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THE RELATIONSHIP BETWEEN TOURISM AND THE LOCAL ECONOMY:
HOW THE DEVELOPMENT OF TOURISM CAN CONTRIBUTE TO THE
ECONOMIC GROWTH OF REGIONS AND CITIES
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B3AEMO3B’A30K MI’K TYPU3MOM TA MICHEBOIO EKOHOMIKOIO: SIK
PO3BUTOK TYPU3MY MOXE CIIPUATH EKOHOMIYHOMY
3POCTAHHIO PEI'TOHIB TA MICT

The local economy is the economy of a specific territory, such as a city, or region,
that is based on local resources, local businesses, and residents. It includes basic types
of economic activity that form the basis for the territory's existence. What makes it
specific is that the creation of jobs for such types of activity is a lengthy and costly
process, but the results of their functioning directly affect the economic and food
security of the locality. At the same time, such types of economic activity develop in the
local economy under the influence of related activities that act as triggers for their
growth, as creating one job for them is cheaper than for basic types of activity.
However, this process always stimulates the development of transportation, insurance,
construction, agriculture, the food industry, and other basic types of economic activity.
So, among the triggers capable of promoting the growth of the local economy from the
perspective of the tourism effect, a locality with attractive tourist sites is one. Therefore,

the research is aimed at studying the nature of the relationship between tourism and the



local economy, which will allow identifying how tourism development can contribute to
the economic growth of regions and cities. The results of the study have shown that
local economies of towns, villages, or regions in Ukraine that are tourist destinations
can influence the development of the national economy through their contributions to
increasing GDP, creating jobs that have lower costs compared to other sectors of the
local economy, increasing tax revenues to the local budget, creating new opportunities
for small and medium-sized enterprises, stimulating investors to invest in the
construction of new hotels, restaurants, entertainment centers, and other facilities,
improving transport infrastructure (such as roads, airports, public transport, etc.),
increasing the popularity of a particular territory, attracting more visitors and
promoting the development of other sectors of the economy, and increasing the level of
local people's salaries. These effects produce local economic growth through several
interconnected effects that contribute to increasing the contribution of the local
economy by increasing GDP, creating jobs, raising the standard of living of the

population, and ensuring economic security.

Micyesa exonomika - ye eKOHOMIKA KOHKPEMHOI mepumopii, maxoi ik Mmicmo abo
PpecioH, Ka 6a3yEMbCA HA MICYEBUX Pecypcax, NOKATbHUX NIONPUEMCMBAX | MEUKAHYSX.
Boua sxnrouae 6 cebe 6a3z08i 6uou ekOHOMIUHOI JiILHOCHI, SIKI € OCHOBOIO ICHYBAHHS
mepumopii. Cneyugiunum € me, wo CmMeopeHHs: poboyux Micyb 3a MAKUMU SUOAMU
OisIbHOCMI mpusae i 8UCOKOBAPMICHe, alle pe3yibmam ix (YHKYIOHY8AHHA NPSMO
BNIUBAE HA EKOHOMIUHY MA NPOO0BOIbYY be3neKy micyegocmi. Pazom 3 mum, maxi euou
EeKOHOMIYHOI OISIbHOCMI PO3BUBAIOMBCS Y MICYEBIll eKOHOMIYI Ni0 6NIUBOM CYNYMHIX
oisinbHocmel, sKi € mpueepamu ix 3pocmants. OCKiIbKU CMBOPEHHS 00HO20 POHOU020
Micys 3a HUMU Oewlesude, HIdNC 3a 0A308UMU 8UOAMU OISLIbHOCMI, Yell npoyec 3a8icou
CMUMYNIOE  PO3GUMOK — MPAHCNOPMY,  CMPAXy8aHHs,  0YOi6HUYMEA,  CLIbCLKO2O
20Cn00apcmaea, Xap4o8oi NPOMUCI080CHI Ma THUWUX 8UOI8 eKOHOMIYHOI OisIbHOCMI, SKI
€ oazosumu. Tax, ons micyesocmi, sika Mae npudadAUS Mypucmuyni oo'ekmu, cepeo
mpueepis, 30amuux 3abe3neuumu 3pOCManHs MiCye8oi eKOHOMIKU 3 no3uyii eghexkmy —

MYypusm, OOCHIONCEHHS CNPSAMOBAHE HA BUBYEHHS Xapakmepy 63aEMO38'513KY MIidic



MypuzmMom ma Micyegow eKOHOMIKOl, a came i0eHmugbixayii areopummy,
KOPUCMYIOYUCL AKUM PO3EUMOK MYPUSMY MOHCE CRPUAMU €KOHOMIYHOMY 3POCMAHHIO
pecionie ma micm. 3a pe3yibmamamu OOCAIONCEHHSI 008e0€HO, WO MicCYyesi eKOHOMIKU
micm, cin abo pecionie YVkpainu, AKIi € MYypUCMUYHUMU, MONCYMb GNAUBAMU HA
PO36UMOK HAYIOHAILHOI eKOHOMIKU uepe3 cBoi enecku ) 30inbuiennss BBII, cmeopenns
POOOYUX MICYb, WO MAIOMb HUNCYY BAPMICMb NOPIBHAHO 3 THUUMU 2aATY3AMU MiCYyesol
EeKOHOMIKU, 30LIbUleHHsT NOOAMKOBUX HAOX00JCEeHb Y Micyesuil 6roxicem, CmeopeHHs
HOBUX MOJCIUBOCMEU Ol MAIUX ma CepeoHix NIONPUEMCMS, CIMUMYII08AHHS
iHgecmopie @Kiadamu Kowmu 8 OYOIGHUYMBO HOBUX 20menis, pPecmopais,
PO3BAJICANbLHUX — YeHmpie  ma  IHwux 00'ckmis, NOKpawjeHHs  MpancnOpmHOL
IHppacmpykmypu (maxoi sk dopoau, aeponopmu, 2poOMaoCLKULL Mpancnopm ma iHuii),
30IIbUIEHHSL NONYAAPHOCMI OKpeMOoi mepumopii, axa npusepmac Oiivbuie 8i08i0Y8ayie
ma cnpusie po36UMKY THWUX 2any3ell eKOHOMIKU, 30i1bUeH s Pi6Hs 3apoOimHoi niamu
Mmicyegoeo Hacenenns. OKpecieHi 8niuu nPoOyKyIoms 3POCMAHH MiCYe80oi eKOHOMIKU
yepes HU3KY 83AEMON0G A3aHUX eqeKmis, AKI Cnpusioms 30I1bUIeHHIO 8HECK) MICYesoi
eKOHOMIKU y 30inbuenns BBII, cmeopenns pobouux micyb, nio8UWEHHs PIBHSL HCUMMSL

HaceleHHs ma 3a0e3ne4erHs eKOHOMIUHOT Oe3nexu.
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Knwuoei cnosa: micyesa ekoHOMIKA, NPOMUCIOBICMb, CLIbCbKE 20CNO0APCMEO;

Mpancnopm, micyeea eKoOHOMIKA.

Problem setting (description of the problem being analyzed in general and its
connection with important academic or practical tasks). The local economy is the
economy of a specific area, such as a city or region, which is based on local resources,
local businesses, and residents. It includes basic types of economic activity that are the
foundation of the area's existence. What is specific is that the creation of jobs in these
types of activities is long and expensive, but the results of their functioning directly
affect the economic and food security of the locality. At the same time, these types of

economic activity develop in the local economy, under the influence of related activities



that are triggers for their growth, since creating one job in them is cheaper than in basic
types of activity, however, this process always stimulates the development of
transportation, insurance, construction, agriculture, food industry, and other types of
basic economic activity. So, an area that has attractive tourist attractions, is among the
triggers capable of promoting economic growth from the perspective of the tourism
effect, which can lead to increased income and stimulate the development of most types
of activities that are part of the local economy (including agriculture, industry, and other
tourism-related sectors). An important fact is that creating one job in tourism is 20 times
cheaper than in industry and 15 times cheaper than in agriculture. In addition, the
livelihoods of a significant number of types of activities in the local economy directly
depend on the functioning of tourism. For example, tourists buy goods and services in
local shops and restaurants and use local transportation, which supports the local
economy. However, tourism can also have negative consequences. An increase in the
flow of tourists can lead to environmental pollution, an overload of infrastructure, and
increased prices for local goods and services. Also, if tourism becomes the main source
of income for the local economy, this may lead to other sectors of the economy not
receiving sufficient attention and development. Therefore, it is important to balance the
development of tourism with other sectors of the local economy to ensure sustainable
development and support the environment and the local community.

The analysis of the last research and publications in which the solution to this
problem is begun. Currently, among the studies dedicated to the study of the
relationship between tourism and the economy as a whole, the works of M.L
Kolosinska, S.V. Boyd, V. Vakulenko, I. Valentyuk, V. Gryban, S. Korotych, and
others can be distinguished. These scientists play a key role in studying the nature of
tourism development from the perspective of the multiplier effect and in substantiating
the multiplier impact of the tourism industry on related activities. It is these works that
the author relies on to identify previously unresolved aspects of the general problem of
identifying the nature of the relationship between tourism and the economy. At the same
time, although these works outline the basic features of such a relationship, they do not

contain sufficient data to determine its nature at the local economy level, which has



characteristics that differ from the national economy. The national economy refers to
the economy of the entire country, while the local economy refers to the economy of a
specific locality, such as a city, region, or district. The main difference lies in the scale
and scope of economic activity. The national economy encompasses the entire
economic sector of the country, including all industries and services that take place
within the country's borders. In turn, the local economy is typically limited to a specific
geographical area and the scope of activity taking place within that locality. This has led
to the choice of the research topic and direction, as well as its overall relevance,
considering the pivotal role of the local economy in the economic security of the state.
Formulating of article purposes (the purpose of the study). The purpose of this
article is to investigate the nature of the relationship between tourism and the local
economy, which will help identify how tourism development can contribute to the
economic growth of regions and cities.
The paper's main body with full reasoning of academic results. The development of
local economies is extremely important as they collectively determine the development
of the national economy through their contributions to increasing GDP, job creation,
improving the standard of living, and ensuring economic security. This is particularly
relevant for several cities or regions in Ukraine that are tourist destinations (especially
in Odesa, Zakarpattia, Lviv, and Kyiv regions) as their role in ensuring the development
of the national economy is more significant in this case. The general characteristics of
the local economy of classical and tourist regions are roughly the same (Table 1),
namely the dependence on local resources, development of small businesses,
infrastructure development, and cooperation and partnership between different sectors
of the local economy. Additionally, while the national economy includes various
economic sectors such as industry, agriculture, trade, and services, the local economy
may be focused on a particular sector that dominates in the area. Therefore, the potential
for the development of local economies is different, particularly in areas that are tourist

destinations.



Table 1.

Common features of the local economy of classical and tourist regions

Territories Local economy * | Specificity of the local economy,
1| 2|3]4]| 5| whichdetermines the potential
of its development

Classic (the area does not have attractive | + | + | - | + | + | can be directed to a specific
tourist sites)
Which is tourist (the area has attractive | + | + | + | + | +
tourist sites)

industry that dominates in
the area

Note

*(1) Dependence on local resources (the local economy is dependent on various local resources such as land,
water, forests, minerals, etc. Economic development can be linked to the development of these resources); (2)
Development of small business (the local economy can rely on small businesses, which can be important
sources of employment and income for local residents); (3) development of tourism (tourism can be an
important source of income for the local economy, stimulate the development of the hotel business, restaurants
and other services related to tourism, can contribute to the growth of other spheres of the local economy); (4)
development of infrastructure (if the locality has good infrastructure, it can attract more business and investors);
(5) cooperation and partnership (a successful local economy can rely on cooperation and partnership between
different sectors and sectors of the economy).

Source: formed on the basis of [4, 2-3, 5-6]

As we can see, this happens as a result of the specific characteristics of territories where
the livelihoods of basic types of economic activity of the local economy (which form its
sectors and subsectors depending on the nature of the production and consumption of
goods and services) take place. Thus, the economic security of the territory can be
significantly strengthened and dependent on the functioning of tourism. For example, in
agriculture, tourists usually increase the demand for local food products (such as
vegetables, fruits, meat, cheese, etc.) and can give impetus to local farms and ranches to
develop agro-tourism. As a result, there is an enhancement of the local agricultural
market, ensuring ecological sustainability, increasing awareness of the local population,
and developing agro-tourism infrastructure. The diagram of the relationship between the
development of tourism and agriculture in regions and cities within regions and cities

can be seen in Figure 1.



Development of agrotourism
infrastructure that can be used not only
by tourists but also by the local

population?
Raising awareness among the local Tourists visiting rural areas may show
population to encourage locals to grow Interest 1 local cpl‘ture and tra}dltIOHS,
local products and support the 1nc}ud1ng local cuisine and qgrlculture.
development of agriculture in their This can lead to an increase in demand
region* for local products

[ | ||

Ensuring  environmental sustainability
(tourism development can encourage
farmers to produce more environmentally

Development of agrotourism (where
tourists stay on farms and ranches
where they can participate in

friendly and sustainable products, which agricultural work and the production of
can be important for tourists looking for local products) and increasing the
natural and organic products) income of local farmers

\-
NP <7
Strengthening the local market (increasing the
number of local restaurants, hotels and other
businesses that use local products in their

operations)!

—

—

Fig. 1. The relationship between the development of tourism and agriculture in the

local economy

Note.

1 This can increase the demand for local products and create new markets for local farmers.

2 This may involve the development of roads, communications, electrification, and other important
infrastructure elements that can improve the lives of local residents and stimulate agricultural
development.

Source: formed on the basis of [4,; 2-3, 6].

According to the presented diagram, in general, the development of tourism can
have a positive impact on the development of agriculture (through its role as a trigger
for the creation of new markets, increasing demand for local products, promoting
agrotourism, improving ecological sustainability and raising awareness among local
populations about the importance of supporting local producers).

Regarding industry and services, their development at the local level can also

depend on or be directed by the development of tourism (namely, increasing demand for



tourism within certain regions and cities), according to the interdependence shown in

Figure 2.
Increasing demand for tourism
(development of tourism can lead to an
increase in the flow of tourists to the
region, which will increase demand for |
A\ oods i
) goods) N
fj A N A\
L0 ALY
1.Increasing production in industry leads l.Increasing demand for leisure
to an increase in the number of jobs in ~ products and services leads to an
industry and services in the local increase in demand for products and

economy services used in hotels, restaurants and
other tourist establishments

| 1

1.An increase in demand for goods and

services leads to an increase in their Increasing demand for tourism products
production volumes in the local economy and services leads to an increase in the
\ \ size of the tourism market.

1.An increase in the number of consumers

who have extra money to spend on goods 1.Increasing the size of the tourism
and services leads to an increase in market leads to an increase in the
demand for goods and services produced number of jobs in the tourism industry.
in industry.
‘\\ N // , /f

N

1.Increasing the number of jobs in the
tourism industry leads to an increase in the
number of consumers who have additional

funds to spend on goods and services.

Fig. 2. Scheme of the interrelation of tourism development, industry, and service

sector of the local economy.

Source: formed on the basis of [4; 2-3].

It’s evident that depending on the location of tourist attractions, industrial
enterprises may experience increased demand for their products, which are used in
tourism services.

For example, if there are many hotels in an area, demand for building materials and
furniture may increase. Additionally, industry can be dependent on tourism as a supplier

of goods and services for tourists. This may include the production of transportation



vehicles, cosmetics, souvenirs, and other goods that tourists may purchase during their
travels. Developing tourism always requires expanding or improving infrastructure
(such as roads, airports, ports, railway stations, sewage and water supply systems).

This may include the construction of new industrial facilities to support local
construction work and supply materials for local infrastructure projects. Therefore,
tourism development can contribute to industrial development by increasing demand for
products and services produced by the industry, and increasing the number of jobs in the
industry. The share of tourist income in the total income [4; 1]:

1) of industrial enterprises belonging to the local economies of tourist regions of
Ukraine reaches 30-40%, including 80-90% in the production of souvenirs;

2) of hotel businesses in the local economies of tourist regions of Ukraine reaches
60-70%;

3) of food service and rental points, culture and sports establishments operating
within the local economies of tourist regions of Ukraine reaches 30-40%.

Tourism can have a significant impact on the development of the local transport
industry, particularly on the nature of satisfying the needs of the population and social
production in transportation, as illustrated by the data in Figure 3.

The main pattern is that the growth in the number of tourists visiting different
regions requires a greater volume of transportation for people and goods, as well as
better local transportation infrastructure (such as airports, railways, local bus stations,
ports, and highways), which must be developed and expanded to ensure more
convenient and faster movement between various tourist attractions and recreational
areas.

The relative share of tourist revenue in the total revenue of tourism enterprises can

vary from 50 to 80%, depending on the distance of local tourist attractions.



Increased demand for tourism
services contributes to increased
demand for transport services in the

7} local transport industry

An increase in the volume of tourist
transportation (which can stimulate
the development of local transport
infrastructure and attract new
investments in its development)

L]

Development of local types of
ecological transport

The translation of the given text to

English is: “Improving the 1.The development of the local
accessibility of local tourist transport industry contributes to
attractions facilitates the organization improving the accessibility of local
of convenient transport connections tourist attractions, increasing their
between tourist objects? attractiveness to visitors.

Fig. 3. Scheme of the interconnection between the development of tourism and the

transport sector of the local economy

Note

! The increase in the number of tourists visiting different regions, cities or villages requires a larger volume of
transport for the transportation of people and goods.

? This reduces the possibility of traffic jams and other problems with transport logistics, ensuring a smooth and
comfortable journey for tourists and positively affecting the perception of the local tourist product

Source: formed on the basis of [4; 2-3].

According to the provided provisions, it’s necessary to agree with the statements of
M. I. Kolosinski and C. V. Boyd that the specificity of tourism, as a related type of local
economic activity, not only satisfies the demand of consumers in rest, cultural
exploration and health improvement, but also has a significant impact on the basic
sectors of the local economy through various links, which also ensures the appearance
of a multiplier effect [4]. The internal content of such an indirect influence is provided
through the multiplier effect, which manifests itself through an indirect impact on the
social and economic spheres of the local economy. According to the recommendations
of the statistical commission of the World Tourism Organization, the tourism multiplier
of the local economy is considered as a measure of local economic benefits from

tourism in terms of its impact on local GDP through tourism expenditures [7, p. 39].



Therefore, the development of tourism can contribute to the economic growth of
regions and cities through its characteristic direct and indirect impacts on the local

economy of cities, villages, or tourist regions of Ukraine, as systematized in Figure 4.

Promoting the growth of the local economy through the creation of workplaces in
tourism, which have a lower cost compared to other sectors of the local economy
with a significant stimulating effect

({ Promoting the growth of the local economy through increased tax revenues

Promoting the growth of the local economy through support for small
and medium-sized enterprises

Promoting the growth of the local economy through increased
investment

Q Promoting the growth of the local economy through the development of

transport and other infrastructure

Promoting the growth of the local economy through increasing the
popularity of the region

Promoting the growth of the local economy through increasing the level of wages
of the local population

Fig. 4. Direct and indirect impacts of tourism development on the local economy

Source: formed on the basis of [2-3; 1].

This is because these identified impacts generate local economic growth through a
series of interconnected effects that contribute to increasing the local economy's
contribution to GDP, job creation, raising the standard of living for the population and
ensuring economic security. Specifically:

1. The creation of jobs with lower costs compared to other sectors of the local

economy produces the following effects:



- Increased accessibility of jobs (tourism-related jobs should be accessible to a
wide range of people, including students and others seeking additional income);
- Creation of favorable conditions for self-employment, job creation in small
businesses and local entrepreneurs;
- Creation of favorable conditions for increasing the number of jobs in other sectors
of the economy, including restaurants, hotels, stores, and other services that can also
create new jobs.
2. Increasing tax revenues to the local budget (as tourists spend money on
various goods and services) produces the following effects:
- Allows local authorities to make more investments in the development of public
infrastructure such as parks, playgrounds, sports facilities, etc.;
- Enables local authorities to develop infrastructure development programs for
other sectors of the local economy;
- Promotes the development of the social sphere, for example by financing
education, healthcare, and cultural institutions;
- Helps ensure the stable functioning of municipal services and improve the quality
of life for the population.
3. Creating new opportunities for small and medium-sized businesses (such as
shops, restaurants, and others) produces the following effects:
- reducing unemployment and increasing income for the local population;
- preserving and developing cultural traditions and ways of life;
- improving infrastructure and services for residents and tourists;
- preserving natural resources and improving the ecological situation.
4. Stimulating investors to invest in the construction of new hotels,
restaurants, entertainment centers, and other facilities produces the following effects:
- increasing investments in the local economy;
- increasing investments in the quality of services and improving the
competitiveness of local products;

- increasing investments in the development of other sectors of the economy.



5. Improving transportation infrastructure (such as roads, airports, public
transportation, etc.) produces the following effects:

- Increased convenience for tourists traveling between tourist attractions;

- Increased number of visitors to tourist attractions;

- Even development of cities, towns, and tourist regions by improving their
accessibility for residents and businesses.

6. Increasing the popularity of a particular area attracts more visitors and
contributes to the development of other industries, producing the following effects:

- The area becomes known as a popular tourist destination, which can attract
investor attention, and increasing demand for real estate, restaurants, and other
Services;

- Preservation and development of cultural heritage and natural landscapes.

7. Increasing the level of local residents' wages, especially those working in the
tourism industry, produces the following effects:

- Stimulates the development of other industries and increases wages in those
industries;

- Improves social welfare and quality of life for residents.

The systematic combination of the effects outlined above in local economies of
cities, villages, or regions of Ukraine that are tourist destinations, helps to enhance the
economic security of the country as a whole, by ensuring high and sustainable growth in
the use of various limited local resources, local production and sales systems for
effective distribution and consumption of goods and services.

Conclusions from this study and prospects for further exploration in this area.

Based on research, it has been proven that the development of local economies is
extremely important, as they contribute to the overall development of the national
economy through their contributions to increasing GDP, creating jobs, improving the
standard of living, and ensuring economic security.

In particular, local economies of cities, villages, or regions in Ukraine that are
tourism-oriented can impact the development of the national economy through their

contributions to increasing GDP and creating jobs that have lower costs compared to



other sectors of the local economy, increasing tax revenue to the local budget, creating
new opportunities for small and medium-sized enterprises, attracting investors to invest
in building new hotels, restaurants, entertainment centers, and other facilities,
improving transportation infrastructure (such as roads, airports, public transportation,
etc.), increasing the popularity of a particular area, which attracts more visitors and
promotes the development of other sectors of the economy, and increasing the level of
local population's wages.

These impacts produce growth in the local economy through a range of
interconnected effects that contribute to the increase of the local economy's
contributions to increasing GDP, creating jobs, improving the standard of living, and
ensuring economic security.

The prospects for further research in this direction lie in the fact that local
economies of cities and regions in Ukraine, which are tourist-oriented, can also
contribute to enhancing the economic security of the state. Therefore, the obtained
results can be used to develop a plan to enhance the economic security of the country by
ensuring high and sustained growth in the use of various limited local resources, local
production systems, and sales for efficient distribution and consumption of goods and

services.
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