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ANALYSIS OF THE VOLUME AND STRUCTURE OF
ORIGINAL AND ASSIGNED REVENUES OF THE BUDGET
OF THE CITY OF LESKOVAC

Abstract

Strengtheningthefinancial independenceoflocal self-governmentis aprerequisite
without which the demand for faster democratization and decentralization of state
power, as well as the implementation of economic development processes, cannot
be fulfilled. In order to achieve a series of tasks and functions that the state is
obliged and competent to perform, it needs certain financial resources. Local public
revenues represent the revenues of local authorities from which their public affairs
are financed. The strengthening of local government is related to the process of
fiscal decentralization and the increase of the share of local public revenues in the
total revenues of the state.

The aim of the work is to analyze the distribution of public revenues in the
budget of the city of Leskovac, to indicate the ratio of original and ceded revenues
and the factors that influence their size. Based on the analysis of the available
data, it can be seen that the ratio of original and ceded revenues in the budgets of
local self-governments is unfavorable. Within the scope of revenues and receipt of
local self-government budgets, a significantly larger amount of funds is made up of
ceded revenues, which shows a high level of centralization.

Key words: local self-government, original revenues of local self-government,
ceded revenues.

JEL Classification: H20, P43

AHAJIN3A OBUMA U CTPYKTYPE U3BOPHUX U
YCTYIIUBEHUX ITPUXOJA BYIIETA I'PAJIA JIECKOBIIA

Ancrpakr

Jauarve Qunancujcxke camocmanHocmu 0KAIHe camoynpase je npedyciog 6es
Ko2a ce He MOJce UCIYHUMU 3aXMes 3a OPA#coM 0eMOKPAMU3Ayujom u 0eyeHmpa-
AU3AYUJOM OPIHCABHE 8ACTMU, KAO U CNPOBOHerbe eKOHOMCKUX PA360JHUX npoyecd.
Paou ocmeapusarwa nuza 3adamaxa u ynxyuja xoje je opocasa obasesna u Ha-
onexcua oa ypaou, nompebra cy joj oopehena unancujcka cpeocmaa. Jlokaninu
JjasHu npuxoou, npedcmasbajy npuxooe JOKATHUX OPeaHd 61ACu U3 KOjux ce u-

! marina.djordjevic@eknfak.ni.ac.rs, ORCID ID 0000-0002-9909-315X.
% saskajo93@gmail.com, ORCID ID 0009-0003-6738-765X.
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HAHCUPAJy RUXOBU JAHU NOCI08U. Jauarbe TOKATHE 8IACMU je 8e3aHO 3d Npoyec
Quckanne deyenmpanuzayuje u noseharbe yoena 10KAIHUX JABHUX NPUXOOA Y YKYH-
HUM npUxoouma oparcase.

Lum pada je oa uzepwiu ananusy pacnooene jasHux npuxooa y oyuemy 2pa-
0a Jleckosya, ykaxce Ha 0OHOC U3BOPHUX U YCMYN/bEHUX NPUX00A U HA (armope
Koju ymuyy Ha Ppuxo8y eenuuuny. Ha ocnogy ananuse 0ocmynHux nooamaxa mooice
ce youumu 0a je 00HOC U360PHUX U YCIMYNbEHUX NPuxood y Oyuemuma J10KATHUX
Camoynpasa HenogobaH. Y okeupy npuxooa u npumarea Oyyema J0KauHe camoy-
npage, 3HAMHO 6efiu USHOC CPEOCMABA YUHe YCMYN/beHU NPUXoOU, Wmo noxkasyje
BUCOK HUB0 YeHmpanuzayuje.

Kwyune peuu: nokanna camoynpasa, u36ophu npuxoou J0KaiHe camoynpase,
YCMYNbeHy npUxoou.

Introduction

The system of public revenues and expenditures is regulated by the Law on Public
Revenues and Public Expenditures (“Official Gazette of RS” No. 22/01). It can introduce
only those revenues and expenses that are defined by this law.

The main goal of every local community is to improve the living and working
conditions of its citizens, and it is based on their ability to manage public affairs of
immediate importance that are of general interest to local citizens.

The goal of properly implemented fiscal decentralization is to strengthen the role
of cities and municipalities, as well as their fiscal autonomy, that the Republic to entrust
local authorities with numerous important competencies and for local budgets to be
increased many times over (Aleksi¢, 2018).

The first part of the paper will discuss local revenues in the system of financing
local self-governments. In order to be able to perform the tasks assigned to it by law, the
local self-government must have a certain amount of funds. The second part of the paper
will deal with the analysis of the original and ceded revenues in the budget of the city of
Leskovac. The basic idea of categorizing revenues according to their origin, i.e. separating
the original from the assigned revenues of the local level of government, is to separate
the fiscal competences of the given levels of government in the country by establishing
them, create greater financial independence and strength in the financing of public affairs
within the framework of the original competences of local self-government units. At the
end, concluding considerations will be presented in order to provide certain proposals for
further research on the optimal level of fiscal and budgetary decentralization.

Theoretical backgrounds
The local self-government must have a certain amount of funds in order to be
able to perform the tasks assigned to it by law. Local public revenues, as their name

suggests, represent the revenues of local authorities from which their public affairs are
financed. Some of them are introduced and established at the central level, and some at
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the local level. It is very important to balance the relationship between the expenditure
side, which arises from the competences established by the constitution and the law and,
based on that, public affairs, and the income side of the balance of their budgets. Their
unevenness leads to a vertical imbalance in the relations between the central level and
units at the local level of government. The state must build mechanisms to harmonize
that balance, and the institutionalization of local public revenues is one of the ways to
solve that problem.

Bearing in mind the importance of local self-government in the state organization
of every country, it is quite logical that the local level of government should be given
the authority and responsibility to dispose of certain fiscal forms that will represent their
own revenues. In fiscal policy, it is the sphere of fiscal federalism, which represents
the regulation of relations between different levels of government in terms of public
revenues and expenditures, both in a unitary and decentralized state (Besla¢, 2021).

Fiscal forms of source income of local self-government are regulated by the central
level of government, and the determination of their tax rates, bases and exemptions is the
responsibility of local self-government units.

Local public revenues should be a stable and predictable source of revenues
and provide sufficient funds that will correspond to expenditures arising from the
scope of local public affairs. The starting assumption is that the smaller the difference
between subnational expenditures and revenues, that is, the lower the dependence of the
subnational level on transfers from the central level, the more effective the relationship
between the different levels of state administration in terms of fiscal discipline, i.e.
responsible and rational spending of scarce funds (Molnar, 2013). In this way, revenues
would be clearly purposeful and as close as possible to the purpose for which they are
introduced, and expenditures would be transparent.

The basic idea of categorizing revenues according to their origin, i.e. separating
the original from the assigned revenues of the local level of government, is to separate
the fiscal competences of the given levels of government in the country by establishing
them, create greater financial independence and strength in the financing of public
affairs from the framework of the original competences of local self-government units.
The principle of harmonization (expenditure and revenue) implies that each level of
government should be assigned those sources of revenue from which the expenses
incurred by performing the functions of the given level of government will be covered
(Radicevi¢, 2016). This should establish a closer connection between the bearers of the
tax burden and the benefits that both the taxpayers themselves and other citizens will
have from the “package of public services” of the local authorities. This logical principle
is difficult to achieve consistently and precisely. In the event that the original revenues
are not sufficient to provide financing for the performance of public affairs arising from
the original scope of competence, the state must also establish additional sources of
funds from the budget of local authorities. They should also be used for the purpose of
covering expenditures that arise on the basis of entrusted tasks, that is, the transfer of
certain competences from the central level of government.

There are several methods and ways in which this request can be realized, because
exclusive reliance on the source revenues of local authorities can cause negative effects
and deformations in the functioning of the country’s fiscal and political system. Namely,
exclusive reliance on fiscal capacities within their jurisdiction, from which local self-
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government units will be financed through their own revenues, can produce different
financial strengths of their budgets, which will lead to the emergence of vertical and
horizontal imbalances in the government financing system in the country. What disrupts
the precise and rational coverage of obligations from additional funds from the republic
level (surplus or lack of funds for certain purposes) is the different dynamics of activities
and processes during the year, despite the previously implemented planning process and
coordination. Another significant problem of state development that is actually realized
at the local and regional level is balanced regional development, which can be achieved
with additional funds from the republic level. Regional development implies regional
development of the economy as a whole, territorial (complementary) division of labor by
creating assumptions of development, connecting regions, merging sectoral and regional
development (Deri¢, Perisi¢, 1996). At the same time, the local self-government with its
administration should have management capacity and the ability to create ideas for its
territory and the local community on how to use those funds, in order to compensate for
the limited financial resources (Redburn, Shea, Buss, 2008).

In addition to the financing of local authorities through source revenues, it is also
very important to provide funds that are realized through participation in the community
of revenues with the central level of government. It should be borne in mind that the
central government, for the most part, is financed from the most significant and generous
forms of taxation, such as personal income tax, sales taxes (in the form of general
sales tax and individual consumption tax) and corporate profit tax. Based on that and
depending on its state structure, it cedes a part of the realization of those revenues to the
lower levels of government in the country. The importance and role of the given revenues
in the financing of the local level of government varies. What is visible on the example
of the budget of the city of Leskovac is the high share of ceded and transfer funds of the
Republic, which in the last few years amounts to about 80%, which speaks of a low level
of fiscal decentralization, and on the other hand, it can lead to irrational spending.

The predominance of the share of ceded over the original revenues
in the budget of the city of Leskovac: methodology and discussion

According to the Law on Financing of Local Self-Government (“Official Gazette
of the RS”, No. 97/2023), the most significant sources of revenues generated on the
territory of a local self-government unit are: property tax, except tax on the transfer
of absolute rights and inheritance and gift tax; local administrative fees; local utility
taxes; local taxes; compensation for the use public goods, in accordance with the law;
concession fee, and other fees in accordance with the law.

The following table shows the most important categories of original income of
the budget of the city of Leskovac. A period of 10 years was taken for the analysis of
observations, in order to observe some tendencies in their changes, that is, to see if there
are fluctuations in their movement.
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Table No. 1: Original revenues of the budget of the city of Leskovac in the period
2014-2023. year (in million dinars)

Tax on | Municipal Revenues Revenues
.. P Revenues from the Mixed and
Original | Tax on goods taxes from .
Year from sale of unspecified
revenues | property and on the fines and
. property | goods and . revenues
services | company ervices penalties
2014, | P30 | 1781 | 683 52.7 79 55.2 23 2.3
2015. 534.0 244.1 96.4 48.9 54.8 59.0 2.2 28.6
2016. | 3333 [ 2077 93.5 50.1 39.0 67.5 2.9 72.7
2017. 733.6 269.1 101.8 51.5 139.7 77.8 6.4 87.2
2018. 703.0 301.5 105.7 55.0 64.3 76.7 5.6 94.2
2019. 704.9 352.4 89.3 54.5 99.6 67.7 7.1 34.4
2020. 737.1 362.4 112.9 55.1 37.2 75.8 4.8 89.0
2021. 779.9 369.3 142.4 64.0 78.5 91.5 6.4 27.7
2022. 897.6 3753 133.7 69.4 130.6 96.7 26.9 65.0
2023. 920.1 405.5 169.5 73.1 83.5 93.9 4.6 90.0

Source: Budget of the city of Leskovac

Chart No. 1. The share of individual original revenues in total source revenues

e el

2014 2015 2016 2017 2018 2019 2020 2021 2022
Tax on property m Tax on goods and services
M Municipal taxes on the company B Revenues from property
Revenues from the sale of goods and services Revenues from fines and penalties

Mixed and unspecifed revenues

Source: Budget of the city of Leskovac

Based on table no. 1, we can conclude that the total original revenues of the budget
of the local self-government of the city of Leskovac in the period 2018-2023. showed
constant growth. Looking at the structure of source revenues, most funds are collected
through property taxes. This original revenues tends to grow in the observed period. It is
a very generous original revenues and reaches up to 50% of the total original revenues of
the budget of the city of Leskovac.
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In the case of the balance item taxes on goods and services, alternating growth
and decline of this original revenues can be observed. The municipal tax on the company
has a tendency to increase in the observed period, while the revenues from property in
the observed period showed certain fluctuations. Revenues from the sale of goods and
services from 2019 show a growing tendency, except for 2023, where there was a slight
decrease. Revenues from fines and penalties, as well as mixed and unspecified revenues
in the observed period showed a changing trend.

In addition to the financing of local authorities through source revenues, it is also
very important to provide funds that are realized through participation in the community
of revenues with the central level of government. In the following, the ceded revenues of
the budget of the city of Leskovac for a certain period of time will be presented.

Table No. 2 Ceded revenues of the budget of the city of Leskovac in the period
2014-2023. Years

Tax on income, Current Other
Year Ceded revenues | profit and capital and capital deferred
gains transfers taxes
2014. 22171 1.088,8 1.040,6 87,7
2015. 2.323.4 1.122,7 1.093,2 107,5
2016. 2.362,6 1.186,4 1.077,7 98,5
2017. 2.849.8 1.264,4 1.491,6 93,7
2018. 2.822.3 1.367,3 1.332,4 122,6
2019. 2.874,9 1.555,8 1.212,7 106,4
2020. 3.220,4 1.655.6 1.458.,4 106,4
2021. 3.611,4 2.211,1 1.262,6 137,7
2022. 3.683,7 2.493,8 1.054,4 135,5
2023. 4.106,6 2.717,4 1.260,5 128,7

Source: Budget of the city of Leskovac

Based on the previous table, we can conclude that the ceded revenues of the
budget of the city of Leskovac, in the observed period, make up about 80% of the total
current revenues. In the period from 2014-2023. year, they showed a constant growth
trend. Among the ceded revenues, the city of Leksovac collects the most funds through
ceded taxes on income, profit and capital gains. In the observed period, they showed a
constant growth trend and their participation amounts to about 50% in the total ceded
revenues. Running and capital transfers, in the structure of ceded revenues, are in second
place in terms of generosity in total revenues. Other ceded taxes are also important in the
structure of ceded revenues. However, the city collects a significantly smaller amount of
funds through them.
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Graph no. 2 Share of individual ceded revenues in total ceded revenues
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20%
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W Taxes on income, profit and capital gains
H Running and capital transfers

@ Other ceded taxes

Source: Budget of the city of Leskovac

Based on the previous analysis of the original and ceded revenues of the budget of
the city of Leskovac, their relationship is graphically presented on graph no. 3. It shows
us the share of original and ceded revenues of the budget of the city of Leskovac in the
total revenues, for a certain period of time. Based on these data, we can conclude that
their relationship is unfavorable. Surrendered revenues take a much larger share, around
80%. In contrast to them, the original revenues make up less than 20% of the current
(running) revenues of the budget of the city of Leskovac.

Graph no. 3. Share of original and ceded revenues in total current revenues

H Original revenues = Ceded revenues

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Source: Budget of the city of Leskovac

In the period from 2019 to 2022, the original revenues showed a tendency to
decrease, while the ceded revenues in the same period showed a tendency to increase. In
2022, there will be an increase in original income and a decrease in ceded income, while
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in 2023 there will be an increase in ceded income, and original income will decrease
compared to the previous year.

The presentation of the research results will be done with descriptive statistics. In
table no. 3 shows descriptive statistics related to the share of original and ceded revenues
in the total revenues of the budget of the city of Leskovac.

Table No. 3 Descriptive statistics of basic source and ceded revenues
of the budget of the city of Leskovac

N Minimum | Maximum | Mean | Std. Deviation
ORIGINAL
Property tax 10 0,37 0,50 0,4370 0,04572
Taxongoodsand |, 0,13 0,18 0,1590 0,01912
services
Municipal tax 10 0,07 0,11 0,0830 0,01160
Property revenues 10 0,05 0,19 0,1140 0,04452
Revenues from the
sale of goods and 10 0,09 0,13 0,1090 0,01197
services
Revenues from fines |, 0,01 003 |00120] 000632
Mined and 10 0,04 03 |00860| 003748
ASSIGNED
(CEDED)
REVENUES
Income tax, profit 10 0,44 0,68 0,5390 0,08239
and capital gains
Current (running) 10 0,29 0,52 0,4200 0,07846
and capital transfers
Other ceded taxes 10 0,03 0,05 0,0410 0,00738
Valid N (listwise) 10

Source: Author’s calculation

Based on the descriptive statistics, we can conclude that the maximum tax
revenues from property tax were achieved in 2019, and the smallest in 2017. In relation
to the average share in total source revenues, these are not significant deviations. The
second most generous are revenues from taxes on goods and services, which reached
their maximum in 2023, and were at their lowest level in 2019. Other incomes also
varied, and the biggest deviations can be observed in revenues from property and in the
category of mixed and unspecified revenues.

Taxes on income, profit and capital gains varied from 44% of the total ceded
revenues of the budget of the city of Leskovac in 2017 to 68% of their participation
in 2022. The average share of these revenues in the total ceded revenues of Leskovac
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was high in the observed period and amounted to slightly more than half of those
revenues. Descriptive statistics showed that current and capital expenditures reached
their maximum in 2017, and their minimum in 2022. They are also significant in terms
of generosity, because in the structure of ceded revenues they amount to 42% of the total
ceded revenues on average over the years of the observed period.

Conclusion

The field of public finances is a very important area of social and economic
relations that take place in every organized state. Local self-government, performing
tasks that are within its scope of work, must have its own sources of revenues in order
to achieve them. Without funds that can be freely disposed of and without the right to
define a certain level of fiscal decentralization, based on the principles of fairness and
the rights of local communities, and on the principle of economy of local fiscal policy, is
difficult to talk about realizing the idea and concept of realizing the right to purposeful
self-government of local communities, how the name itself says it all.

Based on the analysis of the scope and structure of the income of the budget
of the city of Leskovac, and on the basis of previous researches, it can be concluded
that the ratio of original and ceded revenues in the budgets of local self-governments
is unfavorable. The basic idea of categorizing revenues according to their origin, i.e.
separating the original from the assigned revenues of the local level of government, is
to separate the fiscal competences of the given levels of government in the country by
establishing them, create greater financial independence and strength in the financing of
public affairs within the framework of the original competences of local self-government
units. This should establish a closer connection between the bearers of the tax burden and
the benefits that the local authorities will have from the “package of public services”.
In the event that the original revenues are not sufficient to provide financing for the
performance of public affairs arising from the original scope of competence, the state
must also establish additional sources of funds from the budget of local authorities. On
the basis of the performed analysis, we could see that within the scope of revenues and
receiving budgets of the observed local self-governments, a significantly larger amount
of funds is made up of ceded revenues.

The existence of financial dependence on the central level of government speaks
of possible political dependence and pressures on the right to self-governance of local
communities, who by the nature of things know best (through the procedures of public
hearings and other types of communication) what is necessary and what are the priorities
in terms of public services and public goods. Arguments that would lead in the direction
of fiscal and budgetary (financial) centralization are that with greater decentralization,
a certain level of consistency in strategic and short-term planning may be lost due to
poor communication or the arbitrariness of local authorities, which would waste scarce
resources irrationally. It seems that these arguments are difficult to defend in conditions
where, with the help of modern information and communication technologies, it is
possible to connect the information systems of all state and local institutions and all
relevant factors and interested parties, to monitor plans, procedures, execution and
the flow of money. This can establish an effective planning system at the strategic and
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operational level, and connect and harmonize long-term, medium-term and short-term
planning, as well as reasonable and expedient control of income and expenses. The high
share of ceded revenues primarily speaks of a high level of centralization, and not of the
generosity of the central authorities.

Apart from the political will, it seems that another problem is to create an operational
system that will connect the levels of government, all the necessary institutions and
factors that will enable the use of all the advantages of optimal fiscal, financial and
budgetary decentralization.
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Grapevine belongs to the group of essential agro-food products. Moreover; through the
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2a30UHCBO Caopocane y edjersy aymoxXmoHux (IOKAIHux) copmu epodxcha Hacy-
npom melyHapoOHO NpUsHAmMuUX cOpmu y yunsy npousgoore beaux sund. Y paoy je
ynompebsoen MemoOoIOWKU OKEUD KOju NOOPA3YMesa U3PALYHABARE MAPHCU NO-
Kpuha u oopehusarbe KpUMUYHUX 8PEOHOCMU Y NPOU3800FU 2podicha. Ananusupa-
HU nodayu 000ujeru cy 00 8UHO2PAOapa 10YUPAHO2 y BUHOZPAOAPCKOM PEjoHy mpu
Mmopase (noo), bnudice y mpcmeHUuKoM 8UHO20DJY ¥ YeHmpaanoj cpouju. Jlodoujenu
Pe3yImamu uCmpasicusarsa ¢y noKA3an 0d ce y YCI108UuMa pacmyye nompasicroe
3a benum uHUMA O0bA EKOHOMCKA KOHKYPEHMHOCT 2a30UHCTNGA Modce nocmuhi
2ajervem aymoxmoHux (1OKaIHUux) copmu y 0OHOCY HA UHMEPHAYUOHATHE copme
epooicha. IIpemxodHo ce Mmodce UCKOpucmumu 3a NONYIapu3ayujy y3eoja aymo-
XMOHUX U PESUOHATHUX COPMU 2POXCHA HA HAYUOHATHOM HUBOY.

Kwyune peuu: ecpooiche, aymoxmone (nokanne) copme, UHMepHAYUOHATHE COP-
me, Oeno 6UHO, eKOHOMCKA AHATU3A.

Introduction

Nowadays, the grapevine growing its usually linked to Eurasian grape (Vitis vinifera
L.) as it represents globally the most grown, while economically significant fruit crop
(Arroyo Garcia et al., 2006). The oldest archaeological proof of grape domestication was
found in Egypt and Syria, and refers to 4" millennium B.C. (Jacquat, Martinoli, 1999;
This et al., 2006). So, Vitis vinifera, or generally accepted grapevine, is originated from
the southwestern Asia, or more closely from the region of the Caspian Sea. Thanks to
wine that was labelled as holy or gods drink in ancient world, some nations additionally
spread the wine varieties worldwide, as like Phoenicians to the territories of ancient Greece
and Romans, or to south France, while Romans later push the grapevine varieties all over
the Europe (Crowther, 1979; Harutyunyan, Malfeito Ferreira, 2022). Discovering America
helps further introduction of vine farming in Mexico and California, or in next step in South
America and Australia (Vlahovi¢ et al., 2012). Currently, besides the Europe, grapevine is
well dispersed across the all continents characterized by the continental or Mediterranean,
and even subtropical climate, especially in parts of Asia and North America (Terral et al.,
2010). According to growing areas and value of production, grapevine belongs to the group
of the major fruit crops worldwide (Riaz et al., 2018; Alston, Sambucci, 2019).

Grape is the crop with strong historical, cultural and spiritual connotation within
the overall progress of human society (Hannickel, 2013). It’s usually divided on table
and wine, or red and white, or international and autochthonous grapevine varieties, etc.
(Venkitasamy et al., 2019). Globally is described and in use are 6 to 10 thousand grape
varieties (Zombardo et al., 2022), while in all growing areas international and local
varieties are used in same time, offering fresh or dried grape, or wine and wine products
(Kupe et al., 2021).

In Serbia, currently are grown 224 grapevine varieties, both for the commercial
production of grapes and wine. Within mentioned group, 31 wine varieties could be
considered as local, actually as autochthonous and regional varieties (Jaksi¢ et al., 2024).
Grapes are widely used in human nutrition, food and alcoholic beverage industry (mostly
for wine production), medicine and cosmetology, etc. (Teixeira et al., 2014).
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Nutritional power of grapes is considered in high content carbohydrates, fiber, or
various minerals and vitamins, especially K and Mn, or B, C, and K vitamins (Sousa et
al.,2014; Zhu et al., 2017). Besides, there are present several bioactive compounds, such
are flavonoids, tannins, phenolic acids, anthocyanins, resveratrol, etc., that secure the
desirable health status to grapes (Fontana et al., 2013; Dwibedi et al., 2022). So, in line to
health benefits, grape has significant impact to human health status. It is good antioxidant
and immunity protector (primarily protection against cancer, certain microbes, or viruses).
It shows strong anti-inflammatory activities, it is good in preventing cardiovascular, or
neuro degenerations, it maintains bones density well, etc. (Yang, Xiao, 2013; Georgiev
et al., 2014; Blanton, 2018).

In 2022., there were over the 6.73 million ha under the grapevine worldwide. It has
to be mentioned, that overall surfaces have showed small oscillations in last few years.
Within the structure of overall areas, Europe dominates with almost 51%, while Asia
has significant share too, around 28% (FAO, 2024). According to available areas, among
the top five grape growing countries are China, France, USA, SAR, and Italy, while
the top five grown grapevine varieties are Cabernet Sauvignon, Merlot, Tempranillo,
Airen, Chardonnay, and Syrah (Khan et al., 2020). Some estimation shows that generally
exists moderate but positive correlation that links grape and wine production, as in
certain countries have been grown grapes, while they have not reported wine production
(Stancu, 2015).

Serbia has available favorable climate and other natural conditions for grape
growing. Unfortunately, it lags behind the other territorial units with identical conditions
(Denda, Denda, 2016). Serbia has on disposal around 20.000 ha (+/- 10%) under the
vineyards in last few years (FAO, 2024). Certain level of annual oscillations derives from
the replacement of old by new vineyards. Almost 77% of active vineyards are located
in Central Serbia. Wine varieties dominate over the table grape varieties (app. 79% :
21%). Over the 13% of agricultural households disposes with vineyards (Trisi¢ et al.,
2019). So, larger part of grown grapes is processed into the wine (Dasi¢ et al., 2022).
The most of grape producers (over the 60%) are part of the group that have on disposal
small size vineyards (0.1-0.5 ha). Current trend in grape growing is turned to rise of
number of small farms, or small wine producers, that are more and more introducing the
wines of higher quality labeled by geographical indications (Prodanovi¢ et al., 2020).
Grape growing is usually linked to wine-growing areas. Serbia has on disposal various
terroir conditions, dividing the entire wine-growing area (Wine-growing Serbia) in three
large wine-growing units, 22 wine-growing regions, and 77 wine-growing sub-regions
(Jaksi¢ et al., 2015). As the largest wine-growing region at national level is marked the
Tri Morave wine-growing region (Protected Designation of Origin/PDO Tri Morave)
in Central Serbia, that spreads along the Zapadna, Juzna and Velika Morava rivers. The
mentioned region implies the favorable climate and other natural conditions required for
vine growing and production of high-quality wines with geographic indications (Tomi¢
etal., 2017; Jaksi¢ et al., 2020).

In previous couple decades, in Serbia has been started with the intensive renewal
of old vineyards, implementing the well-recognized or some new commercially more
productive grapevine varieties, modern technological solutions and mechanization,
striving to achieve sustainability of national wine sector that will be internationally
visible (Prodanovi¢ et al., 2021). Mentioned transition period transforms big state-
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owned vine holdings into the small private, mostly family vine holdings and wineries
(Simonovi¢ et al., 2019). In line to that, nowadays, in Serbia there are organizing over
the 30 manifestations focused on grape or wine (Jevi¢ et al., 2016).

According to the Vineyard register, five the most represented wine varieties, per
area, in Serbia are Merlot, Cabernet Sauvignon, Chardonnay, Riesling and Sauvignon
blanc. Further, five the most represented newly created domestic wine varieties are:
Zupljanka, Morava, Probus, Sila and Zupski Bojadiser, while the five most represented
autochthonous and regional wine varieties (local varieties) are: GraSac (although some
authors classify it as a widespread regional variety), Frankovka (regional variety),
Prokupac, Tamjanika Bela (group of genotypes/sub-varieties - according to some authors,
a regional variety) and Smederevka. The five most widely represented table grapevine
varieties in Serbia are: Muskat Hamburg, Moldova, Muskat Italia, Victoria and Cardinal
(Jaksi¢, 2019; Jaksic¢ et al., 2024).

Generally, in this moment Serbia is missing sufficient level of vineyard areas,
and consequently, Serbia is missing adequate quantities of domestic grapes, wine and
wine products, and spirit drinks produced by domestic grapes to provide overall self-
sufficiency (Petrovi¢ et al., 2024). Besides, out the season table varieties are imported
towards the strengthening the offer of fresh grapes in retail. In recent time, intensification
in tourism development and establishment of several quite attractive wine routs in Serbia
cause the increase in “silent” export of domestic wine sector.

The main goal of the paper is to perceive the economic benefits for the vine
growers in Serbia coming from larger implementation of certain autochthonous (local)
contrary to international grapevine varieties. So, the main hypothesis of the research
is set as: Growing the autochthonous (local) grapevine variety has greater potential of
profitability than the international grapevine variety.

Methodology

Like in some previous research linked to lines of crop’s production and processing,
used method was based on analytical calculations underlying variable costs (determining
the contribution margin), as well as on assessing the critical values of production (Subié¢
et al., 2015; Subi¢, Jelocnik, 2019; Jelo¢nik et al., 2019; Nasti¢ et al., 2020). In this
way there could be analyzed economic potential of certain grape varieties successfully
grown at the national level, and later support the adequate producers’ decision related to
introduction of the variety that gives better profitability into the vineyard.

Data set required for economic analysis was gained from the Tri Morave wine-
growing region, specifically Trstenik wine-growing subregion (widely recognized
wine-growing area), while they refer to growing season 2022/23. Analysis assumes the
identical, or at least quite a similar production conditions available at the observed farm,
i.e. the use of the same fixed assets (land, mechanization, equipment, etc.) and inputs
(pesticides, fertilizers, external labor, etc.), in norms that fit the best the specificity of
grown variety (except in case when the grown variety requires some special treatment).

Presentation of all derived results is done through the adequate tables, while all
results are expressed in EUR. All costs and incomes are assumed for the one hectare of
vineyard in full yielding. Development of analysis implies consultation with available
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scientific and professional literature focused on vine growing, as well as experts in grape
production.

Potential research limitations are recognized in development of analytical
calculations just towards the data derived from one growing season and one locality.
Also, derived results could differ in line to used technological approach in production,
state of mechanization and equipment, as well as level of used mechanization in growing
activities, main producers’ goal (balance between the quantity and quality of gained
yields), etc.

Results and Discussion

Globally and locally, growing wine varieties are dominating over the table varieties.
Towards to mentioned fact, as well as providing the better economic comparability, there
are chosen two wine varieties of white wine variety, one international (Chardonnay)
and one autochthonous (local), (Tamjanika Bela), mostly grown in Serbian vineyards.
It’s assumed that applied growing technology and gained yields in both used varieties
guarantee later production of high-quality wine. However, it should be borne in mind
that the Tamjanika Bela variety is actually a Muscat variety whose wines are increasingly
favored by domestic wine consumers.

More closely, Tamjanika Bela represents old local variety with specific muscat
taste and aroma after it reaches the full maturity (in October). There are some believes
that variety originated from France as a sub-variety of Muscat. It has great vegetative
strength, developing semi-massive compact grape cluster. Grape is yellowish or greenish
with some rusty color shade. It belongs to semi-yielding variety that prefers warmer
regions. Variety is considered as the oldest Serbian autochthonous variety, grown even
in the time of Nemanji¢ dynasty. Tamjanika Bela is usually grown in central, and eastern
Serbia (Beslic et al., 2012; Tarailo, Vuksanovic, 2018).

Chardonnay represents green-skinned grapevine variety, dominantly used in white
wine production. Although is currently grown worldwide, it is supposed that variety
was initially introduced in Burgundy (east part of France). In line to good adaptability
to various production conditions, variety could be easily cultivated. Meanwhile, it
shows certain difficulties towards the pests and diseases (Carvalho et al., 2013; Singh,
Srivastava, 2018). There are some estimations (CVO, 2024) that currently in Serbia is
640 ha under the Chardonnay variety in commercial production (8.5% of overall surfaces
of commercial vineyards), contrary to 305 ha under Tamjanika Bela (4.05%).

Following the rise in demand for grapevine varieties used in high quality wines
production at local market, grape producer is considering to enlarge his vineyard (from
3 ha to 4 ha). Basically, grape grower could be in same time the small wine producer.
Owned winery has potential to further process gained yields, as well as to bottle and
store the additional wine quantity until the moment of wine selling. In line to adequate
respond to market requests he has to decide what grapevine variety will fit the best
previously established business strategy, of course adjusted to his experience and
available technological base and knowledge (both varieties have been already involved
into the production structure of the farm). Besides all, one of the steps in solving business
dilemma, i.e. expanding the vineyard with widely recognized international variety, or
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with some autochthonous (local) but well-known and now popular variety, requires
economic analysis in order to perceive the current profitability potential of observed
solutions (Tables 1. and 2.).

Calculation of expected wine varieties production (Chardonnay and Tamjanika
Bela) assumed that the same variety will be grown on the full hectare. Overall yield of
gained grape will be in function of wine production, while its value will be assessed
according to current purchase price (in moment of harvesting) for a given variety at the
local market. The producer uses all types of public support given to plant production,
specifically viticulture.

It is assumed that all required inputs are purchased at the local market or through
suppliers. In order to simplify and later make it more comparable, incurred costs of
mechanization are expressed by the use of pricelist of services of mechanization issued by
Cooperative Union of Vojvodina (CUV) for the 2024 (CUYV, 2024). Labor costs include
engagement of farm members and external workers. Value of working day is expressed
in gross price, reflecting the current price of labor at the level of local community for
similar jobs. Since the main focus of the farm is production of quality wines, to all
activities (especially vine pruning and grape harvesting) are carefully approached in
accordance with the method of appliance and compliance with agrotechnical deadlines.
So, the imperative of producer is not the quantity but the quality of the grown grapes.

Wherever is possible, the production elements are expressed naturally. Although
the irrigation has not been used so often in grape growing of wine varieties, observed
farm applied this measure. As the farm is equipped by its own dwell, irrigation costs
include just the value of spent energy (there are used low pressure electro-pumps linked
to drip irrigation system). The negative impact of climate change on the gained yields
and quality of grapes is mitigated by insuring vineyards to the extent of about 10% of the
planned value of grape production. Land between the rows are maintained as fallow land,
including the annual soil cultivation. The performed calculations are in line to vineyard
in full yielding.

Some research focused on impact of climate change to grape growing have been
noted that there are already certain adaptation strategies that enable producers to decrease
derived negative economic effects (unfortunately they usually require larger short-term
costs). Besides, current level of climate changes initiate moving of growing areas closer
to the both Poles (Ashenfelter, Storchmann, 2016).

There are no significant differences in technological approach, performed
operations and norms of used inputs (they are aligned with the requirements of the grown
varieties), as well as at expected yields of observed wine varieties. Based on fact that
production year 2022/23 meteorologically was not so favorable to viticulture (unusually
colder start of summer, and further unstable weather in later spring and summer months,
with often change of heatwaves and heavy rains (RHMO, 2023)), deriving the decrease
in expected yields and intensive use of pesticides. In the Trstenik wine-growing sub-
region, however, the vineyards used for the analysis in this paper were obtained with
high, i.e. average yields and high grape quality. However, it should be emphasized that
the Tamjanika Bela variety is genetically a higher yielding variety than Chardonnay,
but with a later grape ripening time, it is therefore more exposed to a possible stronger
infestation by grape botrytis. The mentioned facts certainly affect the costs, but also the
profit.
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It is assumed that the additional production of grapes at the farm, but not the
purchase of grapes or wine in bulk at the market, would have a better effect on the quality
level of the raw material later used in wine production. The determination towards
the observed varieties is the fact that Chardonnay is a wine variety that always has a
satisfactory demand on the local and regional market, while Tamjanika Bela represents
the autochthonous (local) variety that have made a significant increase in demand in
recent period, which could ultimately achieve a slightly higher price in conditions of
shortage in supply.

There has to be underlined again that produced grape will be later processed at the
farm into the wine, while it will be valued at the wholesale (fair-trade) price that could
be gained at local market. All inputs required in grape growing are purchased locally.
All occurred costs in grape growing will be assessed towards the previous technological
experience of the producer. Available mechanization and external labor could be utilized
in production at expanded vineyard. Producers’ business moto is focused to quality than
to quantity of produced grapes.

Table 1. Contribution margin in grape growing (in EUR/ha, growing season
2022/2023, variety Chardonnay)

Element UM | Terh | UM EUR) | EURIM)

I — Value of production

Grape kg 10,000 0.85 8,500
S:}l])ligrylft)(annual area-based coupled set 1 150 150
Total 8,650
II — Costs of production

Mineral fertilizers 350
Pesticides 1,385
Costs of irrigation (energy) kwh 600 0.1 60
Binder kg 6 10 60
Mechanization 850
Crates (wooden - 2 layers, 10 kg) pcs 250 1 250
Insurance (10%) 850
Labor 1,945
Other costs 100
Total 5,850
Contribution margin (I-1I) 2,800

Source: according to authors’ calculation

According to results in previous tables (Table 1. and 2.), higher incomes (for
over the 40%) in Tamjanika Bela growing derives from higher yields and better selling
price at local market. Contrary to that at the cost side, in Chardonnay growing are made
for 15% lower costs in observed year. Within the structure of overall variable costs in
both productions dominate the costs of labor and applied pesticides. In both varieties
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are achieving the positive contribution margins, in extent that secures later satisfying
level of profitability. Mineral fertilizers include the NPK and KAN appliance. Used
pesticides involves herbicides, insecticides and mainly the fungicides. High labor costs
are something as a standard in a grape growing, although in recent time producers
much more implement mechanical pruning or grape harvesting, while simultaneously
facing the issue of larger costs of lost yields due to mechanical harming of grape kernel
(Kurtural et al., 2019; Jobbagy et al., 2021).

Costs of mechanization services covers the following activities: spring and autumn
deep ploughing, shallow soil cultivation, pesticides application, basic and additional
fertilization, summer pruning, transport of used inputs and harvested grapes, etc. On the
other side, costs of labor involve next activities: winter and summer (corrective) pruning,
collecting and taking out of cut vine branches, repair of poles and strings straining, binding
the branches and young shoots, correction of spring and autumn tilling, shallow land
cultivation within the rows, pesticides preparation and appliance (corrective), handling the
used inputs in and out the vehicles, grape harvesting, maintaining the farm roads, etc.

Table 2. Contribution margin in grape growing (in EUR/ha, growing season
2022/2023, variety Tamjanika Bela)

Element UM | G | UM (EUR) | (EURMa)
I — Value of production
Grape kg 12,000 1 12,000
S;l}?;iggt) (annual area-based coupled set 1 150 150
Total 12,150
II — Costs of production
Mineral fertilizers 385
Pesticides 1,525
Costs of irrigation (energy) kwh 600 0.1 60
Binder kg 6 10 60
Mechanization 935
Crates (wooden - 2 layers, 10 kg) pcs 300 1 300
Insurance (10%) 1,200
Labor 2,140
Other costs 150
Total 6,755
Contribution margin (I-1I) 5,395

Source: according to authors’ calculation

Higher yielding, but also slightly later time of grape ripening, as a result of which
there is a possibility of grape botrytis attack of variety Tamjanika Bela assumes certain
costs more expressed contrary to those gained at Chardonnay. Generally, according to
economic aspect, gained contribution margins strongly favorize the business decision
turned to growing the Tamjanika Bela.
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In next table (Table 3.) are defined the critical values of production, i.e. the values
that equalize the gained contribution margin with zero (Subi¢ et al., 2017), linked to
growing of both varieties. According to gained results, there are standing out the
production line of Chardonnay as economically more sensitive to possible production
risks.

Table 3. Critical values of Chardonnay and Tamjanika Bela grape growing

Grapevine variety
Description Chardonnay Tamjanika Bela
(in EUR/ha, EUR/kg) | (in EUR/ha, EUR/kg)

Expected yield (EY) 10,000 12,000
Expected price (EP) 0.85 1.00
Subsidy (s) 150 150
Variable costs (VC) 5,850 6,755
Critical price: CP=(VC-s)/EY 0.57 0.55
Critical yield: CY =(VC -s)/ EP 5,674 6,605
Critical variable costs:

CVC=(EYXEP)+s 8,650 12,150

Source: according to authors’ calculation

According to economic analysis, growing both grapevine varieties show good
potential in profit gaining (contribution margins are positive, while their values represent
fine assurance that producer will reach sufficient level of net income, enough even for
accumulation and further investments). Better results are obtained at Tamjanika Bela,
that could be a first producers’ choice in upcoming planting vineyard enlargement. Of
course, one of good decisions could be also splitting the newly implemented vineyard
surface into the equable parts (or in certain portion) that will involve both varieties. It has
to be mentioned that gained research results (positive contribution margin) are generally
in line to some previous researches in Serbia and worldwide, providing the evidence that
grape growing could be profitable (Filipovic et al., 2017; Mili¢ et al., 2016; Koctiirk,
Engindeniz, 2009; Pappalardo et al., 2013).

Generally, the main benefits for producer after stepping up the vineyard enlargement
are that he could affect the level of grape quality, to avoid certain market instabilities, and
at the end through the wine making he could secure better overall profitability for the farm.
However, it should be noted that Muscat wine made from grapes of the Tamjanika Bela
variety is currently quite popular, so that grapes of this variety have a slightly higher price.

Conclusion
Serbia has good natural conditions and production potentials for further
development of viticulture and winemaking sector. In current structure of grapevine

varieties available in vineyards at national level, besides international one, there are
present several autochthonous and regional varieties. Paper tried to discuss is there
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any economic effect that will trigger producers’ decision to planting international or
autochthonous (local) grapevine variety with the purpose of producing white wines, in
situation when he has already entered process of vineyard enlargement.

In line to obtained data for the production year 2022/23 and Tri Morave wine-
growing region (PDO), Trstenik wine-growing subregion, derived research results show
that from annual running of one hectare under the predefined wine varieties producer
could expect achieving of positive contribution margin (specifically 8,650 EUR/ha by
growing the Chardonnay, or 12,150 EUR/ha by growing Tamjanika Bela). According to
the level of gained contribution margin and level of production risks (level of calculated
critical values), final decision could slightly favorize growing of autochthonous (local)
wine variety at the observed locality. In line to previously mentioned, derived results
fully agree the initially set research hypothesis.

Performed research could support promotion of growing autochthonous and
regional grapevine varieties at national level. Meanwhile, there are certain research
limitation that could initiate wrong decision. Before all, any decision based just on
one production year in agriculture could be linked to uncertainty (occurrence of
specific weather and market conditions). So, in some further research, there could be
used average production results derived from three-year period and from same farm or
grape producers in other wine-growing area. It is also proposed that priority be given to
studies on different grapevine varieties (group of red wine varieties, comparison with
table varieties, etc.) in order to support producers and the institutions responsible for
implementing agricultural policy measures. Besides, gained results could serve as a good
base for next research steps that will advance producers’ final decision, as it has to be
dispersed to economic analysis of creation value added in wine making with observed
varieties, as well as to investment analysis of planed planting vineyard enlargement.
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YV 06om pady je npuxazan Hauun mpeHymHoe ynpasmara noceOHUM pe3epeamom
npupode “musamcka conuna’ u mozyhnocmuma 3a me2o6o yHanpelerse, ca ak-
YEHIMOM Ha pa3eoj eKoCUCTNEMCKUX yeayed. Y ucmpasicusarsy kopuuihere cy memo-
0e 0ecK UCmpaxcusared, 3d 3aKmbyYUsarse memooe UHOVKyuje u 0eoykyuje, emnu-
PUJCKU CIAmMuCmuyKy no0ayu AHAIU3UPAKU Cy NPUMEHOM Memooa OeKCPUNMuGHe
cmamucmuxe, a 000ujeHu pe3yImamu ¢y adeKkeamuo Komenmapucanu. Pesynmam
UCMPAdtCU8ara NOKA3A0 je 0 ONUWMUHA MUBAm npeocmassba HajyenjeuHujy 3e-
JleHy MypUcmuyKy 0ecmunayujy y ypHoj 2opu wimo je y cKkaaoy ca mypucmuykum
bpenoom “‘ypna 2opa — oussa wenoma’”.

Kwyune pujeuu: ooporcusu mypuzam, 3aumuma ouoousepsumema, ynpasoaroe
NPUPOOHUM Pecypcuma, eKoCUCmeMCKe Yciyze, 3e1eHa Mypucmuika oecmunayuja

Introduction

Sustainable development of any country implies meeting the needs of present
generations without jeopardizing future generations’ opportunities for further development
(Sari¢ et al., 2013; Vukovi¢ and Gruji¢, 2020), which can only be achieved with balanced
development of economy, society, and environment (Sari¢ and Gruji¢, 2018).

“By applying sustainable development methods, permanent foundations are created
for the rational use of natural resources and energy, as well as for the improvement of the
environment as a whole. Due to the increasing pressure on natural resources, there is a
need to plan and control tourism, and the concept of sustainable development of tourism
should represent the basis of long-term development within the tourist destination”
(Khoja et al., 2021). This applies primarily to the destinations that, without diminishing
the importance of the financial and social aspects, prioritize environmental protection.
United Nations World Tourism Organization (UN WTO) emphasizes that sustainable
tourism development can be applied to different segments of tourism while respecting
the principles of sustainability relating to the ecological, economic and socio-cultural
aspects and a proper balance must be established between all three dimensions in order
to guarantee long-term sustainability (https://www.unwto.org). “The essence of the
concept of sustainable development is the interaction of economic development and the
environment, and the mutual conditionality and complementarity of development policy
and environmental protection policy, which respect the laws of ecological systems.”
(Milanovi¢, 2009, p.39).

Lane (2018) states that the concept of sustainable tourism has begun to develop in
the 1970s and “80s, as a response to the rapid growth of tourism in the post-war period.
Tourism as an industry is worth more than a billion dollars, requiring constant financial
investments to remain sustainable.

Tourism as an industry is realized by constantly consuming natural resources, which
directly affects the environment, ecosystem, economy and other activities (Stukalo et al.,
2018). This group of Authors is of an opinion that it is important for the tourist destination
to be positioned on a global level so it would be able to constantly generate income in
tourism sector. However, mass tourism is affecting the destruction of ecosystems and
infrastructure, which makes it necessary to combat the negative effects of tourism.

28 EKOHOMUKA EEX3]



http://www.ekonomika.org.rs

Nowadays, tourists are looking for tourism products that emphasize environmental
friendliness and healthy lifestyle. Thus, tourist choose to turn to sophisticated vacations
and with pre-defined interests (Vukovi¢ and Gruji¢, 2020). Project activities in the
tourism sector are based, above all, on respecting the principle of sustainability, which
applies not only to the environment and the economy, but also to human resources.

“The modern era has brought an increase in the number of human populations, a
growing consumption of resources and various negative impacts on the environment”
(Cadenovi¢, 2023). The Government of Montenegro has so far adopted two National
Strategic Plans for Sustainable Development (NSOR) for period of 2007-2012, and
2016 - 2030. “It is often forgotten that a sustainable development strategy is not just
a document adopted by a particular institution (Government, Parliament, or local self-
government unit). Sustainable development strategy is equally the process of seeking
a vision, as well as solutions for sustainability in the community” (Milutinovi¢, 2012,
p.245).

Priority topics of NSOR by the year 2030 are:

*  Improving human resources and strengthening social inclusion,

*  Supporting the values, norms, and patterns of behavior essential to the

society’s sustainability,

*  Preservation of natural capital,

* Introducing green economy,

*  Management for sustainable development,

*  Financing sustainable development.

The key strategic direction for achieving sustainable growth and development in
Montenegro, defined in NSOR by year 2030, is the concept of resource efficiency and
circular economy. This concept is complementary to the green economy based on the
application of sustainable consumption and production as one of the ways to better use
the resources that Montenegro successfully adheres to.

“The purpose of sustainable tourism development is to ensure sustainability within
the tourism development of certain areas, regardless of their characteristics, and to apply
the principle of sustainability to all types of tourism activities, business operations and
project management. It ensures the sustainability of both natural and man-made resources”
(Vujovié et al., 2012, p.66). The development of tourism in modern society also requires
the diversification of the tourist product. “For the field of sustainable tourism, both the
provisions of Community law dedicated to environmental protection and those regulating
the field of tourism are equally relevant” (Joldzi¢ et al., 2018). In order to determine the
adequate path towards that goal, Montenegro passed several laws with direct impact
on tourism: Tourism and Hospitality Law (Sl. list CG br.2/18,4/18-ispr., 13/18, 25/19,
67/19, 76/20 1 130/21), Tourist Organizations Law (S1, list RCG br. 11/04, 46/07, Sl.list
CG br. 73/10, 40/11, 45/14, 42/17 1 27/19), Residence Tax Law (Sl.list RCG br.11/04,
13/04, SLlist CG br. 73/10 1 48/15), Mountain Trails Law (Sl.list CG br. 51/08 i 53/11),
Ski Resorts Law (SL.list CG br. 13/07, 40/11 i 21/14), Rafting Law (SlL.list CG br. 53/11
1 57/16). At the same time, laws that have indirect impact on tourism have been passed,
such as: Zoning and Construction Law (SI. list CG br. 64/17,44/18, 63/18, 11/19, 82/20),
Nature Protection Law (SI. list CG br. 54/16 1 18/19), National Parks Law (SI. list CG
br. 28/14 1 39/16) and Environmental Impact Assesment Law (SI. list CG br. 75/18). We
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also highlight important strategies and plans: Tourism Development Strategy for years
2021-2025 with Action Plan, Cultural Tourism Development Program with Action Plan
for 2019-2021, Health Tourism Development Program with Action Plan for 2021-2023,
Rural Tourism Development Program with Action Plan for 2023-2025.

The most important strategic goal of the Tourism Development Strategy of
Montenegro by year 2025 is for tourism in Montenegro to develop on the basis of
sustainable, inclusive, green and smart growth and to continuously be a dominant
component in the economic development of the country, ensuring the reduction of
regional inequality, while respecting the needs Montenegrin population and tourists.

According to Masin et al. (2009), the essence of sustainable planning, organization,
and management of tourist areas and centers is to establish balance to the basic directions:

»  Tourist accommodation capacities,

» Sports-recreational, cultural, entertainment and other contents of the year-

round tourist offer in the area;

» Increasing the accessibility and infrastructural equipping of the tourist areas

(by traffic and technical infrastructure, and communal facilities);

»  Economic and social development of local communities and preservation of their

cultural characteristics and values;

» Protection, sustainable usage, and presentation of natural and cultural

heritage;

»  Protection and improvement of the environment and landscape.

At a time when climate change and environmental degradation are our present
models of sustainable development have been recognized as having the potential to
reduce the effects of tourism on specific, vulnerable destinations (Lakicevi¢ et al., 2022).
Recognizing the importance of the tourism potential of protected areas and their impact
on the complete image of Montenegro’s tourism destination, the adoption of the Program
for the Development of Tourism in Protected Areas in 2025-2027 with the Action Plan
was announced.

By adopting the Declaration of the Ecological State on 20" of September, 1991,
Montenegro became first ecological country in the world. The Declaration defines the
country’s strategic commitment to adopt and apply the highest standards and norms
in the field of environmental protection, while basing the economic development on
the principles of ecologically sustainable system. The aforementioned document was
presented the following year at the United Nations conference on environmental
protection. Thirty years later, by the proclamation in the Official Gazzete of Montenegro
(Sl list Crne Gore br. 145/21) published on 31 December 2021, Amendment to the Law
on State and Other Holidays, 20™ of September — Ecological State Day was declared a
public holiday.

Declared as an ecological state, and significantly tourism-oriented, Montenegro is
defining its development path towards a green economy, resource efficiency, sustainable
production and consumption with the implementation of ecological standards. Bleci¢
(2016) points out that “The strategic direction of the development of the national
economy, through the prominence of tourism, imperatively imposes the obligation
to make the process of revitalization of available capacities in the institutional sense
simpler, more efficient and more rational.”
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Management and protection of natural resources is a multi-layered process from
an ecological and economic point of view. This paper will present the sustainable tourism
valorization of the Special Nature Reserve “Tivat Salina” and its importance in obtaining
the certificate “Green Destination 2021 for Tivat municipality. As stipulated in article 23
paragraph 5 of Nature Protection Law (SL list CG br. 54/16, 18/19) “in a special nature
reserve, visits may be made for the purpose of monitoring the state of nature, education and
tourism on the basis of the approval of the management, provided that wildlife populations
are not disturbed and the habitat of wild animals, plants and fungi is not violated”.

Objective and Methods

The aim of this scientific research is to showcase the possibility of a symbiosis
of sustainable tourism and biodiversity protection, and how much of it was achieved in
Tivat. Understanding the cause-and-effect relationship between sustainable economic
development and environmental protection, as well as its impact on the quality of life
of the wider community, represents the driving force towards achieving the stated goal.

This paper will use the methods of scientific description (qualitative and
quantitative), analysis and synthesis, as well as the induction-deduction method. The
scientific justification of the research is reflected in the deepening and expansion of
knowledge, and especially the applicability of the concept of sustainable tourism in
our conditions, so that the contribution will be heuristic. The results will be verifiable,
confirming scientific knowledge already acquired.

The social relevance of the research topic in this work is at a high level, as it
touches the daily lives of all citizens.

The main sources of data used in this paper are: Directorate for Statistic of
Montenegro - MONSTAT, Tourist Organization of Tivat and Official Gazzete of
Montenegro (for legislative framework descriptions).

Sustainable Tourism Development in Tivat in period of 2016 - 2022

Tivat is home to internationally protected species of flora and fauna and is the
best example of the development of sustainable tourism and environmental protection in
Montenegro, and has been working diligently and worthily towards this goal for years. This
city is also known for its developed nautical and congress tourism. More than 15 years ago,
a luxury yacht marina with a 5-star hotel and exclusive residential units was opened — Porto
Montenegro, and since recently there is also Lustica Bay with similar tourist offer. Proximity
to the airport, as well as good infrastructural connections with other coastal towns, as well as
the mountain region and national parks, completes the tourist offer of Tivat.

A large number of countries around the world are committed to implementing the
principles of sustainable tourism development in their strategic plans (Milicevi¢, Momirovic,
Simonovi¢, 2022). Montenegro has adopted significant national and local strategic plans on
this basis. Here, we will focus on municipality of Tivat and list the development documents,
such as: Tourism Development Strategy of the Municipality of Tivat for the years 2020-2024
with Action Plan (Sl. list CG br. 53/19), Local Action Plan for Biodiversity from 2018 to 2023,
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General Plan of Protection against the Harmful Effects of Water, for water of local significance
of the Municipality of Tivat for the period from 2018 to 2023. (Sl. list CG br. 32/18), Local
Energy Plan of Municipality of Tivat from 2017 to 2023, i Energy Efficiency Improvement
Program for the period 2021-2023. Some of the significant Strategies and Action Plans relate to
the period that has passed, but they are still relevant, such as: Local Environmental Protection
Plan for the period 2017-2021 (SL. list CG br. 12/17), Local Municipal and Non-hazardous
Construction Waste Management Plan for the period 2017-2020 (SI. list CG br. 12/17), as they
define the future strategic directions for sustainable tourism development.

In the Tourism Development Strategy of the Municipality of Tivat for the period
2020 - 2024 with the Action Plan for 2020 - 2024 (SI. list Crne Gore br. 53/19) it is
stated that in 2018, the total number of beds in hotels was 1,578, while in the remaining
collective accommodation there were 142 beds. There are total of 4,016 beds in private
accommodation, and 487 beds in apartment blocks.

Data on the number of guests and overnight stays in period of 2016 to 2022 (Table
1) shows that the steady growth has been recorded from year to year. The most successful
year in terms of the number of guests was 2019, with an increase of 37,864 guests or 30.7%
compared to the previous year, and compared to 2016, the increase was 86,792 guests or
116.7%. The increase in the number of guests in 2017 amounted to 29.6%, and in 2018,
compared to the previous year, amounted to 27.9%. As for the number of overnight stays,
the most successful year was 2022, which compared to 2016 amounts to an increase of
65.9%, and compared to 2016 the number of overnight stays increased by 37.8%. In March
2020, the first case of Covid-19 virus was recorded and Montenegro introduced restrictive
measures for entering the country, and bearing in mind that foreign guests account for
over 90% of guests on the territory of the municipality of Tivat, we must emphasize that
for these reasons the worst results were achieved in 2020. Thus, the data shows that the
number of guests that year was 80.4% less compared to 2019, and in 2021 an increase of
205.8% was achieved. Similar situation happened with the number of overnight stays —
decline compared to 2019 was 77.4%, and increase in 2021 amounted to 234.4%.

Table 1: Number of guests and overnight stays in Tivat for 2016-2022

Index level | Percentage . Index Percentage

Year Guests of 2016 = | of change Overnight | level of of change
-Total & stays - Total | 2016 = &
100 (%) 100 (%)

2016 74,361 100 - 733,542 100 -
2017 96,384 129.6 29.6 869,542 118.5 18.5
2018 123,289 165.8 27.9 926,574 126.3 6.6
2019 161,153 216.7 30.7 1,167,092 159.1 26
2020 31,595 42.5 -80.4 264,200 36 -77.4
2021 96,604 129.9 205.8 883,359 120.4 234.4
2022 139,048 187 44 1,217,218 165.9 37.8

Source: Author s estimate calculated using data from https://www.monstat.me (accessed
April ¥, 2023.)

Following trends in the number of guests over the seven-year period, we see that in
the period from 2016 to 2019 (a record year for the entire observed period) the increase
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ranged from 27.9% to 30.7% on an annual basis. Excluding year 2020 and 2021, an
interannual growth of 44% was recorded in 2022. As for the number of overnight stays,
there was a slightly smaller increase compared to the number of guests. Namely, in 2017,
compared to previous year, an increase of 18.5% was recorded, in 2019 an increase of
26%, and the least increase (6.6%) was recorded in 2018. After a large drop in number
of guests of 80.4% and overnight stays of 77.4% in 2020, during 2021 an increase of
over 200% was achieved, compared to previous year; compared to 2016, that increase
amounts to 29.9% for the number of guests and 20.4% for number of overnight stays. In
2022 the number of overnight stays increased by 37.8% compared to the previous year.

Analyzing the trend in the number of guests and overnight stays in the seven-year
period, i.e. from 2016 to 2022, a big drop is visible in 2020, but we have previously
explained the objective reasons for such a situation in tourism not only in Tivat, but
we must emphasize in the whole of Montenegro, where tourism is the main economic
branch. However, the recovery came soon. In 2021, the number of overnight stays was
slightly higher than in 2017, and in 2022 an increase was recorded compared to the
record year 2019. Comparing the number of overnight stays in 2022. to the initial year
(2016), we see that there was an increase of 65.9%, and the number of guests increased
by 87%, which represents a very significant progress.

If we single out the two most challenging years for tourism in recent history -
2020 and 2021, we will see that in those years the number of guests and overnight stays
recorded an evident decline, but still we see that in 2021 due to the relaxation of the
prescribed measures - conditions for entry into the country, much better results were
achieved. Worldwide, the declaration of a pandemic dealt a major blow to the tourism
sector. This has particularly affected countries that are primarily tourist-oriented, such as
Montenegro. However, there are noticeably more tourists in 2021, heralding a recovery
and new momentum in the development of the tourist destination.

In following table (Table 2) the main indicators of the descriptive statistics of the
observed variables over the analyzed seven-year period are presented.

Table 2: Descriptive statistics of the total number of guests and overnight stays in Tivat

from 2016 to 2022

Year Guests - total Overnight stays - total
Average 103,204.9 865,932.4

Min 31,595 264,200

Max 161,153 1,217,218
Std. Dev 43,004.1 315,621.6
Cv (%) 41.7 36.4

PGSP 11 8.8

Source: Author’s calculation based on data from https://www.monstat.me

Based on the data shown in the table above, we came to the following conclusions:

- the average number of guests and overnight stays is at a satisfactory level,
given that the analyzed period includes two pandemic years (2020 and 2021);

- the lowest numbers of guests and overnight stays was achieved in 2020;

- the highest number of guests was recorded in 2019, while the highest number of
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overnight stays was recorded in 2022;

- the average deviation from the total number of guests is 43,004.1, and for the
number of overnight stays is 315,621.6;

- moderate variability in the number of guests and overnight stays was recorded
in the observed period,

- in the period analyzed, the total number of guests increased on average by
11% per year and the number of overnight stays by 8.8%.

If we single out the two most challenging years for tourism in recent history - 2020 and
2021, we will see that in those years the number of guests and overnight stays recorded an
evident decline, but still we see that in 2021 due to the relaxation of the prescribed measures
- conditions for entry into the country, much better results were achieved. Worldwide, the
declaration of a pandemic dealt a major blow to the tourism sector. This has particularly
affected countries that are primarily tourist-oriented, such as Montenegro. However, there
are noticeably more tourists in 2021, heralding a recovery and new momentum in the
development of the tourist destination. Constant growth is expected in the coming period,
and in graph no. 1 we will show the number of overnight stays and arrivals in collective
accommodation (hotels, motels, hostels, resorts) in the municipality of Tivat from 2020 to
2023 (Graph. 1.).

Graph. 1: Overnight stays and arrivals in collective accommodation in the municipality

of Tivat from 2020 to 2023
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Source: Autor’s graf based on data from https://monstat.org

For several years now, Montenegro’s promotional tourism slogan has been “In the
company of nature” with the already recognizable brand “Montenegro - Wild Beauty”.
Particular attention is paid to online promotions and recommendations complete
with beautiful photos and videos of the natural beauty of Montenegro. “If online
recommendations contain more photos and visual information, it is more likely that
tourist consumers are going to chose a travel destination based on it” (Mari¢ et al,2022).
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Green Tourism Destination - Tivat

At the Berlin Tourism Fair, at the ceremony “Green Destinations Story Award
2021” Tivat was declared a winner in the category “Nature and Ecotourism” for the
story of good practice: Restoration of natural values through management of the Special
Nature Reserve “Tivat Salina / Tivatska solila”. Second place in this category went to
the city of Kocevje (Slovenia), and third to Saba (Caribbean Netherlands). At the end of
September 2022, the Tourism Organization of Tivat participated in the annual congress
“Green Destinations 2022 - Future of Tourism Summit”, together with representatives
from over 40 countries. A panel “Sustainable tourism in the Balkans” was also held
- organized by the Balkan Green group which currently includes Montenegro, Bosnia
and Herzegovina, Albania, North Macedonia and Slovenia. Balkan Green platform
was created for the purpose of connecting business professionals and businesses with
the aim of driving further sustainable development. These activities are supported by
USAID- EDGE regional project. During the summit, a contract was signed between
Green Destinations and Balkan Green group for exclusive regional representation. Tivat
was awarded the 2022 Bronze Medal by Green Destinations, as it passed the evaluation
and audit process, although the auditor’s opinion was that in the next two years, intensive
work should be done on the Action Plan and the roadmap for sustainability. Tivat is the
first destination in the Western Balkans to reach this level (Data taken from https://www.
tivat.travel).

On web page of Touristic Organization of Tivat (https://www.tivat.travel) a prominent
place is held by “green Tivat” where sustainable tourism is promoted through the introduction
of the winners of “Green Key” certificate, who are meeting the conditions of environmental
protection and sustainable development. Certificates are awarded to hotels, travel agencies,
and indvidual accommodation renters who have met the prescribed criteria.

Municipality of Tivat and Touristic Organization of Tivat have provided two
locations within the project “On the Paths of Sustainability” where tourists and residents
of Tivat can inspect their bicycles and remove any malfunctions. Also, since 2019, the
first electric vehicle charging station has been installed, and three more locations of-e-
charging stations are currently available.

National Touristic Organization of Montenegro in July 2022 has, together with TO
Tivat, TO Bar and TO Podgorica, Public Company “Morsko dobro” and Travel Agency
“Monticola” (founded by Center for Protection and Study of Birds) presented the offer of
Montenegro as a new birdwatching destination at the “Global Bird Fair” which was held
in Oakham (Great Britain). This large fair brings together exhibitors and bird-watching
enthusiasts from around the world. Birdwatching tourism attracts mostly tourists from
Great Britain, Germany and the Netherlands. Great Interest has been shown for the offers
of Tivat Salina, Nacional Park “Skadar Lake” and other localities in Montenegro that can
meet the demands of this category of tourists (https://www.montenegro.travel).

In 2023, TO Tivat continued on the path of development and retention of the
achieved goals, such as the re-certification “Green Destination”. In addition to the
development of birdwatching tourism, incentives are planned for cultural, nautical
and sports tourism. The results achieved in the first seven months of 2023 bring a
constant increase in the number of guests and overnight stays, which confirms the good
development path of the tourist destination of the municipality of Tivat.
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Special Nature Reserve “Tivat Salina”

According to historical data, the exploitation of salt in the area of today’s Tivat
Salina dates back to 1425. During Ottoman Empire occupation in the 17 century, almost
81% os the population of Lustica, Purasevi¢, and Kotor has earned income from the
salt production. Similarly, during the 1960s an attempt was made to organize the salt
factory, but the project was abandoned after two seasons. Therefore, in 2007, this area
was protected as a special nature reserve for the conservation of plant and animal species,
especially ornithofauna (https://www.bokanews.me).

Special nature reserve “Tivat Salina” is situated in the marshy part of Tivat bay
(between Tivat Airport and Lustica peninsula) and covers an area of 150 ha; and since
2013 it has been registered with RAMSAR list (list of internationally significant wetland
habitats) as a special reserve of flora and fauna. In accordance with Bern Conference this
location has been made a part of Emerald network, and it has also been declared an IBA
(Important Bird Area). 114 species of birds have been registered, out of which more than
109 enjoys a protected species status. The system of shallow salt pools and canals creates
aunique ecosystem that can only be seen in one other place in Montenegro — Nature Park
“Ulcinj Salina”.

Public Company “Morsko dobro Crne Gore” is managing Special Nature Reserve
“Tivat Salina” since 2011, in cooperation with the Municipality of Tivat, TO Tivat and
the Center for the Protection and Study of Birds (CZIP). In the document - Information
on the conservation status and activities in the Special Nature Reserve “Tivat Salina”
from December 2021, the following activities are listed (https://www.gov.me ):

a) There were 114 species of birds registered, in 2020 this number is 185

(improvement);

b) Extended deadline to four years for giving a final assessment of the state of

phyto and zooplankton;

¢) Furnishing and equipping (installation of awnings, fencing the boundaries of

the reserve, installation of galvanized boards, information boards, road signs,
new rest areas);

d) Educational and touristic activities (organized visits of schools, university

students, and NGOs, press visits, social networks promotions);

e) Collaboration with other institutions:

- TO Tivat (Green Destination Story Award 2021 for story of good practice of
managing Special Nature Reserve “Tivat Salinas™)

- Realization of project “e-PATH - Endemic Pathways’ — IPA regional project
(Montenegro, Bosnia and Hercegovina, and Croatia) which will include an
info center with multimedia and birdwatching equipment,

- TO Tivat and TO Herceg Novi have initiated activities on the development of
a panoramic route on the Lustica peninsula.

By applying good management practices to protected areas of European and global
significance, the protection of biodiversity will not be jeopardized by tourist valorization, if
maintained at a sustainable level. The sites that are on IBA and RAMSAR list (internationally
significant wetland habitats) have great potential to develop into a birdwatching tourist
destination (Bird watching tourism). Raising awareness of the local population about the
importance of natural resources for the tourist offer of the entire destination is very important.
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Using the example of establishing Nature Park “Vrmac, which is intended to protect the
peninsula — hill that connects Kotor and Tivat, it has caused great resistance from local
population who feared that they will be denied the use of natural resources in that area.
Education on the responsible management of natural resources is set as a priority for achieving
sustainable green development, which is the basis of all strategic plans in Montenegro.

In the final pages of the document - Information on the conservation status
and activities in the Special Nature Reserve “Tivat Salina /Tivatska Solila” from
December 2021, conclusion has been made: “that this reserve has maintained the state
of conservation and protection from the time it was placed under protection (2008), as
well as that the state of the reserve has been improved through active management”. The
public has also been informed that the illegal activities within the reserve (fishing with
nets, disposal of materials, and illegal hunting) have been reported to the competent
inspection authorities. The great help in the management, organization of educational
and promotional activities from the Tivat Tourist Organization and the NGO “Center for
the Protection and Study of Birds” - Podgorica was emphasized.

Taking into consideration that the Public Company ‘“Morsko dobro” is managing
reserve since 2011, actual achievement in the course of the decade long work are admittedly
small. Perhaps the cause of this is the insufficient financial resources allocated for this
purpose, insufficiently skilled human resources (without the help of NGO “Center for the
Protection and Study of Birds” adequate monitoring and protection of biodiversity would
not be possible), lack of vision for untapped potentials that would affect not only Tivat, but
the country as a whole in the future; nevertheless, the results could have been much better.

Image 1 shows one of new wooden rest areas for visitors, that has placed in Special
Reserve “Tivat Salina”. Natural materials have been used, and care has been taken not to
damage the ecosystem and the natural environment. Same material has been used to make
wooden awnings and road signs.

Image 2 shows natural salt pools. Salt pools provide habitat for a host of protected
species of flora and fauna, especially birds. Maintaining this type of habitat requires a
serious continuous professional work plan, in order to conserve this ecosystem.

Image 1: Tivat Salina — wooden rest area Image 2: Salt pools — Tivat Salina
for visitors

Source: Photographs by the paper s author
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Educational-recreational visits of educational institutions, non-governmental
organizations and experts are outlined in the Local Action Plans of the Tivat’s Municipality.
This type of activity represents the basis for the development of environmental awareness
and a responsible attitude towards natural resources from the youngest age of the local
population to the promotion of scientific and research work of interested professionals.

Proximity to protected water areas listed on RAMSAR List — NP Skadar Lake only
67 km away and the Nature Park “Ulcinj Salina” 90 km away (with also Bojana river
Delta - 10km further), creates a good platform for organizing joint tours for birdwatching
tourists. Travel Agency ‘“Monticola” currently offers birdwatching tours for individual
nature parks or national parks.

The promotion of sustainable and birdwatching tourism carried out by TO Tivat
represents a good basis for adequate financial valorization of the potential of the Tivat salt
flats, not forgetting the importance of protecting the biodiversity of the protected area.
Nevertheless, we must emphasize the weak development of ecosystem services, which
would significantly improve the responsible management of the reserve, and the well-being
of both people and nature.

Ecosystem Services

In June 2020, the European Commission adopted the Biodiversity Protection
Strategy by 2030, defining it as “a comprehensive, ambitious and long-term plan for
nature protection and ecosystem degradation”. This strategy is one of the key elements
underpinning both the European Green Plan and the Green Agenda for the Western
Balkans. Montenegro is late with the adoption of the new strategies, the latest being the
National Biodiversity Strategy 2016-2020.

In the light of the recommendations of these Strategies, the importance of ecosystem
services in protected natural areas is highlighted. The concept of ecosystem services
emphasizes the connection between man and nature, and their loss affects nature, the
economy and the well-being of people. The institution’s support to local producers and
tourism service providers in recognizing the importance of biodiversity conservation for the
promotion of their products is very significant. Eco certificates of tourist accommodation
and various products are recognized by an increasing number of providers of these services
as a prerequisite for a responsible attitude towards natural resources.

Non-material ecosystem services are very important for the promotion of
a tourist destination. The necessity of linking the promotion of the cultural heritage,
which represents the immeasurable richness of this climate, with the biodiversity and
representation of endemic species, is recognized as a key determinant of branding a
distinctive unique tourist destination.

The National Biodiversity Strategy 2016-2020 researched the possibilities of
valorizing ecosystem services and reported thatin 2011, the gross value of total production
amounted to 5.24 billion euros, the gross value of ecosystem services amounted to almost
a fifth of this value. It has been estimated that the value of ecosystem services could be
much higher if all potentials are harnessed. This assessment is still valid today, and can
be applied both to the Special Nature Reserve “Tivat Salina” and to all other protected
areas in Montenegro.

38 EKOHOMUKA EEX3]



http://www.ekonomika.org.rs

Bearing in mind that sustainable tourism is a form of tourism development that
has a balanced impact on natural, economic, cultural, and social values it is necessary
to highlight the fact that tourism has emerged as a factor in the revitalization and
development of underdeveloped areas (Raicevi¢ et al., 2021). If we all adopted this
way of thinking, planning and acting, we would succeed in achieving a symbiosis of
sustainable tourism and biodiversity conservation.

Conclusion

The first steps on the path to the development of sustainable tourism and the
protection of biodiversity is the adoption of a legislative and planning framework at the
state level We have seen that Montenegro’s legal compliance with European standards
has been achieved almost completely, but their implementation is either delayed or
inadequate. In the coming period, the Municipality of Tivat plans to reduce the identified
pressures on biodiversity, establish a manager for all their nature resources, adequate
waste management and environmental education of population.

Tivat is the most positive example and has certainly reached the furthest on
the path of sustainable tourism development with the international Green Tourism
Destination Award. Special Nature Reserve “Tivat Salina” is part of the green sustainable
development story of Tivat. For a decade, Public Company “Morsko dobro” has been
managing it, maintaining the level of biodiversity conservation, but with very little
development and economic valorization. Tourist Organization of Tivat is involved in the
promotional activities (since last year with an emphasis on the promotion of birdwatching
tourism) and the organization of educational visits together with CZIP (NGO “Center for
the Protection and Study of Birds™).

The development of a protected natural area as a tourist destination is very
important, but this must be approached with extreme caution by planning well for the
protection of biodiversity, creating sustainable development without the degradation of
ecosystems. The inclusion and adequate valorization of ecosystem services is necessary
and desirable in protected natural areas. Monitoring the condition and introducing the
control is mandatory for responsible management of natural resources and sustainable
development.

In the coming period, attention should be paid to linking the tourism valorization
of protected areas in Montenegro, as well as the possibility of cross-border cooperation
with neighboring countries. If we connect the tourist offer according to e.g. the desire of
tourists to observe birds, we are able to offer the National Park “Skadar Lake”, the Special
Nature Reserve “Tivat Salina” and the Nature Park “Ulcinj Solina”, which are very close
and represent a roadmap for further development of a joint tourist presentation.

References

Ble¢i¢, M. (2000). Tekuca privredna kretanja u Crnoj Gori, Akcionar — casopis za
ekonomska i pravna pitanja korporativne privrede, br. 1-2

EXEIEKOHOMUKA 39



http://www.ekonomika.org.rs

40

Cadenovi¢, A. (2023). Prelazak sa linearne na cirkularnu ekonomiju — pocetni koraci
Srbije i iskustva drzava c¢lanica EU, Ekonoske ideje i praksa, br. 50, str. 71-84)

Joldzi¢, V., Batrievi¢, A., Batanjski, V. (2018). Resursi u funkciji turizma — osnovna
ekolosko-pravna pitanja, Fakultet za sport i turizam, Novi Sad, TIMS Acta 12,
53-63

Khoja, A.H.A., Kovacevi¢, M., Gardasevi¢, J., Mohamoud, O.A. (2021). Odrzivi
turizam u _funkciji privrednog razvoja, Ecologica, Vo. 28, No.103, pp. 355-362

Lakic¢evié, M., Kosti¢, M., Pantovi¢, D., Boskovi¢ Zarevac, M. (2022). Effects of
Climate Changes on Sustainable Tourism Development in the Republic of Serbia
— Case Study of Vrnjacka Banja, Ekonomika, Vol.68, No. 1, pp. 81-91

Lane, B. (2018). Will sustainable tourism research be sustainable in the future? An
opinion piece, Tourism management perspectives, 25, pp. 161-164.

Mari¢, D., Lekovi¢, K., Dzever, S. (2022), The impact of online recommendation
on tourist’s decision-making during the COVID-19 pandemic, The Annals of
Faculty of Economics in Subotica, Vol. 20, No. 20, pp. 20-30

Masin M., Pocar M., Kora¢ M., Milji¢ S. (2009). Menadzment prirodnih i kulturnih
resursa u turizmu, Univerzitet Singidunum, Beograd

Milanovi¢, M. (2009). Ekonomija prirodnih resursa, Megatrend Univerzitet, Beograd

Milic¢evi¢, R, Momirovi¢, D., Simonovié, Z. (2022). Sustainable Tourism Development
According to EU Indicators in the Function of Economic Growth of Niska Banja,
Ekonomika, Vol. 68, No. 2, pp. 15-29

Milutinovi¢, S. (2012). Politike odrzivog razvoja, Univerzitet u Nisu — Fakultet
zaStite na radu, Ni$

Nacionalna strategija biodiverziteta 2016-2020. godine.
Nacionalna strategija odrzivog razvoja do 2030. Godine

Raicevi¢, ., Marjanovi¢, M., DPordevi¢ V. (2021). Natural resources and regional
development: Case study of the Gornje Polimlje region in Montenegro, Vol.67,
No.1, pp. 91-103

Sari¢, R., Jovanovi¢, M., Gruji¢, B. (2013). Strategic Planning of tSustainable
Development of Local Communities: The Case Study, Sustainable Technologies,
Policies, and Constraints in the Green Economy, IGI Global, USA, pp. 22-38.

Sari¢, R., Gruji¢, B. (2018). Quantitative analysis of the development environment
of agriculture in the EU from the aspect of sustainable development, Thematic
Proceedings ,,Sustainable agriculture and rural development in terms of the
Republic of Serbia strategic goals realization within the Danube region — support
programs for the improvement of agricultural and rural development®, Institute
of Agricultural Economics Belgrade, pp. 495-510.

Strategija razvoja turizma opstine Tivat za priod 2020.- 2024. godina sa Akcionim
planom 2020.- 2024. godina (SI. list CG br. 53/19)

Stukalo, N., Krasnikova, N., Krupskyi, O., & Redko, V. (2018). Promotion sustainable
tourism in global economy, 4 th International Rural Tourism Congress, Congress
Proceedings, pp. 253-266.

EKOHOMUKA EEX3]



http://www.ekonomika.org.rs

Vujovi¢, S., Cvijanovi¢, D., Steti¢, S. (2012). Destinacijski koncept razvoja turizma,
Institut za ekonomiku poljoprivrede, Beograd

Vukovi¢, P., Grujié, B. (2020). Diversification of economic activities and sustainable
development of rural areas: The Case of the Novi Sad, Serbia, Chapter 9 in
Handbook of Research on Agricultural Policy, Rural Development, and
Entrepreneurship in Contemporary Economies, IGI GLOBAL, pp. 167 — 188.

Zakon o zastiti prirode (Sl. list CG br. 54/16 1 18/19)
https://www.bokanews.me

https://www.gov.me

https://www.interreg-danube.eu
https://www.monstat.me
https://www.montenegro.travel
https://www.tivat.travel

https://www.unwto.org

EXEIEKOHOMUKA 41






EKOHOMMUKA EX= Vol. 70, april-june 2024, Ne 2

ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1) P. 43-58
Bozidar Cakajac' SCIENTIFIC REVIEW ARTICLE
Nenad Jankovié? DOI: 10.5937/ekonomika2402053C
Faculty of Economics, University of Kragujevac Received: April, 19. 2024.

Ivan Jeli€ Accepted: May, 28.. 2024.

Kolektor Etra DOO, Belgrade

REMITTANCES AS A SOURCE OF EXTERNAL
FINANCING -GLOBAL AND REGIONAL TRENDS

Abstract
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countries. Migration movements of the population from less developed to developed
countries, in addition to a strong migration base, created the conditions for rising
global remittance inflows. When it comes to developing countries, the above is
particularly important, given that remittances represent a relatively stable source
of inflow of foreign currency funds that partly improves the external imbalances
in these countries. Also, these funds are of non-refundable nature, which means
they do not increase the external indebtedness. The Western Balkan countries are
the largest recipients of remittances among the developing countries in Europe. In
addition, the share of remittances inflows in GDP is much higher in the Western
Balkan countries compared to the EU member countries. The subject of research
in this study is based on identifying the role of remittances as a source of external
financing in developing countries. According to the subject of research, the aim is
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PelamusHo cmadbunan u3eop Oesu3Hoz Npulued Koju obesbelyje guHancuparbe
excmepHe Hepasnomedice. Taxohe, peu je o becnogpamnum cpedcmeuma, Koja me
2eHepuuLy nopacm cnoswhe 3aoyxrcenocmil. 3emme 3anaonoe bankana ce nanasze mehy
Hajeehum npumaoyuma 0O3HAKA KAOd je ped 0 e8PONCKUM eKOHOMUJamda Y pa3eojy.
Topeo moea, yuewthe npunuea oosnaka y bpymo domahem npoussooy je oanexo gehe
¥ semmama 3anaonoe bankana y nopelerny ca ocmanum e8pONCKUM eKOHOMUjama
yrwyuyivhu u 3emme Eeponcke yuuje. Ilpeomem ucmpasicusarsa y 06om paoy 6asupa
ce Ha udeHmudurosaryy yinoze 003HAKA KAO U360PA eKCMEpHO2 (DUHAHCUPArbA Y
semmama y paseojy. Caznacrno npeomenty UCMpax)cuéarvd, Yussb UCMPAdiCUBArbA je
0a ce ycmaHoeu 6adlCHOCH 003HAaKa y nopehersy ca Opyeum u36opuma eKcmepHo:
Qunancuparea (cmpanum OUPEKMHUM UHBECMUYUAMA U 36AHUYHOM DA360JHOM
nomohu) ca nocebHum océpmom Ha 3emsve 3anaonoe bankaua.

Kwyune peuu: Oosnaxe, ekcmepno Quuancuparbe, semme y paszeojy, cmpaue
oupexkmue ungecmuyuje

Introduction

The limited productive capacities of developing countries, exhibited in insufficient
home capital accumulation, created the need for the external sources of finance. The persistent
gap between savings and investments, that is, production and consumption, has been replaced
by the import of foreign capital. However, finding the suitable source of financing abroad
is a very delicate task. Foreign borrowing is the most frequently used external financing
mechanism in case of developing countries. The primary shortcoming of this source of
financing is reflected in the fact that it cannot be used indefinitely, since it increases the
external debt of the country. The rising and uncontrolled foreign borrowing can lead to a
debt crisis. The restricted borrowing could be desirable from the development point of view,
in case funds are distributed to their productive uses. On the other hand, if borrowing is used
to finance consumption or pay off mounting debts, the aforementioned could worsen the
country’s external macroeconomic position.

The business internationalization and the global capital mobility have placed the
foreign direct investments (FDIs) as a significant external financing source for developing
countries. During the last two decades, FDIs have had an important role in financing the
external imbalance of the underdeveloped economies. The FDI inflows do not generate an
increase in external indebtedness, but they can trigger an increase in the outflow of income
abroad, due to the profit repatriation. Also, FDIs are characterized by very high level of
volatility, especially during economic crisis. The experiences of developing countries during
the first two decades of the 21* century imply that the excessive reliance of these countries
on the FDI inflows during the economic crisis was counterproductive when compared to the
periods of regular economic conditions.

Unlike FDIs, remittances (personal transfers) are more constant source of external
financing. These are the funds that the migrants send to their home countries and include
workers’ remittances, pensions and social benefits, aid and gifts sent to individuals (relatives).
Migration movements during the second half of the 20" century, as well as the rise of the
globalization, have influenced remittances to become one of the most important sources
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of external financing at the global level. From the developing countries point of view, it
is important to note that these are non-refundable funds which, combined with their low
variability, makes them an attractive source of external financing.

The paper deals with the identification of global and regional trends in remittance
flows. The primary goal is to determine the level of importance of remittances as a source
of external financing for developing countries in global context. On the other hand, the
secondary research goal is to analyse the remittance flows in the Western Balkan countries
as a way to carry out a comparison with other sources of external financing, primarily FDIs.
The paper consist of four parts. The first part deals with the role of remittances as a source of
external financing in developing countries. In the second part an analysis of remittance flows
from a global perspective is carried out. The third part examines the role of remittances as a
source of external financing in the Western Balkan countries.

The role of remittances in external financing of developing countries

The global expansion of remittances during the last two decades of the 20" century
resulted in the fact that in many developing countries they represent the largest single
source of foreign currency, exceeding export flows, official development assistance,
FDIs and other types of private capital inflows (World Bank, 2017). The main causes can
be found in high poverty rates in developing countries, large disparities in income and
wealth in those societies and the development gap between them and developed countries.
Due to all of the above, remittances proved to be a more stable source of foreign currency
income compared to FDIs and the other private capital inflows (Stojanov et al., 2019).
One of the reasons for the lower variability of remittance flows at the global level is
the geographical dispersion of the source countries. Although the role of remittances in
economic development has not yet been sufficiently studied, several significant positive
effects on poverty reduction, consumption, investments, exchange rate movements and
exports can be distinguished (Nikoli¢, 2006). On the other hand, there are some studies
that proved that remittances can have negative effects on economic activity (Perez-Saiz
et al., 2019; Hien et al., 2020).

The globalization created conditions for greater mobility of factors of production,
including labor. The low standard of living and political and socioeconomic instability
in developing countries have encouraged population migration towards developed
economies. Furthermore, intensive migration flows since the second half of the 20th
century have positioned remittances as one of the most important sources of financing
for developing countries. From a global perspective, a rising trend of remittance inflows
is evident. As can be seen from Figurel, remittance inflows have more than doubled
in 2007-2022 period, from 395 to 831 billion dollars. The continuous increase in the
remittance inflows was briefly interrupted during 2009 and 2020, due to Global financial
crisis and the Covid-19 pandemic. The absence of fluctuations in the remittance inflows
in the observed period implies that it is a source of financing resilient to global economic
schocks (EMN, 2020).
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Figure 1. Remittance inflows, 2007-2022 (in USD billions)

1000
800
600
400
200
0
PRI IS

) ) Vv Vv

bln USD

™ \b‘

O
RS NN
v v

C-) b Q Q \ -"\n/
N N N
v ¥ # 13 v v ¥
= Remittance inflows
Source: World Bank — Knomad (2023)

However, high transaction costs of sending remittances (around 5 to 10 percents
of the amount sent), long payment periods, foreign currency restrictions and burdensome
administrative procedures contributed to the fact that a large part of these transactions took
place through informal channels in the past, which made the task of gathering relevant
information and examining the remittance effects difficult (Freund & Spatafora, 2008;
Ahmed et al., 2020). On the other hand, lowering of long-distance remittance transfer
costs triggered by technological innovations in the banking sector enabled the inclusion
of previously unregistered money transfers in the official statistics and banking flows
(Nikoli¢, 2006). These statements coupled with the non-refundable nature of remittances
confirm their importance in terms of developing countries financing (Yoshino et al.,
2020). After all, this group of countries accounts for the the largest share of remittance
inflows, as can be seen in Figure 2. Approximately two thirds of the global remittance
inflows are directed to low- and middle-income countries (LMIC). Also, an increase
in the share of developing countries in the global remittance inflows is recorded in the
observed period, from 68.9% in 2007 to 77.9% in 2022.

Figure 2. The share of remittance inflows in LMIC in global remittances (in %)
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As previously mentioned, developing countries mainly rely on external sources of
financing, due to insufficient home savings. The gap between high investment demand
and low domestic savings must be compensated by the import of foreign capital,
including foreign borrowing. However, over the past few years, FDIs have become
an attractive source of external financing for developing countries for several reasons
(Saurav & Kuo, 2020). From the maturity aspect, they are labeled as the long-term
inflows, so country’s external imbalance is financed by long-term sources, which creates
positive implications for its sustainability. Additionally, FDIs do not trigger the rise of
the external indebtedness, since no increase in external financial obligations occurs.
Also, FDIs improve the technological intensity of exports, and if they are directed
towards the tradable goods sectors, conditions for the exports growth and the additional
foreign currency inflows could be created, which contributes to the external imbalance
reduction (Kutan & Vuksi¢, 2007; Popovici, 2018). However, the positive effects would
not materialize if major part of FDI inflows is routed to non-tradable goods sectors,
which limits the possibility of increasing exports and reducing external imbalances.

Despite the positive effects of FDI inflows, remittances have become the most
important source of external financing of developing countries in the last few years.
At the same time, if China is excluded from the group of developing countries, since
it accounts for the largest share in FDI inflows, the role of remittances as a source of
external financing is further highlighted. By looking at Figure 3, it can be concluded that
since 2017 developing countries (except China) have recorded a far greater remittance
inflows than the FDI inflows. Also, the remittance inflows and the official development
assistance (ODA) fluctuates much less in the observed period compared to the FDI
inflows which experienced frequent ups and downs. This confirms the greater stability
of remittances as a source of financing compared to FDIs.

Figure 3. Remittances, FDI and ODA flows to LMIC (excluding China)
(in USD billions)
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Source: World Bank — Knomad (2023)

When comparing remittances and FDIs as sources of external financing, it is
important to note that the net effect of FDIs can differ significantly from the size of their
inflows, while this is not the case with remittances. By starting a business activity in
home country market, foreign investors seek to make profit. Some portion of the profit
is reinvested in the home country, while the remaining part is repatriated abroad, to
foreign parent company. The developing countries experience shows that an increase
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in FDI inflows also leads to the increase in the FDI income outflows, which worsens
the balance of primary income account and creates pressure on the external imbalance
(Kovacevi¢, 2022). The above does not pose a problem as long as the FDI inflows are
greater than the FDI income outflows. However, the question arises about the ability
of the developing country to continuously achieve the increase in the FDI inflows, in
order to avoid the situation where the annual FDI income outflows exceed the annual
FDI inflows. In such circumstances, FDIs are no longer a source of external financing,
but rather create additional pressure on the country’s balance of payments position. With
remittances, this possibility is excluded.

Global trends in remittance flows

By looking at the geographic structure of remittance inflows in Figure 4, it can
be observed that the largest remittance recipients in 2022 were developing countries,
mostly Asian economies, while the list also includes two European developed countries,
France and Germany. India is the largest remittance recipient in the world, followed
by Mexico and China. It is interesting to note that India reported almost an identical
value of remittance inflows in 2022 as China and Mexico combined. For most of the
observed economies, the United States is the most important source of remittance inflows
(Solimano, 2003; Chovdhuri, 2011; Abbas et al., 2017).

Figure 4. The top ten remittance recipients in the world in 2022 (in USD billions)
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Besides the absolute value of remittance inflows, the share of remittance inflows
in GDP can also serve to highlight their importance in developing countries. As can be
seen from Figure 5, Tajikistan is the country with the largest share of remittance inflows
in GDP, approximately 51%, followed by Tonga and Lebanon. In the rest of the observed
countries, the share of remittance inflows in GDP is smaller, but certainly significant, in
the interval from 25% to 33%. These high values can be attributed to the fact that these
are very small economies with low absolute values of GDP.
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Figure 5. The top ten countries with the largest share of remittance inflows

in GDP in 2022 (in %)
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Source: World Bank — Knomad (2023)

On the other hand, the United States stands out as the most important remittance
source country in the world. As can be seen from Figure 6, in 2022, remittances worth
approximately USD 79 billion were sent from the US to the rest of the world. Rising
remittance income outflows and the fact that the United States achieve ten times greater
outflows than the remittance inflows, result in a negative secondary income account
balance. However, from the macroeconomic point of view, this is not an economic
growth limitation since the remittance income outflows account for a very small share in
GDP (0.3% in 2022). The United Arab Emirates are in the second position as the major
remittance source for Asian economies (India, Pakistan, Bangladesh and the Philippines)
and Egypt (Khan, 2024). Also, regarding the Asian economies, the list of ten largest
sources of remittances also includes Saudi Arabia, China and Kuwait. The remittances
from China were primarily distributed to South Korea, the Philippines and Brazil. The
positioning of Saudi Arabia among the largest sources of remittances in the world can
be explained by the reliance of its economy on foreign labor. At the same time, the
dynamics of remittance income outflows from Saudi Arabia are mainly determined by
developments in the oil industry (Javid & Hasanov, 2023). Among the most important
sources of remittances in the world half of the countries are developed European
economies. Switzerland and Germany are the 4th and 5th most important providers of
remittances in the world, respectively, and the most important sources of remittance
inflows for European transition economies and Turkey (Rossel et al., 2023). On the other
hand, the largest part of remittances from France is routed to Belgium, Spain and Portugal,
and its former colonies, Morocco and Algeria (Kalantaryan & McMahon, 2021).
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Figure 6. Countries with the highest levels of remittance outflows in 2022
(in USD billion)
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The United States is the most significant source of remittance for many countries
(Bidawi et al., 2022). During the 2007-2022 period, the major part of global remittances
were sent from the United States to other countries (Figure 7). This can be explained by
the large migrant population living in the United States. At the beginning of the observed
period, the share of the United States in total remittance flows was in doble digits and
ranged between 11% and 14%. However, in the years that followed, the share decreased,
as a result of a slower growth rate of remittance income outflows compared to other
economies, such as the United Arab Emirates, Saudi Arabia, Switzerland and China
(Khan, et al., 2021; Islam & Alhamad, 2023). At the end of the observed period, the
outflows of remittances from the United States accounted for almost 10% of the global
remittance inflows. Put differently, a tenth of sent remittances worldwide still originates
from the United States.

Figure 7. The United States as a major source of remittances, 2007-2022 (in %)
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The dynamic increase in the remittance outflows sparked a debate in the oil
exporting countries and the United States concerning taxing remittances sent by migrants
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to their home countries (Malit & Naufal, 2016). The aim of this action would be to
increase tax revenues and reduce illegal migration. Also, the proposed measures could
contribute to the improvement of the balance of payments position of these countries,
mainly by reducing the secondary income account deficit. A taxation model has already
been developed in Oklahoma, where it is not a traditional tax but rather a 1% fee paid by
the sender of funds. This model has prompted other US states, such as Georgia, lowa and
Kansas to introduce similar fees. In 2018, Kuwait’s Parliamentary Committee on Financial
and Economic Affairs approved bills to impose taxes on expatriate remittances. The initial
proposal was to introduce progressive tax rates ranging from 1% for remittances up to
99 Kuwaiti dinars to 5% for amounts above 500 Kuwaiti dinars (Marmore, 2018). World
Bank officials state that taxing remittances is not a good idea for several reasons. Firstly,
a problem of double taxation occurs, since the migrants have already payed income tax in
the country they are working in. The taxation would especially affect the poorest groups
within the population of the developing countries, thus creating an additional increase in
economic inequalities between developed and underdeveloped economies (World Bank
- Knomad, 2017). Ultimately, taxing remittances could encourage the informal channel
transfers, while the ultimate revenues side effects of the proposed measures would
be highly questionable. Hence, the redirection of remittance transfers from informal
channels to formal channels should be based on incentives rather than discouraging
remittance senders and receivers, by taxing remittances (Nikoli¢, 2006).

Remittance trends in the Western Balkan countries

The events during the last decade of the 20th century and the breakup of Yugoslavia
accelerated the migration flows from the successor states. The migration movements in
the second half of the 20th century created a strong migration base abroad, mainly in the
Western Europe countries and the United States. The rising migration outflows created
the conditions for remittances to become a significant source of external financing for
Western Balkan countries. The importance of remittances is particularly evident if
their balances of payments are analyzed. High and stable inflows of funds from this
source contribute to surpluses on the secondary income account that partly offset the
deficit of the other components of the overall balance of payments (Puki¢ & Bodroza,
2022). Simultaneously, remittances cover a significant part of the trade deficit, as a key
generator of balance of payments imbalance in the observed countries.

Among the Western Balkan countries, the highest remittance inflows in 2007-
2022 period was recorded in Serbia, while all the other countries recorded lower inflows
(Figure 8). The remittance inflows in Serbia were highest in 2022 (USD 5.26 billion), an
increase of USD 1.6 billion compared to the beginning of the observed period. The rise
of remittance inflows, albeit of a more modest intensity, was recorded in Montenegro
and North Macedonia, while Albania and Bosnia and Herzegovina recorded a slight
decrease in the remittance inflows
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Figure 8. Remittance inflows in Western Balkan countries (in USD millions)
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The importance of remittances for the Western Balkan countries can be shown
by looking at the share of remittance inflows in GDP (Figure 9). In this case, somewhat
different conclusions can be drawn. In the initial years of the observed period, the largest
share of remittances in GDP was recorded in Bosnia and Herzegovina and Albania (14.2%
and 13.7%, respectively). However, both countries recorded a decline in the share of
remittances in GDP at the end of the observed period. Since 2012, Montenegro had been
continuously recording the largest share of remittances in GDP. Although Serbia recorded
a slight increase in the share of remittances in GDP, only North Macedonia had a smaller
share of remittances in GDP among the observed countries. Also, the share of the remittance
inflows in GDP for all the Western Balkan countries is higher than for the EU (Figure 9).

Figure 9. Remittance inflows in Western Balkan countries and EU, as

a share in GDP (in %)
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Remittance outflows are much lower than the remittance inflows in all of the
observed contries. Although remittance outflows show a slight growth in most Western
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Balkan countries, their absolute values are far smaller than the remittance inflows,
which leads to secondary income surpluses. An increase in the remittance outflows was
recorded in Serbia, Montenegro and Bosnia and Herzegovina, while Albania and North
Macedonia reported decrease in the remittance outflows (Figure 10).

Figure 10. Remittance outflows in Western Balkan countries (in USD millions)
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By making the comparison with other developing Eurasian countries, it can be
stated that the Western Balkan countries are among the largest recipients of remittances.
Asshown in Figure 11, Serbia was fourth on the list of the largest recipients of remittances
among the Eurasian developing countries in 2022, while Bosnia and Herzegovina was
ninth. On the other hand, if the share of remittance inflows in GDP is considered,
Montenegro (seventh position) and Bosnia and Herzegovina (eighth position) are placed
among the top ten Eurasian developing countries (KNOMAD, 2022).

Figure 11. Top ten remittance recipients in Europe and Central Asia (developing
countries) in 2022 (in USD billions)
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During the observed period, Western Balkan countries recorded USD 106.1 billion
net remittance inflows. More than half of these funds (56.9 billion) were directed to Serbia,
which is by far the largest regional recipient of remittances. More precisely, the value of
the net remittance inflows in Serbia is higher than in all other Western Balkan countries
together (Figure 12). The importance of remittances as an external source of financing
for Western Balkan countries can be seen by comparing them with FDIs. In 2007-2022
period, the total net FDI inflows in all Western Balkan countries amounted to USD 88.7
billion, which is lower than remittance inflows by USD 17.4 billion. Remittances are more
important source of external financing in Bosnia and Herzegovina and Serbia, while in
Montenegro and North Macedonia FDIs prevail. The smallest difference between the
levels of these two sources of external financing is reported in Albania.

Figure 12. Remittance and FDI net inflows in Western Balkan countries, 2007-2022

(in USD billions)
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Based on the above, it can be said that remittance inflows are significant source
of external financing for the Western Balkan countries (Jushi et al., 2021). High net
remittance inflows, apart from the fact that they contribute to the secondary income
surplus, partly offset the external imbalance in these countries. However, despite high
inflows, a small part of these funds is directed to investment activities. Remittances are
mostly used to finance consumption, which can significantly reduce the positive effects
of such a high inflows (Bukvi¢, 2016). An additional problem arises if funds based on
remittances are used to finance the consumption of imported goods, which would not
only affect the deterioration of the exchange rate but also deepen the external imbalance
(Troki¢, 2009; éakaj ac et al., 2023). Stable inflows in the observed period confirmed the
role of remittances as a reliable source of external financing in Western Balkans. However,
the future of this way of reasoning remains questionable, given the demographic trends
in the Western Balkan countries and the fact that their populations are getting older. The
aging trend could reduce the potential of these countries to provide source of labor force
for the developed Western Europe countries in the future (Kovacevi¢, 2017).
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Conclusion

Globally, remittances are among the most important sources of external financing
for developing countries. Migration movements since the second half of the 20th
century, globalization and the improvements in the payment processing infrastructure
have contributed to the continuous increase in the remittance inflows. The importance of
remittances as an external source of financing for developing countries (except China)
has become evident since 2017, when total remittance inflows exceeded the FDI inflows,
which positioned remittances as the most significant source of external financing for
these countries.

In comparison with FDIs, remittances have proven to be a far more stable source
of external financing. The above was especially evident during crisis periods when the
remittance inflows to developing countries fluctuated less than FDI inflows. In addition
to stability, the main advantage of remittances is reflected in the fact that they are
non-refundable funds that do not increase foreign financial obligations. However, the
excessive reliance on remittance inflows can produce negative effects on the overall
economic development.

Remittances are an important source of external financing in Western Balkan
countries. During 2007-2022 period, these countries recorded higher remittance inflows
compared to the FDI inflows, despite significant efforts to attract foreign investors.
This is particularly evident in Bosnia and Herzegovina and Serbia, where remittances
are larger than FDIs. At the same time, from a regional perspective, disparities can be
observed regarding the inflow of external sources of financing since more than half of
the sum of FDI inflows and remittance inflows was directed towards Serbia (53%), more
than all the other Western Balkan countries together.

Compared to previous research, the main contribution of this paper reflects in
emphasizing the role of remittances as the most significant source of external financing
for developing countries both from a global perspective and from the perspective of
Western Balkan countries. Also, the research results should also be viewed from the
perspective of certain limitations. The main research limitation lies in the fact that data
on remittance flows only cover formal channel transactions. It is undeniable that a large
part of remittances to developing countries is still transferred through informal channels.
However, the role and importance of remittances as an external source of financing can be
viewed from alternative perspectives, through the implementation of more sophisticated
statistical models and methods. The above provides solid grounds for future research.

Furthermore, the research results can be useful to economic policy makers,
primarily in the Western Balkan countries. Given the annual levels and the stability of
the remittance inflows in the observed period, it seems desirable to create an institutional
framework through which the investment potential of remittance inflows could be
channelled. The current situation indicates that the investment use of inflow of funds is
low, since the remittances are mostly used to finance consumption. Additionally, given
the role and importance they hold in developing countries, policymakers should endeavor
to facilitate remittance transfers and enhance their effective utilization in the future. This
can be achieved by reducing transfer costs, promoting financial inclusion, and providing
support for the development of digital money transfer platforms.
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AGRICULTURAL BUDGET AS A SOURCE OF FINANCING
RURAL DEVELOPMENT IN THE REPUBLIC OF SERBIA*

Abstract

Incentives to support rural development are an important segment of the
agricultural budget considering that, among others, they include incentives for
investments aimed at developing and achieving competitiveness of sustainable
agricultural production, as well as the development of non-agricultural activities,
which can be a significant incentive for rural development. The aim of the paper is
to present the participation of planned incentives for rural development measures
in the agricultural budget of the Republic of Serbia in the last decade, as well as to
show the qualitative changes in the agricultural policy, regarding the structure of
these incentives, in the analyzed period (2017-2023). The research is realized out
on the basis of planning documents — regulations on the distribution of incentives in
agriculture and rural development, which are analyzed for each year in the period
2013-2023. The author concludes that incentives for rural development measures
did not have quantitative and qualitative stability and sufficiency in the analyzed
period, which is necessary in order to achieve the full effects of these incentives.

Keywords: agricultural financing, agricultural budget, agricultural policy,
measures of rural development, Republic of Serbia
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AT'PAPHU BYIIET KAO U3BOP ®UHAHCHPAIBA
PYPAJIHOI' PA3BOJA Y PEITYBJIUIU CPBUJUN

ArqncTpakT

Toocmuyaju 3a nOOPWIKY PYPATHOM PA360JY CY BANCAH CE2MEHM a2PAPHO2
bypema c 0b3upom na mo oa, usmely ocmanux, obyxeamajy u noocmuyaje 3a uH-
secmuyuje y yumy pazeoja u NOCMu3arbd KOHKYPEHMHOCIU 00PICUBE NObONPU-
6pedHe npoussodrbe, Kao U paséoja HenombONPUSPEOHUX aKmueHOCU, Koje Mo2y
da 6ydy sHauajan noocmpex pypaiHom pazeojy. Llum paoa je da ce npedcmagu
yueuthe nodcmuyaja 3a mepe pypannoz paszeoja y azpaprhom 6yuemy Penybnuxe
Cpbuje y nocredroj oeyenuju, kao u 0a ce NPUKAICY KEATUMAMUEHe UsMeHe V
azpapHoj nonumuyu, y no2nedy Cmpykmype 08ux noocmuyaja, y aHaiusupanom ne-
puody. Uempasicusarse ce peanusyje Ha OCHO8Y NAAHCKUX OOKYMeHama — ypeddu o
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pacnooenu noocmuyaja y nobonpuspeou u pypatHom paszeojyy, Koje ce aHanusupajy
3a ceaxy 2o0uny y nepuody 2013-2023. 2oouna. Aymopka 3axmyyyje oa noocmu-
yaju 3a mepe pypaiHoe paseoja HUCY umMan KeAHMumamusHy U KeaiumanmusHy
CMabUIHOCM Y AHATUSUPAHOM NePUody, d KOjd je HeONXoOHa Y Yuwby ROCMU3ARA
NYHUX eghekama 08ux noocmuyaja.

Kayune peuu: unancupare nomonpuspede, azpapHu 6yuem, azpapua noau-
muxa, mepe pypantoe pazeoja, Penyonuxa Cpouja

Introduction

Financing of agriculture with the support of the state in the Republic of Serbia,
until 1994, was realized from the primary issue of the National Bank of Serbia. With the
reconstruction of the monetary system, which was adopted by the competent institutions
on January 24, 1994, this privileged way of financing farmers was abolished. Specifically,
it was lending to agricultural entities at low (privileged) interest rates. These loans were
considered by some authors to be the main cause of the hyperinflation recorded in
the Republic of Serbia in 1993. During 1994 and 1995, it was not possible to finance
agricultural entities with state support. This method of financing agriculture has only
been possible since January 1, 1996, when the agricultural budget was constituted as a
unified method of state financial support for agriculture (Radovi¢, 2009).

The agricultural budget, as an integral part of the state budget of the Republic
of Serbia, has been a secure, favorable, but also insufficient source of financing for
agriculture since its establishment in 1996, until today. Since its establishment, the
agricultural budget has contained subsidies for rural development, but these agricultural
policy measures have changed over time in name and content, as well as quantitative
participation in the agricultural budget. For example, rural development support
measures accounted for 1/5 of the agricultural budget in 2004, and in the following year
their share in the agricultural budget was reduced by around 70% (Radovi¢, 2014). This
inconsistency of the agricultural policy was one of the most significant causes of the
crisis and problems of the domestic agricultural sector (Pejanovié, 2016).

The funds of the agricultural budget were not a sufficient source of financing
agriculture in the Republic of Serbia during all the years of its existence. Agricultural
entities that had opportunities used their own sources (accumulation) for financing, and
commercial bank loans were reluctant to decide, because they were an unfavorable
source of agricultural financing. First of all, due to high interest rates, inconsistency of
annuity maturities with the seasonal nature of agricultural production, expensive bank
guarantees as a means of securing loans, etc. Some authors (Gruji¢-Vuckovski, 2022)
conclude on the basis of their research that agricultural producers are insecure about
the marketing of their products, and are afraid of taking on loan. The lack of favorable
sources of financing influenced the reduction of the volume of agricultural production,
the reduction of investments in the technological modernization of production, and thus
the lag in the development of the domestic agricultural sector.

The CAP accounts for 33.1% of the 2021 EU-27 budget (European Parliament, 2023).
In order to finance rural development in the member states of the Union, the European
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Agricultural Fund for Rural Development was established (EAFRD). The Common
Agricultural Policy of the European Union (CAP) is adopted for a ten-year period. This is
very important, because it allows agricultural subjects to have a stable and predictable source
of financing their production.

The aim of the paper is to present the participation of planned incentives for rural
development measures in the agricultural budget of the Republic of Serbia in the last
decade, as well as to show the qualitative changes in the agricultural policy, regarding the
structure of these incentives, in the analyzed period (2017-2023). The research is realized
out on the basis of planning documents — regulations on the distribution of incentives in
agriculture and rural development, which are analyzed for each year in the period 2013-
2023. The paper uses desk research, analysis, synthesis and descriptive methods. The
data sources are the current normative framework (Law on Incentives in Agriculture and
Rural Development and Laws on the Budget of the Republic of Serbia), as well as data
available on the website of the Ministry of Agriculture, Forestry and Water Management
of the Republic of Serbia — Directorate for Agrarian Payments (rules and regulations,
which defined agricultural policy measures in the analyzed period).

Research results and discussions

Within the Law on Incentives in Agriculture and Rural Development are defined the
types of incentives. This law also defines the method of using incentives, the Register of
incentives, as well as the conditions for exercising the right to incentives. The Government
of the Republic of Serbia for each budget year, in accordance with the Law on Incentives
in Agriculture and Rural Development and the Law on the Budget, determines the total
amount of funds, as well as the types and maximum amounts of individual incentives,
which are defined by regulations on incentives in agriculture and rural development.

The percentage share of the amount of planned incentives for rural development
measures in the agricultural budget, in the last decade, is shown in Graph 1. Analyzing the
presented data, it is noted that the participation of these incentives in the agricultural budget
increased by about five times in 2023, the last year of the analyzed period, compared to
the initial year, 2013. Also, it can be noted that the amounts of these incentives were very
uneven by individual years. The most pronounced change was recorded in 2021, when the
share of planned incentives for rural development (RD) measures in the agricultural budget
(AB) fell to only 2.8%, from 10.8%, which was in 2020.

Types of incentives for rural development (RD) defined by the Law on Incentives
in Agriculture and Rural Development in the Republic of Serbia (LIARDRS). These are
incentives for: improving competitiveness, preserving and improving the environment
and natural resources, diversifying income and improving the quality of life in rural
areas, preparing and implementing local strategies for rural development, and incentives
for improving the system of creation and transfer of knowledge (LIARDRS, clause 34).
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Graph 1. Graphic representation of the percentage participation
of planned incentives for RD in the AB 2013-2023
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Source: Based on LIARDRS 2013-2023 and RDIARDRS 2013-2023.
Edited by the author.

In the structure of planned incentives for rural development (PIRD), planned
incentives for improving competitiveness (PIIC) had the largest share in the entire
analyzed period. Other types of incentives had a highly variable relative participation
(planned incentives for improvement and preservation of the environment and natural
resources — PIIPENR and planned incentives for improvement of the system of creation
and transfer of knowledge — PIISCTK). Some, although prescribed by the LIARDRS,
were not represented at all in the agricultural policy measures in certain years. This was
the case with planned incentives for diversifying income and improving the quality of
life in rural areas (PIDIIQLRA), which were not represented in the agricultural policy
measures in 2023. The same was the case with planned incentives for the preparation
and implementation of local rural development strategies (PIPILRDS) in 2018, 2021 and
2023 (Table 1).

Table 1. Structure of PIRD 2017-2023 (in %)

Year 2017 2018 2019 2020 2021 2022 2023
Participation | Participation | Participation | Participation | Participation | Participation | Participation
in TI inTI in TT in TT in TT inTI in TT
(in %) (in %) (in %) (in %) (in %) (in %) (in %)
Incentives ...
- PIIC 73.2 61.8 77.6 66.3 44.3 61.2 80.7
- PIIPENR 5.7 7.8 4.9 83 11.7 10.6 11.5
- PIDIIQLRA 6.7 18.5 8.6 12.8 0.1 9.5
- PIPILRDS 0.4 - 0.7 0.2 - 0.7
- PIISCTK 14.0 11.9 8.2 12.4 43.9 18.0 7.8
TOTAL INCENTIVES (TT) 100.00 100.00 100.00 100.00 100.00 100.00 100.00
(in %)

Source: Based on RDIARDRS 2017-2023. Edited by the author.

Planned incentives for investments in physical assets of agricultural holdings
(PITIPAAH) had a dominant share in the structure of planned incentives for improving
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competitiveness (PIIC) in the entire analyzed period (Table 2). PIIPAAH had a very
heterogeneous structure, and the purpose of certain incentives within this group was
defined by individual regulations. For example, in the Rulebook on incentives for
investments in physical assets of agricultural holdings for the acquisition of quality
breeding cows for the improvement of primary livestock agricultural production
(Rulebook b), it is defined that the incentives apply to the procurement of heads of cattle,
sheep, goats, pigs and bee queens. According to research results (Ivanovi¢ et al., 2020),
productivity in livestock production is related closely to the number of heads, and the
best results in production are achieved by farms with close to 30 dairy cows and around
45 head of cattle. In the Rulebook on incentives for investments in physical assets of
the agricultural farm for the purchase of a new tractor (Rulebook a) it is defined that
incentives are approved for the purchase of a new tractor with an engine power of up to
60 kilowatts (kW).

Table 2. Structure of PIIC 2017-2023 (in %)

Year 2017 2018 2019 2020 2021 2022 2023

Participation | Participation | Participation | Participation | Participation | Participation | Participation
in TI in TI inTI in TI in TT in TI in TI

(in %) (in %) (in %) (in %) (in %) (in %) (in %)
Incentives ...
- PITPPAH 70.1 87.7 80.9 69.1 99.3 68.65 73.5
- PIIPMAFFP 8.3 4.9 2.7 13.5 0.7 31.22
- PIIRM 21.6 7.4 16.4 17.4 - 0.12 26.5
- PISOAPA - - - - - 0.01 -
TOTAL INCENTIVES (TI) 100.00 100.00 100.00 100.00 100.00 100.00 100.00

(in %)

Source: Based on RDIARDRS 2017-2023. Edited by the author.

In the Rulebook on incentives for investments in physical assets of agricultural
farms for the acquisition of new machines and equipment for improving the primary
production of plant crops, incentives are defined for investments in equipment for
the production of all types of plants, as well as for investments in equipment for land
cultivation, protection of plants from diseases and the hail, as well as for fertilizing
and irrigating plant crops (Rulebook c). In the Rulebook on incentives for investments
in physical assets of agricultural holdings through support for the establishment of
perennial production plantations of fruit trees and hops, as well as in the Rulebook on
incentives for investments in physical assets of agricultural holdings through support
for the establishment of perennial production plantations of grapevines, it is defined
that incentives are approved for the purchase new seedlings, as well as supports for
planting, soil preparation and cultivation, as well as for chemical soil analysis (Rulebook
d, Rulebook e). On the basis of the above, it is noted that the goal of incentives is to
increase the volume of agricultural production, as well as to improve the technology of
this production.

Planned incentives for investments in the processing and marketing of agricultural,
food and fishery products (PIIPMAFFP) are also defined by individual regulations. The
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main goal of these incentives is to stimulate agricultural entities to process their products
and invest in marketing, in order to sell them on the market at higher prices, in relation to
the sale of primary agricultural products. The goal of planned incentives for investments
in risk management (PIIRM) is that agricultural entities apply more economic protection
of their production. All the mentioned incentives, combined, affect the increase in
the competitiveness of agricultural and food products produced in Serbia. Planned
incentives for stimulating the organization of agricultural producers in associations
(PISOAPA) were at a low level in the analyzed period. However, these incentives are
also an important factor for the growth of the competitiveness of domestic agriculture.
These incentives were present in the structure of the agricultural budget only in 2022,
and in a minimal amount.

Table 3. Structure of PIIPENR 2017-2023 (in %)

Year 2017 2018 2019 2020 2021 2022 2023
Participation | Participation | Participation | Participation | Participation | Participation | Participation
inTI inTI in TT inTI inTI in TI in TT
(in %) (in %) (in %) (in %) (in %) (in %) (in %)
Incentives ...
- PIOP 55.2 43.3 46.6 69.4 99.99 71.69 70.0
- PIPPAGR 39.9 56.7 53.4 30.6 0.01 28.30 30.0
- for agroecological measures 4.9
and good agricultural practice
- for sustainable use of forest - - - - - 0.01
resources
TOTAL INCENTIVES (TTI) 100.00 100.00 100.00 100.00 100.00 100.00 100.00
(in %)

Source: Based on RDIARDRS 2017-2023. Edited by the author.

In the structure of planned incentives for the improvement and preservation of
the environment and natural resources (PIIPENR), in the analyzed period, only planned
incentives for organic plant (PIOP), planned incentives for livestock production (PILP)
and planned incentives for the preservation of plant and animal genetic resources
(PIPPAGR) were continuously represented (Table 3). However, despite the existence
of these incentives, which were paid continuously in the analyzed period, organic
agricultural production in Serbia has not been enough developed. For example, in
2019, only 21,265 ha were under organic plant production, and about 7,000 registered
agricultural farms were engaged in it (Radovi¢ & Jelo¢nik, 2021).

In the structure of planned incentives for diversifying income and improving the
quality of life in rural areas (PIDIIQLRA), planned incentives for supporting young people
in rural areas (PISYPRA) had a dominant share in the analyzed period. However, even
this measure of agrarian policy was not present continuously (it did not exist in 2022 and
2023). Planned incentives for the development of non-agricultural activities in rural areas
(PIDNAARA) also did not have a stable share in the agricultural budget in the period 2017-
2023. Within this measure, there are very significant investments in the development of
rural tourism, as a non-agricultural activity, which can realize the fastest diversification of
rural economies, and thus encourage rural development (Radovi¢, 2015).
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Table 4. Structure of PIDIIQLRA 2017-2023 (in %)

Year 2017 2018 2019 2020 2021 2022 2023
Participation | Participation | Participation | Participation | Participation | Participation | Participation
in TI in TI in TT inTT inTI in TT inTI
Incentives ... (in %) (in %) (in %) (in %) (in %) (in %) (in %)
- PIDNAARA 10.5 0.08 27.2 19.4 25.0 10.5
- PISYPRA 63.2 82.58 49.4 77.4 25.0
- PICOPPDGO 26.3 17.34 23.4 3.2 50.0 5.3
- PIIRS - - - - - 84.2
TOTAL INCENTIVES 100.00 100.00 100.00 100.00 100.00 100.00

(TD)

(in %)

Source: Based on RDIARDRS 2017-2023. Edited by the author.

Planned incentives for the certification of organic products and products with a
designation of geographical origin (PICOPPDGO) are very important in order to achieve
a higher selling price of agricultural and food products on the domestic and international
markets. The planned participation of these incentives in the agricultural budget in the
analyzed period was variable, one could say unstable, given that in 2023 they did not
exist at all as a measure of agricultural policy. Planned incentives for investments in the
rural structure (PIIRS) existed in the structure of rural development measures only in
2022, although it is a very important agricultural policy measure for the development of
rural areas (Table 4).

Table 5. Structure of PIPIILRDS 2017-2023 (in %)

Year 2017 2018 2019 2020 2021 2022 2023
Participation | Participation | Participation | Participation | Participation | Participation | Participation

in TI in TI in TI in TI in TI in TI in TI
(in %) (in %) (in %) (in %) (in %) (in %) (in %)

Incentives ...

- preparation of local rural 60.0 50.0 97.1 99.99 50.0 23.5

development strategies

- implementation of local 40.0 50.0 2.9 0.01 50.0 76.5

rural development strategies

TOTAL INCENTIVES (TT) 100.00 100.00 100.00 100.00 100.00 100.00

(in %)

Source: Based on RDIARDRS 2017-2023. Edited by the author.

Planned incentives for preparation and incentives for implementing local rural
development strategies (PIPIILRDS) had approximately equal participation in the
structure of incentives shown in Table 5, in almost all years of the analyzed period.
However, in 2023, no funds were allocated at all from the agricultural budget for these
incentives.

Both types of planned incentives for improving the system of creation and transfer
of knowledge (PIISCTK) were present in all years of the period (2017-2023). Planned
incentives for support in providing advice to agricultural subjects (PISPAAS) had a
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dominant share in these structure (Table 6). It is an important agricultural policy measure
that finances the work of agricultural expert and advisory services, which are primarily
responsible for supporting the development of production in agriculture.

Table 6. Structure of PIISCTK 2017-2023 (in %)

Year 2017 2018 2019 2020 2021 2022 2023
Participation | Participation | Participation | Participation | Participation | Participation | Participation
inTI in TI inTI in TT in TT inTT in TT
Incentives ... (in %) (in %) (in %) (in %) (in %) (in %) (in %)
- PISPAAS 85.0 89.7 89.7 69.6 73.3 67.0 92.2
- PIDTTADIPARD 15.0 10.3 10.3 30.4 26.7 33.0 7.8
TOTAL INCENTIVES 100.00 100.00 100.00 100.00 100.00 100.00 100.00

(T1)
(in %)

Source: Based on RDIARDRS 2017-2023. Edited by the author.

Planned incentives for the development of technical-technological, applied,
developmental and innovative projects in agriculture and rural development
(PIDTTADIPARD) had a significantly smaller share in the structure of total incentives
(Table 6). However, it is significant that this agrarian policy measure is present
continuously, considering its important impact on the modernization of agricultural
production.

Conclusion and recommendations

Based on the conducted research, it can be concluded that planned incentives for
rural development measures did not have a stable quantitative share in the agricultural
budget in the last decade (2013-2023). Also, their structure was variable. Rural
development is negatively affected when some of the primary incentives in this area are
not paid continuously, or there are large differences in their amounts in two consecutive
years. In the analyzed period, this was the case with incentives for diversifying income
and improving the quality of life in rural areas, as well as with incentives for the
preparation and implementation of local rural development strategies.

In order to achieve the full effects that incentives for rural development measures
should have, their quantitative and qualitative stability and sufficiency is needed. Stability
could be achieved if agricultural policy measures were defined in advance for a longer
period in the Republic of Serbia, as is the practice in the European Union.

In future research, it would be useful to analyze the amounts of incentives paid
for rural development measures, their structure and participation in the total budget for
agriculture in the Republic of Serbia.
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