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Labour Discrimination Related to Pregnancy and Motherhood in Croatia  
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Department of Labour and Social Security Law Faculty of Law,  

Josip Juraj Strossmayer University of Osijek, Croatia 

 

Abstract 

In 2012, Croatian Office for Gender Equality published report on position of pregnant workers and working 
mothers on the national labour market. Survey results clearly demonstrated concerning situation in the labour 
market where every second pregnant woman was dismissed due to pregnancy. The remaining 50% of 
pregnant workers and working mothers faced denial of one or more labour rights due to pregnancy or 
childcare. Apart from violation of basic human rights in the labour market, pregnant workers and working 
mothers faced discriminatory practices in financial sector i.e. denial of right to take bank loans. These 
practices are contrary to current Croatian labour and gender equality legislation, as well as European and 
international legal standards related to protection of pregnant workers and working mothers. Nonethless, due 
to high national unemployment rate, women faced with labour discrimination rarely use available legal 
remedies. This paper analysis legal framework applicable to labour discrimination of pregnant workers and 
working mothers, primarily through the lens of applicable European acquis communautaire i.e. Directives. It 
also investigates case law of Croatian courts and the European Court of Justice related to labour 
discrimination of pregnant workers and working mothers. More specifically, research explores convergences 
and divergences of national and European case law. The aim of the paper is to contribute to academic 
discussions on the labour market gender equality and measures necessary to achieve full respect of all 
national and international legal standards.  

Keywords: discrimination, pregnant workers, working mothers, gender equality.  

 

1.1. Introduction  
 

International legal protection of pregnancy and motherhood is rooted in fundamental human rights instruments such as 
Convention of the Rights of Child (further: CRC) and the Convention on Elimination of All Forms of Discrimination against 
Women (further: CEDAW). CRC in Article 24 d requires State Parties to ensure appropriate pre-natal and post-natal health 
care for mothers and the Convention on Elimination of All Forms of Discrimination Against Women (further; CEDAW) which 
in Article 12.2. requires State Parties to ensure all appropriate services in connection with pregnancy, confinement and the 
post-natal period. Later Convention expanded need to provide particular legal protection to pregnant workers through the 
stipulation of Article 11.2 concerning prevention of discrimination of women on grounds of maternity. Convention has 
obliged State Parties to ñtake appropriate measures to prohibit, subject to the imposition of sanctions, dismissal on the 
grounds of pregnancy or of maternity leave and discrimination in dismissals on the basis of marital status and to introduce 
maternity leave with pay or with comparable social benefits without loss of former employment, seniority or social 
allowancesò (CEDAW, 1979). CEDAW initially required State Parties to introduce ñspecial protection to women during 
pregnancy in types of work proved to be harmful to themò but this provision has later been subject to alterations in national 
legislations under the evolving body of gender equality law and has moved from absolute prohibition to introduction of 
measures of protection. Revised European Social Charter from 1996 followed human rights standards and provided special 
protection to pregnant workers in Art. 8, including regulation of maternity leave, night work and breastfeeding break, 
stipulation on unlawfulness of dismissal during pregnancy and protection of pregnant workers or new mothers from 
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dangerous, unhealthy and arduous work. Finally, the Charter on Fundamental Rights has followed the same principles of 
prohibition of dismissal related to maternity (Art. 33.2 of the Charter). 
 
As women were entering labour markets in larger numbers, protection of pregnancy and motherhood has advanced from 
human rights legal framework to labour law framework. In recent decades, we witnessed development of impressive 
legislative efforts at the international, regional and national levels aimed at providing protection against discrimination 
related to pregnancy and motherhood in the workplace. In that regard, European Union has been the most instrumental 
and active in legislating improvements of safety and health of pregnant women and recent mothers at work. Along with 
normative activities, European Court of Justice has supported prohibition of discrimination on the basis of pregnancy or 
motherhood at work, including prohibition of dismissal based on pregnancy, which they considered as direct sex 
discrimination (Grgurev, Ceronja, 2011). Lately, European Union has embarked on new round of negotiations with trade 
unions and employers on a new package of rights aimed at providing even stronger legal protection from dismissal for new 
mothers. Such progress did lead to improved national regulatory framework and case law in many of the European Union 
countries, but not all. Croatia as the last European Union member still struggles with a need to ensure effective 
implementation of international and regional legal instruments and its own national gender equality and labour laws related 
to the protection of pregnancy and motherhood. This paper will try to shed a light on the most pressing legal issues related 
to the violations of international legal standards of labour protection of pregnancy and motherhood in the context of 
extremely high number of dismissals of pregnant workers on the Croatia labour market that was noted in 2012 Gender 
Equality Report of Croatian Ombudsperson for Gender Equality (Annual Report 2012). In order to analyse the problem, we 
will look into the European acquis communauttaire in the area of protection of pregnancy and motherhood at work, case 
law of the European Court of Justice and national regulation, primarily through the lens of labour law, but also through the 
lens of gender equality law, anti-discrimination law and constitutional law.  

 
1.2. European Legal Framework Applicable to Protection of Pregnancy and Motherhood  

 European Union has tackled issue of protection of pregnant workers and new mothers in several key Directives. 
Chronologically, the first important legal instrument for female workers was adoption of Directive 79/7 of 19 December 1978 
on the progressive implementation of the principle of equal treatment for men and women in matters of social security, 
followed by Council Directive 86/613/EEC of 11 December 1986 on the application of the principle of equal treatment 
between men and women engaged in an activity, including agriculture, in a self-employed capacity, and on the protection 
of self-employed women during pregnancy and motherhood. 

Further on, Union has adopted Directive 92/85/EC of 19 October 1992 on the introduction of measures to encourage 
improvements in the safety and health at work of pregnant workers and workers who have recently given birth or are 
breastfeeding. Later on, Union Member States have adopted the Directive 2000/78/EC4 on establishing a general 
framework for equal treatment in employment and occupation, and Directive 2002/73/EC5 on amending Directive 
76/207/EEC on the principle of equal treatment. Union realized new legal challenges in regulation of equal opportunities 
and equal treatment of men and women in employment and has adopted recast of Directive 2006/54 of 5 July 2006 on the 
implementation of the principle of equal opportunities and equal treatment of men and women in matters of employment 
and occupation. In matters of parental leave, particular importance has Directive 2010/18 of 8 March 2010 implementing 
the revised Framework Agreement on parental leave concluded by BUSINESSEUROPE, UEAPME, CEEP and ETUC and 
repealing Directive of 3 June 1996. Due to changes of contemporary employment trends and newly identified legal 
challenges applicable to self-employed workers, in 2010 Member States agreed to repeal Directive of 11 December 1986 
and adopt new and modern Directive 2010/41 of 7 July 2010 on the application of the principle of equal treatment between 
men and women engaged in an activity in a self-employed capacity.  

In the context of this paper and research of legal norms that are relevant to analyze the topic of legal protection of pregnancy 
and motherhood and prohibition of labor discrimination and dismissal based on pregnancy and motherhood, it is necessary 
to go into the more details of one particular Directive, which is Directive 92/85/EC prohibiting dismissal of pregnant workers. 
Directive has explicitly acknowledged that pregnant workers, workers who have recently given birth and breastfeeding 
mothers at work are group of specific risk. Furthermore, preamble of Directive explains possible harmful consequences of 
dismissal due to pregnancy or motherhood to the physical and mental state of pregnant workers, workers who have recently 
given birth or who are breastfeeding. Therefore, EU legislator rendered it justified to lay down absolute prohibition of 
dismissal of pregnant workers and new mothers.  
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Two key provisions relevant for our research are provisions of Article 10 about prohibition of dismissal and Article 12 on 
defense of rights. Directive stipulates obligation of a Member State to regulate absolute prohibition of dismissal of pregnant 
workers from the beginning of pregnancy to the end of the maternity leave, unless justified by public interest, duly 
substantiated grounds for dismissal or under the consent of the competent authority. Directive also stipulates obligation of 
a Member State to protect worker from unlawful dismissals in breach of the provisions of this Directive and national 
legislation. Second provisions is even more important for our discourse as it is provision on duty of Member States to 
ñintroduce into their national legal systems such measures as are necessary to enable all workers who should themselves 
wronged by failure to comply with the obligations arising from this Directive to pursue their claims by judicial process (and/or, 
in accordance with national laws and/or practices) by recourse to other competent authorities.ò (Directive 92/85/EC, Art. 
12). 

In line with above mentioned international and European legal framework, the case law of the European Court of Justice 
has been very instrumental in reinforcing that labor discrimination related to pregnancy and motherhood is proclaimed 
unlawful and in violation of the EU Directives. The EU Court has thus considered dismissal or any discriminatory practice 
against pregnant woman or mother as straightforward cases of sex discrimination (Cases C-177/88 Dekker v Stichting 
Vormingscentrum voor Jonge Volwassenen Plus [1990] ECR I-3941; C-179/88 Handels- og Kontorfunktionærernes 
Forbund I Danmark (Hertz) v Dansk Arbejdsgiverforening [1990] ECR I-3979; C-32/93 Webb v EMO Air Cargo [1994] ECR 
I-3567, C-421/92 Habermann-Beltermann v Arbeiterwohlfart [1994] ECR I-1657). 

In Paquay case, the Court has moved the standard of protection from dismissal for pregnant women or new mothers even 
further deciding that protection ñmust be interpreted as prohibiting not only the notification of a decision to dismiss on the 
grounds of pregnancy and/or of the birth of a child during the period of protection set down in paragraph 1 of that article (of 
Directive 92/85/EC) but also the taking of preparatory steps for such a decision, such as searching for and finding a 
permanent replacement for the relevant employee, before the end of that period.ò(C-460/06 Paquay v Societe d'architectes 
Hoet and Minne SPRL [2007] ECR I-8511). Such position of the European Court is crucial as it extended meaning of 
Directiveôs provision referring to the protected period from beginning of pregnancy until the end of maternity leave. 
Therefore, national courts should carefully examine whether the employer has commenced search for a replacement 
employee during the protected period, as well as immediately after the return to work of a new mother and if this was the 
case, dismissal should be declared unlawful.  

On the matter of Art. 12 of Directive 92/85/EC referring to provision of effective judicial protection in cases of dismissal on 
grounds of pregnancy and motherhood, the EU Court has brought important decision in Case C-63/08 Virginie Pontin v T-
Comalux (SA [2009] ECR I-10467). In this case, the Court declared discriminatory to set particularly short limitation period 
(in this case, of 15 days, shortened by post delivery of written dismissal notice) to have a legal remedy available in order to 
assert rights following dismissal of a pregnant worker. Court considered that this limitation period ñrendered practically 
impossible the exercise of rights conferred by Community law.ò Subsequently, the Court considered the standard of 
effectiveness of judicial remedy in light of particular circumstances related to pregnancy and inability to prepare the legal 
case and seek legal aid within unreasonably short limitation period.  

1.3. Croatian Legal Framework and Case Law Related to Pregnancy and Motherhood at Work 

Croatian Constitution (Official Gazette No 56/90, 135/97, 8/98, 113/00, 124/00, 28/01, 41/01, 55/01, 76/10, 85/10, 05/14) 
explicitly protects maternity in general and motherhood in relation to workplace in articles 62. and 64. Directive 92/85/EC 
has been implemented into Croatian legislation through provisions of three laws: Labor Law (Official Gazette No 93/14), 
Law on Occupational Safety at Work (Official Gazette No 71/14, 118/14, 154/14) and Law on Pregnancy and Parental 
Allowances (Official Gazette No 85/08, 110/08, 34/11, 54/13, 152/14). In this paper, we will focus on provisions of the 
Labour Law because it has been the main source of legal protection of pregnant workers and new mothers from dismissal 
and unfavorable treatment at work. Croatian regulation of protection of workers based on pregnancy and motherhood or 
fatherhood refers to absolute prohibition of dismissal during pregnancy, maternity, paternity or adoption leave, part-time 
work, work with reduced working hours due to increased care for a child, leave of absence of a pregnant woman or 
breastfeeding mother, leave of absence or work with reduced working hours due to care for a child with developmental 
disabilities, and during 15 days after termination of a pregnancy or any of those rights (Art. 34.2 of the Labour Law). 
Dismissal is null and void if employer knew about pregnancy or parenthood or if worker proves it by certified medical record 
within 15 days following dismissal (Art. 34.3.). Only legally justified exceptions to this prohibition are death of employer who 
is a natural person, closure of a craft and liquidation of the company. In all of these cases, employment contract is 
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terminated regardless of statutory provisions. Violation of absolute prohibition of dismissal by employer is considered as 
the most severe violation of labour law and fined by the maximum fine as stipulated by the article 229.9 of the Labour Law. 

According to the Croatian Labour Law, all labour disputes should firstly be referred to the employer who has limitation 
period of 15 days to respond. If employer fails to deal with the request for protection of right or fails to reinstate the right, 
worker has further limitation period of 15 days to refer the matter to the court as per Art. 133 of the Labour Law. 

In addition to labour legislation, Croatia also has very elaborate laws on prevention of discrimination and gender equality, 
as well as fully functional mechanisms of protection of human rights through institutions of Ombudsperson and specialized 
Ombudsperson for Gender Equality.  

National Supreme Court has ruled that absolute prohibition of dismissal for pregnant and new mothers means that decision 
on dismissal could not be legally enforced as long as worker is using his pregnancy or parental right, regardless of the fact 
that termination of work would be enforced after cessation of pregnancy or parental right (Supreme Court of Croatia Rev 
1805/01 of 1.10. 2002).  

If we look into the statutory provisions of applicable national laws, we could conclude that pregnant workers and new 
mothers in Croatia do enjoy sufficient level of protection from dismissal or discrimination at work based on pregnancy or 
motherhood. Formally, this is certainly well regulated area of labour and gender equality law. It is also harmonized with the 
relevant provisions of the EU law Directives, primarily Directive 92/85/EC on the introduction of measures to encourage 
improvements in the safety and health at work of pregnant workers and workers who have recently given birth or are 
breastfeeding. In reality, Annual Report for 2012 of Croatian Ombudsperson for Gender Equality disclosed results of one-
of-a-kind survey according to which every second pregnant woman in Croatia was dismissed due to pregnancy. The 
remaining 50% of pregnant workers and working mothers faced denial of one or more labour rights due to pregnancy or 
childcare. Apart from violation of basic human rights in the labour market, pregnant workers and working mothers faced 
discriminatory practices in financial sector i.e. denial of right to take bank loans. These concerning practices were not 
subsequently followed up by relevant state authorities demonstrate deeply rooted issues closely linked to discrimination 
and gender inequality. In those circumstances, it would be expected that number of labour disputes raises, but actually, 
according to the data of trade unions, number of national labour disputes is constantly decreasing. Reasons for that can 
be found in domestic unemployment rate being currently at 15%, with female unemployment of well above 22% and 
numerous other factors limiting internal labour mobility of all categories of workers, and particularly pregnant workers and 
new mothers. Legal provisions on protection of pregnancy and motherhood have a very little impact unless workers can 
seek redress at labour tribunals, as it is stipulated in Directive 92/85/EC on effective judicial protection. In Croatian context, 
effective judicial protection means very limited, if any, options to use free legal based on income and lengthy and 
complicated procedure of approval. Having in mind short limitation periods of 15+15 days to seek judicial redress for 
unlawful dismissal, in practice free legal aid could probably not be activated so quickly due to legal constraints related to 
requirements to use free legal aid. Thus, pregnant women and new mothers faced with unlawful dismissal during pregnancy 
or parental leave are expected to expose themselves to search for a legal representative, preparation of a case for the 
court, additional costs during pregnancy or motherhood and complicated court procedures. On the other side, Croatian 
courts are still in favour of awarding relatively small amounts of labour-dispute compensations. Plaintiffs are also faced with 
great uncertainty of reinstatement of labour relation, specially if labour relation was between a worker and a private 
employer.  

Due to numerous obstacles to effective judicial recourse in cases of labour discrimination of pregnant workers and new 
mothers and weakening of trade unions, specially in private sector where they became virtually non-existent, the best 
solution would be to expand mandate of one of the existing gender or anti-discrimination bodies to be able to legally 
represent pregnant workers and new mothers in all cases of unlawful dismissal due to pregnancy or motherhood. In this 
way, women who become victims of sex discrimination at work related to their reproductive rights would deal with a very 
simple redress procedure and would use expert assistance at no cost. Having in mind importance of ensuring full protection 
of all reproductive rights at all stages ï particularly during employment ï it is justified to shift a burden of labour dispute 
recourse from pregnant workers and new mothers to specialized, fully staffed state funded, but independent body.  

 

 



ISBN 9788890916168         Recent Ideas on Economics, Finance and Business 2017 

 
11 

1.4. Conclusion 

Labor protection of pregnancy and motherhood is one of the corner stones of anti-discrimination law and gender equality. 
Having in mind that only female workers encounter pregnancy related work discrimination and could face unlawful dismissal 
due to the fact that employers consider them as financial burden during their absence from work, legislators have to be 
particularly vigilant on legal regulation of protection of pregnancy and parental rights at work. Leveling labor related sex 
discrimination of pregnant workers and new mothers to other forms of labor discrimination is unfair and fails to acknowledge 
special vulnerability of pregnant workers and new mothers. The mere notion of absolute prohibition of dismissal during 
pregnancy and new motherhood at the European level was adopted with the intention to protect women during reproductive 
absences from adverse consequences of their fundamental human right to procreate to their employment relation. 
Normative protection has very little impact unless it has meaningful judicial remedy available for violation of that protection. 
In last several years, exceptionally high number of pregnant workers in Croatia is dismissed because of their pregnancies, 
and it seems all those pregnant workers are unable and unwilling to engage in traditional labor dispute. In order to fully 
implement international human rights standards and European legislation in the area of protection of pregnant workers and 
new mothers, access to judicial recourse should be reconsidered and modeled in a way that allows easier access to labor 
tribunals. This can be done through amendments of labor legislation that would allow involvement of state bodies for gender 
equality or anti-discrimination bodies, so that victims of sex discrimination based on pregnancy or motherhood would be 
able to fully realize their fundamental human rights and their labor rights. 
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Abstract 

This research is realized in city of Peja, a city in the western part of Republic of Kosovo. In this research are 
included 40 small enterprises (27 in the center of the city and 13 in the periphery). From them 37 enterprises 
were established from familiar-individual capital, whereas only three enterprises were corporations. This 
research is led from two correlation hypotheses. The first hypothesis of this research is:ò Strategic management 
has a positive relation with the empowering of the short-term and long-term objectives of the small enterprisesò, 
is made correlative analysis and we have the statistical production [r= .502**, p< .001], which supports the first 
hypothesis. Thus a genuine strategic management affects in the empowering and the reflection of the short-
term and long-term objectives of small enterprises.  The second hypothesis of this research was;ò Business 
strategy affects in the rise of financial indicatorsò, is made the correlative analysis and we have this statistical 
production [r= -.220, p< .172, a result that is not significant and it does not support the second hypothesis of this 
research.  

Keywords: Strategic, Management, Small, Enterprises, Commune, Peja               

Introduction 
The idea and the concept of this research was to see if there is a positive relation of strategic management with short-term 
and long-term objectives of the small enterprises and to see if the business strategy affects the raise of financial indicators. 
In the analyzed part of literature is cited for the management and especially for the strategic management. After raising of 
hypothesis and realization of the research methodology is concluded that strategic management is interrelated with the 
empowering of short-term and long-term objectives in the enterprise whereas the results of this research it did not result 
that business strategy affects in the raising of the financial indicators. 

Literature Reviews 

The word management derives from the wordò to manageò. In some languages for ex. French, Swedish, Albanian, Serbo-
Croatian there is not an adequate unique meaning, which in general will correspond to the meaning of the word ñmanageò. 
In most of the cases in this context are used terms: ñgovernanceò, leadershipò, ñdirectionñ and similar like that.            Native 
speakers in these countries for these terms borrow the foreign word ñmanagementñ.         In Spanish the similar term is 
called òmanejerò which means you are taught to do it, leads and governs directs you etc. Management in general meaning 
has these synonyms: placement, regulation, planning, inspection, direction, achievement of goals, realization, and also 
domination, rigging incurrence and deception. If we analyze all these synonyms we can conclude that these include: 
regulation, planning, inspection, organization, direction or realization. All of these have the meaning of one way process, 
the manager says to his ñinferiorò employees what should they work. Manager decides what to work, whereas those ñunderò 
(inferiors) are equipments to achieve a certain goal. They often call the managerò bossò whereas his assistantòthe right 
handò, because the right hand does exactly what the head says. Managers are called supervisors, because is presupposed 
that supervisors have excellent views in certain situations (Ramosaj, 2007). 

Many authors have studied the similarities between management and placement. The well known theoretician, especially 
of placement theory H.A. Simon uses the term placement as a synonym for the management. In fact, the author starts from 
it that the process of placement equalizes itself with the phase of making decisions, something according to the opinion of 
many authors is wrong, because the process of placement includes all the phases of placement and not just making 
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decisions. We must have in mind that from the content that is understood with the term management, and also taking into 
consideration main functions of leadership is seen that it greatly fits with functions of management ,that means the terms 
management and leadership often are synonyms. So report between the management and placement is similar with the 
report between leadership and placement. Naturally we have to do with managerial placement and with managerial 
decisions. According to Akia Murrtiun making decisions respectively placement is the primary function of management 
.Whereas Yock Duncani states that if placement is not the only function of management, then it is surely its main function 
(Kuka, Shiroka-Pula & Krasniqi, 2006). 

Management is a process to fulfill the objectives with and through other people. This means you should be able to plan 
what must be done, to organize the material, means and equipments and also you should organize and lead people to 
perfect these goals. In general, there two extreme styles of management. Majority are somewhere in the middle. One of 
the extremes is dictatorial one. They are considered, autocratic managers, who use their authority to make decisions and 
then they order the others how to do that. The other extreme is known as ñnon-interventionò where the employees donôt 
have the right to make decisions and to do their jobs, within determinations. Managing style depends from that how much 
you trust your employees and also from their abilities. Researchers have found that efficiency under the people leadership 
results from task combinations which must be done, type of employee, managers behaviors and from rewards structure 
(Mustafa, 2004).  

Management shows a relatively universal activity  because principles are applicable almost in all fields of economy and 
society: productivity, bank, trade, agriculture, sport, army, health religion, and international business etc. Also if we separate 
different organizations which are profitable or non-profit organizations or subjects and in the same time derives the question 
how to make them functional or how to govern and lead them, and then comes under consideration the request that what 
have in common and how are called all these people in these organizations from the different ones who deal with 
organizational work of these subjective. From this derives that these people are created with the name as managers, 
whereas their entire common activity is called management (Ramosaj, 2007). 

What is strategic management? As an answer to the question submitted above, in the title of this text, we can say that after 
strategic managementò hideò people who are obligated to plan the business in the highest level possible. Businessïstrategy 
as one of the highest functions in the enterprise is responsible to plan and to build a strong structure which will serve for 
overbuilding of business performances through additional activities (Biznesi.Info, 2012). 

Strategic management initially has its origin from army strategies and as a process is transferred in the management of 
strategies in economy and then in non-profit organizations. The word ñstrategyò derives from the ancient Greek, in the years 
507-508 before our era, where military council of Athens, consisted ten members which were called Strategoi, with great 
political and military power. In the semantic and origin aspect strategy is understood ñability to lead in the armyò (Ancient 
Greek Encyclopedia ñ; mastery to direct something. Management of strategy in Western economy is used from 60s of the 
twentieth (XX) century. In the US, in 1970, companies have implemented strategic management only 25%, in the 80s 55%, 
in the 90s 85% and from the year 2000 100%.This is an indicator that in the economical enterprises in the Republic of 
Kosovo, by all means should start not only to think for strategy but also to use the newest technologies of management 
until to the software managing process. Every period has its own characteristics of the development and the way how 
company behaves in such conditions. The switch of company from the concept as ñclosed systemò to the ñopen systemò 
especially the impact of the of suburb ïexternal factors have conditioned the evolution of the problematic of long-term 
program. Today is implemented the strategic management to forecast the future. Strategic management is as a 
consequence of internationalization of the trade as a new form of the world trade that has impacted in the shortening of 
lifecycle of the company and exploiting cycle of products, whereas related with this also in the profit lifecycle (Mustafa, 
Kotorri, Krasniqi dhe Shala, 2010). 

In the strategic aspect, management refers to the role of developing of the main objectives of activity and formulation of 
long-term plans for realization of these objectives. With the purpose of realization of the firm, management identifies stocks 
or strategies which should be undertaken and evaluated (Mustafa, 2008).  

According to the all authors, strategic management is the permanent process of adjustment of the enterprise-surroundings, 
also its impact process in the suburb, in harmony with the goals of the company. Can be given definitions of different 
authors, but perhaps more summarizing is:òThe process in which the management of the highest level (strategic leader) 
determines the direction of the long-term development of the company and its duties, by creating a strategy, its realization 
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and permanent evaluation of realization, means that strategic management it is defined as a process which incorporates 
in years the goals of the company, formulation and the execution of the strategy and its control performance. According to 
Thompson and Striklend, in the process of the strategic management are foreseen five tasks: development (prosperity of 
strategic vision; determination of long-term goals; creation of the strategy and goals achievement; implementation and 
existence of strategy; the evolution of realization, review of new development and initiative of regulative corrections 
(Mustafa, Kotorri, Krasniqi dhe Shala, 2010).  

The main characteristics of small enterprises are innovations .Small enterprise often is the source of new materials, of 
processes, ideas, services and products. Most of the products nowadays derive from small enterprises. Small enterprises 
have done more than the half of the inventions in the last 30 years. In the 80s and 90s small enterprises have made 80% 
of the employments of the new working places. The spreading of the small enterprises in Kosovo, by the dynamic can be 
seen in three phases: a) first phase from 1991 to 1993, b) second phase from 1994 to 2000 and c) third phase from the 
year 2001. The establishment of these enterprises hasnôt been as a result of suitable environment of business, but it 
happened from the necessity to create new jobs for the people who were expelled from work. Small enterprises have 
characteristics which can be known easily: they are: flexibility-which means switching activities in the light of changes of 
the market conditions and the quick adjustment of the capacity of request; direct relationships during the work-the employer 
has intern relationships with his employees and customers: the possibility of employment; management from one person: 
independence during the management (Biznesi.Info, 2013). 

Hypothesis  

1.òStrategic management has a positive connectivity with the strengthening of short-term and long-term objectives of the 
small enterprises. 

2.òBusiness strategy affects in the rise of financial indicators of small enterprisesò 

METHODOLOGY 

Participants  

This research is realized in city of Peja in the Republic of Kosovo, in this research are included 40 small enterprises (27 in 
the center) of the city and 13 in the periphery. From them 37 have been familiar-individual businesses whereas only 3 have 
been corporations. The meeting with the managers of these enterprises is realized in beginning of the June, in their objects 
where they do their business activity. 

Instrument 

From the type this research is quantitative and for the collection of the data is used a questionnaire with 27 questions which 
are mainly about goals, objectives and organization of the enterprise structure and managing strategies of the enterprises. 
The questionnaire has been simple and there were no open questions but only multiple questions and to each question the 
subjects have had the opportunity to circle only one from the offered alternatives.  

Procedure  
To realize this entire questionnaire it was necessary to collect quantitative data from field with the application of the 
questionnaires in enterprise. In each business object we have gone separately and it is contacted the manager of the 
enterprise and from him was required to fill in a questionnaire about the strategic management of enterprises. From the 
beginning are informed the managers that the questionnaire is anonymous and confidential, and then all of them have 
accepted to fill in the questionnaire. The data are elaborated with statistical program SPSS. 
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RESULTS 

Table 1: Correlation between strategic management and short-term and long-term objectives of the enterprises. 

Correlations 

 Strategic management of 
enterprises 

Short -term and long-term 
objectives 

 
Strategic management of enterprises  

Pearson Correlation 1 .502** 

Sig. (2-tailed)  .001 

   

N 40 40 

Short -term and long-term objectives 

Pearson Correlation .502** 1 

Sig. (2-tailed) .001  

N 40 40 

**. Correlation is significant at the 0.01 level (2-tailed). 

To testify the first hypothesis of this research: Strategic management has a positive relation with the empowering of the 
short-term and long-term objectives of the small enterprises ñ 

is made the correlative analysis and we have the statistical production. [r= .502**, p< .001]. 

Table 2: Correlation between business strategies and financial indicators.  

Correlations 

 Business strategy and work 
ethics 

Financial indicators 

Business strategy and work ethics 

Pearson Correlation 1 -.220 

Sig. (2-tailed)  .172 

N 40 40 

Financial indicators  

Pearson Correlation -.220 1 

Sig. (2-tailed) .172  

N 40 40 

 

To testify the second hypothesis of this research;òBusiness strategy affects in the rise of the financial indicators of the small 
enterprisesò, is made the correlative analysis and we have the statistical production. [r= -.220, p< .172]. 

Conclusions 

In this research is discussed relevant literature about what is understood with the word management, is cited for the 
strategic management for the small enterprises and business organizations .It is concluded that management is an ability 
to direct, to lead and to achieve certain goals. Regarding to the strategic management is understood that is as a guiding, 
as a plan which helps in the realization of the short-term and long-term objectives. Therefore for every enterprise small, 
middle, or big one, good management and especially strategic management are important components that every business 
enterprise should possess. Then are raised two hypotheses which have led this research, so letôs see if they are supported. 
The first hypothesis of this research was:òStrategic management has a positive relation with the empowering of the short-
term and long-term objectives of the small enterprisesò, is made correlative analysis and we have the statistical production 
[r= .502**, p< .001], which supports the first hypothesis. Thus a genuine strategic management affects in the empowering 
and the reflection of the short-term and long-term objectives of small enterprises.   

The second hypothesis of this research was;òBusiness strategy affects in the rise of financial indicatorsò, is made the 
correlative analysis and we have this statistical production [r= -.220, p< .172, a result that is not significant and does not 
support the second hypothesis of this research.  
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Appendice 

Questionnaire 

1. Your enterprise is: 
a)Familiar-individual business 
b)Corporation 
c)Business with limited responsibilities 

2. In which area is your enterprise? 
a) center 
b) periphery  

3. Which is your position in the organization where 
you work? 
a) Executive chef or member of the highest team 
management 
b)Financial manager 
c) Manager of Marketing and sales  
d)Manager of production 
e)Manager of human resources  
f) Manager of lower level or supervisor 
g)Other (please specify _______________ 
4.How is organized the structure in your 
enterprise? Manager of the company  
a) Yes 
b) No 

5. .How is organized the structure in your 
enterprise? Accounting  

a) Yes 
b) No 

6. How is organized the structure in your 
enterprise? Purchasing manager  

a) Yes 
b) No 

7. How is organized the structure in your 
enterprise? Sales manager 
a) Yes 
b) No 

8. How is organized the structure in your 
enterprise? Human resources 

a) Yes 
b) No 

9. Short-term and long-term objectives? Sale of 
production  

a) Yes 
b) No 

10. Short-term and long-term objectives? Quality of 
the product  

a) Yes 
b) No 

11. Short-term and long-term objectives? 
Profitability  

a) Yes 
b) No 

12. Short-term and long-term objectives? Survival 
a) Yes 
b) No 

13. Short-term and long-term objectives? Social 
generality 

 a) Yes 
b) No 

14. Short-term and long-term objectives: moral of 
employees, and good relationships between them 

a) Yes 
b) No 

15. What factors have encouraged you enterprise 
to choose the customers:  
a) Demographic factors 
b) Socio-economic factors 
c) Psychological factors  
d) Perceptual factors 

16. Strategy of the cost leadership: Levels of 
competition  
a) Not at all 
b) Very little 
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c) Little 
d) Neutral 
e) Moderately 
f) Largely 
g) In a large extent  

17. Strategy of the cost leadership: Reduction of 
the cost product  
a) Not at all 
b) Very little 
c) Little 
d) Neutral 
e) Moderately 
f) Largely 
g) In a large extent  

18. Strategy of the cost leadership: Reduction of 
the additional costs 
 a) Not at all 
b) Very little 
c) Little 
d) Neutral 
e) Moderately 
f) Largely 
g) In a large extent  

19. Aims of enterprise objectives: Earning increase  
a) Very poorly 
b)Poorly 
c)Below average 
d)Over average  
e)Good 
f)Very Good 

 
20. Aims of enterprise objectives: Income increase 

a) Very poorly 
b)Poorly 
c)Below average 
d)Over average  
e)Good 
f)Very Good 

21. Aims of enterprise objectives: Return in 
investments  
a) Very poorly 
b) Poorly 
c) Below average 
d) Over average  
e)Good 
f)Very Good 

 

22. Aims of enterprise objectives: Cost reduction 

a) Very poorly 
b)Poorly 
c) Below average 
d)Over average  
e)Good 
f)Very Good 

23. Aims of enterprise objectives: Improvement of 
the quality 

a) Very poorly 
b)Poorly 
c) Below average 
d)Over average  
e)Good 
f)Very Good 

24. Business strategy and work ethics  
a) The effect of the enterprise in your suburb 
b) Work ethics and interpersonal relationships in the 
enterprise 
c) The responsibility as base in the society in which we 
work 
 

25. Financial indicators: Income  
a) Medium 
b) not important 
c) Important 
d) Very important  
 
26. Financial indicators: Capital 
a) Medium 
b) Not important 
c) Important 
d) Very important  
 

27. Financial indicators: Profit 

a) Medium 
b) Not important 
c) Important 
d) Very important 



ISBN 9788890916168         Recent Ideas on Economics, Finance and Business 2017 

 
19 

Tables 
 1. Your enterprise is: 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Familiar-individual business 
 
Corporation 
 

       37 
 
        3 
 

     92.5 
 
      7.5 
 

        92.5 
 
         7.5  
 

          
      92.5 
 
      7.5 

Total 40 100.0 100.0         100.0 

 
2. In which area is your enterprise? 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Center 27 67.5 67.5 67.5 

Periphery 13 32.5 32.5 100.0 

Total 40 100.0 100.0  

 
3. Which is your position in the organization where you work? 
 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Executive chef or member of the highest 
team management 
Financial manager 
 

 
       37 
3 
 

           
      92.5 
 
      7.5 

         92.5 
 
         7.5 

       92.5 
 
 

Total 
 
40 

 
     100.0 

         
        100.0 

           
 
         100.0 

 
4. How is organized the structure in your enterprise? Manager of the company 

 Frequency Percent Valid Percent Cumulative Percent 

Valid Yes 40 100.0 100.0 100.0 

 
5. How is organized the structure in your enterprise? Accounting 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Yes 38 95.0 95.0 95.0 

No 2 5.0 5.0 100.0 

Total 40 100.0 100.0  

 
6. How is organized the structure in your enterprise? Purchasing manager 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Yes 29 72.5 72.5 72.5 

No 11 27.5 27.5 100.0 

Total 40 100.0 100.0  

 
 7. How is organized the structure in your enterprise? Sales manager 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Yes 35 87.5 87.5 87.5 

No 5 12.5 12.5 100.0 

Total 40 100.0 100.0  
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 8. How is organized the structure in your enterprise? Human resources 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Yes 19 47.5 47.5 47.5 

No 21 52.5 52.5 100.0 

Total 40 100.0 100.0  

 
9. Short-term and long-term objectives? Sale of production  

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Yes 37 92.5 92.5 92.5 

No 3 7.5 7.5 100.0 

Total 40 100.0 100.0  

 
10. Short-term and long-term objectives? Quality of the product  

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Yes 39 97.5 97.5 97.5 

No 1 2.5 2.5 100.0 

Total 40 100.0 100.0  

 
11. Short-term and long-term objectives? Profitability  

 Frequency Percent Valid Percent Cumulative Percent 

Valid Yes 40 100.0 100.0 100.0 

 
12. Short-term and long-term objectives? Survival 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Yes 24 60.0 60.0 60.0 

No 16 40.0 40.0 100.0 

Total 40 100.0 100.0  

 
13. Short-term and long-term objectives? Social generality 

 Frequency Percent Valid Percent Cumulative Percent 

Valid Yes 40 100.0 100.0 100.0 

 
14. Short-term and long-term objectives: moral of employees, and good relationships between them 

 Frequency Percent Valid Percent Cumulative Percent 

Valid Yes 40 100.0 100.0 100.0 

 
15. What factors have encouraged you enterprise to choose the customers: 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 
 
 
 
 
Total 

Demographic factors Socio-economic 
factors 
 Psychological factors  
 Perceptual factors 
 
 
 

        
 15 
11     
 
2 
11 
 

      
      37.5 
      27.5 
      5.0 
      2.5 
 
 

       37.5 
      27.5 
      5.0 
     2.5 
         
 
               

   37.5 
   65.0 
   70.0 
   72.5 
         
       
              

  40      100.0         100.0       100.0 
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16. Strategy of the cost leadership: Levels of competition 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Not at all 1 2.5 2.5 2.5 

Neutral 5 12.5 12.5 15.0 

Moderately 6 15.0 15.0 30.0 

Largely  13 32.5 32.5 62.5 

In a large extent  15 37.5 37.5 100.0 

Total 40 100.0 100.0  

 
17. Strategy of the cost leadership: Reduction of the cost product  

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Moderately 10 25.0 25.0 25.0 

Largely 10 25.0 25.0 50.0 

In a large extent 20 50.0 50.0 100.0 

Total 40 100.0 100.0  

 
18. Strategy of the cost leadership: Reduction of the additional costs 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Not at all 1 2.5 2.5 2.5 

Neutral 1 2.5 2.5 5.0 

Moderately 8 20.0 20.0 25.0 

 Largely 14 35.0 35.0 60.0 

In a large extent 16 40.0 40.0 100.0 

Total 40 100.0 100.0  

 
19. Aims of enterprise objectives: Earning increase 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Over average 11 27.5 27.5 27.5 

Good 11 27.5 27.5 55.0 

Very good 18 45.0 45.0 100.0 

Total 40 100.0 100.0  

 
20. Aims of enterprise objectives: Income increase  

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Over average 4 10.0 10.0 10.0 

Good 18 45.0 45.0 55.0 

Very good 18 45.0 45.0 100.0 

Total 40 100.0 100.0  

 
             21. Aims of enterprise objectives: Return in investments  

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Average 1 2.5 2.5 2.5 

Over average 13 32.5 32.5 35.0 

Good  11 27.5 27.5 62.5 

Very good 15 37.5 37.5 100.0 

Total 40 100.0 100.0  
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22. Aims of enterprise objectives: Cost reduction 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Poorly 1 2.5 2.5 2.5 

Average 3 7.5 7.5 10.0 

Over average 14 35.0 35.0 45.0 

Good 5 12.5 12.5 57.5 

Very good 17 42.5 42.5 100.0 

Total 40 100.0 100.0  

 
23. Aims of enterprise objectives: Improvement of the quality 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Over average 10 25.0 25.0 25.0 

Good 11 27.5 27.5 52.5 

Very good 19 47.5 47.5 100.0 

Total 40 100.0 100.0  

 
24. Business strategy and work ethics 

 Frequency Percent Valid Percent Cumulative 
Percent 

Valid 

Work ethics and interpersonal 
relationships in the enterprise 
 
The responsibility as base in the 
society in which we work 
 

     3 
 
 
 
 
    37  
 
 

      7.5 
 
 
 
 
    92.5 
 
 

         7.5 
 
 
 
 
        92.5 
 
 

       7.5 
 
 
 
 
        100.0 
 
 

Total 40 100.0 100.0 
          
        100.0 

 
25. Financial indicators: Income 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Important 16 40.0 40.0 40.0 

Very important 24 60.0 60.0 100.0 

Total 40 100.0 100.0  

 
26. Financial indicators: Capital 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Important  16 40.0 40.0 40.0 

Very important  24 60.0 60.0 100.0 

Total 40 100.0 100.0  

 
27. Financial indicators: Profit 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Important  22 55.0 55.0 55.0 

Very important 18 45.0 45.0 100.0 

Total 40 100.0 100.0  
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Abstract 

This paper addresses the issue of independent institutions in Kosovo that are constitutional category, their 
operation and role within the state, problems and challenges that arise especially in those areas that the issue 
of regulation is very sensitive. The key focus in this study is IMC. This paper contains analysis of political 
influence on financing and appointment in decision making bodies. Furthermore, it includes analysis of the 
political independence from industry. These issues will be addressed according to the guidelines and 
recommendations of the European Union compared with domestic legislation and various European practices. 
This study has been done using secondary data, and it concludes that Independent Institutions in Kosova are 
not immune from the political and industry influences, and it provides some recommendations on how to avoid 
such influences.  

 Keywords: Influences, Independence, IMC, financing, political, industry 

 

1.  Introduction 

Independent institutions play a very important role in a contemporary society. Their independence in relation to state bodies 
and political parties essentially reflects the democratic culture, development concept, intellect, social direction, and 
expectations of citizens.  

The more powerful and independent are the independent institutions; their decisions will be so beneficial for societies where 
they operate. Therefore, it is vital that independent institutions function on the basis of the principle of balance and control, 
with full responsibility and accountability to the public interest. Societies that have emerged out of transition, wars, or those 
that have embraced the liberal political concept of decision making, have immensely benefited from the independent 
functioning of these institutions. Furthermore, these institutions have contributed greatly to the country's democratization, 
economic development, freedom of expression, social equality, and in the process of European and Euro-Atlantic 
integration. 

The Republic of Kosovo, along with the state-building process has worked regularly in the legal infrastructure and funding 
in order to strengthen independent institutions gradually and function in harmony with the directives of the European Union. 
Despite the great progress that has been exceptionally made in recent years, independent institutions in reality still are not 
immune to political and industrial interferences.  

mailto:arben.sahiti@uni-gjilan
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The purpose of this research is to conduct an objective evaluation of the functioning of independent institutions in Kosovo, 
with particular emphasis on the Independent Media Commission (IMC), due to the role, its function and importance in direct 
relation with printed and electronic media. And indirect contribution of this institution in all areas and fields of Kosovoôs 
society.  

2.  Literature Review  
 

2.1 Influences in the Independent Institutions 

Separation and balance of powers, which was previously just a theoretic formulation, raised early in a general form of John 
Locke and fully elaborated and argued by Montesquieu (Omari, 2011), almost a century later, it still has influence in the 
state organization and operation of political institutions. 

The reason why most institutions have been created in the mid-90s, it may be that in most European countries, the political 
system has changed. We have gone through the processes of privatization and liberalization (Gilardini, 2008), and in the 
same time there has been a loss of trust in the institutions.  

Now, the independent institutions are responsible for the exercise of their activity, as guaranteed by the constitution and 
other legal acts. They perform activities independently on a specific area that is independent from other branches of 
government. Besides the autonomy in carrying out their activities, there is also the control mechanism, which aim is to 
prevent the abuse of power. In the Republic of Kosovo institutions have been created based on the principle of balance 
and control powers. The Constitution of the Republic of Kosovo in its article 4, defines separation of powers (Constitution 
of Republic of Kosovo, 2008). 

As a point of study in this research will be the Independent Media Commission in Kosovo (IMC), which is an independent 
body and its powers are defined by Article 141 of the state top act on, in constitution (Constitution of Republic of Kosovo, 
2008), this institution is responsible for the regulation, management and supervision of the broadcasting frequency 
spectrum. 

Besides the Constitution of the Republic of Kosovo, the powers of the IMC are defined by the Law on IMC, among other 
things, the law stipulates that IMC regulates the rights, obligations and responsibilities of natural and legal persons who 
provide media services audio and audiovisual (Law on the Independent Commission for Media, no. 04 / L-44, March 2 201), 
licenses public and private broadcasters, giving entities authorized the right to use frequencies in the frequency spectrum 
of the transmission, and licenses all audiovisual media services, and under the terms of the license, IMC requires those 
who obtain to respect the law and regulations issued by IMC. 

Viewed from the perspective of a number of competencies, necessarily doubts are raised that where they are coming from 
members of the decision maker? Who appoints them? Or can they be independent from the influences of external forces 
to perform their function properly? , and for all issues and dilemas raised the mind goes to the legal basis which determines 
the appointment manner, that what criteria the law of the IMC has defined. 

 But in this paper except the law, we have referred to the recommendations of the Committee of Ministers to member states 
on the independence and regulatory functions (Recommendation of the Committee of Ministers to member states on the 
independence and regulatory functions, Recommendation Rec (2000) 23). Among other where the legislative framework 
specifies that Member States should ensure the establishment and unimpeded functioning of regulatory authorities for the 
broadcasting sector by devising an appropriate legal framework. The rules and procedures governing or affecting the 
functioning of regulatory authorities should clearly affirm and protect their independence. 

Duties and powers of the regulatory authorities for the broadcasting sector, and the ways making them accountable, the 
procedures for appointment of their members and the means of their funding should be clearly defined by law, and without 
doubt these are two elements that significant impact the regulatory independence, because if we have political appointment 
or is funding that goes through government control, obviously we do not have independence, so we need a clear definition 
in order to protect the independence of institutions of any intervention, especially by political forces or economic interests. 
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To this end, the recommendation of the Committee of Ministers foresees that should be set specific rules regarding 
incompatibility, as defined in order to avoid that regulatory authorities are under the influence of political power, members 
of regulatory authorities not to exercise functions or hold interests in other companies or organizations in the media or 
related sectors, which could lead to a conflict of interest in connection with membership of the regulatory authority. 
Furthermore, rules should guarantee that the members of these authorities are appointed in a democratic and transparent 
way, not to come from interest groups, not to be close to them or not take instructions from any external body. But this is 
not enough that only a provision in the law superficially to note that these actions are not permissible. 

Where we should focus on more is the way of appointing candidates to decision-making body for the independent 
institutions, the right to nominate, and the barriers to become a candidate. Also very important is the composition of the 
committees dealing with interviewing and selection of candidates (usually done by deputies and it all is dictated by party 
recommendation), then see how to achieve the objective that an institution be independent. Legal regulations must clearly 
specify the actions to be taken to achieve the goal.  

Based on our reality and what is required by IMC law, certainly we notice some shortcomings starting it that one of the 
criteria is that it does not allow IMC employees to be members of the decision-making, with this prohibition law lawmakers 
make a legal and practical error here, when we say so, we consider legal law of Kosovo civil servants which does not 
provide these prohibitions.. 

While the practice part is that the IMC staff throughout their careers are associated with the regulation of the media and, it 
is said that they are professional in this area, and to forbid them to obtain such positions is certainly is absurd in itself. Even 
more, it is another point of the law which stipulates that former employees of the IMC in two (2) years are after leaving IMC 
are strictly forbidden to be considered for positions in decision making body. This means that if a person want to advance 
in their professional career should be out of professional flows for two years and after this period, such candidates certainly 
will be have lack of relevant information and not very competent to run for decision-making body. The purpose of these two 
provisions are entirely without any analysis and are not based on any practice of independent institutions within the country, 
or even international practices. 

3.  Methodology 

In this research, qualitative methods will be used with the focus IMC, as an independent institution in Kosovo. Critical 
analysis will be adapted to derive a more efficient research. This research was developed based on secondary data, using 
existing literature, reports from various international academic journals, and existing laws. These data are derived from 
reliable sources, impartial and academic with a very high level of quality. 

Data analysis used in this study is of the interpretive technique. The most common analysis of qualitative data is observer 
impression, a situation where the researcher observes and analyzes the data, interprets through the formation of an 
impression and reports the impression in the structured form and quantitative sometimes. 

4.  Analysis 
 

4.1 Political Influences 

Also, with the law of the IMC is tried to avoid political interference in the process-of appointments making it impossible to 
be a member of the decision-making persons holding public positions, elected and appointed (the public officials) or persons 
who have been in these positions during the last two (2) years, members in the leadership positions of a political party or 
persons who have been in these positions during the two (2) years (Law on the Independent Commission for Media, no. 
04 / L-44 , March 2, 2012). The lawmaker apparently even here have not well specified, since in practice many high ranking 
officials of political parties are presented who are not elected and are not part of the governing body, such as the advisers 
of head of political parties or political party spokespersons, and other similar cases, where these individuals are considered 
too close to political parties, while the law does not provide stops for them. 

Continuous political interference are evident, it is mentioned in international reports (Kosovo progress report, 2014), which 
states that the independence of media regulator has been challenged by political interference. 
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Besides political interference, the other problematic is the impact of industry or interest groups that have the greatest impact 
and for this the law determines, but still does not clearly specify that persons who have a financial interest, directly or who 
currently work or who has worked in any broadcaster in the operation of telecommunications or broadcasting and in the 
IMC in the last two (2) years, cannot be nominated for the members of the decision-making body. 

4.2 Impacts from the financing 

It can rightly be concluded that these restrictions are more for illustration of the law, as oppose to achieve the certain effect, 
the reason is that if we refer to the law of the IMC, and stop first at ways of financing , we note that although the IMC by 
law collects the license fee (Law on the Independent Commission for Media, no. 04 / L-44, 2 March 2012), the same is 
unable to utilize for its services, which means the use of these be conform rules as stated in the law for the management 
of public finances, but as a way of financing IMC, allocated financial resources from state budget are foreseen.  

The funding manner of independent institutions in general is not assessed practically, because there is not available a 
special funding structure. Part of the majority of these institutions is funded directly from the state budget of Kosovo, with 
the exception of a limited number that are allowed by law to collect the revenue from licenseeôs fees. For reason of not a 
good execution of payments, most institutions fail and face difficulty to collect revenue other than those that are separate 
from the central budget.The survey that is done by the OSCE on the financing of independent institutions shows that the 
low budget prevents them to perform their activities and functions due to insufficient budget. Separate budget lines from 
the central budget are too small in relation to the initial demands that these institutions consistently address (OSCE, 2012). 

In current situation, to overcome financing barriers and in order for the independent institutions to exercise their power free 
of influences, the lawmakers should amend the laws and provide means of financing other than from state budget. All the 
income that derives from license fees, fines and penalties, membership fees directly should go into the institutions where it 
belongs. The state role should be only of supervision nature to ensure that payments are received and processed according 
to existing laws.  

4.3 Impacts from Industry 

The main point that foresees the recommendation of the Committee of Ministers is the impact of the industry, and if we 
stop just at this issue we see that here except for cases of conflict of interest in decision-making, we have to do with the 
impact of the industry power, which especially happens via media through various television stories based on news 
reporting while at the same time we can say that this is blackmail, and it occurs prior to taking a decision that potentially 
harms the interests of industry players. 

The law does not have strict and clear restrictions, and it casually mention a few stops, and we can say that the essential 
elements of the impact of the industry are not addressed in the law of the IMC, except others does not stop to be part of 
the decision making body people who have their relatives in management positions in any company that their work is 
related to IMC, or other case sets limits only for last two years, which means that for a few years a regulator of the media 
can be guided by former journalist and former editor of a particular medium 

5.  Conclusion 

We can clearly observe that the three key elements that an independent institution to be independent have not been 
adequately addressed by the legislation in force, and for this it can be concluded that independent institutions face problems 
of political and financial influence at all times. There have been different influences that have started with appointment 
method of decision making bodies, the way financing as well as other different influences from interest groups. 

To this end, this has been argued international reports, such as Kosovo Progress Report of 2014, but not only, who among 
others stress that independent institutions are challenged by political interference and other interventions. 
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In order to avoid political and other interventions, it is necessary to think about:  

¶ A reformation of the legal regulations that guarantee the functioning of these institutions; 

¶ To have a special care at the means of financing (from the income generated by the services they perform or from 
state budget);  

¶ The criteria that should be met for the candidates to become members of decision making body; 

¶ The composition of committees for interviewing and preparing the final list of candidates; 

¶ A clear distinction of competences between the decision-making powers which are temporary and professional staff 
that is permanent, and to ensure that both will do their job independently. 
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Abstract 

The Small Medium Enterprises are benefited with factoring agreement as an alternative of financing scheme. 
The process of this scheme is more efficient since it is not required collateral, no time consuming and included 
for the account payable management as well as protection to the enterprises. The main objective of this research 
is to formulate a social engineering model as a short guide to regulate the factoring agreement for financing 
scheme to the observed Small Medium Enterprises. The progressive law, welfare of state, agreement, and the 
other relevant theory have been applied for this study. Further, the methods of legal pluralism and integrated 
with normative, sociology, and philosophy approaches have been invoked in this study. The result indicates that 
a positive prospect are found soundly. But of course need a strong commitment among the stakeholders in 
charged of A (academician), B (business), G (government), and C (community). 

Keywords: Factoring, Agreement, Small Medium Enterprises, Law, Indonesia 

                 

 I. INTRODUCTION 

A. Background 

Up to now many business sectors, especially small and medium enterprises face many problems in their business activities. 
The problems generally associated with the ability and limited capital resources, weak marketing capabilities, weaknesses 
of credit management led to the increasing number of bad loans. As a result, the business continuity is threatened, which 
in turn makes the company obtain additional financing through finance institutions. 

With factoring, companies can obtain financing more easily and quickly than by obtaining funds from banks. In addition, 
with the support of experienced personnel and experts in the field, the factoring company can help overcome difficulties of 
credit management, so that the seller accounts (creditors) may be more concentrated on increased production and sales 
activities. 

Factoring is a financing that can be done by the Financing companies as defined in the Presidential Decree No. 61 of 1988 
which was later repealed by issuing Presidential Decree No. 9 of 2009 on Financing Institution. The consideration of the 
government issued the decree is to support economic growth, the public needs funds, and the provision of funds, it is 
deemed to be expanded so that its role is as a means developing funding sources). 

The main principle in the procurement of financial institutions is to help small and medium enterprises in the procurement 
of capital for business continuity. This is an evidence from the absence of an obligation for employers to submit material 
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guarantees (collateral) to obtain funds through financial institutions, one of which is through factoring. It is different from the 
bank, which has been defined in the Act No. 7 of 1992 as amended by Law No. 10 of 1998, which requires the debtor to 
submit warranty. 

Article 1 point 6 Indonesian Presidential Decree No. 9 of 2009 stipulates that "the Factoring Company is a business entity 
that conducts business in the form of financing, the purchase of short-term receivables as well as the maintenance of 
accounts."  

Factoring is an activity which essentially an agreement. Factoring agreement is not specifically regulated in Civil Code and 
other legislation. Settings available until now only administrative in nature, whereas the rights and obligations of the parties 
is not regulated. Factoring agreement may increase in Indonesia based on the principle of freedom of contract (Article 1338 
paragraph (1) Civil Code). Factoring agreement can be subordinated to Civil Code Pursuant to Article 1319 Civil Code, 
which regulates the named and no named agreement. 

According to Jenie, factoring agreement is a new type of independent agreement (sui generis). Factoring has administrative 
functions, protection of credit, financing function. Financing services, according to Djumhana through the transaction or 
contract, Factoring Company can provide pre-financing up to 80% of total accounts receivable. Transactions can be made 
on the basis of risk without recourse factoring the bills stalled taken over by the Factoring Company. No financing services, 
do the factoring company to serve the sake of the client's credit management. No financing services can be divided into 
four, namely: Credit investigation, Sales ledger administration, credit control, including collection. In this case the factoring 
company monitors sales made by either party clients, including billing procedures stipulated that the receivable accounts 
to be disbursed in time, Protection against credit risk by seeking ways to safeguard against the possibility of not cashing 
receivables (bad debts). 

In a factoring agreement basically there are three parties involved, namely: (Factoring Company); The seller or bills 
receivable (client); debtors/ customer. Factoring Companies is a business entity that conducts business financing in the 
form of purchase and or transfer and management of short-term bills receivable or a company from trading operations 
inside or outside the country. According to Djairan, sellers Company receivables (client) is the party with the receivables 
arising from the sale of goods or services to customers with credit terms. The customers is the party who owes money to 
the company selling the receivables as a result of the purchase of goods or services from companies selling receivables 
with credit terms. 

According to Jenie, factoring agreement is an agreement in the form of standard agreement, i.e the agreement form and 
content have been prepared in advance by one of the parties, namely by the Factoring Company. The client only accepts 
or rejects the agreement. If judging the overall content the agreement emphasizes client obligations rather than rights. This 
shows an imbalance in the relationship between the client with the Factoring Company. 

An imbalance in the legal relationship of the parties which resulted in a lack of legal protection for the clients, while special 
arrangements regarding the factoring yet it is very urgent to do law reform in a comprehensive manner, in order to deliver 
to the factoring arrangement. Therefore, we need a model factoring agreement to provide legal protection balanced 
between the parties, especially in the development of small and medium enterprises. 

B. The Problem of The Research 

From the description of the background of emerging research issues as follows. 

The problems of this study are: 

1. How is the implementation of the factoring agreement for the development of small and medium enterprises in society? 

2. What are the obstacles that arise in the use of factoring in the development of small and medium enterprises? 

3. How is the model setting factoring agreement in the future for the development of small and medium enterprises? 
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II. Materials and Methods 

A. Function of Factoring  

In Article 1 point 6 Indonesian Presidential Decree No. 9 of 2009 stated that "the Factoring Company is a business entity 
that conducts business in the form of financing the purchase of short-term receivables as well as the maintenance of 
accounts." 

Knowing the factoring activity, factoring is an activity which essentially is an agreement. Factoring agreement is not 
specifically regulated in Civil Code and other legislation. Settings are available until now only a mere regulation of an 
administrative nature, while establishing the rights and obligations of the parties is not regulated. Factoring agreement,  can 
enter and expand in Indonesia based on the principle of freedom of contract (Article 1338 paragraph (1) Civil Code Factoring 
agreement can be subordinated to Civil Code Pursuant to Article 1319 Civil Code, which regulates the treaty named and 
not named. 

According to Jenie, on the provision in respect of receivables purchase agreement as stipulated in Civil Code , the factoring 
agreement has clear similarities with the receivables purchase agreement. But to establish that the factoring agreement is 
a receivables purchase agreement as stipulated in Civil Code is also difficult. This is because there is no provision in the 
factoring agreement which does not contain in the provisions of the agreement of sale and the purchase of receivables, 
while these provisions are precisely the typical characteristics of a factoring agreement, which distinguishes it from an 
agreement of sale and purchase of receivables outstanding, so it can be said it is a new type of agreement independent 
(sui generis). 

According to Ramlan Ginting, factoring has the following functions. 

1. Administrative Functions. 

2. Functions of credit protection. 

3. The function of financing. 

Regarding the factoring services, it can be divided into two main parts, namely: 

a. Financing services 

 According to Djumhana through the transaction or contract, Factoring Company can provide pre-financing up to 80% of 
total accounts receivable. Transactions can be made on the basis of risk without recourse factoring the bills stalled taken 
over by the Factoring Company. According Tedjosaputra (1995: 7) In the case that the Company Factoring provides 
services financing, it can provide pre-financing to 80% or even 90% of the total accounts receivable, soon after the signing 
of the factoring agreement, and the production of evidence of sales of goods (invoices ) to the Factoring Company, as well 
as after the fulfillment of the other conditions. 

b. No financing services. 

In the case that the Company Factoring provides no financing services, the company serves the interests of the client's 
credit management. No financing services can be divided into four, namely: 

1) Credit investigation, before approving the purchase of receivables, the client requested Factoring Company to assess 
the ability to pay of the customer. 

2) Sales ledger administration, together with sales accounting functions, which regulate the administration of client 
receivables. 

3) Credit control, including collection. In this case the factoring company monitor sales done by either party clients, including 
billing procedures stipulate that the accounts receivable to be disbursed on time. 
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4) Protection against credit risk. In this case Factoring Companies seek ways to safeguard against the possibility of not 
cashing receivables (bad debts). 

There are several types of factoring, among others from the perspective of the client's involvement: 

(1) Recourse Factoring, the type of factoring, which, if the Company Factoring did not get a bill from the customer, then the 
client is still liable to pay it off. There is even a kind of recourse factoring which provides an option for the Company's 
receivables factoring to sell back to the client. 

(2) Without Recourse Factoring, which is a type of factoring that puts a strain bill along with all the risk entirely on the 
Factoring Company. Thus, if there is a failure in the collection of accounts receivable, the responsibility of the Company 
Factoring themselves and the client no longer in charge, unless there is an element of fault on the part of clients. 

B. Legal Relationship of the Parties to the Factoring Agreement 

In a factoring agreement basically there are three parties involved, namely: 

a. Factoring Companies (Factoring Company); 

b. The seller or bills receivable (clients, client); 

c. Debtor (debtors, customer) 

Factoring Company is a business entity that conducts business financing in the form of purchase and or transfer of 
receivables as well as the maintenance of a company from trading operations inside or outside the country. Seller Accounts 
Receivable (client) is a company that sells and or transfer receivables arising from commercial transactions to the Company 
Factoring. According to Djairan Company receivables seller is the party with the receivables arising from the sale of goods 
or services to customers with credit terms. Vending companies such receivables are comprised of companies the 
manufacturer, supplier, or wholesalers who usually sell goods or services to others for resale to the final consumer. 

Company customers is the party who owes money to the company selling the receivables as a result of the purchase of 
goods or services from companies selling receivables with credit terms. The company's customers can consist of 
manufacturers, suppliers, wholesalers, or retailers that sell goods or services to the end consumer. 

According to Jenie, factoring agreement is an agreement in the form of standard agreement, i.e the agreement form and 
content has been prepared in advance by a party. In general factoring agreement is made raw, in this case the rights and 
obligations of the parties have been determined by the Company Factoring. The client-side only accepts or reject the 
agreement. 

According to Kusumowardani, Factoring Company does not require collateral from the client. Insufficient clients ensure that 
the receivables are sold billable to the customer. This is one of the characteristics of financing with factoring that 
distinguishes it from financing that distinguishes it from financing services in the form of bank loans. that distinguishes it 
from financing services in the form of bank loans. 

C. Method 

This study uses a triangular concept of legal pluralism, which integrates: philosophical approach, natural law (morality / 
ethics / religion, Normative approach, state law (positive law, sociological approach, societal (socio legal approach). The 
location of this research is DKI Jakarta and Semarang and primary data sources and activities, consists of: (1) Institute of 
makers of Law (Law Making Institution): government, Parliament, (2) Stakeholders (Role Occupant), namely government, 
business, community; (3 ) Institute IMPLEMENT Sanction (Sanction Activity Institutions) or the Law Enforcement 
Institutions, namely Judges; (4) Domain Expertise: Legal Experts Economics and Technology, Law and Society, Civil Law 
and Business Law, Contract Law, Security Law, Law of Financing. 

The data in this study was obtained through the activities of observation, interviews, conducted indepth interviews with 
open-ended questions and closed questions . The research is fitted with a research library. The primary data analysis 
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techniques used Strauss and J. Corbin, the researchers analyzed data from the field . Conduct an analysis of all the facts 
juridically, philosophically and sociologically then used to make the setting ideal construction of the factoring agreement to 
provide legal protection for the development of SMEs. Secondary data analysis, conducted in deductive and inductive logic. 

The validity of the data relies on the "degree of reliability" (level of confidence) or credibility via triangulation techniques and 
methods. 

III. Results and Discussion 

The implementation of the factoring agreement for the development of Small and Medium Enterprises 

 In the agreement there are three stages, the pre contractual, contractual and post-contractual. At the pre-contractual stage 
It occurs offer and acceptance between the parties client and factoring companies. Contractual stage occurred since there 
is no agreement between the parties. Furthermore, post-contractual phase is the implementation phase of the agreement. 
The agreement should be based on the principles of law contract which includes: 

1. The principle consensualisme: the agreement is based on agreement. 

2. The principle of freedom of contract: the freedom of the parties determine the parties, the form of the agreement, the 
agreement. 

3. The principle of pacta sunt servanda: the binding force of the agreement, meaning that the agreement that has been 
agreed as the law applicable to the parties. 

The results showed that the factoring agreement meets the characteristics of a standard agreement, as drafted unilaterally 
by the Factoring Company. Clients only have the option to accept or reject the agreement. Clients are not involved in setting 
up and did not have the opportunity to change the contents of factoring agreement that has been made in the form factoring 
agreement. With the signing of factoring agreement, it is considered that the client has approved the agreement, and bound 
to the agreement, although if judging the overall content of the agreement emphasizes client obligations rather than rights. 
This shows an imbalance in the relationship between the client with the Factoring Company. 

The imbalance and these deviations can be further described as follows. 

1) The obligation of the client is to submit warranty. 

2) Clause with recourse. 

3) Right Factoring Company collects in any way. 

4) The obligation of the client is to provide information about the state of the customer, and protect the interests of the 
Company Factoring in all respects. 

5) The Right Factoring Company is to change the cost of factoring any time without the consent of the client. 

The imbalance and distortions can be seen in the following results: 

Table 2 

Factoring Agreement irregularities in practice. 

Irregularities or mismatch Philosophically and Juridically, it ideally should be Empirical Facts. 

1. The obligations of the client is to submit a guarantee there is always a 

2. recourse clause: if the Company Factoring does not get the bill from the customer, entirely the responsibility of the client 
should it be the responsibility of the Company Factoring in providing services non financing which is always a clause of 
accomplishing receivables with recourse 
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3. Right Factoring Company to collect in any way supposed memperhatika ways that really do in any way 

4. Right Factoring Company to change the cost of factoring any time without the consent of the client (this is contrary to the 
principles of treaty changes that it must deal with the agreement of both parties as well as the implementation of the clause 
in the agreement Factoring Companies that can change at any time without the client's consent. 

Source: A study of the Agreement Text and practices. 

C. The Constraints of the Implementation Factoring agreement for Small and Medium Enterprise Development. 

In the implementation of the factoring agreement in the development of small and medium enterprises there are many 
obstacles as follows: 

1. There are no specific rules about factoring agreement. 

Factoring is an activity which essentially is an agreement. Factoring agreement is not specifically regulated in Civil Code 
and other legislation. The settings that are available until now only administrative in nature, whereas the rights and 
obligations of the parties is not regulated. Factoring agreement may enter and flourish in Indonesia based on the principle 
of freedom of contract (Article 1338 paragraph (1) Civil Code ). Factoring agreement can be subordinated to Civil Code 
Pursuant to Article 1319 Civil Code, which regulates the treaty named and no named agreement. 

2. The difficulties of provision of a guarantee by the client. 

Small and medium-sized companies generally do not have objects that are sufficient to meet the requirement to provide 
collateral in obtaining factoring financing . 

3. Lack of ability in the management of client accounts. 

4. All the risks of billing charged to the client. In general, small and medium enterprises do not have enough ability to 
manage accounts. As a result, frequent bad loans that could disrupt the availability of funds in the development of its 
business. In addition, small and medium enterprises may have difficulties in concentration for the marketing of their 
products. 

5. The client must only sells receivables to a factoring company. It thus creates difficulties due to limited sources of outside 
financing. 

D. Model Factoring Agreement on the Future for the development of Small Medium Enterprises 

The presence of various obstacles in the implementation of factoring in the development of small and medium enterprises 
have demanded a renewal of the law, especially the law of contract governing the agreement factoring in a comprehensive 
manner, covering all components in the legal system, which, according to Friedman composed of substantial components 
, structural components and cultural component, because all the three have a strong bond. Robert B. Seidman argues that 
"The law of non-transferability of law", which is a proposition that the laws of a nation can not simply be transferred to other 
nations. It is caused by the social structure, culture nurseries law was not the same. Changes in the value or the basic rules 
of society demanding to amend laws in order to constantly adapt to the society. 

The development of national laws is the fundamental base philosophy of Pancasila and the Constitution of the State (1945). 
Grand political design of national law is based on the paradigm of Pancasila is the paradigm of the Godhead (moral 
religious), humanitarian (humanistic), nationality (unity / nationalistic), democracy , social justice. 

Reconstruction is an important source of social relationships to achieve common order. Nonet and Selznick, argued that 
the law is responsive, that is the law as a facilitator of response to social needs and social aspiration. 

Satjipto Rahardjo offers a concept of Progressive Law contrasting of the two components which are the basis in law, namely 
the rules and behavior .Here, the law is placed as an aspect of behavior, but also at the same rules. The law is for man and 
not vice versa. If the law is not able to achieve such a guarantee, it must be done, and there must be a concrete effort to 
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that law, including carrying out arrangement and rearrangement. Law is in the process to continue to be (as a process of 
law, law in the making). Because the law is for a man, it must be in accordance with human existence where the laws are. 
Therefore, in the efforts to reform national laws, there should be assessment and excavation national values based on 
Pancasila and rooted in values that exist in the community (the values of religious and cultural values / customs). Laws 
should reflect three basic values by Gustav Radbruch called idee des recht, which include fairness, expediency and legal 
certainty. 

Based on the theories and concepts related to the factoring agreement, we need a regulatory model factoring agreement 
in the future to provide legal protection of the parties, including small and medium enterprises in order to develop optimally. 
The models of the agreement are as follows: 

1. There is specific regulation of the factoring agreement, which will guide the community in the development of business, 
so there is a balance of the legal relationship of the parties and the creation of a justice, expediency and legal certainty. 

2. without recourse factoring. The existence of this clause will provide an opportunity for entrepreneurs, especially small 
and medium enterprises to concentrate more on the promotion and marketing of the product because it is not preoccupied 
with receivables management. 

3. Guarantee of government, so that small and medium businesses can obtain financing through factoring optimally for 
their business development. On the other hand, the factoring company gained a strong guarantee to provide factoring 
facilities. 

4. Balance the legal relationship of the parties, to realize a justice for the parties 

5. No Change of agreement at any time without the client's consent. Agreement is the result of agreement between the 
parties, so that if there is an agreement should be rechanged between the parties. Thus, there is no arbitrariness of one of 
the parties. 

6. Billing According to legal procedure 

7. In accordance with the legal principles of agreement and factoring principles. In this case in accordance with the principles 
of contract law (principle of consesualism, freedom of contract, pacta sunt servanda), values of Pancasila and the 1945 
Constitution, the UNIDROIT Principles. 

CONCLUSION 

The Implementation of factoring agreements often shows    Irregularities / mismatch Philosophical and Juridical. The 
factoring agreement is an agreement in the form of standard contract, namely the agreement form and content that has 
been prepared in advance by one of the parties, by the Factoring Company. Client-side only takes or leaves  the agreement. 
If the agreement reviewed it is more emphazised the obligations of clients rather than rights. This shows the imbalance 
between the legal relationship with the client and Factoring Company.  

 The difficulties of the implementation are there are no specific rules about factoring agreement, the difficulty to provide 
collateral, The entire payment is the client responsibility, The lack of clients capability for receivable management, the 
Clients can only sell receivables to a factoring company. 

 The Factoring Agreement models in the Future: There is specific regulation of factoring agreement; without recourse 
factoring, Guarantee from the government, The Balance of legal relationship of the parties, No Change of agreement 
without the consent of the parties, The debt collection of Factoring company According to legal procedure, no accordance 
with the legal principles of agreement and factoring principles. 
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Abstract 

Pati Regency is a coastal region lies in the East-North of Central Java province. Most of the people are occupied 
as a small-scalers in fisheries and agriculture sectors. Based on Indonesia regulation No. 6 year 2014 re: Village, 
it is mentioned that for the purpose of business, thus village corporate board (called as Badan Usaha Milik Desa 
or BUMDES) could be operated as a business and/ or public services units in the respective village. However 
Bumdes establishment is required for a legal status by law. In facts, the regulation said that people or group or 
party in the village could not run a unit business or public services whenever they have not performed with legal 
status registered in the respective Local Government. Furthermore, those group or party is not eligible to 
manage or even to apply any kinds of grants from the government to expense their activities. It is indeed need 
to alleviate the illiteracy of law or regulation of people, especially for encouraging the establishment of village 
corporate board to improve the entrepreneurships of people in the targetted villages in the study area. This study 
mainly aims to outline a strategy to empower people in a smaller group target to upgrade their literacy to the 
related regulations and/ or laws in order to manage their enterpreneurshipsô activity in the village. The Sosio-
legal research is applied in this study combined with mixed methods analysis of quantitative and qualitative 
accordingly. The results revealed that people are likely enthusiastic to reduce their illitercy and keen on to learn 
how to improve their indigenous enterpreneurship in running their business with formal regulation and/ or law 
polishment as a legal entity. 

Keywords: law, illiteracy, village, people, empowerment, Indonesia 

 

Research Background 

In the last decade, the paradigm of rural development in Indonesia has undergone shifts and changes, such as their basic 
awareness that resulted in the advancement and improvement of society in the determination on the development insight 
in general and economics in particular. Development was carried out largely to the structure closest to the community, i.e. 
the village, which has an important role in supporting the success of the national government at large. Village is a community 
unit which has the original order based on rights origins that are special. 

The rationale in the Village Administration is diversity, participation, original autonomy, democratization and community 
empowerment (HAW Widjaja, 2003) in other words, the village has the authority to regulate and manage the society, as 
the village and  administrative units that deal directly with the public, so that the position of a village in the implementation 
of development is very important. 

The enactment of Law No. 6 of 2014 concerning Villages has brought new hope for rural communities in general. The 
village which has been overlooked in full, with the promulgation of Law Village will soon be lifted in order for better prosperity 
as the condition of the advance of urban, because the village was given the authority to regulate and manage the wealth 
of the village through the establishment of Village owned enterprises ( BUMDes ) , as set out in Article 1, item 6 Act 6 of 
2014 about the Village. The establishment of Village Owned Enterprises ( BUMDes ) is the realization of productive 
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economic management of villages conducted cooperatively , participatorily, emancipatorily, in transparency, accountably, 
and sustainably. 

An important point related to the Rural Financeit has sources of income, the greatest value is derived from the State Budget 
(APBN),the rest comes from the Regional Budget( APBD ) and revenue of the villages (Article 72 paragraph (1) and (2) of 
the Act 14 Th . 2015). The sources of these funds are fully utilized with good management, so that the value of the resulting 
growth is largely determined by the level of productivity of the use of village funds. Until now the potential institution is still 
not fully utilized by the public. 

Indonesia is an archipelago that two-thirds of its area is water , the most population livelihood from agriculture and fisheries, 
which is still traditional and has the characteristics of mutual kinship. The existence of the village with its natural resources 
has been utilized to increase the rural income, which are directly related to agriculture, fisheries, creative economic products 
and other products according to the characteristics of their villages. 

The largest area of Indonesia is a rural area, the abovementioned conditions reflect the lives of villagers (Irzal Effendi, et 
al, 2006). 

Currently in Central Java, especially on the north coast of Java in Pati has grown in aquaculture the mainstay of coastal 
society i.e activities related to fisheries, including producing fish, either through capture, as well as aquaculture and or fish 
process to meet human needs of food as a source of protein. For people who live in large area of land they have developed 
agriculture and farming supported by the fertile land, and managed independently the developing agriculture. 

Fisheries business in Indonesia consists of aquaculture fishermen, processing of fishery products, and all businesses 
involved in supporting fisheries, such as the food industry, fish seed, fuel, fishing gear for fisheries capture, aquaculture, 
fish processing, pharmaceuticals, as well as boats for fisheries (Irzal Effendi et al, 2006). 

The business activities of the fishery commodities and other processing products as well as other supporting goods and 
services refer to fishery agribusinesses. The fishing business activities are always profit oriented.The supporting aspects 
of fisheries to increase coastal people's incomeare supported by capital, coastal natural resources that have a lot of fish, 
human resources, production management and marketing. 

Most fisheries business has no adequate capital yet, so they do not have their own ship as the main capital in searching 
fish, so that it does not support fish capture in Pati. Aquaculture production is still constrained by our capital.The expertise 
of the entrepreneurs are not adequate as the majority of low-educated people, because they can not manage the business 
well. 

Enterpreneurs are people who hold a fishing business that still largely establish joint venture as a community to engage in 
fisheries. In particular, mostly are small and mediumbusinesses (SMEs) (Etty Susilowati, 2015). The formal business that 
has been registered in the Trade Department of Commerce Business owned by individuals and the Fishery Association. 

In the Government programs that improve the welfare of rural communities, in terms of the Financial village has sources of 
income, the greatest value is derived from the State Budget (APBN), the rest comes from the Regional budget (APBD) and 
the revenue of the village. The sources of funds are fully utilized with good management, so that the value of the resulting 
growth is largely determined by the level of productivity of the use of village funds. 

The purpose of this study is to examine and analyze the efforts of the regional government in empowering rural communities 
to managefishery commodities, to improve the economy of the fishing communities of coastal areas Pati, Central Java. 

II. Methodology 

This research uses the Social Legal Researchapproach that examines secondary and primary data in the field. The 
research aims to determine the effectiveness of the law in reality and find a solution. The analysis of the research data was 
done by qualitative method, which collects data as much as possible from the research literature and spot research The 
data was analyzed by the inductive method, and compiled systematically. 
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III. Framework 

The long journey of the history of the village in Indonesia today has brought a fundamental change in the Indonesian state 
structure construction. The village has grown to such anextent that needs to be protected, and empowered in order to 
progress in all fields, so the village is currently strong, independent and democratic. 

Development paradigm requires a change of development orientation towards economic growth in alternative development 
with an emphasis on participation and empowerment of the community. 

The development paradigm shift is to develop and implement community development model that can be accepted by the 
public at large (acceptable), to  community development model that can be applied or implemented. (Implementable). 

A paradigm shift addressed include: 

- The purpose of the development towards the equity and balance in harmony is the people's choice between the economic 
growth and the equitable distribution as a collective agreement. 

- Tochange the success of macro development into regional approaches by taking into account the local wisdom. 

- Shift to drive the dominant role of the government into the development approach that involves the wider community. 

The context of sustainable development of rural areas has very important and strategic position. The major 
economicactivities in rural areas including mountain areas of agriculture, plantations whereas people in coastal region are 
seeking fish and aquaculture. Empowering the fisheries sector is an effort to increase the potential and capacity in the 
fisheries sector which will add value to the wider community. 

The local government is given authority through decentralization to manage his own region by potential and local wisdom 
of each region and given autonomy as much as possible to take care of all of government administration outside of the 
central government to make a policy area associated with the enhancement of the customer service and community 
empowerment, and real autonomy and responsibility. 

The rural development is carried out from, by and for the people with the help of the government, so that there is an 
obligation between the local government and communities equally.  

The establishment of Act 6 of 2014 concerning Villages, Villages providing the opportunity to establish a Village-Owned 
Enterprises (BUMDes) which aims to utilize all the potential economic, institutional, as well as other potential possessed 
by the village which is an agency or institution which can run economic enterprises that provide public services in a spirit 
of mutual kinship. 

The mechanism of the rural development is a collaboration with a harmonious government activities, and the participation 
of society, even the rural development is done by the community itself, while the government provides guidance, direction, 
support,direct supervision , and coordination to dig up the people ability to improve their life and economic security , as well 
as the community development based on the empowerment and strategies as the main approach. 

Empowerment defined by Wilkinson: 

 "Empowerment means providing people with the resources, opportunities, knowledge and skills to increase of reviews 
their capacity to determine reviews their own futures, and to participate and affect the life of reviews their community". 

Wilkinson interpreted the developmen as empowering more natural development process, namely the formulation of the 
problem and the solution turned over to the community, to be able to give satisfaction to the community. The community 
empowerment is to provide benefits to the environment, which will enhance the potential of its resources to provide 
economic value to rural communities. 

 



ISBN 9788890916168         Recent Ideas on Economics, Finance and Business 2017 

 
40 

IV. RESULTS AND DISCUSSION     

IVA.Empowerment On Fisheries Sector in Enhancing Economic Community 

In achieving the welfare, it is necessary to have a policy that provides access and opportunities for rural communities to 
drive the rural economy by exploring the potential of natural resources and human resources of the village that will be used 
as a source of rural income. Villagers who still uphold the nature of kinship heading in the direction of rural development 
for the future is the expansion of employment opportunities and economic diversification in rural areas to support the 
revitalization of agriculture, fisheries, forestry, and rural development. 

An important point related to the rural economy contained in the Act no.6 Th. 2014, Article 72 paragraph (1) and (2) of the 
Financial village has sources of income, the greatest value is derived from the State Budget (APBN), the rest comes from 
the Regional (APBD ) and the revenue village. In order to increase rural communities that received funding of about 1, 4 
(one point four) billion Rupiah, every village builds infrastructure and manages the resources owned by the village in order 
to improve the rural economy. 

The policy can be realized by the establishment of economic institutions managed entirely by the villagers. Established on 
the basis of Government Regulationit is also based on the initiation of the villagers who came from their economic potential, 
natural resources (NR) and human resources (HR), and should be managed appropriately and independently. 

According to Ono Taryono, empowerment of agriculture and fisheries sector for rural development can be conducted 
through: first, the change of the agriculture / fisheries to develop optimally (enabling), encourage, motivate and raise 
awareness that agriculture / fisheries has the potential to develop and profitable. Second, strengthening the potential and 
power possessed in agricultural sector to become independent and sustainable by providing a variety of input and opens 
up various opportunities to deliver agricultural / fishery to be stronger. Third, protection of the structural barriers and unfair 
competition (Ono Taryono, 2007). 

The institutional existence of a village, formal judicial confirmed in a decree issued bythe government of the village, but not 
at the village government structure.It is to avoid the intervention of their own personal or group interest. So it is not controled 
by certain groups with big capital in the countryside, then the ownership of the institutions should be controlled together 
where the main goal is to improve the economic standards of rural communities (Etty Susilowati, 2015). 

Until now,  Pati still can not develop, because it is constrained by legalities.Legality completeness is needed to disburse 
funds provided by the state, that every village receives 1.4 (one point four) billion Rupiah. 

The difficulties or obstacles are to fulfill legal compliance business , especially the legality of shape, caused by uncertainty 
regarding the legality of the arrangement in the form of legislation about the village. Law No. 6 Th. Article 2014 of the 
Village. stipulates that Village Owned Enterprises ( BUMDES) should be a legal entity, while Village Ministerial Regulation 
No 4 of 2015  

The existing conditions resulted in the establishmnet of Village Owned Enterprise ( BUMDES ) through village regulations 
that havenot been set on the legality of forms of business, they generally refer to the Village Ministerial Regulation . It is 
one of the obstacles in the process of establishingVillage Owned Enterprises ( BUMDes.) 
Village Ministerial Regulation No 4 of 2015 set also on the possibility BUMDes for petitioned to go bankrupt, it's just not 
regulated in details .Therefore the regulation on insolvency (BUMDes) based on Law 37 of 2004 on Bankruptcy and PKPU 
(Suspension of Debt payments) can not be implemented. 

Bankruptcy is a way of debt accomplishment to debtors who have at least one of the two creditors and the debt is due and 
collectible. The individual company or partnership either incorporated or non-legal entity can be declared as bankruptcy. 
The legality of the company to determine who can be debtors that is declared bankrupt, thus the certainty of the legality of 
the corporate form is needed in Village Owned Enterprises (BUMDes) , so Village Owned Enterprises ( BUMDes) can be 
one form of company that can be accepted by the community as business partnership, to achieve the purpose BUMDes is 
using its economic potential, institutional, and other potential possessed by the village for public. 
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 In coastal areas Pati , the empowerment in fisheries sector are :  

- To encourage the expansion of economic activity, non-agricultural, which strengthen the fisheries sector, the fishing 
industry and its supporting services. 

- Toincrease the capacity and the empowerment of rural communities, to capture local economic development 
opportunities, according to the northern coastal areas, that the major income is from fishing activities. 

- To improve infrastructure evenly for the marketing activities of fisheries. 

This policy is being enforced, but still not familiar in the community of the village institutions. 

IV. B. Traditional Fisheries Activities in Coastal Region , Pati 

The population and economic growth in Indonesia has prompted the increasing demand for fishery commodities from time 
to time. The fish demand will be met from the limited resources of fish.The tendency of increasing demand for fish has 
opened opportunities of the rapid growth of the fishing industry, both captured fisheries and aquaculture. 

Settings on the fishery business, set forth in Article 25, s / d Article 45 of Law Number 31 of 2004 updated by Act Number 
45 of 2009 on Fisheries. There are three types of business in fisheries namely: 

1. Captured Fishery Enterprises. 

2. Aquaculture Enterprises. 

3. Fishery Processing.  

Each type of business has its own production operational characteristics that will directly influence the emergence of various 
types of costs. 

 25 (1) of the Law of the Republic of Indonesia Number 45 of 2009 on changes to cope Act Number 31 of 2004 on Fisheries. 
It says : 

  "Fisheries Business system implemented in the fishing business includes pre-production, production, processing and 
marketing" 

  Fishing business is divided into four (4) aspects, namely: pre-production, production, processing and marketing. 

Fishery processing business is a business activity aims to improve fishing for added value of fishery products, both from 
the business captured fisheries and aquaculture business,the business activity aims to bring fishery products to wider 
market.  

By its nature, the general cost of business consists of three types, namely: investment costs, fixed costs and variable costs. 
As for other forms of expenditure contained in the three types of fishery business: 

1.Captured Fishing Business  

The captured fishery business is an activity that focuses on producing fish by catching fish from inland waters (rivers, 
estuaries, lakes, reservoirs and swamps) or from marine waters (coastal and high seas), for example: 

 The catching tuna , pomfretsea and others. 

The Cost includes : 

  a. Investment cost includes procurement: 

 1) ship or boat 2) machinery 3) fishing gear 4) capture tools. 
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  b.Fixed cost includes: 

1) Development of Fisheries Business License (SIUP); 2) Making Blue Pass. 

2) The cost of ship / boat maintenance , machineries, fishing gear, the capture tools; depreciation cost . 

  c. Variable Cost includes: 

1) The cost of purchasing Oil / Fuel; 2) the purchase of supplies on the sea -ice cubes 3) levy auction 4) the income share 
5) The business of Aquaculture  

2 Fisheries business or aquaculture is an business that aims to produce fish in a container that is maintained and controlled 
and profit-oriented. Example: catfish, carp, tilapia, catfish, etc. 

   Costs to be incurred include: 

a. The investment costs, including: - the cost of land acquisition; -The cost of pond construction; 

   -Procurement Pumps; -Procurement fishing tools, nets; Procurement generator. 

b.Fixed cost , include: -Making License; -Making Blue Pass ; -Cost of pool maintenance , -Pump and capture tools .- 
Depreciation cost. 

c. Variable cost include: - the purchase of seed; -The purchase of fish food ; -The purchase of fertilizers, lime, 
pharmaceuticals..-The cost of harvest. 

3. Fisheries Processing Business  

   Processing fisheries business is a business activity to increase the added value of fishery products, originating from the 
business of fisheries and aquaculture business . In addition the business activity also aims to bring fishery products to wider 
the market. Example:  

the manufacture of fish nuggets, fish balls, fish crackers, etc. 

Cost includes : 

a. The investment costs includes : procurement of land, construction, fish processing aids. 

b. The fixed costs includes : Making the Business License (License), Maintenance of buildings, wage labor, depreciation 
costs. 

c. Variable Costs: The cost of purchasing raw materials such as fish, oil purchases, purchases of water, salt purchases, 
daily wage labor. 

  In conducting the fishing business known as a small fishing (traditional) and modern fishermen (fishermen in the form of 
Enterprises with Large capital ) fishing boats and fishing gear of course affect the results of fish catch.  

Small fishermen are those who work daily to fish for the needs of everyday life, using fishing boats with most 5 Gross 
Tonnes (GT), because the relationship of fishermen with boats are very close, as they relate to the size and the type of the 
vessel whether it is an individual vessel or it belongs to the company that is strongly associated with licensing or permissions 
of fishing business. 

  Fishing businessis divided into three (3) categories: Small, Medium and Large. The development of the three industries 
require big capital (investment and working capital). 

The business activities of small scale fishing (traditional) also face a lot of problems, including: 
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First: The problem of marketing of fishery products, fish easy to damage, they are not long lasting so that small businesses 
are always in a precarious position. 

Second: Production problems in the fishing business is more difficult to predict, the success rate is highly dependent on 
external factors such as season (climate) or internal factors include the limitations of the technology, facilities, infrastructure 
and capital. 

Third: Financial issues and capital / capital resources obtained from fishing groups or associations of fishermen who sell 
the fish capture to collectors / owners of the ship become a dependency, because to obtain investment the ship owner is 
obliged to provide funds to meet the need of fishermen in transition due to climate change. 

Risks for small fishermen: 

The business activities of small scale fishing or traditional has irregular result. This is often the reason for financial 
institutions not to give guarantee / loan capital, where the financial institution sets forth the terms of the collateral high and 
difficult to meet the entrepreneurs of small scale fishing. Therefore the activities of fishing business will be bound by the 
regulations / legislation Enterprises, Law on Foreign Investment, where Fishery conducting the catch operations area also 
depends on the flag ship, fishing grounds, other regulations. 

IV.C. Traditional Fishery Enterprises in the coastal region Pati. 

The traditional fish processing business in Pati conducted by fishermen together with their relativesalong the beach in 
coastal sites with processing methods inherited. The traditional characteristic of processing is the type, the quality of various 
raw materials affected by its environmental conditions. The process and the procedure are always different according to 
the place, the individual.The state is more dependent on nature so that the products are not the same quantitatively and 
qualitatively. 

The size of the vessel will determine the fishing gear and fishing area as well as the number of the result of fish catch, 
because the operational costs of fishing will be affected by the size of the ship, the span to the location of fishing (fishing 
ground), the amount of time needed as well as the size of the expenses for fish preservation, the cost of supplies and other 
expenses. 

According to the FAO terminology, traditionally processed fish "Cured FISH" is a product that is processed in a domestic 
industry. The types of process includes traditional processing products namely : smoked fish, fermented products such as 
soy sauce, peda, fish paste, where the product is also obtained in Asia, Africa and even Europe (UK, Norway, Poland). 

In the small town of PATI, to accommodate the domestic fish production, they have a modern fish processing products with 
the clotting process (coolstorage), which has a variety of fish species and sizes that are much available matches the 
industry's capacity. The establishment of PT Putra Leo Nusantara, a company that holds fishery products derived from 
households that are familiar and has mutual help can accommodate 90% of the fleet of boats / vessels for fishing, where 
fishermen who earn fish capture the slightest got facilities of preservation, storage and transportation for fish that is possible 
to be sent to processing factories. 

Such conditions provide opportunities to be developed, due to the availability of fish resources and high demand, the 
number of domestic industries and simple technologies,the traditional processing needs to get to the legality of 
establishment of legal protection. 

 In the development at the initial stage, the domestic industry is a small industry that has the following characteristics: 

1. The residence and place of work is in one residential building; 

2. All working the management, implementation, production and sales are done by the members of one family. 

3. Capital used in industrial activities mixed with household money needed to spend day-to-day livelihood; 
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4. Informal jobs without permission from the government, so the work was not subject to the regulations of State / 
Government; 

5. The profit and loss of the business is difficult to define as the production capital is always mixed with the money for the 
household 

In the next phase there is already physical separation between a house for shelter and buildings to work, though it is still in 
the same yard. Likewise, between the family and working groups, the working capital and the moneyforhousehold, has no 
separation and is not always noticed by small entrepreneurs. 

The development of the small industry in general, the company grew from a privately owned or owned by a few people, as 
generally owner-manager or owner is a company leader who is assisted by several permanent and or seasonal helpers. 

The development of forms of fishing business from the production of fishermen household is still traditional and familiar has 
mutual aid isto end the problems of traditional fishermen in developing his venture into bigger business entities and has 
legality to provide protection in the acquisition of Capital Guarantee to increase welfare. 

V. Conclusion 

- In rural Indonesia, in order to utilize all the potential economic, institutional, as well as other potential possessed by the 
village is for public welfare. The majority of Fishing business in coastal communities Pati is conducted by small fishermen 
having traditional fisheries business activities with a small capital and simple tools, the character of kinship and mutual 
assistance which has the same goal of improving the economy of coastal communities. It is necessary to obtain legal 
protection through legal entities owned businesses in order to develop and improve the economy of coastal communities 
in the fisheries sector. 

- In coastal areas Pati, the empowerment of local government development in fisheries in particular. 

- Encouraging the expansion of economic activity, non-agricultural, which strengthen the fisheries sector, the fishing 
industry and its supporting services. 

- Increase the capacity and empowerthe rural communities, to capture local economic development opportunities, 
according to the northern coastal areas, mostly as a major income from fishing activities. 

- Improve infrastructure evenly for the marketing activities of fisheries. 
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Abstract 

With strategic control, we understand the special type of strategic control which is aimed to monitoring and 
evaluation of strategic management process in order to ensure its functioning and progress. In fact, the strategic 
control is applied to ensure if all the planned results are accomplished during the process of strategic 
management. The basic purpose of strategic control is to assist senior management in achieving the objectives 
of the enterprise with the assistance of monitoring and evaluation of strategic management in general, and 
particularly in the implementation of the selected strategy. Relying on the preliminary explanation, the results of 
the assessments are reflected in the strategic management of the enterprise environment, the establishment of 
vision, mission and goals of the strategy and the conversion of strategy into shares. Strategic control in this case 
appears as a reverse link that provides feedback to determine whether all stages of the process of strategic 
management and how they function have been implemented in harmony. 

Keywords: Notion of Strategic Control 

 

Introduction 

The stages of strategic control are closely linked among themselves while comprising a compacted integrity, in which each 
of these stages is of uniform significance and therefore with an equal impact on the success of the entire control system. 
Therefore, upon the designing process of this system in current terms, to each of these respective organizational stages 
an appropriate responsibility should be given, regardless of the fact that some of these steps will be shaped easier and 
some more difficult. In other words, the duration of the configuration of any phase of the process and the complexity of its 
processing must not affect the favouring, i.e. their discrimination, while taking into account that the success of the control 
system depends on the success of each stage of this system. 

In the context of reviewing the model of strategic management process it is clear that control and evaluation give the 
feedback of the entire model. The emitted information through this itinerary are the outcome of the current collected 
performance measurements. If any avoidance occurs between the achieved standards and performance, then operational 
managers need to know how, in what way they can correct the activities of the employees. In this case the involvement of 
senior management is not necessary. However, if such deviations result of the standards themselves, both, senior 
management as well as other management levels needs to know how to develop new programs and implementation 
procedures. In other words, high levels of management need to establish new standards of performance that will be in 
harmony with existing circumstances. 

Process of control and its features 

Determination of measuring sizes 

Determining of the measuring size means to measure what should be the starting point in shaping the control system. In 
other words, management must demonstrate what it wants to measure, i.e. what are the processes and outcomes,  by 
measuring the accomplishment of which is understandable that a company is making its own strategy. The ability to solve 
these processes and results constitutes one of the basic skills of managers. Related to this following questions should be 
made: 

1. What processes and results represent the best the intentions of the responsibility scope of the respective manager? 

2. What is the failure of the responsibility goals of the respective manager manifested with? 
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3. What is the best measure of critical accomplishment deviation from the goal? 

4. In what way it can be learned who is responsible for the respective error? 

5. Which indicators of goals development will cause the least cost? 

6. For which indicators can be obtained information in economic terms? 

Resolved processes and results should be measured through appropriate measurement and in rational way. Thus, the 
most important elements of the process are placed in the centre and the elements that have the greatest impact on costs 
or those that cause the biggest problems in the enterprise. 

When defining the performance of the goals, which will be measured in the process control, it is usually initiated by the 
aspirations of all stakeholders, such as owners, managers, employees, buyers, suppliers, banks, government and others. 

Setting of standards 

Standards represent the size of goals by which is compared the current or expected effects (performance).In this sense, 
the standards are represented as measures or criteria under which it estimated the accomplishment of the goals and tasks 
of individuals, workgroups, and organizing units and the enterprise as a whole. If the standards are set properly, from the 
early development process of any activity they signal that this process is being developed within or outside the planned 
framework. In this case they also signal the manager to take certain actions, which will return the process of such planned 
framework, in cases when deviations are outside the limits of tolerance. 

Standards can be of quantitative and qualitative character; the first ones are measurable, while the latter ones are 
appreciated. 

Quantitative standards usually appear as physical (neutral) and valuable standards, whereas, quality standards appear as 
descriptive, programmatic and targeting. 

Physical standards are neutral sizes presented in absolute or relative way - kilograms, tons, meters, ton- kilometres hours 
according to tons hours, according to the production unit, etc.1 

Standards with valuable are absolute or relative sizes presented in currency, and deal with expenses, (direct and indirect, 
special and general), expenses, incomes (general and specific), then capital (rate of return, the ratio between net debt and 
the ratio of the following assets and subsequent debt, etc.). 

Descriptive standards deal with such measures which may be presented in a quantitative way. This primarily has to do with 
the features, activities and processes which can be evaluated later. 

Program standards are of such nature that some activities from a certain program (eg program of new product acquisition), 
or even the whole program is treated as a standard. 

Aimed standards are issued from set goals and deal with those purposes that are not of quantitative character (eg increase 
the level of knowledge or ability, creating better working brightness). 

Each of these standards will be applied in this case depends on the type of activity which is developed by the manager. In 
an enterprise, according to the set rules all types mentioned standards will be used. 

Measurement of current performance 

Measurement of current performance a procedure in which is determined if the set standards have been accomplished and 
to what degree they have been accomplished, then the reasons are determined why possible deviations have happened 
to achieve the same, it is necessary to provide the relevant information regarding what has been accomplished and has 
failed to accomplish in terms of the enterprise as a whole, the said information has to deal with the marketing and sales, 
production, supply and stocks of materials, capacities, defects and maintenance, workforce, involved capital and the 
success of the business. Collection and processing of this information can be performed by the manager himself, 

                                                            
1 Compare: Weichrich, Koontz, H. Op. ciut. page 581 
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appropriate service which is relevant to the manager or a separate service outside the jurisdiction of the relevant manager 
information systems based on electronic computers that are designed for these purposes (EIS, MIS)T are particularly 
effective. 

To ensure the effectiveness of performance of measurement, collection and processing of information must have a certain 
dynamic-certain information will be collected during the day, others within a week or 10 days, some within a month, and 
some even within 3 months, half a year or a year. Processing of such information is done in a way to be comparable with 
set standards, in order to make the possible deviation visible. 

In terms of the possibility of influencing the accomplished results if possible, it is the best that during their period of their 
accomplishment to collect information about deviations in order to act preventively. More often here we have to deal with 
the costs and expenses that about to be made for any final accomplishment. In this case the standards are set for each 
part of the final performance, so the implementation process signals that are part of this implementation present avoidance 
of costs and expenses, in order to take preventive actions prior to the end of the whole process. On the analogue way the 
measurement of performance is set with respect to the implementation of the investment program, implementation of which 
is followed according to the stages of development. 

Comparison of current performance standards 

Comparison of performance and standards is a procedure in which a comparison of different data on these performances 
and performance standards is done. The purpose of this comparison is to determine: 

1. Avoidance of performance standards, 

2. The sizes of deviations from standards, 

3. The causes of deviations from standards. 

In cases where the current performances sizes are within the desired tolerance, measurement process stops here. 
However, if the deviations are outside the tolerance limits, it is necessary to first prove their pre-signals. In this way, we 
should note that avoidance from standards can be negative and positive. Not only negative avoidance signal for action, but 
action signals can be both positive deviations, thus any avoidance from standards must be subjected to detailed analysis. 
This analysis should also provide answers to the question of why the avoidance has happened ïwas it conditioned to the 
subjective or objective reasons. 

As the comparison of performance standards with determining of the size and direction itself (pre-signal) avoidance can be 
performed automatically, the determining of the avoiding cause is a matter of special analysis. Such analysis, in certain 
cases is carried out by the manager, whereas in other cases, they should be carried out by a special team of experts. It 
can be said that at the operational level the standards are usually of common size, and therefore the caused avoidance 
can be verified more easily. Despite this, at the strategic level the standards comprise complex accomplished s sizes that 
are subjected to numerous influenced factors. Therefore, the determination of the causes of avoidance in such cases is a 
complicated process which requires long and detailed analysis. 

Evaluation of performance and corrective actions 

Evaluation of performance means analytical and diagnostic means of the managerôs ability, regardless whether if it  
develops the analysis of the causes of avoidance or is carried out by specialized service. Without this ability the manager 
would be handicapped upon decision-taking on actions that should be taken to eliminate or soften such avoidance. Most 
often three following aspects of these actions are distinguished: 

1. Maintaining of the status quo 

2. Correction of avoidance 

3. Change of standards 
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The maintaining of the status quo is recommended in cases where deviations from the standards are so small and itôs not 
worth to undertake any actions that would ensure the implementation of standards. However, when the avoidances are 
large, then the correction of avoidance is indispensable. If such actions arenôt taken than major disturbances will take place 
in the enterprise business. What corrections will be taken depends on the causes that have contributed to the avoidances 
from the set standards, and it is determined by analysis. Considering it from the functional point of view, such causes can 
be identified in planning, organizing, and management of human resources ïi.e. with functions of management1 that 
precedes the control. This means that corrections can be made in the plans and purposes, organizing and determination 
of the staff and the style of leadership itself. This shows that the control is not only an integral feature of the management 
of the main action, but also retroactive for all previous functions. 

The change of standards is usually a consequence as they are unrealistically set, too high or too low. Very high set 
standards, are usually diagnosed when with those whom we have to do, they are not capable to accomplish. In contrast, 
very low set standards are diagnosed when most are implemented very easily but fail too high. 

All this indicates that the evaluation of performance in selection of appropriate management action is fair. 

Types of control systems 

The enterprise acts (operates) in certain environments and by its existence depends upon its reception. Therefore, it must 
control how the environment reacts to its outputs. On this occasion we constantly have to bear in mind such outputs are 
the result of the internal operation of the company (the process of transformation or conversion), therefore, from such an 
action depends the solvency of outputs, and that means its acceptance them from the environment. All this shows that the 
determining of the success of the chosen strategy should control two basic sets of performance-a group comprised of 
performances of which mediation the company defines its accession (corrections) in the environment, whereas the other 
group consists of performances that define the ability of the enterprise for acceptance. Therefore, there are two basic types 
of control system: 

1. Out-organized system control, 

2. Organizational system control. 

That both systems present a reality of each enterprise - the fundamental question is how are they formed and implemented. 
In this case we must consider that the control systems are very expensive, but they are often the only means of the 
enterprise to monitor and evaluate the performance in cases when organizational activities are complex. 

Out-organizational system control  

As the name itself indicates, this control system is operating outside the enterprise, and is comprised of market mechanisms 
that through the action of the offer and demand shows if the enterprise has been accepted and to what extension of the 
environment. This mechanism is most commonly called market control; implemented through the establishment of a system 
of prices, followed by mediation and the performance of the enterprise is evaluated. This is the objective of the control 
outputs. It is possible only when the enterprise is able to impose objective financial measures of performance. 

There are three general forms of market control: 

1. The market price of shares 

2. The rate of return of capital, 

3. Transfer of prices. 

Out-organizational system control can work out successfully only if an adequate system of comparison is set In this case 
the system of comparison should first of practices should include the so-called special comparison, which means individual 
comparison of enterprise with competitors, in groups or branch of the activity. 

The market price of the share. The share price is a performance measure of the company considering that it is the result 
of supply and demand in the market of capital. The changes imply reaction of the actors-starting from stock owners, 

                                                            
1 Griffin, W. R. , Management, 3rd Edition, Houghton Miffin Company, Boston, 1990, page 606. 
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managers of enterprises and to a range of external stakeholders-suppliers, buyers, banks, governments, etc. However, 
considering that we are dealing here with controlling the implementation of the chosen strategy of the enterprise, these 
implications are primarily related with the management of the company, which should adapt its behaviour to such changes. 
In fact, if the share prices have risen compared to their nominal value, this is a sign that management has chosen a real 
strategy, so it will still enjoy the support of shareholders. Otherwise, if the stock prices have fallen below the nominal value, 
this may be a sign that management hasnôt chosen the true strategy; therefore, it will lose the support of shareholders. 
Particular sensibility of management occurs when the changes in stock prices reflect the level of management 
compensation. This happens not only when a part of the management of share profits is paid, but particularly when applying 
the system of values of options. This is such a form of compensation which is paid to the managers in shares under a fixed 
price, which in most cases is equal to their market price on the day of admission. Options are usually allowed primarily, and 
then later are allowed the General Assembly. Stimulating character of these options is whether the difference between the 
prices according to which the share is estimated for managers and the real price that will be achieved for such shares in 
the capital market, presents a motivation of successful enterprise business. Thus, in this case for managers it is very 
important that they choose and implement the strategy that will ensure continuous growth as the value stock, but it is a 
strategy that ensures the success of enterprise business. 

The rate of capital return  

This indicator shows the ability of the enterprise to the set deadline to return the capital to the investors. In this case the 
invested capital can be understood as the invested capital and used capital (total equity and long-term total shareholder) 
from which derive other different indicators such as, ROI, ROCE, ROA. 

It is understandable that each strategy will not be equally successful ï the more successful the strategy will be the strategy 
that provides the fastest return of the invested material. In other words, if the management has chosen 1a strategy that 
within a short period has enabled the return of their capital, this strategy is successful. For this reason, the height of the 
rate of return on the invested capital is the best indicator of the speed of this conversion and thus the success of the chosen 
strategy. 

It should be noted that the rate of return of the capital is not only a measure of the performance of the enterprise, but it is 
also a measure of performance units of the divisions. In fact, even when the rate would to be used in comparison with the 
same enterprise or different groups and their subsidiaries, it will in deal the same way with comparisons to the same inter-
divisional enterprise. Thus, this is a very important measure of the performance of the enterprise and once the key control 
of the mechanism to the success of the chosen strategy. 

Transfer prices 

In multi-divisional enterprise, where relatively autonomous parts operate undertaking, (profit centres, business units, and 
strategic business units) the overall quality performance is expressed in the quality of each of these parts. Thus, the 
fundamental issue is how in the system of price as a mechanism of control that is outside of these parts, can control, check 
and evaluate the performance of the said parts. What we are dealing here with is the choosing of such price strategy in 
exchange with inter-divisional, which shall ensure the success of the enterprise as a whole. In this sense it is possible to 
distinguish two types of transfer prices - established market prices and established expendable prices. 

The prices established in the market are those transfer prices in exchange with inter-divisional, which are determined based 
on market prices of internal transferred premises and these most often they are the prices of full market prices adjusted to 
market prices or contracted in basis of the market price. 

Based expendable prices are in exchange with inter-divisional transfer prices which are determined based on the costs of 
internal transfer premises and these are mostly full costs, variable costs or fully increased costs. 

Each of the mentioned systems of the price has its advantages and disadvantages, requiring a strengthened analysis of all 
the factors that affect their resolution. Therefore, it is great responsibility of management that within the overall strategy to 

                                                            
1 Hill, G. R. , Jones, C. W. L. , Strategic Management ï An Integrated Approach, Houghton Mifflin Company, Boston, 1989, page 264. 



ISBN 9788890916168         Recent Ideas on Economics, Finance and Business 2017 

 
50 

choose what price strategy which will ensure adequate admissibility enterprise in extreme environment and appropriate 
recognition of its parts due to the internal environment. 

Organizational control system 

Unlike outside the organizational control system which is set off the units, by which it controls the success of the chosen 
strategy, organizational control system is located in the unit. It applies in all cases where there is no possibility to use 
outside organizational control, because objective standards cannot be placed, objective measurement and evaluation of 
performance control. Therefore, in all these cases it is difficult and expensive to develop, even when they do not have a 
sufficient budget to overhaul enterprise control of the enterprise goals, the manager must implement the organizational 
control. 

There are two types of control -The first type of bureaucratic control and the second is the group control. 

Bureaucratic control 

Bureaucratic control is based system on the general rules and procedures for guiding the behaviour of stock or divisions, 
functions and individuals. These are not just impersonal rules and procedures, but also the budget rules and procedures 
and standardization of shares. 

It is worth mentioning that this control system requires the active involvement of management, which here has the role of 
the instrument controller. In certain cases it is necessary to constitute a special body to control. All this has significant 
impact on the costs of the system and organizational control. 

The rules of procedures Accomplishment of the chosen strategy is precisely conditioned with the certain behaviour of 
participants. Therefore, from the manager is expected to specify in advance which behaviours should be present, and this 
can be achieved with the issuance of rules and procedurave.4 

1. The mode of action of future shares with procedures is determined in details; these are chronological sequences of 
implementing shares. With such is best described how the implementation of specific work routines and repetitive and are 
built for the enterprise as a whole and about its organizational units. The procedures are the basis of every part of the 
organization, so their absence would open the way to anarchy and thus the destruction of the enterprise. 

2. The rules are specific requirements that do not allow freedom decision-making, which means that they are of directive 
character. They vary from the procedures, but are in the process, there are procedures that deal by any rule, but these 
rules are self-applicable. Therefore, rules and procedures are taken in those cases when the business of the enterprise is 
not desirable that the employees, respectively, executives of such rules and procedures, shall use free decision- taking. 

3. The power of rules and procedures is that they standardize the behaviour of the employees. If the employees respect 
the rules set forth, actions or decisions will be implemented in the same manner and at the same time, so the result will be 
the expectation and accuracy, which is the purpose of the control system. 

The budget is usually defined as a numerical overview of the outcomes. This transcript can be in the form 
of value (cash) or in neutral form. In fact, it is a collection of rules for the allocation of the resources, primarily 
financial ones. 
There are three types of budget of classification, but all can be summarized in5: 

 
4. types of budget considering the budget period, 
5. types of budget considering the inclusion of activity levels , 
6t. types budget regardless to its content, 
7. types of budget considering the methodology of research of budget sizes.1 

                                                            
1 Buble, M. , op. cit. faqe 214 ï 215.  For more deatails see: Buble, M. , op. cit. page 655 ï 657.  
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8. The period related to the budget may be different, but it should be careful to enable more precise evaluations and with 
best opportunities for implementation of the chosen strategy. Relaying on this aspect the annual budget and the capital 
budget usually changes.  

a. The annual budget is the basic and the most important type of the budget, which as part of the strategic plan of the 
enterprise is transformed into an expression over a period of one year. Different from this, the capital budget includes pre-
calculation of necessary capital investments for five to ten years. 

9. Taking into account the activity of the enterprise the budget usually differs from its budget units. 

a. The budget of the enterprise includes all activities of the enterprise as a whole and deals with long term or short term. 

b. The parts of the enterprise covers only those parts of the budget of activity dealing with the relevant parts of the 
enterprise. The content of this budget depends on the type of organizational unit this budget deals with-whether it is 
strategic business unit, business unit, profit centre or just spending centre. 

10. Taking into account the main budget usually is differs from particular special budgets that are directly or indirectly part 
of the main budget. 

a. The main budget (Master Budget) usually consists of separate budgets connected between them, which in this total 
symbiosis represents the business activities of the future enterprise. Special budgets in this structure vary in content 
depending on the type and size of the company, however, including certain fixed contents. 

b. In large enterprises, especially those multi-divisional, in addition to the main budget other budgets are constituted about 
each centre of responsibility. They are usually called responsibility budgets (Budget Responsibility). 

11. Depending on the way they express the size, the budgets presented in the way of values and natural are usually the 
different. 

a. The most common occurrence is the budget presented as a value, but any of the budgets of the budget follows the 
natural budget, it is the budget of working hours, budget machinery working hours, the budget of the quantity of products, 
etc. 

b. Taking into account that the budget represents the state and the real state of certain sizes that have character of inputs 
or outputs, it enables dual control of the budget: 

12. the budgetary control of the following activities, 

13. budgetary control of performed activities. 

14. Budgetary control of the following activities has a preventive control character, considering that it has to do with the 
ongoing activities. This means that it can be maintained within the framework of the planned activities. On the contrary it 
will signal the need for specific actions (corrective) which will provide a new alignment between separate budgets. 

15. Budgetary control of the accomplished results is of correctional character, as presented after the activity is implemented- 
it means this control is the output control. It is implemented by comparing the planned sizes and the executed ones, how 
the management will be able to: 

16. determine the causes of these avoidances, 

17. foresee and take appropriate measures, 

18. localize the responsibility of such avoidances, 

19. assess the performance. 

In case of avoidance (deviations) between the planned and the implemented sizes ones it is possible to use the static and 
dynamic sizes that are formed in budget planning. Until the static access takes to compare the sizes of the budget, despite 
the volume of accomplished production (or sales), dynamic approach to control firstly the size of planned results in the 
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volume of accomplished production (or sales), and then compares with real sizes. According to the last method the real 
result of expenses is, which enables an adequate action to be taken. 

For standardization it is possible to speak about the case when the content of the labour is specified or programmed. This 
means that in this direct way it affects the stand of the organization, with the aim of accomplishing the chosen strategy. It 
can be said that organizational control in the majority is based on standardization, since all the rules and procedures as 
well as budgets are based precisely on standardization. However, the rules are only a segment of standardization 
considering that it includes three aspects, as follows: 

1. standardization of inputs, 

2. standardization of throughputs, 

3. standardization of outputs. 

Standardization of inputs is a route how the organization can conduct human and material resources, even before engaging 
them in the process of work. Therefore, here we have to deal with so-called preliminary control (control Navigator motion 
control or retrospective), which is focused on the input of all resources in the enterprise .As for the human resources, this 
control is focused on recruiting and their selection and in accordance with the requirements of the work. In other words, in 
the process of human resource control will be accepted only those individuals whose performances are in line with the 
performance of the work. 

In terms of material resources, this control is focused on the performance of materials such as quantity, quality, design, 
and trust, etc. Their behaviour in relation to the requirements of performance and on the basis of this decision-making 
whether, the inputs will be accepted or not accepted. In this way, the solvency of inputs is provided which is one of the 
assumptions that even further processes the processes in such inputs will be satisfactory. 

Standardization of throughputs includes all activities pertaining to the transformation or conversion of inputs into outputs. 
Its task is to ensure that it takes place exactly as it is defined before 

 (solved in technological way or programmed) and activities to be developed in a manner and at the same time. Therefore, 
the desired goal of this standardization is predictable. Technological rules and procedures are key paths to achieve this 
standardization. 

Control is selective (check yes/no and simultaneous control) and is focused on the process of transforming inputs into 
outputs. 

Standardization of outputs has to do with what becomes specification of the characteristics of the performance of the 
product or final service (dimensions, tolerances etc.) in order to provide them the company applies the so-called after-action 
control, which is focused on the output or result of the enterprise, following the completion of the transformation process. 
For this purpose, the enterprise control systems use attributes such as QC, TQC and others. 

Control of the group 

Different from bureaucratic control, control of the group is no formal arrangement and structured organic view of the 
behaviour of individuals and groups in the enterprise, and is a characteristic of the organizational structures of authorities. 
The behaviour is by group standards with culture of the corporate culture and self-control. The system of services is not 
individual performances but in groups. 

Different from bureaucratic control which is a mechanism that is outside the group, the control group is the mechanism that 
formed by the group itself by setting an internal system of values and organizational standards. Its purpose is self-control, 
when the individual feels a responsibility to work at his/her best, both for its own interests, as well as the for the interests of 
the enterprise. Therefore, the control group of employees are not controlled by any violent external system, such as direct 
superiors or separate control group. In this case, they create themselves their own system of standards and values 
according to which they behave. 
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Conclusions 

Thus, with full responsibility we can say that values are relatively stable concepts, durable and fundamental in what they 
tend to achieve and strategies are specific types of operationalization. They constitute the basic framework for behaviour 
and leader. Important elements of successful enterprises are fundamental values such as quality, trust and service. The 
respect toward them in individual level presupposes the existence of the organization, reward, status, etc., but at the level 
of organization -successful implementation of the strategy. 

Standards are concepts of desired behaviour forms, respectively standards for behaviour at work and the expected effects, 
by which the values are operational zed, respectively, the values are transformed into daily rules for the employees. It is 
believed that compliance of arranged standards is a condition for the existence and as well as the condition for profitability 
and success of the enterprise. 

Values and standards are two important elements of organizational culture which is a part of each organization as a cause 
and consequence of the behaviour of individuals and groups in the organization. It is regarded as the most effective 
instrument of implementation of the strategy, therefore, without an adequate organizational culture, strategy simply cannot 
be implemented. 
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Abstract 

This paper presents arguments supporting the statement that the Croatian prison system has been in a crisis 
for years and presents pros and cons of introducing prison privatization as a possible solution/remedy as 
observed by researchers, journalists, government officials and the prison staff and prisoners themselves in other 
countries that have previously introduced or still use private prisons as a way of dealing with excess number of 
prisoners, which, in vast majority of cases, was/is the primary, but not the only incentive for turning to the private 
sector for help. The initial section of the paper focuses on defining the terms Ăprison system crisisñ and Ăprison 
privatizationñ and classifying the possible models of prison privatization based on available research papers and 
articles published from the late 1980s onward, after which an brief overview of the prison privatization process 
worldwide since the beginning of the modern prison privatization process is given. The central part of the paper 
gives: 1) an answer to whether prison privatization is even legally achievable in Croatia, and if not, what changes 
need to be done in that regard, and 2) an overview of the overall condition of the prison system in Croatia based 
on several parameters as they change through the years (2005-2014). Parameters presented, defined and 
analysed include, but not exclusively: available prisons and penitentiaries, prison capacity, prison population, 
prisoner flow, imprisonment rate, remand prison, misdemeanour prison, supletory prison, recidivism rate, parole, 
prison violence, suicide attempts, the use of force, staff-to-inmate ratio, staff turnover rates, etc. The final section 
of the paper is dedicated to presenting arguments for and against prison privatization. In the conclusion the 
author gives his insight on the current situation with the Croatian prison system and whether Croatia should 
experiment with prison privatization. 

Keywords: prison system crisis, prison privatization, privatization models, pros and cons, parameters 

 

Introduction ð Prison system Crisis 

As any other part of the state government's public sector, prison system too is prone to crisis. And, just like with any other 
part of the public sector, the solution chosen to battle the crisis greatly depends on the existance of certain ammount of 
political will to make (from a future political standpoint often risky) decisions, as well as financial constraints that a particular 
country's given budget presents. 

Speaking of prison systems in this context is important because, judging from other countries' experiences, the debate 
about prison privatization does not arise until a prison system is no longer operating normally, and the question that then 
immediately arises is ï what is prison system crisis and how do I recognize whether a particular prison system is in one?  

And, indeed, it is not a question easily answered, but is, nevertheless, one that needs to be answered if one is to know 
whether something needs to be done and in which direction the changes should head, and, finally, if prison privatization is 
the way to go ï which is the aim of this paper. Based on the literature researched for the purpose of this paper,1 it would 
seem that certain guidelines exist that, if present and detected, would lead to the conclusion that the aforementioned 
question about the occurance of prison system crisis should be answered affirmatively.  

The parameters - as observed on the example of Croatia's prison system - are as follows (not necessarily in the given 
order): 

                                                            
1 Research materials included research papers, study reports, various official government and non-government association reports and 
releases, as well as a number of newspaper articles. 
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available penitentiaries and prisons ï in particular, their size (capacity) and state, 

prison occupancy rate ï % of total available prison capacities filled, 

prisoner flow ï the ammount of prisoners who pass through the prison system (measured on a yearly basis), 

imprisonment rate ï prisoners per 100,000 people/citizens (EU average is 80-90) 

remand prison ï prison in which a person is held prior to being sentenced, 

misdemeanour prison ï sentence served as a result of committing a minor offence or a misdemeanour; many countries are 
not familiar with this form of prison sentence, 

supletory prison ï prison sentence occurring after a fine for committing an offence has not been paid in a given period, 

recidivism rate ï the ammount of repeat offenders - sentenced twice or more times to serve time in a prison, 

parole ï conditional release of prisoners prior to serving full length of their sentence, 

probation ï out-of-prison supervision period of a convicted person used in place of a prison sentence if the prisoner does 
not repeat the offence or commits a new one,1 and 

various prison discipline and order parameters - prison violence, suicide attempts, the use of force, staff-to-inmate ratio, 
staff turnover rates, etc. 

It is important to note that, as far as research done for this paper goes, it was noticed that a larger number of the listed 
parameters were present in almost every country affected by prison system crisis, but not necessarily all the parameters, 
most likely because the severity of a single one can disrupt the normal flow of prison life so much that a prison system 
would indeed be in a crisis. This is especially the case with prison population, when the number of prisoners greatly exceeds 
prison capacities. Interestingly, it was also noticed that this parameter (overcrowding) has been a constant in all observed 
examples. 

The eleven listed parameteres are used to assess the state of eight key aspects of prison life which Logan2 described in 
his work, and are widely accepted as such in the scientific community: security, safety, order, care, activities, justice, 
conditions, and management. 

Considering the fact that there are so many parameters and aspects to have in mind, hardly anyone has tried to give a 
definition of prison system crisis, the exception being Cavadino and Dignan, who tried to define it by stating that it is a 
longer-lasting condition of the prison system in which the prisons are overcrowded, which negatively affects living 
conditions, hygiene, health care, treatment programmes, which then results in negativity between prisoners and the staff 
and leads to unrest, riot, crimes, escape and the decline of treatment programme success rate and involvement (if 
voluntary).3 

As we can see, the given definition is basically a sum of all the aspects of prison life, and, because of that, not particularly 
useful, and it might be prudent not to get involved in trying to establish one too much. For this paper's reach, it is enough 
to understand of what elements the term is comprised. 

                                                            
1 In some countries, the supervision activity conducted upon parole (or early release of prisoners) by parole officers is also called 
probation, which can often lead to confusion. 
2 Logan, C. H. (1992). Well Kept: Comparing Quality of Confinement in Private and Public Prisons. The Journal of Criminal Law & 
Criminology. Vol. 83, No. 3, pp. 577-613; The idea was later adopted, with minor modifications, by Perrone and Pratt, as well as 
Makarios and Maahs; cf. Perrone, D., Pratt, T. C. (2003). Comparing the quality of confinement and cost-effectiveness of public versus 
private prisons: What we know, why we do not know more, and where to go from here. The Prison Journal. Vol. 83, No. 3, pp. 301-322, 
Makarios, M. D., Maahs, J. (2012). Is Private Time Quality Time? A National Private-Public Comparison of Prison Quality. The Prison 
Journal. Vol. 92, No. 3, pp. 336-357 
3 Cavadino, M., Dignan, J. (2006). Penal Systems ï A Comparative Approach. SAGE Publications. London, p. 43 
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When contemplating about prison system crisis, one must always keep in mind that different areas of public sector are very 
much influenced by one another, which is particularly important when reviewing the influence of budgetary cuts and 
changes made to the criminal justice system1 as a whole on the prison system. 

The following section of the paper will focus on defining the term prison privatization and classiflying different models of 
prison privatization that have seen the light of day in practice. 

Prison Privatization, its Models and Aims 

There is no single agreed-upon definition of the term prison privatization either, but in order to fully understand the rest of 
the paper and why it is even researched at all in this context, it is important to give an overview of what the term is used to 
describe and what models of privatization there are. 

Prison privatization is a particular form of public-private partnership (or PPP) in which the state abandons a part of its 
prerogatives pertaining to building, maintaining and/or managing one or more prisons to a private sector investor: 1) in an 
attempt to save budgetary funds for other public sector areas and improve the conditions of existing prisons, or 2) in the 
situation where there is an immediate need of additional prison capacities.2 The first situation may not necessarily be strictly 
in relation to prison system crisis, but often is. 

Now, there is a very similar term that needs to be distinguished from prison privatization, and that is the term prison industry, 
which basically represents the involvement of the private sector in the productive aspect of prison life, and is today a 
standard in most countries' prisons, public or private. Therefore, public prisons with private sector involvement exclusively 
in production and distribution of prison products shall not be regarded as true private (or privatized) prisons. 

Based on the given meaning of prison privatization and the possible degree of private sector involvement (excluding the 
above mentioned form of involvement), we can see that there are three basic models of prison privatization: 

management model ï private contractor takes over an already existing public sector prison and continues to manage it for 
the contracted period, ranging from several years all the way to several decades, 

the so-called DCMF (Design, Construct, Manage and Finance) contract model ï private investors agree to finance the 
construction of a new prison which is then under their management, for which they are paid a specified sum by the state 
on a regular (monthly, yearly) basis,3  

 

and the semi-privatization model, also known as outsourcing ï certain prison functions (such as medical care, prison 
maintenance or cooking) are performed by the private sector contractor.4 

There are examples of prisons where a combination of two or all three of these models are used. 

The discusssion about the possibilites of prison privatization, as stated, usually doesn't start until the parameters show that 
the prison system is a long-lasting crisis, and that the prison conditions are steadily deteriorating. But even then, prison 

                                                            
1 Changes in the legislature (e.g. in the Criminal Code, Prison Act) and the overall prison policy shifts (which usually precede changes in 
the legislature). 
2 Roth, L. (2004). Privatisation of Prisons. NSW parliamentary library research service, Background paper, No. 3. [Online] Available: 
https://www.parliament.nsw.gov.au/researchpapers/Documents/privatisation-of-prisons/bg03-04.pdf 
(Apr 6, 2014), p. 2.; The proponents of prison privatization believe that private sector can manage prisons much more efficiently, and 
therefore appease both the contractors (the states) and the prisoners who are, in this context, the contract object (apart from prisons 
themselves), and will be further discussed in one of the following sections. 
3 Genders, E., Player, E. (2007). The commercial context of criminal justice: prison privatisation and the perversion of purpose. Criminal 
Law Review, p. 3 
4 Miller, D. W. (2010). The Drain of Public Prison Systems and the Role of Privatization: An Analysis of State Correctional Systems. 
ProQuest Discovery Guides. [Online] Available: 
http://www.antoniocasella.eu/nume/miller_2010.pdf (Apr 7, 2014), p. 3; For different classification example see e.g. Chang, T. F. H., 
Thompkins, D. E. (2002). Corporations Go to Prisons: The Expansion of Corporate Power in the Correctional Industry. Labor Studies 
Journal. Vol. 27, No. 1, pp. 45-69 or Cavadino, M., Dignan, J. (2006). Penal Systems ï A Comparative Approach. SAGE Publications. 
London, pp. 304-324 
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privatization does not always come up in debates, as there are many other ways (strategies) that, presumably, target 
specific flaws of the prison system, or try to alleviate the situation before the criminal procedure even reaches the 
imprisonment stage, such as: 

decriminalization and depenalization, 

additional restrictions to imprisonment in pre-conviction stages of the procedure, 

abandoning or narrowing the usage of mandatory minimum prison sentences for certain offences, as well as the use of 
relatively short prison sentences,1 

taking the current occupancy rates of prisons in consideration in the sentencing stage, 

encouraging compassionate release of elderly and severely ill prisoners, 

expanding the use of alternative sanctions (alternatives to prison sentence), an important part of which are the ones known 
as community sanctions.2 

This paper will focus on the first two models of prison privatization for which it is characteristic that the ammount paid to the 
private investor/contractor directly depends on the occupancy rate in prisons, increasing with higher occupancy rates of 
prisons.3 

Prison privatization itself does not include any particular aim or goal. It is simply one of the means with which the government 
(more concretely, the Ministry of Justice, a part of which is the Bureau of Prisons, and it is a structure commonly found in 
most countries) is trying to accomplish one of the following: 

reduce the costs of managing the prison system (by far the most important in practice), 

improve the effects of rehabilitation of prisoners, and 

improve order, safety and security in prisons. 

The decision to turn to prison privatization as a solution to the prison system crisis is not something to be taken lightly, and 
therefore, it is very important to access arguments of both its proponents and critics, and then weigh the possible risks and 
benefits of prison privatization in relation to other possible methods of relieving the pressure within the prison system, of 
which primary source is the growing prison population. 

But before those arguments are discussed in more detail, the following section will give an overview of the process of prison 
privatization in countries that are deemed as leading countries in the area, either by being among the first to attempt it, or 
by how many prisoners are held in private prisons (in absolute numbers or in percentages ï some fit both criteria, e.g. 
United States). 

A Comparative Overview of Prison Privatization in the World 

The United States of America (USA) 

Considering the long historic development of prison privatization,4 it is only fitting that the overview starts from The United 
States of America (USA), as USA are the craddle of prison privatization, both its historic form and the modern prison 

                                                            
1 It was recognized some time ago in many European countries that prison sentences up to one year can have more negative than 
positive effects on prisoners (for example, criminal infection). Therefore, they are slowly being abandoned and replaced by alternative 
sanctions. 
2 More on this topic in Atabay, T. (2013). Handbook on Strategies to reduce overcrowding in prisons. UNODC. [Online] Available: 
https://www.unodc.org/documents/justice-and-prison-reform/Overcrowding_in_prisons_Ebook.pdf (Jul 8, 2015), pp. 39-63, 174-180. 
3 This is considered to be an argument against prison privatization, and will also be further discussed as such in one of the following 
sections. 
4 The history of prison privatization is so extensive (e.g. convict lease system) that it deserves its own dedicated paper; see: Mason, C. 
(2013). International Growth Trends in Prison Privatisation. The Sentencing Project. Research and Advocacy for Reform. [Online] 
Available: 
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privatization wave, which occured in the beginning of the 80s. The modern privatization process started out as semi-
privatization (involving education, catering, cooking and building maintenance), and then expanded to full control of prisons, 
but progressing from juvenile detention facitilies to adult prisons. 

Prison privatization was viewed by many federal and state politicians as the right means to fight the ever-increasing prison 
population and overcrowding in prisons, which then led to worsening of prison conditions, as a result of which the courts 
started receiving more and more complaints from prisoners about inhumane conditions in which they were serving their 
prison sentences. Being respectful to the law, the courts started ruling in favour of prisoners and the states were faced with 
growing ammounts of compensations and damages to pay, as well as with having to release prisoners which they did not 
deem fit to be released from prisons, simply because they could not meet the demands imposed upon them by court rulings. 
On top of all that, private lobbies seeked to penetrate into more and more areas that were once considered inherent to and 
only performable by the state due to various constitutional legal and ethical constraints.1 

As it so happens, those were also the first years after the start of a longer period of the so-called harsh on crime politics in 
the USA (which carried on in the UK as well), which started in the period of the conservative government of president 
Ronald Reagan, which meant that politicans would gain support by publicly blaming crime for literally everything bad that 
was, at the time, going on with the US economy (e.g. budgetary deficits). Legislation was passed to authorize the new 
penal policy. More noteably, there were three strikes and you're out laws which imposed mandatory prison sentences for 
repeat offenders, and many drug offences started being punished by mandatory minimum sentences which started 
overcrowding prisons all over the USA very shortly. 

Of course, we cannot disregard the fact that the USA have also traditionally been a country in which debates about freedoms 
in order to score political points have been particularly fierce (even nowadays, e.g. in regard to carrying firearms). It was 
believed that the private sector will manage prisons more effectively, and that, by using PPP as a means to build new prison 
capacities, the complex and lengthy public procedure could be somewhat shortened. 

The process started slowly, but has since then exploded,2 and there are currently over 130,000 prisoners serving their 
prison sentences in private prisons (federal and state prisons), which ammounts to 8,4% of total prison population. If we 
only take federal prisoners into account, the percentage goes up to 19,1%.3 As of 2014, out of a total of 50 states, 30 states 
have introduced some form of prison privatization, but percentages of prison populations vary greatly from state to state, 
ranging from 0,1% in Maryland to 43,6% in New Mexico.4 The overall private prison population has been on a slow decrease 
the last few years (since 2012), but not yet enough to encourage the private prison project rejection hypothesis. 

The United Kingdom (UK) 

Prison privatization in the United Kindgom lagged about 10 years compared to the USA, but the progression curve has 
since been quite similar, and the UK was still the first European country to experiment with modern prison privatization 
models. The then new conservative government of Margaret Thatcher tried to and succeeded in deregulating and 
transferring many public services to the private sector, as she believed it to be much more efficient. 

                                                            
http://www.sentencingproject.org/wp-content/uploads/2015/12/International-Growth-Trends-in-Prison-Privatization.pdf (Apr 6, 2014); 
Miller, D. W. (2010). The Drain of Public Prison Systems and the Role of Privatization: An Analysis of State Correctional Systems. 
ProQuest Discovery Guides. [Online] Available: 
http://www.antoniocasella.eu/nume/miller_2010.pdf (Apr 7, 2014); James, A., Bottomley, K., Liebling, A., Clare, E. (1997). Privatizing 
prisons: Rhetoric and Reality. SAGE Publications; Ġeparoviĺ, Z. (2003). Kazneno izvrġno pravo i uvod u penologiju. Pravni fakultet 
Zagreb, pp. 145-149; Cavadino, M., Dignan, J. (2006). Penal Systems ï A Comparative Approach. SAGE Publications. London pp. 305-
321 
1 See: Lippke, R. L. (1997). Thinking About Private Prisons. Criminal Justice Ethics, Vol. 16, No. 1, pp. 26-38; Dolovich, S. (2005). State 
Punishment and Private Prisons. Duke Law Journal. Vol. 55, No. 3, pp. 438-546;  
2 Particularly in the 90s, see James, A., Bottomley, K., Liebling, A., Clare, E. (1997). Privatizing prisons: Rhetoric and Reality. SAGE 
Publications, p. 8 
3 Carson, E. A. (2015). Prisoners in 2014. U.S. Department of Justice, Office of Justice Programs, Bureau of Justice Statistics (pdf). 
[Online] Available: http://www.bjs.gov/content/pub/pdf/p14.pdf (Nov 11, 2015), p. 1 
4 Galik, L., Gilroy, L. (2015). Annual Privatization Report 2015: Criminal Justice and Corrections. Reason Foundation. [Online] Available: 
http://reason.org/files/apr-2015-criminal-justice.pdf (Nov 12, 2015), p. 4 
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However, she too hesitated to experiment with privatization within the prison system, that is, until 1987, when, after a British 
delegation's visit to certain private prisons in the USA, the British Adam Smith Institute suggested prison privatization as a 
means to make budgetary cuts in the justice department.1 

A year later, in 1988, the Parliamentary Committee recommended building new prisons through PPP, and as a result, the 
first private prison, HMP Wolds was open in 1992, during John Mayor's governing period. 

It was the initial idea that the progress should be gradual and rational, but then in the same year several more new contracts 
were signed. 

Despite what he claimed during the political campaign process, Tony Blair and his government continued down the same 
road. 

The most used prison privatization model since the beginning of the process has been the DCMF model, although all three 
models were/are present. 

As of 2014, there are 16 private prisons in the UK, of which 2 are in Scotland, which is often examined separately in regard 
to prison privatization, as it alone holds the highest private prisoner population rate in the whole world (20%).2 The overall 
prison population rate of the UK is about 15%, which places it right behind Australia as the country with the 2nd highest 
private prisoner population rate in the world. 

Some research3 suggests that the contemporary British government's view on private prisons is mixed, as there are reports 
that suggest that the best private prisons operate better than the best public prisons, but also that the worst private prisons 
operate far worse than the worst public prisons. Also, there were several failures to comply with contractual obligations 
noted which then resulted in high fines for the private companies involved. Finally, it was noted that, upon examining daily 
prison routes, very few differences were found, which may lead to believe that prison privatization is not as effective as was 
presumed. 

Australia 

Australia was often used as a release valve for convicts whose numbers started building up in the UK since the late 18th 
century, and considering the age we live in, that was plenty of time for stable privatization models to develop. And, indeed, 
it was the case, as Australia is, next to the USA and the UK, the country with the most developed prison privatization system 
in the world. 

The modern prison privatization process started in the late 80s, a few years before it started in the UK. The first private 
prison opened was the Borallon Prison in the Queensland Territory under great influence from the United States, noticeable 
by the fact that the key managerial functions in the prison and the prisons opened afterwards were given to Americans. 

As of 2014, five of total eight Australian Territories have privatized some of their prisons, which represented a total of 29,000 
prisoners and a private prisoner population rate of 19%, which means that Australia is the country with the highest private 
prisoners population rate in the world. 

Developments in the Continental Europe, Asia and South America 

Prison privatization was approached with extreme caution in the Continental Europe. Although all the countries initially 
expressed themselves negatively towards it, there has been some development in that area over the past two decades. 
One of those examples is France, where the hybrid semi-privatization model has been widely used. Similar processes have 

                                                            
1 Nossal, K. R., Wood, P. J. (2004). The Raggedness of Prison privatisation: Australia, Britain, Canada, New Zealand and the United 
States Compared. London University. [Online] Available:  
http://www.antoniocasella.eu/nume/Nossal_2004.pdf (Apr 6, 2014), p. 9 
2Vuletiĺ, I. (2013). Prison privatisation as a solution for overcapacity of prisons in Croatia?. Zbornik z medzinarodnej vedeckej 
konferencie Bratislavske pravnicke forum 2013, Bratislava, p. 1110 
3Privatisation in Scotland (2006). A Briefing Paper of the Scottish Consortium on Crime and Criminal Justice. Glasgow. [Online] 
Available: 
http//scccj.org.uk/documents/Prison%20Privatisation%20in%20Scotland.pdf (Apr 6, 2014), p.4 
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been noted in Belgium, the Netherlands and Germany.1 There has also been speculation about possible prison privatization 
in Poland and Greece, but no projects have been put in motion as of yet. There are also countries who do not struggle with 
overcrowding and have started loaning prison capacities to other countries struggling with it through contracts, e.g. the 
Netherlands and Sweden.2 

Apart from Japan, in which there are 4 private prisons (as of 2013), but only for first time offenders, other Asian countries 
have yet to experiment with prison privatization. There were some talks noted about Thailand and even China wanting to 
experiment, but as far as the author's information go, nothing concrete has been done yet.3 

Unlike Asia, South America has seen a more rapid prison privatization development in the 21st century. The first country 
to privatize some of its prisons was Chile in 2003, joined by Brazil soon later. Recent data suggest that it is also being 
seriously considered in Peru and Mexico, as well as in the Carribran countries Jamaica and the Dominican Republic.4 

The following section of the paper will focus on Croatia and will try to give an answer to whether its prison system is in a 
crisis and, if so, whether prison privatization could be one a valid solution. 

Is Croatian Prison System Facing a Crisis? 

Reviewing the provisions of the Constitution and the Prison Act, one could not find anything that would directly oppose 
prison privatization. Namely, it has been the standing point of theory for some time that, in order to legally and formally 
prevent prison privatization, it is necessary to enact the prohibition, since the lack of provisions would pose too much of a 
grey area (ñwiggle roomñ), because it is highly questionable whether prisoners in public and private prisons are being 
discriminated/treated differently in any way. In the USA, Illinois has done so specifically to prevent prison privatization. 

Moreover, there is even a provision in Article 6. of the Prison Act which states that the Ministry can and does cooperate 
with other legal persons on improving the conditions in prisons, which, widely interpreted, could give way even for a process 
such as prison privatization. 

To anwer the question whether Croatia's prison system is in a crisis, it is important to get a grip on the current situation of 
the Croatian prison system in general. 

For the purpose of this paper the data from 20145 and earlier years will be used only, as the 2015 Report has not yet been 
published or gone through the necessary parliamentary procedure due to the Parliament dissolving on July 15 this year. 

According to the 2014 Report (p. 7) by the Bureau of Prisons of the Justice Ministry of Croatia, there are 12 prisons and 8 
penitentiaries in use, most of which were built decades ago in the former Jugoslavian Republic, and were often used to 
deal with political opponents. 

Since the prison system (both types included) became overcrowded in 2004 (maximum security capacities), we can say 
that the current condition has been ongoing for over a decade now,6 with imprisonment rates constantly above EU average 
(more than 100 as of 2013). Overcrowding reached its peak in 2010 when the overall overcapacity was 54,13%. If we take 
a closer look at statistical data, we can notice that the overcapacity in maximum security prisons (which represent by far 
the greatest portion of total prison capacities) in the same year was 68%, and on top of all that, a great number of prisoners 
who should have been serving their sentences in maximum security conditions were forced to be moved to lower security 

                                                            
1 See Ibid.; James, A., Bottomley, K., Liebling, A., Clare, E., Privatizing prisons: Rhetoric and Reality, SAGE Publications, 1997, p. 19 
2 See ICPS News Digest, 32nd Edition, March-April 2016, p. 13; ICPS News Digest, 18th Edition, November-December 2013, p. 3 
3 Mason, C. (2013). International Growth Trends in Prison Privatisation. The Sentencing Project. Research and Advocacy for Reform. 
[Online] Available: 
http://www.sentencingproject.org/wp-content/uploads/2015/12/International-Growth-Trends-in-Prison-Privatization.pdf (Apr 6, 2014), p. 9 
4 Ibid., p. 3 
5 Izvjeġĺe o stanju i radu kaznionica, zatvora i odgojnih zavoda za 2014. godinu, Vlada Republike Hrvatske 
6 The Constitutional Court of Croatia first warned about this problem in a 2008 decision (8 years ago), and continued warning in 2012 
stating that, considering the current state of the prison system, overcrowding would not get resolved for several years to come (which 
proved to be on point, even though the last available report at the time was the 2012 Report). 
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conditions. In addition, some prisons have very recently (2013) been reported to have had over 100% overcapacity, as was 
noted by the Constitutional Court in one of its reports.1 

Mihoci also states that Croatia's additional problem is the lack of educated prison staff and prison guards, which affects 
safety and security in prisons.2 

The number of ECHR proceedings against Croatia has also been on an increase over the past decade, which has greatly 
increased public expenditure on equitable relief payments, to which the Ministry was also warned by the Constitutional 
Court in several decisions and reports.3 The Court also pointed out that the Croatian prison system was deemed inadequate 
by the CPT (Commission for the Prevention of Torture of the Council of Europe) during and after its several visits to Croatia.4 

Several indicators of prison system crisis are still present in Croatia, even though a lot has been done in the past 2-3 years 
to relieve the pressure of the massive ammount of prisoners on the whole system, which has seen the prison capacity 
occupancy rate finally drop beneath 100%5 (at least overall) and those are: 

the occupancy rate for maximum security prisons is still above 100%, even if only measured on December 31, which opens 
up opportunities for potential manipulations with numbers for statistical purposes, 

the number of released prisoners has declined, 

remand prisoners represent 21,57% of total prisoners at the end of the year, but overall the percentage is even higher and 
sitting at 29,35%, which means that more than every fourth prisoner is imprisoned prior to or without being convicted and 
sentenced to prison, which indicates a problem earlier in the criminal procedure, and even the possibility of misuse and 
overuse of an institute involving depraving people of their freedom, 

recidivism rate is at a very high 36,7%, indicating that more than every 3rd prisoner is a repeat offender,6 

supletory and misdemeanour prisons are on decline, but still represent almost 10% of total prisoners passing through the 
system as of 2014, 

2013 and 2014 have shown a big decrease in the number of prisoners involved in educational programmes, as well as their 
involvement in other treatment programmes, which has decreased from 41,59% in 2010 to 25,1% in 2014, 

condititional release numbers are also on decline in 2013 and 2014, 

the ammount of self-inflicted injuries has risen, but, more importantly, the percentage of the prisoners stating dissatisfaction 
with the result of the criminal procedure or their treatment in prisoners is again on the rise and almost back to the record 
level from 2009 (30%), 

the number of visits has greatly declined in the past three years, which, coupled with the decrease of phone calls made 
and letters received, could indicate that prisoners are becoming more and more distant from the rest remainder of society, 
which may have a negative effect on rehabilitation as well as on post-release actions (which then affects recidivism rate), 

the Ministry has stated the need for 4004 employees total in the prison system to cover every important aspect of prison 
life adequatly; however, the gap between that provisional and the actual number of employees has seen nothing but 
increases over the last 10 years, as evidenced from 2005 through 2014 Reports, partly due to the lack of funds, but partly 
also due to the lack of applicants for job openings (e.g. prison medical staff) as well,7 

                                                            
1 Constitional Court of the Republic of Croatia, U-X-5464/2012 (Jun 12, 2014), [Online] Available: 
 http://www.usud.hr/en/case-law 
2 Mihoci, M. (2006) Sigurnost kaznionica i zatvora, Hrvatski ljetopis za kazneno pravo i praksu, No. 2, p. 904 
3 e.g. Constitional Court of the Republic of Croatia, U-III-1437/2007 (Apr 23, 2008), Constitional Court of the Republic of Croatia, U-X-
5464/2012 (Jun 12, 2014). 
4 Visits were made in 1998, 2003, 2007 and 2012.; Reports are available at http://cpt.coe.int/en/states/hrv.htm 
5 As noted in the 2015 Report (p. 11). 
6 Reports prior to the 2012 Report did not keep track of this statistical category, but the last three available suggest no improvement in 
this area. 
7 The 2014 Report suggest that the prison system is operating on a 32,72% employee deficit. 
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over 60% of all employees (in an already underemployed prison system) pertains to security guards, and 

expenditure has been exceeded income in the prison sector since 2005 all the way up to 2012, which caused the budgetary 
deficit carried on to 2013 to be as high as 56,4 million croatian kuna (over 10% of total prison system income for that year), 
and even though it was drastically decreased in 2014, it seems that we are still several years away from the prison system 
being able to reach financial balance; namely, out of total income of just over 534 million kuna in 2014, which was the first 
year to more noticeably decrease the deficit carried on to the next year, 493,7 million kuna was state financed through the 
state budget, and the total expenditure was 493,35 million kuna. 

There are positive parameters, of course, but the ammount and severity of some of the listed ones indicate that Croatia is 
indeed experiencing prison system crisis in several key aspects of prison life, particularly considering the fact that similar 
state has endured for over 10 years, and has withstood some drastic changes in the legislation, as well as the greatly 
increased use of probation since passing the Probation Act in 2012.1 

Arguments For and Against Prison Privatization 

As was mentioned earlier in the paper, prison privatization debate has been a fierce one for almost 30 years, and it 
continues to have more and more educated people involved with their own opinions and analyses. Since there is a great 
number of papers trying to catalogue the for and against arguments, but even more papers who only represent one side of 
the story, this section will try to give an overview of all the main arguments from both proponents and critis of prison 
privatization. 

Proponents of prison privatization mainly use the following arguments: 

the private sector is more successful at management and inovation, so the privately managed prisons will be more cost-
effective;2 they support the argument by stating that: a) competition promotes ideas and pushes the boundaries of what 
can be accomplished with a set ammount of resources, b) private prison administration is less burdened by bureaucratic 
procedures, c) private sector management has much more employment flexibility than the public sector prison 
administration, 

since the private subject's profit will directly depend on how the prison operates, prison privatization will strengthen the 
reponsibilities of prison administrators to ensure that prisoners get the necessary treatment and conditions, and that 
prisoners' rights are respected in every possible way, since the smoother the prison runs, the more profit the private sector 
subject will retain from the contract; prison privatization will also require of the government to find inovative, better ways to 
monitor how prisons operate, and it will be easier to perform the monitoring on private sector subjects than on itself, 

in connection with the above presented argument, since private prisons will need to operate more efficiently, this will also 
set new standards for public prisons to follow, pulling the entire prison system forward and raise the standards bar higher. 

Prison privatization critics usually present the following arguments: 

the main argument of the critics is that the act of sentencing, as well as the execution stage of the criminal procedure is an 
inherent prerogative of the state as part of the social contract between the People who agreed to delegate the authority 
exclusively to the State; prison policy is an integral part of a wider, criminal policy, which cannot be delegated by the State 
to any third party, a legal construct different than the State itself, because imprisonment in itself contains limitations to 
person's fundamental rights and freedoms; simply put - when a person breaks the law, he/she expects to be sanctioned by 
the State, and his/her mindset is shaped in a way to be prepared to accept the consequences; therefore, the State will, by 
delegating imprisonment to private sector subjects, deal damage to its authority,3 

                                                            
1 http://dalje.com/en-croatia/probation-helps-reduce-the-number-of-prisoners-says-minister/499558 
2 Critics warn that this is not the case and quote studies conducted by researchers which suggest the cost reduction to be minimum at 
best, and not worth the risks of privatization, especially on the safety, security and order aspects of prison life. Most important studies will 
be discussed in the following section. 
3 Proponents claim that, since the authority to imprison did not originate within the State, but was given to the State by the People (is 
derivative), as long as there is no objection from the People, the State can further delegate this authority to other subjects, as long as it 
keeps supervisory powers over private subject's activities 



ISBN 9788890916168         Recent Ideas on Economics, Finance and Business 2017 

 
63 

the motive for profit has never been, and should never be the goal of imprisonment, which, they claim, it clearly is for 
participating private sector subjects; the goals of punishment1 and imprisonment are both well established in legal theory, 
as well as formalized in fundamental criminal law acts, such as the Criminal Code and the Prison Act (which is the case in 
Croatia);2 critics express concerns that this could mean: a) lowering standards to decrease expenditure, b) hiring less 
experienced personnel and paying them less, as well as providing them with less job security, which could have a 
demotivating effect, c) if private sector subjects know they will boost their profit by having more prisoners, i.e. being as 
close to full capacity as possible, while not exceeding it, it will suit them to keep their prisons filled by promoting lobbying 
for stricter laws, harsher sentencing practices and delibaretly provoking prisoners in order to extend their prison stay by 
their actions, d) hiding problems within prisons from publicly available records to avoid financial reprecussions,3 and e) 
accepting only prisonsers who require less care and less security, as they less costly to keep imprisoned, 

making profit from imprisonment is unethical,4 and even though there are private subjects in other branches of the public 
sector (e.g. private medical practice), they are aimed at relieving pain, not inflicting it, of which, though mostly not physically, 
imprisonment is a type.5 

Is Prison Privatization Worth the Possible Risks? 

To answer this question, it is necessary to point out the possible risks of prison privatization. 

Simply put, almost everything that the critics of prison privatization point out as arguments against prison privatization are 
possible risks associated with it, although there are certain arguments that critics tend to attribute particular characteristics 
specifically to private prisons, but are, in reality, present in both private and public prisons, albeit for different resons. 

A good example of such a characteristic would be the lack of personnel motivation for prisoner's treatment and overall 
rehabilitation in prison. On one hand, in private prisons, it would stem from the fact that their employee's jobs are less paid, 
more insecure, the personnel is often forced to work extra hours, they are often unprepared for the challenges of managing 
particular aspects of prison life on a day-to-day basis. On the other hand, in public prisons the personnel is less motivated 
because they do not feel the consequences of the failed treatment and resocialization on their skin since their jobs are 
usually well-protected, regularly and better paid (in comparison with private prison employees), and their jobs are often 
much more secure, whether the prison is operating at 50% capacity or 150% capacity. It is unrealistic to expect of them to 
go as far as to think about that the better the treatments work, the less prisoners will return to prison, and will result in 
reduced work load for the same ñprize.ñ 

Hidden in this section's title is another question - are private prisons more cost-effective than public prisons? This is, in vast 
majority of cases, as stated earlier, the primary reason to privatise prisons. The remaining cases are usually situations in 
which an urgent expansion of prison capacities is necessary, and the private sector subjects will only invest and contract if 
they also take over prison administration for a minimum period of time. 

                                                            
1 The aims are: retribution, deterrence, incapacitation and rehabilitation/reintegration, See van Zyl Smit, D., Snacken, S. (2009). 
Principles of European Prison Law and Policy. Oxford University Press, pp. 81-83 
2 Art. 2  of the Prison Act states that the primary purpose of imprisonment is resocialize an individual and prepare one for life according 
to legal rules and social/ethical principles through humane treatment and respecting one's dignity. 
3Lundahl et al. (2009). Prison Privatization: A Meta-Analysis of Cost-Effectiveness and Quality of Confinement Indicators. Research of 
Social Work Practice. Vol. 19, No. 4, pp. 383-394, cf. Headley, A., Garcia-Zamor, J. C. (2014). The Privatization of Prisons and its 
Impact on Transparency and Accountability in Relation to Maladministration. International Journal of Humanities, Social Sciences and 
Education, Vol. 1, No. 8, pp. 23-34 
4 More on the ethical dilemma of prison privatization in Reisig, M. D., Pratt, T. C. (2000). The Ethics of Correctional Privatization: 
Examination of the Delegation of Coercive Authority. The Prison Journal. Vol. 80, No. 2, pp. 210-222, Lippke, R. L. (1997). Thinking 
About Private Prisons. Criminal Justice Ethics, Vol. 16, No. 1, pp. 26-38, Barak-Erez, D. (2011). The Private Prison Controversy and the 
Privatization Continuum. Law & Ethics of Human Rights, Vol. 5, No. 1, pp. 138-157 
5Roth, L. (2004). Privatisation of Prisons. NSW parliamentary library research service, Background paper, No. 3. [Online] Available: 
https://www.parliament.nsw.gov.au/researchpapers/Documents/privatisation-of-prisons/bg03-04.pdf (Apr 6, 2014), pp. 36-60, cf. 
Gottfredson, S. D., McConville, S. (1987). America's Correctional Crisis: Prison Populations and Public Policy. Greenwood Press. 
Westport, Connecticut, pp. 230-232, Dimovski, D. (2014). Privatni zatvori. Zbornik radova Pravnog fakulteta u Niġu, Vol. 53, No. 68, pp. 
551-557 
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Since the early 90s, several authors have published reports on studies they conducted in their countries trying to, on a 
case-to-case and more generally, compare several representative examples from both private and public prison sides, with 
the methodology advancing with nearly every comparison attempt. Some studies have approached the matter strictly from 
a financial perspective, while others have studied both financial benefits and the prison life quality impact. There have also 
been authors who studied only the qualitative aspects of private prisons. 

When it comes to the quality of prison services, it is the opinion of the majority of researchers that the services provided 
are roughly of the same quality, and will, for that reason, not be discussed further in this paper. 

The attention here will, therefore, focus on answering, perhaps (opinions may differ here), the more important question - 
are private prisons more cost-effective? ï even though, as it turns out, the comparisons yielded about the same results as 
the qualitative studies. 

It is interesting to note that, as the studies progressed with time, it seems that it became more and more obvious that the 
differences in cost-effectiveness between private prisons and public prisons may not be as significant as was once believed 
to be the case. In fact, the only meta-analysis, which aimed to detect if there are differences in cost-effectiveness between 
private prisons and public prisons, conducted by Praat and Maahs in 1999, suggested that the ownership factor played an 
insignificant role in determining how well a particular prison would fare in the cost-effectiveness scheme. The determining 
factors proved to be: 

economy of scale - the closer the prison population is to the maximum prison capacity, the lower the costs will be, and vice 
versa, 

the state of prison infrastructure - the newer the prison, the lower the costs were, due to newer technologies used, requiring 
less maintenance and manpower, and relying more on electronic surveillance, and 

security level of the prison - the higher the security level, the higher the costs were of running the prison.1 

The reason why meta-analysis is believed to be the most reliable method for this kind of analysis is the very nature of meta-
analysis, which is basically applying statistical methods to already existing research papers selected by criteria that meet 
certain requirements set in advance, to avoid partiality while reviewing the findings of each paper included invididually to 
reach a general conclusion.2 

Should Croatia Turn to Prison Privatization as a Possible Solution to its Prison Crisis? 

The purpose of this paper was to signify the prison system crisis Croatia has been dealing with for over 10 years, to try to 
at least crack the complexity of the term, to explain what prison privatization is and what its place is in resolving a prison 
system crisis. 

While there is a fair ammount of evidence to suggest that prison privatization does not nearly meet the cost-effectiveness 
expectations as we were initially led to believe by certain politicians and early authors, there is still some validity in approving 
the prison privatization undertaking in situations which involve sudden and sharp increases in prison population. In those 
types of situations, resorting to the private sector for assistance might sometimes be the only way to relieve the strain on 
the prison system as a whole, but it is definitely not a permanent solution, as the real reasons for the existance of the need 
to privatize often lie in earlier stages within the criminal justice system (often it is the legislation or practice that requires 
adjustments). When the source of the prison crisis is within the prison system itself (reasons other than strict laws and 
harsh sentencing), e.g. better education of prison staff, investments in improving the monitoring system, delegating the 
monitoring activity to non-governmental institutions, etc., there are many safer ways to ensure improved prison conditions 
in public prisons. 

Since Croatia traditionally belongs to the group of countries following the trends in Germany when it comes to criminal law, 
and the only present prison privatization model there is the one that isn't really prison privatization in the full sense of the 
term, and adding the facts that none of the surrounding countries have experimented with prison privatization yet, the fact 

                                                            
1 Pratt, T. C., Maahs, J. (1999). Are Private Prisons More Cost-Effective Than Public Prisons? A Meta-Analysis of Evaluation Research 
Studies. Crime & Delinquency, Vol. 45, No. 3, pp. 358-371 
2 More on the criteria used in Ibid., pp. 363-368. 
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that the prison population in Croatia has grown a lot, but steadily, and the fact that things have shown signs of improvement 
on their own in 2013 and 2014 in the mix, the only possible conclusion at this point can be that prison privatization is not 
something that would be recommended for Croatia at this time, but should be considered in future calculations when 
thinking about building new prison capacities, which are already necessary (since the prison infrastructure is mostly old 
and badly maintained), but will in near future become absolutely mandatory, if we are not to be constantly condemned and 
fined by the courts, both domestic and supranational (such as the European Court of Human Rights), and other institutions 
(e.g. CPT), because it does not seem Croatia, nor almost any other country for that matter, will ever have ñspareñ funds to 
finance the construction of new prison capacities. Private sector subjects could present a sort of an opportunity to pay the 
sum we would have to assign anyway over yearly installments with small interests. 
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Abstract 

This research is realized in city of Peja, in which included 30 employees of public enterprises that operate in this 
city. Participants were aged between 25-48; they were 8 females and 22 males. For the data collection is used 
an applied questionnaire with 12 questions. The first hypothesis of this research: ñMotivation at work has a 
positive relation with the management of human resources ñis made correlative analysis and we have this 
statistical production [r= .430*, p< .018], a result that supports the hypothesis of this research. 

Keywords: Motivation, management, human resources  

 

Introduction 

The purpose of this research has been to see if motivation has a positive relation with management of human resources. 
In analyzed part of the literature is cited motivation, motivation at work and the management of human resources. After 
rising of the hypothesis and research realization is concluded that motivation of employees at work has a positive relation 
with the management of human resources.  

Literature Reviews 

Motivation is a specific need or desire that presses the organism and directs its behavior toward to a goal. All motives are 
put in motion by some kind of incentives: Body condition, low level of sugar in blood or dehydration or a feeling as loneliness, 
guilty or anger. When something causes a directed behavior toward to a goal, we say that it has motivated the individual 
(Morris & Maisto, 2008). 

Motivation usually is defined as something that directs the behavior? What is included here? Psychologists who study the 
motivation are concentrated in three main issues. First one, what is it that causes a person to make an act? Second, what 
leads a person to a certain goal? And third, what makes a person to be reluctant in his attempts to achieve that goal (Musaj, 
1999). 

People are motivated to seek for social equality in the rewards they take for the high performances. According to him the 
result from job includes: payment, recognition, promotion, social relationships, internal reward, rewards of different inputs 
like time, experience, attempts, education and loyalty. It suggests that people have tendencies to see the results and their 
contribution as a report and then they compare these reports with the others and to turn back to motivation if this report is 
high (Adams, 1965).  

There are three main categories of motives: biological motives, stimulant motives and learned motives in society. Biological 
motives as hunger, thirst, temperature regulation and sex have a determined physiological base. Stimulant motives as 
sensory stimulation, quest, curiosity, pleasure and relationships with the others, and competence etc make the individual 
to seek sensory stimulation through interaction with environment. Learned motives in society as success, power and 
attachment are mainly determined from learning and have a base in social experiences (Pettijohn, 1997). 

Which are needs and expectations of citizens and how can they affect in the behavior and their performance at work. 
Motivation is a complex topic, this something very personal and is affected from many variables (Farren, 2000), reminds 
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us twelve human needs that have been around from beginning of written history: family, health, prosperity, work, career, 
economy, learning, shelter, social and spiritual interactions, community, free time, mobility and environment and safety. 
Work and private life in the new millennium will continue to revolve around twelve human needs (Farren, 2000). 

Motivation at the work place plays a central role in the field of management practically and theoretically. Managers see 
motivation as an integral part of equation of the performance in all levels, whereas organizational researchers see it as a 
basic building block in the development of the useful theories and practices of the effective management. In fact topic of 
motivation describes many subfields that constitute: study of management, leadership, including in teams, performance of 
management, managerial ethics, decision and organizational changes. Many business managers today arenôt aware for 
the effects that motivation can have (has) in their business and for this reason is important for them to learn and understand 
factors that determine the positive motivation in the work place (Atkinson,1964). 

Managers should understand what motivates the employees within the context of the roles they perform. From the all 
functions that a manager performs, employeesô motivation is probably the most complicated one. This is because that 
which motivates employees changes continually (Bowen & Radhakrishna, 1991). Many years ago, theoreticians have tried 
to reveal what motivates people. The most distinguished are: Taylor (1856-1917), Mayo (1880-1949), Maslow (1908- 1970), 
McGregor (1906-1964) dhe Herzberg (1923-2000). By all means the motivation is so important that the theoreticians still 
continue to develop their theories for motivation. This entire are build on the basis of the old theories .Theory is based in 
five requirements or needs. 

1. Survival: Initially people should fulfill survival necessities or to win enough money to buy food and clothes. 

2. Safety: When are fulfilled these needs, people will be safe. At work this means to have a safe work place and 
continues incomes. 

3.Society: when people feel safe and ask for friends and social activities 

4. Status: Highest orders should be fulfilled. First is the status-people should feel respected for that who they are. 

5. Self-fulfillment: Finally, this is what Maslow called self-requirement in order to achieve the goal 

Management in general meaning of the word has these synonyms: placement, regulation, planning, inspection, 
organization, direction, goal achievements, realization and also domination, manipulation, incurrence and fraud etc. If we 
analyze all these synonyms we can conclude that these include: regulation, planning, organization, direction or realization. 
All these have the meaning of a one way process, the manager says to his ñinferiorò employees what they should work. 
Manager decides what to work, whereas those ñunderò (inferiors) are equipments to achieve a certain goal. They often call 
the managerò bossò whereas his assistant ñthe right handò, because the right hand does exactly what the head says. 
Managers are called supervisors, because is presupposed that supervisors have excellent views in certain situations 
(Ramosaj, 2007). Human resources are people (including their knowledge, abilities and skills), who perform concrete duties 
within the enterprise. Resources present mean through which enterprises, during the fulfillment of their mission, they 
transform these resources into new values to use them according to the needs and requirements of the market. People 
that deal with the changing of the organizational structure and the leadership of the enterprises are called managers. 
Meanwhile, the function of planning, human resources, leadership and the inspection of works in the enterprise present the 
management. Management of the human resources is a scientific discipline which for subject has the human, his duties, 
education, motivation, reward etc. Management realizes his intentions as a function using necessary human and physical 
resources. Management of human resources is a systematic work of a strategic character which in the process of 
management has to do with the relations between the enterprise and the employees with the processes: employment, 
integration and education of the employees .Management of human resources is considered as an asset with critical 
importance through which the managers achieve their objectives, secure the stability of the enterprise and its competitive 
abilities (Havolli, 2009). 

The nature of human beings is pretty complex with a entirety of needs, desires and aspirations, which are carried in their 
work place, determine and explain motives ,behavior and attitude that they adapt during the realization of the their concrete 
duties within the frame of business organizations. The interest of the scientists and managers to study this wide diapason 
of factors has been increasing and their importance is considered indisputable for three main reasons: a) For the versatile 
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recognition of human nature and that is one of the main aspects that determine the organizational way of work, of its 
projection, leadership style that must be followed, forms of rewards that should be applied ,forms and methods of inspection, 
the scale of centralizing authority and the way to solve conflicts etc. b) For human resources that play a determinant role 
in the general performance frame of organization. c) For the todayôs environment in which operate business organizations, 
where social elements take increasingly paramount importance, where the managers have understood that peopleôs 
professional education of motivated people in the most appropriate way  is a crucial condition on further using and 
development of modern technology and also to keep the long-term competitive position (Llaci,2008). 

Hypothesis ñMotivation at work has a positive relation with the management of human resource 

Methodology 

Participants  

In this research have participated 30 participants who are employees in different public enterprises in commune of Peja. 
Their age was 25-48 whereas according to the gender distribution there were 8 females and 22 males. Participation of 
the respondents has been voluntary with a casual meeting with them in city of Peja. 
 
Instrument 
For the collection of the data are used a questionnaire for motivation at work which has 12 questions which were divided: 
1=strongly I donôt agree, 2 =I donôt agree , =neutral ,4=I agree ,5= I strongly agree. First six questions were about internal 
motivation at work and the last six for external motivation at work. 
 
Procedure  
To realize this research we firstly had a random meeting with some citizens who declared that are employed in certain 
public enterprises .They declared if they want to participate voluntary to fill in the questionnaire .During the realization of 
the questionnaire there wasnôt any uncertainty about the questions and for about five minutes they filled in the 
questionnaire .Whereas for the data elaboration was used statistical program SPSS.  

 Results  

Table 1: Correlation between motivation at work and management of human resources   

Correlations 

 Motivation at work  Management of human 
resources  

Motivation at work 
Pearson Correlation 1 .430* 
Sig. (2-tailed)  .018 
N 30 30 

Management of human resources  
Pearson Correlation .430* 1 
Sig. (2-tailed) .018  
N 30 30 

*. Correlation is significant at the 0.05 level (2-tailed). 

 

To testify the first hypothesis of this research: ñMotivation at work has a positive relation with the management of human 
resources ñis made correlative analysis and we have this statistical production [r= .430*, p< .018]. 

Conclusions 

In this study primarily is analyzed relevant literature for motivation and is concluded that it is the internal force or energy of 
a human that directs his behavior towards an activity or a certain purpose .Whereas motivation at work is concluded that is 
a complex process and very important one which plays a dominating role in the performance of employees in the frame of 
their activity in the enterprise. Therefore managers must be very careful and conscious for the way and strategy they use 
to manage their employees. Importance of motivation at work is best illustrated by Maslow theory featured to the analyzed 
part of literature. Whereas regarding to the management of human resources is understood that is presents and important 
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component put within the enterprises that means leadership or direction, preparation and functioning with human resources. 
In the other hand motivation at work without any doubt is interrelated with the management of the human resources, so this 
research is led by such hypothesis. To testify the first hypothesis of this research: ñMotivation at work has a positive relation 
with the management of human resources ñis made correlative analysis and we have this statistical production [r= .430*, 
p< .018]. This result is important and it supports in principle the first hypothesis of this research. Although many times can 
be perceived that commitment and activity of the managers is low in comparison with human resources in public enterprises 
and from this results that they are very active in the commitment of the human resources and in general the employees 
motivation at work . 
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Questionnaire  
    Circle ñ1--ò If you strongly disagree   
          Circleñ2ò-- If you donôt agree  
          Circleñ3ò --If you are neutral  
          Circle ñ4ò--- If you agree  
         Circle ñ5ò ïIf you strongly agree   
 

Nr. Declarations 1 2 3 4 5 

1. I am here to do this job to and to achieve an goal. 1 2 3 4 5 

2.  I go to work voluntarily.  1 2 3 4 5 

3. I am very pleased when I work 1 2 3 4 5 

4. I try to do my best. 1 2 3 4 5 

5. I love my job because from the incomes I take I hold my family. 1 2 3 4 5 

6. I work only to provide money and welfare. 1 2 3 4 5 

7. I am ready to do extra work if my manager asks me to do that. 1 2 3 4 5 

8. I resist the pressure of the management because I want to keep my job. 1 2 3 4 5 

9. From me it is required to perform quickly 1 2 3 4 5 

10. The manager continually requires from us to work and usually under pressure.  1 2 3 4 5 

11. Sometimes the break time partially we have to use at work. 1 2 3 4 5 

12.  From our work the organization where we work achieves positive results.  1 2 3 4 5 

 

Tables 

1. I am here to do this job to and to achieve a goal. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You disagree  5 16.7 16.7 16.7 

You are neutral 8 26.7 26.7 43.3 

You agree 10 33.3 33.3 76.7 

You strongly agree 7 23.3 23.3 100.0 
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Total 30 100.0 100.0  

2. I go to work voluntarily. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You disagree  8 26.7 26.7 26.7 

You are neutral  14 46.7 46.7 73.3 

You agree  7 23.3 23.3 96.7 

You strongly agree 1 3.3 3.3 100.0 

Total 30 100.0 100.0  

 

3. I am very pleased when I work. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You strongly disagree 3 10.0 10.0 10.0 

You disagree  4 13.3 13.3 23.3 

You are neutral 14 46.7 46.7 70.0 

You agree 7 23.3 23.3 93.3 

You strongly agree 2 6.7 6.7 100.0 

Total 30 100.0 100.0  

 
4.I try to do my best 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You strongly disagree  1 3.3 3.3 3.3 

You disagree 2 6.7 6.7 10.0 

You are neutral 8 26.7 26.7 36.7 

You agree 12 40.0 40.0 76.7 

You strongly agree  7 23.3 23.3 100.0 

Total 30 100.0 100.0  

 
5.I love my job because from the incomes I take I hold my family 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You strongly disagree 1 3.3 3.3 3.3 

You disagree 3 10.0 10.0 13.3 

You are neutral 13 43.3 43.3 56.7 

You agree  5 16.7 16.7 73.3 

You strongly agree 8 26.7 26.7 100.0 

Total 30 100.0 100.0  

 
6. I work only to provide money and welfare. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You strongly disagree 1 3.3 3.3 3.3 

You disagree 4 13.3 13.3 16.7 

You are neutral  11 36.7 36.7 53.3 

You agree  11 36.7 36.7 90.0 

You strongly agree  3 10.0 10.0 100.0 

Total 30 100.0 100.0  

 
7. I am ready to do extra work if my manager asks me to do that. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid You disagree 6 20.0 20.0 20.0 
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You are neutral 7 23.3 23.3 43.3 

You agree 13 43.3 43.3 86.7 

You strongly agree  4 13.3 13.3 100.0 

Total 30 100.0 100.0  

 

8. I resist the pressure of the management because I want to keep my job. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You disagree 2 6.7 6.7 6.7 

You are neutral 12 40.0 40.0 46.7 

You agree  11 36.7 36.7 83.3 

You strongly agree 5 16.7 16.7 100.0 

Total 30 100.0 100.0  

 

9. I am asked to perform quickly. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You disagree 1 3.3 3.3 3.3 

You agree  14 46.7 46.7 50.0 

You strongly agree 15 50.0 50.0 100.0 

Total 30 100.0 100.0  

 

10. The manager continually requires from us to work and usually under pressure. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You disagree 1 3.3 3.3 3.3 

You are neutral  1 3.3 3.3 6.7 

You agree 11 36.7 36.7 43.3 

You strongly agree 17 56.7 56.7 100.0 

Total 30 100.0 100.0  

 

11. Sometimes the break time partially we have to use at work. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You are neutral 2 6.7 6.7 6.7 

You agree 10 33.3 33.3 40.0 

You strongly agree 18 60.0 60.0 100.0 

Total 30 100.0 100.0  

12.From our work the organization where we work achieves positive results. 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

You agree 9 30.0 30.0 30.0 

You strongly agree  21 70.0 70.0 100.0 

Total 30 100.0 100.0  
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Abstract 

The facility location selection is one of the most important decisions for investors and entrepreneurs. It is a 
strategic issue besides often decides the fate of such a facility. In this kind of strategic decisions, decision makers 
should take into account various objectives and criteria and the process of location selection is inherently 
complicated. This paper considers the hospital location selection for a new public hospital by using Gray 
Relational Analysis (GRA) and Analytic Hierarchy Process (AHP). Gray Relational Analysis have been 
developed based on Grey System Theory. Grey System Theory is an interdisciplinary approach which first 
quantified by Deng in the early 1980ôs as an alternative method in creating the uncertainty have been proposed. 
The basic idea of emergence is to estimate the behavior of the systems which cannot be overcome by the 
stochastic or fuzzy methods with limited number of data. In this paper, the weights of criteria have been 
determined by using Analytic Hierarchic Process, then the grey relational degrees have been calculated for each 
alternative location. 

Keywords: Gray Relational Analysis, Analytic Hierarchy Process, Location Selection. 

 

Introduction 

Location of an establishment is the most geographically convenient place for a business in terms of raw material supply, 
manufacture, storage, and distribution activities as well as execution of economic objectives throughout its organizational 
life span (Burdurlu, 1993). For an industrial business, the location of establishment is the most convenient place for supply, 
manufacture, storage, and distribution functions and as well as execution of economic objectives. Although economic 
geographer Thunen's study in 1826 is accepted as the beginning of central place theory, operational researchers trace the 
roots back to Alfred Weberôs book "Theory of the Location of Industries" published in 1929. (Terouhid et al., 2012). Industrial 
location problem gains more and more importance on the basis of advancing technology, means of transportation, and 
increase in population resulting in a shortage of convenient locations. Although the initial studies discuss quantitative 
measures like cost and distance into account, today the problem involves qualitative measures which make it much more 
complicated. 
Finding the optimal industrial location is a strategic decision and a misjudgment creates problems in the process and directly 
effects cost and profitability. Therefore, in industrial location, the core principals outlined below should be considered (Kobu, 
2006): 

¶ The needs of the business should be objectively studied and the decisions should be unbiased. 

¶ The studies should be carried out systematically, employ miscellaneous and trusted resources. 

¶ Location studies should be conducted step by step without mixing certain stages. 

¶ In each stage, required expert people and institutions should be identified and the ways to utilize them should 
be explored.  



ISBN 9788890916168         Recent Ideas on Economics, Finance and Business 2017 

 
74 

In industrial locationing issues, different objectives can be determined based on the characteristics of the problem. The 
objectives that are usually considered in location problems can be different. Some of them can be as follows: 

¶ Minimizing the total setup cost. 

¶ Minimizing the longest distance from the existing facilities. 

¶ Minimizing fixed cost. 

¶ Minimizing total annual operating cost. 

¶ Maximizing service. 

¶ Minimizing average time/ distance traveled. 

¶ Minimizing maximum time/ distance traveled. 

¶ Minimizing the number of located facilities. 

¶ Maximizing responsiveness. 

Recently, environmental and social objectives based on energy cost, land use and construction cost, congestion, noise, 
quality of life, pollution, fossil fuel crisis and tourism are becoming customary. Consequently, one of the most important 
difficulties to tackle these problems is to find a way to measure these criteria (Farahani et al., 2010).  
As industrial locationing is a strategical decision, it is one of the most important issues in achieving long term success. 
Choosing a wrong location would be costly and hard to correct. Human resources, costs, proximity to customer and 
suppliers criteria make the industrial locationing decisions harder. These criteria fall into two categories, subjective and 
objective (Liang and Mao-jiun, 1991):  

Å Objective criteria: Financial criteria such as investment costs.  
Å Subjective criteria: Qualitative criteria such as finding work force and climate conditions.  

Most of the time, the optimum solution of industrial locationing problems requires more than one criteria or objective 
function. Therefore, multi-criteria decision mechanisms are applied in industrial locationing problems. AHP was used by 
Viswanadham and Kameshwaran (2007) in R&D facility locationing and by Fernandes and Ruiz (2009) in industrial 
locationing. ANP was used by Partovi (2006) in company locationing, by Tuzkaya et al. (2008) in waste storage locationing, 
and Aragones-Beltran et al. (2010) in urban solid waste facility locationing. TOPSIS method was used by Ertuĵrul and 
Karakaĸoĵlu (2008) in textile manufacture facility locationing, by Awasthi (2011) in urban distribution center locationing, 
and by Mokhtarian and Hadi-Venchen (2012) in dairy plant locationing. ELECTRE method was used by Barda (1990) in 
thermal plant locationing problem, by Norese (2006) in waste incineration and disposal facility locationing, and by Ka (2011) 
in dry cargo harbor locationing. Keleĸ and Tunca (2015) used hierarchical ELECTRE method in Teknokent locationing. 
SMAA (stochastic multi-criteria acceptability analysis) method was used by Hokkanen et al. (1999) in harbor locationing, 
by Menou et al. (2010) in main distribution center for air cargo locationing. There are also hybrid applications. For instance, 
there are studies offering use of AHP and TOPSIS together for locationing (Yang et al, 1997; Kuo, 2002; Yong, 2006; Chou 
et al, 2007). 
Fuzzy multi-criteria methods are also employed in locationing (Liang and Mao-jiun, 1991, Chou et al., 2008, Chou, 2010, 
Kahraman et al., 2003, Kaya and ¢ēnar, 2008). Kaboli et al., (2007) used fuzzy AHP approach in plant locationing. Demirel 
et al. (2010) applied Choquet integral in storage locationing. ¥zdaĵoĵlu (2011) used fuzzy ANP method. Momeni et al. 
(2011) used fuzzy VIKOR method for a plant locationing problem.  
 

Hospital Location Selection 

The general publicôs demand for health is rising promptly with the improvement of the living standard. Hospitals are one of 
the most important infrastructural objects. The increasing population, especially in developing countries, amplifies the 
demand for new hospitals. Hospitals are usually funded by the public sectors, by profit or nonprofit health organizations, 
charities, insurance companies or even religious orders. No matter who provides the answer, where to locate a new hospital 
is an important question to ask. Hospital site selection plays a vital role in the hospital construction and management. From 
aspect of the government, appropriate hospital site selection will help optimize the allocation of medical resources, matching 
the provision of health care with the social and economic demands, coordinating the urban and rural health service 
development, and easing social contradictions. From aspect of the citizen, proper hospital site selection will improve access 
to the health care, reduce the time of rescue, satisfy peopleôs medical needs as well as enhance the quality of life. From 
the aspect of the investors and operators of the hospital, optimum hospital site selection will definitely be cost saving on 
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capital strategy. It is an inevitable trend for hospitals to adopt cost accounting in order to adapt to the development of the 
market economy. Besides, better hospital site selection will promote the strategy of brand, marketing, differentiation and 
human resource, and enhance the competitiveness (Zhou et al., 2012). Hospital site selection is related to various aspects 
of the society. Mixed views and debates on which criteria are most important would confuse even health care experts. 
Previous studies were mainly classified into three categories based on the hospital type and scale as shown below: 

¶ General hospital : Capture rate of population, current and projected population density, travel time, proximity to 
major commuter and public transit routes, distance from arterials, distance from other hospitals, anticipated 
impact on existed hospitals, land cost, contamination, socio-demographics of service area. 

¶ Children hospital : Conformity to surrounding region, incremental operating costs, site purchase cost, travel time, 
proximity to public transport, traffic routes, site ownership, site shape, site gradient, ground conditions 
(soils/rock), access, ease of patient flow and staff movement, existing infrastructure and availability of services, 
perimeter buffer zone, environmental considerations, future population and prominence.  

¶ Professional medicine and cure hospital: proximity to future expansion space, consistency with city 
zoning/policies, compatibility with surrounding uses, character and scale, cost of site control, helicopter access, 
local community preferences, accessibility, centrality, environment, land ownership, size and future population 
and prominence (Ali et al., 2011).  

Schuurman et al. (2006) tried to define rational hospital catchments for non-urban areas based on travel-time and 
considered general travel time; population density; socio-demographics of service area. Wu et al. (2007) used the Delphi 
method, the AHP and the sensitivity analysis to develop an evaluation method for selecting the optimal location of a regional 
hospital in Taiwan and determining its effectiveness and considered population number, density and age profile; firm 
strategy, structure and rivalry; related and supporting industries; governmental policy; capital, labor and land. Vahidnia et 
al. (2008) used Fuzzy AHP, tried to select the optimum site for a hospital in Tehran using a GIS, while at the same time 
considering the uncertainty issue and considered population density; travel time; distance from arterials; land cost; 
contamination. Fuzzy AHP was used in similar research conducted to solve the problem of a new hospital location 
determination in Ankara by Aydin (2009). Soltani et al. (2011) tried to select hospital site by using two stage fuzzy multi-
criteria decision making process and considered distance to arterials and major roads; distance to other medical service 
centers; population density; parcel size for site screening and for site selection three main criteria; traffic, parcel 
characteristics, land use considerations. 
Selecting a location for a potential hospital often decides the success or the failure of such a facility. It is thus important to 
assess the locations from multiple dimensions before selecting the site. This paper focuses on the multi factor evaluation 
of hospital sites using AHP and GRA.  

Theoretical Background 

1. Analytic Hierarchy Process  

The Analytic Hierarchy Process (AHP) is a mathematical technique for multi-criteria decision making and is a structured 
technique for dealing with complex decisions. Rather than prescribing a "correct" decision. The AHP helps the decision 
makers find the one that best suits their needs and their understanding of the problem. Based on mathematics and 
psychology, it was developed by Thomas L. Saaty in the 1970s and has been extensively studied and refined since then. 
The AHP provides a comprehensive and rational framework for structuring a decision problem, representing and quantifying 
its elements, relating those elements to overall goals, and evaluating alternative solutions. It is used around the world in a 
wide variety of decision situations, in fields such as government, business, industry, healthcare, and education (El-abbadi 
et al.). 
According to Saaty (1995), the AHP process is based on three principles of methodical process: constructing hierarchies, 
establishing priorities and reasonable consistency. The first step in AHP is to work on the decision problem in order to 
decompose it and then try to build a hierarchical structure from the criteria or sub criteria. According to Saaty (1990), 
decision maker should be careful with the structuring hierarchy. In order to do this, the structure should present the problem 
in a best way, all sides of the factors that affect the problem should be considered, all the information sources that might 
help the solution should be considered and all the participators who will be in the problem process should be defined 
(Tanyas et al., 2010).  

The second step in using AHP is to set the priorities and weights for each element. The elements of each level of the 
hierarchy are rated using the pair wise comparison approach. The relative importance between two comparative factors is 
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reflected by the element values of judgment matrix. Table 1 shows general form of the measurement scale. It has relative 
importance in scale of 1-9 (Saaty, 1980; Güngör et.al., 2014) 

Table 1. Scale for pairwise comparison in AHP 

Importance degree  Descriptions Explanation 

1 Equally important Criteria i and j are of equal importance 

3 Weakly important Criteria i is weakly more important than objective j 

5 Strongly important Criteria i is strongly more important than objective j 

7 Very strongly 
important 

Criteria i is very strongly more important than objective j 

9 Extremely important Criteria i is extremely more important than objective j 

2, 4, 6, 8  Intermediate values For example, a value of 8 means that Criteria i is midway between strongly and more 
important than objective j 

The actorsô comparative decisions between the paired goals build the basic pair wise comparison according to the relative 
importance of one goal to another. Paired comparisons are asked to the respondents in order to define which goal or criteria 
in the pair are more important to him/her. Saatyôs scale of measurement for the paired comparisons uses the verbal 
comparisons into numerical value of the scale as in Table 1. 

After defining and decomposing the problem into a hierarchical structure with decision elements, the pairwise comparison 
matrix (A) is formed (1). 

ὃ ὥ

ὥ Ễ ὥ
ể Ệ ể
ὥ Ễ ὥ

       

 (1) 

Where ὥ represents the judgment degree of ith factor compared to jth factor.  

The weights vector (WA) is formed (2). 

ὡ

ụ
Ụ
Ụ
Ụ
ợБ ὥ

Б ὥ

ể

Б ὥ Ứ
ủ
ủ
ủ
Ủ

         

 (2) 

The normalized weights vector (W 'A) is then obtained as follows: 

ὡ

ụ
Ụ
Ụ
Ụ
Ụ
Ụ
Ụ
Ụ
ợБ ὥ

В Б ὥ

Б ὥ

В Б ὥ

ể

Б ὥ

В Б ὥ Ứ
ủ
ủ
ủ
ủ
ủ
ủ
ủ
Ủ

ὡ
ὡ
ể
ὡ

     

 (3) 

The last step, is checking consistency. According to Saaty (1990), consistency is not guaranteed in any measurement type. 
Errors in judgment are common; therefore, the consistency ratio (CR) is used to measure the consistency in pair wise 
comparisons. He proved that for common matrix, the largest eigen value is equal to the size of comparison matrix. The 
inconsistency of comparison matrix is computed as follows: 
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ὅὍ           

 (4) 

Consistency check is applied by computing the consistency ratio (CR): 

ὅὙ           

 (5) 

Where RI is the random index. The values of RI are shown in Table 2. 

 

Where CRÒ0.10, it means that the inconsistency of the pairwise comparison matrix is in desired interval and matrix is 
acceptable. 

2. Grey Relational Analysis 

Many systems, such as those that are social, economic, agricultural, industrial, ecological, or biological in nature, are named 
based on the fields and ranges to which the research subjects belong. In contrast, the name grey systems was chosen 
based on the colors of the subjects under investigation. For example, in control theory, the darkness of colors has been 
commonly used to indicate the degree of clarity of information. One of the most well accepted representations is the so-
called ñblack box.ò It stands for an object with its internal relations or structure totally unknown to the investigator. Here, we 
use the word ñblackò to represent unknown information, ñwhiteò for completely known information, and ñgreyò for that 
information which is partially known and partially unknown. Accordingly, we name systems with completely known 
information as white systems, systems with completely unknown information as black systems, and systems with partially 
known and partially unknown information as grey systems, respectively.  
In our daily social, economic, and scientific research activities, we often face situations involving incomplete information. 
For example, in some studies of agriculture, even though all the information related to the area which is planted, the quality 
of seeds, fertilizers, irrigation, etc., is completely known, it is still difficult to estimate the production quantity and the 
consequent annual income due to various unknown or vague information related to labor quality, level of technology 
employed, natural environment, weather conditions, etc. (Liu et. Al., 2006). 
There are four possibilities for incomplete information of systems. 

1. The information of elements (or parameters) is incomplete. 
2. The information on structure is incomplete. 
3. The information on boundary is incomplete. 
4. The behavior information of movement is incomplete 

Having ñincomplete informationò is the fundamental meaning of being ñgreyò. In different circumstances and from different 
angles, the meaning of being ñgreyò can still be extended. For more details, see Table 3 (Liu et. Al., 2006). 

 
Probability and statistics, fuzzy mathematics, and grey systems theory have been the three most-often applied theories 
and methods employed in studies of non-deterministic systems. Even though they study objects with different uncertainties, 

Table 2: RI values 

n 2 3 4 5 6 7 8 

RI 0 0,58 0,9 1,12 1,24 1,32 1,41 

Table 3. Comparison between black, grey and white systems 

  Black Grey White 

Information Unknown Incomplete Known 

Appearance Dark Grey Bright 

Process New Replace old with new Old 

Property Chaos Complexity Order 

Methodology Negative Transition Positive 

Attitude Indulgence Tolerance Serenity 

Conclusion No result Multiple solution Unique solution 
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the commonality of these theories is their ability to make meaningful sense out of incompleteness and uncertainties. The 
comparison of these three theories is in the following Table 4 (Liu et. Al., 2006). 

 
Grey number represents that the information of the number is insufficient and incomplete, and it belongs to a range instead 

of crisp value. A grey number g denotes by ἆg. 

ἆÇ ÇȟÇ            
 (6) 

Where g-, g+ represent the lower and upper bound of the interval. Let ἆg1 and ἆg2 be two grey numbers, and be a crisp 
number, then the grey number arithmetic operations can be shown as follows: 

ἆÇ Ç ȟÇ          
 (7) 

ἆÇ Ç ȟÇ          
 (8) 
Grey number addition 

ἆÇ ἆÇ Ç ȟÇ Ç ȟÇ Ç Ç ȟÇ Ç     (9) 
Grey number subtraction 

ἆÇ ἆÇ Ç ȟÇ Ç ȟÇ Ç Ç ȟÇ Ç     (10) 
Grey number multiplication 

ἆÇȢἆÇ Ç ȟÇ Ç ȟÇ
ÍÉÎÇ Ç ȟÇ Ç ȟÇ Ç ȟÇ Ç ȟÍÁØÇ Ç ȟÇ Ç ȟÇ Ç ȟÇ Ç   (11) 

Grey number division 
ἆ

ȟ          

 (12) 

ἆ
ȟ          

 (13) 

Where Ç πȟÇ πȟÇ πȟ Ç πȟÁ π.  
The grey relational analysis with grey numbers and group decision making procedure has been developed, as shown in 
step 1 to step 8. 
Step 1: Assume that L experts have been invited to participate in the evaluation of the alternative. Establish the grey 
decision-making matrix (Gk). 
Assuming that there are m alternative characterized by n criteria, and the decision-making matrix given by the (k)th expert 
has been shown in Eq. (14) 

ἆ'
ἆÇ Ễ ἆÇ
ể Ệ ể

ἆÇ Ễ ἆÇ

        

 (14) 

Table 4. Comparison between grey systems theory, probability, statistics and fuzzy mathematics 

  Grey systems theory Probability, statistics Fuzzy mathematics 

Objects of study Poor information Uncertainty Stochastic Uncertainty Cognitive Uncertainty 

Basic sets Grey hazy sets Cantor sets Fuzzy sets 

Methods Information coverage Probability distribution Function of affiliation 

Procedure Grey series generation Frequency distribution Marginal sampling 

Requirement Any distribution Typical distribution Experience 

Emphasis Intention Intention Extension 

Objective Laws of reality Laws of statistics Cognitive expression 

Characteristics Small samples Large samples Experience 
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ἆÇ Ç ȟÇ , i=1,2,3,é.,m; j=1,2,éé,n      

 (15) 

Where ἆÇ represents the value of the (j)th criterion of the (i)th alternative evaluated by the (k)th expert. 

Step 2: Normalize the data in the decision-making matrix, the methods for data processing should be chosen according to 
the types of the criteria. If the larger the criteria, the better the alternative, the criteria can be called benefit-criteria, on the 
contrary, the larger the criteria, the worse the alternative, the criteria can be called cost-criteria. 
Benefit-criteria: 

ἆÙ 
ἆ

ἆ ȟ   , i=1,2,3,é.,m; j=1,2,éé,n     

 (16) 
Cost criteria: 

ἆÙ 
ἆ ȟ

ἆ  
 , i=1,2,3,é.,m; j=1,2,éé,n      

 (17) 
Step 3: Generate the reference alternative, the normalized matrix has been shown in Eq. (18), and the reference alternative 
can be determined by Eqs. (19) and (20). Reference alternative is the ideal best one. 

ἆ9
ἆÙ Ễ ἆÙ
ể Ệ ể

ἆÙ Ễ ἆÙ

        

 (18) 

Ùȟ ÙȟȟÙȟȟÙȟȟȢȢȟÙȟ         

 (19) 

Ùȟ ÍÁØÙȟ ȟÊ ρȟςȟσȟȣȢȢȟÎ       

 (20) 

Where Ùȟ is the reference value in relation to the (j)th criterion. 

Step 4: Calculate the difference between the alternatives and the reference alternative, and construct the difference matrix 
by Eqs. (21) and (22). 

ἆɝ
ἆɝ Ễ ἆɝ
ể Ệ ể

ἆɝ Ễ ἆɝ

        

 (21) 

ἆɝ Ùȟ ÙȟȟÙȟ Ùȟ ȟÉ ρȟςȟȣȢȢȟÍȠÊ ρȟςȟσȟȣȢȟÎ    (22) 

Step 5: Calculate the grey relational coefficient for each alternative by Eqs. (23), (24) and (25). 

ἆʀ ἆʀȟȟἆʀȟ          

 (23) 

ἆʀȟ
ȟ ἆ ȟ

ȟ ἆ ȟ       

 (24) 

ἆʀȟ
ȟ ἆ ȟ

ȟ ἆ ȟ        

 (25) 

Where ἆʀ is the grey relational coefficient, ɟ represents the distinguishing coefficient, it takes the value of 0.5 in this 

paper. 
Step 6: Calculate the grey relational degree. A grey relational degree is a weighted sum of the grey relational coefficients, 
as shown in Eq. (26). 

ἆɾ В ἆʀἆʖ         

 (26) 

Where ἆʖ represents the grey weight (weighting coefficient) of the (j)th criterion. 
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Step 7: Whiten the grey relational degree and rank the alternatives. The whitening relational degree can be calculated by 
Eqs. (27) and (27). Rank the alternative according to the rule that the bigger the whitening relational degree, the better the 
corresponding alternative. 

ἆɾ ɾȟȟɾȟ          

 (27) 

ɾ
ȟ ȟ

          

 (28) 

Where ἆɾ represents the grey relational degree and ɾrepresents whitening relational degree of the (i)th alternative 

respectively. 
Step 8: Carry out group decision-making. Calculate the integrated relational degrees according to Eq. (29), and rank the 
prior order of the alternative according to the rule that the bigger the integrated relational degree, the better the 
corresponding alternative. 

ɾ Б ɾ Ⱦ          

 (29) 

Where ɾ represents the integrated relational degree of the i(th) alternative (Manzardo et. Al., 2012). 
Under many situations, the values of the quantitative and qualitative criteria are often imprecise or vague, therefore GRA, 
one of the sub-branches of Dengôs Grey Theory (Deng, 1989). Yang et al. (2006) used a combined AHP and GRA for 
supplier selection problem. AHP was used to calculate relative importance weightings of qualitative criteria. Then, the 
qualitative and quantitative data were utilized together and obtained the grey relational grade values. The best supplier had 
the highest grey relational value among others. Li et al. (2007) proposed a grey-based decision-making approach to the 
supplier selection problem. Congjun et al. (2009) presented a study on group decision making model based on grey 
relational analysis. Chiang-Ku et al (2009) used ANP and GRA to evaluate the employability of graduates from department 
of risk management and insurance. The paper proposed a curriculum performance evaluation method combining the 
Analytical Network Process (ANP) and the Grey Relational Analysis (GRA). Feng et al. (2011) presented a Study on Grey 
Relation Analysis Based on Entropy Method in Evaluation of Logistics Center Location grey relational analysis. The weights 
of the evaluation indexes were defined by the entropy method. The quantitative process and comparison of the qualitative 
information were made by GRA. Manzardo et al. (2012) developed a grey-based group decision-making methodology for 
the selection of hydrogen technologies in life cycle sustainability perspective. Kose et al. (2013) suggested an integrated 
approach based on grey system theory for personnel selection. Birgun et al. (2014) presented a study on a multi-criteria 
call center site selection by hierarchy grey relational analysis and the paper dealed with an approach based on AHP and 
GRA for choosing the best call center site. Hashemi et al. (2015) proposed an integrated green supplier selection approach 
with analytic network process and improved grey relational analysis. 
 
Execution 
In this case hospital location selection problem for a public hospital. Public benefit should be maximized whereas possible 
regret should be minimized in this process. In this case, GRA is recommended. The decision-makers consisted by three 
academics and three experts from the ministry of health. Three locations have been proposed by the governorship and the 
municipality for hospital site selection evaluation. These location sites are shown as a1, a2, and a3. 
Many different criteria are considered for hospital site selection in many different researches and based on the considered 
situations for each research case. These criteria are integrated in the current research and classified into six criteria. These 
criteria are listed as: 

¶ C1: Site conditions and surrounding ( Site size, Site preparation time, Parking: Surrounding street network to 
accommodate adequate parking, Proximity to banking facility, Proximity to community services, and Attractive 
outlook ) 

¶ C2: Accessibility and traffic ( Public transport link, Bicycle, Pedestrian, and Commute time for hospital staff ) 

¶ C3: Patient/emergency access consideration ( Helicopter access and Access to road network) 

¶ C4: Cost (Site preparation cost, Operational cost, and Maintenance cost). 

¶ C5: Future considerations (Expansion ability and Represent different geographic regions).  

¶ C6: Nuisance (Atmosphere conditions and Noise). 
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The weights of these criteria calculated by using AHP. The group leader determined the weights of the criteria which is 
calculated by using AHP. Where CR=0.04, it means that the inconsistency of the pairwise comparison matrix is in desired 
interval and matrix is acceptable. The weights of the criteria are as shown in Table:5. 

Table: 5 The pair-wise comparison matrix for criteria 

 C1 C2 C3 C4 C5 C6 WĶ 

C1 1 3 5 1 7 9 0.34 

C2 1/3 1 3 1/3 5 7 0,17 

C3 1/5 1/3 1 1/5 3 5 0,09 

C4 1 3 5 1 7 9 0,34 

C5 1/7 1/5 1/3 1/7 1 3 0,05 

C6 1/9 1/7 1/5 1/9 1/3 1 0,03 

After determining the weights of criteria, the next step is establish the grey decision-making matrix (Gk). The grey decision-
making matrix (Gk) was established by the using decision making references as shown in Table 6. The next step, we 
normalized the data in the decision-making matrix and we generated the reference alternative as shown in Table 7. After 
normalized the data, we calculated the difference between the alternatives and the reference alternative, and construct the 
difference matrix as shown in Table 8. The next step we calculated the grey relational coefficient for each alternative as 
shown in Table 9. 
 
 
                           Table 6: The grey decision-making matrix (Gk).    
 
 

 
 
 
 
 

DM#1 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#2 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#3 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#4 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#5 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#6 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,0.4 0.6 0.4 0.6 0.6 0.80.8 1.0 0.4 0.6

0.4 0.6

0.6 0.8 0.4 0.6 0.4 0.6 0.2 0.4

0.6 0.8 0.4 0.6 0.4 0.6

0.6 0.8

0.4 0.6

0.6 0.8 0.6 0.8 0.6 0.8

0.4 0.6

0.6 0.8 0.4 0.6 0.6 0.8 0.8 1.0

0.6 0.8 0.6 0.8 0.6 0.8

0.4 0.6 0.4 0.6 0.6 0.8 0.4 0.6

0.6 0.8 0.8 1.0 0.6 0.8

0.4 0.6

0.6 0.8 0.4 0.6 0.4 0.6 0.4 0.6

0.4 0.6 0.4 0.6 0.6 0.8

0.6 0.8

0.6 0.8 0.2 0.4 0.6 0.8 0.6 0.8

0.8 1.0 0.6 0.8 0.6 0.8

0.6 0.8

0.8 1.0 0.6 0.8

0.4 0.6

0.6 0.8 0.6 0.8 0.4 0.6 0.4 0.6

0.4 0.6 0.6 0.8 0.4 0.6

0.4 0.6 0.4 0.6

0.6 0.8 0.6 0.8 0.4 0.6

0.4 0.6 0.4 0.6 0.6 0.8

0.6 0.8

0.4 0.6 0.4 0.6

0.8 1.0 0.4 0.6

0.8 1.0 0.4 0.6

0.6 0.8 0.8 1.0

0.4 0.6 0.6 0.8

0.6 0.8 0.4 0.6

0.6 0.8

0.6 0.8 0.2 0.4 0.4 0.6

0.8 1.0 0.4 0.6

0.4 0.6 0.6 0.8

0.6 0.8 0.2 0.4

0.4 0.6 0.6 0.8

0.8 1.0 0.8 1.0

0.4 0.6 0.8 1.0

0.6 0.8 0.6 0.8

0.4 0.6 0.6 0.8

Cost

0.6 0.8 0.6 0.8

0.8 1.0

Accessibility and 

traffic

Patient/ 

emergency 

access 

consideration 

Site conditions 

and surrounding

Future 

considerations 

Nuisance

0.6 0.8 0.8 1.0

0.6 0.8 0.8 1.0
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Table 7: Normalized decision-making matrix 
 

 
 
 Table 8: The difference matrix  
   

 

DM#1 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#2 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#3 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#4 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#5 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#6 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

1.0 1.0

0.66 1.0 0.75 1.0 0.5 0.660.8 1.0 0.5 0.75 0.5 0.75

0.66 1.0 0.25 0.5 0.4 0.5

0.75 0.66 1.00.4 0.6 0.75 1.0 0.75 1.0

0.6 0.8 0.75 1.0 0.5 0.75

0.66 1.0 0.5

0.75 1.0 0.6 0.8 0.66 1.00.4 0.6 0.5 0.75 0.75 1.0

0.75 1.0 0.8 1.0 0.66 1.00.6 0.8 0.75 1.0 0.5 0.75

0.75 1.0 0.75 1.0 0.5 0.660.8 1.0 0.4 0.6 0.75 1.0

0.5 0.75 0.4 0.6 0.66 1.00.8 1.0 0.75 1.0 0.25 0.5

0.5 0.75 0.75 1.0 0.66 1.00.4 0.6 0.8 1.0 0.5 0.75

0.5 0.75 0.5 0.75 0.4 0.50.8 1.0 0.6 0.8 0.5 0.75

0.8 1.0 0.75 1.0 0.25 0.660.5 0.75 0.75 1.0 0.75 1.0

0.6 0.8 0.5 0.75 0.25 0.660.75 1.0 0.5 0.75 0.5 0.75

0.75 1.0 0.75 1.0 0.5 0.660.5 0.75 0.6 0.8 0.8 1.0

0.6 0.8 0.75 1.0 0.5 1.00.75 1.0 0.75 1.0 0.25 0.5

0.75 1.0 0.5 0.75 0.66 1.00.75 1.0 0.8 1.0 0.4 0.6

0.5 0.75 0.5 0.75 0.4 0.50.75 1.0 0.6 0.8 0.6 0.8

0.4 0.6 0.75 1.0 0.5 0.660.6 0.8 0.75 1.0 0.75 1.0

0.8 1.0 0.75 1.0 0.66 1.00.8 1.0 0.5 0.75 0.75 1.0

Accessibility and 

traffic  (Benefit)

Patient/ 

emergency 

access 

consideration   

(Benefit)

Site conditions 

and surrounding   

(Benefit)

Future 

considerations    

(Benefit)

Nuisance   

(Benefit)

Cost (Cost)

0.6 0.8 0.5 0.75 0.66 1.00.8 1.0 0.5 0.75 0.5 0.75

1.0 1.0 1.0 1.0

DM#1 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#2 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#3 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#4 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#5 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#6 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,0 0.34 0 0.25 0.34 0.50 0.2 0.25 0.5 0.25 0.5

0 0.34 0.25 0.5 0 0.340.4 0.6 0 0.25 0 0.25

0 0.34 0.5 0.75 0.5 0.60.2 0.4 0 0.25 0.25 0.5

0 0.25 0.2 0.4 0 0.340.4 0.6 0.25 0.5 0 0.25

0 0.25 0 0.2 0 0.340.2 0.4 0 0.25 0.25 0.5

0 0.25 0 0.25 0.34 0.50 0.2 0.4 0.6 0 0.25

0.25 0.5 0.4 0.6 0 0.340 0.2 0 0.25 0.5 0.75

0.25 0.5 0 0.25 0 0.340.4 0.6 0 0.2 0.25 0.5

0.25 0.5 0.25 0.5 0.5 0.60 0.2 0.2 0.4 0.25 0.5

0 0.2 0 0.25 0.34 0.750.25 0.5 0 0.25 0 0.25

0.2 0.4 0.25 0.5 0.34 0.750 0.25 0.25 0 0.25 0.5

0 0.25 0 0.25 0.34 0.50.25 0.5 0.2 0.4 0 0.2

0.2 0.4 0 0.25 0 0.50 0.25 0 0.25 0.5 0.75

0 0.25 0.25 0.5 0 0.340 0.25 0 0.2 0.4 0.6

0.25 0.5 0.25 0.5 0.5 0.60 0.25 0.2 0.4 0.2 0.4

0.4 0.6 0 0.25 0.34 0.50.2 0.4 0 0.25 0 0.25

0 0.2 0 0.25 0 0.340 0.2 0.25 0.5 0 0.25

1.0 1.0 1.0 1.0 1.0 1.0

Accessibility and 

traffic

Patient/ 

emergency 

access 

consideration 

Site conditions 

and surrounding

Future 

considerations 

Nuisance Cost

0.2 0.4 0.25 0.5 0 0.340 0.2 0.25 0.5 0.25 0.5



ISBN 9788890916168         Recent Ideas on Economics, Finance and Business 2017 

 
83 

 
Table 9: The grey relational coefficient 

 
 
Then we calculated the grey relational degree. A grey relational degree is a weighted sum of the grey relational coefficients. 

Where ἆɾ represents the grey relational degree and ɾrepresents whitening relational degree of the i(th) alternative 

respectively as shown in Table 10. The last step is calculating the integrated relational degrees according to Eq. (29), and 
rank the prior order of the alternative according to the rule that the bigger the integrated relational degree, the better the 
corresponding alternative as shown in Table 11. 
 

DM#1 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#2 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#3 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#4 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#5 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

DM#6 a1 , , , , , ,

a2 , , , , , ,

a3 , , , , , ,

Wi

Accessibility and 

traffic

Patient/ 

emergency 

access 

consideration 

Site conditions 

and surrounding

Future 

considerations 

Nuisance Cost

0.166 0.089 0.336 0.047 0.026 0.336

0.56 1 0.33 0.5 0.33 0.5 0.38 0.56 0.33 0.5 0.42 1

1 0.33 0.42

0.56 1 0.33 0.5 0.5 1 0.56 1 0.5 1 0.42 1

0.38 0.56 0.5 1 0.5 1 0.29 0.38 0.5

0.55 0.47 1

0.55 1 0.43 0.6 0.43 0.6 0.38 0.55 0.38 0.55 0.33 0.38

0.55 1 0.6 1 0.33 0.43 0.55 1 0.38

1 0.38 0.47

0.75 1 0.75 1 0.38 0.43 0.58 0.65 0.75 1 0.5 1

0.38 0.55 0.43 0.6 0.6 1 0.55 1 0.55

1 0.38 0.52

0.75 1 1.5 0.6 0.5 0.6 0.58 0.65 0.5 0.6 0.38 0.52

0.5 0.6 0.75 1 0.75 1 0.83 1 0.75

1 0.47 1

0.6 1 0.43 0.6 0.38 0.55 0.38 0.55 0.38 0.55 0.33 0.38

0.33 0.43 0.6 1 0.38 0.55 0.38 0.55 0.55

1 0.38 0.47

0.65 1 0.6 1 0.33 0.43 0.43 0.6 0.38 0.48 0.52 1

0.6 1 0.33 0.43 0.55 1 0.55 1 0.55

0.65 0.52 1

0.48 0.65 0.6 1 0.43 0.6 0.6 1 0.65 1 0.52 1

0.38 0.48 0.43 0.6 0.6 1 0.6 1 0.48

0.6 0.52 1

0.48 0.65 0.6 1 0.43 0.6 0.52 1 0.33 0.43 0.38 0.43

0.38 0.48 0.6 1 0.6 1 0.52 1 0.43

1 0.43 0.520.65 1 0.43 0.6 0.43 0.6 0.52 1 0.6
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Table 10: The grey relational degree    Table 11: Integrated relational degree 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Conclusion  
Hospital location site selection problem turns into a complicated problem that one decision-maker cannot handle as amount 
of the investment increases. In this case, personal expertise is not enough and the subject should be examined from 
different angles. Therefore, the problem was handled by group decision making method as the information and experience 
provided by the persons would be more than one person's information and experience and this would increase the 
effectiveness of the decision. Location site selection is a strategical decision and a mistake would be very hard to correct. 
As a result of the study alternative 1 (a1) was selected by the group. As you see a1 and a3 had very close value. a1 and a3 
are very close places and nearly same size, so the result did not surprise us too much. 
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Abstract 

Traveling Salesman Problem (TSP) is among the most popular combinatorial problems and has been widely 
studied with many extensions in the literature. There have been integer programming formulations and solution 
approaches for TSP and its variations. One of the most popular topics is the multiple TSP (m-TSP). It has been 
started to work on the last decades. Generally, m-TSP has a single depot and more than one tour. However, 
some types have more than one depot. Besides, if seeking, many encounter with double traveling salesman 
problem (d-TSP). As inferred from the literature, d-TSP is a variation of m-TSP in which two salespersons 
operate in parallel. They start and end either in a single or two depots. Apart from the literature, a new TSP 
model has been constructed in this study. The model analyzes the behaviors of traveling salesmen both in the 
main and secondary tour. Tours have been aggregated via single node existing in the secondary tour. In the 
application part, Simulated Annealing (SA) was used to optimize the traveling paths of salesmen. The objective 
parameters of both tours have been explored within a numerical example. According to them, several cost values 
have been found. The optimum parameters and costs of both tours are to be determined and some practical 
issues relevant to the behaviors of traveling salesmen have been given. Results suggest that alternative travel 
plans of traveling salesmen could be possible. Also, findings give hints about both tours and their characteristics.  

Keywords: Double Traveling Salesman Problem, Integer Programming, Combinatorial Optimization. 

 

1. Introduction 

The traveling salesman problem is among the popular topics in the field of combinatorial optimization. The salesman has 
an objective to minimize the travel distance by visiting each city only once. The complexity of TSP grows exponentially as 
number of nodes increases. If huge number of nodes exist, TSP gets substantially hard. Therefore, new techniques and 
methodologies have been developed so as to solve TSP effectively. Heuristic and metaheuristic solution procedures are 
the most accepted ones to cope with TSPs. TSP covers many sub-topics which have close relations with other complex 
structured routing problems. By the way, TSP (decision version) is NP-complete problem. TSP is also in class NP and 
many other problems, such as satisfiability problem (SAT), clique problem, vertex cover problem and hamiltonian path 
problem reduce to TSP decision problem (Farahani & Hekmatfar (eds.), 2009, p. 33-34). Basically, TSP has two widely 
researched variants, named as traveling purchaser problem (TPP) and vehicle routing problem (VRP). Those are applicable 
and useful for operations research and especially in the field of many industries. Other than TPP and VRP, m-TSP is 
another form of TSP in which more than one salesman operates through multiple paths. Bektas (2006) gives some 
formulations and solution procedures for m-TSP. Although there exist quite more publications upon TSP and VRP, m-TSP 
has less attention in the literature. Possible variations of m-TSP are classified by number of depots, number of salesmen, 
the number of salesmen having fixed charges, time windows and the other special constraints. One of the most widely 
studied m-TSP is double traveling salesman problem (d-TSP). In d-TSP, some types have two depots and two salesmen 
operate independently. Other types have single depot and they return to the original depot. If the salesmen being used in 
optimization are not stated, then each salesman usually has an associated fixed cost incurring whenever this salesman 
used in this solution. On the other hand, number of tours is fixed in d-TSP. D-TSP has two tours in all cases. 
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In this research, a new model has been proposed for d-TSP, named as two centered d-TSP (tcd-TSP). The reason of using 
this term is the existing of two depots (centers) which are waiting to be selected among other nodes. One of them is the 
home depot of primary tour and the other is the home depot of secondary tour. Therewithal, the second center is the 
aggregation point of both tours. To be clear, the model investigates the relative status of primary and secondary paths. 
Hence, two parameters are set to evaluate both tours and their characteristics. Eventually, the optimum traveling plan and 
the optimum parameters for tcd-TSP are to be found out. 

2. Literature Research 

There has been wide range of publication upon TSP and its variations. Burkard, Deineko, van Dal, van der Veen and 
Woeginger (1998) write a survey upon special cases of the TSP. They mention about symmetric and asymmetric matrices, 
euclidean TSP and the various special cases of the TSP. One of the leading classifications is depending on data whether 

to be symmetric or asymmetric. In symmetric TSP (s-TSP), the cost measure jiij dd = associated with edge ( ) Aji Í,  

is valid for all pair of points. If jiij dd ¸  for at least one, then the TSP becomes asymmetric TSP (a-TSP). Several a-TSP 

formulations are given in (Oncan, Altēnel & Laporte, 2009). There have been recently found many publications on the two 
types of TSP worked out through heuristics. To solve the well-known symmetric and asymmetric TSPs, a new version of 
bat algorithm is introduced in (Osaba, Yang, Diaz, Lopez-Garcia & Carbelledo, 2016). Brest and Zerovnik (2005) developed 
a heuristic algorithm for the a-TSP and studied with instances from TSPLIB library. A new genetic algorithm for asymmetric 
version is proposed and solved on benchmark instances in (Nagata & Soler, 2012). The other widely studied classification 
is depending on the number of tours in the problem. The number of tours can be single, double or multiple. In this context, 
m-TSP can be defined as in (Bektas, 2006, p. 209-210): In a given of nodes, let there are m salesmen located at a single 
depot node. The remaining nodes that are to be visited are intermediate nodes. Then the m-TSP consists of finding tours 
for all m salesmen, who all start and end at the depot such that each intermediate node is visited exactly once and the total 
cost of visiting all nodes is minimized. The cost metric can be defined in terms of distance, time etc. The basic extensions 
of m-TSP are also touched upon in this section. Since TSP is a special version of m-TSP, if one tour exists, m-TSP reduces 
to the TSP. If double tour exists, m-TSP reduces to the d-TSP. Likewise, the other versions of m-TSP can be obtained as 
the number of tours in the problem changes. There has been limited number of publication upon m-TSP and its extensions. 
In this study, some of the important ones are given. Kara and Bektas (2006) give some integer programming formulations 
for m-TSP and its variations. They show that the solution of multidepot m-TSP with the proposed formulation is significantly 
superior to previous approaches. Cheang, Gao, Lim, Qin and Zhu (2012) extend the TSP with pick-up delivery and LIFO 
loading (TSPPDL) by considering two additional factors, the use of multiple vehicles and a limitation on the total distance 
that a vehicle can travel. Chan and Baker (2005) consider the multiple depots multiple TSFLP expanded to include vehicle 
range and multiple service frequency requirements. Artificial intelligence has started to play an important role in solving m-
TSP. By using genetic algorithm and evolutionary programming, a new methodology for m-TSP was developed in several 
studies (Carter & Ragsdale, 2006; Kota & Jarmai, 2015; Yuan, Skinner, Huang & Liu, 2013). Modares, Somhom and 
Enkawa (1999) propose an algorithm for TSP based on self organizing neural network approach and extend it to m-TSP. 
In the following researches (Mladenovic, Urosevic, Hanafi & Ilic, 2012; Soylu, 2015), VNS approach was used to solve m-
TSP. As mentioned before, one of the important extensions of m-TSP is the d-TSP. Plebe and Anile (2002) developed an 
algorithm and applied a neural network based approach to d-TSP. One of the most common research topics of d-TSP is 
the d-TSP with multiple stacks (d-TSPMS). There have been quite a lot of publications in this version. Petersen and Madsen 
(2009) introduce the problem and present four different metaheuristic approaches to its solution. Efficient algorithms for the 
problem are presented in (Cazassa, Ceselli & Nunkesser, 2012) and exact methods for the problem are developed in (Iori 
& Ledesma, 2015). Petersen, Archetti and Sprenza (2010) present mathematical formulations and solution approaches for 
the problem. It can be counted more publications in relation to d-TSP and its extensions.  

The remainder of the paper is organized as follows: Section 3 formally introduces the tcd-TSP and gives the integer 
programming formulation. In Section 4, a simulated annealing based algorithm for the problem is proposed and the model 
is tested for a group of parameters and findings are given. Finally, Section 5 summarizes and comments on the contribution 
of this paper. 
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3. Mathematical Model for tcd-TSP         

As mentioned in introduction part, a new mathematical model has been developed in this section. In tcd-TSP, the problem 
has two center points selecting among nodes and tours are aggregated via single node existing in the secondary tour. The 
center points are represented as the home depots of the tours. Thus, the optimum solution changes as the home depots 
change. In addition, each travel path is set by a parameter. Thence, the optimum solution is also affected by the objective 
parameters. In light of this information, the basic tcd-TSP can be formulated as follows: 
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In the model formulation, objective function minimizes the total cost of two salesmen in terms of distance. Equations (Eqs.) 
(1) and (2) are the degree constraints for the primal tour. Eqs. (3) and (4) are the degree constraints for secondary tour. 
Inequalities (Ineq.) (5) and (6) are the subtour elimination constraints for tour 1 and 2, respectively. Expression (7) gives 
decision variables and states that some of the nodes belong to primary tour and the remaining belongs to the other one. 
The integer programming formulation has n2+n+m2-m zero-one decision variables and 2n+1+2m+n+m constraints for each 
model constructed because of the unknown location of transfer point. In total, there exist mn2+m3+mn-m2 zero-one decision 
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variables and m2n+1+m2m+mn+m2 constraints in the integer programming model. Thus, the formulation has ʆ(mn2) integer 
variables and ʆ(m2n+1) constraints if inequality nÓm is hold. The tcd-TSP formulation has approximately the four thousand 
variables and twenty million inequalities when n=20, m=10.  

The proposed integer programming model for tcd-TSP is convenient for tourism organizations, cargo and freight 
transportation by all modes, the design of two-piece objects, fixing the transfer/transshipment points and depot locations 
and etc.  

4. Application of the SA Algorithm for the tcd-TSP 

Kirkpatrick, Gelatt, and Vecchi (1983) introduced the simulated annealing algorithm which attempts to solve hard 
combinatorial optimization problems in operational research area by using the annealing process of hard metals. The 
authors found out the relation between the annealing process and optimization. Thereafter, they formulated the relation in 
compact form and it has begun to apply in many optimization problems. In this section, a neighborhood structure has been 
developed and embedded in SA algorithm. Here, also a distinct objective function is evaluated for two interrelated tours. 
This structure is peculiar to tcd- TSP. As explained clearly, the overall steps of SA are given below: 

4. 1. Steps of the SA Algorithm for tcd-TSP  

Step 1. Select the initial tours A and B, objective parametersaandb, iteration limit K, the iteration limit L for temperature 

change, initial temperature T0, cooling rate r (0< r <1). Global solution A*=A1, B*= B1, global index k=1 and iteration counter 
l=1. 

Step 2. Select a point randomly from secondary tour B and fix it as transfer point between A and B. Revise the primal tour 
A including the home depot location. 

Step 3. Define two indices for both tours separately and exchange the points represented by them. For instance, indices a, 

b for A and indices d, e for B. Calculate the net improvement as ( ) ( )[ ]11 **** +++-+=D kkkk BAZBAZZ baba . It should 

be here noticed that alpha and beta can get out of the brackets since they are parameters. 

Step 4. If 0²DZ (min.), then accept the solution and update it. Go to step 6, otherwise go to step 5. 

Step 5. If ( ) ( )( )[ ] 5.0/****exp 11 ²+-+-= ++
k

kkkk TBAZBAZP baba then update 11 ++ D+= kkk AAA  and 

11 ++ D+= kkk BBB , otherwise update 
kk AA =+1 and 

kk BB =+1 . Go to step 7. 

Step 6. If the objective value ( )11 ** +++ kk BAZ ba  is superior to global objective value, update the global solutions

1* += kAA and .1* += kBB  

Step 7. LlIfllkk =+=+= .1,1 take 1=l  and update T as TrT *= . Return to Step 2. 

Step 8. If Kk= then stop the algorithm. 

4. 2. Data and Parameter Settings 

In this application, a kind of medium size problem has been handled with size (n=10, m=5). The random data has been 
used in the application. In order not to converge quickly the poor solutions, a relatively high initial temperature T0 has been 
taken (T0 =100000) in SA algorithm. Cooling rate is also taken high because of keeping the accepting probability of poor 
results high (r= 0.80). L=1500, the iteration limit for temperature change is sufficient to get optimum results for this medium 
size problem. K=35000, the global iteration limit is also sufficient to get best results for the problem (n=10, m=5).  

4. 3. Computational Results 

The SA algorithm for the tcd-TSP was developed using MatlabR2015b and run on a PC Pentium (R) Dual-Core CPU 3.33 
GHz speed with 4 GB of RAM. The proposed SA based algorithm converged to the optimal solution within acceptable time. 
The coded algorithm was run 10 times for each pair of alpha and beta and 35000 iterations for each run. As seen in Table 

1, avaries in the interval [10,100] and b is kept fixed at 0.01. In Table 2, ais kept fixed at 90 and b varies in the interval 
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[0.01, 1]. Although the algorithm explores the solution according to the objective function, the optimum selection may be 
done after all of the algorithmic processes are completed. In the study, optimum traveling path of salesmen has been 
selected from Table 1 and 2 according to the sum of the primary and secondary tour lengths. Here, the findings indicate 
that the objective function of model provides the alternative solutions to the tcd-TSP. However, the optimum has been 
determined among the alternative solutions. The proposed SA based algorithm was found successful to get acceptable 
results for this problem. Alternatively, many neighborhood structures can be developed and used successfully. Table 1 tells 
that the tour number nine is optimal and Table 2 shows that again, the same tour is optimal when the total tour length is 
considered. Besides this information, optimal parameter values have been found in the interval for alpha and beta. The 
optimal traveling path of salesmen and its length are as follows. 

The Primary Tour 

3-6-1-2-9-10-7-12-8-5-4-3   

Optimal Length of A: 24136, Alpha for A: 90 

The Secondary Tour 

12-13-15-14-11-12 

Optimal Length of B: 2182, Beta for B: 0.01 

  Table 1: Alternative paths found according to alpha [10,100] and beta 0.01.  

Path 
Number 

Primary  Tour 
(A) 

Secondary Tour  
(B) 

Total Length of 
Path 

Alpha ()a  Beta ()b  Objective 
Value 

1 24136 3096 27232 10 0.01 241391 

2 24136 3517 27653 20 0.01 482755 

3 24136 4730 28866 30 0.01 724127 

4 24136 4456 28592 40 0.01 965485 

5 24136 2822 26958 50 0.01 1206828 

6 24176 2182 26358 60 0.01 1450581 

7 24136 2822 26958 70 0.01 1689548 

8 24220 3517 27737 80 0.01 1937635 

9 24136 2182 26318 90 0.01 2172261 

10 24136 4456 28592 100 0.01 2413645 

  Source: Authorôs calculations using Matlab. 

  Table 2: Alternative paths found according to alpha 90 and beta [0.01,1]. 

Path 
Number 

Primary  Tour 
(A) 

Secondary Tour  
(B) 

Total Length of 
Path 

Alpha ()a  Beta ()b  Objective 
Value 

1 24136 2182 26318 90 0.01 2172261 

2 24136 3096 27232 90 0.02 2172302 

3 24136 3096 27232 90 0.03 2172333 

4 24136 3517 27653 90 0.05 2172416 

5 24136 2822 26958 90 0.08 2172466 

6 24136 2798 26934 90 0.1 2172520 

7 24136 4035 28171 90 0.3 2173451 

8 24136 3517 27653 90 0.5 2174000 

9 24136 2798 26934 90 0.8 2174478 

10 24136 3517 27653 90 1 2175757 

5. Conclusions 

In this paper, an integer programming model has been proposed for the tcd-TSP. The paper also introduces the SA based 
approach for this problem. In order to verify the validity and effectiveness of the proposed model and algorithm, the problem 
was solved through random data. The findings indicate that many alternative solutions can be obtained by using different 
pairs of alpha and beta. As observed in many tours, the length of second tour changes because of the relative size of 
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parameters and the data used in the study. Thus, the results reveal that the cost of path changes as the preferences of 
traveling salesmen on the path change. Therewithal, the model ensures to fix and update the optimum location of depots. 

The proposed model can be applied to various industrial sectors as transportation and tourism are the foremost. It helps 
the manager to control the travel plan whenever the cost of it changes. Further, the model specifies the optimum location 
of depots and transfer points. However, the board of management may decide to move the optimum locations while 
considering the real world constraints. Hence, they apply the sub-optimal results.   

As distinct from this study, new mathematical models which take the fixed and variable delivery costs into consideration 
will be proposed for the tcd-TSP. The new constraints, like time windows, can also be modeled within the problem. In 
addition to that, new algorithmic approaches will be used to solve more complex structured tcd-TSP. The developing ideas, 
mathematical models and algorithms upon this problem will be applied to real world problems. 
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Abstract 

The paper aims to analyse the effects induced by labour mobility within the European Union, focusing both on 
emigration and immigration effects for major sending and host economies in terms of the overall economic 
activity, empowering the business enterprise sector and labour market, as well as on economic (labour force) 
and non-economic (humanitarian, asylum seekers) migration. Labour mobility within the European Union is an 
important coordinate of the economic integration process and one of the freedoms granted to the member states, 
with significant consequences upon their economies. Nevertheless, the international labour migration mainly 
resides from wage differentials, working conditions or opportunities between sending and host economies, thus 
proving to be an important symbol of global economic inequality. Taking into consideration all these aspects, 
our analysis is based on developing various double-log fixed (LSDV) and random (ECM) effects models, using 
a panel structure that covers five main EU destination countries and ten New EU Member States, respectively 
a complex set of indicators compiled during 2000-2014 and 2006-2015. The models are processed through OLS 
and GLS methods of estimation, as well as by using the correlated panels corrected standard errors (PCSE) 
method, being completed by in-sample and out-of-sample predictions. The results show that immigration flows 
have important economic consequences leading to significant changes in labour market performances both for 
natives and foreign population (decreases in employment rates and lowering wage levels). Still, one of the most 
important positive effects of immigration reflected by the results obtained is represented by an increase in the 
number of innovative enterprises in the host country, thus confirming the theories linking migration to innovation. 
In terms of labour emigration, there is evidence to attest that it generates positive effects on the main sending 
economies from Central and Eastern Europe on the GDP per capita, earnings and exports, especially through 
remittances, but the overall negative impact is predominant.        

Keywords: international migration, economic integration, innovation, employment, economic growth 

JEL Classification: F22, F63  

 

1 Introduction  

Europe is facing nowadays one of the major challenges induces by international migration, a major frontier of globalization. 
Labour mobility within the EU is an important coordinate of the economic integration process and one of the four freedoms 
granted to the member states, with significant consequences (both positive and negative) upon their economies. Thus, the 
EU tends to be divided into two main areas in terms of migration (economic and humanitarian), respectively the New 
Member States (EU-13, since 2004, 2007 and 2013), as migrant sending countries, and the Old Member States (EU-15), 
most of them being migrant receiving countries or host economies (especially Germany in absolute terms, Austria and 
Sweden relative to their population, along with Italy and Spain even though with a slight decrease compared to previous 
years, but still among the top destinations especially for the emigrants coming from Central and Eastern Europe).  

 

Thus, most countries from Central and Eastern Europe are labour exporting economies, Romania and Poland having a 
large stock of emigrants, respectively a major part of their labour force (especially highly skilled labour) is working outside 
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their borders, thus inducing significant economic consequences. At the same time, Bulgaria, Slovak Republic and Lithuania 
have registered in 2015 large emigrant stocks. Still, on the other hand, if we analyse the entries of money sent by the 
emigrants back to their families in the source country, we can observe that Hungary, Czech Republic, Lithuania and 
Romania have also registered large levels of remittances.     

 

    

Figure 1: Stock of emigrants (left) and remittances (right) for the main  

sending countries from Central and Eastern Europe, 2015  

Source: own process based on Brucker et al. (2009) and World Bank data through Stata 13 

Thus, even though the stock of emigrants is extremely high in the case of Poland or Bulgaria, remittances are at a much 
lower level compared to other neighbouring migrant sending countries.  

Therefore, not all of the migrant origin countries from Central and Eastern Europe are necessarily characterized by an 
equivalent, proportional, level of remittances with respect to the number of registered emigrants. Still, Romania tends to 
differentiate itself from this point of view, in 2015 registering both high levels of emigrants and associated high remittances.  

At the same time, Romania and Bulgaria are confronting with very low per capita incomes, labour market imbalances (high 
unemployment rates and low employment growth rates), along with a high at-risk-of-poverty rate, remittances thus 
representing an important source of external financing with positive effects upon their economies and especially for the 
families back home in terms of income, consumption, savings and investment.   
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Figure 2: Per capita income (left) and at-risk-of-poverty rate (right) for the main sending countries from Central and Eastern Europe, 2015. 
Source: own process based on World Bank data through Stata 13 

Moreover, according to Noja and Son (2016) the anxiety towards emigrants from Central and Eastern Europe in the context 
of the latest enlargements, mainly 2007 (Romania and Bulgaria) and 2013 (Croatia), but as well towards asylum seekers 
and refugees coming from Syria and other Arab countries, highlights the importance of international migration policies, 
along with accurate and efficient immigrants integration strategies defined by the main European destination countries 

(Germany, Austria, Sweden).  
Figure 3: Total refugees and asylum seekers by country or territory of asylum within the EU, mid-2015. Source: own process 
based on UNHCR data through Stata 13 

As in the case of previous refugee crises in the early 1990, the migration impact is cumulated in a few countries. Thus, 
across OECD, Turkey is the most affected, hosting at present approximately 1.9 million Syrians, mostly with a temporarily 
protective status, as well as a significant number of persons coming from Iraq. Moreover, other 300000 persons, mainly 
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from Afghanistan, Iraq and Pakistan have an illegal residence in Turkey, waiting to transit towards the European Union to 
seek asylum. At the same time, more than 1.1 million Syrians find themselves in Lebanon, where the situation is increasingly 
uncertain, while a large number of refugees are in Jordan (about 630000) and Egypt (130000). 
The large variety of migration corridors, migrant sending countries and migration motives shape this refugee crisis into one 
extremely difficult to approach and coordinate. Moreover, not only the fact that migrants came from various countries and 
territories of origin, but at the same time the main destination and asylum countries vary significantly across the EU. Thus, 
according to the OECD (2015) in Germany, during the first six months of 2015, Kosovo and Syria have each accounted 
20% of the total asylum seekers, followed by Albania (15%). In Sweden, Syrians have represented 27% of total migrants, 
followed by Eritreans and Afghanis with few over 10%, while in Italy, Gambia was the first migrant sending country, followed 
by Senegal and Nigeria.    
     
2 Literature Review on International Migration and Labour Market Interdependencies 
 
The economic literature provides various theories and perspectives trying to explain international migration, both in terms 
of the migration decision and shaping factors of the migratory flows, and with respect to the economic consequences for 
migrant sending and receiving economies. Some of the most important approaches are the classical and neoclassical 
migration theories (mainly promoted by Lewis, 1954; Harris and Todaro, 1970; Massey et al., 1993). The classical migration 
approach explains the fact that migration and capital movements are performed with a certain intensity due to wage 
differentials between two capitalist economies, one characterised through labour surplus and the other by capital surplus. 
On the other hand, in the neoclassical perspective migration represents a complex phenomenon which induces unbalances, 
the migratory flows seizing when the equilibrium is reached (Harris and Todaro, 1970, p. 129).  

Goss and Lindquist (1995) suggest that international labour migration generates a competition between migrants, which 
will thus lead to a decrease in wage levels for capital plentiful regions. At the same time, remittances towards the origin 
country can alleviate inequalities and wage differences that induce international labour mobility. 

Moreover, the theory of migrant networks highlights the fact that international migration tends to increase as result of the 
interpersonal connections established between migrants that link origin and destination countries, due to relatively lower 
costs and associated risks. As a representative of this theory, Taylor (1986) reveals one of the most important incentives 
for international migration within host economies, respectively the presence of interpersonal migrant networks.  

As considering the both sides on international migration and the main research questions regarding the emigration impact 
on sending countries and immigration effects on native workers and host economies, there are various theories trying to 
solve these questions. 

Krause et al. (2016) considered the labour market integration of migrants, focusing on the Single European Labour Market, 
its performances, risks and opportunities, as well as the importance and usefulness of European labour mobility. Thus, they 
performed an online study among labour market exerts in Europe and concluded that most experts confirm the importance 
of a Single European Labour Market for improving the economic conditions, thus leading to welfare. Still, they seem to be 
uncertain about achieving these benefits. Moreover, in the case of EU labour mobility, the experts questioned by Krause et 
al. (2016) consider that the recognition of professional diplomas and qualifications, an optimization of the social security 
systems and over-passing the language barriers are some of the most important drivers to enhance labour mobility.  

Bosetti et al. (2015) have analysed the interdependencies between highly skilled labour migration and innovation for a 
panel of 20 European economies during 1995-2008. Their empirical results suggest that a higher percentage of tertiary 
educated migrants integrated into the host economies labour markets and holding a job that requires higher qualifications 
and studies is also associated with a higher degree of knowledge creation. Thus, the brain drain-brain gain theory tends to 
be also confirmed by the Bosetti et al. (2015) which conclude that highly skilled migration leads to knowledge creation and 
innovation (measured through the number of patent applications), as well as to an increase in the general public scientific 
research (measured by the number of citations in published articles). Within this perspective, Bosetti et al. (2015) mention 
that the overall political efforts performed under the framework of Europe 2020 strategy will contribute to enhancing EUôs 
competitiveness in innovation.   

At the same time, Ozgen (2015) assessed the labour immigration effects on the firm innovation process within Western 
Europe, focusing on the main influential channels. The author mentions that in most of the European countries the migrants 
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have significantly diversified in terms of origin country, gender or educational level, all of these aspects generating major 
economic consequences on the innovation performance of firms, as well as on intra-firm diversity.  

Moreover, in terms of the general welfare impact of international migration in EU countries, Aubry et al. (2016) have 
quantified the effects induced by international migration upon the living standards of natives. The authors have developed 
a model which takes into account the interactions between the labour market, fiscal and market size effects (such as 
changes in the variety of goods available for consumers) induced by migration, along with trade relations between countries. 
Their results highlight that recent migration flows have generated positive effects on 69% of the native population in 34 
OECD member states, respectively for 83% of the natives from the 22 richest OECD economies.  

The emigration approach focuses more on migration effects on labour market outcomes, unemployment and economic 
growth generated through remittances and household impacts on those left behind.  

The large economic literature on the impact of labour emigration on migrant sending economies highlights that it significantly 
depends on the way the capital-labour ratio is affected related to the persons remaining in the origin country. Moreover, the 
emigration effects are extremely different from one socio-economic group to another. Thus, overall, emigration tends to 
have a positive impact on those remaining, by increasing the economic welfare and reducing income inequalities in migrant 
sending countries (Clemens, 2011; de Haas, 2010; Taylor et al., 1996).  

In Europe, Fertig and Kahanec (2015) have analysed the potential migration flows in the context of EU constant 
enlargement. Their results suggest that migration flows are largely shaped by policy variables and to a smaller extent by 
those economic and demographic. Thus, within the perspective of adopted and implemented migration policies, granting 
labour market free access to migrants by the hosting countries (Germany, Italy and Austria, in absolute terms and relative 
to their population) significantly increases the migration waves, especially on the short run.   

3 Methodology and Data: Developed Models, Ecuations, Limits and Testing 

3. 1 General form of developed models 

Our models follow the specific linear representation of the regression models with panel data, described by Baum (2001, 
p. 219) in order to proper analyse the emigration and immigration effects upon sending and receiving economies, 
configuration that was also used in previous researches (Son and Noja, 2012): 
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where: N is the number of panel units (countries), while T represents the number of periods (time). 

 

The fixed effects model or the Least Squares Dummy Variable (LSDV) model has the following representation (Baum, 
2001, p. 220): 

 

itiikitit uzxy edb +++=   )(2  

 

where xit is a 1 x k vector of variables varying between countries and in time, ɓ represents a 1 x k vector of x coefficients, 
zi is a 1 x p vector of the variables that are constant in time, but vary between countries (as elements of the panel), ŭ 
represents a p x 1 vector of z coefficients, ui is the individual effects, for every element of the panel, and Ůit is the disturbance 
term.  
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The random effects model or the Error Component Model (ECM) has the following representation (Baum, 2001, p. 227): 

 

)( itiiitit uzxy edb +++=     )(3  

where: itiu e+  represents the compouned disturbance term, and ui reflects the individual effects. 

The models developed in order to assess the immigration effects upon native workers and host countryôs labour market, 
including humanitarian migration, as well to evaluate the emigration impacts on sending economies, follow the specification 
of double-log simple and multiple regression models with panel data. These models were processed through OLS (Ordinary 
Least Squares) and GLS (Generalized Least Squares) methods of estimation in the case of fixed and random effects, 
respectively through the correlated panel corrected standard errors method (PCSE) method. 

3. 2 Variables and indicators used for the empirical analysis 

In the analysis we focused on the international migration effects upon the general economic activity (economic growth, 
business enterprise sector, innovation) and labour market fundamentals (employment, employees with temporary 
contracts, earnings), respectively on the educational background (participation rate in education, upper-secondary and 
tertiary education) within the context of the globalization process and increased interdependencies between the economies 
globally.  
We thus selected a large scale of indicators as proxy for the variables of developed models, ranging from the economic 
activity, labour market outcomes and education to various sides of the international migration process (immigration vs. 
emigration, labour vs. humanitarian migration), thus comprising: 

i) international migration specific indicators: immigration flows and stocks, flows of refugees and asylum seekers, the stock 
of emigrants, remittances (mil. USD);  

ii) economic activity and labour market indicators: total (mil. Euro) and per capita (Euro) GDP and the GDP per person 
employed (USD); employment and unemployment rates (%) ïtotal, foreign population; part-time employment rate and 
temporary contracts; earnings by two-earner married couple with two children (Euro) and earnings dispersion among 
employees (Decile 9/ Decile 5), average annual wages (USD); the educational attainment (both general and vocational) 
through secondary and tertiary education levels (the highest ISCED - International Standard Classification of Education 
level successfully completed) and the participation rate in education covering participation in formal and non-formal 
education and training; at-risk-of-poverty rate; business enterprise statistics ï number of enterprises, number of innovative 
enterprises, total business expenditures on research and development. 

iii) the globalization process: KOF Index of Economic Globalization and the value added by foreign controlled enterprises 
as a share of total value added (foreign affiliate statistics); international trade (exports and openness degree) and 
international investment (inflows and outflows of foreign direct investment). 

 

The panel structure covers five main EU destination countries (Germany, Austria, Sweden, Italy and Spain) and ten New 
EU Member States from Central and Eastern Europe (Bulgaria, Romania, Hungary, Slovak Republic, Slovenia, Czech 
Republic, Poland, Lithuania, Latvia, Estonia). Within the performed analysis we covered the 2000-2014 period of time for 
the immigration analysis and the 2006-2015 period for the emigration analysis due to differences in data availability and 
used as main data sources the statistical database of the European Commission - Eurostat, the international migration 
database of OECD, World Bank ï World Development Indicators and United Nations Database ï UNHCR, ETH Swiss 
Federal Institute of Technology Zurich, UNU WIDER World Income Inequality Database.  

4 Results and Discussions 

The empirical analysis of labour mobility in Europe has a double objective: (i) first, to assess the emigration process for 
considered sending countries from Central and Eastern Europe through identifying the main modellers of emigrant stocks 
(migration incentives/ decisions), as well as in terms of the economic consequences induced by emigration (through the 
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loss of a significant part of the origin countryôs labour force and remittances); (ii) second, to evaluate the immigration effects 
(both economic and humanitarian) within the main EU destination countries and upon their natives in terms of wages, labour 
market performance and integration of immigrants, business sector development and innovation, openness degree.  

Therefore, in the first stage of our empirical research we developed a set of five macroeconometric models, processed 
through random-ECM (model 1) and fixed-LSDV (model 2) effects (the Hausman test validated the results of the random 
effects models with a chi2(6)=1.43 and Prob>chi2=0.9641), two-stage (model 3) and three-stage (model 4) least squares 
regressions and correlated panels corrected standard errors (PCSE ï model 5).  

Table 1 Results of the models developed and processed for  

the analysis of emigration shaping factors 

 (1) (2) (3) (4) (5) 

 log_Emigrants log_Emigrants log_Emigrants log_Emigrants log_Emigrants 

log_GDP_cap 0.0353 0.0340 -0.0345 -0.0345 -0.0345 

 (0.0202) (0.0204) (0.112) (0.108) (0.0904) 

      

log_Temp_contr -0.0810 -0.0738 -0.651*** -0.651*** -0.651*** 

 (0.0469) (0.0476) (0.137) (0.132) (0.107) 

      

log_Open_degre 0.714*** 0.700*** 0.980*** 0.980*** 0.980*** 

 (0.0973) (0.101) (0.134) (0.130) (0.0633) 

      

log_FDI_inward 0.343 0.373 0.317 0.317 0.317* 

 (0.189) (0.194) (0.302) (0.291) (0.138) 

      

log_Earnings 0.0958* 0.0979* 0.145 0.145 0.145 

 (0.0372) (0.0376) (0.134) (0.129) (0.123) 

      

log_Poverty -0.0778** -0.0789* 0.355** 0.355** 0.355*** 

 (0.0300) (0.0301) (0.115) (0.111) (0.0984) 

      

_cons 3.322*** 3.327*** 1.142 1.142 1.142 

 (0.954) (0.880) (1.702) (1.642) (0.801) 

N 100 100 100 100 100 

R2 0.3074 0.652 0.542 0.542 0.542 

Standard errors in parentheses 

* p < 0.05, ** p < 0.01, *** p < 0.001 

Source: own process of panel data through Stata 13 econometric package 

We selected several independent variables according to the relevant literature and constrained by low data availability 
which try to better capture the emigration incentives. Thus, the results obtained confirm the main migration decision 
theories, highlighting that the migrants primarily search for higher living standards abroad and better working conditions. 
Basically, according to our results an increase in poverty rates in the origin country induces higher emigrant stocks (a 3.55% 
increase confirmed by three of the five methods of estimation used).  

Moreover, the labour market fundamentals and flexibility measures used to increase employment reflected here through 
an increase in the number of persons employed on a temporary contracts basis represent a disincentive to migrate, thus 
reducing the size of the emigration stocks (by 0.651% also confirmed by three of the five methods of estimation used). 
Another important factor that can contribute to increased labour mobility in the present context of globalisation is the 
openness degree. Thus, higher openness degrees of migrant sending economies (in terms of exports and imports as 
percentage of the GDP) lead to an increase in the stock of emigrants for panel comprised economies. 
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Taking into consideration these aspects, we expanded our emigration analysis by considering its effects and thus 
developing a different set of eight simple regression models (one having as explanatory variable the stock of emigrants and 
the other remittances) processed through the correlated panels corrected standard errors (PCSE) method of estimation. 

Table 2 Results of the models developed for the assessment of 

emigration impacts on sending economies 

 (1) (2) (3) (4) 
 log_GDP_cap log_Export log_FDI_out log_Earnings 

log_Emigrants 0.195*** 0.368*** -0.419*** 0.0724 
 (0.0260) (0.00671) (0.0279) (0.0421) 
     
_cons 1.023** 6.079*** 6.870*** 2.755*** 
 (0.315) (0.110) (0.286) (0.516) 

N 100 100 100 100 
R2 0.073 0.336 0.317 0.012 

 (5) (6) (7) (8) 
 log_Empl_rate log_Temp_empl log_Poverty log_Edu_part 

log_Emigrants -0.274*** -0.207*** 0.119*** -0.00118 
 (0.0608) (0.0290) (0.0216) (0.0707) 
     
_cons 6.729*** 5.913*** 1.956*** 3.484*** 
 (0.701) (0.348) (0.282) (0.919) 

N 100 100 100 100 
R2 0.190 0.111 0.033 0.000 

 (1) (2) (3) (4) 
 log_GDP_cap log_Export log_FDI_out log_Earnings 

log_Remittances 0.290*** 0.241*** 0.0326 0.131*** 
 (0.0730) (0.0533) (0.0336) (0.0340) 
     
_cons -2.310 5.815*** 1.146 1.056 
 (1.418) (1.050) (0.656) (0.694) 

N 100 100 100 100 
R2 0.150 0.134 0.002 0.037 

 (5) (6) (7) (8) 
 log_Empl_rate log_Temp_empl log_Poverty log_Edu_part 

log_Remittances -0.0620 -0.00270 0.0254 -0.168*** 
 (0.0550) (0.0387) (0.0471) (0.0463) 
     
_cons 4.628*** 3.459*** 2.901** 6.772*** 
 (1.058) (0.745) (0.948) (0.890) 

N 100 100 100 100 
R2 0.009 0.000 0.001 0.055 

Standard errors in parentheses 

* p < 0.05, ** p < 0.01, *** p < 0.001 

Source: own process of panel data through Stata 13 econometric package 

The results highlight positive effects of emigration for migrant sending economies from Central and Eastern Europe only in 
terms of the overall economic activity (increases in the GDP per capita, level of household earnings through remittances, 
international trade operations).  

There are significant negative effects on labour market outcomes (decreases in employment rates - both total and 
temporary employment), especially through the loss of a significant part of the labour force (mostly highly skilled labour), 
as well as on the educational background reflected by a reduction of the participation rate in education and training. 
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Moreover, the results highlight that emigration tends to deepen the poverty levels by increasing the at-risk-of-poverty rates 
for considered economies. 

From the immigration perspective, our main focus was on the major challenges faced by Europe nowadays, where large 
migrant flows have emerged in the context of European integration, and moreover recently due to increased waves of 
refugees and asylum seekers targeting Germany, Austria, Sweden or Turkey as main destination countries, through 
Eastern and Central Mediterranean or Western Balkans routes.  

We thus developed two sets of twelve simple regression models processed through the correlated panels corrected 
standard errors method of estimation (in the first set we used as explanatory variable the stocks of immigrants and in the 
second set we used as independent variable the inflows of asylum seekers). 

Table 3 Results of the models developed for the extended analysis of  

immigration economic consequences within main receiving countries 

 (1) (2) (3) (4) 

 log_GDP_cap log_GDP_empl log_Unempl_rate log_Unempl_rate_forei
gn 

log_Imig_stock -0.0862*** -0.0662*** 0.108*** 0.168*** 

 (0.0164) (0.00464) (0.0197) (0.0257) 

     

_cons 10.88*** 11.20*** 1.106*** 1.357*** 

 (0.133) (0.0419) (0.154) (0.195) 

N 70 75 75 75 

R2 0.172 0.533 0.182 0.142 

 (5) (6) (7) (8) 

 log_Empl_rate log_Empl_foreign log_Wages log_Earn_disp 

log_Imig_stock -0.0436*** -0.0249*** -0.0746*** 0.0288*** 

 (0.00675) (0.00683) (0.00958) (0.00367) 

     

_cons 4.512*** 4.284*** 11.26*** 0.362*** 

 (0.0494) (0.0514) (0.0789) (0.0263) 

N 75 75 75 75 

R2 0.180 0.031 0.254 0.065 

 (9) (10) (11) (12) 

 log_Edu_sec log_Edu_tert log_BERD log_Innov_entrep 

log_Imig_stock -0.0945*** 0.00970 -0.330*** 0.863*** 

 (0.0202) (0.0167) (0.0536) (1.82e-08) 

     

_cons 4.475*** 2.901*** 8.378*** 3.398*** 

 (0.152) (0.130) (0.437) (0.000000143) 

N 75 75 70 5 

R2 0.073 0.001 0.166 0.777 

Standard errors in parentheses 

* p < 0.05, ** p < 0.01, *** p < 0.001 

Source: own process of panel data through Stata 13 econometric package 

Our results suggest that there is evidence to confirm some of the major concerns regarding the negative impact of 
immigration on host economies. Thus, an increase in both stocks and inflows of immigrants within the five analysed 
countries leads to a reduction in GDP per capita and per person employed levels, reduces the labour market performances 
both for natives and other immigrants already established there (reflected to an increase in total and foreign unemployment 
rates and associated decreases in total and foreign employment rates), a decrease of wages and increased earnings 
dispersion. Still, one of the most important positive effects of immigration reflected by the results obtained is represented 
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by an increase in the number of innovative enterprises in the host country, thus confirming the theories linking migration to 
innovation.   

Table 4 Results of the models developed for the analysis of asylum seekers  

economic consequences within receiving countries 

 (1) (2) (3) (4) 

 log_GDP_cap log_GDP_empl log_Unempl_rate log_Unempl_rate_forei
gn 

log_asylum_infl 0.128*** 0.0251*** -0.0201 -0.0646 

 (0.0209) (0.00696) (0.0238) (0.0805) 
     

_cons 8.962*** 10.45*** 2.132*** 3.280*** 

 (0.213) (0.0671) (0.242) (0.806) 

N 70 75 75 75 

R2 0.280 0.062 0.005 0.017 

 (5) (6) (7) (8) 

 log_Empl_rate log_Empl_foreign log_Wages log_Earn_disp 

log_asylum_infl 0.0604*** -0.0505 0.0996*** -0.0780*** 

 (0.00796) (0.0309) (0.0121) (0.00997) 
     

_cons 3.581*** 4.594*** 9.701*** 1.353*** 

 (0.0809) (0.300) (0.120) (0.0961) 

N 75 75 75 75 

R2 0.281 0.104 0.371 0.389 

 (9) (10) (11) (12) 

 log_Edu_sec log_Edu_tert log_BERD log_Innov_entrep 

log_asylum_infl 0.292*** -0.0129 0.546*** 0.143 

 (0.0328) (0.0202) (0.0501) (.) 
     

_cons 0.867** 3.103*** 0.461 8.777 

 (0.321) (0.205) (0.478) (.) 

N 75 75 70 5 

R2 0.565 0.001 0.390 0.028 

Standard errors in parentheses 

* p < 0.05, ** p < 0.01, *** p < 0.001 

Source: own process of panel data through Stata 13 econometric package 

On the other hand, if we consider only the asylum seekers inflows into the main EU host economies analysed within the 
panel, the results tend to be contradictory and show positive effects of immigration (a possible explanation being the 
relatively small number of asylum seekers compared to labour immigrants during the analysed period, even though there 
are significant increases in the latest years).  
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Figure 4: Estimated emigrants (stock) for the New EU Member States since 2007 (Romania and Bulgaria) and 2013 
(Croatia), during 2000-2020. Source: own process based on panel data through Stata 13 

We completed the empirical analysis with in-sample and out-of-sample predictions until 2020 of the emigrants stock and 
remittances for three of the New EU Member States as sending economies considered in the panel ï Romania, Bulgaria 
and Croatia and of the immigrants and asylum seekers inflows into one of the main destination country ï Germany. 
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