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Dear reader,

"Economic Development”, published by the Institute of
Economics — Skopje, is an academic journa in the field of economic
development and has been an important medium for 14 years. The main
goa of "Economic Development” is to provide intellectua platform to
the wider academic and professional publics, and promote the
development of economic thought in the country and the world. The
interest and need for publishing of the journal were continuousy
increased al these years.

On the path of development of the economic thought and building
a wide network of research and professional cooperation with other
countries in the world, we set new goals, criteria and challenges in order
to improve the journal’s quality. In this regard, during 2010 and 2011,
significant changes have been made in editorial policy, design and its
availability to broader academic and professional public in the region and
worldwide. As result of al this changes, starting from no.3/2010
“Economic Development” will shift into international journal, will be
published in English language and will be distributed in all countries of
the region and worldwide.

This academic journa covers theoretical and empirical researches
in the field of economic and social development, demography, education,
corporate  governance, international  economics, international
management, administrative management, corporate and public finance,
economics and tourism management, agricultural policy and agricultural
management, marketing and marketing management, entrepreneurial
management and other areasin the field of social sciences.

The journal "Economic development” has an open approach in
accepting and publishing the papers reviewed by an international
editorial board consisting of three domestic and five foreign experts. The
journa is available in print and online form, through the database of
academic papers published by the Institute.

Skopje, May 2013

prof. Biljana Angelova, PhD
Editor-in-chief
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Biljana ANGELOVA )

THEORETICAL AND PRACTICAL ASPECTSOF VALUE
ADDED TAX IN THE REPUBLIC OF MACEDONIA

Abstract

The meaning of taxes for the state and the state budget has never
lost its importance despite many political and socio-economic changes
that have occurred throughout history since the beginning of taxation.
Taxes in a state play a very important role in its existence and operation,
whereby the phenomenon itself is an important research topic. National
tax systems and tax policies of countries covering a range of taxes and
other revenues that fill the state budget are a necessary element of the
process of existence, growth and progress of the state. Undoubtedly,
scholars and practitioners are unanimous about the importance of sales
tax or value added tax as an invaluable element of the process of the
circular movement of income tax and charging the public treasury.

Macedonia has a well-developed system and tax policy on VAT
which includes primary and secondary legislation, relevant professiona
ingtitutions and mechanism that facilitates its recovery, which reduces the
possibility of tax evasion. Republic of Macedonia has had successful tax
reforms in terms of value added tax on its way to European integration,
and has implemented a model that is fully compatible with the pattern of
VAT in the European Union. Macedonia has a policy of lower tax rate of
VAT compared to rates in surrounding countries, making it a favorable

") PhD, Institute of Economic-Skopje at the University Ss Cyril and Methodius,
E-mail: neda@ek-inst.ukim.edu.mk

™) PhD, Institute of Economic-Skopje at the University, Ss Cyril and Methodius,
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***) PhD, Ingtitute of Economic-Skopje at the University, Ss Cyril and Methodius,
E-mail: angel ova@ek-inst.ukim.edu.mk
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country for foreign investments. In the remaining part of this work there
isamore detailed elaboration on the basic features of VAT in the country
as a suitable basis for further comparison with VAT in the surrounding
countries and the European Union.

Keywords. tax system, tax policy, tax, value-added tax rate,
Republic of Macedonia

JEL classification: H; H2

Introduction

Taxes are a historical category that has frequently changed across
all socio-economic formations, in almost all periods. The contents of
taxes have changed in parallel with changes in the political, socio-
economic and other relations. However, the importance of taxes for the
state and the state budget has never lost its validity, and today many of
the modern state financial theorists use the term "tax state". Taxes are no
longer seen as a classic vehicle with the state’s goal to provide funds to
cover public spending; they have some broader economic and social
functionsin national economies.

In the modern world, VAT is the most widespread form of
general consumption taxes. That kind of tax expands in developing
countries and countries in transition. The share of value added tax in
today's systems can be explained by its advantage over other forms of
sales taxation. Value Added Tax - VAT is not a new type of tax, but net
sales tax at all phases. The consumption tax is charged at each stage of
the busy cycle, so it affects the value at that stage which is added by the
taxpayer. Crossing from stage to stage, goods are always taxed with the
value that is added so that excludes previously paid taxes. The added
value is that value which the manufacturer, a person who provides a
service, aretailer and wholesaler of raw materials add to the inputs (idle)
before they sell the improved or new product or perform a service’.

After independence, the Republic of Macedonia was faced with
the challenge to build its own economic system as well as introduce its

!vaue Added Tax - VAT, Impo’T sur la Valeur Ajoute’e - IVA
2 Arsovski D., Nenovski T., Smiljkovski I. (2012), “Javni finansii“ [Public finances],
Ohrid: Faculty of Tourism, University St. Kliment Ohridski. p. 105
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own fiscal system, based on the principles of market economy, private
property and economic independence of the entities. The major reform of
the taxation system of the Republic of Macedonia is considered the
introduction of Value Added Tax in 2000 as a replacement for the
previous sales tax on products and services. This in Macedonia was an
important step ahead in the process of European integration as a
prerequisite for mgjority of reforms by the European Union.

Today, the Republic of Macedonia has a tax system that is fully
compliant with the taxation model system of the European Union and its
Member States, which is especialy true for the VAT system.

1. Theoretical aspects of the fundamentals of value added tax in
the Republic of Macedonia

In the tax and fiscal system of Macedonia especialy important
place is reserved for the value added tax, which as a replacement of the
sales tax on products and services entered into force in 2000. Value
Added Tax (VAT) is the most important tax in the tax system of the
Republic of Macedonia from the group of indirect taxes, i.e. the taxes
which are calculated and levied on the turnover of goods and services.
Vaue Added Tax is a consumption tax which is calculated and payable
at all stages of production and trade, and the whole service sector, unless
othesrwise prescribed by law. The basic principles on which VAT rests
arel

- VAT is net tax charged at all phases. Subject to tax is only the
value added at all stages, from supply of goods and services,
through the manufacturer or service agent, to the final consumer
,actually the final user;

- Regardless of the number of phases, i.e. the number of
participants in trade, the final price of the product determines the
amount of tax. All participants in the chain "are cleaned" from the
previous tax, but the entire burden falls on the final consumer,
because thistax is called a general consumption tax;

- In general, al procurement activities carried out by taxpayers are
subject to taxation. If purchases are made by registered taxpayers,
thereisalwaysthe VAT.

3 Arsovski D., Nenovski T., Smiljkovski I. (2012), “Javni finansii“ [Public finances],
Ohrid: Faculty of Tourism, University St. Kliment Ohridski, p. 234



Economic Development No.1-2/2014 p.(1-10)

- In the Law on Vaue Added Tax the obligatory expression of
particular value in the invoice is emphasized. This separate
expression of tax is due to the need for easier and simpler
recording and controlling taxes, mostly because of the need for its
proper and accurate calculation;

The invoice or hill is a fundamental document in the VAT
system. The nature of this tax requires that no one keeps the bill in a
drawer because it brings benefits in the form of reduced tax payments.
This means that the invoice is not issued light-heartedly, because the
issued invoice or bill creates an obligation to pay VAT, which is difficult
to avoid.

Value added tax as a tax on genera consumption is extremely
important in the broadest framework for budgeting and functioning of the
state. Although legal entities appear as payers of this tax when trading
with goods and services, this tax does not burden them, but the income is
borne by the final consumer. As salestax at al stages, VAT is charged at
each stage of the busy cycle and affects the value at one stage which is
added by the taxpayer.

2. Taxratesof VAT and VAT revenuesin the Republic of
Macedonia

The Republic of Macedonia in terms of rates of value added tax
intrgduced model of two rates that include general and preferentia tax
rate’.

With the introduction of value added tax in 2000 as a replacement
of the then genera sales tax, the genera rate sales tax on products
(goods) and services decreased from 25% to 19%, and any subsequent
amendmentsto the VAT Act from 2003, that rate additionally declined to
18% and a preferential tax rate of 5%. The application and the amount of
these rates are in accordance with the rates applicable in the EU, pursuant
to the Sixth Directive, which prescribes genera rate not lower than 15%
and preferentia rates not lower than 5%. However, Member States apply
a genera rate ranging from 15% to 27% and reduced preferential rate
ranging from 5% to 15%. From the member states of the EU, Cyprus has

* Atanasovski, Zh. (2004), “Javni finansii“ [Public finances], Skopje: Faculty of
Economy, University Ss Cyril and Methodius.p. 114
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the lowest rate of 15% and while Hungary has the highest of 27%,
follog/ved by the Scandinavian countries Sweden and Denmark with 25%
rate.

The general tax rate of 18% applies to al turnover and imports,
except for the turnover and imports taxed with preferential tax rate.
Preferential tax rate of 5% is applied to turnover and import of shortlisted
goods and services, and imports of goods that are extremely important
for the living standards of the population. In the current socio-economic
conditions the existence of this reduced rate is quite justified, because
should it be revoked, it would increase the price range of vital goods and
services, thus reducing the aready low living standard and encouraging
and strengthening of social tensions. With the amendments to the Law on
Value Added Tax of 2011, the rates were decreased, i.e. preferentia tax
rate of VAT was introduced in the field of construction, hotel keeping
and food industry®.

Official statistics of the Public Revenue Office in the capacity of
ingtitution responsible for supervision and control of VAT, for this
purpose used sufficiently reliable indicators for identifying the conditions
of payment of value added tax in the country for five years (2008-2012).

Table 1: Revenues from value-added tax

Y ear *million MKDenars

2008 36,174

2009 35,178

2010 37,694

2011 42,223

2012 38,468
Source:

http: //ujp.gov.mk/mk/napl ata/category/453, http: //ujp.gov.mk/mk/napl ata/catego
ry/634,

http: //ujp.gov.mk/mk/napl ata/category/777,http: //ujp.gov.mk/mk/napl ata/catego
ry/850, http://ujp.gov.mk/mk/napl ata/category/937.

*http://ec.europa.eu/taxation_customs/taxation/vat/how_vat_works/rates/index_en.htm
® Amendments and supplementsto VAT Law, Official Gazette of RM, no. 135/11
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For the specified period, there are increased revenues from the
value added tax from year to year, with significant growth statistics
recorded in 2010 compared to 2009, and in 2011 compared to 2012. The
increase in revenue in this respect is the result of enhanced fiscal
surveillance by the authorities, and the tax increase awareness in the
country in the past severa years. Especially when it comes to value
added tax, the introduction of the obligation for registration of cash
payments and cash registers turnover of goods and services are recorded
significantly better in terms of application and payment of value added
tax.

3. Comparative analysisof VAT in some European countries

Amid the global economic crisis many governments around the
world decided to supplement the lack of necessary funds in their budgets
with tax increases. On the contrary of these practices, the tax policy in
Macedonia remained the same, which means that despite the crisisin our
country, taxes did not change. Macedonia lowered the tax rates at the
beginning of 2008 and they have remained intact to this day, during a
period in which most of the far wealthier European countries raised their
tax rates. Macedonia has the lowest taxes in comparison with the member
states of the European Union and the neighboring countries, and is one of
the few states that does not plan to raise taxes in the midst of an
economic crisis in the Eurozone. There are similar tax rates in Albania,
Serbia and Bulgaria, but till they are either higher or planned to be
increased by a certain percentage.

Table2: Taxratesof VAT in theregion (in %)

Country Tax rates
Macedonia 18
Bulgaria 20
Albania 20
Serbia 20
Croatia 25
Slovenia 20
Greece 23

Source: http://grid.mk/86432988/947574/
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The VAT rate in Bulgaria and Albania in 2009 was 20%, and at
the end of 2012, Serbia increased the VAT from 18% to 20%. Croatia
increased the VAT rate by 2 percent and reached 25% in March, 2012,
and the rate of VAT in Greece in 2011 was 23%. VAT in Slovenia
remained the same at 20%’.

Low taxes are one of the highlights of our country for attracting

foreign investments.
Foreign investors, as one of the key factors they decide to invest in
Macedonia among others, cite low taxes. As for the EU, athough the
earlier Directives regarding the amount of VAT tax rates were fully
within the competence of Member States, the Sixth Directive includes
provisions partially governing the VAT amount. First it was decided that
from 1 January 2006 to 31 December 2010 the standard rate must not be
lower than 15%, which later in 2007 changed "from 1 January 2011 to 31
December 2015 the standard rate must be less than 15%. States may
apply one or two reduced rates. The list of goods which are taxed at a
reduced rate are given in the Annex to the Sixth Directive (foodstuffs,
water, drugs, medical equipment, books, newspapers, utilities, etc.) and
should not be lower than 5%.

Today the following is applied:®:

- Application of minimum general rate must not be lower than

15%;

- Application of goods and services listed in Annex X of Directive

2006/112/EC at areduced rate which shall not be less than 5%;

- Ability to apply lowest rate (super reduced rate), which is lower

than 5% for the goods and services within Annex X;

- Ability to apply the so-called zero rate;
- Ability to apply the parking rate (transition rate) for goods and

services not listed in Annex X, which is lower than 12%.

The geographic rate, which is reduced genera rate, is applied by
some countries to encourage economic activities in specific areas, such as
tourist regions, islands, free trade zones, etc. In order to dea with the
debt crisis, the conservative government of Spain in the second half of
2012 decided to cash additional ten billion by increasing the tax rate of
value added tax. From 1 September 2012 the new VAT rate came into

"Thttp://grid.mk/read/news/86432988/947574/vo-srbija-od-deneska-ddv-zgol emeno-na-
20-otsto] (Nov, 2013)
8 http://ec.europa.eu/taxation_customs/taxation/vat/how_vat_works/rates/index_en.htm]
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force, which rose from 18% to 21%°. This measure was part of the
Spanish government saving’s package which increased the prices of
products and in turn reduced the purchasing power of the citizens of this
"European” country.

Increased taxes happened in amost all European countries. Italy,
which was hit hard by the debt crisis in September 2012 raised VAT by
one percent to 21%, and had a plan for another increase of 23%, which
should come into force in January 2013. The Netherlands decided to
increase VAT by 2%, to 21%, which should come into force by the end
of 2013. Spain recently approved increase in VAT by 3% to 21%. Low
VAT rate of 8% has Switzerland, which in 2011 raised this rate by 1.4%.
France is preparing a plan to raise VAT. Lower rate of VAT than
Macedonia have only Cyprus (17%) and Norway (15%), which in July
2009 raised the rate for 2% or 1%.™

Conclusion

Taxes have never lost their importance for the state and no tax is
seen as a classic vehicle to cover public expenditure, but as the
foundation for keeping healthy and solid fiscal, economic and social
policiesin the economy.

Macedonia has a well-developed tax system and policy
particularly with regard to VAT which is covered by the appropriate
primary and secondary legislation, the relevant professional institutions
and mechanism that facilitates its recovery and reduces the possibility of
tax evasion.

Republic of Macedonia implemented successful tax reforms
regarding value added tax, and the implemented VAT modéd is fully
compatible with the VAT model in the European Union.

9

[http://ec.europa.eu/taxation_customs/taxation/vat/how_vat_works/rates/index_en.htm]
European Union - Tax policy p.50 These include several groups of products and
services such as. food, pharmaceuticals, medica equipment, transportation of
passengers, supplying water, books, newspapers, services in the field of culture, social
services, health and dental services. Super low rate applied France (2.1%), Greece (4%),
Ireland (4.4%), Italy (4%) , Luxembourg (3%), Spain (4%) and Poland (%). Zero rate
applies, for example, for the purchase of food, supply of pharmaceutical products,
supplying assistance to disabled persons and so on. A Metodijev.

8
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Comparative analysis shows that Macedonia has a policy of lower

tax rate of VAT compared to rates in surrounding countries, making it a
favorable country for foreign investments.

10.

11.

12.
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MEDIA AND THE CONCEPT OF “CONSUMER AUDIENCE”

Abstract

This paper analyses the application of the basic principles of the
marketing mix in one of the most important mass medias — the television,
in the direction of satisfying the needs of consumers, as well as
maximizing the financial results: product (television program and the
audience), price (at which “produced” viewers are sold to the advertisers),
promotion (of one’s own TV program) and the distribution
(programming).

The paper is based on the basic theoreticd and practica
knowledge of the marketing concept and leads to its practical application
in television as mass media. With an increasing number of viewing
options and changes in different fields of business, living and various
viewing habits of the public, the need for a more consistent adoption of
the marketing concept in media, especialy television increases as well.
At the same time, appropriate changes and adjustments in this direction
are necessary on the side of the advertisers.

In a world of fiercer media competition and everyday audience
fragmentation, an urgent compliance of the marketing strategies and
tactics will be necessary in order to "produce a sufficient size and
composition of "known™ audience suitable to be sold to the advertisers.

Key words: marketing mix, media, television, television
audience advertising, public

JEL classification: M3, M31, M37, M39
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I ntroduction

Each year, companies spend millions of Euros on television
advertising. How much of this money will be spent efficiently mostly
depends on the choices that will be made by the television viewers: when
and which television program they will choose to watch. Therefore, it is
essential for companies that do advertising to better understand and
perform research on the audiences (television viewers), which in this case
have adual role of being both viewers and consumers of the products and
services being advertised. It is therefore especially important to know
exactly when and in which number the targeted consumers of the
products or services of a company watch television.

In order for televisions to “reach” their consumers (audience),
they need to apply the marketing concept, i.e., they need to apply the
instruments of the marketing mix in their functioning.

The product consists of a program that is initially produced or
purchased by the television, which is then broadcast, drawing the
audience it has created with the program, and is later sold to the
advertisers. This means that first of al, television creates a program that
is sold to certain viewers at a certain period of time, and secondly from
these viewers it creates a quantum of audience that is “sold” to the
advertisers.

When speaking of television, price as one of the elements of the
marketing mix, just like the product, has its own features. From the
perspective of televisions, what they actually sell is time for advertising.
Besides the attribute itself that this “commodity” carries, another feature
isthat it is a very limited commodity. More specifically, the amount of
time televisons can sell to advertisers for airing their commercial
messages is limited not only by law, but also by viewers’ patience.

From the distribution perspective, the appropriate setting of a
program schedule is crucia to any television station, as it is exactly this
program, more specifically, the types of programs that will be offered in
each time period of the day which will determine the number of viewers
that will be attracted to each program, the number of commercials and
the price at which the advertising space will be sold.

Contemporary marketing has long viewed promotion, which is
one of the four elements of the marketing mix, beyond its basic meaning.
Promotion is increasingly more often seen as a communication, i.e. an
integrated marketing communication. However, promotion in electronic
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media significantly differs from promotion of other products and
services. The main difference stems from the fact that other products
resemble each other, whereas each television program is different from
the other and should thereby be promoted separately.

Knowing the viewers and their habits is not only important for
companies that are advertising, but also for televisions, as this will help
them design their programs (shows) and distribute them (program
schedule) so as to attract and satisfy more viewers from a given segment,
thus contributing to higher viewer ratings, which will enable the
attraction of even more commercials and the redlization of higher
revenues.

1. “Consumer Audience” Concept and Viewer Behavior

Media and marketing researchers are inceasingly speaking about
consumption of media products instead of recieving or interpretation of
media content. This clearly indicates that media content is seen as a
product that is sold to the consumer audience. Wernick is among the
first that considers this merging of the concepts of audience and
consumer target group to be pat of the phenomenon called
commercialization. Since then, understanding the process of the so-called
media consumption has become a central part of significant scientific
research grouped around two opposing opinions®. The first assumes that
the audience is passive and powerless, while the second puts media
consumption as an active process in the center of the focus.

A general conclussion amongst experts in this field is that the
need for measuring, segmenting and targeting the audience emerges from
commercialization.

However, some scientists strongly criticize such views because of
the loss of personal identity of the individual viewer and the conversion
of viewers into a number, and consider that the audience is being
addressed much more as a consumer than it is as a citizen.®

1 Wernick, A. (1991), “Promotional culture: Advertising, Ideology and Symbolic
Expression”, London: Sage Publications. p.181

2 puustinen, L. (2006), “The Age of Consumer-Audience, Conceptualizing reception in
media studies, marketing, and media organizations”, Working Paper, 5/2006
Department of Communication, University of Helsinki.

3Puustinen, 2006:1
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According to one approach, “television programs are closely
linked to the wider promotional culture and we have accepted them in
large numbers and with little resistance. We are not in the position
anymore to make a clear distinction between our roles as consumers and
as citizens. We are not just one of these two social phenomena anymore,
but are often both at the same time. In contemporary television, the
promotional market culture is inseparable from the setting of program
schedules according to lifestyle. Likewise, in our lives, it is quite difficult
to define ourselves outside the lifestyle that the market offers us™.

In 1977 the economist Dallas Smiti was the first to reveal the idea
of “commercial media economics”, which is based on the concept of
selling audiences to advertisers, whereby the audience in that sense is
bought and sold based on its viewing habits and consumer capacities.

In regards to the audiences seen as consumers, critics (Ang,
Carpenter, Lury and Warde, 2006) mainly speak from a constructionist
perspective and view the consumer-audience relationship as a “discursive
constructs produced by media and advertising organisations”. According
to them, the issue refers to an “imaginary groupings of people that
advertising agencies sell to goods producers”. Lury and Warde (1997)
represent the idea that all thisis actually a product of the companies that
are advertising, more specificaly, that the whole concept of creating an
audience and then selling it as a commodity to the advertisersis actually
not created to help consumers in easing thelr access to products and
services, but rather to help companies to “reduce their anxiety and lack of
knowledge and imagination”.®

Puustinen concludes that the daily life of the consumer audience
is not predetermined by the media and commercial world, but that the
audience and consumers still have the power and space to act within the
structures of economy and culture. Nevertheless, she suggests that both
consumption and communication should be seen together by all three
aspects: their structure, process and agency.’

* Miles, S. ed. (2002), “Changing Consumer: Markets and Meanings”, Florence, KY:
Routledge, p.71

® Miles, S. ed. (2002), “Changing Consumer: Markets and Meanings”, Florence, KY:
Routledge, p.12

® Lury, C. and Warde, A. (1997) “Investments in the Imaginary Consumer: Conjectures
Regarding Power, Knowledge and Advertising”, in Mica Nava, Andrew Blake, lain
MacRury and Barry Richards (eds) “Buy This Book: Sudies in Advertising and
Consumption”, London: Routledge, 87-102.

" Puustinen, Liina (2006:17-18)
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According to one approach “if television viewing were habitual,
the estimation of future advertising audiences would be much easier”.®
The high fluctuations in the viewership of television series are the
clearest indication of selective viewing, which causes television stations
to terminate broadcasting certain series and to replace them with new
ones because of audience decline.“® Consumer behavior is most closely
related to the media, and within this framework to television as well, as
the factors that motivate consumers in making a purchase decision
determines how to define the groups of people who will continue to be
targeted with commercial messages. The study of consumer behavior
helps advertisers in designing effective campaigns. Because of this, there
are increased talks about the so-called consumer audience and despite the
opposing views a general conclusion among analysts dealing with this
issue is that the need for measuring, segmenting and targeting the
audience has emerged exactly from commercialization.

MacBeth™® poses a dilemma on the various influences television
has on different viewers, proving that two viewers sitting next to each
other and watching the same television program will have different
impressions, recollections and understandings of that program. It is
believed that during such different impacts one program has on different
viewers, there are cases when the characteristics of the viewer prevail
and others when the characteristics of the message or content prevail.

In this context, the same author states the conclusion made by
Langer and Piper in that “how one person views television is much more
important than what that person is viewing”. Thus, television in this
sense is considered to provide the ability to control the viewer in
choosing which program to watch, whereas the predictability of “what
the viewer will watch”, which is enabled by certain characteristics of the
viewer or the program, is an important part of that control. In this respect,
studies have shown that it is very important if the viewer is watching the
program with attention or absence (MacBeth, 1996:5)

Analysts in the field of the behavior of media audiences as
consumers are in general divided into two opposing groups. The first, led
by liberals, sees consumers as “heroes” of the market economy, while the

8 Kasari, Heikki J. (1985) “Patterns of Television Viewing in Finland”, Doctoral
Dissertation, Helsinki: University of Helsinki.

® Puustinen, Liina (2006:17-18)

19 MacBeth, T. M. (1996) “Tuning into young viewers: social science perspectives on
television”, London: Sage
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second, represented in socia studies, seeks to view consumers as
“culturally mislead persons” manipulated by commercials and media.**

Aside from the opposing views, members of the media audiences
as consumers have gone in full depth in all media related studies and
about 70% of al media studies are performed for the purpose of
ng the audience as consumers in the process of purchasing.

The role of media is very important in this process from various
aspects. Television advertising is frequently used to create or enhance
awareness, or to inform people on the qualities of a particular brand and
what that brand can offer. In thisway (e.g., ranking of automobiles based
on awards received, comparing a product with the same type of products
from other manufacturers etc.), the consumer may develop certain buying
preferences. Furthermore, televison commercials can help reach
consumers in search of certain brands. Sometimes, advertisers offer such
things as better warranty and other terms so as to help or encourage
consumers in choosing exactly their product. On the other hand, all these
specific offers alow advertisers to measure the results of advertising
more easily.*

Vollmer and Precourt highlight the need for a change in the
behavior of marketers through continual experimentation, innovation and
shifts in strategy so as to be more confident they have connected
effectively and are communicating with consumers. In this sense, instead
of being satisfied with knowing how many people are exposed to their
messages, marketers should strive in determining how well their
messages are received, whether they caused a consumer response and
exactly what those responses are. This means that it is not important how
many people are watching, but whether they pay attention and respond.*®

1 Slater, Don, (1997) “Consumer Culture and Modernity”, Cambridge: Polity Press, pp.
33-34.

12 Katz, Helen E. (2003) “The Media Handbook: A Complete Guide to Advertising
Media Selection, Planning, Research, and Buying”, Mahwah, NJ: Lawrence Erlbaum
Associates, p. 41.

3 Vollmer, C. and Precourt, G. (2008), “Always On: Advertising Marketing, and Media
in an Era of Consumer Control”, New York: McGraw-Hill Companies, Inc.
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2. The Meaning of the Marketing Mix Concept in Television
Advertising

2.1. Product attributes from the per spective of
television as media

The television program or the content that is broadcast by
television is only one haf of the so-called dual product in television,
which is one of the most significant features of television. On one hand,
it creates a program that is sold to certain viewers in a certain period of
time, and afterwards, on the other hand, “sells” those viewers in the form
of an audience to the advertisers. Hence, the decision on what type of
program to create is one of the most important decisions in the
functioning of any television, because the overall functioning depends on
that decision.

In general, televisions of the so-caled general format broadcast
programs that are diverse in genre and feature contents such as
documentaries, informative, children’s and sports events programs, as
well as other entertainment/music programs. Part of this content is
produced by the televisions themselves (news, contact/entertainment
programs, etc.), while the greater part is purchased from other producers,
i.e. production houses (films, series, documentary programs, sports
events, etc.).

For televisions it is much more cost-effective to buy a certain
series than to produce it. The minimum cost for production of one half-
hour inexpensive series is at least 30,000 dollars. If 13 such episodes
were to be recorded, the total cost for the television would be nearly
400,000 dollars, and these episodes would cover only half an hour per
week over athree month period.** On the other hand, the television does
not stand a chance in earning 30,000 dollars from selling advertising
space during the airing of each episode. Therefore, it is much more
efficient for the television to buy the series from another producer at a
cost not greater than 5,000 dollars per episode, or about 65,000 dollarsin
total, a sum which will be much easier to obtain from the sale of
advertising time during the broadcasting of the series. As for the
production houses that are producing these series, their effectiveness is

4 Blumenthal, H. and Goodenough, O. (2006) “This Business of Television”, New
York: Billboard Books, pp.112-116
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provided by selling the series to several other television stations, and
later releasing them on DVD.

The program that is purchased and produced by the television
station itself is divided on severa bases. Primarily, it is divided by genre,
by time of day when it is broadcast, as well as by the audience it is
intended for. Thus, overall, the program is divided into several types of
shows, which in economic terms are actually types of products in the
television industry (Blumenthal and Goodenough, 2006:112-116).

2.2. Price attributes from the per spective of
television asa media

Price, as one of the elements of the marketing mix, just as the
product, has its own characteristics when speaking in terms of television.
One of the attributes of price, as an element of the marketing mix, is that
some consider it to be expressed through the time that has been spent
watching television.

Another attribute of price, though perhaps most important, is that
television viewers who do not pay to watch television programs, still do
pay in a later stage, in the process of buying products and services,
prompted by watching a certain program or commercias that were
broadcast during that program. This is actually the entire “philosophy” in
terms of price and television viewers. Television remains to be one of the
few industries where there is no direct exchange of value for products
and services. In television, the price is not paid by those for whom it is
intended or watched by, i.e., the viewers, but it is paid indirectly by
advertisers who advertise commercials during programs that are watched
by viewers so as to attract them later into buying their products or
services. Thisway the priceis paid indirectly for watching television.

To make the calculation of the price more simple, or to ease the
method of estimating the price to be paid, a rational mechanism for
calculating the cost for advertising has been devel oped among advertisers
and it is expressed as cost per thousand viewers (or CPM which is an
abbreviation of cost-per-media). From the perspective of the one who
pays the price i.e. the advertiser, it is expected for the cost to reach 1,000
viewers. The formulafor calculation is as follows: ™

> Webster, J.G., Phalen, P.F. and Lichty, L.W. (2000), “Rating Analysis: The Theory
and Practice of Audience Research”, New Jersey: Lawrence Erlbaum Associates,
Publishers, Mahwah, p.212
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Cost of an advertising spot
CPM = —-mmemmmmemee - x 1,000
Projected target audience

The cost of the advertisement spot is expressed in monetary
value, and the projected target audience is expressed in a whole number.
The resulting number once again represents a monetary value. The
projected target audience is obtained in the following way*®:

Projected target audience = Rating (in %) x number of people in that audience.

If necessary, when a certain advertiser advertises more than one
commercial, it is best to calculate the average cost times 1,000 or the
average CPM in the following manner:*’

Cost of schedule x 1,000
Average CPM = -------mmmmmmmmm e
Target grossimpressions

However, the most applied method of calculating the costs of
advertising in electronic media is the so-called Cost per Point, where
rating points are used as a unit of measurement instead of per thousand
viewers:'®

Costs for advertising spot
CPP = mmmmem e
Target audience rating

An aternative method for calculating this cost can be applied
here as well, when there is a large number of spots that are being
broadcast and when the average cost per rating point is a better measure
for the efficiency of each spot. Thisis called Cost per Gross Rating point
and is calculated as follows: ™

16 \Webster, Phalen, and Lichty (2000:212)
Y Webster, Phalen, and Lichty (2000:212)
18 \Webster, Phalen, and Lichty (2000:212)
19 Webster, Phalen, and Lichty (2000:213)
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Costs of schedule
CPGRP = ----remmmmmmmsemmmeeooeeeee o
Gross rating points

Ratings are actually the chief currency for planning the costs of
advertisers and the revenues of television (Katz, 2003:111). Because it is
quite difficult to measure the actual viewership of advertisement spots,
both advertisers and televisions have to rely on a kind of surrogate
indicator, i.e. the number of viewers who watched the program airing the
advertising message.

This commodity is also subject to “loss”, in other words, the
period of time foreseen for airing a certain advertisement is irreversible,
so if an advertisement does not air during this exact time than it will not
air a al. In some countries there are predetermined time-lengths for
broadcasting advertising spots. For example: 30 seconds, 15 seconds, 10
seconds. In some places air time is simply sold per second, no matter
how many seconds the advertisement is. The commercial value of an
advertising spot depends on the number and type of viewers, the time of
day when it is broadcast, the demand, competition, season etc.

The selling of advertisement time is usualy performed by the
television sales department.

Webster, Phalen and Lichty (2000:65) indicate that the
monitoring of the financial performance of a television requires constant
analysis by the television, not only of its revenue from advertising, but
also of its so-called market power or power of the television. This power
is determined by comparing the revenues earned from the advertisements
with the potential revenues available in the market. Furthermore, since
revenues mostly depend on audience size and composition, they should
reflect the share of audience. For this purpose, it is recommended that a
comparison is made between the earned revenues of the television and
the size of its viewers. Statistically this is called a “power ratio” and is
calculated as follows:

Share of market revenue
Power Ratio = --------======mmmmm e .
Share of audience
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It estimates the percent of the so-called total advertising portion a
television receives for each percent acquired from the audience share.

In principle, this ratio should be calculated separately by each
television because in many countries it is extremely difficult to obtain the
exact data on the share of the advertising revenue of each television in
the total available advertising revenues.

Webster, Phalen and Lichty (2000:67) suggest that the power
ratio can also be calculated separately for each segment which is relevant
to a particular television. Hence, if a certain television targets men
between 18 and 49 then it can calculate this ratio only for the share of
audience of this age group. Also, the ratio can be calculated for the share
of audience for a certain time period of the day as well. Nevertheless, the
authors emphasize that the data itself on the ratio does not offer much
information and that it is much more important to follow historical data
on the trends in the movement of the ratio, especidly if it is calculated
for certain segments or parts of the day. In this way, a conclusion can
easily be made whether the increase or decrease in the share of the tota
advertising revenue is the result of an increase or decrease in the share of
audience of the given segment or period of day. Based on the results
more righteous decisions can be made accordingly.

2.3. Attributes of distribution from the per spective of
television asa media

A television program is divided into program segments, which
represent parts of the day in which a particular program is broadcast, and
they differ according to the type and content of the program, as well as
the type and number of viewers, and hence according to the price for
advertising within these segments. According to these segments, each
television prepares a program schedule, more specifically, a fixed
schedule of shows and programs that are to be broadcast during an entire
day, i.e. television programming. Program schedules on weekdays differ
from program schedules during the days of the weekend, primarily due to
the different living routines viewers have on weekdays and weekends.
There are differences between the program schedules during autumn,
winter and spring and summer.

The proper setting of a program schedule is crucia to any
television station, as the size of viewers that will be attracted to each
program, the number of commercias as well as the price at which the
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advertising space will be sold all depend on the type of program that will
be offered at each specific time period of the day. Therefore, those
responsible for programming must choose such a program at a given time
of the day that will attract the audience, by size and type, which the
advertisers want to target. The more successful television stations are in
doing this, the better results they will achieve in their work. One of the
most significant authors in the world studying this issue, Eastman and
Ferguson (2001:4) consider that ,,...the primary goal in creating a
program schedule is to maximize the size of the audience targeted by
those who are advertising, and the only way to achieve this is to satisfy
the needs and wishes of that audience.*

A very important issue in the context of the creation of a program
schedule is the cost of that program. It is exactly the high costs of
producing television shows and buying rights to broadcast certain
programs (series and motion pictures, sports and music events etc.) that
pose the greatest obstacle in setting the type of program schedule that
would attract the desired number of viewers (according to size and type),
and would satisfy the needs of the viewers and television and those who
advertise. Thus, in some countries magjor national televisions annually
spend about 5 hillion dollars just for purchasing the rights to their
programs, of which about 3 billion dollars go for programs that are aired
during the so-called prime time between 20:00 and 23:00, whereas the
costs of producing just one episode of the most popular series broadcast
in prime time range between 0.5 and 1.5 million dollars.?®

Hence, when creating the program schedule, television stations
find themselves pressed between the demands of the viewers, their own
interests, the interests and demands of the clients (those who are
advertising) and the high prices of the programs. While every television
station would like to continuously increase the number of those viewing
their shows, they are faced with the demands of their clients, which on
one hand want the same thing — many viewers, but on the other hand
“many viewers” for them does not mean “any which viewers”. They
want the “many viewers” of a particular program to be interested in
buying their product and having the money to do it. The more such
viewers a television creates for its programs, the more success it will

% Scheduling strategies, Oswego State University,
[http://mww.oswego.edu/commstdy/condra/power point/brc320/netwkprime-
schedulingstrategies.ppt] (30.07.2011)

22



Tatjana Petkovska Mirchevska, German Filkov; The role of the marketing mixin ...

have. Contrary to popular belief, it is not the task of televisions to create
programs, but rather to build an audience of interest to advertisers.

In order to achieve this, television stations, in turn, perform
viewer segmenting and targeting: to examine which part of the audience
and in which part of the day they are most likely to watch a particular
program. Further attention should be given as to ensure for that segment
of viewers to also be the potentia buyer of the products of those who
advertise during these programs, while taking into consideration the cost
of the program and its cost-effectiveness.

The process of programming is performed primarily by selecting
programs that are considered to meet the wishes and needs of the
viewers, organizing these programs in a certain schedule and advertising
these programs in front of the appropriate audience. Certainly, at the end
the results need to be evaluated and if deemed necessary, to take
corrective action, if possible.

The immensity of the importance of properly setting the program
schedule can be shown through a research that was conducted in 2010,
according to which 90% of the entire program viewed on television was
viewed via traditional broadcast television, with linear television
programming (based on a predetermined program schedule)®. Only 10%
of the viewed television program was viewed through digital video
recorders, pay-per-view options, on-demand television, online services,
podcasts etc.

Anticipations are that the consumption of a television program
broadcast according to a predetermined program schedule will grow in
the coming years due to several reasons, mainly due to the still
insufficient development of other viewing options (despite their initial
rapid development), as well as the charging of fees for so-called
nonlinear services (pay-per-view, on-demand television etc.). Therefore,
it is estimated that watching linear television will dominate in the next
period as well.

This further increases the importance of setting up such program
schedules which will best suit the desires, needs, living and working
schedules of people so that they can continue to spend, if not more, at
least 40% of their waking hours watching television.

% Media Predictions (2010), Deloitte Touche Tohmatsu Global Technology, Media and
Telecommunications Industry Group, p. 4-5
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2.4. Attributes of promotion from the per spective of
television asa media

Promotion, especially when understood in its broader sense as an
integrated marketing communication process, includes many other
activities. “All activities undertaken by one entity with the purpose of
making its products or services known to the market, or for the purpose
of selling them*.?

It seems asif this definition of promotion best suits the nature and
specifics of the promotion of a television program, which, on one hand,
should become known to the audience through this promotion, and on the
other, should be sold, i.e, to acquire or maintain a certain size of
audience and to sell that audience to the advertisers.

However, promotion in electronic media is significantly different
from the promotion of other products and services. The main difference
stems from the fact that other products such as, for example, toothpaste,
resemble each other, whereas each television program is different from
the other. Therefore, in order to be effective, each show and even each
individual episode of a series should be promoted separately. This is
what mostly distinguishes the promotion of television products from the
promotion of other products and services.®

Five magor development changes contribute to the increased
importance of television promotion:?*

1. Rising costs for production of atelevision program;

2. Increased number of television channels,

3. Rapid growth of online media;

4. State deregulation of media and

5. Impact of the application of new technologies.

For televisions the promotion of their programs is so important to
them that each year they give up huge potential revenue that could be
realized if instead of broadcasting promotional material for their shows,
televisions used this time to broadcast commercials. In addition,
televisions also pay other media and companies to run advertising for
their programs (such as in billboards, newspapers, magazines etc.). In

22 gekulovska, N. (2005), “Promocija” [Promotion], Skopje: Faculty of Economy.

% Eastman, S.T., Ferguson, D.A. and Klein, R.A., eds., (2006), “Media Promotion and
Marketing for Broadcasting, Cable and Internet”, Burlington, MA: Focal Press, p.1

2 Eastman, Ferguson and Klein (2006:5)
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recent years, television websites devote an increasingly significant space
for the promotion of their programs, which also means losing certain
anticipated incomes that could be realized if commercial messages were
to be broadcast instead of promotional contents. These practices speak of
the indispensable role that promotion of television programs has in
televison marketing in the direction of retaining the existing and
attracting new viewers.®

Eastman, Ferguson and Klein go so far as to equate the identity
promotion in media with product branding, and believe that promotion is
an effort to establish an identity for the pay television network distinct
from all other entertainment and information services.“%

Promotion of the television program has the following three main
functions:

» Toretain existing viewers,

= To extend their viewing time, and

= To attract new viewers.

This means that promotion is intended for the existing, but aso
for new and potentia viewers. Without a doubt, existing viewers can be
best targeted during the viewing of a particular show. New or future
potential viewers can be targeted by promoting a particular show in other
shows that are watched by viewers we would like to watch the particular
show that is being promoted. New viewers can aso be targeted by
promoting the program through other media and means such as
billboards, flyers, daily and specia editions of newspapers and
magazines, the internet etc.

“...Promotion is the way the audience hears about new and
ongoing programs, and it influences audience size. The best program in
the world will have no audience unless, somehow, people hear about it
and learn when and where to hear/see it. Promotion is about that
‘somehow” %’

In order for viewers to watch a particular show, movie or any
other television content they must first be informed about it. The main
way of finding out is through the promotion of the program. Research
shows that 90% of viewers find out what’s new on television and two-
thirds list television as their most important source about what to watch
on TV (Eggerton, 2004). Therefore, the number of viewers and the length

% Eastman, Ferguson and Klein (2006:1-2)
% Eastman, Ferguson and Klein (2006:3)
! Eastman, Ferguson and Klein (2006:5)
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of time spent watching shows directly depend on the successful
promotion.?®

Conclusion

In order for televisions to survive and achieve the highest possible
revenue, they need to adopt and implement the marketing concept, in
other words, they need to optimize al the marketing instruments in their
strategy: product, price, distribution and promotion. Televisions will be
able to maximize the effects of their work only through the full
satisfaction of its consumers, who in this specific case have a dual role of
being viewers and advertisers.

In terms of the product, as one of the instruments of the marketing
mix, here it has a so-called dual role — which is one of the most important
features of television. Therefore, from a marketing perspective it is very
important to satisfy the needs of the viewers as this further on determines
the overal functioning of television, of advertisers (for whom it is very
important to reach out to as many of their potentia consumers as
possible) and of the entire economy.

Price as an instrument of marketing has several features in terms
of television as media. One of its features refers to the price at which
televisions sell their product to the audience and advertisers (those who
advertise). Another feature is expressed through the time that is spent in
watching television. Also, another specific is that television viewers who
do not pay to watch televison programs (as they do by buying
newspapers, for example), still do pay later in the process of purchasing
products and services, prompted by seeing a particular program or
commercia that aired during the program. This is actualy the entire
“philosophy” regarding price and television viewers.

Distribution as a marketing mix that is applied in televisions
refers to the practice of placing shows in a specific broadcasting time
dot, i.e., so — called program schedules (in accordance to the needs and
viewing habits of viewers). A television program is divided into program
segments that represent parts of the day in which a particular program is
broadcast, which segments differ according to the type and content of the
program, as well as according to the type and number of viewers, and
hence in terms of the price for advertising within these segments.

% Eastman, Ferguson and Klein (2006:168)
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According to these segments, each televison prepares a program
schedule, more specifically, a fixed schedule of shows and programs to
be broadcast during an entire day. Program schedules on weekdays differ
from program schedules during the days of the weekend, primarily due to
the different living routines viewers have on weekdays and weekends.
There are also differences between the program schedules during
autumn, winter and spring and summer. This means that the people
responsible for programming need to choose such program in an exact
time of day that will attract the audience, by size and type, which the
advertisers wish to target. The more successful television stations are in
doing this, the better results they will achievein their work.

Promotion as a marketing instrument is promoting the product (in
this case the program) to an audience with the purpose of increasing the
number of viewers, as well as promoting the audience to the advertisers.
For televisions the promotion of their programs is so important to them
that each year they give up huge potentia revenue that could be realized
if instead of broadcasting promotional materia for their shows,
televisons used this time to broadcast commercials. In addition,
televisions also pay other media and companies to run advertising for
their programs (such as billboards, newspapers, magazines and etc.). In
recent years, television websites devote an increasingly significant space
for the promotion of their programs, which also means losing certain
anticipated income that could be realized if commercial messages were to
be broadcast instead of promotional contents.

As to the research on media audiences as consumers, there are
numerous views that dominate in regards to the relation consumer-
audience in marketing. Knowing the audience and their behavior is
considered one of the most difficult tasks in television marketing, just as
knowing the consumers is considered as one of the most difficult tasksin
marketing in general.

This task becomes even more complicated if one considers the
results of research showing that television viewing is not only based on
habits, but rather it is a selective activity. In this respect, the role of
television marketing mix is of extreme importance.
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The era of knowledge brings new changes, evident in the rapid
advance and development of science, engineering, and technology, which
in turn entails changes in society, as well as on the market, creating new
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among companies in the Republic of Macedonia. In conditions of
changing and unpredictable modern business, and in the struggle for
conguering competitive advantage, companies are intensely focusing on
the knowledge they possess. Devel oping the necessary knowledge within
the organization requires a focused combination of the knowledge and
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1. Knowledge economy in context of increasing competition

The era of knowledge brings new changes that are seen in the
rapid advance and development of science, engineering and technology,
which in turn entaills changes in society, as well as on the market,
creating new “rules of the game” to which organizations would have to
respond. These changes are especially visible in the last ten years, and
the following can be distinguished in brief: *

- Knowledge is crucia factor for the success of the organization.
Competitive advantage is built through managing and connecting
staff that possess specific knowledge and skills.

- The time for decison making is significantly shortened. The
dynamic environment and the changes occurring in it do not leave
space to the organization for long consideration. Timely, quick
reactions that will follow current changes are needed.

- Reations among employees are becoming very complex. The
new conditions of work emphasize the importance of
independence, communication skills, and the ability to build and
maintain good relations with the employees in the organization.
Virtual organizations are a common occurrence, which reduces
the need for physical contact of the employees.

- The information and communication technologies are
increasingly being incorporated into the interactions among
people, as well as into business transactions. People have become
dependent on technology to such an extent that literacy is no
longer reading and writing, but work on computers.

Under the influence of the technological and social changes, the
era of knowledge aso brings forward changes in the consumers’ buying

1 Slavkovié, M. (2006), “Upravljanje znanjem i menadZerske kompetencije,
"Korporativno upravlijanje u tranzciji - vlasnistvo, kontrola, menadzerske
kompetencije" [Corporate Governance in Transition - ownership, control, managerial
competence], Kragujevac: Faculty of Economy, pp.180-199
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habits. Consumers are well-informed on the products, and the needs are
complex and sophisticated. It no longer represents a challenge for the
organization to satisfy the current consumers’ needs, but to foresee future
needs. This requires continuous investment in equipment — modern
production technology, as well as education and training of employees so
that they can meet the changing demands on the market. Consumers’
needs, which are changing under the influence of the abovementioned
conditions, have shortened the product life cycle, and have also imposed
new higher quality standards which would have to be respected by the
organizationsin the process of production.

The competitive advantage of the organization can result in
expertise in product design, product features, creative marketing,
relations with clients, collaborators, suppliers, competitors. The
organizations in the era of knowledge are forced to long life learning.
Competitors on the market “never sleep”. Knowledge can be quickly
taken over, copied. Therefore, the organization must learn faster and
better than its competitors.

2. Theorganizational knowledge as precondition for acquiring
competitive advantage

In the era of knowledge, the focus of an organization’s activities
is placed upon the most appropriate use of resources. The resources and
the skills, which are unique, rare, and create value, bring competitive
advantage to the organization. It is thought that the production of
competitive products and services requires appropriate resources. During
that, knowledge is stated as a key resource in the organization. If the
organization possesses knowledge, it will be able to produce and offer
competitive products and services on the market. In this era, the
traditional factors of production — capital, land and labor force lose their
importance in relation to the importance that knowledge acquires as a
crucia strategic resource. The optima use of the traditional factors of
production depends on the level of knowledge in the organization.

At atime of sharp competition and open markets, the success of a
modern organization cannot be measured only by the acquired materia
property. In these conditions, the organization’s ability to create newly-

2 Slavkovié, 2006
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added value is increasingly gaining importance.® Hence, it can be said
that the success of the modern organization depends on its ability to
manage materia property and the organizational knowledge.

The interest in the organizational knowledge begins to surge at
the very moment when managers realize that the accounting reports do
not present the real image of the actual value of the organization, and that
they cannot reflect the organization’s ability for creating new value.

The organizational knowledge is a new and relatively complex
economic category that includes all the subjects of operation within the
organization, which cannot be explicitly expressed in the traditional
accounting reports. These subjects are particularly important for the
organization because they create new, added value, and thus, they also
influence the long-term profitability and competitive ability of the
organization.

The organizational knowledge represents the overall knowledge
of the employees, a specific property of the organization, above al due to
its intangibility, which is not the case with buildings, land, equipment,
etc. It congtitutes the knowledge of the employees — the human resources.
The knowledge of the employees, their skills and abilities determine the
way in which the organization operates.

A number of organizations today do not pay enough attention to
this resource because they see it as a cost to the organization, instead of
as an investment.* As an addition to this is also the inability to measure
or follow the organizationa knowledge in the book of accounts.

The organizational knowledge is in fact creating value through
practical application of knowledge — to turn knowledge into products,
services or processes which will bring new value to the organization.

% Sundag D., Svast N. (2009), “Intelektualni kapital - temeljni ¢imbenik konkurentnosti
poduzeéa” [Intellectual capita - a fundamental factor in the competitiveness of
enterprises], Zagreb: Ministry of Economy, Labour and Entrepreneurship, p.34

* (Sundaé and Svast, 2009: 34)
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3. Theorganizational knowledge on the telecommunication
market in the Republic of Macedonia

In the period of transition, Macedonian enterprises faced with the
processes of restructuring, where changes of the capital ownership took
place. The results from this process in the Republic of Macedonia were
far from the expected. In the struggle for survival, only a part of the
enterprises managed to position on the market. In this process, there were
also newly-established enterprises trying to answer the current conditions
through devel oping capacities for successful performance and persistence
in the market. The primary objective of the enterprises was achieving
competitive advantage within the frameworks of the national economy.

The processes of EU integration created a global competition.
This meant a constant adaptation according to external factors and
development of internal capabilities of the organizations.

In their efforts to accept the paradigms of the developed and
successful companies, Macedonian enterprises should not disregard the
fact that the modern knowledge-based economy sets the organizational
knowledge as a key imperative and the factor of productivity and
efficiency. If it is known that human capital is a source of organizational
knowledge, then the great importance of the management of human
resources will also be perceived and employees will be considered an
investment instead of an expense of the enterprise.

In order to examine the role and the importance of the
organizational knowledge, a research survey was conducted in the
Republic of Macedonia. The research refers to companies from the
telecommunications sector. The telecommunication market is dynamic
and the technological changes create a complex environment. The legal
regulations aimed at opening of the market and stimulate the competition.

The research was conducted in 10 companies, to a sample of 100
respondents. The majority of respondents are between 26 and 36 years
old, immediately followed by respondents who are between 36 and 45
years old with 25%. 7% of the respondents who answered the
guestionnaire are aged up to 25 years, and only 3% of the respondents are
between 46 and 55 years old, which indicates a relatively young

® Catleska, Z., V. (2007), "Globalniot pazar i konkurentnosta: integriranje na biznis
strategiite | coveckite resursi” [Global market and competitiveness: integration of
business strategies and human resources], Skopje: Politicka misla.
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population working in the organizations that are the subject of this
research.

Regarding the qualification of the workforce, the magority of the
respondents are highly educated — 63%, and the percentage of those who
have completed their master studies as well, is also high — 30% of the
respondents. Only 7% of the respondents have completed their secondary
school education.

The survey results indicate that the impact of the process of
globalization has intensified the competition on the telecommunication
market in the Republic of Macedonia. The majority of respondents or
51% answered that the globaization has greatly intensified the
competition on the market, while 27% of the respondents answered that
the globalization has moderately intensified the competition. Only 7% of
the respondents believe that the competition on the market is not
intensified at all. This indicates the fact that the majority employees are
aware of the changes taking place on the market, as a result of the
processes of globalization.

Chart 1: Theimpact of the process of globalization on the
telecommunication market competition in the Republic of
Macedonia
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Regarding the organizational knowledge, as an important factor
for acquiring competitive advantage on the telecommunications market
in the Republic of Macedonia, the two-thirds of the respondents
answered that an adequate organizational knowledge is especialy
important for acquiring competitive advantage. 22% of the respondents
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believe that the organizational knowledge has a moderate influences,
while 6% of the respondents answered that the influence is insignificant.
The results indicate the importance of organizational knowledge in order
to acquire competitive advantage.

Chart 2: Organizational knowledge as an important factor for
acquiring competitive advantage in the Republic of Macedonia

40,0%

30,0%

20,0%

10,0%=

0 0% T T 1 I
notat all alittle moderately alot toomuch

Source: research by the authors

The application of the organizational knowledge depends on the
activities undertaken by human resources managers in the organizations.
In this respect, it is investigated whether the human resources
management undertakes activities in the direction of improvement of the
knowledge and the professiona skills of the employees regarding the
dynamic changes on the telecommunication market. The results show
that 52% of the respondents believe that the human resources
management in their organization “often” undertakes activities for
improvement of their knowledge and professional skills, and 15% of the
respondents answered “very often”. Only 5% of the respondents
answered that the managers “rarely” undertake activities aimed at
improvement of the knowledge and the skills of the employees. The
majority of the respondents confirmed that the human resources
management undertakes activities for the improvement of their
knowledge.
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Chart 3: Human resour ces management and the application of the
organizational knowledge
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Regarding the attitude of the employees and their need to
constantly upgrade and improve their knowledge, as a result of the
intensified competition on the telecommunication market, 49% of the
respondents answered that “very often” they feel the need to improve the
knowledge in their area of work and 34% of the respondents answered
“often”. 12% answered *“sometimes”, and only 5% of the respondents
answered “rarely”. The results show that the majority of the employees
are aware of the need to constantly improve and upgrade their personal
knowledge, which positively adds to the activities undertaken by
managers in this direction.
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Chart 4: Theintensified competition on the telecommunication
market and the attitude of the employees

50,0%

40,0% ]

30,0%

20,0%

10,0%]

0,0%- :
rarely sometimes  often very often

Source: research by the authors

In the purpose of knowledge improvement and upgrade, it was
examined whether the employees attend trainings in the domain of their
profession. The results show that the two-thirds of the respondents
answered that they attend training in the domain of their profession (44%
answered that they “often” attend training in the domain of their
profession and 14% answered “very often”). 32% of the respondents
answered “sometimes” and 10% - “rarely”. The results confirm the
interest of the employees for improvement and upgrade of their personal
knowledge.

Chart 5: Trainingsin the purpose of improvement the or ganizational
knowledge
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Due to the conditions imposed by the open market, the interest of
the employees to attend training outside the domain of their profession
was examined. 26% of the respondents answered that they “often” attend
such training and 10% answered “very often”. 20% of the respondents
answered “sometimes”, 34% of the respondents answered that they
“rarely” attend training outside the domain of their profession and 10%
of the respondents answered “never”. This indicates that the employees
do not recognize the need for personal improvement of skills and
knowledge outside the domain of their profession.

Chart 6: Theinterest of the employeesto attend training outside the
domain of their profession
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Regarding the activities undertaken by managers related to the
organization of adequate employee training, 15% of the respondents
answered that the managers organize training “very often” and 30%
answered “often”. 30% answered that managers organize training
“sometimes”. This indicates the initiative of the management towards
development and improvement of the knowledge and the skills of the
employees by sending them to training.

40



Vasil Popovski, Sanja Nikolic; The significance of the organizational knowledge ...

Chart 7: The activities undertaken by managersrelated to the
organization of adequate employeetraining
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On the other hand, the employees themselves show initiative for
attending training. The majority of the respondents (43% answered
“often” and 15% answered “very often”) answered that they attend
training at their own initiative. 26% of the respondents answered
“sometimes” and only 6% of the respondents “rarely” attend training at
their own initiative. 10% of the respondents do not attend training at their
own initiative at all. The self-initiative of the employees in the direction
of their personal professiona improvement is especialy positive.

Chart 8: The sdf-initiative of the employeesin the direction of their
personal professional improvement
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The effects of the application of the organizational knowledge
were examined through the use of the acquired knowledge from the
training in the process of decision making in the everyday work. In this
respect, even 50% of the respondents stated that the acquired knowledge
“often” helps them in everyday decison making and 20% of the
respondents answered that the knowledge acquired from the training
“very often” helps them in decision making. 25% answered “sometimes”
and only 5% of the respondents answered that the acquired knowledge is
“rarely” applied in the decision making. The results show that the effect
of the application of the organizational knowledge is positive, or that the
knowledge acquired from training helps the employees in the process of
decision making.

Chart 9: The effects of the application of the organizational
knowledge in process of decision making
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Regarding the activities of the management in the direction of
motivating the employees for continuous personal improvement through
an adequate system of rewards in the organization, one half of the
respondents answered that the system of rewards motivates them to
upgrade their knowledge (38% answered “often” motivates them and
16% of the employees answered “very often”). 32% of the respondents
answered that the system of rewards “sometimes” motivates them for
personal improvement, 6% answered “rarely”, and 8% answered that
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they are “never” motivated to improve. Since the majority of the
respondents believe that the system of rewards is adequate, or it
motivates them for personal improvement, it can be concluded that the
system of rewards is an important factor in the application of the
organizationa knowledge.

Chart 10: Theactivities of the management in the direction of
motivating the employees for continuous personal improvement
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Regarding the attitude of the employees about their contribution
to acquiring competitive advantage in the organizations where they work,
the majority of the respondents — even 78%, answered that with their
knowledge they can contribute to acquiring competitive advantage. 17%
answered “sometimes”, and only 5% answered that they can “rarely”
contribute to acquiring competitive advantage with their knowledge.
These results indicate the awareness of the employees of the importance
of thelr knowledge and the contribution they can make for acquiring
competitive advantage in the organizations where they are employed.
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Chart 11: Theattitude of the employees about their contribution to
acquiring competitive advantage in the or ganizations
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The results obtained from the survey show the significance of the
organizationa knowledge in the organizations on the telecommunication
market in the Republic of Macedonia. Managers undertake a number of
activities in this direction such as, organizing training for the
improvement of the knowledge and the skills of the employees, creating
an adequate system of rewards that should motivate the employees for
professional improvement, and on the other hand, the employees show
interest and awareness for the need of constant improvement of their
personal knowledge and skills, which is imposed by the open market.
Such need of continuous investment in the professional improvement is
especially emphasized on the telecommunications market due to the
connection of telecommunication with high technology, as well as the
legal regulationsin this area.

Conclusion

The process of globalization imposed the need of modification of
the management processes. Namely, because of the free market and the
dynamic market factors, which are in constant development — change,
organizational knowledge is new tool for achieving goals and successful
work of the organization. This resulted from the fact that the value and
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the resources are no longer percelved in the same way as in the
“traditional” economy, not only from the aspect of organizations, but also
from the aspect of countries, regions, industries. The way of creating
value for the consumers, which is the fundamental criterion for
successful functioning of the organization, significantly differs from how
it was in the past — from the way of creating value in the “traditional”
economy. The new way of creating value requires a new management
approach, or anew way of work.

The technological changes and a complex environment are
extremely notable at the telecommunication market. Also the legd
regul ations opened the market and stimul ate the competition. The process
of globalization has intensified the competition on the telecommunication
market in the Republic of Macedonia.

Regarding the dynamic changes on the telecommunication
market, organizational knowledge becomes important factor for
acquiring competitive advantage. The use of the organizational
knowledge depends on the activities undertaken by human resources
managers in the organizations. Managers have to take activities in order
to improve the organizational knowledge and professional skills of the
employees.

The system of rewards is a crucial factor of motivation to upgrade
employees’ professional knowledge. Also the activities undertaken by
managers are related to the organization of adequate employee training
which indicates the initiative of the management towards devel opment
and improvement of the knowledge and the skills of the employees by
sending them to training.

The effects of the application of the organizational knowledge
were examined through the use of the acquired knowledge from the
training in the process of decision making in the everyday work and the
results show that the effect is positive, so the knowledge acquired from
training helps the employees in the process of decision making.

The employees as well are aware of the need to constantly
improve an upgrade their knowledge. They are interested in attending
trainings in purpose of improving their knowledge. The results show that
the employees are interested in improving their knowledge in the domain
of their profession, but they don’t recognize the need to upgrade
knowledge outside the domain of their profession. Having in mind that,
managers should motivate the employees to improve their knowledge and
skills outside of their professional specializations.
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Both the managers and the employees show interest and
awareness for the need of improvement of personal knowledge which is
imposed by the open market. The employees are aware of the importance
of their knowledge and the contribution they can make for acquiring
competitive advantage in the organization.

Manageria revolution points out the need and the importance of
organizational knowledge as a condition for successful work and for
achieving the competitive advantage of the organization. The traditional
means of production have lost the decisive role in acquiring competitive
advantage. If the success of an organization in the traditional economy
was measured by the quantity of produced and sold products, today the
success of an organization is measured by the knowledge, skills and
abilities that an organization owns. In conditions of changing and
unpredictable modern business, and in the struggle for conquering
competitive advantage, companies are intensely focusing on the
knowledge they possess. Developing the necessary knowledge within the
organization, requires a focused combination of the knowledge and the
abilities of al the participants in the management process — people,
technol ogies and processes.

Organizational knowledge became a key resource for the success
of the organization. Today, world economy is facing a new challenge.
The production and the technological revolution are aready in the past.
The stage is entered by the managerial revolution — the era of knowledge.
In knowledge economy, which is on the horizon, organizations will
compete a which one owns better organizational knowledge and at
finding a better way to develop the human resources in the organization.
Implementing systematic and continuous learning in the entire
organization becomes one of the most important forms of human
resources development.
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secondary statistical data and comparative analysis. Results will show
that only systematic approach will enable easier access to information
and will help farmers in implementing the complete organic product
process.

Keywords. organic agriculture, knowledge system, knowledge
actors, knowledge devices, farmer networks

JEL classification: Q01, Q12, Q19

) PhD, Associate professor at the Institute of economics, University Ss Cyril and
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I ntroduction

Thanks to its original concept, organic agriculture brings radical
change and innovation based on new values of economicaly viable,
environmentally sound and socialy fair agriculture. This certainly
contributes to the continuing development of organic agriculture all over
the world, which proves that mankind is awarded the need for transition
to sustainable agro-food model. Its genuine attributes and development
potentials makes organic agriculture a land use system that can help in
addressing severa challenges Macedonian society faces poverty, loss of
biodiversity and water pollution. This particular land, or even better,
nature use system involves not only substantially distinct production
technologies, but also new approach to farm management, farmers’
collective organisation and market strategies. As an outcome of these
interactions, it builds on a new knowledge base and proposes aternative
knowledge processes to those of conventional agricultural system.
Research confirmed that most of organic agriculture knowledge has not
been developed through the formal education system or by conventional
science (Sumner, 2008). Namely, organic agriculture emerged as
informal movement started by farmers and environmentalsit, unlike many
other agricultural innovations which are mostly result of science and
technology development and delivered to farmers as comparatively
standardised, ready to use knowledge. Under these circumstances, the
most substantial contribution of organic agriculture has probably been
knowledge of production and its dissemination trough socia learning and
other knowledge devices (information flow, farmers’ experiments,
networks, innovations and technology transfer).

Benefits of organic agriculture are only possible if based upon an
innovative knowledge system that links a diversity of actors along the
food chain across sectors, disciplines, professions, regions and borders.
Therefore, transition to this sustainable agriculture model depends on
establishing new efficient knowledge and learning system, that is not a
set of general technical practices to be implemented everywhere. Organic
agriculture is an ongoing and complex context-specific adaptation of its
practices by local actors, where production processes are strongly
connected with the local environment and knowledge, preserved by one
generation of farmers and passed on to the next generation. The learning
process on organic agriculture is tightly linked to a process of
trial-and-error by organic farmers and consumers, and it is the outcome
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of their inventions and innovations. This is most certainly true for the
creation, accumulation and dissemination of organic agriculture
knowledge in Macedonia, where maor knowledge base has been created,
developed, tested, protected, passed down and expanded upon by
practitioners in the field. Exchange of all gained knowledge is mostly

through only one communication model - organic farmers
communicating with other organic farmers, which in many cases are aso
family related.

Although in its bear essence organic agriculture shares the use of
naturally occurring biological processes with ancestor methods, it must
be pointed out that it has the capacity to absorb as much technological
and science advancements, as conventional agriculture (Ingram, 2007). In
fact, in order to meet sustainability goal, technologica and scientific
innovations are more than needed in the domain of improving soil
fertility, using natural regulation and diversity to prevent pests and
diseases in crops and livestock, using little additives in processing
(Niggli et a, 2008:17). Additionally, the need to strengthen organic
farmers’ positions among other farmers, policy makers and other food
system agents represent another broad opportunity for science-based
solutions. In this sense, the organic agriculture knowledge system
includes many actors, itsinstitutions and organizations and is therefore a
result of an intensive social learning process.

1. Organic agriculturein the Republic of Macedonia

Development of organic agriculture in Macedonia is dating back
from the late 1990s, started as an initiative of several farmers, supported
by foreign donors. Although the historical development of organic
agriculture in the country is short, as will be shown, it is also very
dynamic and encouraging.

In 1999 initial expertise has been provided for drafting the legal
bases for organic production, and by the end of 2000 the first draft law on
organic production was completed. In 2001, the Government adopted the
draft Law on Organic Production and launched the project “Local
initiatives to organic farming”, as part of a program to support
environmental NGOs. Finally, in 2004 the Law on Organic Production®
was passed and an obligation was taken to complete national legislation

Official Gazette No. 16/2004
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with 12 other necessary by-laws. The first by-law was adopted in
December 2004 and was concerned with establishment of an Advisory
Coordination Commission on organic agriculture. The second by-law,
was adopted in March 2005. Three by-laws regulating the production
standards in organic agriculture (plant production, animal production and
processing) were adopted in June 2006.° Same year, the National
Federation of Associations of Producers of Organic Products “Biosan”
was registered. In 2007 the National strategy with Action plan for
development of organic agriculture for the period 2008-2011 was
adopted.®> In 2009, the first Macedonian certification body was
accredited. The same year, in December, some changes were made in
order to harmonize national legidative with the Council Regulation (EC)
No. 834/2007 and Commission Regulation (EC) No. 889/2008, which
resulted with a new Law on Organic Agriculture,* entered in force in
2010. By the end of 2010, al remaining by-laws were adopted.”

Along with adaptation of the national legidation, in 2007 the
Macedonian Government launched a program to financially support the
development of organic agriculture. Measures of this program provide
increased financial support of 30% for organic production compared to
regular production, as well as additional support for the processing and
trade of organic products, followed by coverage of 50% of the cost of
certification.

*Official Gazette No. 60/2006

3Ministry of agriculture, forestry and water economy of the Republic of Macedonia:
National strategy with Action plan for development of organic agriculture for the period
2008-2011, Skopje, august 2007.

“Official Gazette No. 146/2009

*Official Gazette No. 162/2010 and 163
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Chart 1: Financial support for organic agriculturein the Republic of
Macedonia for the period 2007-2014, (in MKD)
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Source: Ministry of agriculture, forestry and water economy of the Republic of
Macedonia: Report on development of agriculture and rural development for
2013, Skopje, February 2014, p. 63.

As can be seen in Chart 1, in the period between 2007 and 2012,
from year to year, Government was practically doubling the amount of
financial support for Macedonian organic producers, reaching its record
amount of 130.000,000 Macedonian denars (MKD) in 2012. Presented
datarevedls that the financial support was reduced to 67.000,00 MKD in
20013, while the projected support for 2014 is 88.000,00 MKD.

In terms of certified production area under organic agriculture and
number of organic agricultural producers in Macedonia, from modest 4-5
producers in 1998, up to 2007 there were 50 organic farmers and 266 ha.
certified organic production area. Macedonian organic agriculture
reaches its peak in 2011, with maximal 780 certified organic producers
and 6.580,92 ha. under organic production. In the years to follow, we can
notice a declining trend, settled by 400 certified organic farmers,
cultivating 3.167,85 ha. of certified production area in the Republic of
Macedonia in 2013. As shown it the Chart 2, organic agriculture in the
Republic of Macedonia up until 2011 has positive trend, both regarding
certified production area and number of operators.
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Chart 2: Number of certified organic operatorsand area under
organic agriculturein the Republic of Macedonia (ha) in 2007-2013
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Source: Organic production capacities [ http://www.mzsv.gov.mk/?g=node/220]

As seen from the structure of the Macedonian organic sector
presented in Table 1, the most significant increase in the area under
organic agricultural productsis shown in cereals (from 668 ha. in 2009 to
3,670 ha. 2011), and organic fruit production (from 211 ha. in 2009 to
971 ha. in 2011). Thereis also substantial progress in the development of
organic livestock production. The number of organic cattle breed
increased from 377 heads in 2009 to 5,221 heads in 2011, the number of
sheep heads increased from 22,052 in 2009 to 113,904 heads in 2011,
and the number of goats increased from 1,039 heads in 2009 to 5,133
heads 2011. In the analyzed period, organic honey and production of bee
products have unstable development.
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Regarding production structure (Chart 3.) in the analyzed five
year period, the biggest share in organic plant production in Macedonia,
nearly 53.1% goes to cereals, followed by fodder crops with 18.3%.
Significant share have fruits, represented with 11.2%, and fallows with
7,4%. Vineyards, pruning, oilseed crops and industrial crops accounts for
approximately 1-4% of the total organic plan production in Macedoniain
the period 2009-2013.

Chart 3: Structure of organic plant production in the Republic of
Macedoniain the period 2009-2015 (in %)
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Source: Organic production capacities [ http://www.mzsv.gov.mk/?g=node/220]

Regarding animal organic production, in Chart 4 we can see that
in the Republic of Macedonia, in the period 2009-2013, absolutely
dominant is organic cattle breeding, represented with lion share of 93%.

Chart 4: Structure of organic animal production in the Republic of
Macedoniain the period 2009-2015 (in %)

37

“‘ S B Bovines
——_ 13 Ships

" Goats
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From all the presented data regarding development of organic
agriculture in Macedonia, we can say that it is following the trend of the
governmental financial support. This acknowledgment is rather
unfortunate since the financial support is an integral part of the nationa
agricultural policy, which isin direct connection with the budget capacity
and can be subject to changes. Additionally, on the part of agricultura
producers, such situation is suggesting lack of commitment and inability
to accept organic production a “modus vivendi”, rather than temporary or
part-time activity. Regarding the structure, it is evident that it is not well
diversified, since both in organic plant and animal production in the
Republic of Macedonia, we have one dominant representative (cereals
and cattle), while other types of production show little, or no progress.

All things said, we can say that the development stage of
Macedonian organic agriculture enters a critical point, where exchange of
ideas, information and knowledge must take place. Therefore, we are
confident that it is necessary to establish organic agriculture knowledge
system in Macedonia.

2. Actorsin organic agriculture knowledge system

Organic agriculture knowledge system has five main actors with
an interest in developing organic agriculture:®
e Organic farmer
e Research
e Extension services
e Education and training
e Support systems.

Although al elements of one system are equally important, in the
case of organic agriculture knowledge system, we must give biggest
credit to the farmers themselves. Namely, in the agriculture the mgor
interface between humans and the environment happen, thus deeming the
role of the farmer crucial. By engaging themselves in organic production,
organic farmers are constantly experimenting new techniques, followed
by investing efforts in different management of labor, time and space,

® Dockés, A, T. Tisenkopfs and B. Bock. (2011), “WP1 Reflection paper on AKIS”,
Collaborative Working Group Agricultural Knowledge and Innovation Systems.
Frankfurt/Main (DE): Institute for Rural Development Research at Johann Wolfgang
Goethe University, p.25.
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adapting and refining solutions to change, comparing different options
with farmers that work in similar conditions, and making the right
choices. This on-farm research component generates new knowledge that
will benefit all farmers, thus, it needs to be circulated. The establishment
of knowledge system is instrumental in helping farmers to exchange
generated knowledge and become stronger and more independent. In
addition, knowledge-exchange provides a critical mass and sets an end to
the isolation, stimulating various forms of cooperation and information
exchange between organic farmers. Strong argument that justifies
farmers’ central role is the fact that the organic sector, especially in
developing countries, is represented by small (individual) farmers. The
major reason they converted to organic production in most cases is
because it does not require drastic change in their farming practice, and
offers options for risk reduction, especially regarding market risks. This
implies that they are still not very educated or informed and that any help
is more than welcomed.

Regarding other elements-research, extension and educational
organizations, as actors of the knowledge system, are relatively stable
and static. Differences between countries occur in the structure of the
system, its organization and governance (e.g. under a public or private
structure), as does in the level of centralization or decentralization.
Particularity of the organic agriculture knowledge system are the support
systems, as they can be highly fragmented and subject to a dynamic
process of emerging new structures and actors. Among actors in organic
agriculture knowledge system, we must mention loca NGOs and the
private sector, characterized with personal motivation and expertise and
in many cases initiators of most pioneering organic projects. Local NGOs
can achieve a lot on their own, but sooner or later they reaize that it is
desirable to forge links with the local and national government, which is
of crucia importance for the strait of the knowledge system.

Other actors in the organic agriculture support system are the
organic entrepreneurs and SMEs that are among the major drivers of
innovation, because they have to adapt their internal organization and
technologies to comply with the rules and standards of organic
production. Together with cooperatives and organic farmers’ associations
are the actors that often provide input, input-related technical advice as
well as advice related to products.

Very valuable and supportive actors in the system are the media
and the journalists (professional journas and, increasingly, web-sites).
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Mass media in general shapes food discourses in society at a large scale
and mobilizes consumers’ attitudes in terms of food quality and safety,
values, aternative food networks and environment protection.

Among actorsin organic agriculture knowledge system need to be
mentioned all commercia service providers, like veterinarians, plant and
soil laboratories, brokers in the land market, providers of farm
management software and especially (fiscal) accountants and banks.
They contribute to the knowledge system with providing sources for
know-how on certain aspects of the organic agriculture, especialy related
to knowledge and innovation.

Other than the above mentioned actors, the ones who probably
will be intensely interested in the development of organic food and
farming systems are future generations, who clearly do not have a voice
yet. To meet future generations’ needs for healthy food they have to be
educated about the need to maintain healthy soil and a food chain which
enables fair distribution of food.

Last, but not least, we must bear in mind that there are other
»silent actors” in the organic knowledge system. They are represented by
a number of species of plants and animals, that have mora right to
survive and exist and not be destroyed and eradicated.’

3. Devicesinvolved in organic agriculture knowledge system

In the knowledge system of organic agriculture there are many
so-called knowledge devices that initiate the process of knowledge
creation and exchange. Among those that are closdly related with the
specific adaptation of practices by local actors is socia learning,
information flow, farming networks, innovation, experimentation and
technology transfer.

Social learning, as process of conformation, has already
established and there are socially accepted roles and practices, where new
knowledge is generated within and facilitated by a social structure. It isa
creative process in which the collective is engaged in concerted action,
which leads to considering active learning process that is defined,
structured, flexible, which seeks improvement and change in the existing
State.

" Vilkka, L. (1997), "The intrinsic value of Nature”. Value Inquiry Book Series No. 59.
Helsinki: University of Helsinki.
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Information flow is a key input into organic agriculture systems,
but only if transmitted information is relevant, is increasing or changing
farmer’s knowledge and if is improving farmer’s situation. Additionally,
such information has added value when used in combination with
previous experience to enhance knowledge. Information flow to organic
farmers can be done via seminars, discussion, field days, workshops,
newsletters or mass media such as internet.®

Facilitation of innovation and knowledge in terms of social links,
exchange and sharing is done through farming networks. Thanks to
networks, innovation and knowledge is disseminated and reaches
legitimization in broader society, new markets and policy field. The
network is multidimensional and it is a collective process with wide
range of actors involved such as scientific staff, agricultural adviser,
management adviser, cooperative, etc. Studies in various parts of the
world confirm the role of farmer networks in the growth of organic
agriculture.’

Innovation is one of the key competences of organic farmers and
it helps to build flexible knowledge system. Innovation doesn’t take place
independently from technical innovation but is precondition, concomitant
or consequence of technical innovation. In organic agriculture knowledge
system innovation is needed in sense of institutional innovations that will
reguire organization and institutionalization of organic knowledge. In the
context of organic agriculture, innovation is mostly result of
experimentation. Experiment can be provoked by external change and
emerging problem, they can be stimulate by persona interest and
curiosity, or can be deliberate trials to effect desired future change.*®

Technology transfer involves the transfer of research findings to
farmers and the aim is to encourage innovation and improve profitability
of the system. An early model was the Linear Diffusion model in which
scientists developed technology which is transferred to mangers by

8 petersen K. and Hurley E. (2003), “Information needs of organic farmers”, Institute of
Natural Resources, College of Sciences, Massey University, p.3.

® Assouline, G. and F. Just. eds. (2000), “Making agriculture sustainable: The role of
farmers’ networking and institutional strategies”. Final report. European Research
Project DG XII Environment and Climate Program.

0 Kummer S., Aigelsperger L., Milestad R., Chowdhury A., Vogl C., (2010),
“Knowledge systems, innovation and social learning in organic farming - an overview”.
European |FSA Symposium, 4-7 July 2010, Vienna (Austria), p.38.
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extension agents."* The new technology is first adopted by innovative
farmers and growers and later by the broader farmer community.

4. TheMode for organic agriculture knowledge system in the
Republic of Macedonia

We believe that organic agriculture knowledge system in
Macedonia should be integral part of the national agricultural knowledge
system (AKS) and its extension services, as its modus operandi and as
supplement to the financial support. We propose organic agriculture to be
introduced as “system innovation”, with participatory, or “side by side”
network approach towards all the actors and knowledge devices. The
expected result is to have a set of organic agriculture actors and/or
persons, as well as links and interactions between them, engaged in the
generation, transformation, transmission, storage, retrieval, integration,
diffuson and utilization of organic agriculture knowledge and
information, with the purpose of working synergistically to support
decison making, problem solving and innovation in organic
agriculture™. This approach should also enable existing AKS to propose
and develop practica ideas to support innovation, knowledge transfer
and information exchange between actors in organic agriculture.
Incorporation of organic agriculture into existing AKS as a “system
innovation” will introduce operational techniques that will reflect the
manner in which development and innovation in organic agriculture
actually occurs today: often through diffuse networks of actors who are
not necessarily focused on traditiona research and development. This
will enable the AKS to encompass and influence the complexity of
knowledge and innovation processes in the organic agriculture sphere
and will help organic farmers to become more compatible with broader
sustainability goals.

In this model the four sets of actors act upon the knowledge of
organic producers and generate innovations in response to problems and
opportunities, desired outcomes, system drivers and regulative policies
and institutions (Figure 1.). However, as the left-hand side of Figure 1

! Rogers, E. M. (2003), “Diffusion of innovations*, 5" ed., New Y ork: Free Press. p.57.
2 Réling, N. G. and Engel, P. G. H. (1991), “IT from a knowledge system perspective:
concepts and issues”, paper presented at European Seminar on Knowledge Management
and Information Technology, Wageningen.
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shows, problems are not simply given by the context. Rather, they are
framed in different ways by specific paradigms. The same is true of
material inputs and knowledge, which are also shaped by paradigms.
Such differences are important in framing research priorities, societa
choices and public accountability.

Figure 1: A model of organic agriculture knowledge system
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Source: Adapted by Dockés et al., 2005:37.

The emphasis in this AKS is introducing organic agriculture both
as economic, social and environmental innovations into the model, being
influenced by paradigm shifts (that parallel those that are occurring in
research and innovation policies) towards network driven multi-actor
innovations and even a step further-towards Life Long Learning.

62



Natasha Daniloska; Model of knowledge system for organic agriculture in the ...

Conclusion

Organic agriculture in the Republic of Macedonia is one of the
fastest growing agricultural sectors, with double-digit annua growth in
land under organic cultivation, value of organic products and number of
organic farmers. Most of the success has been achieved through the
vision and enterprise of individuals and local farming groups operating
with great support of the Government, both in terms of subsidies and
legal framework.

The problem with governmental support is that the integrity and
motivation of a purely government-driven initiative can attract criticism
and the concentration of too much influence in the hands of politicians
and civil servants, which in democratic societies is perceived as
undesirable. Nevertheless, state support for organic agriculture in
Macedoniais significant and therefore the organic agriculture knowledge
system must be built within the national agricultural knowledge system.
Accepting organic agriculture as “system innovation” will transform
existing Macedonian agricultural knowledge system towards more
participatory model of functioning.

We firmly believe that the proposed model for organic agriculture
knowledge system in the Republic of Macedonia will gather tacit and
local knowledge and will establish organic farmers as more autonomous
“knowing agents” both at farm and food-chain and at the same time will
induce a process of transdisciplinary co-production of knowledge among
farmers and al other actors of the knowledge system.
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the analysis of lending is very complex, the paper makes reference only
to certain aspects of the lending activity of banks in the past: structure of
assets in the banking sector, dynamics of lending activity and lending
structure by sectors (corporate and household sector).

The analysis based on all previously mentioned aspects is done
for the period before and after the global financia crisis in order to see
the effects of its impact on the credit activity of banks. There is an
evident fact that slowing economic activity in the real sector, and
tightening credit conditions by banks after 2008 conditions the existence
of downward trend in the lending activity, which is evident trough the
reduction of the share of loans in the assets of the banking sector, the rate
of growth of gross loans, and the rate of growth of loans in the corporate
and household sector.
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Credit activity is an important segment of the economy of a
country, which significantly affects the country’s economic devel opment.
Credit activities are the dominant banking activities in most banks and in
the total portfolio of the bank. Thus banks expect from these activities to
achieve the biggest income. However, on the other hand it depends on
the the timely repayment of the credits. A bank’s credit portfolio
management is important and they tend to retain control over their claims
and to avoid or reduce losses of workload that may have a direct impact
on the prosperity and survival of the bank, as well as on the stability of
the overall economy of the country .

The Macedonian banking sector, athough indirectly exposed to
the impact of the global financial crisis, set a new challenge - to maintain
ahigh leve of liquidity and to maintain the confidence of depositors. The
deteriorating economic situation in the past, which resulted in reduced
purchasing power, thus restrained consumption of the real sector and the
citizens, affects the increase of credit exposure of banks at risk. This, in
turn, contributed to reduction in the credit activity of banks after 2008.
Credit activity and its dynamics before and after the financia crisis is
studied in this paper.

1. Analysisof the structure of banks' assets

The banking system in Macedonia consists of seventeen banks
and eight saving houses. In terms of credit activity’, the genera
conclusion is that the concentration is in the group of large banks?
because they participated with 48.3% of the total lending activity starting
in 2003, and 66.3% in 2012.3 In the recent period the group of large
banks have strengthened the position on the banking market and they are
major drivers for annual growth of the gross loans (the share in 2007 rose

1The paper focuses only on the credit activity of banks because savings account for an
insignificant percentage, or 1% of total assets and 1.4% of total loans.

In order to do more adequate analysiss, NBRM divides banks into three groups
(according to the size criterion of total assets). So, today, the group of large banks
includes three banks, a number that has remained unchanged since 2003, while the
number of banks in the group of medium-sized and small banks ranged from 6 to 8
medium-sized banks and from 7 to 13 small banks.

3Report on the banking system of the Republic of Macedoniain 2003, 2012, NBRM.
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up to 70.3%%. In the period after 2006 and 2007, there is a significant
trend of strengthening the position of the group of medium banks, first by
increasing the deposit base and then by increasing and strengthening the
market share in total assets.

Loaning bank activities could be considered from more aspects.
One aspect of the analysis is the recognition of the share of loans in the
total assets of the banking sector. The change in the share of individual
assets in the assets in the period of ten years indicates the activity of
banks performed in that period. The structure of the assets of the entire
banking system is shown in the Figure 1, where you can clearly see that
the situation stems from 31.12.2003, when the banks had a strategy of
targeting deposit placements in the first-class banks in the world, instead
of lending in the country itself. The share of the placements to other
banks and the category of loans to non-financia entities of over 70% by
2010 indicates prevailing exposure of the banking system to credit risk.

Figure 1: Asset structure of the banking system for 2003-2012

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

® Cash and funds on accounts of the NBRM ® Placement to other banks
Loans to non-financials enteties B Investment in securities

® other assets

Source: Own cal culations according to Annual reports of NBRM for period
2003- 2012 year

The displayed graph 1 shows that since 2009, there is slowdown
of credit activity and reduction of its share in the total assets (under 60%
compared to 2008, when participation is the highest - 61.5%) as a result
of the stricter conditions of lending by banks due to deteriorating
economic conditions. The expense of this slowdown has increased the
share of placements in banks and the share of funds in the accounts with

“Report on the banking system of the Republic of Macedoniain 2007, NBRM.
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NBRM?, as well as increased investments of banks in securities (from
11,7% in 2003 to 15.3% in 2012), primarily due to the positive
assessment of the connection between return and risk of that investments,
but also due to improving the liquidity of banks. In this period there was
increased participation of investment of banks in low-risk securities,
which also shows that banks are still wary of increasing lending activity.®

Generally speaking, that conditions largely increase the activities
of banks, and thus the bank’assets are the deposits, because al these
years they have a role of the dominant source of funding for the banking
activities. Deposits show continued growth starting from 2003 to 2007,
which led to an increase in the assets of banks and credit growth and their
share in assets. But starting from 2008, when there was stagnation of
deposits as well as tightening of the conditions for external borrowing,
until 2012, deposit growth was slowing down due to slowing economic
growth and uncertainty from the debt crisis. What is remarkable in this
period is greater reduction of deposits in the corporate sector, primarily
due to reduced liquidity of operations and need for cash.

2. Analysis of the dynamics of credit market

Under the impact of the global financial crisis, banks in the
country have felt the slowdown in total assets. The reasons for this were
multiple: psychological pressure created by domestic entities, reduced
propensity for saving because of future uncertainty about the effects of
the financial crisis, and declining trust in the banking system (which had
the most reaction by household sector). This in turn affects the tightening
of credit conditions for approval of loans by the banks.

Also, dowing the dynamics of lending is a result of certain
legislative measures brought forth by NBRM. In June 2008 the Decision
for mandatory deposit’” was brought, which conditioned banks to alocate
required deposits to the NBRM accounts monthly, if they exceed the
maximum limit for approval of loans to the household sector, in order to
discourage and slowdown the rapid growth of loading activities in the

*This change is due because of tight monetary policy of the NBRM, namely made
increasing rates of reserve requirements for liabilities denominated in the currency.
®Report on the banking system and banking supervision in the Republic of Macedonia
in 2009, NBRM, p. 25.

"Decision for mandatory deposit Official gazette, Republic of Macedonia, no. 163, 26
december 2008 year, Skopje.
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population sector, which in the years before 2008 reached up to 56%.
Also, with the adoption of the Decision to amend the Decision for
methodology for determining the adequacy of capitd® and the
introduction of higher risk weight for claims arising from approved and
used overdrafts on transaction accounts and credit cards, there is certain
contribution to the reduction in the credit activity of banks in the
household sector. Then, the change in the Decision for mandatory reserve
increased the rates of reserve for liabilities with currency component
(increased rates for foreign currency liabilities from 10% to 13% and
liabilities in foreign currency clause from 10% to 20%). This increase in
the reserve was intended to increase the liquidity of banks, but also meant
reducing the amount of available funds that banks can use for lending.

The impact of all these factors led to a slowdown of credit activity
after 2008. In Figure 2 the movement of the rate of growth of loans
starting in 2003 until 2012 can be observed through the movement of the
rate of growth of gross loans.

Figure 2: Total amount of gross creditsand the growth rate for
period 2003-2012 year
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250
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100 T 20
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= Total gross loans  —#—Growth rate

Source: Own calculations according to Annual reports of NBRM for period
2003- 2012 year

From the data shown, it can be seen that the growth rate in 2009
was only 3.5%, while in previous yearsit is over 30%.

But, as it can be seen from Figure 2, since 2010 there has been a
revival of credit activity and the growth rate of gross loans is increased.

®Decision to amend the Decision for methodology for determining the adequacy of
capital, Official gazette, Republic of Macedonia, no. 32, 7 march 2008 year, Skopje.
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The reviva of credit activity is due to the more stable environment and
the gradual recovery and revival of the domestic economy and expanding
deposit base, most in the household sector (growth rate of deposits is
three times higher than the previous year®). The growth in this period is a
result of the increased lending to the corporate sector, the export sector,
and growing consumption of population. This moderate increased growth
in loans is followed by a continuous downward trend in interest rates
(and largely influenced by changes in the Law on Obligations in 2010%
when the maximum contractual interest is prescribed).

But the genera impression is that in the period after 2008 there
has seen great caution on banks and their focus on maintaining a quality
loan portfolio, primarily due to the risks of the environment, and the
difficult recovery of existing loans.

3. Analysis of the credit portfolio of non-financial sectors

When analyzing the sectora structure of the credit portfolio, the

fact that loans in the corporate sector are dominant in comparison with
loans to the household sector is quite evident. Lending to the population
sectors almost did not exist before 2003. However, 2003 witnessed
significant growth and interest in banks because of the fact that these
loans carried high rates of return and were less risky since there was a
possibility for diversification of risk.
The participation of the corporate and household sector in the credit
portfolio and the dynamics of lending activity of these two sectors is
shown in Figure 3. For the entire analyzed period there was greater
participation of the corporate sector in the structure of the credit portfolio
in relation to the household sector.

°Report on the banking system and banking supervision in the Republic of Macedonia
in 2010, NBRM, p.3.
19_aw for change the Law of obligations, Official gazette no. 81, 30 june2009, Skopje.

72



Diana Boskovska, Elena Gligorova; Effects of the financial crisison the....

Figure 3: Theparticipation of the corporate and the household
sector and growth rate for period 2003-2012 year
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Source: Own cal culations according to Annual reports of NBRM for period
2003- 2012

The data in Figure 3 shows that the decline in lending from 2008
until 2012 was present in both sectors. The impact of the financial crisis
on banks' credit activity led to a reduction in the credit growth rate in
both sectors.

Starting in 2008 the population sector appeared significantly
reduced credit growth over the previous year (from 56.2% in 2007 to
37.4% in 2008) because of the effect of the previousy mentioned
measures taken by NBRM and the strained terms of banks for loan
approval. From 2009 to 2011 the population sector realized lower growth
rate than the corporate sector. This significant slowdown of credit
activity as previoudly stated is due to increased fear and risk of banks
inability to realize the security and perceptions of worsening for this kind
of credit™. Credit growth of the population sector in 2010 had even lower
rate than the corporate sector. It was due to “slower growth in disposable
income, and lower demand for loans in order to achieve greater caution
with the population and the slow adjustment of expectations to the
uncertainty"'2. It means that in terms of the uncertainty on the labor
market, the population still refrains from consumption and is more
inclined towards saving.

In 2011, banks gradually changed their views on the riskiness of
this sector according to the perception of future favorable expectations in

Ysurvey of credit activity, april 2009, NBRM.
2Report for financial stability of Republic of Macedonia for 2010, NBRM, p. 87.
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the improved economic environment and thus increase the growthrate of
this portfolio. During this year for the first time there was bigger growth
in the household sector than in the corporate sector, thereby increasing
their share in the absolute increase in gross loans. This change occurred
after three years of constant reduction of the household sector in the
growth of gross loans, which happened because of the greater caution of
this sector in lending and the banks' perception of increased risk of this
loan portfolio due to less conservative approach of the banks in their
lending in pre-crisis period.

In the corporate sector from 2003 to 2008 there was a permanent
decline in gross loans, but despite this dynamic this sector had a
dominant share in the total gross loans (from 60% in 2008, with greater
contribution to the increase of total credits, 57.9%, see Figure 3).

In 2009 under the impact of the financia crisis there were
noticeable changes in credit growth. The low growth rate of loans to this
sector by 4.4% (compared to 32.8% in 2008) due to reduced demand for
loans because of restraint in consumption and reduced tendency for new
borrowing in an unpredictable future income. Certain impact on slowing
demand for loans decreased foreign trade in this period, which is direct
result of the world economic and financial crisis. However, in 2010 the
number of approved applications, according to the Survey of lending
activity of banks in 2010™ increased in this sector due to the adaptation
of the bank to the new economic conditions caused by the crisis,
interruption of the“restraint” of lending and beginning of the phase of
supporting lending in terms of stable domestic and global economic
environment. These positive trends in the economy aso suggest that
there is a connection between the growth of credit activity among
enterprises and the economic cycle of the country. In 2011 and 2012 the
demand for loans in the corporate sector increased, but with less intensity
due to a moderate tightening of conditions for lending to this sector by
requesting to provide collateral of possible credit risk (risk of non-
payment of credit claims).

BSurvey of credit activity, February 2010, NBRM.
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Conclusion

Credits play an important role in the bank, because they make up
50% to 80% of the total assets in bank assets.

From the analysis in the paper it can be concluded that unlike the
pre-crisis period when banks were the main goal-increasing market share
and increased the loan portfolio, the orientation of the banks in the last
four years has been more with restrain of the bank lending, retention
stability of banks and keeping quality of the loan portfolio.

The positive trend of growth of gross loans in the period 2003 to
2007 was due to: the dynamic role of the banks to increase lending
activity particularly in the household sector, increased lending in foreign
currency, targeting to long-term lending and reducing exposure to credit
risk or improving the quality of its credit portfolio. The credit portfolio
during this period is of high quality because of its “immaturity”; a
portfolio which should be carefully followed in the later stage of
its”payback”.

The financia crisis in 2008 led to the restraint of the corporate
and household sector from investing and spending, and abstinence from
lending because of the tightening of credit conditions by banks, which
resulted in a decline in credit growth. The decline was felt in both
sectors. The trend of improvement in the loan portfolio was discontinued
in 2008 due to “payback” portfolio of population and the appearance of
thefirst signs of deterioration from world financial crises, which resulted
in reducing the export of enterprises, restructuring of loans in recent
years, write-offs of outstanding loans and taking over the outstanding
claims by banks.
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Outsourcing is an important part in this international venture as well, so
they play a huge role in moving capital and human labor from one point
of the world to another.

Offshore financia centers along with outsourcing activities offer
a variety of services and products, which can be beneficial for today’s
entrepreneurs. Entrepreneurial start-ups based on this kind of business
models can gain competitive advantages, penetrate new markets, reach
new customers and ultimately increase profits.
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I ntroduction

Entrepreneurship presents a vital, flexible and dynamic
component of the economy and is considered to be the "cradle" of
creating new job opportunities. Entrepreneurship has a great impact on
the economy and society as a whole, influencing the performances of
major companies. It acts as a generator and instigator of reforms.
Entrepreneurship and the SME sector can exist and develop only in a
specific economic environment and are driven by elements of globa
trading. One of the most important elements in recent decades concerning
the global economy are represented via the offshore operations and
outsourcing. The term offshore finance centers appeared in the 1980s,
being defined as jurisdictions that provide commercial and corporate
finance services to non-resident corporations (Andrew and Alex, 2012: 2)
and contribute to higher economic activity by improving the profitability
of business operations between legal entities. Offshoring and outsourcing
forms of financial performance are very similar, but their roles in
international operations are drastically different. Outsourcing is the
process when it comes to cooperation agreement with an entity outside
the company — another company. The company that enters into a contract
for outsourcing can be in the same country or abroad. The practice of
outsourcing is as old as business itself. What to subcontract is a question
of a strategic choice. In the past, outsourcing contracts were made only
for a small part of companies’ operations. Today, companies keep only
the core of their business in-house, and everything that is cheaper and
more effective to be done abroad is sent almost anywhere in the world.

Offshoring, however, means moving work and jobs outside the
country where a company is based (Bhagwati and Blinder, 2009: 20). For
example, if Apple starts its own laboratory in London, instead the one in
Palo Alto, that would be offshoring. But if they decide to make an
agreement with another company in the US or abroad for their R&D
operations, in that case it would be outsourcing.

There are many advantages and disadvantages regarding these
kinds of international investments. Entrepreneurs should realize that in
order to maintain and increase their business activities, and to become
more competitive and achieve higher incomes, they should aways be
open to considering outsourcing and offshoring as possible ways of
starting or expanding their business ventures. Using modern methods of
collaboration and continuoudly investing in human capital are necessary
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for the future of the companies. Therefore, entrepreneurs have obligation
and responsibility to decide which of the core activities from the value
chain could be best carried out abroad. In recent decades launching
hundreds of millions of jobsin developing countries was a direct result of
outsourcing and offshoring (Contractor, Kumar, Kundu, Pedersen,
2011: 2). At the same time, many people in developed countries have lost
their jobs because companies where they previously worked were able to
find cheaper alternatives. Although there are some disadvantages, the
benefits offered by offshoring and outsourcing are greater for all parties
involved. In countries with a huge supply of cheap labor this provides an
opportunity for job creation, which will lead to higher living standard.
Thus, companies involved in offshoring and outsourcing will have lower
labor costs, and generate higher profits. Moving the businesses from
West to East from the very beginnings of this phenomenon has
contributed to the loss of jobs in rich countries, especially for the less
skilled workers. In the last few years offshoring and outsourcing became
one of the most powerful aspects of globalization (Contractor, Kumar,
Kundu, Pedersen, 2011: 2). But some new phenomena have been
happening in many industries in the world. By the end of 2013, after
moving almost entire IT and mobile phones industries in Asia, especially
in China, a new production line has been established to make persona
computers on America’s soil again. But, in this case the new
manufacturing facility is built by Lenovo, the Chinese company, not by a
company from the US (Wall Street Journal, December 2013). Many
companies realized that they move too much work abroad and start to
bring some of it back home (such as Google, General Electric, Ford
Motors in the last few years), and other companies from emerging
countries choose their location for production on European and US soil,
thus commencing the process known as “reshoring”. These crucial
changes that have taken place over the last 5-10 years have opened new
opportunities for entrepreneurs to widen their possibilities how to make
their startups more competitive and strategically valuable.

1. Concept and role of offshore finance centers
In modern literature offshore finance centers are often identified

as “tax heavens” (Hampton and Abbott, 1999; Palan, Murphy and
Chavagneux, 2013; Morriss, 2010). In fact they represent jurisdictions
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that are separate from the main regulatory bodies (states) and have their
own autonomy. This can be a physical separation as a separate territorial
unit — an island, or remain within a city like London or New York.
Offshore jurisdictions are lands that have a large number of financial
institutions engaged in the business of non-residents (Cobb, 2009: 335).
However, other institutions classify this offshoring centers as centers for
management services with high profits. The most widely accepted term
for these centersis "offshore finance center”, which is used by global and
regiona regulatory and supervisory bodies (Maurer, 2007: 155).
Offshore finance centers are promoted as places with low taxes, places
which protect the anonymity of data, with a wide range of appropriate
financial expertise for business and individual assets (Hampton, 2010: 6).
According to Henry (2012), a significant fraction of global private
financial wealth, at least $21 to $32 trillion as of 2010, has been invested
virtually tax-free through the world’s still-expanding black hole of more
than 80 offshore secrecy jurisdictions. And thisisjust financial wealth. A
big share of the real estate, yachts, buildings, properties, jewelry, arts and
other non-financial-wealth are also owned via various offshore structures.
OECD (1998) characterizes offshore finance centers through a
combination of the following parameters:
- Minimal or zero tax

Preferential tax regimes

Lack of transparency

Lack of effective exchange of information.

In fact, offshore finance centers are a symbiosis of al these
features. The most typical service performed in these centers are banking
operations, but current services aso include fund management,
insurance, accounting services, tax planning, intellectual property
registration, company registration on a yacht, brokerage and consulting
services, etc. (Orion, 2014). From the beginning of offshoring and
outsourcing, international finance centers became the cradle for
establishment of anonymous accounts of wealthy individuas, and
therefore there is a general suspicion that they are actually centers
typically used for tax evasion. These are attractive locations for
investment for the globa tycoons, especially for those from the post-
socialist transition countries. The mere existence of differences in the
manner and form of a national tax policies and practice gives incentive
for individuals to reflect on reallocation of their equity. One of the
biggest advantages of offshore centers is that they offer lower costs,
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higher quality of service, price stability, more potential business partners,
and a possible access to a great number of investment funds. On the other
hand, certain features, such as tax erosions, banking secrecy and many
others are the reasons for which these financial centers are under a high
level of monitoring by international institutions, international financial
controllers, and international funds. International finance centers in
general and offshore finance centersin particular contribute largely to the
functioning of the economies in the world. According to Hines (20009:
12- 13) their most typical fiveroles are:
To stimulate foreign direct investment in countries with high
income. Companies are more likely to invest in international
finance centers due to the rapid growth of profits in relation to
countries that impose high taxes.
To discipline financial markets. Low tax rates that are offered in
international finance centers, limit the extent to which banks and
other large ingtitutions can take advantage of local monopolies to
the detriment of individuals and businesses.
To promote good governance and alot of benefits that can accrue
from democratic accountability.
To have an impact on tax collection and tax competition between
major countries. The availability of low taxes allows governments
to maintain heathy domestic tax bases without causing tax
competition from neighboring countries.
To influence on the global economy. In the past 25 years they
have experienced rapid growth, partly reflecting their growing
importance of the financial sector of modern economies. The
ability of international finance centers to finance other sectors of
the domestic economy adds additional value and economic
activity worldwide.

Offshore finance centers serve a number of legitimate, and some
less than legitimate purposes. In the past their success was characterized
by their ability to minimize tax burdens only for the non-resident
corporations, but other methods of evaluation have become more useful
since offshore finance centers have started providing some other value-
added services, aswell.
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2. Distribution and importance of offshore finance centers

During the 1960s and 1970s in Europe some instruments in the
banking sector appeared, which started changing things on global level.
The imposition of reserve requirements, higher interest rates, restrictions
on financial products, controls over capita flow, and high rates of
taxation in many OECD countries were one of the most frequent
measures, which were probably the main reasons for change of the
financial players on the global stage (Hines, 2009: 33). Attractive
services that were offered by offshore finance centers have started to
attract international investors. In Europe, Luxembourg began attracting
investors from Germany, France and Belgium in the early 1970s of the
last century because of introducing low tax-rates. In the Middle East,
Bahrain began to serve as a center for collecting excess oil from the
region. In the Western Hemisphere, Bahamas and the Cayman Islands
were in a similar position. Promoting investment opportunities for the
major world economies, which ultimately supported the creation of jobs
and increased their economic growth, were one of their major
advantages. These offshore finance centers started implementing their
development strategies mainly through various tax-exemptions schemes,
thus offering a competitive advantage for the entrepreneurs around the
world. Because of this, they are often subjected to criticism from
international institutions for outstanding issues involving tax evasion,
money laundering or financia frauds. There are many examples of funds
that originate from the activities involving dealing drugs, prostitution or
gambling, which have been invested back into national economies as
legal investments through the entrepreneurial activities initiated by the
offshore established companies. (Cobb, 2009: 343). But, their redl
importance is much greater. There is a misunderstanding in the
community about their real functions. Burns and McConvill (2012) stress
that their importance is particularly evident because they are used for
different reasons:

Joint venture companies. — Offshore companies are often used as

a form of joint ventures when investors from different countries

are joining together to fund a project.

Costs and ease of use. — The minimum fees, low costs for

establishing a company and ease of use of services are the main

reasons why most offshore entities choose to invest offshore.
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Relationship with, and access to regulatory bodies. — A key
feature of the leading offshore finance centers is the fact that they
are relatively small countries, with little population working
together as a close community. This is an attractive feature of
financial centers because it means that the regulatory bodies are
much more accessible and easier to reach. They are more open-
minded and proactive, unlike their colleagues in countries which
impose higher taxes.

Access to financial markets. — If entrepreneurial venture is
established in one of the offshore finance centers, there will be
many more funding opportunities.

Equity. — Offshore finance centers are quite significant for
investment funds. Investment funds with large assets owned by
investors around the world can attract a number of successful
businessesin these financial centers.

In the past most of the attractive offshore destinations were
mainly on the islands, especially those in the Pacific Ocean. Today, many
countries, including developed ones, have realized the power of attracting
non-resident entrepreneurs to invest and start their own business on their
grounds, under their jurisdiction. Even US has introduced many offshore
initiatives in order to attract offshore fund and entrepreneurial ventures
especialy in industries like: software development, nano-tech, green-
tech, e-commerce, web design and web hosting, online consulting and
management (Globes America, 2014).

3. Establishment and development of offshore companies

The phenomenon of outsourcing and offshoring gives way to a
series of issues which companies must tackle before they begin to focus
on this kind of operations (Contractor, Kumar, Kundu, Pedersen,
2011: 37):

- The company needs a diversification into the company's vaue
chain.

The company should have appropriate interfaces between

organizational and spatial features, and

The company should stay focused on minimizing the outsourcing

costs and minimizing the overhead costs of running the company.
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Establishing an offshore company is legitimate and legal.
Actudly, it is a practice of a huge number of entrepreneurs and
companies who see their opportunities at offshore destinations. The
company management, i.e. the entrepreneur, and the accredited
mediation agency should work together in order to determine what is the
most ideal place for establishment of the offshore company, in
accordance with the laws of the particular jurisdiction. Creation of
offshore company is the part where the entrepreneur actually sets the
pillars of functioning of the company at an offshore destination. They
usually appoint local managers in the country where the offshore
company is located, in many cases without any real business role and
power, just declaratively to represent the company. One of the many
specifics of these financia centers is that the process of establishing an
offshore company costs minimal fees, and the incorporation process
could contain a big portion of secrecy. If the entrepreneur, the owner of
the newly established offshore company wishes to keep his identity
secret to the public, then no single authority should be able to trace their
involvement into the company's activities. Special intermediary agencies
with expertise in offshoring within the particular jurisdiction usually help
this process run smoothly and without any legal obstacles. They may
provide full support and consulting to ensure effective functioning of the
overall operation of the company at arelatively low cost. In recent years,
global giants from various industries increasingly use offshoring and
outsourcing, even for the most complex work, such as research and
development, programming, insurance underwriting, medica
prescriptions and more (Contractor, Kumar, Kundu, Pedersen,
2011: 327).

4. Advantages and disadvantages of offshoring

Offshoring is a possible option even for the aready existing
businesses; it is not a case only for the entrepreneurial startups.
Offshoring certain parts of the company - certain functions of the value
chain, meaning reallocating these operations to locations abroad, such as
production or handling and distribution. A lot of the companies till
retain their core competencies near their corporate headquarters. But, in
recent years, companies have even started to reallocate their core
competencies, such as design, marketing, research and development and
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to shift towards offshoring centers. In fact, more and more functions and
activities are considered to bring competitive advantage if they become
part of the offshoring or outsourcing process. Depending on the offshore
destination, companies benefit from the offshore center's infrastructure,
as well as from lower tax rates. Entrepreneurs who invest offshore also
gain benefits from using the services of offshore banking. Offshore
banking provides greater protection for active investments, aong with
improved capability in the fund management of the internationa
business. The benefits are significantly greater. Offshore centers generate
income from financial activities of their new clients, as well as from the
existing ones, which leads to higher economic growth in the offshore
country. Economic stability and employment rate growth are factors that
also affect the development of a country (the offshore destination). One
positive aspect of offshore territories is gaining funds in their state
budgets from the payment of minimal fees for the operations of the
registered offshore companies, as well as the new company’s registration
and renewal of licenses. Additional benefits exist for the local workforce
due to creating new jobs. Some economies, like the Cayman Islands,
Virgin Islands and many others rely exclusively on offshore activities as
amajor source of government revenue and economic activity. One of the
advantages of these small economies is minimum formalities for the
establishment of offshore companies. Another advantage is the short
distance to maor economies, which is often the case and benefit for
small offshore jurisdictions.

On the other hand, disadvantages of offshore operations are
research topics of international finance institutions, which constantly
monitor their development. Restructuring through outsourcing and
offshoring of companies from developed countries have a number of
negative implications, in which the most explicit are (Bhagwati and
Blinder, 2009: 51):

- Slower growth in average productivity - US and other rich
countries often shift production to countries like China and India,
which increases the growth rates in these economies and in this
way, peforms the redistribution process of international
convergence.

US vs. Europe. - The constant competition between US and

Europe imposed pace of continuous technological innovation,

which in some cases gives the advantage to the United States and

in other to Europe.
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China or India - US residents and citizens of other English
speaking countries in the future should not be concerned by
competition from China, which is largely in the manufacturing
sector of consumer goods. They should be more focused on
competition from India, which is mainly in the service sector.
Knowledge of English language is an important source of
comparative advantage.

Inequality in wages and salaries - Differences in financia
contributions between educated and uneducated workforce are
becoming more prominent around the world. This phenomenon is
largely a consequence of technical progress, which will, as it is
obvious, continue to grow.

Job satisfaction — Recently modern economic living imposed
alienation and isolation due to excessive professional obligations.
It is estimated that the industry of personal services will become
dominant in the future, which could lead to an increase of social
activities between people and their greater satisfaction with their
careers and professional development.

Governments around the World often express concerns about the
negative impact of offshoring destinations on their own economies. The
biggest risk detected is tax evasion, which is often said to be the main
reason why companies conduct their businesses offshore. According to
Hines (2009) there is aways a possibility for the income earned in
countries with higher taxes to be filed as if earned in offshore
destinations for the purposes of smaller taxes. It is a public secret that
some of the incentives for offshore operations are inspired by
possibilities for dissembling and investments into criminal activities in
other countries, including activities related to terrorism and drugs. This
type of operations are forbidden in almost all countries in the world and
are sanctioned and rigorously controlled by all governments. Financial
and economic strength of offshore destinations largely depend on their
ability to attract global financial business, thus competition between them
is really strong. This competition is beneficia as it contributes to
innovations in financia instruments and products and reduces the cost of
financial services in the world. However, it can also cause concern if the
lower cost of financia services is achieved by reducing the regulatory
and supervisory standards. Because of the reason that offshore finance
centers provide financial services primarily for non-residents, the

86



Zoran Janevski, Marin Velkovski; Entrepreneurial opportunities from ...

authorities in the countries of their origin are interested in the impact to
their national economies caused by the offshore operations. Many
renowned economists in the world consider that offshore and outsourcing
operations need to have effective consolidated supervision. It would
allow national supervisors to have access to information of the modern
banking system, which will lead to consolidated supervision that could be
effective only when cross-border cooperation and exchange of
information is efficient (Darbar, Johnston, Zephirin, 2003). Anonymity
of financial transactions in the operation of offshore companies
undermines the reputation of these financia centers, which leads to
deterrence of potentia investors. Even more, certain supervisory
standards are inadequate and more comprehensive risk anaysis is
impossible due to lack of reliable data on activities in offshore finance
centers. At policy level there are strong concerns that financia regulatory
loopholes could undermine the stability of the global financial system.
There is a need for unique solution, by providing conditions in which
offshore finance centers would operate under the internationally accepted
standards. In that sense there are the recent developments in the
European Union, where ministers of finance of the member countries
have started negotiation to strengthen cooperation between Member
States and certain offshore destinations, thus raising the level of
transparency for banking information exchange, which would lead to
strengthening the fight against tax evasion
(http://faktor.mk/archives/47612).

Conclusion

Entrepreneurship is the main generator of new jobs. It is a
stimulator of well-being within national economies and provides
incentives for new capital investment and continuously sustainable
democratic society. New businesses are inspired by new ideas, which are
the main instigator of building competitive advantages over other
companies. New ideas are not always related to products or services,
some of the most innovative people try to extend the range of ideas and
have decided to start their businesses offshore. Offshore finance centers
represent jurisdictions with specia tax and regulatory policies that have
specific favorable terms for foreign investment. Despite their size,
country of origin or industry, companies often use offshoring and
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outsourcing. Going offshore could be an opportunity to pursue an
entrepreneurial venture with maximum effective and efficient operations,
efficient alocation of resources, which would bring best possible
financial results. A large number of limitations in the financia and
business sector stemming from the 1970s contributed to the devel opment
of this type of offshore finance centers. The establishment of an offshore
company in the right jurisdiction effectively protects entrepreneur‘s
investments and offers bigger and wider perspectives and opportunities.
The entrepreneur is required to have a vision and information to manage
the whole offshoring process. There are benefits from the offshoring and
outsourcing process for both the entrepreneurs and the domestic offshore
jurisdiction. The economic growth in offshore country, economic
stability and employment are beneficiary factors influenced by offshore
finance centers. Many of the most attractive offshore destinations keep
focus exclusively on offshore activities, which are the main source of
government revenue and economic growth and activity.

On the other hand, inconsistent tax structure and easy changing
policies on offshore territories are the basis for further speculation about
what happens with the money earned in these centers. National tax
authorities have serious problems in detecting offshore tax evasion.
International finance authorities are seeking systematic approach to this
globa phenomenon, which will lead to final solution of this problem.
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Abstract

Since its very begining the international air transport sector was
characterized as a heavy economically regulated sector, based on the
reciprocity and control by the governments. With the increase of the
importance of this transport modality, the need for growth and the
elimination of this kind of limitations arose in order to satisfy the needs
of the economy and society.

The alteration of the economic regulation in the international air
transport began with deregulation of the USA air transport sector and
continued with the European Union air transport three-packet
liberalization. This process further continued in other parts of the world.

The comparative approach has been used to express the
characteristic of the liberalization of air transport. The main result of the
liberalization is the introduction of the Low-Cost Carriers in the air
transport market with the continuous increase of their capacity in the
share of total seats. The Low-Cost carriers had a share of 35% of the
capacity share of total seats on the market in Europe in 2010, compared
to the 5% in 2001. In the North America this number amounted to 29% in
2010, compared to the 18% in 2001. In addition, the liberalization of the
air transport enabled creation of three global alliances which have
strengthened the world-wide aviation network and have stimulated
planetary growth of the air transport.

In conclusion, as a result of the liberalization, the air transport
came to a continuous growth which supported the economic activities,
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and in narrower sense it influenced the macroeconomic components, the
gross domestic product and the employment. The liberalization of the air
transport enabled the support of the economy through increase of the
economic activities and support of the employment.

Keywords. air transport, liberalisation, low-cost -carriers,
alliance, economic regulation

JEL Classification: L93, F3,

Introduction

The international air transport is regulated on a bilateral basis in
accordance with the International Convention on Civil Aviation signed
on December 7", 1944.1 In general, this Convention, also known as the
Chicago Convention, imposed the rules of the economic regulation of the
air transport on the principle of reciprocity, limitation and control in the
hands of the state seventy years after its signing.

The economic activities of the air transport are set within the
frames of the structure or the rules of the game as agreements and
memoranda, laws and regulation that govern the economic regulation.
The economic regulation of the air transport set in the frames of the
Convention led to a limitation where governments had a main role in the
strategies of limitation and alowing new routes and destinations, creating
prices and ownership of the airlines putting the sovereignty and the
national identity first. Realizing these conditions the creators of the legal
frame for liberalization of the air transport used the competition as a
powerful tool for the changes in this sector in order facilitating the
international rules which gave significant results.

The concept of liberalization of the air transport which
outstripped the limits of the Convention started in the seventies in the
USA and continued in the nineties in the EU. Worldwide, this process
continued in Latin America and the Caribbean and Asia/Pacific.

The liberalization enabled the entrance of the Low-Cost Carriers
in the air transport market as well as replacement of the state control and
subsidizing with air companies that operate on a market basis. Today, the

1ICAO (International Civil Aviation Organisation) (2006),”Convention on International
Civil Aviation" Doc. 7300/9, 2006, Montreal: ICAO

[http://www.icao.int/publications/Documents/7300_cons.pdf]
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participation of these Low-Cost Carriers in the capacity share of tota
seatsisin amost all regions of the world is increased in comparison with
the period of the beginning of 2000s. Additionally significant
phenomenon on the global air transport is the formation of three aliances
which are aresponse of the market logic.

Along with the increase of the portion of the Low-Cost Carriersin
the air transport market and creation of alliance, important characteristic
of the liberalization is the quantitative growth of the air transport as an
important indicator, evidenced trough the grow of the number of
transported air passengers.

In the Republic of Macedoniathe basis for liberalization of the air
transport is established with the signing of the Multilateral Agreement on
the Establishment of the European Common Aviation Area in 2006 and
its ratification in 20072 the Nationa Air Transport Strategies of the
Government?, the change in the rules for flight approvals by changing the
Regulation on Flight Approvals by the Government.*

These experiences and practices contributed to the increase in the
air transport in the Republic of Macedonia from 8.7% in terms of the

2 Multilateral Agreement between the European Community and its Member States, the
Republic of Albania, Bosnia and Herzegovina, the Republic of Bulgaria, the Republic
of Croatia, the former Yugoslav Republic of Macedonia, the Republic of Iceland, the
Republic of Montenegro, the Kingdom of Norway, Romania, the Republic of Serbia and
the United Nations Interim Administration Mission in Kosovo on the establishment of a
European Common Aviation Area - Annexes — Annexes (Official Journal of the
Republic of Macedonia No.27/2007 and N0.98/2009)
[http://www.caa.mk/Upload/Document/MK/Zakoni/27_07_mkd_eng.pdf]

and the Agreement between the Republic of Macedonia and the European Community
on certain aspects of air services and its ratification in 2006 (Official Journal of the
Republic of Macedonia no.127/2006),
[http://www.caa.mk/Upload/Document/MK/Zakoni/127_06_mkd_eng.pdf]

* Government of the Republic of Macedonia, National Progarmme for the adoptation of
the EU Law Revision 2012, [http://www.pravda.gov.mk/documents/NPAA2012.pdf]
Ministry of Transportation and Communication, National Strategy for the development
of viation in the Republic of Macedonia, Skopje, 2007
[http://mww.caa.gov.mk/Upload/Document/EN/Regul ativa/Nati onal %620Strategy%20fo
r%?20devel opment%200f%20aviati on%620i n%20the%20Republi c%200f%20M acedoni a.
pdf] (26.07.2007),

Ministry of Transportation and Communication, National Transport Strategy 2007-2017
[ http://www.seetoint.org/wp-content/upl oads/downl 0ads/2014/01/FY RM_Transport-
Strategy-2007-2017.pdf]

* Government of the Republic of Macedonia, Regulation for the Specific requirement,
the manner and the procedure for the receiveing of the flight permits (Official Gazzette
of the Republic of Macedonia N0.142/2010)
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passengers volume in 2011° to 16,8 % in 2013° in terms of passengers
volume and enabled the entrance of Low-Cost Carriers and this share on
the market.

1. Economic regulation of the air transport

The regulation of the International Air Transport Market is based
on the Convention on International Civil Aviation. With this Convention
the countries accepted a system in which the governments determine the
conditions for entrance on the market. The development of these events
during the Chicago Convention limited the commercia approach to the
air transport and led to the establishment of hard regulated market and
government control known by the name point-to-point, which was the
basic cell on the air transport market.

ICAO defined the air transport market between any two places as
current and potential transport of people and goods that are transported or
can be transported between those places with commercial air services’.
The markets for international air transport are divided in four categories.
market of two cities, second category is the market of two countries
which contains al routes that connect the cities of these countries; third
category is connection of the markets of two regions and includes all
routes that connect the two regions and the fourth category is the global
market which includes all points in the world included in the industry of
the air companies.

The rapid growth of the air transport and the potential of the
market was a primary factor that influenced the development of the
market structure. That enabled the evolution of the structure of the
aviation market to move slowly form hard economically regulated toward

> TAV Macedonia. Traffic data for the airports: Skopje Alexander the Great and Ohrid
St. Paul the Apostole Compared 2010/2011 for the period January-December, Traffic
Statistics Report 2010-2011 for Skopje and Ohrid Airports (from 13.01.2012, with
N0.09-66/3), Passangers volume. Skopje, 2012

® TAV Macedonia. Traffic data for the airports: Skopje Alexander the Great and Ohrid
St. Paul the Apostole Compared 2012/2013 for the period January-December, Traffic
Statistics Report 2012-2013 for Skopje and Ohrid Airports (from 09.01.2014 with No.
09-24/1), Passangers volume. Skopje, 2014

" ICAO (International Civil Aviation Organisation), "Manual on the Regulation of
Internatioanl Air Transport”, Second Edition-2004 Doc 9626, Montreal, ICAQ: 2004,
p.4.1-1
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liberalized air transport market. The creation of the markets (“hub — and -
spoke”) is characteristic for the two greatest world markets, USA and
EU. The conception of this model appeared in the middle of the 1970s,
led by the air companies in the USA for the delivery of packages by
creating its own company node. Very soon other companies in Europe
accepted this model and developed their own nodes and wires giving
natural superiority to this system for fast package delivery.

The economic regulation set in the Convention, represents the
commercial air transport as scheduled air transport conducted by aircrafts
for public transport of passengers, mail and goods for a compensation or
lease®. According to the terminology used by ICAO, the term air
transport is much more specified and it relates to aspects connected with
transport by air. As a term, the aviation is much more general and it
encompasses more areas as the military, state and private flights,
production of aircrafts, air navigation, non — commercia transport and
specialized air transport®. The services in the commercia air transport, in
the broadest sense, include the services dedicated to public transport and
performed by the aircrafts on a Schedule or Non-schedule basis.
According to the classification of ICAQO, the activities for civil aviation
have wider scope.’® The services of the commercia air transport further
divide the unscheduled air transport in charter transport, other
unscheduled transport and transport on demand. These activities together
with the airport services in aviation navigation, the producers in civil
aviation, aviation trainings, maintenance, reparations and repairs, the
regulatory functions and other activities generate significant economic
benefits.

The main principle for liberalization of the air transport express
by IATA refers to the fair competition and deals with three fundamental
freedomsi.e. freedom of accessto global capital, market access and price
servicein line with market conditions.™*

8 Article 96(a) regular air transport conducted by aircrafts for public transport for
passengers, mail and goods

® ICAO (International Civil Aviation Organisation), "Manual on the Regulation of
Internatioanl Air Transport”, Second Edition-2004 Doc 9626, Montreal, ICAO: 2004,
p.iv

19 |CAO (International Civil Aviation Organisation), "Global and Regional 20-year
Forecasts’, Doc 9956, Montreal, 2013:1CAO, p.7

" JATA (International Aviation Transport Association) (2011), "Words of Change:
Collection of Speeches by Giovanni Bisisgnani”, 2011:1ATA, p.128
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As the international airlines started to develop a world node and
wire system in order to connect the international market, the complexity
and the mutual dependency of the system increased and the need for
creation of global networks appeared, which would bring greater quality
and quantity of the routes by which the companies will acquire greater
access to all markets and enable greater flow of passengers from any part
of their systems. The liberalization of the air transport is the main process
that will enable corporate collaboration on aliberal global basis.

2. Theair transport market in the context of liberalisation

The liberalization of the air transport is an important trend and
process contributing to the modification of the regulating and functioning
of the air transport and strengthening of itsrole in the development of the
national and world-wide economy. From an economic aspect the role of
the liberalization in the development of the air transport is a process that
participates in the evolution and the change in structure of the air
transport market itself. This process influenced the development of the
global liberal air transport market at the same time. The initiative for
deregulation of the air transport was initiated by the USA with its first
implementation in the domestic transport. The positive experience of
making Open Skies Agreements with 100 signing countries since 2010%
was a recognizable indicator about the competition which led to an
increase in the air transport of passengers, the quality of the services and
adecrease in the prices. In the early 1970s, generally a condition existed
where governments should regulate the air transport market with various
regulations, directives and interventions. The new processes represented
the attitude that the condition of an unregulated market will lead to an
increase of the competition, greater productivity, greater efficiency
which, in turn, will lead to a decrease in the prices. The Airline
Deregulation Act will remain remembered in history as one of the first
examples of deregulation in USA which enabled the reintroduction of the
market forces in a strongly regulated environment of commercial airlines.
The integration in Europe and the development on the Community level
was the main fluid, which led to the establishment of a unique air
transport market. The legal case “Nouvelles Frontiéres” from April 1984,

2 1CAO (International Civil Aviation Organisation) (2013), Global Air Transport
Outlook to 2030 and trends to 2040 Cir 333, AT/190, Montreal, 2013:1CAO, p.25
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the entrance into force of the Single European Act and the action
undertook by the Directorate for Competition of the European
Commission against the contracts for alliance of the airlines led the
process of air transport liberalization through three regulatory packages.
These events were a result of a higher level of development of the
European Community and its ability of multilateral regulation in the
frames of the European Union.

The concept of the European Union enabled free flow of people,
services, goods and capital which resulted in a mgor expansion of the
transport in al its modes. EU introduced policies that relied on a Single
Market and raising the trade. This included the competition policy which
provides lower prices and encouragement measures for cross-border
collaboration between the firms and businesses.

The final stage in the process of liberalization and opening the air
transport market in the European Union was conducted and was subject
of the third package. In the third package the European airlines gained
full right on transport in the European Union and creation of a Single
Aviation Market in EU. The liberalization measures of the European
Commission basically removed all commercia controls in the sector of
air transport in EU-15 including Island, Norway and Switzerland which
adopted these measures without entering the European Union. These
measures, adopted in 1992 and applied from January 1993 introduced the
freedom of giving services in the frames of the European Union
gradually and in April 1997 the freedom of giving sabotage, which is the
right of airlines form one country to operate the routes of another
member-state.

The “Third Package” of EU air transport liberalization measures
came into effect on January 1 1993 and have substantialy reduced the
restrictions on interstate flight operations.™® The main measures of the
third package were conducted through the frame legidation, or the
economic regulations for the inner air transport market. These economic
regulations opened the market for all airlines that own a Community Air
Carrier Licence. The Regulation on Freedom of the Approach on the

¥ Hewings, Geoffrey; Wiedemann, Randal A. Reynolds-Feighan, Aisling. (2000)
"Economic evaluation of the impact of air service on small metropolitan and rural
communities: final report”, United States Department of Transportation. Office of
Aviation Analyis, June 2000, p.30
[http://researchrepository.ucd.ie/bitstream/handle/10197/2914/REA L %20U S%20DoT %
20Study%620Jul y%6202000.pdf ?sequence=1] (20.06.2000)
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Market opens al international air routes in the European Union for all air
companies that own a Community Certificate without any restrictions.*
Since April 1997 an unconditional approach to all domestic markets was
approved to al airlines in the European Union. Maybe one of the most
significant freedoms was the freedom of establishing by which the
citizens of the EU can established Air Carrier in any EU member-state. A
significant impact of the 1992 package was the stimulus it gave to the
development of low-cost airline services.’®

The ruling of the European Court of Justice from November
2002, against the Open Skies Agreements of the EU Member States and
the USA initiated new dynamic negotiation for making agreements for
air transport. In June 2002 the Council of the European Union gave
mandate to the European Commission for negotiations on behalf of all
Member States with USA for making agreements in the air transport, or
in the creation of Open Aviation Area between the two territories.

All these processes, inevitably, had a significant influence on the
growth and development of the air transport on a globa level. The
challenge of the air transport liberalization was present on the other
continents as well. The process of air transport liberalization in Latin
America started with the elimination of the air companies owned by the
states and the governmental assistance in this sector. Severa regional
initiatives and a multilateral legal frame for liberalization and Open Skies
Agreements enabled this process to make significant contributions for the
growth of the air transport. The process itself started in 1979 when Chile
adopted the Law on Commercia Civil Aviation and in 1991
supranational decision for adoption of intersubregional policy of open
skies was approved and it included Venezuela, Columbia, Ecuador, Peru
and Bolivia.™®

4 Council Regulation (EEC) No 2409/92 of 23 July 1992 on access for Community air
carries to intra-Community air routes; Official Journal L 240, 24/08/1992 P. 0008-0014
% InraVISTAS-ga Inc, The Economic Impact of Air Services Liberalization, p. 16
[http://www.iata.org/whatwedo/Documents/economics/liberalization air_transport_stud
y_30may06.pdf]

16" ATConf/6-IP/6 5/3/13DEVELOPMENTS IN THE LIBERALIZATION OF
INTERNATIONAL AIR TRANSPORT SERVICES IN THE LATIN AMERICAN
REGION (Presented by 22 Member States, members of the Latin American Civil
Aviation Commission (LACACQC)) , year 2013, Montreal-Canada

[http://www.icao.int/M eetings/atconf6/Documents/WorkingPapers/ AT Conf6-
ip006_en.pdf, p. 2]
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3. The economic efffects of theair transport market
liberalisation

The liberdization of the air transport enabled the appearance of
cheap air ticket of the Low-Cost Carriers. They became significant
players in the global civil aviation in a relatively short period. In the
period from 2001 to 2010 in all world continents came to an increase in
the share of the Low-Cost Carriers in the total seats. The greatest
perceln7tage of the share was noticed in Europe and in 2010 it amounted to
35%.

The liberalization of the air transport increased the flights in the
European Union dramatically which stimulated the development of
services by the cheap airlines. The access to the great airlines market was
without any law limitations and encouraged the investment in new
services and aircrafts necessary for their fulfilment.*®

The liberalization enabled significant increase in the share of the
Low-Cost carriers on the air transport market. In Europe the capacity of
the division of the total seats in 2010 amounted to striking 35%,
compared with the 5% in 2001'°. The increase in the air transport is
mostly due to the successful process of liberalization of the air transport.
By opening the national markets for competition it is alowed to the
airlines to operate with their routes outside their countries. The
competition between the airlines is increased, but still they successfully
faced the solution to the economic problems and financial limitations.

The development of the air transport is a significant indicator of
the economic activities and the transport trends reflect the long-term
development of the economy and reflect the short-term problems of the
serious and instant influences connected with the national security and
the increase in the fuel price which was especially noticed in the air
transport. According to the data of 51% of the inbound passengers
travelled by air, 41% on road, 6% used water and 2% the rails in the

Y ICAO (International Civil Aviation Organisation) (2013), "Global Air Transport
Outlook to 2030 and trends to 2040’ Cir 333, AT/190, Montreal, 2013:1CAOQ, p. 28

18 InraVISTAS-ga Inc, The Economic Impact of Air Services Liberalization, Sine Loco,
InraVISTAS-galnc, 2006, p. 16
[http://www.iata.org/whatwedo/Documents/economics/liberalization air_transport_stud
y_30may06.pdf]

¥ 1CAO (International Civil Aviation Organisation), "Global and Regional 20-year
Forecasts’, Doc 9956, Montreal, 2013:ICAO, p. 28
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2010.%° This proportion of international air transport is a clear indicator
of the improved economic, social and cultural connection and
improvement in the quality of life.

The Single Aviation Market in Europe in the years after the
liberalization generated an increase of 44 million passengers or more
than 33% compared with the growth of the internal market of the EU
which amounted between 4 and 6% annually. The additional transport
demanded additional 681 round flights daily.?* This in accordance with
statistsics create growth with average annua rate of 7,3% led to an
increase of the air transport of passengers between the EU and other
countries to 176 million passengers compared to 123,4 million
passengers in 1993. The routes toward the countries that accessed and the
countries candidates noticed a growth by 52% after 1992. The
intercontinental routes increased with a slower rate of 2,6% starting with
709 in 1992 and reaching 942 in 2003. The greatest increase is noticed in
2000 when the intercontinental flights were realized on 983 routes.*

In Europe, the Low-Cost carriers had a share of 35% of the
capacity share of total seats on the market in 2010 compared to the 5% in
2001. In the North America this number amounted to 29% in 2010,
compared to the 18% in 2001. The liberalization, also, led to significant
geostrategic changes in the air transport in the world and to the
appearance of the three air companies from the Arabian Gulf which
created a new aviation force in the world and a significant competition to
the regular airlines.?® The process of liberalization of the air transport
created conditions and a possibility for opening new destination and
entrance of the Low-Cost Carriers on the market.

In the Latin America and the Caribbean, It is especialy
significant to be emphasized that in the period 2001 — 2010 the share of
passengers of the Low-Cost Carrier increased significantly, i.e. from 3%

% |CAO (International Civil Aviation Organisation) (2013), "Global Air Transport
Outlook to 2030 and trends to 2040" Cir 333, AT/190, Montreal, 2013:1CAO, p.18

2 |nraVISTAS-ga Inc, The Economic Impact of Air Services Liberalization, Sine Loco,
InraVISTAS-galnc, 2006, p. 17

[ http://www.iata.org/whatwedo/Documents/economics/liberalization air_transport_stud
y_30may06.pdf]

2 European Commission, DG TREN, Analysis of the European Air Transport Industry
2003-Final Report, Bruxelles, Office for the Official Publications, 2005 p.47

% |CAO (International Civil Aviation Organisation) (2013), "Global Air Transport
Outlook to 2030 and trends to 2040", Cir 333, AT/190, Montreal, 2013:1CAO, p.28-30
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in 2001 to 30% in 2010.%* Driven by those experiences and practices, the
main step for the following regional air transport liberalization in Latin
America came with the initiative for Multilateral Open Skies Agreement
based on the text adopted on the Fifth Worldwide Air Transport
Conference.”

By 2005, AustraliaNew Zedand traffic was fully 56 percent
higher than it would have been in the absence of any liberalization and
increased total traffic by over 1.7 million passengers per year.?

The statistics effects are publish by the airports show growth in
the air transport and provides the entrance of the Low-Cost carriers on
the market. In the compared 2011/2012 period, traffic data for the
airports Skopje and Ohrid shows increase for 8.7% in terms of the
passengers volume.?” Concerning the compared 2012/2013 period, the air
transport grew on the two international airports Skopje and Ohrid
increased by 16,8% in terms of passengers volume and in 2013 overcome
the long expected number of more than one million (terminal and transit)
passengers.?®

Another benefits of the liberalization of the air transport is the
agreements for multinational collaboration which led to the formation of
globa aliances, A significant evolution of the structure of the air
transport market and the most significant change led by the liberalization
is the formation of globa alliances, i.e. globa market for the
international aliances.® They adopted different strategies for the

# |CAO (International Civil Aviation Organisation) (2013), "Global Air Transport
Outlook to 2030 and trends to 2040" Cir 333, AT/190, Montreal, 2013:1CAO, p. 29

% ECAC. ECAC News Number 49. Focus on Air Transpprt Liberalisation. Latin
Americaand Air Transport Liberalization p.27

% |nraVISTAS-ga Inc, The Economic Impact of Air Services Liberalization, Sine Loco,
InraVISTAS-gaInc, 2006, p. 20
[http://www.iata.org/whatwedo/Documents/economics/liberalization air_transport_stud
y_30may06.pdf]

“" TAV Macedonia. Traffic data for the airports: Skopje Alexander the Great and Ohrid
St. Paul the Apostole Compared 2010/2011 for the period January-December, Traffic
Statistics Report 2010-2011 for Skopje and Ohrid Airports (from 13.01. 2012, with
N0.09-66/3), Passangers volume. Skopje, 2012 p.2

B TAV Macedonia. Traffic data for the airports: Skopje Alexander the Great and Ohrid
St. Paul the Apostole Compared 2012/2013 for the period January-December, Traffic
Statistics Report 2012-2013 for Skopje and Ohrid Airports, Passangers volume (from 09
01.2014 with No. 09-24/1). Skopje, 2014 p. 2

® Daniel Yergin, et a, Fettered Flight: Globalisation and the Airline Industry,
Cambridge Energy Research Associates, Inc., 2000), p. 21
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innovative cooperative contracts and the formation of alliances was the
answer of the air companies to the process of liberalization.

The rationalization of the operation and the more effective market
coverage together with the regulatory barriers of the restrictive bilateral
contracts developed the global phenomenon in the industry of the air
companies which enabled the creation of “nets”, or a global market for
the international alliances, especially in the 1990s. The creation of the
aliances, actualy, reflects the efforts by the air companies for the
creation of global networks on the air transport market based on a natural
commercial basis which would lower the economic costs in the
globalized and competitive environment and would lose the shins of the
government limitations. The appearance of globa alliances, as Star
Alliance, Onewold and Sky Team, "mega-alliances, grouping of alliances
on geographically allocated big and medium air companies with widely
combined global networks” changed the structure of the air transport
market dramatically.

Conclusion

During the late 1970s and 1980s the trend of liberalization of the
air transport expanded from the domestic USA market to the
international markets. The liberal bilateral agreementsincarnated in Open
Skies Agreements signed in 1978 between the USA and severd
European countries. In Europe, the Netherlands and the United Kingdom
were the first to effectively deregulate the air transport in 1984/85 by
adopting the ultraliberal bilateral agreement. Later these countries
gradually started to sign relatively liberalized bilateral agreements with
other European countries. These liberal bilatera agreements were a
precursor to the first air transport liberalization package in the
Community which started in 1988.

Inspired by the deregulation of the domestic transport in USA in
1978, as well as with the decision of the European Court of Justice in the
case Nouvelles Frontiéres from April 1984, the entrance into force of the
Single European Act and the action undertaken by the Directorate for
Competition at the European Commission against the agreements for
aliances of the air companies which were a kind of catalyst for the
events that followed, the Council of EU brought the decision for the first
air transport liberalization package.

102



Dejan Mojsoski; Liberalization of the international air transport: its ...

The Regional Liberalization of the Air Transport in the European
Union (The Three Packages of EU) is the process of liberalization started
in December 1987 with the first package of measures and it lasted nearly
three years. It led to lowering of the capacity limitation, increase in the
routes and creation of zones with greater flexibility in the prices. The
measures limited the right of the governments to the introduction of new
prices. Flexibility was alowed and the air companies were enabled to
split the capacity of seats in two countries that had signed a bilateral
agreement.

These experiences and practices has contributed to the increase in
the air transport of the passengers’ volume in the Republic of Macedonia
from 8.7% in 2011 to 16.8% in 2013. The process of liberalization of the
air transport in the Republic of Macedonia is closely connected with the
process of European integration and acceptance of the European practices
and experiences. The first step starts with creation of and the
Establishment of a European Common Aviation Areas, with further steps
as amendments in the Government Regulation, signing Memoranda on
Understanding based on the implementation of the above mention
Multilateral Agreement which led to a change from a restrictive to a
liberal regime of the economic regulation.

The liberalization of the air transport and the growth in traffic are
a reaction of the removed legal barriers for flight approvals and the
increase in the demand for air trips because of the convenient offer and
the wider choice of destinations. As a result of the liberalization the air
transport came to a continuous growth which supported the economic
activities, and in narrower sense it influenced the macroeconomic
components, the gross domestic product and the employment. The
liberalization of the air transport enabled the support of the economy
through the increase of the economic activities and the support of the
employment. This role has a long-term influence which acts on the
improvement of all its economic capacities with the improvement of the
mobility, availability, the choice of modality and the possibility to travel,
inter - trade exchange and availability of the European and world
destinations to al its citizens whether for vacation or recreation, family
or friend visits etc.

The integration of the air transport of the Republic of Macedonia
in the Single Market of the European Community influenced the growth
of the air transport and as a main chain for supporting the employment
and the growth of the GDP taking into consideration the multiplier effect
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as a normaly expressed as a factor showing how much the direct
economic impact of the airport is increased by the indirect and induced
economic effect of airport activities® In addition, with the catalyst
effect, the air transport significantly support the tourism. The new Low-
Cost Carriers brought a significant benefit for the integration in the
European and world-wide networks and markets, support for the working
posts, enabler of the mobility, and they improve the public opinion and
perception about the civil aviation.
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I ntroduction

Each developed economy is inevitably influenced by small and
medium enterprises, companies and their working support, general
economic growth of the country which are stimulated to improve and
promote their business in many ways.

Small and medium enterprises have multiple advantages. They
are becoming one of the most prosperous aims of national policies for
economic development in the world. This is achieved through numerous
economic features, especialy in the area of creation of new posts, they
have great contribution in the increase of employment, i.e. contribute to
the use of knowledge, skills and entrepreneuria abilities of thousands of
people, but also contribute to stronger competition on the market.

The history of the small and medium enterprises is very long and
their development was marked by the increase in economic growth. The
largest growth SME had was at the beginning of the 1970s.

The importance of the development of SME for the devel opment
of R. Macedonia is immense, considering the long term tradition in the
development of the private sector in the field of craftwork, which
represents challenge for our research. The motive stems from the
necessary steps which are to be taken in order to enable emerging precise
national economic policy for the development of small and medium
enterprises as part of the overal long-term strategy for economic
development of Macedoniain the future.

1. Qualification of the characteristics of SME

In the definition of the term small company different views have
appeared conditioned by the necessities and tasks of macroeconomic
policy. The classification of micro, smal, medium and large enterprises
is made on the basis of larger number of criteria’; employment, financial
result, value of the assets, turnover etc. Difficulties in the definition and
classification mostly appear due to the fact that the sole objective or
statistic measure does not correspond to the aim.

! Shuklev, B. (2001), “Management of small business. Skopje: Faculty of Economics”,
p.57
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In the definition by EU, the basic criterion is the number of

employees, however, the most corresponding definition SME can be seen
in comparative terms, as shown in the following table:

Table 1: Qualification of enterprises

Law on Accounting Law
EU Definition of Commercial 9
enterprises Enterprises (1992), last
(2004) amended in 2002

In the first year of working it is necessary to satisfy two of the

following criteria

to 10 employees

to 10 employees

Annual turnover

2 million Euros

Annual turnover <

: 50,000 Euros
Micro maximum 80% of
Vaue of the assets | the grossincome to
= 2million Euros | beearned by one
client
to 50 employees to 50 employees to 50 employees
Annual turnover <
Annual turnover = Total turnover < 8,000 MKD
10 million Euros 2 million Euros average monthly
Small salaries per worker
Value of the assets
Value of the < 6,000 MKD
balance of state = Value _of_the S average monthly
. < 2 million Euros .
10 million Euros gross salaries per
worker
to 250 employees | to 250 employees to 250 employees
Annual income <
Annual turnover = | Annual turnover < 40,000 MKD
, 50 million Euros 10 million Euros average monthly
Medium salaries per worker
Vaue of the assets
bal angﬁfoggz - Value of the assets < 30,000 MKD
43 million Euro_s < 11million Euros average monthly
salaries per worker

Source: Agency for Entrepreneurship Support of RM, report for MPS Skopje,

2004:24
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The previous table represents how the European Union classifies
enterprises, and what classification of enterprises is given in Macedonia’s
legislation. We can conclude that the classification of the companies in
the Law on Commercial Companies was made pursuant to the definition
used by EU and regarding the number of employees, the same
classification has been adopted. But, regarding the overall turnover and
values of the balance of state, that is not the case. Just severa enterprises
in RM can correspondingly merge within European classification. In
order to solve this problem, the authorities accepted the values of EU
with reduced ratios of 1/4 or 1/5 for the turnover and the balance of state.

Conseguently, a small company in R. Macedoniais considered to
be an economic subject which in each of the last two years has fulfilled at
least two of the following three criteria:

- Average number of employees on basis of working hours up to 50
Annual income lower than 8,000 MKD average gross salaries per
worker in the RM economy
Average value of the assets lower than 6,000 MKD average
monthly gross salaries in the economy of RM

All other enterprises are considered as large.

2. Small and medium enterprisesin the economy of the
European Union

In order to show the importance of small and medium enterprises
in the EU economy, the simplest way is to illustrate the representatives
and the contribution that they make to the common milestones for
economic wellbeing such as employment and the incomes.

The largest number of enterprises which have been registered on
the territory of the European Union are small and medium enterprises. As
much as 99,8% of the enterprises are SMEs. 92,8% of SMEs are the
smallest ones, so caled micro enterprises, which have up to ten
employees”; 6,7% are small and 1,1% are medium enterprises. In Table
2, the number of micro SMEs in EU® is shown. The statistic data
received by Eurostat present reduction of the number of micro SMES in

2 Ozegovié, L. Pavlovié, N. (2012), "Menadzment malih i srednjih preduze¢a nosilac
razvoja privrede”, Skola biznisa, p.77

® Eurobarometer Team of the European Commission, Observatory of European SMES,
Flash Eurobarometer, No. 196, Budapest: European Comission, 2007:7
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2013, which is primarily due to the economic crises of 2009, whose

consequences are felt even today.

Table2: Number of small and medium enterprises (in millions)
for 2000, 2008 and 2013

2000 (EU-19) | 2008 (EU-27) | 2013 (EU-27)
Micro 19 19.3 18.8
Small 1.2 14 13
Medium 0.16 0.2 0.2
SME (total) 20 21 20.3
Large 0.0 0.0 0.04

Source: Eurostat, National Statistical Offices DIW DIW econ, London
Economic (http/epp.eurostat.ec.europa checked on 2503.2014)

In 2012 in EU 27% out of 130.601.730 employees WERE

employed, out of which 66,5% employed in SMEs (table 3).

Table 3: Number of employed in EU -27 for 2012

Micro Small Medium SME Large Total
37,494,458 | 26,704,352 | 22,615,906 | 96,814,717 | 43,787,013 | 130,601,730
28.7% 20.5% 17.3% 66.5% 33.5% 100%

Source: Eurostat, National Statistical Offices, DIW, DIW econ, London
Economics (http://epp.eurostat.ec.europa.eu checked on 25.02.2014)

In EU industry, 2,130,000 people have been employed -
1,701,570 in micro and small enterprises, i.e. in the class from 0-9 and
10-19 employees. The number of employees in SMEs in the industry in
the class from 50-250 employees is 72,000 people®.

Referring to the capital turnover, the majority is generated by
commercial SMEs - in 2012, the average annual turnover was 2,658,000
Euros, followed by the industrial SMEs from 2,070,000 Euros. The
average number of SME employees in the Union was 7,1 which is the
biggest number in the industrial sector.

* http://appsso.eurostat.ec.europa.eu/nui/setupModify Tabl el ayout.do
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Table 4: The economic power of SME in the European Union 2012

Average annual
Average annual
, Average number turnover per
Section turnover (000) .
E of employees employeein (000)
uros
Euros

Industry 2070 10 166
Commerce 2658 6 405
Real estate and 1163 6 180
consulting
Total 5891 7,1 749

Source: http://appsso.eurostat.ec.europa.eu/nui/setupModifyTabl el ayout.do

From Table 4, it can be concluded that the largest number of
SMEs are from the commercial sector, and they produce an average
annual turnover of 2,658,000 Euros, then followed by the industria
SMEs with 2,070,000 Euros turnover in 2012. The production sector of
the EU industry had a total of 2,070,500 SMEs involved out of atotal of
2,130,000 companies’. Expressed in percentages, 97.2% of the total
number of companies are SMES.

Existence of larger number of SME is of special importance for
the economy of each country from a reason that they support the
innovations, support and increase, the competition, offer possibilities for
new employment which represent significant factor of fortune.66% of the
total number of employees in the European Union work in small and
medium enterprises, presented in table 5

Table5: Total number of employeesin SMEsin EU

Y ear Total number of employees (million)
Total SME

2008 135,8 90,6

2012 130,6 96,8

Source:

http://epp.eurostat.ec.europa.eu/cache/ITY OFFPUB/KS-ET-11-001/EN/KS-
ET-11-001-EN.PDF

® http://appsso.eurostat.ec.europa.eu/nui/setupModify Tabl el ayout.do
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From the table it can be seen that in 2008 in the EU there were a
total of 135.8 million employees, out of whom 90.6 million employed in
SMEs. 39.3 million (24%) are employed in micro enterprises, 27.9
million (20.5%) in small enterprises and 23.4 million (17.2%) in medium
enterprises. Regarding 2012, beside the fact that the overall number of
employees in EU significantly decreased, the number of employees in
SMEs increased, so that 66.5% of the employees in EU work in SMEs.
As for the 65% of the turnover of the capita, it goes to SMEs, a fact
which obliges to serious analyses, discussions, observations and creation
of adequate policies of long-term development support in this significant
part of the economic structure.®

3. Small and medium enterprisesin the economy of R.
Macedonia

Opposite to the era of industrialization (in regard of the previous
socia system in Macedonia as part of the former Y ugoslavia), where the
most crucial question was the development of industrial activities in the
era of post-industrialism (computer society), one of the most actual
guestions is the development of small and medium enterprises. Factors
which primarily determine the development of small and medium
enterprises are development of Information Technology, other
technol ogies (telecommunications, transport means, bio-engineering and
genetic engineering) as well as globalization of world economy, which
implies new modern forms of business working, new knowledge
application, new technology and business cooperation in the interest of
supplying competitive production and services on the global market of
goods and services.”.

Strategy for development in our conditions are based on the
determination for micro, small and medium enterprises to become the
propulsion force of the future economic development, filling the existing
vacuum created by the total collapse of large enterprises. The continuous
strengthening of the SME sector after 2000 is a result of improvement of
genera conditions for entrepreneurship, supporting, measurements and

® Potevska-Zarenzakova, M. (2000), “The Perspectives of Small Economy”. Skopje:
Neol-Risto Ltd., p.25

" Miteva, E. “Technological development of small and medium enterprises in RM
through programs for cooperation with foreign partners”, page. 2
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activities in the state but aso on the local level of government. Special
attention was dedicated to the stimulating surrounding for work and the
security of financial support for the development of the SME sector and
entrepreneurship.

The importance of SMEs in Macedonia is represented by the
basic indicators - the enterprises from 2004, and until now, have
participated with 99% of the total number of active enterprises for the
current year, i.e. from 2004 to 2007 their number was 50000, and then it
started to increase®.

Table 6: Number of small and medium enterprisesin R.Macedonia

Employees | 2008 2009 2010 2011 2012 2013
0-9 58,476 | 65,641 | 70,032 | 67,294 | 61,053 | 60,599
10-19 2,047 2223 2483 | 2,754 2937 | 2,989
20-49 1,304 | 1,483 1568| 1,698| 1,795| 1,787
50-250 1,177 1,159, 1211 1,187 1,280| 1,291
250+ 189 201 203 185 201 209
Total 63,193 | 70,710 | 75497 | 73,118 | 74,421 | 71,290

Source: www.stat.gov.mk

The largest percentage comprise enterprises which belong to the
group from 0-9 employees — more than 90%. Regarding their number in
the years up to 2010, there was an upward tendency, but in 2011 there
appeared to be downward tendency of the number of micro enterprises,
which, on the other hand, was result of decrease in the total number of
enterprises.

In the next table 7, the turnover according to the number of
employees is presented, as well as the added value by factor of expense
according to the number of employees in SMEs (micro, small and
medium), meaning al SMEs which have from 0-250 employees are
divided by sections.

8 www.stat.gov.mk
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Table 7: The economic power of SMEsin Macedonia (2012)
in million MKD

T . Added value by
urnover according factor of expense
to the number of Total number of T EXp
Section employeesin million employees accr?tzgl]ggrtgfthe
MKD
employees
Tota 0-250 Tota 0-250 Tota 0-250
Industry 251,561 | 110,365 | 101,453 | 73,828 50,380 | 29,978

Commerce 389,591 | 333,189 | 93,392 | 81,103 | 45,652 | 41,292

Red estate

: 37,583 | 33,661 | 33,248| 23879 | 17,670 | 14,394
and consulting

total 940,561 | 477,215 | 228,093 | 178,810 | 113,702 | 85,664

Source: http://www.stat.gov.mk/pdf/2013/6.1.13.98.pdf

From table 7 it can be noticed that from the total number of
employees in three largest sections: industry, commerce and real estate
with consulting (228,093; 178,810) or 78,4% are employed in SMEs. The
largest percentage 86,8% of employees in SMEs work in commerce.
Regarding the turnover, and according to the number of employees in
2012, the largest is the participation of enterprises in commerce, retail
and whole sale, where each enterprise has employed up to 250 people. In
these enterprises, 333,189 employees are working, and there is aturnover
of 389,591 million MKD - regarding the added value by factor of
expense it isthe largest in the industry.

In table 8 the development flow of the increase in the number of
SMEs from 2008 to 2012 is depicted

Table8: Total number of employeesin R. Macedonia and
number of employeesin SMEs

Y ear Total number of employees
Total SME
2008 609,215 437,475
2009 629,901 453,031
2010 659,557 494,793
2011 642,748 476,572
2012 657,849 493,260

Source: www.stat.gov.mk
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It is interesting to mention that the overall number of employees
in small enterprises is constantly growing with high speed compared to
the increase of the overall number of employees. That is to say, in 2008
71% of the total number of employees were employed in SMEs and in
2013 that percentage was 75%. Opposite to this, the number of
employees in large enterprises is decreased, which appears to be due to
firing of workers from large companies. As they are unemployed, part of
them get employed or found small companies and in that way the number
of the small enterprises has increased. Also, the number of small
enterprises has increased, so that the large enterprises suffered
reconstruction and were divided into smaller units. The number of
employees in the small enterprisesisin continuous growth. And opposite
of 2004, when it was 56, 11% of the total number of the employees today
is 75%.

The Republic of Macedonia, for alonger period of time made low
rates of growth of the Gross Domestic Product (GDP). After the
independence in 1991 until 1995 the rates of growth were negative. In
1995, GDP was 80% of the GDP in 1990. In the period from 1996 to
2000, the growth rate of GDP was moving in positive direction within 1,
2% to 4, 5% or 2, 3% annually on average.™

The conflict in 2001 negatively influenced the growth rate — the
GDP was -4, 5%.

In 2002, there was a positive growth of GDP of 0,9%, which in
2003 was 2, 3% and from 2004 to 2008 the growth rates of GDP were on
the level above 4% (4,1%; 4,1%; 4,0%; 5,9%; 4,9%).

According to the indicators of GDP growth, the level of GDP
from 1990 in 2007 reached the level where it can be compared to the
processes in other countries in transition. The highest rate of GDP was
6,1% in 2007.

Similar tendency was happening in 2008, when there was an
economic growth of 5% and the economy entered the recession with -
0,9%. The increasing of the growth rate started in 2010 with 1,8% and

® Nanevski, B., Stojanova,V. and Josifovska, A. (1997), “The Development of small and
medium enterprises and the reduction of the unemployment in R.Macedonia“, Skopje:
Foundation “Frederick Ebert”, office Skopje, p. 90

9Mishkovska-Kajevska, Lj.. Kusakatov, H., Petroski, A., Petkoska, T., Pendev, D.,
Petkovska-Mirchevska, T., Angelova, B., Stoshik, L., Ackovska, M., Adzi Mitrevska-
Lazarevska, P., Petroska, N. and Pecevska, Z. (2002), “The small enterprises in the
development of the economy of Republic of Macedonia”, Skopje: Institute of
Economics, p. 59
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the tendency of growth continued throughout 2011, when it reached
2,8%.

As Macedonia has low development rate, the growth rate should
be a double digit or from 10% and above, so as to influence the overall
economy. Surely, it isimportant for the increased rates to be in continuity
for at least three yearsin order to have positive effect.™

According to the previous analyses that the economic crises left
mark on the economic growth and besides the fact that entrepreneurship
activities in 2009 were very current, still there was decreasing of the
growth rate of GDP. According to many research activities, the small and
medium enterprises are more immune to the strikes of the world
economic crises, it can still be felt, and taking into consideration the fact
that SMEs represent 99% of the overall number of enterprises in 2013
there was dtill a decrease in the number of micro enterprises (0-9
employees) in R. Macedonia.

So there is a question posing: Is the entrepreneurship reason or
consequence of economic growth?

Conclusion

When we talk about the influence of SMEs in the economy and
the economic growth of a country, it is worth to mention the fact that
they represent the engine of the economic development of a country.
They increase the level and extent of using new resources in the economy
with high level of flexibility and adaptability the other new market
conditions They promote the private ownership and the entrepreneurship
capabilities. They are the engine of the development in countries with
market economy and developing countries, as well. The development of
SMEs enables increase in the social product, increase of economic
subjects, creation of new posts, rising of the living standard, substitution
of the export and larger export competition of domestic economy.

The section of small and medium enterprises shows that the
future belongs to the entrepreneurship of persona initiatives and
creativity in working, therefore it is necessary to give special emphasis to
the private sector so as to get corresponding place in the priority
developing aims.

™ http://faktor.mk/archives/341322utm_source=daily.mk
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SMEs represent the most vital part of Macedonian economy and
in that section, large number of individuals have been employed, who
produce the largest part of gross domestic product of the country. The
balanced regional development of R. Macedonia depends a lot on the
number of successful SMEs and their balanced location in al parts of the
country, which on the other hand influences an eruption of the rate of
unemployment on local level.

Through comparative analyses of simple statistic data from EU
and R. Macedonia, the extent of domination of SMEs in EU and R.
Macedonia has been presented, as well as the influence on the economy
with multiple positive effects. In many European states among which is
R. Macedonia the participation of SMEs was 95-99% regarding the total
number of all companies. In the last several years over 60% - 70% of the
overall employment belongs to that section and here over 50% of the
value added tax was realized. If these data are not neglected in certain
analyses, it will be very clear what is the part and the importance of
SMEs in the development of the economy in R. Macedonia.
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I ntroduction

The end of the 20" century opened a new era of
internationalization of production and capital-era of globalization.

The increased FDI worldwide and the influence of TNCs in
international economy were main characteristics of a new world
economy.

Economic literature argues about the relationship between the
FDI and international trade, whether they are substitute or
complementary. During the 1990s, new trade theories incorporated FDI
as an important factor in the internationa trade. The distinction between
vertical and horisontal FDI can be related to the relationship between FDI
and trade. Horisontal FDI suggests that FDI and trade are substitutes
whereas vertical FDI suggests a complementary relationship.

In the era of globalization FDI growth is faster than the growth of
world trade. TNCs, as the main driving forces of international flow of
capital, become amagjor factor in the international trade. More than a half
of international trade isthrough TNCs.

One of the contributions of FDI is to increase the host-country
exports. Theimpact of FDI on host-country international trade will defer,
depending on its motives, whether it is efficiency-seeking, market-
seeking, resource-seeking or strategic assets-seeking. Until the 80’s,
market-seeking and resource-seeking FDI were dominant, but in recent
years, globalization induced changes in efficiency-seeking FDI.

1. Theoretical approach to FDI

The economic literature related to FDI is very extensive. Early
publications are based on classical theory of international trade. In 1909,
Alfred Weber in his work “The theory of location advantages” first
attempted to explain the motives for FDI.

Stephen H. Hymer with the work “International operations of
national companies” in 1976 is considered to be the founder of studying
the TNCs’ motives and exports of capital in the form of FDI.

Considering the motives for internationalization of capital,
economic theories are classified into two groups of theories: theories
whose approach is based on the general theory of industrial organization
(Caves 1971, Kindleberger 1969, Hyrmer 1976) and theories that focus
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on the process of internalization (Rugman 1981, Hennart 1982, Teece
1986).

The first group of theories focus on the imperfection of the
markets’ and TNCs’ motives to achieve monopol position. The first
systematic presentation was made by Stephen H. Hymer.! Previously,
teething theoretical views did Kindelberger in 1969 and Cavesin 1971.

The second group of theories are based on transaction costs and
provide an explanation why TNCs prefer FDI rather than export or
licence. Founders of the Theory of Internalization are the economists P.J.
Barcly and M.C.Casson with the work “The Future of multinational
companies” in 1976.

Beyond this classification, in the economic literature can also be
found many other papers that focus on factors that affect FDI.

OLI-Paradigm by John H. Dunning (Dunning, 1977, 1981), as a
modern conception which explains the motives for export of capital in
the form of FDI, synthesizes the previously mentioned theories.’

1.1. OLI-paradigm

According to the OLI-Paradigm, FDIs are determined by three
groups of advantages.

- Ownership advantages - O;

- Location advantages - L ;

- Internalization advantages - |.

Ownership advantages include advantages that are specific to the
company, such as management skills, technological capacities or product
innovations. Ownership advantage allows TNCs greater competitive
advantage over domestic firms.

Location advantages include specific location features of
alternative countries or regions such as. low input prices, skilled labor
force, developed infrastructure, national policies to attracting FDIs etc.

Internalization advantages include reduction of transaction costs,
uncertainty and risk, market control, etc. Market failure is the main
argument of the Internalization advantages.

! Hymer, SH. (1976), “International Operation of National Firms: A study of Foreign
Direct Investmen™, Cambridge: MIT Press, pp.18.

2 Barcly, P.J. and Casson, M.C. (1976),” The Future of Multintational Enterprise”,
Macmillan, London, pp.23

® Dunning, JH. (1993), “Multinational Enterprises and the Global Economy”,
Wokingham, England: Addison-Wedley Publishing Company Inc, pp.12
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If the company utilizes only the ownership advantages, then the
best is to place their products by licence. If the company has certain
internalization advantages then export will be the best way to approach
foreign markets. But if apart from ownership and internalization
advantages the company also has ownership advantages then it is the best
for company to internationalize their products through opening foreign
affiliates.

The basic hypothesis of the OLI-Paradigm is that the company
will engage in FDI if and when they redlize al three groups of
advantages The Paradigm points out that the combination of Ownership,
Location and Internalization advantages and their exact configuration
defines which companies become TNCs, where to locate their production
and how they are involved in international production. In explaining the
paradigm Dunning considers that “...in the formulation of operational
hypotheses about the relationship between individual variables and OLI-
level and pattern of international production, it isimportant to determine
the context in which the relation is researched”.*

According to Dunning there are four basic motives for FDI:

- Resource-seeking FDI

- Market-seeking FDI

- Efficiency-seeking FDI

- Assets-seeking FDI.

Output resulting from efficiency-seeking FDI is typically
intended for exports, and therefore the impact of such FDI is likely to be
an increase in exports from the host country. If local firms supply inputs
to affiliates producing goods for exports, the local content of value added
export would be that much greater. In cases where intermediate goods are
imported from outside the host economy, efficiency seeking FDI well
increase exports as well. In the case of market-seeking FDI the impact
on export will defer, whether they are oriented primarily to the host-
country market or to the regional market. Resource-seeking FDI refersto
the labor market and natural resources of the country, and by definition,
it increases the host-county export. In the case of asset-seeking FDI, the
impact of the trade will depend on the nature of acquired assets.

* Dunning, JH., (2001), "The Eclectic (OLI) Paradigm of International Production:
Past, Present and Future’, The Journal of the Economics of Business, 8(2), 173-190.
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1.2. FDI and the new trade theory

The new trade theory developed in response to the failure of
classical trade theories to incorporate concepts observed in actual flows
of international trade such as intra-industry trade. The contribution of the
new trade theory was that it alowed the construction of general
equilibrium trade models which could include increasing returns to scale,
imperfect competition and product differentiation.”

A weakness of the early contributions to the new trade theory was
that they failed to incorporate FDI. During the 1980s and 1990s, new
trade models incorporated FDI as an important factor in the international
trade.

There are two primary forms of FDI, horisontal and vertical.
Horisontal FDI means that a TNC replicates the same activities in severa
different geographical locations, whereas vertical FDI impliesthat a TNC
locates production stages according to factor costs. °

Horisontal FDI occurs when the motive is primarily market-
seeking and the firm wants to satisfy foreign market demand by local
production, whereas vertical FDI has primarily an efficiency-seeking
motive.

The distinction between vertical and horisontal FDI can be related
to the relationship between FDI and trade. Horisontal FDI suggests that
FDI and trade are substitutes whereas vertical FDI suggests a
complementary relationship. In 1991, Porter, first states that for company
to be successful in the international economy, it should use two paralel
streams:; export of goods as well as services and FDI.’

2. Theroleof Transnational Corporationsin theinternational
economy

In the era of Globalization, TNCs are the main driving force in
the international economy and the major factor of Internationalization of
capital in the form of FDI.

® Helpman, E. and Krugman, P.R. (1985), “Market Structure and Foreign Trade”,
Cambridge, Mass. MIT Press, pp.21.

® Markusen, J.R. (1995), “The Boundaries of Multinational Enterprises and the Theory
of International trade™, Journal of Economics Perspectives, p.169-189

" Porter, M. (1990), “The Competitive Advantage of Nations”, Free Press, New York,
pp.15
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In the last decade the number of TNCs is growing very fast. By
the 90s the number of TNCs was 37,000 with 170,000 foreign affiliates.
At the beginning of the 21% century there were 82,000 TNCs worldwide
with 810,000 foreign affiliates.?

Future selected indicators of FDI and international production
show the importance of TNCsin the international economy (Table 1).

Until 1990 the value of sales through foreign affiliates was
similar to the value of world exports. Since 1990 sales through affiliates
abroad grow faster than the world exports. In 1990 the total sales by
foreign affiliates was about $6 billion, while world exports were $4.4
bllion, or sales through affiliates abroad exceeded world exports by 36%.
Since 2000 sales by foreign affiliates are twice as the world exports. In
2010 sales by foreign affiliates were around $33 billion, while world
exports were $18,7 hillion, i.e. sales through affiliates abroad amost
twice exceeded world exports.

Growth of sales through foreign affiliates in terms of world
exports indicates that the production of the home-country FDI replaces
the production of TNCs, which actually substitute the classical exports of
products and services.

The role of TNCs in international trade show participation of
foreign affiliate exports in world exports. At the beginning of the 21%
century foreign affiliate exports accounted for one third of total world
exports. In 2011 exports of affiliates abroad were $6,2 billion while
world exports were $18,7 billion, i.e. foreign affiliates accounted for one
third of total world exports.

Given the high share of exports of foreign affiliates in world
exports, TNCs appear as mgjor actors who control the international trade
of certain products. In the early 80s, international trade of primary
products was under control of only afew TNCs. Although in recent years
FDI in the primary sector declines, TNCs continue to control
international trade of the products. In the primary sector a small number
TNCs controlled about 90% of total production.

The most of world trade takes place between foreign affiliates of
TNCs. In 1990, 1/3 of world exports took place between TNCs and their

8 UNCTAD, (2010), “World Investment Report, Investment in a Low-carbon
Economies™, United Nation, New Y ork and Geneva, pp.34
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affiliates abroad.® In the same period, TNCs exports to other companies
were more than 30% of world exports.

This means that in 1990, more than 60% of total world exports
were through TNCs. Since 2000, about 40% of world trade has taken
place between foreign affiliates.'® If we add in exports of TNCs to other
companies, it means that more than a half of world trade was handled
through TNCs.

Intrafirm trade does not mean real trade. It is a trade without a
competition. Thus, TNCs, not competition, determine pricesin each stage
of production. Intrafirm trade is initiated by “transfer prices”, a way of
extracting part of the income generated in the host-country.

° UNCTAD, (2002), “World Investment Report, Transnational Corporations and
Export Competitiveness™, United Nation, New Y ork and Geneva, pp.141

10 UNCTAD, (2002), “World Investment Report, Transnational Corporations and
Export Competitiveness”, United Nation, New Y ork and Geneva, p.143
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Table 1. Selected indicatorsof FDI and International production,

1990-2011, (in billions dollars)

1900 | 2000 | 2005 | 299 | 2008 | 2000 | 2010 | 2011
2007

FDI inflow 208 | 1,271| 986 | 1,472 | 1,771 | 1,114 | 1244 | 1524
FDI 241 | 1150| 893 | 1.487| 1929 1101 1323 1,692
outflow
Sales of
foreign 6,026 | 15,680 | 21,721 | 21,293 | 31,069 | 29,298 | 32,960 | 27,877
affiliates
Grosse
productof |4 477 | 3167| 4327 | 3570| 6163| 5812 | 6636| 7187
foreign
affiliates
Total
fmoraFSr?f 5038 | 21,102 | 49,252 | 43,324 | 71,694 | 77,057 | 56,998 | 82,131
affiliates
Exports of
foreign 1,498 | 3572 | 4,319| 5003 | 6,663| 5186 | 6,239 | 7,358
affiliates
Employees
inforeign | 24,476 | 45,587 | 57,799 | 55,001 | 78,957 | 79,825 | 68,218 | 69,065
affiliates
GDP 22121 | 31,895 | 45,273 | 50,338 | 60,766 | 55,005 | 62,909 | 69,660
GFCF 5,099 | 6466 | 9,833 | 11,208 | 13,822 | 12,404 | 13,940 | 15,777
Exports of
goodsand | 4414 | 7,036 | 12,954 | 15008 | 19,986 | 15,716 | 18,713 | 22,096
services

Source: UNCTAD, [www.unctad.org/stat]
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3. FDI and international trade: arethey substitute or
complementary

This part contains analyses of the global FDI, presenting panel
date of FDI inflow and outflow by groups of countries since the 90's to
2011. By comparing FDI inflow and outflow by groups of countries and
their import and export of goods and services, we analyze the
relationship between FDI and internationa trade in the host-country
(Table 2).

Since the end of the 20" century FDIs are growing intensively.
FDI growth is faster than the growth of world trade and world economy.
For instance in the period 1992-2004, the total FDI increased by about
260%, while the world trade growth by about 100%, and the world
economy by 32%.

Despite long-term trend of growth until 2000, during the period of
2000-2003 FDI declined about 50%.

In 2004, FDI increased for the first time in three years for about
$648 hillion. In the period of 2004-2007, FDI were growing again. In
2007 FDI inflow reached record historical levels of $1,979 billion. In
2008, economic and financia crisis was reflected on FDI worldwide.
After continuous growth in the period 2004-2007, globa FDI inflow in
2008 fell by 14% compared to 2007. In 2010 and 2011 FDI inflow
increased, but it is still 15% lower than the level before the crisis.™

Developed countries are major recipients and largest source of
FDI worldwide.

Until 2000 they accounted for about 80% of the world FDI inflow
and 90% of the world FDI outflow. After this period the share of
developed countries in the world FDI inflow and FDI outflow decline
primarily due to increase in the share of developing countries total FDI.
The decline in the share of developed countries in the world FDI inflow
is greater than in the world FDI outflow. In 2011 developed countries
have a share of 50% in total FDI inflow and 70% in total FDI outflow in
the world.

The largest source of FDI is the United States, and it retained its
position during the crisis in 2008. Other major sources of FDI are Great

1 Hill, Charles W.L.(2007), “International Business: Competing in the Global Market”,
6™ edition, New Y ork: McGraw-Hill/Irwin, pp.121

2 UNCTAD, (2011), “World Investment Report, Non-Equity Modes of International
Productions and Development”, United Nation, New Y ork and Geneva, pp.134
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Britain, France, Germany and Japan. In the period 1998-2007 these
countries account for about 60% of the world FDI outflow.

In recent years, particularly after the global financial and
economic crisis, FDI in developing countries and countries in transition
isgrowing. In 2010, for the first time, developing countries and countries
in transition together attracted more than haf of world FDI inflow.
Indeed, the growth of FDI worldwide is due to the growth of foreign
investment in developing countries.

In 2011, developing countries accounted for about 50% of the
FDI inflow and 25% of the FDI outflow worldwide. Participation of
countries in transition in the world FDI flow is low, a about 5%.
Transition economies are till excluded from the international flow of
capital, despite the liberalization of conditions for foreign investmentsin
the last few decades. Among the developing and transition countries the
most important sources of FDI are China and the Russian Federation.

If we compare the FDI inflow and outflow by groups of countries
and their import and export of goods and services, we can see that there
are differences among them (Table 3).

In developed countries’ import of goods and services is greater
than the inflow of FDI. In 2011 developed countries’ share in world FDI
inflow was 49%, while their share in world imports was 60%.

In developing countries and transition economies the FDI inflow
is greater compared to import of goods and services. In 2011 the share of
developing countries in the world FDI inflow was around 46%, while
their sharein the world import was 37%.
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In transition economies FDI inflow is also greater compared to
the import of goods and services. But, its share in the world FDI inflow
and in the world import is relatively low, around 6% and 3%,
respectively.

If we compare the export of goods and services and the FDI
outflow, the situation is different.

In developed countries FDI outflow is greater than the export of
goods and services. In 2011 the share of developed countries in the world
FDI outflow was around 71%, while their share in the world export was
around 57%.

In developing countries the export of goods and services is
greater then the FDI outflow. In 2011 share of developing countries in
the world FDI outflow was around 24%, while their share in the world
export was 40%.

In transition economies, as in developed countries, FDI outflow is
greater than the export of goods and services but their share in the world
FDI outflow and in the world export is relatively low and without maor
difference between them, around 5% and 3.5%, respectively.

Table 3: FDI and import and export of goods and services by regions
in 2011 (%)

Developed Developing Transiti.on

countries | countries | economies
Import of goods and services 60 37.1 29
FDI inflow 48.9 45.2 59
Export of goods and services 56.6 39.9 35
FDI outflow 70.9 24.2 49

Source: WTO, (2011), Internationa Trade Statistics, and UNCTAD, (2011),
“World Investment Report, Non-Equity Modes of International Productions and
Development™, UN, New Y ork and Geneva, own calculations

One of the effects of FDI isto increase the export in host-country.

In this context we analyze the share of foreign affiliates in total export of
host-county FDI by the group of countries.
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In developed countries the share of exports of foreign affiliates in
total export is much higher than in less developed countries (developing
countries and countries in transition).

Since 2000, twenty economies account for over three quarters of
the value of world trade. The list is dominated by developed countries,
led by United States, Germany and Japan. From developing countries
Chinais aleading country according to the share in world export. *3

Developing countries, traditionally, are the major exporters of
primary products. In 2000, developing countries had share of 56% in
world trade of primary products.* In recent years, the share of primary
products in world trade is declining. But, for many developing countries,
the availability of natural resourcesistheir only comparative advantage.

The effects of FDI on host-country in international trade will
defer, depending on its motives — whether they are efficiency-seeking,
market-seeking, resource-seeking or strategic-assets-seeking.

Output resulting from efficiency-seeking FDI is typically
intended for export. In developing countries the efficiency-seeking
motive is less important. Market-seeking FDI which is oriented towards
the regional market rather then the host-country market increases exports
of the host-country. In less developed countries most of FDI is oriented
primarily to the host-country market. The impact of resource seeking FDI
in developing country in oil and gas industry is noteworthy, but resource-
seeking FDI depends much on the access of the host-county to
technology.

Conclusion

The increase of FDI worldwide and the influence of TNCs in the
international economy are main characteristics of a new world economy,
with consequences on devel opment.

In the era of globalization TNCs have a strong influence on the
pattern of international economy. More than a half of world trade was
through TNCs. As a result, TNCs may determinate the scope and
structure of international trade.

13 UNCTAD, (2002), “World Investment Report, Transnational Corporations and
Export Competitiveness™, United Nation, New Y ork and Geneva, pp.114
14 UNCTAD, (2002), “World Investment Report, Transnational Corporations and
Export Competitiveness”, United Nation, New Y ork and Geneva, pp.121
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Growth of sales through foreign affiliates in terms of the world
exports indicates that production of the home-country FDI replaces the
production of TNCs, which actually substitutes the classical exports of
products and services.

Given the high share of exports of foreign affiliates in the world
exports, TNCs appear as mgjor actors who control the international trade
of certain products.

Developed countries are major recipients and largest source of
FDI worldwide.

At the same time, in developed countries the share of exports of
foreign affiliates in total export is much higher than in less developed
countries (developing countries and countries in transition).

In recent years, particularly after the global financial and
economic crisis in 2008, FDI in developing countries and countries in
transition is growing.

Developing countries, traditionally, are the major exporters of
primary products. In recent years, the share of primary products in the
world trade is declining, but for many developing countries, the
availability of natural resourcesistheir only comparative advantage.

Economic literature suggests that the effects of FDI on host-
country international trade will defer, depending on its motives.
Globalization induced changes to efficiency-seeking FDI are directly
related to the host-country export but require economies with a certain
level of economic development.

References:

1. Barcly, PJ. and Casson, M.C. (1976), “The Future of
Multintational Enterprise”, London: Macmillan.

2. Dicken, P. (1999), “Global Shift: Transforming the World
Economy”’, London: Paul Chapman Publishing Ltd.

3. Dunning, J.H.(1993), “Multinational Enterprises and the Global
Economy”, Wokingham, England: Addison-Wesley Publishing
Company Inc.

4. Dunning, JH. (2001), “The Eclectic (OLI) Paradigm of
International Production: Past, Present and Future”, The Journal
of the Economics of Business, 8(2).

134



Jelena Tast; Foreign direct investment and international tradein ...

5.

6.

10.

11.

12.

13.

14.

15.

Helpman, E. and Krugman, P.R. (1985), “Market Sructure and
Foreign Trade”, Cambridge, Mass: MIT Press.

Hill, Charles W.L. (2007), “International Business. Competing in
the Global Market”, 6™ ed., New Y ork: McGraw-Hill/Irwin.
Hymer, S.H. (1976), “International Operation of National Firms:
A study of Foreign Direct Investment™, Cambridge: MIT Press.
Markusen, JR. (1995), “The Boundaries of Multinational
Enterprises and the Theory of International trade, Journal of
Economic Perspectives, p.169-189;

Porter, M. (1990), “The Competitive Advantage of Nations”, New
York: Free Press.

Stiglitz, E.J. (2002), “Development policies in a world of
Globalization”, Columbia University.

UNCTAD, (2002), “World Investment Report, Transnational
Corporations and Export Competitiveness”, United Nation, New
York and Geneva;

UNCTAD, (2010), “World Investment Report, Investment in a
Low-carbon Economies”, United Nation, New Y ork and Geneva;
UNCTAD, (2011), “World Investment Report, Non-Equity
Modes of International Productions and Development™, United
Nation, New Y ork and Geneva

WTO, (2011), International Trade Statistics,
[http://www.wto.org/english/res_e/statis e/its2011_efitsll toc e.
htm]

World Bank. (2002), “Globalization, Growth, and Poverty:
Building an Inclusive World Economy”, Washington DC: World
Bank and New Y ork: Oxford University Press.

135






UDC 005.95-051:347.44(497.7)
Professional paper

Marko ANDONOV')
Zoran MIHAJLOSKI™)
Elena DAVITKOVSKA™)

* kK%

Vesna GOCEVA )

LEGAL ESSENCE OF THE MANAGEMENT CONTRACT WITH
THE SPECIFICSOF THE MACEDONIAN LEGISLATION

Abstract

Management contracts are a kind of business statute that delegate
specific rights, obligations and responsibilities to the managers. In their
essence, they are synthesis of management and governing power. The
success and realization of the corporative goals as a motivational part
correlate with the both types of power greatly. At the same time, they
encourage the negotiation process and the conclusion of the management
contract. The key role of the managers as carriers of occupational risk is
to create professionally based coalition of interests among those who are
involved in the realization of corporative goals and the business policy of
the company, thus providing growth and development.
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a well-defined contract must provide several basic preferences, which
will be analyzed in this paper.

However, the main emphasis will be given to the actual normative
(as well as practical) structure of the subject matter in Republic of
Macedonia, where we will express our hope that through this paper we
will be able to clarify certain dilemmas within the scientific and
professional circles regarding thisissue.

K eywords: company, managers, management contract

JEL classification number: K20

I ntroduction

The essence of the contract that regulates the relations between
the managers and the company contains certain specifics. This contract
must meet certain standards regarding form and include specific answers
to al questions pertaining to the status, business and legal powers,
compensation and evaluation of the operation results, solving disputes
and determining the responsibility of managers in the company.
Therefore, this contract should be looked at as akind of a business statute
which delegates specific rights, obligations and responsibilities to
managers, so that they are mutually connected with the determined
business venture or running of the company. These contracts represent
the mutual relation between the holders of the entrepreneurial risk
(investors, owners) and the managers as carriers of the occupational risk.
In their essence, the management contracts represent a synthesis of the
power of management and power of leadership. The contract is a type of
a document that is based on partnership between those who have a
business vision and willingness to invest funds, and managers who accept
the professional challenge, to implement the businessvision in life.

1. Regulation of relations between the company and the
manager s

As arule, the relations between the company and the members of
the management body are settled on status base and contractual base.
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1.1. Regulation of relations on status base

The position of a member of the managing body is acquired
pursuant to a law, and the authorized body issues an act on behalf of the
company for the acquired position. The act which confers the status of a
member of the managing body is a corporate act by its nature. The
members of the board of directors or the members of the supervisory
board acquire the position on the base of the decision of the assembly,
whereas the members of the managing board acquire their position on the
base of the decision of company’s supervisory board. All these decisions
are simple, and the reason for thisis that they are made on the base of the
powers outlined in the law. At the time of election, i.e. appointment for
the managing body, and, thus, acquisition of the position of a member of
the body, the set of rights and obligations provided for by law arises out.
The rights and obligations acquired by a member of the board of
directors or members of the supervisory or management board, as well as
by an executive member of the board of directors, have been identified
and defined by law.

The decision for election of the board of directors or supervisory
board, i.e. their member, shall enter into force from the date of adoption™.
However, as an exception, some of the rights and obligations provided
for by law can be arranged differently, if thisis foreseen by law. Such is
the case when individua members of the managing board of the
company are deprived from the right to represent the company: a right
that belongs to a member according to law, but, by a decision of the
managing board and in accordance with the supervisory board, the
advocacy right may be granted only to some members of the board. Also,
the board of directors appoints the executive members - managers of the
board of directors with an act which is a corporate act by nature.

1.2. Settlement of relations on contractual base

The settlement of relations between the company and business
entities can be established on a contractual base. Despite the fact that
they are established on a status base, the Macedonian Company Law
does not exclude the possibility to establish these relations on a

! Company Law, article 344 paragraph 1. (Officia Gazette of the Republic of
Macedonia, no. 28/2004, 84/2005, 25/2007, 87/2008, 42/2010, 48/2010, 24/2011,
166/2012, 70/2013, 119/2013, 120/2013, 187/2013, 38/2014, 41/2014)
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contractual base. The relations on a contractual base are not established
with al members of the company’s managing body; only some of the
members of these bodies have the privilege to establish contractual
relations in order to regulate the issues related to the position of a
member in the company’s body?. Upon regulating the rights and
obligations of the members of the company’s bodies, the Macedonian
Company Law stipulates that the agreement on the regulation of relations
between the company and a member of the company’s body may be
concluded only by the executive members of the board of directors and
the members of the managing board of the company?. The possibility for
the company to conclude such a contract with a non-executive member of
the board of directors and members of the supervisory board of the
company is excluded.

2. Thelegal nature of the management contract

The character of the position of the executive member of the
board of directors, i.e. amember of the managing board, may be obtained
only on status base, with a corporate act adopted by the competent body
of the company. The financial and material position of the executive
member of the board of directors, i.e. the member of the managing board
is of significant importance in establishing relations on a contractua
base.

2.1. The management contract as alegal instrument

Albeit, management contracts are not only legal instruments or a
formality for settlement of salaries, benefits, rights and obligations in
relation to the operations of the company and other details of the bilateral
relations among contracting parties, the management contract is a key
document which depends essentially on the success of a concrete work.
For this reason, the Macedonian Company Law includes an express
prohibition for an executive member of the board of directors or member

2 Nedkov, D-r. Milan. (2005), “Managing with a shareholding company, An advise for
corporative management, Skopje.

® Company Law, article 350 (Official Gazette of the Republic of Macedonia, no.
28/2004, 84/2005, 25/2007, 87/2008, 42/2010, 48/2010, 24/2011, 166/2012, 70/2013,
119/2013, 120/2013, 187/2013, 38/2014, 41/2014)

140



Marko Andonov, Zoran Mihajloski, Elena Davitkovska, Vesna Goceva; Legal essence...

of the managing board to sign an employment contract. The contract that
regul ates the relations between the company and an executive member of
the board of directors, member of the managing board or manager, can
also regulate and determine the salary or monthly fee, the right to life
insurance and other types of insurance, the entitlement for reimbursement
for travel and other expenses, the right to participate in the annual profit
and other rights. The signing of the management contract imposes certain
obligations that are established by law and refer to exercising of powers
by the executive member of the board of directors, a member of the
managing board, or the manager in favor of the company (managerial
responsibilities), attention to the orderly and conscientious merchant,
business confidentiality during the mandate and after the termination of
the mandate, prohibition of competition and liability for disclosure of
conflict of interests and dealings with stakeholders.

2.2. Management contract as contract of autonomousright

By their legal nature, the management contracts are contracts of
autonomous right. It is a specia sui generis lega institute provided for in
the Macedonian Company Law. By their form and content, management
contracts reflect the imperative mandate, i.e. the business and legal
relations of the company and management, rather than clearly qualified
and measurable propositions of cooperation on the basis of which the
established corporate goals, mutual rights, powers and responsibilities,
including remuneration of managers, are founded. The executive member
of the board of directors, managing board member or manager elected for
a determined period of time, may perform its function by establishing
employment relations and without establishing employment relations. In
cases when the function is performed by establishing employment
relations, the labor rights are exercised under the conditions laid down in
the contract for arranging the relations between the executive member of
the board of directors, the managing board member or manager of the
company, in accordance with the Macedonian Company Law. The
provisions of the Law that are related to an executive member of the
board of directors and member of the managing board, shall aso apply to
the manager of al other forms of trade companies. The contract
determines the manner and conditions under which the provisions are
implemented in the company, unless the function is performed without
establishing employment relations. On the other hand, according to the
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Macedonian Company Law, the provisions of the labor agreements, as
well as the provisions of the law on employment relations in regard with
establishing and termination of employment relations, disciplinary
responsibility, salary, benefits and protection of worker’s rights, do not
apply to the executive member of the board of directors, member of the
managing board, i.e. manager of managing persons. These persons can
exercise their rights in the manner and under the conditions laid down in
the contract.

3. Characteristics of a management contract

The main characteristic of a management contract is its
autonomy, expressed by particular specifics that give the sui generis
nature to the agreement. These contracts are not substitutes to the
employment contract by which employment relations are established.
Management contract shall specify the role of the manager and the
mutual rights, powers, duties and responsibilities on a contractual basis.
At first glance, although it seems that it is less important question in
regard with the form of the entrusted mandate, the managers contract
represents a binding legal framework of the will of the company and the
manager. As set in that manner, and even in the negotiation phase, the
management contract requires the necessity to harmonize the views on
the labor-legal and material conditions upon taking the office.

3.1. Legal framework of a management contract

The form and the lega framework of individua hiring of
managers varies from case to case, but any well-defined management
contract must provide some basic parameters in its content, such as.
responsibilities, powers and responsibilities of the manager, labor-lega
status of the manager, manner of communication and monitoring of the
performance of business policy objectives, motivation and remuneration
for the results achieved, business - ethical rules, insurance against
business risks and the issue on compensation for damages, compensation
for the manager and the method of interpretation of changes and
termination of the management contract .

Due to the fact that most of the answers to these questions are
addressed and defined by legislation, the experience shows that it is

142



Marko Andonov, Zoran Mihajloski, Elena Davitkovska, Vesna Goceva; Legal essence...

much better, and, in any case, it is more proper to incorporate the
specifics and agreed positions for cooperation in the content of each
particular management contract. The individua character of the
management contract requires that the presented recommendation should
find their place, because, unlike the experiences of the countries of the
European Union, as arule, there are no developed standards of corporate
governance or ethical codes, so room is left for arbitrary interpretation of
external regulations and the content of the internal agreements.

3.2. Form of management contracts

The Macedonian Company Law does not provide a solution on
the form in which the contract will be concluded; however, starting from
the essence and characteristics of this contract, it is necessary to be
concluded in a written form. It could primarily have a particular benefit
from the experiences arising out of the Anglo-Saxon practice in regard
with the methodology that is going to be used in development of
management contracts. In terms of their form, the management contracts
in the Anglo-Saxon law are identical with the letters of intent, i.e. they
are quite specific as a result of the substantial terms of office of the
manager®. In their content, there is just a little bit of an unnecessary text
in terms of professional duties and powers, as this is basicaly
presupposed, because they are covered by the legidation, or worked out
in details with the corporate laws of the company. However, the contracts
precisely define the issues in terms of corporate objectives, powers,
obligations, deadlines, basic salary, the conditions for exercising awards,
various fees associated with the work, anti-competitive clauses and so on.
By contrast, the structure of the content of most of the management
contracts in the Republic of Macedonia is predominantly made of
paraphrasing quotes of the legal provisions or styling of generd rights,
powers and responsibilities of the parties to the contract.

* Public discussion was held among the business community of the Republic of Croatia
during 2002, in regard with the model of a management contract proposed by “HUM-
CROMA” - Croatian association of managers and entrepreneurs — with theaimto find a
national standard of a management contract, led by their intention and as associate
member of the European Conference of Managers (SES), within the process of
harmonization of professiona standards of the managing structure with the standards
used in the area of the European Union.
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4. Contracting partiesin the management contract

Upon determining of the status of the managers in the company,
the introduction in the management contract should clearly state the act
on the basis of which decisions are based on selection and appointment
of managers or members of the managing body, details and authorization
of the person that represents the company, determining the status position
of the manager in the company, the contracting authorities and
limitations in the legal representation of the company, as well as the
general and special acts that determine the rights, obligations and
responsibilities of managers who are not covered by the management
contract.

The rights and obligations of the executive members of the board
of directors, managing board members, or the manager, in addition to the
rights and obligations stipulated by law, can be determined by a contract
on regulation of the relations between the company and an executive
member of the board of directors, managing board member or manager>.
Macedonian Company Law determines the parties entered into the
management contract. The contract with an executive member of the
board of directors may be concluded by the non-executive members of
the board of directors, and it shall be signed by the president of the board
of directors on behalf of the company®. In a company with a two-level
management system, the contract shal be concluded between the
members of the managing board or managers and the members of the
managing board on behalf of the company and it should be signed by the
president of the supervisory board. The board of directors, in accordance
with its powers, shall submit an application for registration of executive
members that are authorized to represent the company, in the commercial
register of the executive members authorized to represent the company.
The representative of the company is a natural person that, by law, is
determined to represent the company.

The regulations for settlement of relations between companies
and business people is highly harmonized with the EU regulations for

® Company Law, article 350 (Official Gazette of the Republic of Macedonia, no.
28/2004, 84/2005, 25/2007, 87/2008, 42/2010, 48/2010, 24/2011, 166/2012, 70/2013,
119/2013, 120/2013, 187/2013, 38/2014, 41/2014)
® Company Law, article 350 (Official Gazette of the Republic of Macedonia, no.
28/2004, 84/2005, 25/2007, 87/2008, 42/2010, 48/2010, 24/2011, 166/2012, 70/2013,
119/2013, 120/2013, 187/2013, 38/2014, 41/2014)
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this area, and the principles of corporate governance adopted in the wider
international arena are incorporated in them.

In various legisations, the issues related to the legal framework
for regulating the relations between the management and the company is
mainly regulated by the laws that govern the rights of companies. For
example, in the Serbian legidlation, manageria contracts are covered by
The law on trade companies, The labor law, The law on mandatory social
insurance contributions and The law on pension and disability insurance
fund and other laws.

Similarly to the Serbian legidation, the Croatian legislation
regulates this issue in the Law on trade companies and other regulations
governing the framework of the powers and responsibilities of managers
inlegal action.

The Polish legislation, however, governs the relations of the
company management in a very detaled manner, by two main
regulations: Code of trade companies and the Labour Code. Also, in part
of this matter, and the remuneration of managers in particular, significant
placeis taken by the Polish Civil Code.

It should be taken into consideration that other European
countries regul ate these relations in a similar manner, by using relevant
European directives as thelr basis; this particular topic will also be
discussed in this paper.

In the United States, the judicial thinking regarding management
contracts is concentrated on the question of the autonomy of deciding of
companies on their own. Whether their management contract is
considered valid, depends on the extent of the delegation of managerial
functions. The Board may give authority to act, but it can not delegate its
managing function’. Thus, the management does not have a legd
authority to take the place of the managing board of the company. In this
context, the courts consider the criteria such as: the duration of the
contract and who has the authority to decide in afinal degree, in relation
to the business policy of the company®. The principle of non-delegation®

" Kennerson v. Burbank Amusement Co, 120 Cal.App.2d 157, 260 P.2d. 823, 832-833
(1953); Manson v. Curtis 171 A.D. 954 (1915), aff. 223 N.Y. 313 (1918); McQuade v.
Stoneham 263 N.Y. 323, 189 N.E. 234 (1934); Clark v. Dodge 269 N.Y. 410, 199 N.E.
641 (1936); Long Park Inc. v. Trenton-New Brunswick Theatres Co et a 297 N.Y. 174
77 N.E 2d 633 (1948);see adlso infrap. 28.

8 Sherman & EllisInc. v. Indiana Mutual Casualty Co 41 F 2d 588 (7 Cir. 1930).

® Hansmann, H. (2004), “Corporation and Contract”, Center for Law, Economics and
Public Policy, Research Paper, No. 300
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is applied even if the shareholders of the company have aready approved
the management contract™®.

In France and UK, the management contracts are also eligible but
only to a limited extent’. Because of the fact that they are rarely
mentioned in the relevant literature, such agreements seem to have no
practical significance. Also, it should be add that the Macedonian
experience moves in these framework, when discussing about the
establishment of the legal framework for governing of management
contracts; mainly, more or less, it regulates thisissue in asimilar manner.

5. Employment-legal status of managers

An executive member of the board of directors, managing board
member or manager elected for a specific period of time, may perform its
function by establishing an employment relation or without it'2. When
the function is performed by established employment relation, the labor
rights are exercised under the conditions laid down in the contract for
arranging the relations between the executive member of the board of
directors, managing board member or manager of the company, in
accordance with the Macedonian Company Law.

5.1. Rights and responsibilities of managersarising
out of the employment relations

The rights and obligations of the employment relations that are
established by a contract and are obtained by an executive member of the
board of directors, managing board member or manager, who, before the
election, was employed in the company, will now be put at rest
(standstill). The standstill starts from the date of election of that person®®,
A person may be an executive member of the board of directors or a
managing board member only in one shareholding company.

19 Hansmann, H. (2004)

Upagano Marco and Paul Volpin, (2004) “Managers, Workers and Corporate
Governance Control” ECGI (European Corporate Governance Institute), Law Working
Paper No. 01/2004

2Company Law, article 366 paragraph 2 (Official Gazette of the Republic of
Macedonia, no. 28/2004, 84/2005, 25/2007, 87/2008, 42/2010, 48/2010, 24/2011,
166/2012, 70/2013, 119/2013, 120/2013, 187/2013, 38/2014, 41/2014)

3 Company Law, article 366 paragraph 1.
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According to the Macedonian Company Law, the executive
members — in order to carry out its powers stipulated by law - may
appoint managers who perform day-to-day running of the company in
accordance with the decisions, directions and orders of the executive
members of the board of directors™. In order to execute the powers
established by law, the managing board may also appoint managers who
perform day-to-day running of the company in accordance with the
decisions, directions and orders of the managing board™. These persons
shall exercise the rights and obligations arising out of the employment
relation, under the terms stipulated in the contract for settlement of the
relations between the managing body and the managing officer - contract
for settlement of relations with the managing officer. This contract
regulates the salary, compensations (benefits), the participation in the
profit, compensation costs, compensation for life insurance and other
kinds of insurance and other employment rights. The manner of
determining of the type and scope of total income and other rights and
obligations that arise out of the employment relation of the managing
officer is appropriate to the type and scope of assigned duties and
responsibilities to the managing officer, as well as to his persond
contribution to the success of the company. The contract with the
managing officer is signed by the president of the managing body, on
behalf of the managing body.*°

According to Article 366, paragraph 4 of the Macedonian
Company Law, the provisions of collective agreements, and the
provisions of the Labour Law related to the process of establishing and
termination of employment, disciplinary esponsibility, salary, fees and
safety at work are not applied for managers. These persons realize the
rights that arise out of these provisions of the Labour Law in a manner
and under the conditions laid down in the contract for arranging the
relations with the managing officer.

The rights and obligations of the nominated persons that were
acquired before the election, especially those who were employed in the
company and were determined by a contract, will be put on standstill
upon their nomination to be persons with special responsibilities

14 Company Law, article 371 paragraph 5.

> Company Law, article 375 paragraph 3.

* Company Law, article 366 paragraph 4 (Official Gazette of the Republic of
Macedonia, no. 28/2004, 84/2005, 25/2007, 87/2008, 42/2010, 48/2010, 24/2011,
166/2012, 70/2013, 119/2013, 120/2013, 187/2013, 38/2014, 41/2014)
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(managers) by adecision of the managing body. The standstill starts from
the date of election of that person.

5.2. Aspects of judicial practice

In our practice, following the period of transition of the society
and development of the economy based on the principles of the market
economy, the most widespread model of management contract concluded
between the contracting parties is the contract on employment relations
(employment contract), with full-time working hours and for a
determined period. This model and manner of organizing the
employment and legal relations of managers in companies is resulting of
akind of inertia, due to the fact that during the process of privatization of
state owned enterprises, the most number of members in the managing
bodies and those who were running the business in the companies, were
recruited from the prevailing economy leaders. This circumstance gives
the managers managers a relatively greater security for employment,
because in the sense of employment-legal matters, they conclude an
employment relation for a period that is stipulated in the contract. The
fact that certain professional risks have previously been compensated by
a higher level of job security can be taken as an advantage, because it is
assumed that managers, after the expiration of the term or upon
termination of the contract, will be offered a job within the company, a
post that matches with their qualifications. This benefit encourages the
professionals inside the companies to accept the challenge that is offered
with the manageria post and to get out of its main occupation for a
determined period of time. Also, in this manner, the owners of companies
are enabled to more easily make combinations with the available human
resources and potentials within the company.

The management contract is a separate legal instrument, i.e. a
corporate act which legally shapes the will between the company and the
manager. The statement defined by the Macedonian Company Law:
"unless the function is performed without concluding employment
relations’ could refer only to an exception when it is determined that the
executive member of the board of directors and member of the managing
board may not be elected executive member of the board of directors,
i.e. member of the managing board in other shareholding companies in
the Republic of Macedonia, except in banks, insurance companies and
other companies if it is so stipulated by law. This exception is aso
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applied in regard of the manager of a company. From the above, it
follows that only in exceptional cases, amember of the board of directors
and executive board member may hold office without employment, when
the rights and duties are performed in more than one company. This
exception is applied in relation to the manager of the company.

In corporate and legal sense, the exercising of the post of an
office manager in the company with an employment-based legal relation
is treated as performing job on a working post with special powers and
responsibilities, and the management contract determines and defines the
given powers to conduct the work of the company in accordance with the
principles set in the corporate objectives.

Conclusion

The managers are the most important capital and resource
investment of each company, but at the same time it has to be kept in
mind that to create a good management structure major investments are
required, a lot of time and synchronized mutual relations. Upon
discovering the management potential and upon its development, the
professional and business characteristics should be recognized, such as:
initiative, communicability, creativity, knowledge in methods of
management, etc.

The creation and termination of contracts that regulate the
relations of an executive member of the board of directors or managing
board member are connected with the moment of acquisition of the
position of a member of the board of directors or managing board
member. This contract is not a contract based on who receives the
capacity as an executive member of the board of directors or managing
board member — it governs those rights and obligations which are not
regulated by law. At the end, it can be concluded that this paper
highlighted the key aspects related to the legal nature of manageria
contracts, placing special emphasis on legislation and practices in the
Republic Macedonia.
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I ntroduction

Working today has proven that everything changes and
everything changes realy fast. In that manner, successful organizations
are those that think proactively, anticipate changes and adjust their
strategies on the new conditions. Every organization that wantsto attain a
sustainable competitive advantage on the market must pay specia
attention to the advances in the technology and introduce innovations in
their work.

Many organizations have discovered project management as a
practice for conducting work in the organization, innovations and/or
changes such as new or revised products, new or modified premises, new
or adapted technology etc. In these regards, projects try to deliver work
initiatives on time, within budget and to an agreed level of quality as they
are being defined within the triangle of scope, time and budget.

However, project success rates have been diverse. This paper, by
exploring the concept of project management and by viewing and
analyzing reasons for project success as well as project failure, tries to
demonstrate that adopting PMOs would ensure true guidance and support
in the project management roadmap and true utilization of the benefits of
project management as a contributor of project success.

In that manner this paper aso extracts the benefits of an
implemented PMO and makes a direct correlation between the success
criteria identified for projects and the contribution of the PMOs both as
an enhancer of the success factors in projects as well as a coordination
body that helps diminish the reasons for project failure.

1. Projectsand project management

Projects have been around for long time. Building of the
pyramids, building of the Eifel tower, sending astronaut Neil Armstrong
on the moon as well as many other monumental buildings and moments
of the past have the characteristics of projects and project management.
However, from those times, organizations have come to realize that many
of the work they do is indeed project oriented. In last decade project
management has been rather formalized into a professiona approach for
achieving the undertaken tasks and planned work initiatives.
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One of the maor international organizations dedicated to this
professionalization is the Project Management Institute®, established in
1969. By 1990, the PMI had gained 7,500 members. Five years later, it
had grown to over 17,000, and by the end of 2007 it had exploaded to
over 260,000 members in more than 171 countries. This growth is
demonstrated in Figure 1.

Figure 1: PMI growth
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Source: Meredith J.R. and Mantel S. J. Jr. (2009): “Project Management, A
Managerial Approach”, 7th edition, John Wiley and Sons, Inc. USA, p.5

1.1. Definitions of project and project management

The PMI has defined a project as a “temporary endeavor
undertaken to create a unique product or service”?. According to Haynes
M.E., a project is an ,,undertaking that has a beginning and an end, and is
carried out to meet established goals within cost, schedule and quality
objectives”. He defines project management as a ,,management approach
that brings together and optimazies the resources necessery to

L PMI, at www.pmi.org, (07.02.2013)
2 PMI (Project Management Institute) (2004), “A Guide to the Project Management

Body of Knowledge”, 3 ed., PA: Newtown Square. p.5
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successfully complete the project, with resources including skills, talents,
and cooperative efforts of a team of people, facilities, tools and
equipment, information systems, techniques and money“.® Also,
Richman L. defines project management as ,combination of the
knoweldge, skills, methods, techniques and tools used to plan and
manage project work establishing a sound basis for effective planning,
scheduling, resourcing, decision making, management and plan
revision“.

From this, it can be concluded that projects are temporary
activities. They are goal oriented, complex, risky and dynamic. Projects
are always defined within the triangle of scope, time and budget. Having
defined the projects, project management is about the application of
knoweldge, skills, tools and techniques to project activities to meet the
project requirements.

1.2. Project successrate

One of the most commonly used reports regarding project failure
was the CHAOS Report". The results from this report take into
consideration 365 companies with a total of 8380 Information System
applications under devel opment. The results from the report conclude:

“Project Success” — Projects completed on time and on budget
with al features and functions as specified. Only 16.2% of projects were
classified under this category.

“Project Challenged”” — Projects completed, but either over cost,
over time and/or lacking some of the features and functions originally
specified. 52.7% of projects were classified under this category.

“Project Impaired/Failed” — Projects that were abandoned or
canceled at some point. 31.1 % of the projects were classified under this
category.

However, project success has improved significantly. According
to Johnson the success rate in projects has increased since the CHAOS
Report. According to this report, the overall project success rate has

® Haynes, M.E. (2002), “Project Management, practical tool for success”, 3" ed.,
Menlo Park: Crisp Publications, Inc., p.3

* Richman, L. (2011), “Successful Project Management”, 3 ed., USA, NY: American
Management Association., p.2

®> The CHAOS Report (1994), The Standish Group,
[http://www.standishgroup.com/sample_research/chaos 1994 1.php] (05.01.2013).
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increased from 16% in 1994 to 28% in 2000°. The fina statistics for
project success rate from the PMI‘s survey - the Standard for Portfolio
Management - shows that 64% of projects successfully met their original
goas and business intent in 2011’. That leaves one third of the
organizations in the category of unsuccessful projects. The trend of the
surveys demonstrated a positive increase in the percentage of successful
projects, from 16.2 % in 1994, through 28 % in 2001, to 64 % in 2011.
Regardless of measurement semantics, the core of the issue is to
determine the reasons for improvements in the project success rate as
well as to determine the reasons for project failure and how it can be
avoided.

1.3. Reasonsfor project success

Many writers have listed various reasons for failure in projects.
Field has acknowledged how projects fail too often because the project
scope is not fully appreciated and/or the user needs are not fully
understood®. Hoffman believes that it is the project managers and their
losing of the big picture view that drives project failure; in that manner
he says how project managers too often act as process cops and report
compilers and lose sight of what they are supposed to be doing — to make
sure projects are running effectively®.

The results of the research paper by Anil and Thomasson®, states
that the project success is inferred in the following three variables that
have the greatest impact on the performance of project:

1. Good planning - detailed forward planning of the

implementation stages, task timelines as well as re-planning as

€ Johnson, J. (2001), “Collaborating on Project Success”

[ http://www.suttonsoft.com/documents/70percentfail ure.pdf] (22.10.2013).

" PMI (Project Management Institute) (2011), “The Sandard for Portfolio
Management”, 2™ ed., USA: PMI Publications.

8 Field, T. (1997), “When bad things happen to good projects”, CIO magazine, 11(2),
54-60.

® Hoffman, Th. “Value of Project Management Offices Questioned”, Computerworld,
July 21, 2003, [http://www.computerworld.com/printthis/2003.0,4814,82345,00.html]
(11.7.2013).

19 Anil, 1. and Thomasson, D. (1991), “An Empirical Investigation of the use of Content
Analysis to Define the Variables Most Prevalent in Project Successes and Failures™,
Proceedings of the 1991 PMI Annua Seminar/Symposium.
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an iterative process that requires agile rethinking according to
the changes imposed.

2. Clear responsibility and accountability — clear understanding

of the team members of their roles and dutiesin a project.

3. Schedule control — continual monitoring and measurement of

time, milestones, people and equipment schedule.

A more recent survey on this topic, the survey conducted by the
PMI, Pulse of the profession*!, found the most critical project success
factorsto include:

> Talent: Staffing the team with appropriate skilled people.

> Project Management Basics. Taking the time to create a

realistic implementation plan.

> Executive Sponsorship: Ensuring top-level management

support for the project.

> Focus on benefits: Clearly defining the expected benefits from

the project.

> Change Management: Effectively managing change associated

with the project.

All these claims are true and correct and this paper uses both lists
of indicators for project success intended as an input for the correlation
between success factors in projects and PMO in regards that the PMO
can directly impact these success factors and thus contribute to an
increase in the percentage of project success. In the next section these
reasons are seen through the perspective of PMOs and how their
involvement contributes to successful project execution.

2. Adoption of the concept Project Management Office

As project management has evolved and received a widespread
recognition and adoption so has the need for an organizational entity that
will support the project management process and the project managersin
their project activities, and will coordinate all the projects towards the
organization’s strategy roadmap. Such organization body is the Project
Management Office (PMO), which performs in a capacity that achieves
project management oversight, control and support.

1 PMI (Project Management Institute) (2012), “Pulse of the Profession”,
[http://mww. pmi.org/~/media/ PDF/Research/2012_Pulse_of_the profession.ashx]
(22.10.2013).
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In this regards, Hill acknowledges how the PMO helps both the
project manager and the relevant organization to understand and apply
professional practices of project management and adapt and integrate
business interests into the project management efforts which it is
associated with 2.

PMOs trace their origins back to the Project Support Offices
(PSOs) that cropped up in the 1960’s to help large, complex aerospace
and construction projects. As automated support tools such as the origina
Artemis scheduling application started to appear and become more
widespread, the direction of PMOs changed to include tools support to
project managers. The emphasis changed again during the 1990s to
include coordination among multiple projects to ensure consistency in
PM practices and quantitative portfolio management. While individua
projects may have specific PSOs depending on the project’s size and
complexity, more often now the enterprise’s PMO provides support
across avariety of projects that the organization isinvolved in™>.

2.1. Definition and forms of Project Management Offices
(PMOs)

The PMO can be defined as an organization that can maximize
the value of project management by standardizing the practices and
consolidating the initiatives across the enterprise™. Another definition
expresses PMO as an organizational body or entity assigned to various
responsibilities related to the centralized and coordinated management of
those projects under its domain. The responsibilities of a PMO can range
from providing project management support functions to actually being
responsible for the direct management of a project™.

As every organization is different, there can be different
structures of a PMOs according to the requirements as well as the current
settlement of the organization. Therefore, matching the right project
office structure with the individuality of the organization is critical for
success.

2 Hill, G.M., 2007, “The Complete PMO handbook”, Auebach Publications, p. vii.
Bparth, F.R. (2012), “Implementing a PMO within Toyota Financial Services”, USA
[ http://www.projectauditors.com/Papers/Singapore/ ToyotaPM O.html] (12.02.2013).

1 Maghraby, R.A. (2011), “How to establish a PMO”, PM World Today, 13(10), 1-5.

5 PMI (Project Management Institute) (2008), “A Guide to the Project Management
Body of Knowledge”, PMBOK Guide, 4™ ed, ANSI: 2008:1.
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Figure 2 shows the spectrum of options for a PMO from a
decentralized to a centralized structure and from a PMO only for status
reporting to a PMO with highly controlling function.

Figure2: PMO Structure
Highly

controlling
function
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Decentralized
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Source: Colegiate Project, 2007

Hence, in a decentralized structure, the PMO provides a valuable
reporting service for project status data. Mainly in a decentralized
structure the PMOs have the advisory role for project management
methodology standards and for project issue resolution. Furthermore, this
structure is lower cost solution with fewer impacts on the institutional
structure. However, as a downside, under this type of structure the
ingtitutions move more sowly to a complete project management
methodology adoption and do not gain the full benefits of a project
office.

On the other hand, a centralized PMO structure has bigger
control. Here, the PMO has the authority to set and enforce standards.
The centralized structure alows institutions to more rapidly adopt project
management methodologies. Also, issue resolution is more simplified as
there is a single escalation path to the top decision maker. Furthermore,
with this structure the PMO provides a single source for data and a
complete picture of the portfolio of projects. However, as a downside the
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PMO can get a “project police” reputation due the high control and
demand of data.

There is no right design of a PMO. Depending on the specific
needs of the organization, the characteristics of the institution as well as
the expectations on the success, the PMOs can be organized into a form
as needed. However, as shown in the figure two structures should be
avoided: a decentralized structure with highly controlling functions and a
centralized structure with responsibility only for status reporting. Instead
the structure should be somewhere in the Optimum Balance field.

2.2. Responsibilities of Project Management Offices

In order to understand the benefits derived from implementing
and adopting PMOs, first it has to be understood what their
responsibilities are so as to understand the areas of their work and how
they contribute to the project management flow.

A good description of the responsibilities of the PMOs is
provided by Block, who specifies the following activities under the
responsibility of the PMO™®:

> Enterprise-wide project coordination and consistency;

> Set standards and methodologies for al projects in the

enterprise;

> Do quality audits of the projects,

> Help the management and executive teams select projects that

support strategic goals,

> Help the executive team track the entire portfolio of projectsin

work by developing metrics and measuring al projects against
those metrics,

> ldentify the resources that are available to work on upcoming

projects,

> Support the project managers and project teams with training,

mentoring and career development;

> Collect and archive the documents from completed projects

and analyze them for trends;

> Provide a knowledge management system that gathers all

project-related information and makes it available in a readily-
accessible, useful format.

18 Block, T.R. (1999), “The Seven Secrets of a Successful Project Office”, PM Network,
April, 1999:43-48.
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2.3. Correlation between success criteriafor projectsand
the contribution of the PMOs

According to the success factors for projects identified in sub-
section 2.3, this sub-section demonstrates the correlation between those
success factors and the contribution of the PMOs for successful project
execution.

Good planning. Key for successful project execution is a good
forward plan that will take into consideration what the scope of the
project is, project goas, deliverables, milestones, resources, work
activities, KPIs, possible risks, budget needed etc. The PMO has the
knowledge of all the aspects that need planning in a project as well asthe
experience of a well-executed plan and can support project managers in
preparing a well-defined project plan.

Clear responsibility and accountability. One of the basic
responsibilities of a PMO isto mentor and coach al project stakeholders
in that they are all knowledgeable of the project management process and
their responsibilities. Furthermore, PMOs support kick off meetings and
can support and ensure that there is a clear understanding of the
responsibilities of all parties.

Schedule control. Controlling the status of the projectsis aso the
responsibility of a well-established and working PMOs as they have a
general overview of all the project’s progress and continually monitor
and measure their advancement. Furthermore, PMOs can use software
and tools to help measure the projects’ progress and generate or make
reports for all the projects from the portfolio that further supports project
status tracking.

Talent. PMOs ensure project management knowledge sharing
among all interested parties in the organization. Thus, the employees are
mentored into the process of project management, the project
management techniques and methods. Furthermore, the PMOs have the
repository and database of all projects’ data, including project resources
and can support staffing the projects with the most appropriate skilled
people.

Project Management Basics. The fundamental purpose of a PMO
is to help both the project manager and the relevant organization to
understand and apply professional practices of project management. By
setting the standards for project management, by doing regular trainings
the PMO provides project-related information which are accessible as
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well as practical and usable to the project managers, allowing them to
successfully execute projects.

Executive Sponsorship. As PMOs are coordination bodies, they
are also communication points between the project sponsors, which
mainly are theexecutive top-level management as well as the project
managers and project members. Project sponsors and their support is an
essentia precondition for project success and adoption of a PMO would
move the organization into accepting the responsibility and power of
project sponsorship and guiding the executive top level management into
their tasks and responsibilities to they support the project manager
through their connection, knowledge and power into successful
bottleneck resolution and thus successful project execution.

Focus on benefits. Clearly defining what the project should
deliver is essential in avoiding project scope creep, the phenomenon
when the scope of the project is not properly defined, documented or
controlled and continuous to grow and change. As this is one of the
reasons for project failure, such negative occurrences are to be avoided
with organizations that have an established PMO.

Change Management. Projects evolve and projects change as they
evolve. Change management is a common practice in project
management and an important precondition for successful project
execution. The role of the PMO isto guide projects into valid reasons for
change request approval and approach towards change management.
Furthermore, as not al changes are approved — such as delays due to
improper planning, insufficient engagement of the project owner to
secure resources and internal visibility or missing escalations, the PMOs
support both project managers to avoid such mistakes and steer to make
rightful project decisions.

In addition to such direct correlation between the success factors
in projects and the support of the PMOs in each, a correlation between
the PMOs and the success rates in projects has also been recognized in
the CHAOS Report, by the Meta Group, estimating that deploying a
Project Management Office can reduce project failures by up to 80% 7.
Furthermore, according to the PMI’s report Pulse of the Profession
(2012) it has also been recognized that a strong PMO can reinforce the
value that project management brings, in that organizations that have a
PMO have a success rate of 65%.

Y The CHAOS Report (1994), The Standish Group,
[http://www.standishgroup.com/sample_research/chaos 1994 1.php] (05.01.2013)
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2.4. Adoption of Project Management Offices by
organizations and their benefits

Many organizations worldwide are adopting project management
and PMOs as a way of work due to the many benefits that organized and
controlled project management provides, such as efficient and timely
execution of initiatives, organized structure of work, budget control etc.

According to the survey on PMI’s Pulse of the Profession
organizations are increasingly using PMOs. This survey takes into
account feedback from over 1000 practitioners of project management
and leaders. The figure bellow demonstrates increase in a percentage in
the organizations that have a PMO, now standing just above the two-
thirds mark (67%) demonstrating standardization in the project
management practices across organizations that are practicing project
management.

Figure 3: Practice of PMO, 2010-2011
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Source: PMI Survey, Pulse of the Profession, 2012

Furthermore, in the same survey, regarding success factors in
projects, having a PMO was established as one of the most critica
success factors.
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According to Rathore™ some of the benefits of having a PMO
are;
> More projects delivered on time and within budget;
> Better strategic alignment between business objectives and the
projects initiated;
> Money spent on right things;
> Greater leadership buy-in for department level projects and
therefore greater chance of project succeeding and getting
support when needed;
> Better enterprise wide utilization of resources;
> Lesser or no overlap of effort between departments. Lesser or
no duplication of work undertaken by different departments;
> Better communication across the organization and therefore
quicker and better decision making;
Better collaboration and coordination across departments;
Better visibility of initiatives across the enterprise;
Greater returns of the projects implemented;
More efficient delivery of projects and therefore faster time to
market;
> Better risk mitigation and structured risk resolution.

V V V V

Conclusion and Future Work

In this paper the benefits of adopting PMOs as an essentia
element and factor for successful projects were presented and these
benefits, as success factors critical for projects, were connected with the
direct contribution and involvement of PMOs. By understanding the
responsibilities of PMOs, by following the experiences of the
organizations that have a PMO, by following the growing trend of
organizations that have implemented PMOs and by following the surveys
conducted in these regards it can be concluded that adopting PMO
supports the most important aspects of successful project execution.

More projects delivered on time and within budget, better
strategic alignment between business objectives and the projectsinitiated,

18 Rathore, A. (2010), “The growing importance of EPMO (Enterprise Project
Management Office) in today’s Organizations™, Wipro Technologies, p.13.
[http://www.projectsmart.co.uk/docs/the-growing-importance-of -epmo-in-todays-
organisations.pdf] (12.01.2013)
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better enterprise wide utilization of resources, better communication,
better collaboration and coordination across the organization etc. enable
efficient delivery of projects and improved success rate. Demonstrating
the benefits of PMOs and the demands of working in this day and age,
the need to rapidly evolve and improve the time to market and deliver
projects demands working by the principles of a coordinated and well
established project management, guided by a coordination body such as a
PMO as an effective and efficient way of implementing new ideas and
strategies, as well as new projects.

However, there are many options for future improvements as
technology advances. The new opportunities enabled by the enhanced
capacities of the automated tools can open new doors for PMOs in
helping them to better track and coordinate the projects they support.
Hence, this paper hopes to unlock frontiers for additional research in
order to further development in the PMOs capabilities as enablers of
successful project management execution and work.
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Abstract

The attraction of foreign direct investments and international
cooperation are considered to be important priorities for small
economies. They are desirable because of the positive effects in terms of
increased employment and inflow of capital, technology, skills and
knowledge in host countries. Especially important are the opportunities
for building deeper, long-term relationships of cooperation and
partnerships between domestic enterprises and foreign investors.
Through this cooperation domestic enterprises can participate in global
supply chains and ensure stabile sale and market share for their products
in form of materials and semi-finished products for foreign investors.

The purpose of the research is to identify the opportunity for
involvement of domestic enterprises in global supply chains, through
cooperation with foreign direct investors. The subject is to explain
theoretically the category of foreign direct investments and their
implications on domestic economy, to explain the current situation with
foreign direct investments in Macedonia and to provide
recommendations about their attraction and intensified involvement of
domestic enterprises in global supply chains. The research is based on
gualitative approach, using the methods of anaysis and synthess,
induction, deduction and comparison.

The research shows that foreign direct investments are important
for the development of Macedonian economy, but it is necessary to take
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several measures to increase them and intensify the cooperation with
domestic enterprises in order to exploit the full potential they offer. In
this regard, the Government, the Macedonian Bank for Development
Promotion, as well as the domestic enterprises play acritical role.

Key words: diffusion, knowledge, technology, capital, cooperation

JEL classification: F21, L26.

1. Foreign direct investments. concept, positive and negative
implicationsfor domestic enterprises

Foreign direct investments play a key role in the process of
international economic integration. They are creators of direct, stabile
and long-term relationships between the economies of the affected
countries, encourage transfer of technology and knowledge between them
and can be a significant generator of economic growth.

Foreign direct investments are cross-border investments by
residents in foreign economy with the objective of obtaining a lasting
interest in enterprises residents in another economy. The lasting interest
implies the existence of a long-term relationship between the direct
investor and the enterprise and a significant degree of influence by the
direct investor on the management of the enterprise.® According to the
National Bank of the Republic of Macedonia direct investments are
cross-border investments made to obtain a lasting interest in an enterprise
resident in an economy other than of the investor, and to gain influence
on the business strategy of that enterprise® They alow transfer of
management and technical skills and diffusion of knowledge or
entrepreneurship in form of research and development, production
technology, marketing knowledge and manageria skills.®

The effects they generate are subject to fierce and often
contradictory debate between researches and politicians. Politicians and

! OECD Factbook 2013: Economic, Environmental and Social Statistics,
[http://www.oecd-ilibrary.org/sites/factbook-2013-

en/04/02/01/index.html ?iteml d=/content/chapter/factbook-2013-34-en]

2 National Bank of the Republic of Macedonia

[ http://www.nbrm.mk/?Iteml D=79D 1B 7E53FFIB74FA 7D A40C529A AB550]

* Dunning J., (1992), “Multinational Enterprise and Global Economy”, Addison Wesley
Publishing, 55-56;
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economists in countries that export capital are concerned about the
capital leaving their country, unlike those in countries in which the
capital isinvested, which are concerned about the impact this capital has
on domestic enterprises. However, in transition countries, as well as in
developing countries, foreign direct investments are desired and
welcomed because of the positive effects associated with multinational
investments in capital, technology and expertise. They are an important
factor for national economy development and have long-term
implications over its competitiveness.

Positive externadities in the literature usualy arise from the
assumption that foreign investors possess more advanced technology
compared with domestic enterprises resulting in processes of diffusion of
knowledge and technology between foreign investors and domestic
enterprises.* The foreign investors have advantages arising from the
possession of specific resources; advantages that are commonly achieved
through high levels of investments made in innovative activities.

The advantage arising from the possession of specific resources
combined with the advantages provided by the host country, in terms of
access to cheaper and plentiful resources and raw materias, is the most
frequent and important stimulus behind the decision to displace the
production capacity to another country.® Once foreign enterprises enter
the domestic market, diffusion of ideas and technologies takes place in
the respective and related industries.”

Knowledge diffusion is usualy generated through demonstration
effects that can be identified horizontally in enterprises from the same
industry. For example, demonstration effects are generated when local
enterprises modernize their technology, develop new products and
processes or implement similar organizational practices with those
presented by foreign investors. The cooperation with foreign investors
and the possible imitation of their innovation by local enterprises can
help local enterprisesto increase their productivity.

* Caves, R. (1996), “Multinational enterprise and economic analysis’, Cambridge,
England: Cambridge University Press.

® Guadalupe, M., Kuzmina, O. and Thomas, C. (2012), “Innovation and foreign
ownership”. American Economic Review, 102(7), 3594-3627.

® Rugman, A. (1981), “Inside the multi-national: The economics of internal markets”.
New Y ork; Columbia University Press.

" Javorcik, B.S. (2004), “Does foreign investment increase the productivity of domestic
firms? In search of spillovers through backward linkages”, American Economic Review,
94(3), 605-627.
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Another way by which diffuson of technology, skills and
knowledge can be generated is through labor mobility.2 Normally, when
foreign enterprises hire loca workers they organize trainings through
which the workers acquire new skills in correlation with the strategies,
operations and processes implemented by the enterprise. Trained local
workers can terminate the employment contract with the foreign
enterprise and start working in domestic enterprise or start their own
business. Also, the knowledge accumulated as a result of the
international experience of foreign enterprises can have influence on
domestic enterprises’ export decisions.” In some circumstances, this
knowledge can become a stimulus for establishment of new enterprises
and exploitation of export opportunities identified by domestic
enterprises.

Although, this kind of knowledge diffusion usualy takes place
within one industry, still there is an opportunity for diffusion of
knowledge between different industries, a process that is associated with
the national economy development. This kind of knowledge transfer is
generated when foreign enterprises develop cooperation relationships
with local enterprises. If foreign enterprises set quality standards on
higher level, the local suppliers usualy would have to ask for technical
support in order to improve their production, organizational and
managerial skills.®® Ultimately, this would result with increased
productivity of those domestic enterprises that cooperate with the foreign
ones. Additionally, being part of a globa supply chain can mean creation
of advantage from economies of scale, as well as stimulation of new
domestic enterprises entry in the industry. Labor mobility between
vertically related industries can foster improved performances of local
enterprises. However, the degree of diffusion will depend on the degree
of cooperation between foreign and domestic enterprises and whether and
how much foreign enterprises use locally produced inputs. If foreign
enterprises work solely with foreign associates and use only foreign
sources, in that case cooperation opportunities with domestic enterprises
are limited and modest.

8 Fosfuri, A., Motta, M. and Ronde, T. (2001), “Foreign direct investment and spillovers
through labor mobility”, Journal of International Economics, 53(1), 205-222.

® Kneller, R. and Pisu, M. (2007), “Industrial linkages and export spillovers from FDI”,
The World Economy, 30(1), 105-134.

9 Burstein, A.T. and Monge-Naranjo, A. (2009), “Foreign know-how, firm control, and
the income of developing countries”, Quarterly Journal of Economics, 124(1), 149-195.
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On the other hand, foreign direct investments are perceived as
creators of negative externalities for the domestic economy. The entry of
foreign enterprises increases the competitive pressure on domestic
enterprises, which may drive less efficient local firms out of the market.™*
Increased competitive pressure often leads to prices reduction, which
ultimately results in displacement of local companies form the market,
which athough inefficient in the international boundaries, still can
contribute to increased employment and income on a local level. The
effect of stealing the market share from foreign enterprises occurs
because their entry decreases the productivity of domestic enterprises as
a result of the pressure to lower the production quantities.” This effect
can easily be identified in the context of a single industry, when foreign
and domestic enterprises compete directly as suppliers of other upstream
foreign enterprises. The efforts for cost reduction by foreign enterprises
can be a reason for international instead of local procurement of
intermediate goods. Ultimately, in order to meet the global standards
local sourcing can be replaced with international one.

Also, negative externality can be seen on the factor market. The
foreign enterprises have the necessary resources and perspective
opportunities to attract the most productive domestic resources and thisis
particularly true for labor. They have the power to provide better working
conditions and higher wages as opposed to domestic enterprises, and
that’s why they’ll attract the most talented and capable domestic workers.
In regards with potential impacts on entrepreneurship, foreign direct
investments may lower the rate of establishment of new domestic
enterprises by altering the payoffs to potential entrepreneurs with those
from wage employment.*® In this context, a research concludes that under
particular circumstances the monetary return for entrepreneurs is valued
less compared with the risk-free salary earned from employment in
foreign enterprise.* However, the crowding out of domestic enterprises
in terms of products, labor or suppliers doesn’t always mean deterioration

! Djankov, S. and Hoekman, B. (2000), “Foreign investment and productivity growth
in Czech enterprises”, World Bank Economic Review, 14(1), 49-64.

12 Aitken, B. J. and Harrison, A.E. (1999), “Do domestic firms benefit from direct
foreign investment? Evidence from Venezuela”, American Economic Review, 89(3),
605-618.

3 De Backer, K. and Sleuwaegen, L. (2003), “Does foreign direct investment crowd out
domestic entrepreneurship?”, Review of Industrial Organization, 22(1), 67-84.

¥ Hall, R.E. and Woodward S.E. (2010), “The burden of the non-diversifiable risk of
entrepreneurship”, American Economic Review, 100(3), 1163-1194.
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of economic welfare. Indeed, the increased competition imposed by the
foreign direct investments can induce more efficient use of local
resources and subsequent increase of welfare.

2. Foreign direct investmentsin Republic of Macedonia,
2007-2012

The promotion of international cooperation and the attraction of
foreign direct investments are considered to be one of the five strategic
areas of action for achieving the vision of the Macedonian industrial
policy.”® In this direction the country makes efforts to attract a larger
share of foreign capital through foreign direct investments. In regards
with the investment climate particularly important are the economic and
legal activities taken in the last years. In the recent years we have
witnessed the reforms in the tax system (proportional corporate and
persona income tax rate of 10% and 0% tax on reinvested profit,
investors operating in the technological industrial zones use tax relives
for ten years), reforms to improve the credibility and the services
provided by the public institutions and cut the bureaucratic procedures
(easy firms’ registration, easier processes for obtaining planning
permissions), better protection of property rights and contracts execution
(legal protection), etc. Also, marketing campaigns and activities are
continuously launched in order to promote Macedonia as a desired
investment destination, with more sectors promoted in front of foreign
investors. Regional forums are organized, councilors and local promoters
are hired, potentia investors are contacted and so on.

Meanwhile, the macroeconomic stability was maintained through
stabile fiscal and monetary policy, low inflation, balanced public finances
with low budget deficits and low public debt. Besides the national
macroeconomic stability, the Government’s actions and policies are
considered to be an important factor that influences the level of foreign
direct investments. In this regard, the attraction of foreign direct
investments is an important priority for the Government and represents

> |ndustriska politika na Republika Makedonija 2009-2020 [Industrial Policy of
Republic of Macedonia 2009-2020], Ministerstvo za ekonomija na Republika
Makedonija, 2009, 29-30.
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an important category in the Government program 2011-2015.° Related
with this is the Program of the Ministry of Economy for investment
incentives, 2011-2014"" aimed at developing policies and implementing
reforms that will lead to more dynamic economic growth and
development, in correlation with the strategic objectives of the
Government program. The following table presents the levels of foreign
direct investments in Republic of Macedonia from 2007 to 2012. The
highest level is recorded in 2007, when the country attracted foreign
direct investments worth 505,97 millions of euros, as a result of which it
reached GDP growth of 5%. In 2008 the level dropped to 399.89 million
of euros and GDP growth remained around 5 per cent. In 2009 as a result
of the global crisis, the level of foreign direct investments was 144,97
millions of euros. In 2010, 160,02 millions of euros were attracted. The
lowest level was recorded in 2012, when the level dropped to 104,77
millions of euros.

Table 1: Foreign direct investmentsin Republic of Macedonia,
2007-2012

Year Forgi gn _di rect investments
(in millions of euros)
2007 505,97
2008 399,89
2009 144,97
2010 160,02
2011 336,79
2012 104.77

Source: Adapted from data of the Narodna Banka na Republika Makedonia

18 programa na Vladata, 2011-2015 [Government Program 2011-2015], Government of
the Republic of Macedonia, [http://vlada.mk/node/26271anguage=en-gb]

" Programa za pottiknuvanje na investicii, 2011-2014 [Program for Investment Support
2011-2014], Ministry of Economy of Republic of Macedonia,
[http://economy.gov.mk/ministerstvo/sektori_vo_ministerstvo/sektor_za pottiknuvawe
investicii/3388.html]
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The next figure provides a graphical representation of foreign
direct investments by sector in millions of euros in the period of 2007 to
2012. In terms of sector distribution, foreign direct investments are
mainly concentrated in manufacturing and services, with the largest share
invested in manufacturing in 2011 and the least in 2008. Most of the
production refers to the production of automotive parts and el ectronics.

Picture 1: Foreign direct investments by sector (in millions of euros)
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Source: Godisen izvestgj narabotenjeto na NBRM vo 2012 godina, (2013),
Narodna banka na Republika M akedonija;

Compared with other transition economies, in 2012 Macedonia
had the lowest inflow of foreign direct investments from all transition
countries. Lower level compared with the politically and safety unstable
Bosnia and Herzegovina, also Albania and Montenegro have far higher
levels. The next table shows the inflow of foreign direct investments in
transition countries in South-East Europe in millions of dollars.
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Table 2: Inflow of foreign direct investmentsin transition countries
in South-East Europe (millions of dollars)

Inflow of foreign direct investments

eRc%g::gnmg/ 2007 2008 2009 2010 2011 2012
g cf‘r:‘;;'l‘;” 93371 121429 72750 75056 96290 | 87382
SEEurope | 13187 13257 8577 4592 7202 |4235
Albania 659 974 996 1051 1036 |957
BiH 1818 1025 149 324 380 633
Croatia 5041 6220 3339 432 1502 1251
Serbia 3439 2955 1959 1320 2709 | 352
Montenegro 934 960 1527 760 558 610
Macedonia | 693 586 201 212 468 135

Source: UNCTAD, FDI - TNC — GV C Information system, FDI database, (2013)
[http://unctad.org/en/PublicationChapters/wir2013References-Annexes_en.pdf]

The inflows of foreign direct investments in other European
counties are much higher than these levels. That’s why comparison with
them isn’t even worth making.

3. Opportunities and recommendationsfor attracting foreign
direct investments and domestic companies’ participation in
global supply chains

Macedonian economy is one of the smallest in Europe therefore
internationalization is a necessity for the functioning of the economy.
The development of market economy and economic reforms, along with
the stable macroeconomic policy, are important factors for development
of the investment climate in Macedonia and for the perception that
foreign investors have about the investment opportunities offered by the
country. The favorable geo-strategic position is an important comparative
advantage that creates the potential for the country to become a regional
center for facilitating trade and developing competences in supply chain
management. Unfortunately, the underdeveloped, old and expensive
infrastructure prevents the complete utilization of this potential. Low
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labor costs are particularly important for labor-intensive industries (such
as textile and automotive industry), but they are not sufficient by
themselves to attract foreign investors. Regarding the workforce
gualification, although the statistical figures are favorable, yet the actual
market situation is different and less desirable. The country is still highly
rated in terms of corruption®® and this continues to be a serious problem
and destructive obstacle to economy development. According to this
characteristics of the national economy, actions that would increase the
inflow of foreign direct investment in the country are:

Better protection of property rights and ensured effective

execution of contracts through effective and independent

judiciary;

Consistency and stability in terms of the tax system and the

established legal framework;

Serious investments in building and modernizing of

infrastructure;

Increased quality of services provided by the public

administration;

Research the actual needs of the labor market and make

adjustments into the education strategy (secondary and higher

education) according to the market’s real needs;

The eventua EU and NATO entry would mean reduced risk and

increased national safety and security, as well as increased

confidence of investors to invest their capital in the country.

We have noted earlier that foreign direct investments create
opportunities for huge development implications over the domestic
economy, especially in cases when it comes to industries that weren’t
included in the business structure of the country previously and in which
there are no domestic manufacturers that operate. In this way direct
competition between domestic and foreign enterprises for taking bigger
market share is avoided as well as the subsequent displacement of the
less efficient enterprises from the market (usually the domestic ones). In
terms of the negative impact on the labor market, i.e. the attraction of the
few talented and skilled workers and the reduction of the formation rate
of new local enterprises, the propensity of the prospective entrepreneurs
to take risk and start their own business plays an important role.

18 Corruption Perceptions Index 2013, Transparency international,
[http://cpi.transparency.org/cpi2013/results/#myAnchorl]
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Thus, foreign direct investments in Macedonian case can be
creators of gignificant positive externalities, especially through the
opportunities for participation of domestic enterprises in global supply
chains and absorption of knowledge, technology and skills. However, in
order to be part of globa supply chains, Macedonian enterprises would
have to make their contribution in increasing the overall value of supply
chains and thus to participate in the creation of the competitive advantage
of the chain. Also, the Government can have a great influence in
deepening the cooperation by obliging foreign direct investors to use a
certain minimum percentage of locally produced raw materials and semi-
finished materials, providing export to third markets or joint participation
on some other projects, in exchange of the benefits provided by the host
country.

Of course, in this case from domestic manufacturersit is expected
to redesign their operations and to increase the technology, management,
research and development levels at the required level, i.e. to provide
internationally competitive prices and way of working.

The following activities are recommendations for successful
development of domestic enterprises by achieving and maintaining long-
term cooperation with foreign enterprises:

Increase  of quaity and productivity levels through

implementation of reliable methods for  productivity

improvement, quality standards, increased research and
development and introduction of new, more efficient
technologies;

Make production orientation modifications and focus on

prospective industries and strategic markets where foreign

investors operate or potentially will;

Take more aggressive and proactive approach in terms of

searching information about the needs and production programs

of foreign investors, the cooperation rules and the global market
trends;

Attend trainings and seminars to keep up with technological

changes and +participate in trade shows in order to present the

capacities of the enterprise. Also, business meetings should be
organized more frequently, where foreign investors as well as
domestic enterprises could present their capacities and needs.

These business meetings should be organized and managed by the

Government.

177



Economic Development No.1-2/2014 p.(167-180)

Additionally, the Macedonian Bank for Development Promotion,
as the only development bank in the country, whose main objective is to
support and encourage the development of the Macedonian economy by
providing investment credits to small and medium enterprises and export
companies, should facilitate the access to cheaper credit lines for
domestic enterprises that have or seek to build a deeper cooperation with
foreign investors. In regards of providing the necessary institutional
support, it is important to establish a public institution whose main
purpose will be promotion and facilitation of cooperation between
domestic enterprises and foreign investors, which will distribute timely
and relevant informations to local enterprises and will provide the
necessary services for international operation and cooperation.

Of course, further entrance of high-quality foreign direct
investments, which will bring new technologies, knowledge, investments
and new employments and will be willing to cooperate with domestic
enterprises and utilize local materials and semi-finished products, will
open up new opportunities for collaboration and vertical integration
across supply chains.

Conclusion

In the process of international economic integration, foreign
direct investments play a key role. They are creators of direct, stable,
long-term relationships between the economies of the countries,
encourage transfer of technology and knowledge and can be an important
generator of economic growth. Positive externalities are usualy referred
to the assumption that foreign investors possess more advanced
technology than domestic enterprises resulting with processes of
knowledge and technology diffusion. Negative externalities, however,
are associated with the clam that the entry of foreign enterprises
increases the competitive pressure on domestic enterprises, which can
displace the less efficient domestic enterprises from the market.

Foreign direct investments in the case of Macedonia can be
creators of significant positive externalities, especially through the
opportunities for participation of domestic enterprises in global supply
chains and absorption of knowledge, technology and skills. In recent
years the country has increased inflow of foreign direct investments
(except in 2012), but yet they are the lowest in the region and under the
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desired level. Activities such as making changes in the judicial system,
maintaining consistency and stability in the tax system, building new and
modernizing the existing infrastructure, increasing the quality of public
administration’s services, as well as adjustment of the education system
according to the needs of the labor market can have positive influence on
foreign direct investments inflow. On the other hand, in order to deepen
the cooperation between domestic and foreign enterprises it is necessary
that domestic enterprises redesign their operations and increase the
technology, management, research and development levels a the
required level, i.e. provide internationally competitive prices and way of
working.  Also, the Government and the Macedonian Bank for
Development Promotion must actively provide the needed support to
domestic enterprisesin this process.
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I ntroduction

Companies can use the Internet to quickly survey customers and
obtain evidence regarding customer satisfaction with the products they
have purchased. Through constant monitoring of the behaviour, wishes
and needs of customers, companies can adapt their products to market
requirements.

The Internet is also a powerful communication tool through
which users can exchange information and ideas about certain products
and services. In addition, the Internet allows Social Media Managers to
easily get in touch with their companies’ current customers, as well as to
attract new potential customers.

Modern life requires a modern way of working. In the past,
companies needed Marketing Managers to market and advertise the
company in traditional ways such as through television and newspapers.
Today, most of the marketing performed by these same Marketing
Managers is implemented through social media.

In the business sector, a company’s professional ‘Social Media
and Marketing Manager’ is responsible for all online promotions through
social media — promoting the company’s products or services, placing
ads, monitoring public opinion and replying to requests or complaints
posted by users on the company’s social media pages.

Social Media Managers should be in constant online interaction
with customers. Social media platforms are online communities of people
who share common interests or activities. Socia networks help
companies to promote their products and business in new and innovative
ways. Users use online sources, including social networks, to reach
opinions about the characteristics of certain products and services. Social
sites are a modern tool used in companies that alocate a significant
amount of funds to promote the products or services.

1. The advantage of Facebook

In the last few years, social media has become the most popular
communication platform on the Internet. Kaplan and Haenlein (2010)
define social media as: “a group of Internet-based applications that build
on the ideological and technological foundations of Web 2.0 and that
allow the creation and exchange of User Generated Content.”
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The popularity of social media sites is based on the mediums of
video, microblogging or virtual reality.

Table 1: Facebook Statistics

Facebook Demographics Data
Percentage of 18-34-year-olds who check Facebook

when they wake up 48 %
Average number of friends per Facebook user 130
Average number of pages, groups and events a user 80

is connected to

Average number of photos uploaded per day 205
Number of fake Facebook profiles 81,000,000
Global Facebook Reach Statistics

Number of languages available on the Facebook site | 70
Facebook Platform Statistics

g\;‘/yerage number of apsinstalled on Facebook each 20 million
Total number of apps and websites integrated with 7 milli
Facebook million
Every 20 Minutes on Facebook

Links shared 1 million
Friends requested 2 million
Messages sent 3 million
Facebook Company Statistics Data

Total number of Facebook employees 4,619
Total 2012 Facebook revenue $5,090,000,000
Total 2013 Facebook revenue $6,150,000,000

Source: Facebook statistics [http://www.stati sticbrain.com/facebook-statistics/]
(18.02.2014)
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The statistics presented in Table 1 show the popularity of
Facebook and the extent of engagement on the part of users. Half of al
Facebook users are constantly logged in, and users spent a total of over
700 million minutes a month on Facebook in 2011. The situation is
similar for other socia networking sites. According to eMarketer's 2009
study of students at American colleges, Cohort analysis of women make
up the maority (60%) of users of social network sites, while men make
up 40% of social network users.*

Facebook provides users with an online profile page where people
can post things they are interested in and discuss topical events. Profile
Pages are a persona place where people share comments, videos and
pictures, etc.

The nature and functionality of Facebook groups differ in severa
ways from those of Facebook pages (profiles of brand pages). Facebook
groups allow space for small groups of users who share common interests
or opinions to post photos and join discussions, etc. Groups can aso be
secret or private in order to limit which members have access to the
group and to group posts (thisis also called a “closed set’).

There are also open or public groups in which al posts are public
and available for everyone on Facebook to see, and these posts can even
be found through search engines like Google. The creator of a Facebook
group can make the group public so that anyone can join, or they can
require users to request approval to join or send invitations to users to
join. Group administrators can send mass messages directly to members
in private messages. 2

Any user of Facebook can connect to a company’s Facebook page
simply by clicking the Like button, thus enabling them to interact with
the brands, companies, organizations and celebrities they like. For social
media marketing managers, Facebook provides an opportunity to
examine the attitudes and opinions of online consumers about certain
products or services. Managers are able to obtain opinions from people
from different cultures al over the world by performing online surveys of
users on any given topic. Thanks to Facebook and the statistica

! Boyd, D. M., and Nicole B. E. (2007), “Social Network Sites: Definition, History, and
Scholarship”, Journal of Computer-Mediated Communication, p. 13.

3 Chu S. (2011), “Viral advertising in social media: participation in Facebook groups
and responses among college-aged users”, Journal of Interactive Advertising, American
Academy of Advertising, 12(1), 30-43.
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information it provides, managers can get detailed information about
users’ engagement activity on Facebook.

2. Theadvantage of Twitter

Twitter is a more recently created social media tool that offers a
microblogging service to its users — a newer concept than that of
Facebook. Twitter was launched in 2006, and by June 2009 it already had
41 million users. Twitter alows users to write 140-character posts, called
‘tweets’. Twitter users can follow other users, allowing them to read their
posts. Twitter users can only see the posts of other users that they follow.

Many companies use Twitter and Facebook as a way of
promoting the products or servicesthey offer.

Tweets and replies do not mean much to anyone unfamiliar with a
company. Companies should thus be sure to provide sufficient
information on their Twitter profile page about who they are and the
goods and services they offer. A company’s Twitter name should also be
the same name they use on other socia networks and forums.

In practice, Twitter follows the opinions of individual tweeters.
The company should post about itself, and they can use their logo,
though they do not have to use an avatar.®

Profile information is important. Companies should not include
promotiona information in their user profiles. To follow someone on
Twitter is not necessarily an avowa of friendship, but nonetheless
affords interaction and conversation — at least in short bursts.

The following terms and abbreviations native to Twitter are
essential for understanding the network (abbreviations are given in
parentheses):

Tweset: A 140-character message.

Retweet (RT): Re-sharing or giving credit to someone else's tweet.

Feed: The stream of tweets one sees on their homepage. This stream
comprises updates from the users they follow.

Mention (@): A way to reference another user by their username in a
tweet (e.g. @mashable). Users are notified when @mentioned. Thisis a
way of conducting discussions with other usersin a public realm.

3 «“Kako Koristiti Twitter u poslovnom okruzenje*
[http://www.economy.rs/biznis-mali/46/saveti/online-drustvene-mreze/Kako  korigtiti-
Twitter-u-poslovnom-okruzenju.html] (20.02.2014)
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Direct Message (DM): A private 140-character message between two
people. One can decide whether to accept a Direct Message from any
Twitter user, or only from users they are following, which means a Direct
Message can only be sent to a user who follows them back.

Hashtag (#): A way to denote a topic of conversation or participate in a
larger linked discussion (e.g. #Americanldol, #Obama). A hashtag is a
discovery tool that allows others to find tweets according to topics. One
can also click on a hashtag to see al the tweets that mention the topic in
real time - even from people they don't follow.*

With regard to design, a company’s Twitter account should be
branded in accordance with the theme and colours of the company’s
website, including blogs, logos, pictures and etc. Once a company’s
profile is personalized, the user can start tweeting. Companies can search
the website ‘search.twitter.com’ to find topics of interest to the
company’s target customers.”

It is important to follow the most active users in the Twitter
community and to pay attention to what kind of content they post, as well
as to refer to their followers. Following potential clients, colleagues and
experts in the business environment is also a way of showing them that
you care about their opinions as end-users.

Following Twitter users is another way of motivating online users
to follow you back so they will see tweets of company products,
providing an opportunity for end-users to contact the company. Twitter
users can aso contact the companies they follow through a private direct
message.’

Opportunities for marketing and business on Twitter include:’

— Fast access to information

— Rich access to potentia clients, associates and other contacts

— The opportunity to create a persona and/or company brand

free-of-charge

— Freetraffic to the official company website

— Free promotion of events and other public relations

* [ http://mashable.com/2012/06/05/twitter-for-beginners] (18.02.2014)

® “Kako koristiti Twitter u poslovnom okruzenje“
[http://www.economy.rg/biznis-mali/46/saveti/online-drustvene-mreze/Kako  korigtiti-
Twitter-u-poslovnom-okruzenju.html] (20.02.2014)

® Koloska, K. (2011), “Menadzranje so socijalni mrezhi za ostvaruvanje na biznis
celi”’, [Managing social networks for fulfilling business goals™, Skopje, p. 102.

" Twitter (2014), “Twitter za biznis” [Twitter for Business], ed. 1.0,
[www..internetmarketing.com.mk] (22.02.2014)
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— The simplest channel for receiving feedback
— Employment opportunities

— Excellent service for creating a database of useful links,
information and observations

Twitter is an additional tool that companies can use to promote
their products and also to follow the opinions of users and maintain
constant communication, alowing the company to improve the quality of
products or services offered.

The advantage of social media is that it enables the swift
gathering of information about the opinions of the public and individual
users regarding the products offered by the company. This is an
improvement on the classica marketing approach which required
marketing managers to make personal presentations or to contact
customers directly through phone calls or face-to-face surveys to find out
their opinions about the quality of the products or services of acompany.

3. The advantage of LinkedIn

LinkedIin is an online resume that was created as an online
business network. It is not the same type of social network as Facebook
and Twitter since Linkedin serves to connect people for business
purposes rather than for the purpose of commenting or talking to one
another. It is an important part of the social network package for
company |leaders and employees.

The Linkedin platform is a socia utility which, together with
Facebook and Twitter, makes up a complete set of tools through which
companies can represent their businesses in the digital world.

LinkedIn isasocia network used by many experts throughout the
world, covering 170 industries and 200 countries. The website was
launched on 5 May 2003, when the five founders invited 300 of their
most important contacts to join the network. A year later, Linkedin had
more than 4,500 online users.

A LinkedIn profile allows an individua to find and meet potential
customers, experts in a particular area. LinkedIn enables new business
opportunity collaborations, allows companies to find new employees, and
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enables employees to find new jobs in corporations that will help them
achieve their career goals.’

On LinkedIn, companies can create profiles in order to present
their work to a wider audience. Connecting to companies or people is
performed in a similar way to the Facebook platform. Today companies
use LinkedIn to connect with those candidates who are best qualified to
work for them.

4. The advantage of Forums and Blogs

The modern way of seeking out ideal candidates for a certain job
is to search through online communications and to conduct online
interviews with candidates in order to save time and money. From this
we can observe that Linkedin is an important additional platform to
Facebook, sinceit offers time-saving technology and gives opportunity to
present the company with activities and to review potential job seekers.

Blogs are another way in which users can share and exchange
opinions about certain topics. Blog discussions are typically longer than
those on other social networks. Blogs are places where people can write
and promote their own work.

In Company Blogs, companies share details and features about
the products they offer on the market, and they can open discussions
about what changes the company needs to make to their products. This
means companies review the products of other companies.

In Customer Blogs, companies follow the opinions of users to
gain customer feedback on the positive and negative aspects of the
products they offer on the market. Blogs and forums created by
administrators companies establish topics and open discussions related to
the particular products or services they offer. Through these blogs,
potential customers receive information about the quality of companies’
products and services.

The advantage of blogs and forums is that they get information.
They are aso an additional place for companies to advertise online,
creating opportunities for companies to broaden the range of their online
advertising.

8 Damnjanovic, Vesna, Vladimir Matovic, Slavica Cicvaric Kostic, Milan Okanovc.
(2012), “The Role of the LinkedIn Social Media in Building the Personal Image Faculty
of Organizational Sciences”, Belgrade: University of Belgrade.
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Conclusion

Many companies are increasingly advertising online. With the
development of technology and new ways of working in companies,
businesses are increasingly turning to the virtua world, also called
‘e-business’.

Our goal in this paper is to clarify the advantages of social media
in terms of promoting products and services online. Through social
media, companies can reach potential clients faster than through standard
advertising practices. Companies can send individual or group messages
and promote their brands, saving time and resources.

From this we can conclude that:

e Socia mediahas amajor impact on everyday life.

e People can easily and quickly get the information they need.

e Companies can cheaply and easily promote themselves and
their products and services online.

e Companies can access much larger audiences.

e Companies can easily obtain feedback on certain products and
Sservices.

e Socia mediaoffers online advertising.

e Social media represent the easiest-to-use communications tool
available.

e Socia mediasave time and resources.

Companies can use socid media to obtain a positive online

reputation.

Social media enable the conduct of online surveys.

Social mediaallow for the creation of a Persona brand.

Social mediafacilitate easy exchange of knowledge.

Companies can gain public attention and popularity through

socia media.

e Socia mediaenable individua and group interaction

Some companies also offer their managers online certification
through exams relevant to their profession. These courses run by
managers are responsible for leading the company's socia networks and
online advertising. Social media has a magjor impact in the promotion of
companies online. Through Facebook, Twitter, Linkedin, blogs and
forums, companies can follow users’ engagement and interaction.
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Social media is a socia virtual community where people can

exchange knowledge and opinions. The advantages of social media are
based on:

¢ Functions between companies and users.

¢ Information exchange between companies and users.

e To improve accessing, organizing and communication
information’s.

e Toimprovetheinteractivity and perceptual experience.

e To gather information about customers via surveys and
contests for new product development.

e Rélationship building.

e Improve saes.

e Torich bigger customer audience.

This does not mean that traditional methods of advertising will

die out atogether, but the company’s marketing is managed in a modern
way. Online ads can be set up very smply on socia networks.
Companies can put online banners, pictures and buttons alowing
potential customers to gain access with one click to detailed information
about the products and services they offer.

190

References:

. Boyd, D. M., and Nicole B. E. (2007), "Social Network Sites:

Definition, History, and Scholarship”, Journal of Computer-
Mediated Communication.

. Chu S. (2011), “Viral advertising in social media: participation in

Facebook groups and responses among college-aged users”,
Journal of Interactive Advertising, 12(1),30-43, in American
Academy of Advertising, 30-43.

. Damnjanovic, Vesna, Vladimir Matovic, Slavica Cicvaric Kostic,

Milan Okanovc. (2012), “The Role of the Linkedin Social Media
in Building the Personal Image Faculty of Organizational
Sciences”, Belgrade: University of Belgrade.

. Facebook Statistics (2014),

[ http://www .statisticbrain.com/facebook-statistics] (18.02.2014)



Maja Ristova; The advantage of social media

5.

Koloska, K. (2011), “Menadziranje so socijalni nmrezhi za
ostvaruvanje na biznis celi”’, [Managing social networks for
fulfilling business goals™, Skopje.

Kwak H., Lee C., Park H., and Moon S. (2010), “What is twitter,
a socia network or a news media?”, Department of Computer
Science, KAIST.

. Twitter (2014), “Kako koristiti Twitter u poslovnom okruzenje*

[How to use Twitter in  socia environment],
[ http://www.economy.rg/biznis-mali/46/saveti/online-drustvene-

mreze/Kako korigtiti-Twitter-u-poslovnom-okruzenju.html]
(20.02.2014)
Twitter (2014), “Twitter za biznis” [Twitter for Business], ed. 1.0,

[www.internetmarketing.com.mk] (22.02.2014)

I nterner resour ces:

Facebook Statistics: (2014) available at:

http://www.stati sticbrain.com/facebook-statistics/ 18.02.2014
Twitter (2014) available at:  http://www.economy.rs/biznis-
mali/46/saveti/online-drustvene-mreze/Kako  koristiti-Twitter-u-
poslovnom-okruzenju.html “Kako koristiti Twitter u poslovnom
okruzenje* (20.02.2014)

Twitter (2014) available at: www.internetmarketing.com.mk
Twitter 3a 6u3HuC- edition 1.0, oHNajH KHUra 22.02.2014

191






Guiddinesfor Authors

Economic Development is an international journal publishing scientific
and professional papers of economic theory and practice in broader
sense, referring to different scientific fields (economics, management,
demography, etc.) and scientific areas, as well as interdisciplinary papers.
The journal aso publishes other articles of scientific and professional
interest: essays, professiona papers, reviews and book reports, notes on
scientific meetings, and aike. The journa is looking forward to
cooperation with researchers from the country and abroad.

The journa publishes papers written in English language however,
papers in other languages can aso be published with a specia decision
by the editorial board.

The journal will accept only those manuscripts that have not been
published or accepted for publication, nor are being considered for
publication elsewhere. The authors guarantee that the paper accepted for
publishing has not been published before in other publication.

The papers are subject to review and scientific categorization. Based on
that, the paper can be categorized as. 1) origina scientific paper;
2) notes; 3) preliminary communications; 4) reviews; 5) conference
papers, or 6) professional paper.

The paper should be written in MS Word, font Times New Roman, font
size 12, line spacing 1. The articles should not exceed 4000 words, while
other manuscripts (essays, professiona papers, reviews and book reports,
notes on scientific meetings) should not exceed 2000 words.

The manuscript should be arranged in the following order: authors’
names, title of the article, abstract, text (structured in severa sections),
conclusion, and references. The abstract (in 100-200 words) should
contain concise overview of subject of the paper, methodological
approach, main results and conclusions. Five key words, and JEL
classification number should be written under the abstract.



Economic Development No.1-2/2014 p.(193-195)

The papers are submitted to the editorial board of the journa by
electronic mail. The first page should include author’s name, academic
title (if any), affiliation(s), complete mailing address (including e-mail,
telephone and fax numbers). Submitted paper should be written in
English language (professionally edited and grammatically correct).

Quotations and notes should be elaborated as footnotes and marked
successively with Arabic numbers. The scope of quotations and notes
should be limited to 15 lines.

References in the text should be cited as follows:
(Rosenbloom, 2004: 56-70)
Abbreviations such as "ibid", "op. cit" are not used.

Tables, graphs, pictures and other illustrations should be presented in
Arabic consecutive numbers. The references or data sources of the tables
and graphs should be cited below, preceded by any additional comments
or explanations. Tables, graphs, pictures and other illustrations are
prepared in black and white techniques presented appropriately in the
text. All graphs and illustrations and diagrams should be additionally
submitted in their original electronic form (jpg, gif, xls, and aike). If
presented data have been previously published, it is the authors’
responsibility to obtain any required permissions prior to submission.

References

References should be listed in aphabetical order at the end of the article,
in the following manner:

Books:

Rosenbloom, B. (2004), “Marketing channels: a management view”,
Mason: Thomson South -Western

Articlesin journals:

Helpman,E., Melitz, M. & Yeaple, S. (2004), “Exports versus FDI with
heterogeneous firms”, American Economic Review, 94(1), 300-316.
Internet source:

Cassarino, J.P. (2009), “EU Mobility Partnership: Expression of a New
Compromise” in: Migration Policy Institute-Migration Information
Source, September 2009,

[ http://www.migrationinformation.org/Feature/display.cfm?ID=741]
(28.11.2009)

194



Guidelines for Authors

Corporate source:

OECD (Organisation for Economic Cooperation and Development)
(2003), “National accounts of OECD countries”, Vol.1, 1990-2001,
Paris. OECD

If there are more papers cited from one author and published in the same
year, |letters are added to the year. e.g. (2010a), (2010b), etc.

Upon submission of manuscripts the editorial board 1) sends the paper to
aresearcher-reviewer 2) informs the author about possible suggestions or
comments on the manuscript that need to be revised or 3) informs the
author that the paper has been reected. Only positively reviewed
manuscripts are published in the journal. Provided the manuscript is
refused, (the editor is not obligated to present reasons for refusal), the
author may submit the paper elsewhere. Submitted manuscripts will not
be returned to the author. Once the manuscript is accepted for
publication, the author must not publish the paper in other journa
without consent of the editorial board.

The papers should be sent in electronic form to the editorial board of the

journa on the following e-mail address:
E-mail:ei s@ek-inst.ukim.edu.mk

195






	prvi_strani_ED_1-2(2014).pdf
	NedaP.A._MarijaA._BiljanaA..pdf
	TatjanaP.M._GermanF..pdf
	VasilP._SanjaN..pdf
	NatashaD..pdf
	DianaB._ElenaG..pdf
	ZoranJ._MarinV..pdf
	DejanM..pdf
	TatjanaN..pdf
	JelenaT..pdf
	MarkoA._ZoranM._ElenaD._VesnaG..pdf
	NedaK..pdf
	KristinaK..pdf
	MajaR..pdf
	Guidelines_for_authors.pdf

