisation is 
rather questionable.

10 Treaty on the Functioning of the European Union, OJ C326/47, 26.10.2012.

11 See: The Opinion of the European Court of Justice on the EU-Singapore Trade Agreement and the 
Division of Competences in Trade Policy, delivered on 16 May 2017, par. 128.
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Sometimes bilateral or multilateral agreements are exclusively focused 
on mutual recognition and protection of GIs (so-called “stand-alone GI 
agreements”). Here, contracting states create a list of GIs to be protected in 
the other contracting states. The lists are often selective, as only the most 
important GIs tend to be included, while controversial or (from the financial 
point of view) less interesting GIs are not included. The well-known example 
of a bilateral “stand-alone GI agreement” is the one between the EU and China, 
which has been in discussion since 2010. Though not in force yet, China and the 
EU have managed to create a list of 200 GIs (100 from the EU + 100 from China) 
to be protected in China and the EU (see: Hu, 2018). 

On the other hand, the mutual recognition and protection of GIs can be 
just one segment of a bilateral or multilateral free trade agreement (hereinafter: 
FTA). An example of an FTA containing provisions on the mutual recognition 
and protection of GIs is the one concluded between the EU and Canada (i.e. 
Canada and European Union Comprehensive Economic and Trade Agreement – 
CETA). Since 2013, the EU and the USA were negotiating a similar agreement 
(i.e. Transatlantic Trade and Investment Partnership – TTIP), but negotiations 
were halted in 2016.12 Agreements on the mutual recognition and protection 
of GIs (i.e. “stand-alone GI agreements” or FTAs) would be easier to conclude 
if national laws on GI protection were harmonised, which is not the case at 
present. Namely, numerous member states, especially so-called “New World” 
countries (such as: the USA, Australia and New Zealand) do not protect GIs 
as sui generis IPRs. Instead, they protect geographical denominations under 
certain conditions and to a certain extent as collective and/or certification 
marks, as well as under consumer protection and unfair competition laws (see, 
for instance: WIPO, 2017, p. 31; Hu, 2018, p. 8 – box 2). Under such protection 
schemes, only relative protection (i.e. protection against deceptive or unfair 
use) is granted. As a result, products are allowed to be labelled with names of 
geographical areas from which they do not originate as long as average users are 
not likely to be misled and as long as a competitor’s reputation is not contested 
or misused by such labelling.

Nowadays, numerous countries around the world protect GIs as sui generis 
IPRs. According to the available data (see O’Connor, 2007, p. 7; Giovannucci et al., 
2010, p. 103), more than 100 countries around the world protect GIs as sui generis 
IPRs. Nevertheless, national solutions differ in terms of the scope of protection, 
the duration of protection, the potential users of protected GIs, etc. Numerous 

12 Full list of bilateral agreements on GIs - under negotiation, concluded and in force - 
between the EU and its trade partners, is available on: https://www.origin-gi.com/
component/flexicontent/117-news/8381-11-01-2016-eu-agreements-impacting-on-gis.
html?Itemid=1158, last visited on 15 February 2019.
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countries, especially those historically tied to the EU (such as: The Republic 
of North Macedonia, Montenegro, and Serbia) have established sui generis 
systems for GI protection based upon the EU system, but (unlike the EU) those 
countries provide registries of users and only registered individuals are allowed 
to use the related GIs for a certain period of time (i.e. 3 years in Montenegro and 
Serbia, 5 years in the Republic of North Macedonia). On the other hand, there 
are numerous countries (e.g. Jamaica, Barbados, Argentina, India, etc.) where 
sui generis systems established to protect GIs were not created in-line with the 
EU system. Accordingly, they differ significantly (Rački Marinković, 2013, p. 
208 under fn 62-63 and p. 210 under fn 67). Nonetheless, member states which 
protect GIs as sui generis IPRs regularly provide the same scope of protection 
for all kinds of goods. Thus, (regularly) there is no differentiation between GI 
protection of agricultural and non-agricultural products, as in the EU. According 
to Vittori (2013, slide 7), countries that provide for a broad definition of GIs, in 
which the type of product is irrelevant, include India, Russia, China, Brazil, 
Colombia, numerous African states, etc. On the other hand, Vittori identifies 
only the EU as a jurisdiction in which a sector-specific approach is taken - i.e. 
where only certain types of products may be registered and protected as GIs. 
It is interesting to note that in important trade partners for the EU (such as: 
India, Turkey and China), the number of GIs registered for non-agricultural 
products is significant and may even outweigh the number of GIs registered 
for agricultural products and foodstuffs. According to Pant (2015, p. 16), in 2015 
in India, out of 200 registered GIs, 128 were from the non-agricultural sector. 
According to Mevhibe and Ozdemir (2012, p. 423), in 2010 in Turkey, out of 
129 GIs registered, 39 were handicrafts. Thus, it would be significantly easier to 
enter into trade agreements or into agreements on the mutual recognition of 
protected GIs, if the EU provided a system of GI protection for non-agricultural 
products (see: EU Parliament, 2015, p. 5, par. 30 – 32). Furthermore, in the 
majority of national systems for GI protection, GIs are defined in a manner 
similar to the definition found in Article 22/1 of the TRIPS Agreement.13 As a 
result, national legislations do not often differentiate between PDOs and PGIs. 
Instead, only one broad definition is provided (see: EC, 2015, p. 22). If the EU 
defined GIs in a similar, broader way, it would be significantly easier for the EU 
to conclude agreements on the mutual recognition of GIs or to enter into trade 
agreements with a greater number of WTO member states around the world 
(see: EC, 2015, p. 22)

13 Definition of GIs provided in TRIPS Agreement is already cited above - in footnote 6.
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5.  POSSIBLE IMPLICATIONS FOR PRODUCERS OF 
TRADITIONAL PRODUCTS - INSIDE AND OUTSIDE THE 
EU

According to available data, the EU has managed to preserve traditional 
techniques applied in the production of various traditional agricultural 
products and foodstuffs (such as: hams, cheese, wines, etc.) through the use of 
GI protection at the EU level. Consequently, the EU has managed to revitalise 
numerous rural areas from which traditional agricultural products tend to 
originate (Folkeson, 2005; WIPO, 2017, p. 17). Although GI protection is not 
applied to products as such, it helps to prevent different abuses or misuses that 
may undermine a traditional product’s reputation such as causing a decrease in 
market prices. To sum it up, through direct protection of the denominations 
often borne by traditional agricultural products, indirect protection of 
traditional products and traditional production techniques has been achieved. 
Nonetheless, the same system of protection is not offered to producers of non-
agricultural products. 

Producers of traditional non-agricultural products which possess certain 
qualities or reputations dependent on raw materials or traditional production 
techniques originating from a certain geographical area are not willing to 
export their products to countries where imitations of the original products 
may be legally offered on the market. For example, an imitation is sold under 
the name of geographical origin, but does not come from the true place of 
origin. Other instances include the use of the name of the geographical origin 
in the label of the product in combination with words like “type” or “style”. 
Legally, such imitations may occupy a large part of the market, which is likely 
to negatively affect the original product’s sale rates and prices, and may even 
lead to the exclusion of the original (and usually more expensive) products 
from the market. 

When producers of traditional products come from countries which do not 
provide adequate GI protection for non-agricultural products, they are in an 
even worse situation. Here imitations may be legally available in the domestic 
market, too, and thus, diminish the value of the original products, possibly 
contributing to their exclusion from the domestic market. This is the problem 
that occurs quite frequently in practice. For instance, in numerous tourism-
oriented countries, traditional handicrafts are hardly found in the souvenir 
markets. Instead, souvenir markets tend to be overcrowded with industrially 
produced, cheap imitations of traditional handicrafts, regularly labelled with 
traditional (often well-known) denominations. In this scenario, traditional 
products are unable to compete in the market, which forces traditional 
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producers to move to urban areas in search of new jobs. As a consequence, 
traditional production techniques are falling into oblivion. 

If the EU introduced a regulation on GI protection for traditional non-
agricultural products, producers of such products would finally have the 
opportunity to enjoy the same benefits as producers of traditional agricultural 
products. This is especially true for producers offering their products (usually 
handicrafts) in domestic markets in countries where the denominations 
of non-agricultural products are not protected as sui generis IPRs, as well as 
for producers willing to offer their products across the EU, but have thus far 
hesitated due to fears of unfair competition (e.g. free-riding). 

If an EU system prescribed that the use of protected GIs for non-agricultural 
products shall be accompanied with a “logo” certifying that the denomination 
is registered as a GI before a competent authority at the EU level (like in the case 
of GIs for agricultural products), even consumers who are not familiar with the 
traditional names of traditional non-agricultural products (e.g. tourists from 
states where protected GIs do not enjoy the same reputation) would be able 
more easily to differentiate traditional non-agricultural products (regularly 
made from natural materials) from mass-produced products (regularly made 
from low-quality materials). Such differentiation shall ensure a niche in the 
market for original (i.e. traditional) non-agricultural products.

Finally, it is important to emphasise that an EU system of GI protection 
is already available (when it comes to agricultural products) for all producers, 
or associations of producers, who are willing to apply for protection at the EU 
level. So far, numerous traditional agricultural products, originating from non-
EU member states, have been registered and are protected at the EU level as 
PDOs or PGIs (e.g. Darjeeling – a tea from India; Kop Arabica Gayo – a coffee 
from Indonesia; Malatya Kaysisi – an apricot from Turkey, etc.). If the EU were 
to introduce a similar system of GI protection for non-agricultural products, 
it would be expected that the same situation would occur, especially when 
it comes to handicrafts which have already obtained some reputation within 
the EU (e.g. Jepari Furniture from Indonesia; “Alebrijes”, or Oaxacan Wood 
Carvings from Mexico; Khurja Pottery from India, etc.). Accordingly, traditional 
producers from (regularly, but not necessarily) developing, or least developed, 
countries will also have the opportunity to offer their traditional products 
with the EU’s large market without fear that their products’ reputation will be 
exploited. This would have a positive impact on the rate of export by developing 
countries and, consequently, on their GDPs.
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6.  CONCLUSION

There seems to be no valid justification (i.e. no justification based 
on legally valid grounds) for excluding denominations indicating a 
geographical origin for traditional non-agricultural products from the scope 
of protection provided for denominations indicating a geographical origin 
for agricultural products and foodstuffs (as well as wines, aromatised wines 
and spirits). Different means of protection deprive producers of traditional 
non-agricultural products (who would otherwise be willing to offer their 
products in the EU market) of the same benefits that producers of traditional 
agricultural products enjoy in the EU market. According to various studies, 
those benefits include an increase in demand for products labelled with GIs as 
well as in market prices for those products. 

By adopting a regulation on GI protection for non-agricultural products, 
the EU would finally be able to provide producers of traditional non-agricultural 
products (from inside and outside the EU) with benefits that producers of 
traditional agricultural products have enjoyed for decades. As a consequence, 
this may contribute to the preservation of traditional production techniques and 
the revitalisation of rural areas from which traditional non-agricultural products 
often originate. If we bear in mind that traditional handicrafts usually come 
from developing or least developed countries, securing a niche in the EU market 
is expected to positively affect the export rates and GDPs of such countries. 

The regulation is also expected to have a positive impact on producers of 
traditional non-agricultural products within the EU who may otherwise not 
be willing to offer their products outside of their domestic (national) markets. 
Under an EU system, they would be able to label their products with easily 
recognisable logo(s), which would indicate to potential consumers that the 
denomination of the product is registered as a GI at the EU level, implying that 
the product in question has certain qualities or reputation and is produced under 
certain standards (as defined in the specification at the time of registration). The 
role of the logos (provided for every GI registered at the EU level) is particularly 
important in the tourism sector, where average consumers (i.e. tourists) are 
not familiar with traditional denominations for traditional non-agricultural 
products and in situations where average consumers may not be able to easily 
differentiate traditional products from those which have been mass-produced.

Finally, the establishment of an EU system of GI protection for non-
agricultural products, would make it significantly easier for the EU to conclude 
bilateral or multilateral agreements on the mutual recognition of GIs. This 
shall have a positive impact on EU producers of traditional non-agricultural 
products, registered and protected at the EU level, who would be more willing 
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to offer their products in the contracting states. The protection of their GIs 
in the respective contracting states would offer them a more secure access to 
niche markets and higher market prices.
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