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ABSTRACT

The global tourism market is accompanied by the con-
stant changes in the market share of individual coun-
tries, the preferences of tourists and ways to satisfy
their needs. In 2017, Europe, for example, dominated
the tourism market with 51% of market share. However,
the increase in Asia-Pacific participation compared to
2016 is as high as 24%, which indicates that the share of
transnational companies in the region is increasing, not
only in revenues, but also in tourism investments. Part
of the investment is also directed to Bosnia and Herze-
govina, which emphasizes inflows from Arab countries.
Regardless of the type, investments in tourism are of
particular importance to developing countries, because
in addition to economic effects, they contribute to tech-
nology transfer, management experience and they also
strengthen the cooperation between the state and the in-
vestor. The subject of this paper is foreign direct invest-
ment (FDI) in tourism in Bosnia and Herzegovina. The
aim of this paper is to examine the impact of foreign
direct investment on employment in the tourism sector.
Using the correlation regression analysis, the impact of
foreign direct investments on the number of jobs in the
accommodation and food and beverage industries was
examined. The paper shows that there is a weak posi-
tive impact of FDI on the increase in the number of em-
ployees in the accommodation and food and beverage
industries.
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1. INTRODUCTION

Investments in tourism are an important presumption for faster growth and de-
velopment of tourism. By a generally accepted definition, they represent a form
of investment in which the investor secures the right of ownership, control and
management over the company in which the money is invested, with the realiza-
tion of mutual interests (Xamubamuh, 2011, p.65). Investments in tourism are
crucial because they provide the resources needed to adapt suprastructure and
infrastructure, and strengthen human resources and technologies. Important fac-
tors for attracting investments are the quality, quantity and position of the trans-
port infrastructure (Popovié¢, Eri¢, 2018, p.1540). Fulfillment of these factors
facilitates and accelerates investments in tourism suprastructure.

Foreign direct investment (FDI) which deepens bonds between the countries
and increases internationalization of economic flows are of particular impor-
tance (bomkoBuh, 2008, p.25). Foreign direct investments represent invest-
ments of the investors from the country of origin who gained asset in another
country for the purpose of managing that asset (Ilomosuh, Capuh, CnacojeBuh,
2014, p.411). These investments can be manifested in many ways: through pub-
lic-private partnerships, concessions, mergers and acquisitions, joint ventures
with or without property component, etc. Benefits from investing are mostly
present on the investor side in the form of business expansions, penetration on
foreign markets, more economical use of resources, etc. On the other hand, the
host countries manage to valorize the natural resources, cultural attractions, etc.
(Crojanunosuh, 2013, p.15). However, there are disadvantages depending on
the type of investment. There is an outflow of tourism income into the investor
country (especially when the foreign investor holds 100% of the capital), the
host country has no control over the investor policy and there are large hotel or
tourism investments that can lead to the elimination of domestic competition and
in some cases, even to job cuts.

PREVIOUS RESEARCH

The importance of investments, especially FDI, has been researched by numer-
ous authors. Investments represent a basis of social and economic progress and
have a great contribution to the rise in the employment rate (Keynes, 1973,
p-223). According to Keynes, an investor buys the right to a range of future net
incomes, which he expects from the sales of the mentioned investment during
its lifespan. Blomstrom (1992, p.63) finds that FDI has a special contribution
to the economic development only in the underdeveloped countries. Similarly,
Krugman (1991, p.268) claims that there is no connection between employment
growth and FDI in developed countries.
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Halley (1997, p.602) analyzes the need of the tourism industry of Vietnam
for strategic foreign investment. Broz, Butirac and Tkalec (2015, p.881) analyze
Croatia’s regional cooperation on certain determinants in Southeast Europe and
conclude that regional investment is of great importance in Bosnia and Herzego-
vina, since in 2010 the share of regional FDI in total FDI in B&H was as high as
32%. The same authors concluded that regarding the region of Southeast Europe
Croatia and Serbia are the countries that invest most in all sectors, including
the tourism. Papadopoulos (2016, p.619) emphasizes the importance of national
branding in attracting foreign investments in tourism. Samimi (2017, p.60) dem-
onstrates long-term bilateral causality between foreign direct investment and
tourism development. In a panel discussion, on the example of 49 economies of
the world, Alam and Paramati (2016, p25) explore the impact of foreign invest-
ment in tourism on reducing income inequality. Falk (2016, p.227) examines the
impact of market size, common language, minimum wage levels on the effects
and attraction of foreign investment in tourism and hospitality for 105 econo-
mies of the world in the period from 2005 to 2011. Using the gravity model, the
author concludes that the size of the market and common language have a posi-
tive effect on attracting foreign investment, while increasing the minimum wage
in the host country reduces the inflow of FDI. Gligorijevi¢ and Ubavié¢ (2016,
p-227) examined the investment-privatization process in tourism of Serbia and
concluded that investment through the privatization process proved ineffective,
unlike greenfield investments, which are also very rare. The same authors point
out that no matter which country is in question, the condition for greater foreign
investments in tourism is interdisciplinary approach to investment policy and
political, legislative and macroeconomic stability in the country. Fereiduoni and
Al-Mulali (2014, p.107) analyze the connection of foreign investment in the real
estate market and international tourism in OECD countries. Mari¢ (2016, p.428)
analyzes foreign direct investment in Bosnia and Herzegovina and concludes
that B&H has a great potential for attracting foreign investment in tourism, but
the priority are investments in infrastructure (author points out the fact that B&H
had only 20 km of highway in 2009, probably the least per capita in Europe).
Sokhanvar (2019, p.89) examines the direct and indirect effects of FDI on tour-
ism growth in seven EU countries and concludes that even in five countries FDI
has a negative impact on economic development and does not stimulate tourism
growth.

http://www.ae.ef.unibl.org/ 23



Andrijana Mrkaié Ateljevic et al. THE IMPACT OF FOREIGN DIRECT INVESTMENT...

2. INVESTMENTS IN TOURISM IN BOSNIA AND
HERZEGOVINA

Therefore, the economic progress of any country cannot be imagined without
investments, the generator of development. Regardless of the type (greenfield
& brownfield)' greater investments create more productive tourism projects that
are regionally competitive. They are a resource base for attracting tourists. The
growth in investment, which is accompanied by a high rate of efficiency, actu-
ally contributes to the export of the tourism product. The type of investment also
determines the direction of impact on the foreign trade balance, where greenfield
investments are the most desirable because they involve new hiring of fixed
assets, supporting activities, labor or hiring of all three factors of country pro-
duction, labor and capital. The problem of tourism industry in B&H is that long-
term investments are made through acquisitions and privatizations, while a small
number are greenfield investments.

According to the Travel & Tourism economic impact report for 2017 (WTTC
2018) in B&H, the inflow of total investments exclusively in the tourism sector
was 326.5 million BAM, which ranked B&H 122nd (Table 1).

Table 1. Ranking of B&H and total investments in the tourism sector in 2017

Ranking Country 2017 (million USS$)
10 Turkey 20.5
17 Italy 11.6
World average 4.8
40 Greece 3.6
European average (remaining) 2.6
53 Czech Republic 2.0
64 Croatia 1.2
71 Bulgaria 0.8
93 Cyprus 0.4
95 Montenegro 0.4
113 Albania 0.3
122 Bosnia and Herzegovina 0.2

Source: World travel and tourism council (2018). “Travel and tourism economic impact 2018”,
London, p.7.

1 Greenfield investments imply investment in brand new assets and they are crucial for economic
development and progress, since they move from the “empty land”. Therefore, they require new
labor, affect the balance of payments and significantly increase the GDP growth rate, but obtain
slower return on funds. Brownfield investments, by contrast, involve investing in existing produc-
tive assets, aiming at the greater profitability of jobs taken over, and the easiest way to do this is to
lay off workers.
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Long-term assesment of the WTTC for the movement of investments in the
tourism sector for the period from 2018 to 2028, ranked B&H on the 45th posi-
tion, with a growth rate of 5.2%, while for the same priod but on the European
level, the growth rate is 3.4 % and on the world level it is 4.2%. However, fore-
seeing is not possible without the synergistic action of all actors involved in
building tourism and investment policies (WTTC, 2018, p.10).

According to the records of FIPA, in 2016 foreign investments in the tourism
sector amounted to 187 million BAM (95.5 million euros), which makes 1.4 %
of the total direct foreign investment in B&H as of December 2016.

Table 2. Overview of FDI importance for the tourism sector, for the period
2011-September 2017 in millions of BAM

FDI ke FDLID . FDI Flows by years in millions of BAM
. X1 XII I-1X
By activities 2011 2016 2011 2013 2014 2015 2016 2017*

0 FDI in total-all sectors 10,773.5 12,964.4 698.6 407.1 8I11.1 6153 536.3 233.5*

1 Accommodation 143.5 163.5 13.1  18.0 260 -64 10.6 14.2*%

2 Food and drink 32 11.8 - 0.3 1.4 5.5 -3.2 -
preparation and serving

3 Travel agencies - - - - - 0.2 04  009*

4 Creative arts and - 1.4 - - - - - -

entertainment activities

5 Sport, fun and - 10.1 - 0.2 - 0.5 1.5 -
recreation

6 Tourism in total (from 146.7 186.8  13.1 185 264 -02 93 15.1%
1to))

7 Participation (6) in 1.4% 1.4% 1.9% 4.5% 3.3% - 1.7% *6.5%
total FDI (0)

8 Real estate business** 622.0 495.7 79.7 247 190.7 94.1 -15.1 43.8*

9 Participation (8) in 5.8% 4.1% 11.4% 6.1% 23.5% 153% -  *18%
total FDI (0)

Source: FIPA (2018). “Analysis of the tourism sector”, Sarajevo, p. 47,
*preliminary and incomplete data for 2017 (no retained earnings).

If you look at the state of FDI by sectors, there is very little participation in
tourism in B&H over a longer period, which is shown in Chart 1.
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Chart 1. FDI stocks by industry in B&H for the period 1994-2017
Source: http:/www.fipa.gov.ba/informacije/statistike/investicije/default.

aspx?id=180&langTag=bs-BA, accessed 30 May 2019.

Observing FDI, the Central Bank compilation contains FDI data for a total
of 99 categories, of which two categories are closely related to tourism: accom-
modation and food and beverage service activities. In B&H, most foreign invest-
ments in the accommodation category were recorded in 2014, while for the food
and beverage preparation and service activities, the highest foreign investments
were recorded in 2015. FDI trends for these two categories, as well as their val-
ues, are shown in Chart 2.

250
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200 85,5
1694 164,6 1664
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100 +— ____ [H food and beverage
preparation and
service activities
50 -+ I
12
4 5.6 4.4 9 11,7 128
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2012 2013 2014 2015 2016 2017
Chart 2. Foreign direct investment by category for the period 2012-2017 (millions of BAM)
Author’s calculation according to: http:/statistics.cbbh.ba/Panorama/novaview/SimpleLogin_en
html.aspx, accessed 20 May 2019.
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3. CORRELATION — REGRESSION ANALYSIS OF THE
IMPACT OF FDI ON TOURISM EMPLOYMENT IN BOSNIA
AND HERZEGOVINA

Correlation-regression analysis, general part

The correlation regression method is used to determine the relationship and the
degree of dependence between two variables. The correlation shows how strong
the link between the analyzed variables is. The numerical value of the Pearson
correlation coefficient explains the direction and degree of correlation of the two
observed variables. In contrast to the correlation analysis expressed by Pearson’s
coefficient 1, regression analysis provides an insight into the form of correla-
tion of the two variables. The form of connection is interpreted on the basis of a
regression line, a scatter or dispersion diagram. The least squares mathematical
method completes the explanation of the regression line and is expressed in form
(JloBpuh, Komuh, Cresuh, 2017, p. 386):

Y=a+bx+e¢

Y — resultative variable

a — regression constant (section on y axis)

b — regression coefficient (slope of simple linear regression)
x — causal variable

¢ —residual variable

The form of correlation is interpreted by the coefficient of determination R’
resulting from a simple linear regression. It shows the percentage of variables
explained by the analysis (lymmuh, 2017, p. 15).

Correlation-regression analysis: research part

According to the Central bank of B-&H, foreign investments in tourism have
long been statistically classified under the hospitality industry, but since 2011
that category has been split into two: accommodation and food and beverage
service activities. Since 2011 there was a continuous increase of foreign direct
investment in the accommodation category until 2016, when there was a slight
decline in investment, whereas investments in food and beverage preparation
and serving activities rose from 4.4 million BAM (2014) to 12.8 million BAM
(2017, http://statistics.cbbh.ba).
By using the regression-correlation analysis, the form and strength of de-
pendence of two variables will be presented:
1. Number of employees in accommodation, food and beverage preparation
and service activities in the period 2010-2017 in Bosnia and Herzegovina,
as dependent variable;
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2. FDI in accommodation, preparation and serving of food and beverages
from 2010 to 2017 in Bosnia and Herzegovina, as independent variable?.

The equivalent of the number of employees in tourism is data on employees
in the category accommodation and activities of preparation and serving of food
and beverages (according to the official classification of activities in B&H). Data
on the annual inflow of FDI were taken from the official website of the Central
Bank of Bosnia and Herzegovina. This data, as it can be seen in Chart 2, is avail-
able as FDI in the category accommodation and as FDI in the category of food
and beverage preparation and serving activities. In order to make it more simple,
the data on FDI will be aggregated into one category as FDI in accommodation,
as well as food and beverage preparation and serving activities. Data for both
variables are presented in Table 4.

Table 3. Number of employees and FDI in the category of accommodation and food
and beverage service activities in the period 2010-2017 (B&H)

Year 2010 2011 2012 2013 2014 2015 2016 2017
Number of employees 29.224 27.710 28.262 30.299 31.979 33.589 35.896 38.418
(thousands)

FDI (accommodation + 146.7 136.5 1734 189.1 2145 2083 1763 179.2
food and beverage service
activities, millions BAM)

Source: http://www.bhas.ba/saopstenja/;http://statistics.cbbh.ba/Panorama/novaview/
SimpleLogin en_html.aspx, accessed 15 May 2019.

As it can be seen in the table, employment in the tourism sector fluctuated
slightly during 2011 and 2012. This was followed by the period of growth in the
number of employees in tourism (Graph 3).

45000
40000
35000
30000

30299

25000 —29224 oo 098962
20000
15000
10000
5000
0

Graph 3. Number of employees within the category of accommodation and food
and beverage service activities in the period 2010-2017 (B&H)
Source: Author’s creation in excel program

2 Employment figures refer to December, each year from 2010 to 2017.
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Starting hypothesis of this research is that FDI in tourism has an impact on
employment growth in accommodation and food and beverage service activities.
The input data are presented in Table 4 and processed in an excel program
using a simple linear regression tool. The processing results are presented in

Table 4.
Table 4. Results of the regression analysis

SUMMARY OUTPUT

Regression Statistics

Multiple R 0.43249614

R Square 0.18705291

Adjusted R Square  0.05156173

Standard Error 3714.30731

Observations 8

ANOVA

df SS MS F Significance F

Regression 1 1.9E+07 2E+07 1.380554161 0.284519617
Residual 6 8.3E+07 1E+07

Total 7 1E+08

Source: Author’s creation in excel program

The correlation coefficient r = 0.43 indicates a weak positive impact of FDI
on employment within the accommodation and food and beverage service ac-
tivities. A positive sign is that the variables are direct, that is, although there is
a weak link between them, FDI growth nevertheless leads to the employment

growth.

The determination coefficient R?shows that variations are dependent variable
with about 18% of variations of the FDI independent variable. The significance
of the model is within optimal limits, which confirms the value of Significance
F (F<a 0.05). The simple linear regression equation is represented on the scatter

diagram — Graph 4.
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Graph 4. FDI scatter diagram and employment within accommodation, food
and beverage preparation and serving, B-H, for the period 2010-2017

Source: Author’s creation in excel program

Scatter diagram shows that the direction approximates well between the vari-
ables, which results in a linear line indicating a linear relationship between the
variables (CranuByk, 2017, p. 387). The equation of the regression model in this
case would be:

Y=21045 + 61,105(x)

If the independent variable (FDI) had a value of zero, then the dependent var-
iable (number of employees in tourism) would have an average value of 21045.
With an increase in foreign direct investment in accommodation and food and
beverage preparation and serving of one million, employment would be expect-
ed to increase by about 61 workers.

4. CONCLUSION

According to the long-term forecasts of the World tourism and travel council,
tourism investment could increase by more than 5.2 % annually in Bosnia and
Herzegovina by 2028, which would also affect the GDP growth of the whole
country.

The paper focuses on the statistical analysis of foreign direct investments
and their impact on employment in the accommodation sector, as well as the
preparation and serving of food and beverages. Regression-correlation analysis
confirmed the research hypothesis that FDI affects employment in tourism. The
analysis showed a weak positive impact of FDI on employment within the ac-
commodation and food and beverage service activities.
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The obtained coefficient of determination R* shows that variations in the
number of employees in the tourism sector with 18% are conditioned by varia-
tions of foreign direct investment in the sector.

The regression equation and the obtained dispersion diagram suggest that
with the increase of foreign direct investment in the accommodation and food
and beverage industry by one million, there could be an increase in employment
by about 61 work places.

Bosnia and Herzegovina’s tourism economy is facing various problems.
Some investments have not been completed because investors have abandoned
investing in projects due to institutional problems, slow procedural conditions,
corruption, conflicts of laws, etc. Although the legal framework provides certain
benefits for foreign investors, they are not sufficient to motivate foreign inves-
tors.

The impact of foreign direct investment on employment in other sectors is
greater, considering the fact that “Global Location Trends Facts & Figures re-
port” from 2018 put B&H on the third place in the number of jobs created under
foreign direct investment projects (per one million population). The weak influ-
ence on the growth of employment in tourism is justified by the fact that B&H is
still not sufficiently recognized in tourism and therefore, there is no greater in-
terest for foreign investors to invest in B&H tourism. Nevertheless, the positive
trend of foreign investment in tourism indicates the importance of this sector.

Finally, Bosnia and Herzegovina needs to make additional efforts to attract
as many investors as possible, increase foreign investment in tourism and har-
monize its legislation with the European Union. Greater realization of foreign
investments requires fulfillment of a large number of general criteria and condi-
tions necessary for the functioning of modern tourism economies.
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YTULAJ CTPAHUX JIMPEKTHUX UHBECTUIINJA HA
3AITOCJIEHOCT ¥ TYPU3MY BOCHE U XEPLHHEI'OBUHE

1 Anppujana Mpkanh AresbeBuh, Brcoka 1ikona 3a TypH3aM 1 XOTEIIHjepCTBo,
Tpebume, bocHa n Xepuerosuna
2 VBo Apmenko, dakynteT 3a Ou3HUC U Typu3aMm, bynsa, Llpua ['opa

CAKETAK

I'moGanHO TYpUCTHYKO TPKUILTE KOHCTAHTHO JIOKHBJHABA MPOMjEHE Y CMUCIY
CTeleHa TPXKUIIHE MapTULHINALK]e MMOjeJMHUX 3eMajba, CKIOHOCTH TypUCTa U
Ha4YMHa UCTyHhaBamba BUXOBUX noTrpeda. EBpona je y 2017. romuan umana jo-
MHUHALU]Y Ha TI00ATHOM TYPUCTHYKOM TPKHUILTY ca Yak 51% Tp>KUILIHOT yrena.
O360mbHO noBehame yuemtha Asuje y 2017. roaunu y onnocy Ha 2016. roau-
Hy M3HOCHJIO je uak 24%, mrTo cTBapa Kay3aigHe edekre W Ha cBe Behe yue-
mrhe TpaHCHAIMOHATHUX KOMIIaHWja M3 TOT pernoHa y Typusmy. OBaj pajn cu-
cTeMaru3yje MHBeCcTHLHje y Typu3aMm boche m Xeprerosune, ca GoKycom Ha
edeKTe CTpaHMuX yJjarama Ha 3aloCJICHOCT y TYPUCTHUKOM cekTopy. Emmupuj-
CKa aHanu3a, 0a3upaHa Ha PerpecHOHO-KOPENAMOHOM MOJIEINY, IoKa3ana je aa
nocroju cnab no3utuBHU yrruuaj CAW Ha 3amocieHocT y AenaTHOCTUMA CMje-
nITaja, Te IpUIpeMe U yCIIyKuBama Xpane U nuha. McrpaxkuBama y 0BoM pany
Cy MPEyCIIOB 3a 030MJbHUjE aHATM3UPabe TUTIONOTH]E U 3HaYaja CTPaHUX MHBE-
CTHILIMja 3a TYPUCTHUYKH pa3Boj bocue u Xepuerosune.

Kibyune pujeun:
CTpaHe MUPEKTHE WHBECTHUIIH]je, Typu3aM, bocHa n XeprieropuHa.



