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Dear reader,

"Economic Development", published by the Institute of Economics 
– Skopje, is an academic journal in the field of economic development and 
has been an important medium for 20 years. The main goal of "Economic 
Development" is to provide intellectual platform to the wider academic and 
professional publics, and to promote the development of economic thought in 
the country and the world. 

The interest and need for publishing of the journal were continuously 
increased all these years. It 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 
areas in 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 domestic and foreign experts from different countries. 
The journal is available in online form, through the database of academic 
papers published by the Institute. On the path of development of the economic 
thought and building a wide network of research and professional cooperation 
with other countries, new criteria has been implemented in order to improve 
the journal`s quality and it's recognition. In this regard, during last years, 
significant changes have been made in the design and editorial policy for it's 
international positioning among other scientific journals worldwide. 

Skopje, December, 2021
 Zoran Janevski, PhD
 Editor-in-chief
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Abstract 

The globalized world in which the companies operate, constantly chang-
es the conditions under which the companies perform their activities, offer 
their products/services and manage their cost activities. This pressure affects 
the profitability of the enterprises and finding the right way to balance their 
cost-profit basis becomes one of the main factors for success. Hence, working 
towards being profitable, but keeping the costs at the lowest level are some of 
the challenges that many businesses face. Therefore, the aim of this paper is to 
analyze the cost management-method that N. Macedonian companies and the 
obtained results will further enhance the knowledge of other business entities 
in managing their business operations. 
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Introduction

In conditions of global economy, the realization of profit is still imposed 
as the primary business goal of every company. Although in recent years the 
opposite idea of   social entrepreneurship has been developed, aimed at creating 
social value and improving the quality of life, profit still remains a basic move-
ment, and at the same time the goal of modern business, because it is clear that 
without profit other goals can not be achieved. 

According to Michael Porter, the company’s profit is a result of its pri-
mary and secondary activities, and the increase in revenue in terms of costs, is 
achieved through more efficient performance of activities. Porter singles out 
two basic strategies for achieving competitive advantage in the market: product 
differentiation and cost leadership. The differentiation strategy seeks to create 
a consumer perception of the uniqueness of the product or service, usually of 
superior quality, which allows manufacturers to charge higher prices. The main 
weakness of this strategy is that it does not require companies to minimize op-
erating costs, which in turn leads to greater inefficiency, which in combination 
with scheduling aggressive marketing can lead to a loss of market position. 
Unlike differentiation strategy, cost leadership puts costs first. The business 
goal of this strategy is to surpass competitors in the production of products and 
services at the lowest price. Because operating costs are a result of the produc-
tivity of production, distribution and overall “administration” of the company 
and form a category in which the company can have an impact, they are the 
best basis for increasing business activity or making a profit. Therefore, every 
organization should strive to balance its cost structure, eliminate the non-value 
added costs and keep its competitive position. However, cost control manage-
ment is a necessity for every business that requires maximum profit and lower 
price for the products of services it offers (Akeem, 2017)1.

1. COST MANAGEMENT

One of the most important management responsibilities include projec-
tion of costs and their control. According to Clough (1986)2 the main compo-
nents of project cost management include the costs required to complete the 

1 Akeem, L. B. (2017) Effects of cost control and cost reduction techniques in organizational 
performance. International Business and Management. Vol. 14, No. 3, p.19-26.
2  Clough, R. H. (1986). Construction contracting. John Wiley & Sons, Inc.

Biljana Angelova, Blagica Koleva, Mila Mitreva
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project, labor, equipment-hours and the production quantities. Therefore, im-
plementation of performance metrics is necessary, which will indicate whether 
the project is successful or not. Hence, for many companies one of the main 
driving success factors is successful cost reduction strategy. This is because 
cost reduction is a long-term strategy for creating a competitive advantage of 
the company to which competitors can hardly respond or cannot even respond 
in long run. Therefore, the effects of the cost reduction usually involve finding 
better working procedures and cheaper resources, which do not immediately 
provide noticeable results, but for long-term oriented companies are of cru-
cial importance. Furthermore, when it comes to cost management, the share 
of the costs in the price of the product must be gradually reduced, hence, to 
become lower than the competition in a long run. The companies must main-
tain the relationship between the cash inflows and the cash outflows in a way 
that they will manage the flow of costs and the profits. In conditions of fierce 
competition, the short-term advantages of a particular production disappear 
over time and therefore constant improvements are needed by either lowering 
the costs or improving the quality of the product. Those parts of the enterprise 
that can no longer be competitive must be abandoned or replaced with new 
profitable programs, where the profitable products must take precedence over 
the best-selling products3. Notwithstanding, cost management is more of an 
evolutionary process rather that static one, which can take variety of forms, 
such as cost containment, cost avoidance and cost reduction. However, over 
the lifespan of the company, its costs can change for reasons, such as inflation, 
technological innovations, fluctuations in the demand and the supply or change 
in the production process. Nevertheless, depending on the characteristics of the 
industry in which the company operates, the characteristics of the product or 
service it provides, the strength and the weaknesses of the company itself and 
the opportunities and the threats in the environment are some of the factors 
based on which the manager should choose a specific management model for 
managing the costs 4. 

Additionally, when reviewing and defining costs, as well as revenues, 
it is necessary to specify the existence of the economic and the accounting as-
pect. Considering the two aspects of defining costs, it is necessary to specify 

3 Agrawal, S.P., Mehra, S., Siegel, P.H. (1998). Cost Management System: An Operational 
Overview, Managerial Finance, Vol. 24, No. 1, p.60.
4 Groth, J., Kinney, M. (1994). Cost Management and Value creation. Management decision. 
Vol. 32, No. 4, p. 52-57.
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the difference in the classification and coverage of costs according to different 
characteristics that are significant and have an appropriate impact on cost au-
diting. The economic aspect of costs is broader than the accounting aspect. Ac-
cording to the economic aspect, costs are the price-financial sum of all factors 
of production: labor, capital, natural resources and entrepreneurship, which have 
their own price to be paid for their contribution to the creation of production. 
Unlike the economic aspect, the accounting aspect in defining costs starts from 
determining the cost price. Thus, the accounting aspect is narrower than the eco-
nomic one, precisely because of the price of the entrepreneurship factor, because 
the cost price includes only purely economic costs of labor, capital and natural 
resources, i.e. means of labor and objects of labor, which directly participate 
in the production of effects or effects. Costs are determined and dependent on 
certain factors such as the type of activity, capacity, production and sales vol-
ume, cost-efficiency, cost-effectiveness, prices of production elements, etc. The 
importance of these factors, especially the dependence of costs on the volume 
of production contributes to achieving a comprehensive analysis of their move-
ment, conducting business policy and proper management of the success of the 
business entity. The knowledge of the laws of cost issues, their variability and the 
negative impact on the financial result, enable management to make important 
decisions about the operation and development of the business entity. Only with 
timely data and information on the reasons and areas for the occurrence of costs 
and expenditures of factors of production, can faster influence the dynamics of 
their movement and the detection of centers of responsibility in order to reduce 
their growth. In that way, it can certainly influence the growth of their dynamics, 
both in the sphere of material production, and in the sphere of the sales market 
and the collection of the effects of the business entities5.

1.1 Target cost management
The globalized and competitive world that we live in requires from the 

companies to be able to provide the right products with the right prices, while 
managing their costs and remaining profitable. This market pressure stimulates 
the companies to implement adequate competitive tools for managing their op-
erations. Therefore, since 1970’s many companies, especially the Japanese ones 
such as Komatsu, Topcon, Isuzu, Sony, Toyota, Nissan etc. have used the Target 
Cost Management (TCM), which is a form of Strategic Management Accounting 

5 Hilton, R. W., Michael W. M., Frank H. S. (2000). Cost Management, Strategies for Busi-
ness Decisions, International Edition, Irwin & McGraw-Hill, Boston, p. 1.

Biljana Angelova, Blagica Koleva, Mila Mitreva
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(SMA). The purpose of TCM is to help the companies to maintain their strategies, 
while operating under a profitable margin. TCM assist the companies to set the 
right price, while making the right cost and obtaining sufficient profit. Howev-
er, the development of TCM did not occur from a previously established theory, 
but mainly from practical applications. Its former names referred to ‘Cost Plan-
ning’, ‘design to cost’, ‘basis net price’, ‘Target Costing’, ‘Cost Projection’ etc.6 
Nevertheless, TCM cannot be defined as a costing system separately, neither as a 
system to set the target cost. Its basis lays in setting the target-selling price before 
designing the product and by subtracting the target-selling price from the target 
profit, then the target cost is determined. Therefore, companies that use this meth-
od improve their cost position and gain their target profit. Moreover, according 
to Mihm (2010), TCM is a good method especially for large new product devel-
opment projects, because it provides efficient use of available information, while 
reducing development times and balancing the profit margins. Nevertheless, there 
have been some differences between TCM practices in Japanese companies com-
pared to the European and the US companies. However, this differentiation cannot 
be explained in a satisfactory manner and this may be due to the various contextual 
and environmental factors. Furthermore, it is worth mentioning that for achieving 
the target cost, there has to be internal and external cooperation within all parties in 
the value chain. When a close supplier relationship exists, it can be said that those 
companies that implement TCM will reach the full integration stage7. 

2. COST MANAGEMENT MODELS IN MANUFACTURING 
ENTERPRISES

In the manufacturing business entities, the received sales revenues rep-
resent regular revenues arising from the basic activity of the entity. In addition 
to regular income, business entities also generate irregular or extraordinary 
income arising from the various non-weekly transactions of business entities. 
Hence, in any market economy, the basic rule of thumb is: in order to generate 
revenue, there must be costs. According to Lockey (2002)8, cost control is very 

6 Yazdifar, H., Askarany, D. (2012). A comparative study of the adoption and implementation 
of target costing in the UK, Australia and New Zealand. International Journal of Production 
Economic, Vol.135, p. 382-392.
7 Baharudin, N., Jusoh, R. (2015) Target Cost Management (TCM): A case study of an auto-
motive company. Procedia-Social and Behavioral Sciences. Vol. 172, p. 525-532.
8 Lockey, K. (2002). Factory and production (4th ed.). London: Dp Publisher.
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important for every business because it helps the businesses to obtain their 
pre-determined objectives. However, there is a difference between cost reduc-
tion and cost control method. Cost reduction is considered successful when 
the overall cost of the entity are on an adequate level, while the cost control is 
applied in order to plan the budget. Therefore, cost control techniques refer to 
the methods that are applied for controlling the costs and they are composed of 
budgetary control, standard costing and material control9.

Budgetary control refers to the efficient use of resources in order to 
achieve the goals that have been previously set. This technique uses the bud-
gets as a source of planning and controlling costs. It is worth mentioning that 
budgeting should not be seen as a decision but rather as a process that includes 
all the management activities for budget preparation and execution. Budgeting 
is also a system that includes the formation of revenues, expenses and various 
other economic categories and without it there is no efficiency and effective-
ness in managing the organization. Budgeting is also the basis of all manage-
ment functions because it involves planning, resource allocation and enables the 
process of achieving the company’s goals. Budgeting serves as an instrument 
of employee motivation, assist the company in terms of attribute and supports 
planning which leads to better performance of the entity10. Moreover, another 
cost control technique is the standard costing, which is used for overcoming the 
existing limitations of historical costing. According to Lucey (1996)11, standard 
costing analyzes the standard cost of each product separately compared to the ac-
tual cost in order to determine the competence of the operation and if necessary, 
remedial actions to be taken. Standard costing is very useful in making accurate 
plans and forecasts, especially during the preparation of budgets. It is also used 
in controlling the organization and any difference between the budgeted costs 
and revenues with the actual results are sign that something has to be improved. 
Notwithstanding, standard costing is of crucial importance for the manufacturing 
companies because it assist them in inventory valuation, valuation of raw mate-
rials, work-in progress and finished goods inventory. Considering all the benefits 
of standard costing, various organizations use different types of standard costing, 
such as ideal standard, attainable current, loose, basic or historical standard. De-

9 Akeem, L. B. (2017) Effects of cost control and cost reduction techniques in organizational 
performance. International Business and Management. Vol. 14, No. 3, p.19-26.
10 Czerny, M. (2016). Budgetary control as a method of financial management on the example 
of housing community. Poznan University of Economics. No. 503, p. 179-194.
11 Lucey, T. (1996). Management accounting (4th ed.). London: Contimium Publisher.

Biljana Angelova, Blagica Koleva, Mila Mitreva
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spite its advantages, standard costing has also some limitations because it is more 
of an internal rather than external cost measure. Today’s focus of the companies 
is more related to the quality of the products and the customer satisfaction rather 
than minimization of costs. Because of the frequent, dynamic and continuous 
change of the companies, standards very quickly become out of date (Akeem, 
2017). Furthermore, material control is also very important technique in cost 
control because it ensures economy in the cost of production. Its main objective 
is to ensure un-interrupted supply of materials for normal flow of production. 
When material control system is implemented, two techniques can be used ‘Al-
ways Better Control’ analysis and ‘Vital Essential Desirable’ analysis and both of 
them ensure minimal loss and wastages. The basis of these techniques is to avoid 
holding of idle stock and having available only the amount of raw materials that 
are needed12. To sum up, all these methods and techniques are vital for the oper-
ation of the business, planning the future, controlling the current activities and 
analyzing the prior effectiveness of the managers, the employees and all of the 
related segments to the business. 

3. STRATEGIC COST MANAGEMENT

Changes in the business environment have led to the need to define a 
modern cost management system or strategic cost management. Unlike tradi-
tional cost management models that focus only on measuring and controlling 
the cost of producing products and services, this model provides a modern sys-
tem of information needed to adapt to economic and technological develop-
ments. The goal of strategic cost management is to produce a continuous cycle 
of information on short- and long-term activities, all in order to increase value 
in the eyes of the consumers and to reduce costs. The benefits of using strategic 
cost management models are reflected in reduced business risk, increased bene-
fits and reduced financial costs. The main purpose of cost management is to use 
a set of tools to generate information for planning, decision-making and control 
in the short and long term, to assist the management of the company by creat-
ing products and providing services in a more efficient way than competitors. 
Strategic cost management tools contain techniques necessary for successful 
implementation of the strategic cost management system, value chain analysis, 
competitive advantage analysis, SWOT analysis, accurate on-time inventory 
management system, balanced assessment and continuous improvement and 

12 Sikka, T. R. (2003). Fundamentals of cost accounting (5th ed.). India Viva Books. Private Ltd.
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modern cost management models: activity-based cost management, targeted 
costs, total quality management, repetition and constraint theory. Regardless of 
the company’s management, for successful implementation of the cost manage-
ment model it is necessary to motivate all organizational units to act as a team 
for the company (top management, finance, accounting, production, marketing, 
etc.). When implementing a cost management model, the manufacturing com-
pany should define the objectives, identify the activities that result in benefit, 
define the indicators of financial and non-financial performance and each orga-
nizational department must carefully analyze its activities and costs13.

4. TRADITIONAL MODEL OF PRODUCTION COST 
MANAGEMENT

The traditional cost management model is the oldest model for calcu-
lating and managing operating costs, and has been used in practice for over a 
hundred years. The main purpose of this model is reflected in the measurement 
of quantities of consumed inputs in relation to the number of individually pro-
duced product. This system is based on the division of production costs into 
the following basic groups:1. costs for direct material; 2. direct labor costs; 3. 
depreciation costs; 4. overhead costs for production; 5. administrative costs.

The traditional cost management model monitors and controls the costs 
of direct material and direct labor through each type of product, or per unit of 
product or service, while overhead and administrative costs are related to di-
rect costs by applying a certain basis. Namely, for overhead and administrative 
costs, the place of the cost is known, but not the real effect, so the problem aris-
es as to what should be determined as a basis for allocating the general costs 
to the holders. The cost that burdens the performance should be more precisely 
distributed, close to the actual overhead costs that this performance causes.

The traditional cost management model does not distinguish between 
the costs of different production and administrative activities that occur in a 
particular product group. If large parts of the operating costs are not included 
in the production volume and if the company produces a wide range of prod-
ucts in different quantities and at different degrees of complexity, the tradition-
al model results in an inaccurate presentation of costs. It is also possible that 
the calculation of overhead and administrative costs based on the cost of direct 
labor distorts the realistic picture of the price of individual products, especially 

13 Temelli, F., Cinar, O. (2019). Strategic cost management. Cambridge Scholars Publishing 

Biljana Angelova, Blagica Koleva, Mila Mitreva
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if the share of the cost of direct labor in total costs is small. These features are 
a big problem for business decision makers and are one of the biggest draw-
backs of the traditional cost management model. Therefore, the application of 
this model is in a relatively stable business environment, where work is the 
dominant factor of production, technology is known, the quantity of products 
is limited and in companies that have several similar products or services or 
more customers. As the above production characteristics no longer correspond 
to a dynamic business environment, the traditional cost management model is 
increasingly abandoned and replaced by a strategic cost management system14.

5. COST MANAGEMENT ANALYSIS IN SMALL AND 
MEDIUM PRODUCTION ENTERPRISES IN  
REPUBLIC OF N. MACEDONIA

The cost management analysis in small and medium production enter-
prises is based on the results of the empirical research on cost management 
in production companies of the Republic of N. Macedonia conducted in De-
cember 2020. This research was conducted with a questionnaire for structural 
research of a sample of 50 small and medium production enterprises.

When choosing a strategy for gaining a competitive advantage, the re-
search showed that SMEs prefer a cost management strategy (56%) to a differ-
entiation strategy (44%) (Chart number 1).

Chart 1: SME strategy for gaining competitive advantage

Source: Developed by the authors

14 Agrawal, S.P., Mehra, S., Siegel, P.H. (1998). Cost Management System: An Operational 
Overview, Managerial Finance, Vol. 24, No. 1, p.60.

Differation  
strategy 56%

Cost 
management  
strategy 44%
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Every company that wants to achieve certain competitive advantages 
in the market by using a cost management model, should monitor costs at 
all levels, both organizationally and the company as a whole (Chart no. 2). 
The results of the empirical research showed whether small enterprises mostly 
follow the costs at the enterprise level (35%) and at all levels in the company 
individually (12%), while it is a very rare situation to follow the costs only at 
the level of functional units (3%).

Chart 2: Cost management model

Source: Developed by the authors

Small and medium-sized businesses are best acquainted with the tra-
ditional cost management model (56%), while the rest know different modern 
models (Chart no. 3). Although at first glance it seems that N. Macedonian 
small entrepreneurs are very well acquainted with different models of cost 
management, a more detailed analysis shows that 60% know only one model 
of cost management.

Biljana Angelova, Blagica Koleva, Mila Mitreva
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Chart 3: Familiarity and use of cost management models

Source: Developed by the authors

Unfortunately, N. Macedonian small and medium enterprises still do 
not realize that the implementation of any cost management model is a success 
and requires the support and involvement of all employees (Chart 4). Only 
16% of small businesses involve all their employees in the cost management 
process, while as many as 84% believe that success in cost management alone 
is enough for the company owner or the company’s management to commit.

Chart 4: Involvement of the employees in the process of managing the 
cost management model

Source: Developed by the authors
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Considering the previously obtained results from the knowledge of 
the cost management model and the involvement of the employees in the cost 
management process, it can be expected that the owners of small and medium 
businesses do not pay too much attention to the cost management education, 
as for themselves., as well as for its employees. Only 13% of surveyed small 
businesses “send” their employees to additional cost management training.

Conclusion

Cost management enables the company to achieve a better compet-
itive position in the market. In conditions of fierce competition, in the end 
the manufacturer with the lowest costs always wins. Thanks to cost manage-
ment, the company can use a strategy to protect itself from competition by 
reducing the selling price of the product.

Cost management is a reliable set of methods that can be used at the 
individual level to support a particular decision or to manage the organiza-
tion as a whole, called cost management systems or models. We distinguish 
between traditional method and strategic cost management.

The analysis of the cost management of small and medium produc-
tion companies in the Republic of N. Macedonia showed that the majority 
of Macedonian owners and / or managers at the head of the production com-
panies believe that cost savings can be achieved. The results showed that 
N. Macedonian manufacturing companies, in order to achieve a competitive 
advantage in the market, give priority to the cost management strategy over 
the differentiation strategy.

According to the above data, the vast majority of manufacturing com-
panies use at least one of the cost management methods. Small and medi-
um-sized businesses are mainly oriented towards traditional business cost 
management models that, as already mentioned, are not a good basis for 
achieving a competitive advantage in modern business conditions. This is be-
cause they assume a relatively stable business environment, work as a dom-
inant factor of production and known technology.

Using explicit traditional cost management models involves thinking 
about costs only at the enterprise level, and it is known that at the enterprise 
level they intertwine different outcomes but also the costs of individual or-
ganizational units, so it is almost impossible to identify and remove the so-
called “Bottlenecks”. The data collected in this way is not a good basis for 
management to make strategic decisions.

Biljana Angelova, Blagica Koleva, Mila Mitreva
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Introduction

“Entrepreneurship is a driving force that encourages the creation of in-
novative jobs and stimulates economic growth. The power of education is in 
the development of competencies and skills that create an entrepreneurial men-
tality and prepare future leaders to solve more complex, interconnected and 
rapidly changing problems “(Penaluna A., Penaluna K., MS. Kallum, 2016) 
The European Commission has long supported and assisted the development 
of entrepreneurship education within the Education and Training Agenda, in 
order to achieve the strategic framework for Europe 2020, as its fourth long-
term goal, and in order to improve creativity, innovation, and entrepreneurship, 
the European Commission includes these areas at all levels of education and 
training. The European Commission on entrepreneurship education means a 
system that develops and improves the individual’s ability to be flexible, to de-
velop capacity for recognition and networking (to solves complicated and in-
terrelated problems), i.e. it is a system that guarantees that these is skills are in 
line with the needs of business and economic growth of the country. Education 
is needed not only to shape the way young people think, but also to provide 
the skills and knowledge that are key to developing an entrepreneurial culture. 

Dynamic economies will need more young people who are capable and 
inspired to become entrepreneurs and start their own businesses. Therefore, re-
forming the education system to be more entrepreneurial is the key to society 
overcoming the challenges that lie ahead. In recent decades, there has been a 
growing interest in the concepts of economic development and entrepreneurship. 
There are many studies in the literature related to these important terms (Acset 
al., 2013; Szirmai et al., 2011; Naudć, 2011; Braunerhjelm, 2010; Caree and 
Thurik; 2010; Walzer, 2009; Wennekers, 2009; Audretsch et al., 2006, van Stel 
et al., 2005; Harper, 2003; Dejardin, 2000). The researchers concluded that while 
“economic development theory can still claim that there is no ‘general theory’ 
for entrepreneurship, one that could cover different development outcomes has 
made progress in expanding the concept and understanding of entrepreneurship 
in economic development” (Naudć, 2008). On the other hand, international or-
ganizations, governments and policymakers have paid more attention to the role 
that entrepreneurship plays in generating economic development. 

The Government of the Republic of North Macedonia considers edu-
cation, training, research and innovation as key factors for strengthening the 
national economy and the well-being of the citizens. 



21

The subject of this research is through surveys and comparative analy-
sis with other EU countries to get an answer whether entrepreneurship educa-
tion and its greater integration in other subjects will improve the entrepreneur-
ial spirit of the youngest population in the country, their creativity, teamwork, 
solving practical problems, innovation and later to start working on practical 
projects from generating ideas to full implementation of entrepreneurial pro-
cesses. Entrepreneurial skills can be promoted through all areas of the curricu-
lum and subjects, as well as through specific subjects related to entrepreneur-
ship and innovation.

1. ENTREPRENEURIAL EDUCATION IN EUROPEAN 
SCHOOLS

1.1 Need, development, directions 
Building an entrepreneurial culture and entrepreneurial spirit in EU pol-

icies over the last ten years has become increasingly important. The road to 
achieving this goal is recognized in the education and training of young people, 
which also results in intensive policy work in this area. The framework for the 
development of lifelong entrepreneurial learning at EU level (Lisbon Strategy 
2000) is to make the EU the most competitive and dynamic knowledge-based 
economy in the world, capable of sustainable economic growth with more 
quality jobs and better social cohesion (Council of Europe union, 2000). In 
this strategy, the need for Europe societies to be “more entrepreneurial” is par-
ticularly emphasized. The Lisbon Strategy was accompanied by more precise 
documents and set out guidelines for the development of both entrepreneurship 
education and education as a whole. More important documents are: 

- The Concrete Future Objectives of Education Systems, 2001 - a 
report highlighting the need to create an appropriate environment for starting 
and developing an innovative business that requires skills such as education 
and training; 

- Green Paper on Entrepreneurship in Europe, 2003 - adopted for 
the regions in the pre-accession phase with the EU; 

- Recommendation of the European Parliament and of the Coun-
cil on key competencies for lifelong learning, 2006 - which states that key 
competencies are necessary for personal achievement and development, social 
inclusion, active citizenship and employment; 

- Oslo Agenda for Entrepreneurship Education in Europe, 2006 - which 
provides frameworks for the political development of entrepreneurship education; 

Zoran Janevski, Zagorka Mitasheva
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- The Helsinki Communiqué on Enhanced European Cooperation 
in Vocational Education and Training, 2006 - introduces entrepreneurship in 
vocational education; 

- Entrepreneurship 2020 Action Plan, 2013 - The action plan envis-
ages all EU member states to integrate entrepreneurial competence into curric-
ula at all levels of education - primary, secondary, higher and adult education.

According to the results of international research, all European and 
highly developed countries report on the importance of the development of 
entrepreneurship education and mention it in their educational policies, strate-
gies, regulations or initiatives (European Commission, 2012).

1.2 Manner of integration of entrepreneurship in the education 
system 
Examining the practice of integrating entrepreneurship education 

into education systems, it can be concluded that all EU countries are trying 
in some way to integrate entrepreneurship into the teaching process from 
an early age because the skills and knowledge that are developed through 
education are one of the few areas in which a country can create a com-
petitive advantage. And they create the advantage by creating SMEs and 
their successful management that directly improves the economy and the 
overall cultural life in society. Two-thirds of European countries explic-
itly apply entrepreneurial learning at the primary education level, which 
is dominated by a transversal, horizontal and interdisciplinary approach 
based on learning outcomes. This is entrepreneurial learning: as an inter-
disciplinary approach integrated in teaching in Sweden, Norway, Iceland, 
Scotland, Bulgaria, France, Spain, Hungary, Cyprus, Estonia; as a separate 
compulsory course or integrated into other compulsory courses in Wales, 
Northern Ireland, Austria, Poland and Lithuania; as a separate elective or 
is integrated as a subject in other electives in England. In terms of teaching 
at the secondary school level, an integrated and interdisciplinary approach 
is widespread (in about two thirds of the countries), although the approach 
is integrated (entrepreneurship topics are integrated in different subjects) 
slightly more dominant in terms of the interdisciplinary approach. This is 
the case, for example, in Lithuania and Romania, entrepreneurial learning 
is a separate compulsory subject; in Bulgaria it is compulsory for students 
studying for technology profiles, while in Denmark and Spain there is en-
trepreneurship as an optional subject. 
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1.3 Programs and sources of funding
European countries use their own national and European sources of 

funding. Funding can be related to specific and broader strategies for entre-
preneurship education, and can be given in another way. Countries have dif-
ferent ways of providing funding for entrepreneurship education. Providing a 
separate budget for the implementation of specific or broader Entrepreneurial 
education strategy is a good indicator of the importance of the strategy in a 
given country. In addition, countries can provide a separate budget for entre-
preneurial education even if they do not have a strategy. 

Whether there is a specific or broader entrepreneurial strategy educa-
tion in a country, national funding for this topic can be provided by the general 
state budget and the Ministry of Finance. Private funds are a very important 
component of financing entrepreneurial education, but is underdeveloped and 
a more difficult way to access to finance. In some countries, in addition to na-
tional funding, there is the possibility of EU funding to support entrepreneur-
ship education. Funding from the EU can be:

-directly, when the funds are provided directly from the European one’s 
institutions to end users (mainly from EU programs, e.g. Erasmus +);

-indirectly, when an intermediary body between the EU institutions 
and the end users is responsible for managing assets and their distribution. The 
main source of indirect financing is the European Social Fund (ESF), which 
is one of the European structural investment funds (ESIF). ESIF is the EU ‘s 
main instrument for providing employment support, helping people get better 
work and equal conditions for starting businesses for all EU citizens. Works 
through investing in European human capital - helps workers, young people 
and all who are looking for a job. The European Commission and the EU 
countries jointly define and set ESF priorities and how it spends its funds. One 
priority is to increase employee adaptability by acquiring new one’s skills and 
provide support to enterprises through different ways of working. The second 
priority is to increase the availability of employment by helping young people 
to move from school to the business world or helping insufficiently qualified 
job seekers, assistance in the form of training in order to improve the possi-
bility of finding a job. EU countries manage assets on a decentralized basis. 
Operating programs review the comprehensive strategic goals agreed between 
Commission and EU countries on priority investments, specific objectives and 
further concrete measures.

Southeast European countries entrepreneurial learning support is used 
by SEECEL (South East European Center for Entrepreneurial Learning). It is 
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funded through EU funds, donors’ agencies and the contribution of its member 
states. SEECEL ‘s main goal is to work on systematic approach to the devel-
opment of entrepreneurial writing society in this region as well as to align 
national policies with EU recommendations and policies.

2. ENTREPRENEURIAL LEARNING AS A PART OF THE 
CURRICULUM IN RNM 

2.1 Overview of the situation in the country 
The Republic of North Macedonia is a country with a high unemploy-

ment rate. Unemployment is particularly high among young people, the rural 
population, ethnic minorities and people with lower levels of education, so one 
of the main challenges of the Republic of North Macedonia is job creation. 
These challenges can be overcome only by creating new jobs, which will have 
a great impact on the increased entrepreneurial activities of all citizens. In 
connection with this high unemployment rate in the country, many institutions 
must be considered in creating policies related to entrepreneurship, innovation, 
increasing competitiveness and the development of the education system to 
meet future challenges. In particular, the need for improvements in the entre-
preneurial learning process has been identified. In 2014, in the Republic of 
Macedonia, with the support of the European Training Foundation which is an 
agency of the European Union and helps countries in transition and develop-
ment to use the potential of human capital through reforms in education sys-
tems, training and labor market in context of the EU foreign policy, the Strat-
egy for Entrepreneurial Learning in the Republic of Macedonia 2014-2020 
has been prepared. The implementation of this strategy is expected to address 
the shortcomings of the latest 2012 SME Policy Index report, in particular 
by establishing systematic links between formal education and more thorough 
integration of regional experience and best practices (through SEECEL) into 
reforms of the formal education system. On the other hand, the cooperation 
between formal and non-formal education and the business sector will enable 
the incorporation of the real needs for entrepreneurial skills in the education 
system itself. 

2.2 Correlation with European Union documents 
Entrepreneurship in education has been introduced by many initiatives 

at EU level, but one of the most important, in addition to various reports and 
research, is the Oslo Agenda for Entrepreneurship in Europe (2006), which 
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aims to accelerate progress in promoting the entrepreneurial way of thinking in 
society in a systematic way and with effective activities. An important part of 
the agenda is giving concrete proposals that can be adapted to the local context 
by EU member states. 

-In the Action Plan for Entrepreneurship Development in EU 2020 
(Re-awakening the entrepreneurial spirit in Europe), entrepreneurial learning 
is part of the first pillar of activities: entrepreneurial learning and training are 
the basis for supporting growth and opening new businesses, and the main em-
phasis is committed to increasing the frequency and quality of entrepreneurial 
education, recognizing and validating entrepreneurial learning in non-formal 
learning systems, developing mechanisms for opening new businesses in uni-
versities and developing a fledgling university business ecosystem to address 
essential societal challenges .

-Rethinking education: Investing in skills for better socio-economic 
results is another key document, where one of the challenges facing EU mem-
ber states and which should be given special attention is building skills for XXI 
century. Again, this challenge includes entrepreneurial learning: “Attention 
should be particularly focused on the development of entrepreneurial skills, as 
they not only contribute to creating new businesses but also to increasing the 
employability of young people.”

- In addition, the EU Small Business Act (SBA) is recognized as one 
of the key policy drivers for this entrepreneurial learning strategy - it results in 
all strategic achievements in the field of entrepreneurial learning in the pre-ac-
cession region. In addition, the SBA is an integral part of the Europe 2020 
Strategy for Smart, Sustainable and Inclusive Growth and the corresponding 
South East Europe 2020 Strategy - SEE 2020 - is a goal-oriented strategy for 
the pre-accession region that reflects EU 2020 growth and employment from 
the components of the EU (and the pre-accession region) efforts to meet the 
EU’s competitiveness and employment objectives (economic growth and new 
jobs). Hence, this entrepreneurial learning strategy is part of the country’s 
broader EU integration efforts. Enabling small and medium-sized enterprises 
to compete in the wider EU market will support the RNM in meeting the EU 
accession criteria (Copenhagen criteria).

-The Republic of North Macedonia, as a permanent member of the 
Center for Entrepreneurial Learning for the countries of Southeast Eu-
rope - SEECEL, shares the mission of SEECEL for harmonization of policies 
and practices for lifelong entrepreneurship with the policies and practices of 
the European Union. Therefore, the Macedonian strategy for entrepreneur-
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ial learning is based on the key EU recommendations for the development 
of entrepreneurial spirit in the overall population (Macedonian-EL-strate-
gy-2014-2020, 2014).

2.3 Entrepreneurial learning as part of the curriculum 
The developed concept of entrepreneurial learning in primary and sec-

ondary education is part of the project “Capacity Development and Innovation 
Support”, funded by the World Bank Office in Skopje, whose main goal was 
to develop a comprehensive methodology for reforming entrepreneurship and 
innovation subjects. The Macedonian educational system provides a highly 
structured, progressive and continuously connected curriculum, with a focus 
on experiential learning and practical application of acquired knowledge. The 
need for comprehensive reform / modernization of the existing curriculum and 
the relevant modules for innovation and entrepreneurship stems from the fact 
that in conditions of economic and political globalization, the highly competi-
tive business environment brings rapid changes in opportunities, employment 
and the way the national economy operate. Therefore, the necessary skills that 
young people need to acquire in the process of education are becoming wider 
and moving further away from the “classic”.

The methodology that was developed is comprehensive and of high 
quality, adapted to the needs of the Macedonian society and education system. 
In addition, the methodology envisages the integration of entrepreneurship ed-
ucation in other social spheres: business and the local community. 

Table 1- Conceptual framework for developing entrepreneurial skills and innovative 
thinking among students in primary and secondary education in the RNM
Department/ 
year

IX grade 
primary 
education

I year of 
secondary 
education

II year of 
secondary 
education

III year of 
secondary 
education

IV year of 
secondary 
education

Subject Innovations Innovation 
and entrepre-
neurship

Innovation 
and entrepre-
neurship

Innovation 
and entrepre-
neurship

Business and 
Entrepre-
neurship

The focus 
will be on 
development

Basic entre-
preneurial 
skills

Entrepre-
neurial expe-
rience related 
to the envi-
ronment

Business-re-
lated entre-
preneurial 
experience

Entrepre-
neurial 
management 
experience

Entrepre-
neurial 
leadership 
experience
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Main goal to 
be achieved 
by the end 
of the school 
year

Students 
should make 
an event that 
shows the 
economic 
opportunities 
they have 
discovered in 
Macedonia 
and abroad

Students 
should devel-
op a social 
project to 
solve a spe-
cific prob-
lem - social 
entrepreneur-
ship

Students 
will develop 
a business 
project that 
reflects 
the global 
economic 
opportunities 
that students 
have 
discovered

Students will 
develop and 
apply their 
entrepre-
neurial and 
managerial 
skills by 
developing a 
business idea

Students will 
use all their 
knowledge 
gained so far 
to establish a 
real or virtual 
company

/ Source: Polenakovic, R, Shutevski, D, Business and Entrepreneurship for IV year for high 
school and art education, Skopje: National Center for Development of Innovation and Entre-
preneurial Learning, 2017

The Ministry of Education and Science of the Republic of Northern 
Macedonia with the World Bank Office in Skopje and the project: “The Skills 
Development and Innovation Support Project” engaged the team led by Pro-
fessor Andy Penaluna from the University of Wales “Trinity St. David” who 
together with the group of international and domestic experts prepared the 
above methodology which implements entrepreneurial education in primary 
and secondary education in the Republic of North Macedonia. 

3.RESULTS OF THE EMPIRICAL RESEARCH

a) Methodological approach
A survey questionnaire was used as a method of empirical research. He 

has offered several answers to the questions and they should be answered with a 
rating scale of 1 - not at all, 2 - very little, 3 - to some extent and 4 - enough. The 
survey was conducted electronically, by sending the questionnaire via e-mail to 
employees of the relevant institutions. The questionnaire was sent to seventy re-
spondents, but the survey was answered by 32 respondents, based on a randomly 
selected sample of teachers who teach the subject “Innovation” in primary edu-
cation, the subject “Innovation and Entrepreneurship” and “Business and Entre-
preneurship” in secondary education, teachers and professors who teach at the re-
spective faculties as well as teachers who have attended trainings and educations 
on entrepreneurship and entrepreneurship education. The survey questionnaire 
was conducted anonymously in the period February / March 2021. The ques-
tionnaire was answered by 32 respondents. The received answers are graphically 
processed by the application itself and are presented in the next part of the paper.
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b) Findings
This question represents the opinion of the respondents on what types 

of competencies students can acquire through entrepreneurial learning.

Graph 1. Entrepreneurial learning and acquired competencies

Developemnt of 
personality traits

Raising students` 
awareness of 
employment 
opportunities

Work on specific 
entrepreneurial 

projects

Acquisition of 
business skills and 

knowledge

Creates an 
envitoment 
for gaining 

entrepreneurial 
experience

Develops a cultrure 
of life long learning

Very littleNo, at all To some degree Enough

/ Source: Own research of authors’

To this question, satisfy the answers of the respondents to all offered 
answers about how much entrepreneurship education helps to acquire com-
petencies such as developing the characteristics that form the basis of en-
trepreneurial spirit 65, 6 %, raising students’ awareness of self-employment 
opportunities 68, 7 %, work on specific entrepreneurial projects 43, 7 %, 
acquisition of business skills and knowledge 53, 1 % and entrepreneurial 
experience 56, 2 % while most respondents agree that EL develops a culture 
of lifelong learning 75 %.

According to the purpose of the research, entrepreneurial learning helps 
students to acquire competencies such as development of personality traits, 
creativity, sense of initiative, risk readiness, independence, self-confidence, 
leadership, teamwork, raise awareness of self-employment and entrepreneur-
ship as career opportunity, gain specific knowledge about starting a company 
and its successful management. Most of the respondents answered that they 
see EL as a key competence in modern education. This confirms the working 
hypothesis that EL is a process in the education system, in which students 
acquire a wide range of competencies that have a huge individual social and 
economic benefit and can be applied in every aspect of life and throughout life.

To next question, the respondents should answer to what extent they 
agree with the statement that entrepreneurial learning in primary, secondary 
and higher education is a factor for the development of entrepreneurship.
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Graph 2. Entrepreneurial learning as a factor for entrepreneurship devel-
opment

Teaching in 
primary and 

secondary education 
encourages 
creativity

Provides 
appropirate 
guidance on 

market economic 
principles

Attention to 
entrepreneurship and 
the creation of new 

companies 

Provides good 
preparation 

for sarting and 
developing a 

business

Business and 
managment provide 

good preparation 
for business 
development

Vocational and 
lifelong learning 
systems provide 

good and appropriate 
preparation

Very littleNo, at all To some degree Enough

/ Source: Own research of authors’

On this question, most respondents think that teaching in primary and 
secondary education encourages creativity and independence – 68, 7 %, pro-
vides appropriate instructions for market economic principles 53, 1 % and pays 
due attention to entrepreneurship and the creation of new enterprises 37, 5 %, 
while starting and developing a business requires educational programs in the 
field of business and management 43, 7 %. 50 % of the respondents agree that 
vocational, vocational and lifelong education provide adequate preparation for 
business development and 25 % answered - to some extent.

From the conducted survey, most respondents answered that EL en-
courages independence and personal initiative, creation of new companies and 
appropriate instructions for market economic principles, while starting and 
developing a business requires educational programs in the field of business 
and management. According to the curriculum in RNM, the subjects related to 
entrepreneurship are compulsory from IX grade primary education to IV year 
of secondary education, which shows that our country is in step with European 
curricula. Most respondents also agree that vocational, vocational and lifelong 
learning provide adequate preparation for business development.

Third question should be given an opinion on what kind of people cre-
ates entrepreneurial learning.

Zoran Janevski, Zagorka Mitasheva
ENTREPRENEURIAL LEARNING IN REPUBLIC OF NORTH MACEDONIA - A FACTOR...



30

Economic Development No. 2-3/2021

Graph 3. Entrepreneurial learning in creating a person

/ Source: Own research of authors’

Here the consent of the respondents is clearly expressed that PO creates 
persons who create their own companies and jobs, 53, 1 % agree and 40, 6 % 
to some extent. They create new products and services for the benefit of all, 
56, 2 % agree while 28, 1 % to some extent. Successfully work in state-owned 
companies using the acquired knowledge answered 50 %. Most respondents 
to the claim that PO creates persons who exploit the labor of employees and 
think only of their own earnings answered with very little or not at all, i.e. 46, 
6 % and 28, 3 %.

According to the research on what kind of people creates EL, most 
respondents answered that they are people who create companies and jobs, 
create products for the benefit and services of all of us and work successfully 
in state-owned companies using the acquired knowledge. According to all Eu-
ropean definitions, entrepreneurship does not mean only the creation of new 
enterprises, but entrepreneurial behavior in all aspects of life, so the answers 
of the respondents correspond to modern theories of entrepreneurship. Most 
of the respondents to the claim that EL creates people who exploit the labor of 
employees and think only of their own earnings do not agree at all or do not 
agree at all.

This issue refers to entrepreneurship education as a factor for growth 
and development in a country. Respondents respond to the assessment scale.

Very littleNo, at all To some degree Enough

They create their 
own companies and 

jobs

They create new 
products for the 

benefit and services 
of all of us

They work or run 
successfully in  

state-owned 
companies using the 
acquired knowledge

They explore 
the labor of the 

employees and think 
only of their own 

earningsknowledge
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Graph 4. Entrepreneurial learning would help the growth and develop-
ment of the country

Very littleNo, at all To some degree Enough

Opening of new 
SMF s

Job creation Best quality of work 
in any workplace

Revival of culture 
in society

Improving education 
as the most important 
basis for ecconomic 

development

/ Source: Own research of authors’

On this issue, which is clearly visible, the majority of respondents agree 
that entrepreneurship education would help the growth and development of a 
country by creating new SMEs, new jobs or better quality of any job, reviving 
the culture in society and improving education as the most important basis for 
economic development. On all questions over 60 % of the respondents quite 
agree while the rest of the answers are to some extent. That EL would increase 
the culture in the society, 50 % of them answered with a lot and 37, 5 % to 
some extent.

Entrepreneurial learning would help the economic growth and develop-
ment of a country by creating SMEs, new jobs and better quality of any job, 
reviving the culture in society and improving education as the most important 
basis for economic development is the answer given by the largest number of 
respondents from the conducted survey. As previously stated that SMEs are 
the backbone of the European economy, providing an opportunity for growth 
and development of the economy then the awareness in our country is on a par 
with countries with developed education system, stable economy composed of 
highly competitive and innovative enterprises that generate quality jobs and 
well-being for all citizens.

Conclusion 

Entrepreneurial learning has long been neither a privilege nor a choice; 
it is more of a necessity and can be called a necessity in today’s modern, mod-
ernized, dynamic society. In recent decades it has recorded and still records 
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constant growth and is already creating visible shifts and results that are re-
flected in all processes of human activities: life habits, ways of learning, work, 
behavior, culture, employment, which slowly changes the overall perspective 
of the education we knew so far.

The role of entrepreneurial learning means a system that develops and 
improves the ability of the individual to be flexible (to deal with rapidly chang-
ing problems), to develop capacity for recognition and networking (to solve 
complicated and interrelated problems), i.e. it is a system that ensures that these 
skills are in line with the needs of the business and the economic growth of the 
country. This education includes taking responsibility for one’s own actions, 
positive or negative, developing strategic visions, setting goals and achieving 
them, ability to plan and manage projects, and motivation for success.

Examining the practice of integrating entrepreneurial learning into ed-
ucation systems, it can be concluded that all EU countries are trying in some 
way to integrate entrepreneurship into the teaching process from an early age 
because the skills and knowledge that are developed through education are one 
of the few areas in which a country can create a competitive advantage. And 
they create the advantage by creating SMEs and their successful management 
that directly improves the economy and the overall cultural life in society.
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Introduction

When it comes to financial decisions of the management, it can be 
emphasized that this research has both scientific and practical objective. The 
scientific objective refers to certain theoretical knowledge that if quality fi-
nancial decisions are made, the efficiency and effectiveness of enterprises in 
tourism field will increase. On the other side, the practical objective is related 
to a certain implementation of theoretical knowledge in practice. More spe-
cifically, the practical objective is closely related to the scientific one. The 
practical objective of the research is to implement the revealed theoretical 
knowledge so as to enrich the management process with quality financial de-
cisions that will contribute to the dynamic tourism development. Therefore, 
the practical objective of this research has wide dimensions as it should mo-
bilize all the factors that are both directly and indirectly involved in tourism, 
i.e., are interested in this issue.

The research subject of this paper is making quality financial decisions 
and their role for effective and efficient operation of tourism enterprises as 
well as tourism development. This paper is expected to create a clear picture 
of the reflection of financial decisions in companies in tourism field. Theoret-
ical research and understanding of the role and importance of financial deci-
sion-making by management will determine the basic ways of tourism devel-
opment. The complex treatment of the subject in the paper is expected to be 
a benefit from a theoretical and practical point of view. In that way, it would 
contribute to the dynamic tourism development and its adequate promotion.

1. THEORETICAL AND METHODOLOGICAL APPROACH IN 
RESEARCH

For efficient realization of any empirical research, it is necessary to first 
prepare a research project. The research project covers several basic phases:

determining the purpose and subject of the research;
•  setting hypotheses;
•  making the sample (selection of the sample);
•  development of methodological instruments for data collection in the 

field;
•  field data collection;
•  data processing;
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•  interpretation of data, i.e., making the study.1

1.1. Research objectives
This research has a scientific and practical objective. The scientific ob-

jective refers to certain theoretical knowledge about the financial decisions of 
the management and their role in the operation of enterprises in tourism field, 
and the practical objective is related to the implementation of some theoretical 
knowledge in practice.

1.1.1. Scientific objective
The scientific objective is to reveal certain theoretical knowledge about 

the financial decisions of the management, their role and significance for the op-
eration of companies in tourism field. The scientific objective of this research is 
to discover new knowledge about how if quality financial decisions are made, the 
efficiency and effectiveness of enterprises in tourism field will increase. Namely, 
through the method of analysis, through an interview with the representatives of 
the management team of several renowned tourist enterprises in the Republic of 
Macedonia, we determined the significance of the financial decisions for effec-
tiveness and efficiency of the enterprises in tourism field.

1.1.2. Practical objective
This research also has a practical objective related to a certain imple-

mentation of theoretical knowledge in practice. It also aims to implement the 
revealed theoretical knowledge so as to enrich the management process with 
quality financial decisions that will contribute to the dynamic development of 
tourist enterprises, and thus tourism. Therefore, the practical purpose of this 
research has wide dimensions, because it should mobilize all factors that are 
directly and indirectly involved in tourism.

1.2. Subject of research
The subject of the research of this paper is the process making quality 

financial decisions and their role for effective and efficient operation of tour-
ist enterprises as well as for tourism development. This paper is expected to 

1  Todorović, A., (1978), Metodologija istrazivanja liobodnog vremena, Savremena Admin-
istracija - Beograd, Beograd, 51, presented according to Buntasheski, B., (1994), Socio-psy-
chological studies of the activities of the visitors in the tourist place, Prosvetno delo - Skopje, 
Skopje, 52
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create a clear picture of the theoretical foundations of financial management 
in tourism. It is important to understand the perception of financial decisions 
in tourist enterprises that contribute to creating a foundation for understanding 
the key activities to expand the opportunities for creating an adequate tourism 
offer that will be based on the sophisticated desires of tourism demand. 

The complex treatment of this issue in the paper would contribute to the 
dynamic development of tourism and its adequate promotion.

In the subject of this research three concepts that need to be operation-
alized are analysed:

o financial decisions
o management in tourism and
o enterprises in tourism field.

1.2.1. Financial decisions
The essence of managerial activities is decision making. Managerial 

decisions are made in situations that are characterized by needs for action and 
the existence of multiple directions of actions.2 Simultaneous connection of the 
mentioned activities in order to make the right decisions is a basic condition 
and task of the financial manager.

In companies in tourism field, this goal (profit maximization) is achieved 
by creating value for employees (shareholders). This value is expressed by the 
market value of the price (share) of the tourist enterprise, which is the result of 
three main decisions:

1. investment decision (investment), 
2. decision on financing and
3. decision on dividend and retained earnings.

1.2.2. Management in tourism
Management is incorporated into every segment of modern corpora-

tions. Hence, the need arises from the great search for competent persons, in 
order to present the most important key to success. The importance of manage-
ment is also reflected in the permanent growth of managerial jobs. Those who 
have proven to have the necessary ability to be successful managers have done 
well in terms of their qualifications.3 Within the business enterprises where the 
operation can not be imagined without the activities of the management, it is 

2 Dale, E., (1970), Ibid, 388
3 Falmer, M., R., (1994), The New Management, Open Society Institute Macedonia, Skopje, 18
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considered a kind of technology that enables efficiency and effectiveness in 
enterprises, especially in tourism.4

 
1.2.3. Enterprises in tourism field
Tourism is entering a period of transformation, in which only those 

tourism companies that are better managed and provide better services will 
survive. Such a statement also applies to tourist enterprises in the Republic of 
Macedonia. With its rich and diverse content, the offer presents a wide range 
of tourist services offered to consumers. 

The human factor, the culture of the staff and their educational and profes-
sional preparation to serve the visitors with sincere pleasure, becomes a significant 
factor of effectiveness and a decisive moment in attracting the consumers of tourist 
services. The days when accommodation and food were the dominant segments of 
the tourist offer are far behind us. In fact, the free time of the visitors in the tourist 
place should be filled with various contents.5 Those tourist enterprises that meet 
the needs of visitors with high quality services and a variety of animation activities 
will ensure not only survival, but also their growth and development. 

1.3. Hypotheses
One of the most important issues in empirical research is the formulation 

and verification of hypotheses. “It is a claim that can be put to the test in order to 
prove its worth. The hypothesis may appear to be contrary to or consistent with 
ordinary understanding. It can be proven whether it is true or false. In any case, 
it leads to an empirical examination. Whatever the outcome, the hypothesis is a 
question posed in such a way that an answer can be obtained. “It is an example of 
organized skepticism of science, a refusal to adopt any claim without empirical 
verification”.6 Each hypothesis shows the relationship between independent and 
dependent variables.7 In this empirical research, independent variable is the fol-
lowing: where is the position of the respondent in the tourist enterprise, and the 
dependent variables are the financial decisions of the management.

4 Mojsoski, V., (2001), Fundamentals of Management, Faculty of Tourism and Hospitality - 
Ohrid, Ohrid, 17
5 Jakovlev, Z., (2000), Animation in Tourism – the most important Segment of the Tourist 
Offer, Economics and Business, Journal of Theory and Practice, May, 21 
6 Gud, V., Het, P, (1966), Metodi socijalnog istraživanja, Belgrade, presented according to 
Buntasheski, B., (1994), Socio-psychological studies of the activities of the visitors in the 
tourist place, Prosvetno delo - Skopje, Skopje, 55.
7 Buntasheski, B., (1994), Socio and Psychological Studies of the Activities of the Visitors in 
the Tourist Place, Prosvetno delo - Skopje, Skopje, 55.
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1.3.1. General hypothesis
If managers make quality financial decisions, management will have a 

positive role for the successful operation of tourist enterprises and great impor-
tance for tourism development.

1.3.1.1. Special hypothesis
The special hypothesis is the following: it is assumed that making qual-

ity financial decisions increases the effectiveness and efficiency of enterprises 
in tourism field.

1.4. Research methods and organization
1.4.1. Research methods
General and special methods are used in the research of social phenom-

ena. “All social sciences, in addition to general methods, apply and use special 
and specific methods that are appropriate for data collection in the relevant 
field”.8 Hence, this research is based on a certain methodology. In processing 
the data obtained from the research, we applied the method of analysis and the 
method of synthesis.

1.4.1.1. Method of analysis
The term “analysis” comes from the Greek word “analysis” which 

means the dismemberment of a whole in its constituent parts.9 Therefore, 
breakdown is a basic feature of the analysis method. In fact, dismemberment 
means dividing a complex object into parts of which it consists in order to per-
ceive their qualities, determine the quality of the complex object and indicate 
their effect on it.10 Namely, on the tabulated data, we applied a breakdown of 
their content and gave an explicit explanation.

1.4.1.2. Synthesis method

The synthesis method is a procedure of scientific research and expla-
nation of reality and by way of synthesis of simple judgments into more com-
plex ones. Synthesis is a process of generalization in which all more abstract 

8 Todorović, A., (1978), Ibid, 58.
9 Stojanovikj, T., (1990), Analysis of the Operation of Enterprises, Association of Accounting 
and Financial Workers of Macedonia - Skopje, Skopje, 21.
10 Stojanovikj, T., (1990), Ibid, 156
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notions are formed in comparison with the previous notions. Synthesis is a 
way of systematizing knowledge according to the legality of formal logic, as 
a process of creating theoretical knowledge in the direction from the specif-
ic to the general, i.e, from the type to the gender. We turned all the findings 
obtained through the method of analysis, using the method of synthesis, into 
conclusions from which we further gave recommendations for improving the 
financial decisions of management, as well as their role in the operation of 
enterprises in tourism field.

1.4.2. Research methodological techniques
In the defined subject of research we used the following methodological 

techniques:
 • interview with representatives of the management team from several 
renowned enterprises in tourism field
 • scaling method, and
 • statistical method.

1.4.2.1. Interview

We applied the interview to representatives of the management team 
in several enterprises in tourism field. It aimed to get a clear picture of their 
views, in terms of the importance of financial decisions to ensure the growth 
and development of enterprises in tourism field. We conducted the interview 
with management teams from tourist enterprises in the Republic of Macedonia 
because in our view they are the most competent entities to ensure their busi-
ness effectiveness and efficiency.

1.4.2.2. Scaling method

This method is used to obtain data from multiple questions in the inter-
view. We applied the scaling to activate the possibilities for the significance of 
financial decisions to increase the effectiveness and efficiency of tourist enter-
prises. During the formulation of the degrees, the statistical processing of the 
data was taken into account, which was the next step.

1.4.2.3. Statistical method
This method is applied in this research because it achieves greater ac-

curacy in the study of phenomena. We used the following statistical technique: 
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calculating percentages and calculating the statistical significance X² (XI - 
square). Statistical data processing was performed by a computer.

1.4.2.4. Sample preparation and selection
During the preparation and selection of the sample, its representative-

ness was taken into account. Representativeness depends on the size and the 
method of obtaining it. The size of the sample depends on the number of re-
spondents taken for testing. The sample should contain at least 100 members 
of the population in order to be able to draw reliable statistical conclusions.11 
In this context, this research through an interview covered 200 managers of 
companies in tourism field, as the most competent in ensuring their business 
effectiveness and efficiency.

1.4.2.5. Realisation of the research
This phase of the research had an operational character. The research 

was conducted in the period from June 2016 to September 2017 in a number of 
companies in tourism field. We came across a full understanding and help from 
the management team of the tourist enterprises.

2. Analysis of the research data
This part is the most important part of the paper and is actually the 

final stage of the research.12 By using the analysis method, we also analysed 
the empirical data obtained from the interview with the managers of several 
tourist enterprises, after we systematized them, tabulated them, determined the 
number of respondents, calculated the percentage according to the number of 
respondents and calculated the statistical significance X² (Chi square).

2.1. Respondents’ views on the role of financial decisions for the 
effectiveness and  efficiency of tourist enterprises

The foundation of this research is the analysis of the empirical data ob-
tained from the interview with the managers of several tourist enterprises, after 
I systematised them, tabulated them, determined the number of respondents 
and calculated the percentage according to the number of respondents. In that 
connotation, on the tabular data, based on the answers of the respondents, I 

11 Buntasheski, B., (1994), Ibid, 60.
12 Buntasheski, B., (1995), Psychology of Tourism and Catering, University “Ss. Kliment 
Ohridski ”- Bitola, Faculty of Tourism and Hospitality - Ohrid, Ohrid, 238.

Biljana Nikolovska, Zlatko Jakovlev, Zoran Nikolovski
FINANCIAL DECISIONS OF THE MANAGEMENT AND THEIR ROLE IN THE ...



42

Economic Development No. 2-3/2021

applied a breakdown of their content and gave a precise explanation.
Therefore, the special hypothesis reads: “It is assumed that making 

quality financial decisions increases the effectiveness and efficiency of tourist 
enterprises.”

Table 2 presents the views of respondents on the role of financial deci-
sions for the effectiveness and efficiency of tourist enterprises according to the 
function they perform in it, which were realized through an interview:

Table 1. Attitudes of the respondents on the role of financial decisions for effectiveness 
and efficiency of tourist enterprises according to the function they perform in the tourist 
enterprise

Ordinal 
Number

Do you consider that financial decisions are an important factor for the 
effectiveness and efficiency of the tourist enterprise?
Respondents 
according to the 
function in the 
tourist enterprise

Yes No I don’t know Total:

1.
President of 
the Board of 

Directors

13
(65.00%)

2
(10.00%)

5
(25.00%)

20
(100.00%)

2. General Manager 25
(73.53%)

2
(5.88%)

7
(20.59%)

34
(100.00%)

3. Manager 47
(85.46%)

4
(7.27%)

4
(7.27%)

55
(100.00%)

4. Supervisor 86
(94.50%)

2
(2.20%)

3
(3.30%)

91
(100.00%)

Total: 171
(85.50%)

10
(5.00%)

19
(9.50%)

200
(100.00%)

Based on the analysis of the data in Table 2, which refer to the atti-
tudes of the respondents about the role of financial decisions for effectiveness 
and efficiency of the tourist enterprises according to the function they perform 
in the tourist enterprise, two tendencies are characteristic. The first tendency 
refers to the respondents who hold the position of president of the board of 
directors, general manager, supervisor and the total number of respondents. 
The second tendency refers to the respondents holding managerial position. 
Namely, the first tendency refers to the attitudes of the respondents holding 
the position of president of the board of directors, general manager, supervi-
sor and total number of respondents. Most of them emphasized that financial 
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decisions are important for the effectiveness and efficiency of the enterprises 
in tourism field. In that connotation, the presidents of the board of directors 
with a percentage of 65.00% emphasized that the financial decisions are im-
portant for the effectiveness and efficiency of the enterprises in tourism field, 
then general managers with a percentage of 73.53% share the same attitude. 
Also, the supervisors with a percentage of 94.50% and the total number of 
respondents with a percentage of 85.50% support this statement. In second 
place are the views of respondents who stated that they do not know whether 
financial decisions are important for the effectiveness and efficiency of tourist 
enterprises (the percentage of responses of respondents holding the position of 
president of the board of directors is 25.00%, for general manager it is 20.59%, 
for supervisor the percentage is 3.30% and for the total number of respondents 
it is 9.50%). Third place is for the opinions of the respondents who pointed out 
that financial decisions are not important for the effectiveness and efficiency 
of tourism companies (the percentage of respondents holding the position of 
president of the board of directors representing this position is 10.00%, for 
general manager it is 5.88%, for supervisor it is 2.20% and for the total number 
of respondents it is 5.00%).

The second tendency refers to the attitudes of the respondents holding 
managerial position. In fact, according to the second tendency, when asked in 
the interview: “Do you think that financial decisions are a significant factor 
for the effectiveness and efficiency of the tourist enterprise?”, The majority of 
respondents or 85.46% said that financial decisions are an important factor for 
effectiveness and efficiency of the tourist enterprise, while with an identical 
percentage of 7.27% are the views of the respondents who pointed out that 
financial decisions are not a significant factor for effectiveness and efficiency 
of the tourist enterprise and the opinions of respondents who did not know that 
financial decisions are a significant factor for effectiveness and efficiency of 
the enterprise in tourism field.

The differences in the answers of the respondents according to the func-
tion they perform in the tourist enterprise and the role of the financial decisions 
for effectiveness and efficiency of the enterprises in tourism field, based on the 
calculated X² (Chi square), are statistically significant at the level of 0.01.

Conclusion

The topic covered in this paper is “Financial Decisions of the Man-
agement and their Role in the Operation of the Enterprises in Tourism Field”. 
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The motivation for elaboration of this topic was the fact of the great impor-
tance of the management and business financial decisions for effective and 
efficient operation of tourist enterprises, and thus the development of tourism. 
It is also worth mentioning that there are a small number of researches in this 
field, within our area, so it should be further studied from a scientific and pro-
fessional point of view given its relevance.  According to the views of the re-
spondents according to the function they perform, a general view can be drawn 
that by making quality financial decisions, the effectiveness and efficiency of 
enterprises in tourism field increases.

In our opinion, the proposals for improving the financial decisions and 
their role in the operation of the companies in tourism field are the following:

•  Transfer of new and positive ideas from the management and financial 
management from the developed tourist countries having in mind the 
specifics of our tourism economy;

•  Preparation of professional reports and international standards for 
management and financial management, undertaking activities for ed-
ucation of managers, including financial managers through permanent 
education (participation in various management courses, seminars, 
symposia, use of management literature, encyclopedias, etc.), readiness 
especially by the top managers to accept and realize certain creative 
ideas and to hire young management teams that have more modern 
insights and that will implement modern methods of work, especially 
in making financial decisions;

•  Financial management should have an engineering approach in its pro-
fession. Most banking economists have not mastered managerial tech-
niques and methods. Financial transactions should be approached with 
engineering precision, and not on the basis of conceptual, executed 
and final projects based on statics, dynamics, resilience and profit. An 
element of trade should be present in the method of financial work. 
The financial manager should first be a trader, then a banker, then an 
economist;

•  Financial management should strive for the employees in tourism to 
have an economic approach in their work. This repeatedly valorises the 
effects of providing tourism services;

•  Financial management in tourism should know that income is not as 
important as wisdom in spending money;

•  Financial management in tourism should keep a daily review of all 
costs in the tourist enterprise. Based on that review, it can be concluded 
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where the money is wasted unnecessarily. The review will also show 
the justification of individual costs;

• Financial management in tourism should know that the use of other 
people’s funds should be permanently analysed. The biggest problems 
with the financial sector arise in connection with the use of other peo-
ple’s funds. The price of the borrowed capital is often analyzed and on 
the basis of that element a decision is made on the justification of its 
use. If the profit is greater than the cost of borrowed capital, the use of 
other people’s funds is justified, and vice versa.

• Financial management in tourism should pay special attention to cheap 
loans and categories of other costs or expenses. Cheap loans often have 
high costs; in decentralized tourist enterprises, each organizational unit 
should remain a profit center. At the level of each profit center, finan-
cial management should follow: income, expenditure and financial re-
sult. Research shows that those tourist enterprises that measure results 
are successful, and vice versa.

• Financial management in tourism should strive as much as possible to 
simplify the system of payment for tourist services. It is especially im-
portant for the payment to be made with credit cards and other means 
of payment.
After all that, the great importance of financial decisions of the manage-

ment and their role in the operation of the tourist enterprises, as well as tourism 
development is reaffirmed. Unfortunately, it is concluded that not enough at-
tention is paid to this issue in the companies in tourism field in the Republic of 
Macedonia and it is high time to make fundamental changes in the attitudes of 
managers involved in tourism being part of the management as the most import-
ant segment of the tourist offer, and as an important factor for quality services. 
However, there is a strong impression that there is no adequate readiness of the 
top managers in the Republic of Macedonia, with certain exceptions, to imple-
ment that initiative. New professional staff should be promoted who would over-
come the indifference of the current managers in tourism. They would complete-
ly accelerate the development of tourism. It is necessary to make maximum use 
of and valorize the tourist values   that our country has at its disposal by including 
professional management, because it has a crucial role for effective and efficient 
operation of enterprises in tourism field, by making quality financial decisions. 
In this context, we must not forget the fact that one of the most important factors 
for rapid tourism development and greater competitiveness in the domestic and 
international tourism market is the management in tourism.
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Abstract:
Female participation in the labor market is very important for the eco-

nomic and social growth of countries. Many studies show that economically 
active females have an important role to reduce poverty by assuring welfare 
of households. Female participation in the labor market is also important for 
women’s relative economic and social status compared to men and for their 
economic empowerment.

The aim of this research is to investigate the determinants which have 
influence on the female participation in the labor market in North Macedonia, in 
the context of the traditional literature and studies in this area, but also to add a 
new approach by including the effect of the overall cultural context on women’s 
decision whether to supply their labor. The latter represents a major contribu-
tion of the paper to current knowledge. The methodology is based on previous 
research by Contreras and Plaza (2010). We found that the cultural context is an 
important determinant of the females’ labor market activity which is important 
in designing government support and policies for promoting females’ activity. 

Keywords: Female labor force participation, social norms, culture
JEL Codes: D1, J2, B54

Introduction

Activity rates in Macedonia for both genders are significantly below the 
activity rates for EU28. This is especially true for the activity rates of women in 
Macedonia which are very low compared to the activity of women from EU28 
as well as compared to man in Macedonia. Widest gender gap in participation 
rates in Macedonia is recorded in 2009 (27.6 pp.) and narrowest in 2013 (24.1 
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pp.). In 2018, the gender gap in participation rates in Macedonia is 26.1 pp. 
Analysing activity rates by gender and age group showed that gender gap in 
participation rates increases with age, from 17.4 pp. (pp.) for young individuals 
aged 15-24 to 35.4 pp. for age group 55-64. Analysing participation rates with 
respect to educational level and gender revealed that low participation rates of 
individuals with primary education or less are mainly due to very low participa-
tion rates of females with primary education or less. Both genders have highest 
participation rates for completed tertiary education. According to the data from 
Eurostat, 14.5% of the inactive females in Macedonia reported that they would 
like to work but they are not seeking employment whereas 85.5% of the inactive 
females reported that they do not want to work. Main reasons not searching for 
a job for females in Macedonia are due to reported family/caring responsibilities 
and other personal responsibilities. 53.5% of the females in Macedonia reported 
that they are not looking for employment because of family/caring responsibil-
ities. Even more, additional 43% of the inactive females in Macedonia reported 
that they are not looking for job due to other family and personal responsibilities. 

Researchers have tried to provide possible explanations for differences 
in female participation rates across the world. The focus of the studies is on 
different sets of factors that may affect a woman’s decision to participate in the 
labor force. Those can be grouped into: i) individual factors (age of a women, 
education, marital status, number and age of children, etc.), ii) household-related 
factors (employment of the spouse, education of the spouse, household income, 
etc.), iii) macro-factors which stem from the level of development of a country, 
growth of the economy, overall unemployment rate, etc. Beside the standard 
socio-economic approach there are other perspectives from which it is possible 
to interpret female labor force participation. These perspectives include social 
and cultural aspects of the population (Fortin, 2005; Contreras and Plaza, 2010; 
Blau et al, 2013, Camussi, 2013; Hosney, 2016). An integrated approach which 
includes multiple variables related to family and individual social context along 
with economic settings can reveal which items have a major influence on female 
labor force participation. The aim of this study is to examine the factors that 
have an influence on women’s participation in the labor market in North Mace-
donia, with a focus on the cultural context and its impact on women’s decision to 
supply labor. Apart from the standard factors used in this type of literature, like 
the individual characteristics of women, and characteristics of the household we 
add an additional factor that is the culture of women as a factor that may affect 
female labor force participation. Following the method developed by Contreras 
and Plaza (2010) we measure the culture trough two indexes. First, the Female 
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Perception of Machista Cultural Context Index which measures whether women 
have internalized machista cultural values or not and the Female Conservative 
Index which measures whether women possess conservative culture values to-
wards family, marriage and children. Therefore, the main contribution of our 
study is twofold: i) we provide a quantitative analysis of the female labor supply 
in North Macedonia, and ii) we add an additional set of factors to the traditional 
ones, that are related to the cultural context. 

This paper is organized as follows. After a brief review of the current 
knowledge on the factors affecting female supply, to meet the aim of this paper, 
we empirically assess the main determinants of female inactivity by using data 
from North Macedonia. The final section concludes the paper. 

1. LITERATURE REVIEW

Findings from Macedonia indicate that increase in educational attainment 
of women increase the probability of participating in the labor market (World 
Bank, 2008; World Bank, 2015; Abazi and Atanasovska, 2016). Age of the female 
increases the probability of participating in the labor market (Abazi and Atanaso-
vska, 2016; Mojsoska-Blazevski, 2017) and children reduce the probability of 
participation in the labor market (World Bank, 2008, Mojsoska-Blazevski, 2017). 
Findings are mixed when marriage and its influence on FLFP is examined (Aba-
zi and Atanasovska, 2016; Mojsoska-Blazevski, 2017). Traditional role of the 
women in the household is recognized as significant factor of female labor force 
participation (World Bank, 2008, World Bank, 2015, Mojsoska-Blazevski, 2017).

In the report from World Bank (2008) in which the profile of the labor 
market in Macedonia is investigated for the period between 2004 and 2008, 
a probit model is used in order to estimate the effect of several demographic 
characteristics on the probability of participation in the labor market for males 
and female. Results regarding the examined factors which influence female la-
bor force participation are following: if a head of the household is female then 
she has 5 percent lower probability to participate in the labor market compared 
to female who is not a head of a household; each child present in the house-
hold who is younger than 7 years reduces female labor force participation by 
3 percent; females with completed secondary of tertiary education have be-
tween 24 and 50 percent higher probability of participation in the labor market 
compared to females with completed primary education or less. Females with 
non-Macedonian origin have 35 percent lower probability of participation in 
the labor market than females with Macedonian origin. 
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The study found that household duties are most important determinant 
of females’ inactivity in Macedonia. Around 55 percent of females who were 
not participating in the labor market were housewives. This proportion varied 
by educational level: 68 percent of females with finished primary education or 
less were not participating in the labor market due to household duties and 21 
percent of females with secondary or tertiary education were not participating in 
the labor market for the same reason. The quantitative analysis of this report was 
followed by qualitative analysis that also revealed interesting findings. Female 
from non-Macedonian origin older than 35 who have never participated in the la-
bor market claimed that her age restricts her of participation in the labor market. 
Mother of small child found her marriage as a barrier of hers participation in the 
labor market claiming that there is a high level of discrimination toward married 
females with small children. Many females mainly from non-Macedonian origin 
reported the discouraged worker effect. A large part of females from non-Mace-
donian origin reported that their responsibilities as caregivers to children or the 
elderly in the household restricts them to participate in the labor market. 

According to report from World Bank (2015) education is found to have 
influence on female labor force participation and yet, 51 percent of them do 
not go beyond primary education. Females with primary education or less are 
2.5 times less likely to participate in the labor market compared with males 
with same educational level. This gender gap does not exist when females 
with tertiary education are compared with males with same educational level. 
When background characteristics are controlled, education have greater im-
pact on female labor force than on male; this effect is almost four times bigger 
for completion secondary and tertiary education. In this report is explained 
that such effect could arise from the fact that females without education have 
less prospects to find job and those females usually accept traditional gen-
der norms. Traditional norms especially among the low educated females are 
preventing them to enter the labor force in Macedonia (World Bank, 2015). 
Traditional gender norms have strong influence on the labor market activity 
among ethnic minorities in Macedonia. Qualitative research of the World Bank 
(2015) revealed that females in Macedonia face several barriers to participate 
in the labor force like: social norms especially for ethnic minorities, limited 
care options for children and elderly in the household and a lack of flexible 
working arrangements. Discouraged worker effect is present in older married 
females of Macedonian ethnicity. Limitation of child-care options is explained 
trough enrolment rates in preschool: only 25 percent of children in Macedonia 
are enrolled in preschool compared to 75 percent in Europe and Central Asia. 
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Part-time working arrangements are rare in Macedonia and this affects females 
in particularly. Lack of this type of working arrangement females find as a bar-
rier of their labor force participation. 

Abazi and Atanasovska (2016) were investigating female labor force par-
ticipation in Macedonia using household data survey in cooperation with UNDP 
Macedonia in 2009. Their empirical approach relies on the neoclassical econom-
ic theory extended with some contextual factors of the Western Balkans. Abazi 
and Atanasovska (2016) found that an increase of the level of educational attain-
ment by one level increases the probability of participation in the labor market 
by 9.5 percent. Age is also found to be significant following the inverted U-curve 
where maximum participation is reached at the age of 39. Opposite to other find-
ings from the literature, marriage is found to positively affect female labor force 
participation. The probability that married female participate in the labor market 
is 10 percent higher compared to unmarried females. They explain such result 
with the economic situation in Macedonia such that the low living standard of 
the population is boosting the female labor force participation. The probability 
of females from Macedonian ethnicity to participate in the labor market is 15 
percent higher than females from other ethnicities. 

Mojsoska-Blazevski et al. (2017) investigates female inactivity in 
Macedonia. Their research is based on data collected from 2, 456 respon-
dents-females. In their research, age is found to be significant and each ad-
ditional year of age increases the chances for inactivity for 0.7 percent. They 
found that females from Albanian ethnicity have 15 percent higher probability 
of being inactive relative than females from Macedonian ethnicity. Single fe-
males have lower probability of 5.6 percent to become inactive than married 
females. Regarding education they found that females with secondary educa-
tion have 10 percent lower probability to become inactive than females with 
primary education and females with tertiary education have 23 percent lower 
probability to become inactive than females with primary education. Employ-
ment status of the husband is also found to be significant for female inactivity. 
Females with employed husbands have lower probability to become inactive in 
the labor market. The number of children in the household is found to increase 
the probability of female inactivity. They also explored the influence of the 
culture on female inactivity and found that there is a rather strong relationship 
between the culture, norms and traditions and the female labor supply. Fe-
males that hold conservative perception towards the culture and social norms 
are more likely to stay inactive. In other words, based on significance of the 
cultural index, social norms, tradition and stereotypes have strong influence 
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on female inactivity. Using econometric technique, these authors were able 
to profile the typical inactive female in Macedonia. Based on their research, 
the inactive females in Macedonia are over 50 years, from Albanian ethnici-
ty, usually married or have partner, with finished primary education, living in 
low-income households, living in the capital or other large town in Macedonia. 

2. DATA AND METHODOLOGY

1.1 Methodology
To meet the aims of this research we will use data from the World Val-

ue Survey (WVS). The WVS is a large-scale, cross-national, and longitudinal 
survey research program on basic human values. It provides insights into the 
ideas, beliefs, preferences, attitudes, values and opinions of citizens all over 
world. 

We use dataset from WVS North Macedonia. We regress the dependent 
variable (dummy variable 1=active female, 0=inactive female in the labor mar-
ket) on a set of variables grouped into: i) individual factors (age of a women, 
education, marital status, number and age of children, etc.), ii) household-re-
lated factors (household income, type of habitat) based on the findings of the 
literature review.

The econometric specification is as follows: 

P(Yi=1)=α+βAi+γBi+ γCi +µi, 

where Yi takes value of 1 if the woman participates in the labor market 
and 0 is she is inactive regarding participation in the labor market., A is a ma-
trix of individual factors as variable, B is a matrix of household characteristics, 
while C is a matrix that represents cultural and values-related variables. 

To explain how culture influences female labor force participation, we will 
follow the model of Contreras and Plaza (2010). These authors argue that eco-
nomic models are not taking into account cultural variables and their influence on 
female labor market participation. In order to examine the influence of the culture 
they have developed two indexes. Female Perception of Machista Cultural Con-
text (FPMCC) Index measures whether women have internalized machista cul-
tural values or not. Female Conservative Index measures whether women possess 
conservative culture values towards family, marriage and children. 

Female Perception of the Machista Cultural Context Index identifies 
whether women demonstrates a tendency to approve or disapprove the machista 
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cultural aspects and behaviors consistent with a machista view. Table 1 shows 
how Female Perception of the Machista Cultural Context Index is built within the 
available data set from WVS. This variable assigns value of 1 when the woman 
surveyed is at least in agreement with statement one, and is at least in disagree-
ment with statement two and three. Otherwise, the variable takes a value of 0. 

Table 1: Female Perception of Machista Cultural Context (FPMCC) Index 
Agree/
Moderately agree

Disagree/
Moderately 
disagree

Man should have more right to a job than female X
Both the husband and wife should contribute to 
household income X

Men should take as much responsibility as 
women for the home and children X

Source: Based on Contreras and Plaza, 2010.

The Female Conservative Index has a value of 1 if women tend to agree 
with statement one and disprove statements two and three. Otherwise it has 
value of 0. 

Table 2: Female Conservative Index 
Agree/
Moderately 
agree/approve

Disagree/
Moderately 
disagree/
Disapprove

If someone says a child needs a home with both a father 
and a mother to grow up happily, do you tend to agree or 
disagree?

X

If a woman wants to have a child as a single parent, but 
she doesn’t want to have a stable relationship with a man, 
do you approve or disapprove?

X

It is alright for two people to live
together without getting married X

Source: Based on Contreras and Plaza, 2010.

Variables used in this research are presented in Table 3.
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Table 3: Description of variables
Activity of the female in the labor 
market

1=active
0=no active

Age of the female Continuous variable 
Age squared Continuous variable
Marital status 1=married

0=otherwise
Level of education of the woman Edu1: 1=primary or less, 0 otherwise

Edu2:1=completed secondary education, 0=otherwise
Edu3: 1=tertiary education or higher, 0=otherwwise

Number of children Discrete variable
Religious person 1=yes; 0=otherwise
Income scale of the household Inc1: 1=poor, 0 otherwise

Inc2: 1=working class, 0 otherwise
Inc3: 1=middle class, 0 otherwise
Inc4: 1=upper class, 0 otherwise
Inc5: 1=owning class, 0 otherwise

Rural/Urban 1=female lives in urban area
0=female lives in rural area

Female Perception of the Machista 
Cultural Context (FPMCC) Index 

1=female have internalized machista cultural values
0=otherwise

Female Conservative Index 1=female have conservative cultural values
0=otherwise

1.2 Descriptive statistics of the sample
This research is based on responses of 965 women from North Macedo-

nia, from which 39% reported that they are inactive on the labor market while 
61% reported that they are active on the labour market (Figure 1). 

Figure 1: Share of females based on labour market status

Source: Authors own presentation based on data from WVS
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The average age of the females in the sample is 41, 24 years with varia-
tion around the mean of 14.93 years. Youngest female in the sample is 18 years 
old, while the oldest one has 83 years. The average number of children is 1.67 
with standard deviation of 1.26. Maximum number of children reported is 8. 
71.7% of the females are married, 34.1% live in rural area and 77% reported 
that they are religious. 35% of the females from the sample reported that they 
have finished primary education or less, 44% finished secondary education, 
while 21% have tertiary education (figure 2). 

Figure 2: Share of females based on level of education

Source: Authors own presentation based on data from WVS

Based on self reported income class, 25% reported poor, working class 
28%, middle class 25%, upper class 15% while owning class reported 7% 9 
(figure 3).

Figure 3: Share of females based developed cultural indexes

Source: Authors own presentation based on data from WVS
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Based on cultural values, only 3.3% of the females from the sample 
reported tendency to approve the machista cultural aspects and behaviors con-
sistent with a machista view. On the other hand, 28.7% reported conservative 
culture values towards family, marriage and children. 

Figure 4: Share of females based on developed cultural indexes

Source: Authors own presentation based on data from WVS

3. RESULTS

In order to test whether cultural norms and beliefs have an influence on 
female labor market participation, first we run the regression on the set of in-
dividual and household characteristics to which we add the cultural variables. 
This allows us to check stability of the parameters. 

The first model explained 45.5% (Nagelkerke R2) of the variance in 
activity of women on the labor market and correctly classified 77.8 % of cases. 
In other words, the model has relatively high explanatory power of the female 
activity. Below we present the main findings of the econometric analysis.
Table 4: Results from the regression
Variable sign Exp(B)
AGE 1, 430***
AGEsq (-) 0, 995***
Number_of_children (-) 0, 855*

EDU2 4, 24*
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EDU3 4, 975*
Marital_status 1, 407

INC1 (-) 0, 462***
INC2 (-) 0, 478***
INC3 (-) 0, 548**
INC4 (-) 0, 753
Rural_Urban_area 1, 427*

religious (-) 0, 698
Note: *, ** and *** indicate significance at the 
10, 5 and 1% level, respectively.

 

Analyzing individual factors we found that women with a finished ter-
tiary level of education or more are 4.975 times more likely to participate in 
the labor market than women with a finished primary education or less, oth-
er things being equal. Results from the influence of education on female la-
bor force participation are in line with the findings from Contreras and Plaza 
(2010) and Liu and Noback (2010). Women whose highest level of education 
is finished secondary education tend are 4.24 times more likely to participate 
in the labor market than women with a finished primary education or less, 
other things being equal. Oposite from the findings in the literature reviews 
(Contreras and Plaza, 2010; Daviogly and Kirdar, 2010; Hosney, 2016), being 
married is not statistically significant. Number of children is found to be statis-
tically significant and it is negatively associated with the activity of women, an 
increasing number of children will reduce the likelihood of being active on the 
labor market by 0.855, other things being equal.

Evidence suggests that the increase in age is associated with an increased 
likelihood of activity on the labor market by 1.43 times, other things being equal. 
We were able to capture the non-linearity of this variable i.e. we find evidence 
of an inverted U-shape relationship between age and activity, which is in line 

Marija Andonova
DETERMINANTS OF FEMALE ACTIVITY IN MACEDONIAN LABOR MARKET ...



58

Economic Development No. 2-3/2021

with results from other researchers presented in the literature review. From the 
regression, the likelihood of activity increases with age until women turn 35.8 
years. Afterwards, the activity declines. Income level is also found to be signif-
icant variable. Females who classified their income level as poor are 0.462 time 
less likely to participate in the labor market than females who classified their 
income level as owning class, other things being equal. Females who classified 
their income level as working class are 0.478 times less likely to participate in 
the labor market than females who classified their income level as owning class, 
other things being equal. Similar, females who classified their income level as 
middle class are 0.548 times less likely to participate in the labor market than 
females who classified their income level as owning class, other things being 
equal. In line with the findings from Oruc (2017) females who live in urban ar-
eas are 1.427 times more likely to participate in the labor market compared with 
females from rural areas, other things being equal. 

Adding the cultural variables to the regression revealed that women 
with conservative values and norms are much less likely to participate in the 
labor market. 

Table 5: Cultural indexes
Variable sign Exp(B)
FMPCC (-) 0, 828
Conservative_index (-) 0, 751*

Note: *, ** and *** indicate significance at the 10, 5 and 1% level, respectively.

In particular, women who demonstrate conservative values are 0.751 
times less likely to participate in the labor market than women not demon-
strating conservative cultural values and norms toward family, children and 
marriage, the rest being equal. Opposite to the findings from Contreras and 
Plaza (2010) we have found that female female perception of machista cultural 
context index is not statistically significant. 

4. CONCLUSION

Participation of the women in the labor force is a crucial ingredient in 
the socio-economic development of a country since it promotes efficiency and 
equity. Therefore, increasing the rate of the women who participate in the labor 
market is one of the long-term goals that developing countries try to achieve. 
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In order to understand the environment in which woman shape their decision 
whether to participate in the labor market or not, this paper has tried to identi-
fy how personal and household characteristics along with cultural dimension 
might stimulate or hinder female labor force participation in Macedonia. 

Concerning the personal characteristic of the women in Macedonia and 
their impact on labor force participation results suggest that age and level of 
education have strong influence. Increase of the age of the women increase the 
likelihood of their participation in the labor market until they reach 38.5 years. 
After that age, the positive effect of age on the labor market participation turns 
into negative effect. Regarding the level of education, results suggest that high-
er level of education is related to higher labor force participation of women. 
This is expected since wages of females with little or no schooling are low and 
the opportunity cost of staying at home taking care of the children or elders 
is higher than entering the labor market. On the other hand earnings of high 
educated females are higher thus participation is higher. Women with tertiary 
education have 4.975 times higher likelihood of being active relative to women 
with primary education. 

Oposite from the findings in the literature reviews being married is not 
statistically significant. As expected, living in urban areas in Macedonia have 
positive effect and increasing number of children of a woman has negatively 
affects her participation in the labor market. Job opportunities are higher in ur-
ban areas in Macedonia since: (i) rural areas are faced with low job opportuni-
ties outside of the agricultural sector and (ii) rural areas are faced with decrease 
in population because of migration of the people in the urban areas in Mace-
donia or moving abroad. Lack of child care facilities and traditional role of the 
women primarily as caregiver constrain her participation in the labor market. 
Although private kindergartens and similar day care institutions exist (mainly 
in the capital) they are not affordable for majority of the households. On the 
other side, public kindergartens are not expensive but in urban areas where 
there is a higher density of population, access to this type of childcare facilities 
is restricted. Women in Macedonia whose household income is on the lower 
scales have higher incentives to participate in the labor market than women 
whose household income was identified as wealthy. Women in Macedonia who 
tend to have conservative values toward family, children and marriage partic-
ipate less in the labor market than women who don’t share the same values 
and norms. This finding is in line with the traditional role of the women in the 
families as well as division of the household duties with respect to gender. 
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Abstract

Microfinance and mobile money have recently become very popular 
globally. There is hardly a country in the world that is not using the benefits of 
microfinance and mobile banking. Digitization increasingly intensify their use. 
However, the different degree of development of economies and digitalization 
level determinate the use of these categories in the various regions and in the 
countries with different income levels. Hence, the purpose of this paper is to 
explore whether there are statistically significant differences in the level of 
microfinance and mobile money between regions, but also between grouped 
countries based on different income levels. The research is based on the var-
ious available data and indicators regarding microfinance and mobile money 
that are used as observation in the one-way ANOVA analysis. The analysis 
indicates significant differences in the level of microfinance and mobile money 
according to the income levels of the countries. Namely, the countries with 
higher level of income have higher level of microfinance and mobile money. 
Also, no evidence was found of differences in microfinance levels between the 
regions proposed for testing as groups.
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Introduction

Microfinance is part of the revolutionary changes within the financial 
industry, with a significant increase in clients over the past years. Along with 
the technological development in the banking and financial sector, it has ex-
panded beyond traditional financing practices.

Over the past three decades, microfinance has given millions of peo-
ple access to financial services for the first time. As such, it is interesting to 
observe how mobile money lenders and microfinance institutions (MFI) are 
beginning to work together to further improve the quality and range of finan-
cial services available to the poor. It is becoming increasingly clear that the 
assets and capabilities of microfinance institutions and mobile money service 
providers are complementary.

As the entire financial world goes digital and there are no “borders” 
left, the process of microfinance digitalization can no longer be avoided. Mi-
crofinance institutions are taking progressive steps towards embracing digital 
finance, often starting with digitization of existing products, services and 
operations, either by using mobile devices, partnering with a digital financial 
service provider or developing a proprietary agency network.

Providing financial services through digital platforms allows the user 
to borrow, save and transfer money relatively easily. In addition, the digitali-
zation of financial services has become particularly important in accelerating 
financial inclusion. Globally, low-income people remain financially excluded, 
without access to institutionalized financial services, in part because of deliv-
ery costs but also because of distance barriers.

Hence, it is quite remarkable to understand if there are differences in 
in the level of microfinance and mobile money between regions, but also be-
tween grouped countries based on different income levels.

1. MICROFINANCE AND MOBILE MONEY IN A 
CONTEMPORARY DIGITAL WORLD 

The expansion of mobile money, the rise of FinTech and the intro-
duction of blockchain, the super platforms and artificial intelligence have 
all changed the traditional forms of financial services. Traditional financial 
services and channels have evolved from brick and mortar into digital. The 
expansion of digital financial services (DFS) meant more financial assets and 
easier access to financial inclusion for everyone. The global Findex 2017 de-
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termined that 3, 8 billion people (69% of the adult population) possess a fi-
nancial account (bank and mobile money), which is an increase of 1, 2 billion 
people with regard to 2011. In Sub-Saharan Africa, one in five adults now has 
a mobile money account, more than double as in 2014.1

Digital transformation is also changing the manner of operation within 
the microfinance sector. Within the last 10 years, the providers of microfi-
nance are engaged with new participants in the field, who are using technol-
ogy to enable a facilitated access to financial services intended for the low 
income population. Nowadays, the providers of microfinance must adjust by 
adaptation, starting with digitalisation of the existing products and services 
up to full digital transformations of the processes for introducing new prod-
ucts and services. Information and communications technology/ies (ICT) are 
defined as, , technologies that facilitate communication and the processing 
and transmission of information by electronic means”.2 Over the last years, 
practitioners have hoped that ICT will become a powerful tool for economic 
growth, by facilitating the generation of income and by elevating poverty in 
the developing countries.3

This attitude is shared by many in the microfinance sector. The revo-
lutionary form of application and expansion of ICT on global level, such as 
mobile phones and tablets represent microfinance institution with endless op-
portunities for improving efficiency and productivity, as well as for improving 
customer service by providing a range of affordable, convenient and secure 
financial services.4 The providers of financial services through digital plat-
forms enables the user to borrow, save and transfer money relatively easily.5 
Furthermore, the digitalisation of financial services has become particularly 
significant for accelerating financial inclusion.6 

1 The Global Findex Database 2017, available at: http://globalfindex. worldbank.org/
2 Marker, P., McNamara, K. and Wallace, L. The Significance of Information and Communi-
cation Technologies for Reducing Poverty, DFID, London., 2002
3 Warschauer, M. Technology and Social Inclusion: Rethinking the Digital Divide. MIT Press, 
Cambridge, MA., 2004
4 Radev, K. “Face the New Reality: the World has Changed”, in Microfinance Barometer 
2015, pg. 6, Convergences, Paris, 2015
5 Wensley, M. “The Challenge of Digital Finance: Moving from Initial Take-up to Regular 
Usage” in Microfinance Barometer 2015, Convergences, Paris, 2015, pg. 5. 
6 Klapper, L. and Singer, D. “The Opportunities of Digitizing Payments” World Bank Devel-
opment Research Group, Washington, DC., 2014



67

Globally, two billion people remain financially excluded, without ac-
cess to institutionalised financial services, 7 partly due to shipping costs, given 
the small amount of transactions as well as distance obstacles.8 The inability to 
develop effective ways to deliver products and services to these low-income, 
and financially excluded customers prevents microfinance institutions from 
reaching more people.

Such high transaction costs and regulatory constraints are particularly 
present in Africa, where population density is relatively lower than in Asia.9 As a 
result, the microfinance institutions in this region are currently investing in digi-
talisation of financial services. Further accelerated adoptation of ICT in banking 
and microfinance should be expected in the future. Nonetheless, it can be argued 
that given the current state of continuous progress in ICT, a new wave of techno-
logical innovation in the microfinance industry is inevitable and that in order to 
be able to compete and prevail, all MFI at one point shall have to digitalize their 
process of gathering information and their delivery channels.10 

In the microfinance sector, digitalisation takes place in two different 
forms. The first may take the form of automation of the process for gathering 
information, also known as DFA11 and the second may take the form of auto-
mation of the channels through which the financial services are delivered.12 
Some of these innovations include the use of tablets or other smart devices by 
loan officers to collect and handle customer information, mainly in the early 
stages of the loan process. With regard to the latter, the cutting-edge innovation 
that has revolutionized the providing of microfinance services is the use of 
mobile phonse, M-Pesa pioneers in Kenya, who are considered as founders of 
the non-banking approach. 

7 Demirgüç-Kunt, A., Klapper, L., Singer, D. and Van Oudheusden, P. “The Global Findex 
Database 2014: Measuring Financial Inclusion around the World.” Policy Research Working 
Paper 7255, Washington, DC: World Bank, 2015
8 Sharma, A. “Developing Sustainable Microfinance Systems”, in Rejuvenating Bank Finance 
for Development in Asia and the Pacific, UN Economic and Social Commission for Western 
Asia and Asian Development Bank, 2002, 123-135.
9 Mokaddem, “Concept Note on Microfinance Scaling Up In Africa: Challenges Ahead and 
Way Forward”, African Develoopment ank. Available, 2009
10 Kauffman and Higgins, “Information and Communication Technology and the Sustainabil-
ity of Microfinance”, Electronic Commerce Research and Applications, 2012, p: 450–468.
11 Accion, Channels and Technology Digital Field Applications: Case Study, Boston, 2015
12 Breul and Tar, “The New Digital Experience of Microfinance Clients”, in Microfinance 
Barometer 2015, Convergences, Paris, 2015, pg. 8
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2. THE DIFFERENCES IN MICROFINANCE AND MOBILE 
MONEY WITHIN DIFFERENT REGIONS AND COUNTRIES 
GROUPS WITH DIFFERENT LEVEL OF INCOME

Microfinance and mobile money have recently become very popular 
globally. There is hardly a country in the world that is not using the benefits of 
microfinance and mobile banking. The purpose of this research is, based on the 
available data regarding microfinance and mobile money, to examine whether 
there are statistically significant differences in the level of microfinance be-
tween regions, but also between countries grouped together based on different 
income levels.

For the purposes of the analysis, data from Global Findex for 2017 
have been used as the last available year for selected indicators that represent 
microfinance and mobile money in several regions and groups of countries by 
income level. The application of the remaining indicators in this research is 
limited by the lack of data for certain indicator with regard to selected groups 
and regions.

Table 1. Microfinance and mobile money indicators - Data in percentage of the total 
population, including persons over 15 years by region and income level

Region Open 
accounts

Accounts 
in financial 
institutions

Withdrawal 
of funds 
during the 
last year of 
the financial 
institution 
(by persons 
who own 
accounts)

Loans for 
staring, 
current 
operations 
or 
expanding 
of farm or 
business

Loans 
from 
financial 
institutions 

Using 
telephone 
or internet 
to access 
a financial 
institution 
account 
(by persons 
who own 
accounts)

East Asia and 
Pacific 0.74 0.73 0.78 0.12 0.11 0.44

Europe and 
Central Asia 0.81 0.81 0.89 0.19 0.15 0.45

High income 0.94 0.94 0.92 0.27 0.19 0.55

Low income 0.35 0.24 0.55 0.06 0.07 0.17
Lower middle 
income 0.58 0.56 0.51 0.05 0.08 0.10
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Middle East 
and North 
Africa

0.48 0.47 0.78 0.09 0.09 0.25

High income: 
OECD 0.95 0.95 0.93 0.28 0.20 0.57

Sub-Saharan 
Africa 0.43 0.33 0.65 0.05 0.07 0.24

Source: https://globalfindex.worldbank.org/ retrieved on 17.01.2021

The basic assumption of the analysis is that the different selected indi-
cators for microfinance and mobile money and the data, homogeneously and 
unilaterally represent the impact of microfinance and mobile money in dif-
ferent regions, but also per groups of countries with different income levels. 
Further in the analysis, these indicators are used as observation in the one-
way ANOVA analysis. 

The one-way analysis of variance (ANOVA) is used to determine 
whether there are any statistically significant differences between the means 
of three or more independent (unrelated) groups of data. The analysis deter-
mines whether the differences between the mean values were the result of 
coincidence or whether they are significant differences in the observation of 
different groups. The purpose of this ANOVA analysis is to determine wheth-
er there are statistically significant differences in microfinance and mobile 
money between different categories of countries with respect to their income 
and their regional position.

In all the cases of comparison the following hypotheses will be tested:
H0: Mean values are equal between groups    
H1: Mean values are different between groups 
Essentially, the hypotheses test for differences in microfinance and dig-

ital money between the groups that are tested. If the H0 hypothesis is accepted 
and the mean values are equal, then we can say that there is no difference be-
tween microfinance and mobile money in the groups of countries being tested. 
If the H1 hypothesis is accepted and the mean values are different, then it can 
be said that the differences in the values of the indicators by groups are of an 
essential nature and are not the result of random variations in the values.

One reference value for accepting the null hypothesis is when the F test 
value of the ANOVA statistic is lower than the F critical value. The reference val-
ue for accepting the H0 hypothesis in the case of p-value is when it is higher than 
0.05. This means that the null hypothesis is accepted and that the means are equal 
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between the groups, i.e. that there are no significant differences between the val-
ues of the groups. Hereinafter is the overview of the values of the indicators and 
the calculations of the ANOVA statistics at the level of significance of 0.05 (alpha 
= 0.05) of the microfinance and mobile money indicators by level of income and 
by regions. In the first case, the H0 hypothesis of non-existence of differences in 
microfinance and mobile money at different income levels is tested.

Table 2. Overview of the indicator values by income level with OECD countries
Groups Middle Variance
High income 0.6345 0.1213
Low income 0.2395 0.0348
Low-middle income 0.3126 0.0674
High income: OECD 0.6440 0.1210

Source: Authors’ calculations

Table 3. ANOVA statistics of indicators by income level of OECD countries
Sources of variations F P-value F crit
Between groups 3.126785 0.048686 3.098391

Source: Authors’ calculations 

This means that there are statistically significant differences in microfi-
nance and mobile money between different groups. If we take into account the 
mean values in different groups of countries, we can conclude that the mean 
values are higher in high-income countries, while they are lower in lower-in-
come countries. According to this, one of the conclusions is that microfinance 
is largely dependent on the income level of countries. This practically means 
that countries with higher income levels have higher levels of microfinance 
and mobile money, while those with lower income levels have lower levels 
of microfinance and mobile money. This shows that despite the availability of 
microfinance and mobile money in low-income countries, it is still not at the 
same level as in high-income countries. 

Hereafter are presented the ANOVA statistics with the microfinance and 
mobile money indicators in different regions. The idea of such a distinction 
is to determine the impact of regional affiliation based on the differences in 
the level of development of microfinance and mobile money. In the this case, 
the H0 hypothesis of non-existence of differences in microfinance and mobile 
money at different regions, is tested.
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Table 4. Overview of value of indicators per regions
Groups Middle Variance
East Asia and Pacific 0.4865 0.0979
Europe and Central Asia 0.5524 0.1103
Middle East and North Africa 0.3588 0.0709
Sub-Saharan Africa 0.2931 0.0518

Source: Authors’ calculations

Table 5. ANOVA statistics of indicators per regions
Sources of variations F P-value F crit
Between groups 1.009886 0.409013546 3.098391

Source: Authors’ calculations

The results of ANOVA statistics F (1.009886)< Fcrit (3.098391) and 
p value of 0.409013546 show that the H0 hypothesis of equality of the mean 
values between the groups of countries is accepted. This means that there are 
no statistically significant differences in microfinance and mobile money be-
tween different groups per presented regions. Based on such findings it can be 
concluded that microfinance is not dependent on the country’s affiliation in a 
particular region. This practically means that the level of development of mi-
crofinance and mobile money according to the proposed regional grouping is 
almost equal for all regions. 

Conclusion

The digitalisation of financial services is very important for the entire 
discourse of financial inclusion. Despite the joint efforts to provide access to fi-
nancial services to people with low-income over the past two decades, the fact 
that two billion people still have no bank accounts is troubling. Hence, a need 
to promote digital finances arises as a key to tackling financial exclusion. This 
paper analysed the differences in the level of microfinance and mobile money 
between regions and between countries grouped together based on different 
income levels. 

The empirical part of this paper consisted of an ANOVA analysis on 
selected financial indicators with special importance for microfinance and mo-
bile money. With regard to the first case where differences in microfinance and 
mobile money were tested at different income levels, it was concluded that 
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there were significant differences in the level of microfinance and mobile mon-
ey according to the income levels of the countries. In practice it was shown that 
the countries with higher level of income have higher level of microfinance 
and mobile money. In the latter case, no evidence was found of differences in 
microfinance levels between the regions proposed for testing as groups.
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Abstract:

This paper explores entrepreneurship and the advancement of entrepre-
neurial skills of the employees in the public sector in North Macedonia, i.e., 
in the public enterprises. The primary goal of public enterprises is to increase 
social welfare and protect the public interest, unlike private sector companies 
whose main goal is to profit. Mayor findings of the paper revealed that employ-
ees in the public sector in North Macedonia have a high degree of advancement 
in entrepreneurial skills, such as creative thinking, planning, and research, de-
cision making, etc. On the one hand, the respondents’ level of education in the 
survey significantly impacts the knowledge and use of entrepreneurial skills. 
In contrast, on the other, the restraint that employees have from managers and 
superiors in the public sector is an essential factor in limiting the use of entre-
preneurial skills. Consequently, this is reflected in the unsatisfactory quality of 
services of the Macedonian public administration, for which many recommen-
dations and reforms were proposed in the past.

Keywords: public entrepreneurship, public administration
JEL classification: H11, H83

Introduction

Citizens’ satisfaction as users of public services is crucial for institu-
tions that offer public services. Changing the entrepreneurial skills in the oper-
ation of public enterprises reflects on the quality of public services and the sat-
isfaction of the citizens as users. In this way, the trust in the public institutions 
is significantly improved, while the level of satisfaction of the citizens from the 

* State advisor at the Ministry of Defense of Macedonia
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use of public services is increased. Therefore, the promotion of entrepreneurial 
skills in the operation of public enterprises is of particular importance.

Public services are primarily related to local self-government and the 
quality of life of citizens. The role and importance of entrepreneurial skills are 
crucial in advancing civil society, creating local policies, improving public 
services, and citizens’ quality of life. The effects arising from the services pro-
vided by the public administration are challenging to assess according to their 
quality and imply a high level of staff training and education, which contrib-
utes to improving cooperation with its target users to improve their satisfaction. 
According to Kotler and Lee1, the benefits of incorporating public entrepre-
neurship can lead to improved services and increased satisfaction, which then 
leads to increased revenue, improved business efficiency, and performance, 
and support future funding needs. 

For almost 30 years, the Republic of North Macedonia has made con-
tinuous efforts and reforms in public administration; however, the situation 
is far from satisfactory, lacking harmonization with European standards. The 
increased number of employees in the public sector and the constant politici-
zation do not fulfill the European standards and the pace of economic develop-
ment in North Macedonia. This paper researches the topic of public entrepre-
neurship and the need for implementation in Macedonian public administra-
tion. The methodology used in the article is a survey on the knowledge and use 
of entrepreneurial skills of public administration employees, which shows the 
personal development and the level of usage of these skills in the daily work 
responsibilities.

1. THEORETICAL BASIS

Public entrepreneurship is defined by Leyden and Link (2015)2 as termi-
nology for promoting innovative public policy initiatives that generate greater 
economic prosperity by transforming the economic environment into a more 
conducive environment. In today’s economy, entrepreneurship in the public 
sector affects that transformation primarily by increasing the effectiveness of 
knowledge networks, i.e., by increasing the heterogeneity of experiential links 

1 Social Marketing: Influencing Behaviors for Good By Philip Kotler and Nancy R. Lee. Los 
Angeles: Sage Publications, 2009, 446 pp
2 Leyden, D. P., & Link, A. N. (2015). Public sector entrepreneurship: U.S. technology and 
innovation policy. New York: Oxford University Pres, p.10.
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between economic units and their ability to exploit such diversity. It needs to 
be recognized by the political authorities to allow the application of new tech-
nology and thus more innovation in the economy.

Otherwise, the relationship between the private and public sectors is 
theoretically highly exploited, especially by Reinhart and Rogoff3. In light of 
the recent global financial crisis, they recognize the numerous entrepreneurial 
opportunities of public authorities and bodies. Calls for entrepreneurship and 
innovation in the public sphere are causing increasing attention, both in theory 
and practice.

Public entrepreneurship is enabled and limited by the political system 
and the institutional context (Maguire et al., 2004; Henisz and Zelner, 20054). 
That is why it is intertwined with the theory of management, political science, 
international business, entrepreneurship, and so on.

In this context, we can mention the importance of social entrepreneur-
ship, which is a process of creating socio-economic structures, relationships, 
institutions, organizations, and measures, which result in sustainable social 
benefits. It is a model of using entrepreneurial behavior more for socially ben-
eficial than for-profit purposes; in other words, profit or generated profit is used 
to benefit certain socially excluded or socially disadvantaged groups, creating 
innovation, environmental protection, or improving certain social conditions5.

The importance of entrepreneurship in the public sector is an area of   
growing interest. The issue of management is of great importance for any or-
ganization because good management is essential for the progress of any com-
pany and its success in the market. However, entrepreneurship and the func-
tions of management: planning, organizing, managing, and controlling public 
enterprises are conditioned by the state, which owns these enterprises. The 
specificity of the entrepreneurial operation of public enterprises arises from the 

3 M. Reinhart & Kenneth S. Rogoff, This Time Is Different Eight Centuries of Financial Folly 
Carmen, 2009, p. 15.
4 Maguire, S. Hardy, C. & Lawrence, T. B. (2004). Institutional Entrepreneurship in Emerg-
ing Fields. Academy of Management Journal, 47: 657-679; Henisz, W. J. & Zelner, B. A. 
(2005). Legitimacy, Interest Group Pressures and Change in Emergent Institutions: The Case 
of Foreign Investors and Host Country Governments. Academy of Management Review, 30: 
361-382
5 Communication from the Commission to the European Parliament, The Council, The Eu-
ropean Economic and Social Committee and The Committee of the Regions (2011), Social 
Business Initiative Creating a favorable climate for social enterprises, key stakeholders in the 
social economy and innovation Brussels, 25.10.2011 COM(2011) 682 final.
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opposing commercial and non-commercial goals, which are set before these 
enterprises.

In general, public and private entrepreneurship share the essential char-
acteristics but differ in terms of defining and measuring objectives, which arise 
from the different objectives that public sector enterprises have concerning 
private enterprises. The main element of entrepreneurship in a given organiza-
tion and environment is the management6, but also the other employees in dif-
ferent positions. In a dynamic environment, it is essential for entrepreneurs to 
have the ability to think creatively, i.e., to constantly find new solutions to the 
problems arising from everyday work. As entrepreneurs in public enterprises, 
which are vital for improving the social welfare of the country, they need to 
constantly come up with new ideas and make good decisions about opportuni-
ties and potential projects. 

An important skill that builds on the ability to think creatively, which 
entrepreneurs in public enterprises should possess, is communication. Their 
success as entrepreneurs is determined mainly by their ability to communicate 
to be able to successfully present their ideas to others. Communication skills 
will help them share and clearly present their ideas and projects. It is also es-
sential for public sector employees to have entrepreneurial skills related to the 
ability to face and manage risks, which are an integral part of the operation 
of all companies. Successful entrepreneurs are not only willing to take risks, 
but they are also able to identify and assess risks and come up with alternative 
plans in the event of the worst-case scenario. 

Planning, on the other hand, as the next skill or ability that entrepreneurs 
in the public sector should possess, means setting goals and defining when each 
of them will be achieved, but also identifying alternative courses of action to 
achieve the goals. After evaluating the various alternatives, entrepreneurs must 
decide the best course of action to achieve the goals. They must then formulate 
the necessary steps and ensure the effective implementation of the plans. Finally, 
entrepreneurs who have the planning skills need to constantly evaluate the suc-
cess of their projects and take corrective action when needed.

In order to be able to make decisions correctly, entrepreneurs need to 
have the ability to create and implement an appropriate strategy, to make deci-
sions in public enterprises, but also the ability to timely change or adjust as a 
result of new or changing environmental factors.

6 Jarna Heinonen, ENTREPRENEURSHIP IN PUBLIC SECTOR ORGANISATIONS, Turku 
School of Economics and Business Administration, Small Business Institute, Turku, Finland, 
p. 5. 
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The skill of entrepreneurs to manage human resources is characteristic 
of entrepreneurs in private enterprises, whose goal is to maximize the produc-
tivity of the enterprise by optimizing the effectiveness of employees. But it is 
also vital for entrepreneurs in public enterprises to successfully manage human 
capital. Their goal is to maximize employee productivity, to manage employ-
ees within organizations, to take care of their training and development, but 
also to evaluate and reward their activity. The ability to manage human capital 
may be one of the most critical skills and abilities that entrepreneurs should 
possess, given that human resources are the most vital assets of an organiza-
tion, and a business cannot be successful without the effective management of 
this resource.

Entrepreneurs in public enterprises, as well as entrepreneurs in the private 
sector, need to have the ability to organize employees. Organizing is a function of 
management which means developing an organizational structure and allocating 
human resources to ensure the achievement of goals. Organizing at a certain lev-
el of work means how best to design individual jobs to make the most effective 
use of human resources. In doing so, decisions must be made about the duties 
and responsibilities of individual jobs, as well as how the responsibilities should 
be performed. Like private companies, public sector companies need employees 
with entrepreneurial skills who know how to build and manage a team. Team-
work is the ability to lead and manage many people who need to work together. 
Given that the team has been proven to be able to make better decisions than an 
individual, team unity is crucial to the success of any organization.

Open communication is needed to build a successful team with clear 
roles and responsibilities, an appropriate team leader, authority for team mem-
bers, and a reward system. In this context, it is necessary for entrepreneurs to 
build the team first, motivate the team members, manage the team, and get 
maximum results from it. Entrepreneurs need to apply creative and practical 
solutions to overcome communication barriers, enable the exchange of ideas 
and harmonize differences within the team. Entrepreneurs should also moti-
vate their members to perform work responsibilities. Promising entrepreneurs 
need to research what motivates employees and then try to create conditions in 
which they will be motivated to work.

Finally, it is essential to note that although the primary goal of public 
enterprises is not to maximize profits, entrepreneurs in these enterprises should 
have the ability to manage the financial resources of the institution. They need 
to manage cash flows, assess financial needs, and identify sources of capital, 
just like entrepreneurs in private enterprises.
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2. RESEARCH AND RESULTS

In order to determine the level of application of entrepreneurial skills 
in the Macedonian public enterprises, as well as the result of the reforms in the 
public administration in the last two years, research was conducted through 
a survey throughout the country. The research was conducted on a sample of 
184 (107 men and 77 women) respondents employed in public administration, 
where most of the respondents are in the age category of 36-45 years. For the 
needs of the research, an appropriate questionnaire has been developed that 
covers all aspects of entrepreneurship and the most essential skills that define 
the entrepreneur. The purpose of the questionnaire is self-assessment and eval-
uation of the entrepreneurial abilities of the employees in the public adminis-
tration. In the questionnaire, each entrepreneurial skill is presented through 4 
levels of use of the appropriate skill in the daily work responsibilities of the 
randomly selected employees in the Macedonian administration, with different 
work responsibilities. Thereby, the analysis shows the level of development 
of entrepreneurial skills in public administration employees, as well as the 
experience gained for each skill. At the same time, the questions allude to the 
application of these techniques and skills in the performance of the day-to-day 
tasks in the work of public administration. The data obtained from the analysis 
of the entrepreneurial skills are presented in charts.

The questions in the survey refer to and cover the use and knowledge of 
the following entrepreneurial skills:

• Creative thinking (innovation in the implementation of work responsi-
bilities that lead to the more efficient and effective completion of work 
responsibilities)

• Planning and research (planning and research of work tasks in order to 
increase the success of work responsibilities)

• Decision making (making decisions vital for the work of the sector 
under given conditions)

• Organizing (organizing work and work responsibilities in order to be 
more efficient)

• Oral communication (presentation of ideas and opinions to others, in 
order to concisely perform the tasks)

• Written communication (clear and concise written communication at a 
business level)

• Team building and management (the process of creating a team and 
demonstrating leadership skills in its management)
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• Marketing (using the methods and process of marketing and market anal-
ysis for the needs of the public sector in the performance of work tasks)

• Storage and maintenance of information (the process of keeping an 
archive of data of the work through the use of information technology)

• Project management (using the methods of project management for 
project execution for the needs of the public sector when fulfilling 
work tasks)

• Risk analysis (knowledge of methods for risk analysis and their use in 
performing and managing work tasks and projects)

• Financial management (use of techniques and tools of financial man-
agement in performing work tasks)

• Human resource management (application of methods for recruitment, 
selection, management, and motivation of human resources in the per-
formance of work tasks).

In addition, an analysis was made on the received answers to the ques-
tions from the survey.

Chart n. 1: Knowledge and use in daily work responsibilities of creative thinking as an 
entrepreneurial skill among public sector employees in North Macedonia

Source: Individual research

The first question, regarding the knowledge and use of creative thinking 
in the daily work responsibilities of employees, the most significant percentage 
of respondents answered that they have a high level of creative thinking. In 
contrast, the smallest number of respondents consider it to be underdeveloped 
(see Chart 1).
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Chart n. 2: Knowledge and use in daily work responsibilities of planning and research as 
an entrepreneurial skill among public sector employees in North Macedonia

Source: Individual research

In terms of knowledge and use in the daily work responsibilities of plan-
ning and research, 70% of respondents consider it to be at a high level. In con-
trast, the smallest number of respondents consider it to be at a basic level. This 
shows that the planning and research of work tasks in order to increase the suc-
cess of work responsibilities are deemed appropriate and applied (see Chart 2).

Chart n. 3: Knowledge and use in daily work responsibilities of decision making as an 
entrepreneurial skill among public sector employees in North Macedonia

Source: Individual research

For the decision-making process, 51% of respondents believe that their 
knowledge is at a high level, while 14% of respondents believe that it is at a 
basic level (see Chart 3).
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Chart n. 4: Knowledge and use in daily work responsibilities of organizing as an entre-
preneurial skill among public sector employees in North Macedonia

Source: Individual research

For the organization of work and work responsibilities in order to be 
more efficient, most of the respondents consider that it is at a high level. In con-
trast, the least number of the respondents consider that it is still undeveloped 
as a skill (see Chart 4).

Chart n. 5: Knowledge and use in daily work responsibilities of oral communication as 
an entrepreneurial skill among public sector employees in North Macedonia

Source: Individual research

Regarding the knowledge and use of oral communication in the daily 
work responsibilities, it can be concluded that the most significant percentage 
answered that this activity is at a high level. In contrast, 33% of the respon-
dents answered that it is intermediate-level (see Graph 5).
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Chart n. 6: Knowledge and use in daily work responsibilities of written communication 
as an entrepreneurial skill among public sector employees in North Macedonia

Source: Individual research

In terms of written communication, the most significant percentage of 
respondents answered that it is at a high level. In contrast, the smallest number 
of respondents answered that it is underdeveloped (see Chart 6).

Chart n. 7: Knowledge and use in daily work responsibilities of team building and man-
agement as an entrepreneurial skill among public sector employees in North Macedonia

Source: Individual research

In terms of team building and management (the process of creating a 
team and demonstrating leadership skills in its management), the most signifi-
cant percentage of respondents answered that it is at a high level (see Chart 7).
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Chart n. 8: Knowledge and use in daily work responsibilities of marketing as an entre-
preneurial skill among public sector employees in North Macedonia

Source: Individual research
One of the critical issues is the application of marketing in public sector 

organizations, which is essential for both the internal and external environ-
ment. For this, the most significant percentage of respondents answered that 
this activity is at an intermediate level, while 35% of respondents answered 
that it is at a high level. This means that the use of marketing methods and 
process and market analysis for the needs of the public sector in fulfilling the 
tasks is advanced (see Chart 8).

Chart n. 9: Knowledge and use in daily work responsibilities of storage and maintenance 
of information as an entrepreneurial skill among public sector employees in North Mace-
donia

Source: Individual research

Regarding the knowledge and use in the daily work responsibilities of 
storage and maintenance of information, it can be concluded that the highest 
percentage of respondents answered that this activity is at a high level. In con-
trast, the lowest percentage of respondents answered that it is underdeveloped 
(see Graph 9).
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Chart n. 10: Knowledge and use in daily work responsibilities of project management as 
an entrepreneurial skill among public sector employees in North Macedonia

Source: Individual research

Regarding the knowledge and use of project management in the daily 
work responsibilities, it can be concluded that the highest percentage answered 
that this activity is at a high level. In contrast, the lowest percentage of respon-
dents answered that it is underdeveloped (see Chart 10).

Chart n. 11: Knowledge and use in daily work responsibilities of risk analysis as an en-
trepreneurial skill among public sector employees in North Macedonia

Source: Individual research

The knowledge and use of the methods for risk analysis in the daily 
work responsibilities, the most significant percentage of respondents (41%) 
consider it to be at a high level. In comparison, 38% of the respondents consid-
er it to be at an intermediate level. These results indicate an advanced level of 
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risk analysis among public sector employees (see Chart 11).
Chart n. 12: Knowledge and use in daily work responsibilities of financial management 
as an entrepreneurial skill among public sector employees in North Macedonia
 

Source: Individual research

The most significant percentage of respondents consider the knowledge 
and use of financial management in the daily work responsibilities to be at a 
high level. In contrast, the lowest percentage of the respondents consider it to 
be underdeveloped (see Chart 12).

Chart n. 13: Knowledge and use in daily work responsibilities of human resource man-
agement as an entrepreneurial skill among public sector employees in North Macedonia

Source: Individual research

In terms of knowledge and use of human resource management in the 
daily work responsibilities, the most significant percentage of the respondents 
think that this tool is at a high level of its application. In contrast, 30% of re-
spondents consider it to be at an intermediate level (see Chart 13).
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Conclusion

From the theoretical elaboration and analysis of the research results, it 
can be concluded that most employees in public enterprises have a high level 
of knowledge and use of entrepreneurial skills. Although most of the respon-
dents think that the knowledge and use of financial management and risk anal-
ysis are at a high level, a significant number have a basic or intermediate level 
of knowledge. An exception is the knowledge and use of marketing, where 
most of the respondents are at an intermediate level.

Entrepreneurial skills are essential for the development and improve-
ment of the efficiency and effectiveness of employees in public enterprises. 
Their knowledge and implementation in their daily work tasks can signifi-
cantly improve the work of the public sector and further improve public ser-
vices. The research shows a solid representation of entrepreneurial skills in 
public enterprise employees. However, still, many respondents have underde-
veloped entrepreneurial skills, which is a worrying signal of their efficiency 
and effectiveness.

It must be noted that the high level of education of the respondents has a 
significant impact on the obtained results. The announced reforms in the public 
administration have shown that the progress of the entrepreneurial skills of the 
employees in the public administration is continuously improving. However, 
the poor application, together with the restraints and limits that managers and 
superiors impose on employees, remain one of the main issues for effective 
and efficient public administration in North Macedonia.

It is evident that reform in the public administration in the country is 
necessary. According to the recommendations of the European Commission, 
further deregulation is needed, but a real one, with a professional and indepen-
dent administration, which requires real management, to be part of the Europe-
an administrative space. This means adhering to the principles of employment 
and promotion based on merit, clear and transparent criteria for employment, 
criteria for appointment of senior management positions that are clearly regu-
lated, unification of the salary system, criteria for reward and career develop-
ment, changing the approach to training, and treating accountability as an indi-
cator of establishing effective administration. Given the presented theoretical 
knowledge and modern practices for public entrepreneurship, there is much 
room for the application of this set of reforms in the public sector of North 
Macedonia at all levels.

Petar Bogojeski
PREVALENCE OF ENTREPRENEURSHIP IN THE MACEDONIAN PUBLIC SECTOR



88

Economic Development No. 2-3/2021

References
1. Benz, M. & Frey, B. S. (2007) Corporate Governance: What can we 

learn from Public Governance, Academy of Management Review, 
January, 32, 1, 92-104

2. Communication from the Commission to the European Parliament, 
The Council, The European Economic and Social Committee and The 
Committee of the Regions (2011), Social Business Initiative Creating 
a favorable climate for social enterprises, key stakeholders in the so-
cial economy and innovation Brussels, 25.10.2011 COM(2011) 682 
final.

3. Currie G., Humphreys M., Ucbasaran D., & McManus S. (2008) En-
trepreneurial Leadership in the English Public Sector: Paradox or 
Possibility?, Public Administration, 86, 4, 987-1008.

4. Harry E,  Richard T. H,  Ernest C. R, (2010) “Entrepreneur-
ial orientation of public enterprises in Malaysia, ” Busi-
ness Strategy Series, Vol. 11 Issue: 2, pp.75 77,  https://doi.
org/10.1108/17515631011026371

5. Henisz, W. J. & Zelner, B. A. (2005). Legitimacy, Interest Group 
Pressures and Change in Emergent Institutions: The Case of Foreign 
Investors and Host Country Governments. Academy of Management 
Review

6. Jarna Heinonen, ENTREPRENEURSHIP IN PUBLIC SECTOR OR-
GANISATIONS, Turku School of Economics and Business Adminis-
tration, Small Business Institute, Turku, Finland

7. Kearney, C., Hisrich, R.D. & Roche, F. (2009) Public and private sec-
tor entrepreneurship: similarities, differences or a combination? Jour-
nal of Small Business and Enterprise Development

8. Kotler P., Lee N. (2009) Marketing in the public sector, Data Pons, 
Skopje, p. 170-174.

9. Leyden, D. P., & Link, A. N. (2015). Public sector entrepreneurship: 
U.S. technology and innovation policy. New York: Oxford Universi-
ty Press.

10. Maguire, S. Hardy, C. & Lawrence, T. B. (2004). Institutional En-
trepreneurship in Emerging Fields. Academy of Management Jour-
nal, 



89

11. Morris, M.H. & Jones, F.F. (1999) Entrepreneurship in Established 
Organizations: The Case of the Public Sector, Entrepreneurship The-
ory, and Practice, 

12. Radnor, Z. & Noke, H. (2012) Entrepreneurship in Public Services: 
Understanding its Role in Change, Academy of Management Meet-
ing, Boston Mass.

13. M. Reinhart & Kenneth S. Rogoff, This Time Is Different Eight Cen-
turies of Financial Folly Carmen, 2009.

14. Stefania Z. & Vangelis S.,  (2007) Entrepreneurship in the public sec-
tor: a framework of analysis in European local governments, Entre-
preneurship & Regional Development

Petar Bogojeski
PREVALENCE OF ENTREPRENEURSHIP IN THE MACEDONIAN PUBLIC SECTOR



90

MARIJA KARAEVA*  UDK 332.1.055.2.021(497.7)
  332.1.055.2.021(4-672EU) 
VESNA GOCEVA MIHAJLOVSKA**   (Original scientific paper)

NEW TRENDS OF REGIONAL POLICY IN REPUBLIC OF 
NORTH MACEDONIA

Abstract
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Introduction

EU Cohesion Policy contributes to strengthening economic, social and 
territorial cohesion in the European Union and it aims to correct imbalances 
between countries and regions.1 The regional policy of the European Union is a 
policy of investing in creating jobs, competitiveness, economic growth and im-
proved quality of life.2 For the period 2021-2027 EU cohesion policy has five 
policy objectives supporting growth, competitive and smarter Europe, greener, 
low-carbon Europe, connected and more social and inclusive Europe and the 
least but still important Europe closer to citizens. During creation of cohe-
sion policy in last 30 years of cohesion policy the stakeholders have become 
increasingly diverse. Creation and implementation of regional policy should 
be an inclusive process with active participation of all actors including repre-
sentatives of civil society, private sector, academia, and other groups.3 Active 
stakeholder participation, especially involvement of citizens including vulner-
able groups during the process of planning and decision-making processes is 
key success factor for building national consensus for the vison of the country 
in the field of regional policy.

Through the new Law of Balanced Regional Development4 and new 
bylaws, The Republic of North Macedonia is trying to push the idea of think-
ing just at a higher level which includes participation, social inclusion, trans-
parency and gender responsive budgeting. This is a big step towards EU prior-
ities following the example of the EU member states and their regions. 

1. THE INSTITUTIONAL FRAMEWORK FOR REGIONAL 
DEVELOPMENT IN THE REPUBLIC OF NORTH 
MACEDONIA IN ACCORDANCE WITH THE NEW LAW

The Law on Balanced Regional Development defines the following pol-
icy stakeholders responsible for stimulation of balanced regional development:

1 Cohesion Policy 2021-2027, https://ec.europa.eu/regional_policy/en/2021_2027/ 
2 Andonov. M. Mihajloski. Z Davitkovska. E. Goceva. V., Main challenges in the imple-
mentation of regional development in the Republic of Macedonia, Economic Development 
No.3/2015 p. (177-194)
3 Cohesion Policy: involving citizens to ensure better results https://ec.europa.eu/re-
gional_policy/en/newsroom/news/2020/02/02-06-2020-cohesion-policy-involving-citi-
zens-to-ensure-better-results, 09.2021
4 The Law on Balanced Regional Development Official Gazette No 24/2021
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• Council for Balanced Regional Development of the Republic of North 
Macedonia;

• Ministry of Local Self-Government (MLSG);
• Councils for Development of the Planning Regions (CRDs), and the 

following operational stakeholders in the regional development:
• Bureau for Regional Development (BfRD);
• Centres for Development of the Planning Regions (CRDs).
The Council for Balanced Regional Development is the main integra-

tive body on a national level, ensuring harmonization of the balanced regional 
development policy with sector policies and the macro-economic policy of the 
Republic of Macedonia.

With the new Law on Balanced regional Development from 2021, the 
Council for Balanced Regional Development has the following 21 members: 
Vice President of the Government, in charge of economic affairs, for coordina-
tion with the economic departments and investments, First deputy of the Prime 
Minister and the Minister for political system and relations between the com-
munities, Deputy of the Prime Minister in charge of European Affairs, Minis-
ters in charge of the Ministries for: Local self-government, Finance, Economy, 
Transport and Communications, Education and Science, Labor and Social Pol-
icy, Culture, Environment and Spatial Planning and Agriculture, Forestry and 
Water Management; 8 Presidents of the Councils of the Development of Plan-
ning Regions and the President of the Union of the Units of Local Self-Gov-
ernment (ZELS).

The Ministry of Local Self-Government is authorized to create and car-
ry out the national policy for Balanced Regional Development. In cooperation 
with the other line Ministries that allocate funds for stimulation of regional 
development, it is responsible for defining and implementation of the national 
policy in accordance with other national strategic documents. As a separate 
entity within the Ministry, the Bureau for Regional Development is responsible 
for implementation of the national policy of regional development. It acts as a 
main operational unit in the implementation of the policy: distribution of the 
funds and main support to the CRDs. 

Councils for Development of the Planning Regions are established for 
each planning region and constitute of the mayors of the municipalities from 
the respective region. They are responsible for the development policy within 
the own region by: formally adopting the regional development documents, 
coordination of the diverse regional stakeholders in the development area, 
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identifying the areas with special development needs in the region and pro-
moting cross-border cooperation with regions from other countries. 

CRDs (established by the municipalities from each region) are the main 
bodies for implementation of the activities for regional development and are 
responsible for the preparation of regional development documents. At the 
same time, they are the main regional driver for utilization of the national 
funding for development dedicated to their region by preparation and imple-
mentation of development projects. 

2. IMPLEMENTING THE POLICY AT THE REGIONAL LEVEL

The regional institutions i.e., Centres, play an important role in the pro-
cess of regional development in the Republic of Macedonia. The Centres as 
main operational bodies responsible for implementing the policy of balanced 
regional development represent a fundamental link in the regional develop-
ment processes in the country. Hence, this paper is focuses at issues related to 
the current situation of the CRDs.

According to the Law on Balanced Regional Development each of the 
Centres participate in the planning of the development at the level of planning 
region; the implementation of development projects; informing and coordi-
nating the relevant factors for development; providing expert support of the 
municipalities, associations etc. in preparation of regional development proj-
ects; supporting the cooperation among municipalities; mobilizing financial 
resources from international funds and the European Union; promoting the 
development prospects of the planning region, supporting the competitiveness 
through active support of the private sector, and other activities aimed at sup-
porting the development of the planning region. 

The tasks of the Centres are clearly highly complex. On one hand, they 
are responsible for the planning the development activities at the regional lev-
el, i.e. preparation of Programmes for Regional Development, and on the other 
hand, they are responsible for preparation and implementation of all projects 
financed by different sources, but mostly from state Programmes for Balanced 
Regional Development. 

They are also responsible for fostering cooperation at the regional level, 
between municipalities and also between other stakeholders: the business com-
munity, NGOs, the scientific - research sector etc. 

With the new Law on Balanced Regional Development, the Center for 
development of the planning region shall organize regional consultations - fo-
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rums for determining the Proposed list of regional projects in accordance with 
the Regulation on the manner of organizing and conducting forums adopted by 
the Minister. 

In order to strength the role of the civil society, business sector and aca-
demia with the new Law on Balanced Regional Development, members of the 
Council for Development of the Planning Region with the right to vote remain 
to be the mayors of the municipalities that are part of the planning region. But 
also, representatives from the civil society and business organizations will be 
members of the RCs, without the right to vote.

From the first day of establishment until now, Centers engages the entire 
workforce in implementation of various projects and their focus to networking, 
delivering serviced to civil society, business sector is reduced to minimum. 

In regards to the Policy of Balanced Regional Development, i.e., in 
terms of the overall system of balanced regional development, the Centres 
facilitate a unified approach in the development, primarily in institutional 
sense, because they provide a certain balancing of the differences regarding 
the level of development within the regions, i.e., overcoming the disparities in 
the municipal development, and above all their administrative capacities. The 
existence of identical structures in each of the planning regions is an essential 
pre-condition to foster a unified approach in the development.

In this context, the strengthening of Centres and ensuring their long-
term sustainability is of utmost importance for the sustainability of the overall 
system for a balanced development, which do not have developed technologi-
cal infrastructures nor possess highly specialized workforce and special skills.

The successful functioning of the Centres and the continuous strength-
ening of their capacities to mobilize financial resources, means paving the way 
for a more dynamic regional development.

3. SUSTAINABLE URBAN DEVELOPMENT AND URBAN AREAS

Following the EU practice, for the first time the urban areas are at the 
center of importance in this policy. Till now only the regions, areas with specif-
ic development needs and the villages were financed through the Program for 
Balanced Regional Development. From 2021, municipalities based in a city, 
municipalities in the city of Skopje and the city of Skopje have the opportunity 
to apply for funds in the Bureau for Regional Development. 

Also, MLSG is implementing a Program for distribution of funds to re-
duce disparities between and within the planning regions and increase regional 
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competitiveness. The beneficiaries of the funds may be the Centers for devel-
opment of planning regions, municipalities, municipalities in the City of Sko-
pje, the City of Skopje, public enterprises and public institutions established 
by the Government, municipalities, municipalities in the city of Skopje and the 
city of Skopje, higher education and scientific institutions and associations/
societies.5

4. MAINSTREAMING OF PARTICIPATION, SOCIAL 
INCLUSION, GENDER RESPONSIVE BUDGETING AND 
TRANSPARENCY INTO NATIONAL LEGISLATION 
GOVERNING BALANCED REGIONAL DEVELOPMENT

Participation, social inclusion, gender equality and gender responsive 
budgeting, and transparency are the new principles introduced with the new 
Law for balanced regional development, bylaws and other related documents. 
These principles are the main drivers of the new approach of the policy for 
regional development in North Macedonia.

Regional forums were organized for the first time in 2020 by the Bureau 
for Regional Development as a tool for consultations in a process of determin-
ing the Proposed list of regional projects financed through the national budget. 

The new by law: Rulebook on the procedure and methodology for eval-
uation of projects proposal6 was prepared, taking into account three additional 
criteria for the project proposals supported through Programme for balanced 
regional development of MLSG/BfRD as qualification criteria:

1) social inclusion of the project proposal, i.e., whether the project pro-
posal addresses the problems of persons belonging to at least one of the listed 
vulnerable and marginalized groups in the planning region;

2) transparency, i.e., whether there is a clearly marked section on the 
website of the Centre;

3) participation in the process of identification of the regional project 
proposal, i.e., whether the regional forum model has been implemented as con-
sultative mechanism in the process of defining the project proposal.

The new Strategy for Regional Development for the period 2021 – 
20317 was prepared in a participatory manner including all relevant stakehold-

5 Op.cit., Article 58
6 Rulebook on the procedure and methodology for evaluation of projects proposal, Official 
Gazette No 24/2021
7 Strategy for Regional Development for the period 2021 – 2031, Official Gazette No 76/2021
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ers. Gender issues and gender responsive budgeting and Sustainable Develop-
ment Goals were taken into consideration during preparation of the Strategy. 

One of the biggest benefits in the field of transparency is the establish-
ment of the System for coordination in the planning, implementation, moni-
toring and evaluation of the policy for balanced regional development (SiRe-
Ra). The MLSG takes care of timely filling system with data from involved in 
balanced regional development. This is the first step for starting the process of 
digitalization of the regional development policy. 

Conclusion:

The legal framework and institutional structure that was established as 
a result of the enactment of the Law for Balanced Regional Development is 
the main factor that supports the successful implementation of regional de-
velopment policy in North Macedonia. The current institutional arrangements 
include to a certain degree well defined responsibilities of the key institutions 
in charge of the regional development, the processes and sources of their fi-
nancing, their mutual rights and obligations, as well as methods and channels 
of inter-institutional communication. 

The regional development policy needs to be further strengthened and 
its implementation and administrative capacity at central and local level needs 
to be improved. 

On regional level, ideally, the Centres instead of focusing on implemen-
tation of projects would have to be responsible for the spreading and fostering 
of the regional culture in the regions, for building cooperation within and be-
tween regions in the country and beyond, to nourish the regional policy path-
way thus leading the region towards innovation, research and development, 
and encouraging all possible forms of cooperation and association (clusters, 
public-private partnerships, etc.). If the goal is the regions to become more 
successful in the future, they must learn a new strategy, that is, to begin explor-
ing new opportunities for development.

Introduction and regular exercises of the main principles such as: trans-
parency, active citizens’ participation, gender equality, social inclusion will 
increase welfare of all eight planning regions in North Macedonia.
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Abstract 

The purpose of this paper is to assess the role of technological progress 
in long-term economic growth, with special emphasis on the case of the Re-
public of North Macedonia. There are two basic postulates serving as starting 
point of the paper: first, according to the new growth theory, the technological 
progress has crucial role in the economic gowth and second, one of the main 
targets of sustainable development goals (SDGs) is to foster innovation and 
R&D of national economies in purpose to boost their transformation in knowl-
edge-based economies as a precondition for sustainable development.

The hypothesis of the paper is that the technological progress is positive-
ly correlated with the long-run economic growth; this is in accordance with the 
economic theory. The analyses conducted in the paper are based on secondary 
data (Eurostat, European Commission, State Statistical Office, World Bank) and 
in order to confirm or reject the paper’s hypothesis an econometrician model 
has been performed. The main methods used in the paper are statistical method, 
method of comparison, method of analysis and synthesis. The paper deals with 
technological progress in the EU and North Macedonia, measured through avail-
able data. The findings indicate a positive correlation between the technological 
progress and the economic growth in the case of EU countries. In the case of the 
Republic of North Macedonia, the results of the regression analysis confirm the 
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positive and statistically significant impact of R&D on GDP and negative and 
statistically significant impact of number of persons with tertiary degree on GDP. 
The findings confirm the main hypothesis of the paper. 

Keywords: economic growth, R&D, innovation, human capital, tech-
nological progress.
JEL classification: O30, O47, O52, J24.

Introduction 
Economic growth by definition is the inflation adjusted market value 

of the goods and services produced by an economy over time. Sustainable 
growth is a process of economic growth where the welfare of human society 
does not exhibit a tendency to decline over time1. It is usually measured as the 
percent rate of increase in real gross domestic product (GDP) or in real GDP 
per capita terms. In the paper the economic growth is measured through GDP. 
Technological progress, technological development or technological change is 
the process of invention, innovation and diffusion of technology or processes. 
Basically, the technological progress is the invention of technologies and their 
commercialisation via research and development, the improvement of technol-
ogies and their diffusion. Total factor productivity is used to measure the tech-
nological progress2. Because of the missing data for total factor productivity, 
in the paper the technological progress in the EU countries is analysed through 
its main factors: the level of R&D investments and innovation. In the paper, 
the technological progress in North Macedonia is analysed through three key 
factors/sources: human capital, R&D investments and innovation. Explanatory 
variables in the econometric model are R&D investments and number of per-
sons with tertiary education. 

Today economists agree that R&D, innovation and technological prog-
ress are factors that provide a competitive advantage and sustainable economic 
growth3. According to the new economic growth theories, the crucial role in 
long-term economic growth has technological progress. The Solow model4 of 

1 IMF, (2012). Statistics on the Growth of the Global Gross Domestic Product (GDP) from 
2003 to 2013. 
2 Crespo, R. J., (2005). “Total Factor Productivity: An Unobserved Components Approach”. 
University of Bristol Discussion Paper No. 05/579. Bristol: University of Bristol.
3 Pece, A. M., Simona, O. E. O. and Salisteanu, F. (2015). “Innovation and economic growth: An 
empirical analysis for CEE countries”. Procedia Economics and Finance, Vol.26, pp: 461– 467
4 Solow, R.M. (1957). “Technical Change and the Aggregate Production Function”. The Re-
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economic growth is including the technological progress in the growth model, 
as well as the new endogenous theories56. The economic growth is achieved 
mainly due to the technological progress in the most developed economies, 
such as: China, Japan, South Korea, Switzerland, Great Britain, Germany etc. 

The paper’s goal is to analyse the characteristics of the technological 
progress and its role as a source of economic growth, with main focus on the 
case of North Macedonia. The main hypothesis of the research is that the tech-
nological progress is positively correlated with the long-run economic growth; 
this is in accordance with the economic theory. Furthermore, the paper focuses 
mainly on two questions: first, whether technological progress is correlated 
with the level of economic growth and second, which are the basic charac-
teristics of technological progress in North Macedonia and what is its role in 
long-term economic growth. 

First, the technological progress in the EU is assessed through the in-
vestments in R&D and innovative performances measured by the Summery In-
novation Index and Community Innovation Survey. In the second part the sim-
ilar analysis is done for North Macedonia. The main findings are summarised 
at the end of the paper. 

  
1.1. THE ROLE OF R&D AND INNOVATION IN THE 
ECONOMIC GROWTH

1.1. R&D investments 
R&D investments and innovation are two key indicators used to monitor 

technological progress worldwide. R&D consists of creative and systematic work 
that is undertaken to increase the stock of knowledge in order to raise the general 
level of development and use of those skills in all areas of social development7. 

One of the EU priorities in the next decades is the EU member states to 
increase the R&D investments. In the Europe 2020 strategy, one of the long-
term goals is R&D share to reach 3% of GDP. 

view of Economics and Statistics, Vo.39, No.3, pp: 312-320.
5 Romer, P.M. (1986). “Increasing Returns and Long-Run Growth”. The Journal of Political 
Economy, Vol.94, No.5, pp: 1002-1037. 
6 Lucas, R. E. (1988). “On the Mechanics of Economic Development”. Journal of Monetary 
Economics, No.22, pp: 3-42. 
7 OECD: Frascati Manual 2015: Guidelines for Collecting and Reporting Data on Research 
and Experimental Development, The Measurement of Scientific, Technological and Innova-
tion Activities, OECD Publishing, Paris, 2015, p. 12. 
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In the last decade, although the EU member states have mobilized in-
creasing resources for R&D, the R&D investments still remain lower than the 
3% target. According to an analysis conducted by the European Commission, the 
EU will not meet its target to spend 3% of its GDP on R&D until 2030, unless it 
dramatically increases its ambitions and investments8. Although the EU, in the 
last decade, spent more than EUR 306 billion on R&D, the EU’s expenditure 
in average remains at 1.8% of GDP9. The R&D investments as a percentage of 
GDP stood at 2.19% in 2019, compared with 2.18% in 2018. Ten years earlier 
(2009) the R&D investments as GDP share was 1.97%. In respect with the oth-
er major economies, in EU (2.18%) the R&D investments as share of GDP in 
2018, is much lower than the share in South Korea (4.52%), Japan (3.28%) and 
US (2.82%), while it is about at the same level as in China (2.06%)10 (Figure 1).

EU represents around 20% of global R&D investments, China rep-
resents around 25%, US share is around 26%, the share of developed Asian 
economies is 15%, while the rest of the world share is around 12%11. 

Figure 1. R&D investments, 2008 - 2018

8 https://www.researchprofessionalnews.com/rr-news-europe-innovation-2020-7-eu-r-d-spend-
ing-on-course-to-miss-3-target-until-after 2030/#:~:text=The%20EU%20will%20not%20meet, 
analysis%20by%20the%20European%20Commission, (accessed date 03.02.2021)
9 PROJECT EUROPE 2030, Challenges and Opportunities, A report to the European Council 
by the Reflection Group on the Future of the EU 2030. 
10 https://ec.europa.eu/eurostat/web/products-eurostat-news/-/DDN-20201127-1#:~:tex-
t=In%202019%2C%20the%20highest%20R%26D, close%20to%203.0%25%20of%20GDP, 
(accessed date 28.01.2021)
11 European Commission: Science, Research and Innovation Performance of the EU 2020: A fear 
green and digital Europe, Publication Office of the European Union in Luxemburg, 2020, p. 260.
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Source: Eurostat, https://ec.europa.eu/eurostat/web/products-eurostat-news/-/DDN-202 
01127-1#:~:text=In%202019%2C%20the%20highest%20R%26D,close%20to%203.0%25 
%20of%20GDP, (accessed date 28.01.2021) 

In Europe, in 2019 the highest R&D investments are recorded in Swe-
den (3.39%), Austria (3.19%) and Germany (3.17%), in all other EU countries 
the R&D investments are above 3% of GDP. At the opposite end of the scale, 
in eight EU member states are recorded R&D investments below 1% of GDP 
(Figure 2). 

Figure 2. R&D investments as % of GDP and GDP in logarithm form, selected Europe-
an countries, 2019. 

 

Source: Eurostat, https://ec.europa.eu/eurostat/web/main/data/database, (accessed data 
28.01.2021)

The analysis by sector of performance shows that in all years, with-
in the EU countries, the highest share of R&D investments is realised in the 
business sector. In 2019, the business sector accounted for 66% of total R&D 
investments, followed by the higher education sector (22%), the government 
sector (11%) and the private non-profit sector (1%) (Figure 3). 
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Figure 3. R&D investments in the EU, by sector, 2019. 

 
Source: Eurostat, https://ec.europa.eu/eurostat/web/products-eurostat-news/-/DDN-202011 
27-1#:~:text=In%202019%2C%20the%20highest%20R%26D, close%20to%203.0%25%20
of%20GDP, (accessed data 28.01.2021)

The positive correlation between R&D investments and economic ac-
tivity, measured by GDP among EU is presented in Figure 4. The R&D invest-
ments and GDP are presented as logarithms. In Figure 4 a simple linear regres-
sion is presented, where the dependent variable is GDP and the independent 
variable is R&D investments. The coefficient of correlation is above 0.9 and in 
accordance with economic theory, the regressive analysis confirms that R&D 
investments have a positive effect on economic growth.
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Source: Authors’ calculations. 

1.2. Innovation 
R&D is an input in the innovation process. Innovation is defined as a 

new or improved product or process (or а combination thereof) that differs sig-
nificantly from the unit’s previously produced or processes and that has been 
made available to potential users (as product) or brought into use by the unit 
(as а process). Innovative enterprises are all enterprises that during the obser-
vation period have introduced product and/or process innovation and/or have 
some unfinished and/or unsuccessful innovation activity12.

According to the Community Innovation survey, for the period 2014 – 
2016, 51% of the enterprises among the EU are innovative. The innovativeness 
compared with the previous period 2012 – 2014 is slightly increased (49%). 
The highest percentage of innovative enterprises is registered in: Belgium 
(68%), Finland (65%), Luxemburg (64%) and Germany (64%). As opposite, 
the share of innovate enterprises was lower than 30% in Romania (10%), Po-
land (22%), Bulgaria (27%) and Hungary (29%)13. The average growth rate for 

12 OECD and Eurostat: Oslo Manual 2018: Guidelines for Collecting, Reporting and Using 
Data on Innovation, 4th edition, The Measurement of Scientific, Technological and Innovation 
Activities, OECD Publishing Paris/Eurostat, Luxemburg, 2018, p. 20.
13 https://ec.europa.eu/eurostat/web/products-eurostat-news/-/DDN-20201127-1#:~:tex-

Figure 4. Correlation analyses, R&D investments and GDP for selected countries in Eu-
ropa, 2019.
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the countries with more than 50% of innovative enterprises is 2%. While the 
average growth rate for countries with the lowest share of innovative enterpris-
es, below 30%, is 3.5% (Figure 5). 

Figure 5. Innovation rates and average GDP rates for EU member states, 2014 – 2016. 

Source: Eurostat, https://ec.europa.eu/eurostat/web/main/data/database, (accessed data 28.01.2021)

For assessment of the development and potential of innovation and research 
systems of national economies, EC prepares an annual Report - European Innova-
tion Scoreboard. The European Innovation Scoreboard through comparative anal-
yses assesses the relative strengths and weaknesses of national innovation systems, 
in order to help countries to identify areas they need to address and improve it. 
Based on the innovation performance, countries are grouped in four groups: Inno-
vation Lieders, Strong Innovators, Moderate Innovators and Modest Innovators. 

In 2019, according to the European Innovation Scoreboard, five EU 
member countries fall into the group of Innovation Leaders. The innovative 
performance of the countries that consist this group is above 125% of the EU 
average. The second group of Strong Innovators includes 7 EU member states 
with the innovative performance of the countries in this group ranging between 
95% and 125% of EU average. The third group of Moderate Innovators in-
cludes 13 EU member states and their performance is between 50% and 90% 
of EU average. In the last, forth group, 2 EU member states are included with 
innovative performance under 50% of EU average (Figure 6). 

t=In%202019%2C%20the%20highest%20R%26D, close%20to%203.0%25%20of%20GDP, 
(accessed date 28.01.2020)
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Figure 6. Countries’ ranking according to the Summary Innovation Index, 2019. 

Source: European Commission, https://ec.europa.eu/commission/presscorner/detail/en/QAN-
DA_20_1150, (accessed data 28.01.2020)

Figure 7 presents a single linear regression, where the dependent vari-
able is GDP in its logarithm form and independent variable is Summery Inno-
vation Index (SII). Selected countries from Europe are included in the regres-
sion. The correlation coefficient (above 0.4) indicates a positive correlation 
between the Summary Innovation Index and economic growth; this is in accor-
dance with economic theory. 

Figure 7. Correlation analyses, SII and GDP, for selected countries in Europa, 2019. 

Source: Authors’ calculations.
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2. SOURCES OF ECONOMIC GROWTH IN NORTH 
MACEDONIA 

North Macedonia in the last three decades is facing serious problems 
and challenges in achieving sustainable rates of economic growth. The eco-
nomic growth in the country is mainly unstable and has an unfavorable struc-
ture. 

One of the most frequently used models for the measurement of the 
sources of economic growth is the growth accounting model. The results from 
conducted calculations for the Macedonian economy show that labour had 
highest share in the growth rates for the period 2000 – 2012. The absolute 
contribution of the labour is 0.84%, while the relative contribution is 35.75%. 
The capital contributes in absolute terms with 0.8%, while in relative terms 
with 34%. TFP had the lowest contribution to the growth rate. TFP’s relative 
contribution to the growth rate was 30%, while the absolute contribution was 
0.71%. The average growth rate in the analysed period is 2.35%14. The low 
share of TFP in the growth rates in Macedonian economy indicates on unsus-
tainable growth rates in the long run. The situation is especially serious if we 
compare the TFP contribution in North Macedonia with the contribution in the 
developed countries (40% to 50%) and with the middle-developed countries 
(35% to 40%). 

According to the Ministry of finance’s projections for the period 2019 
– 2021, it is expected the capital to contribute with 38.4%, labour with 36.2%, 
while TFP with 25.4%, which still presents low contribution of TFP in the 
growth rates15. 

The negative TFP growth in 1993-2001 and again in 2009-2017 has 
not dragged down the GDP growth only, but at the same time has been accom-
panied by a declining rate in human capital formation16.

14 Lazarov, D. and Petreski, G.: Does Innovation Capacity Constraint Economic Growth in 
Republic of Macedonia, MPRA Paper No. 68398, 2015.
15 Ministry of finance: Republic of North Macedonia, Programme for economic re-
forms 2019 – 2021, 2019, https://www.finance.gov.mk/files/%D0%9F%D0%95%D0%
A0_%D0%9C%D0%9A%D0%94%202019_%D0%9C%D0%9A.pdf, (accessed data 
27.01.2021)
16 World Bank: Seizing a Bright Future for All: Former Yugoslav Republic of Macedo-
nia Systematic Country Diagnosis. Report Number 121840-MK, The World Bank Group, 
2018. 
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3. OVERVIEW OF TECHNOLOGICAL PROGRESS IN NORTH 
MACEDONIA 

In this paper, technological progress in North Macedonia is analysed through 
three key factors/sources: human capital, R&D investments and Innovation.

3.1. Human capital 
For the countries recognized as technological leaders, the main source 

of growth is technological progress and knowledge, while for the less devel-
oped countries the main source is human capital. North Macedonia belongs to 
the latter group. The human capital is a precondition for development of new 
ideas, R&D and innovation, all leading to technological progress, productivity 
growth and sustainable growth rates. 

The World Bank through the calculation of Human Capital Index (HCI) 
measures the losses of the countries in terms of their productivity due to the 
insufficient investment in human capital. According to the latest HCI Report 
published in 2020, the value of HCI for North Macedonia is 0.56 and the coun-
try is ranked in the third group of countries, whose index values ranges be-
tween 0.5 – 0.6. Over the period 2010-2020, the value of HCI of North Mace-
donia increased from 0.54 to 0.56. The value of HCI shows that a child born 
today will be 56 percent as productive when he grows up, as he could be, if (s)
he enjoyed full education and full health. The value of HCI shows that North 
Macedonia has the weakest performance, compared with the countries in the 
Western Balkan and compared with the countries that enter the same group by 
income (Figure 8). In North Macedonia, it is expected for children to complete 
11 years at school by the age of 18. Factoring with what children actually 
learn, expected years of school are only 7.3 years, this indicating a gap of 3.7 
years17. According to the World Bank, the preschool’s enrolment is very low; 
the scores of the students on international tests are getting worse; the most of 
the unemployed lack adequate work experience and at the same time the firms 
in the country offer few opportunities for professional development18. The HCI 
value for North Macedonia and its position compared with the other countries 
indicates that there is a need for urgent measures in order to improve the edu-
cation indicators.

17 World Bank: The Human Capital Index 2020 Update: Human Capital in the Time of 
COVID-19, The World Bank Group: Washington, 2020. 
18 World Bank: Seizing a Bright Future for All: Former Yugoslav Republic of Macedonia 
Systematic Country Diagnosis. Report Number 121840-MK, The World Bank Group, 2018.
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Figure 8. HCI and GDP for selected countries from the middle-income group, 2019. 

Source: Authors’ calculations. 

3.2. R&D investments 
The analyses of R&D in North Macedonia show a very low share of 

R&D investments in GDP. In 2019, the share of R&D investments in GDP was 
0.37%19, which presents a relatively low share compared with the data in the 
EU. The lowest investment in R&D of 0.17% of GDP was realized in 2007 
(Figure 11). In the recent years, a positive trend in R&D investments was reg-
istered, but still, the investments are less than the defined target of 1.8% in the 
Innovation Strategy of the Republic of Macedonia, for 2012 – 2020. 

Figure 9. R&D investments as % of GDP, North Macedonia, 2003 – 2019. 

Source: SSO, https://www.stat.gov.mk/PrikaziPoslednaPublikacija_en.aspx?id=40, (accessed 

19 http://makstat.stat.gov.mk/PXWeb/pxweb/en/MakStat/?rxid=46ee0f64-2992-4b45-a2d9-cb4e5f7e-
c5ef, (accessed date 28.01.2021)
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data 28.01.2021)
Figure 10 shows that the highest investments in R&D in 2019 are re-

alized in the high education sector (61.8%), while the lowest investments are 
realized in the private non-profit sector (1.5%), opposite to the EU where the 
highest investments are realized in the business sector (66%). Although there 
is an evident increase in R&D investments in the business sector in the last 
years, from 10.7% (2014) to 26.4% (2017) and up to 27.7% (2019), the R&D 
investments still remain at a very low level. 

Figure 10. R&D investments by sectors, 2019.

Source: SSO, http://makstat.stat.gov.mk/PXWeb/pxweb/en/MakStat/?rxid=46ee0f64-2992-
4b45-a2d9-cb4 e5f7ec5ef, (accessed data 28.01.2021)

3.3. Innovation 
The human capital and R&D investments are leading to the improve-

ment of the innovativeness in the national economies. The State Statistical 
Office’s survey show that innovativeness of the Macedonian business sector is 
increasing. In the period 2012 – 2014, 36% of the enterprises are innovative, 
the share of innovative enterprises has slightly increased in the period 2014 – 
2016 (37.4%), and in the last reference period 2016 – 2018, something more 
than half of the entities are innovative (55%) (Table 1). 

Table 1. Innovative business entities in North Macedonia 

Reference period Total
Innovative 
(number) %

Non-innovative 
(number) %

2012 - 2014 2997 1078 36 1919 64
2014 - 2016 3114 1166 37, 4 1949 62, 6
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2016 - 2018 3198 1758 55 1440 45

Source: SSO, http://makstat.stat.gov.mk/PXWeb/pxweb/en/MakStat/?rxid=46ee0f64-2992-
4b45-a2d 9-cb4e5f7ec5ef, (accessed data 28.01.2021)

Despite the increase of the business sector’s innovativeness, North 
Macedonia is lagging behind the most countries of the Western Balkan and 
particularly, the EU. Over the period 2014 – 2016, the Macedonian business 
sector is lagging behind the business sector of Slovenia (46%), Croatia (42%) 
and Serbia (41%), while the innovativeness of the Macedonian business sector 
is higher compared to the innovativeness of the business sector of Bulgaria 
(26%). If we compare the innovativeness of the Macedonian business sec-
tor with the innovativeness of the EU member states or with the EU average 
(51%), then it can be concluded that the differences are even higher, the Mace-
donian business sector is lagging by more than 10 percentage points compared 
with the share of innovative enterprises in EU. 

According to the Innovation Union Scoreboard 2020, North Macedonia 
is ranked in the fourth group as Modest Innovator, together with Romania, 
Montenegro and Bulgaria. The value of the SII for North Macedonia is 44.5, 
which indicates that the country’s innovative performance is 44.5% of the EU 
average. Over time, the performance has increased significantly compared to 
2012 (34.0).

4. REGRESSION ANALYSIS 

The dependent variable in the regression bellow is GDP, i.e., logarithm 
of GDP, while as independent, explanatory variables are included two vari-
ables – R&D investments and number of persons with tertiary education20. 
Regression analysis refers to North Macedonia, for the period 2007 – 2019. 

20 In the model is included as explanatory variable the number of persons with tertiary educa-
tion, not HCI for measurement of the level of human capital development due to the short data 
series for HCI for North Macedonia. 
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Data source is SSO. 
The model is then: 

 
The variables:
= natural logarithm of GDP 
= natural logarithm of R&D investments 
= natural logarithm of persons with tertiary education 
The method used is Ordinary Least Squares Method (OLS Method). 

Table 3 presents the estimation results of the regression. 
The estimated model is: 

Table 2. Estimation results
 Coefficients t Stat

Intercept
21, 1857 
(2, 1678) 9, 7727

ln R&D
0, 2707  

(0, 0467)** 5, 7977

ln tertiary degree
- 0, 5511 

(0, 1014)*** -2, 8792
R2 0, 8922
adj. R2 0, 8706
F-Statistics 41, 3617  

Source: Authors’ calculations.21 

The regression results show that the model is statistically significant (F 
= 41.36). Based on regression results the explanatory power of the model is 
highly significant (R2 = 0.89). i.e., 89.22% of the variation in GDP is explained 
with the variation in the independent variables – R&D investments and persons 
with tertiary education. The estimated coefficient shows that R&D investments 
have a positive and statistically significant impact on GDP at the 5% level of 
significance. The estimated coefficient shows that persons with territory edu-
cation have a negative and statistically significant impact on GDP at the 10% 

21 **, ***, significance at 5% and 10%, respectively. 
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level of significance. One of the explanations for the negative impact is inter-
national mobility, especially among technology graduates. The high mobility 
on labour market allows those graduates to migrate outside the country, which 
leads to the potential negative impact on R&D, labour productivity and growth 
rates in the long-run term22. The time lag could be also one of the reasons for 
the negative impact of persons with tertiary education on growth rates, as well 
as, the high number of graduates, besides the low level of quality staff. 

Conclusion 

Based on the analyses in the paper, it could be concluded that although 
the EU member states have mobilized increasing resources for R&D, the R&D 
still remains lower than the defined 3% target at the EU level. In some coun-
tries like Sweden, Austria and Germany, R&D investments are higher than 3%. 
The innovativeness of the business sector in the EU is continuously increasing, 
and, at the same time, the most developed national economies have highly 
innovative business sectors. The results of the regression analyses for EU con-
firm the positive correlation between R&D and economic growth. The same 
positive correlation is confirmed between the performances of innovative and 
research systems and the economic growth for EU member states and selected 
Western Balkan countries. This is in accordance with the economic theory and 
the paper’s hypothesis. 

The growth accounting model for North Macedonia shows that main 
sources of growth in the country are labour and capital, the share of TFP is un-
der 30% and it is lower compared to the share of middle developed economies. 
One of the country’s priorities in the upcoming period should be the improve-
ment of human capital. The country should undertake urgent measures to im-
prove both the quantity of its human capital (measured by school enrollment, 
school completion, and child mortality rates) and its quality of human capital 
(measured by the results of international standardized tests). R&D investments 
as a share of GDP in the last years have increased, but they still remain under 
the defined target in the Innovation Strategy of the Republic of North Macedo-
nia (1.8%) and under the EU average (2.19%). Additional problem is the low 
share (below 30%) of R&D investments in the business sector in total R&D 
investments. This is particularly serious problem as business sector’s invest-

22 Machin, S. and McNally, S.: Tertiary Education System and Labour Markets, OECD Pub-
lication, 2007, p.41.
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ments are the main source of technological progress and economic growth. 
The innovativeness of Macedonian business sector is constantly increasing. 
According to the SII for North Macedonia, the performance of the innovation 
and research system in 2019 was at level of 44.5% of the EU average. 

In line with the economic theory and paper’s hypothesis, the results of 
the regression model for the case of North Macedonia, confirm the positive 
impact of R&D investments on the growth rates. On the other hand, the re-
sults show a negative impact of persons with tertiary education on economic 
growth. This could be attributable to the migration of the highly education 
labour abroad or could be a result of the time-lag effect. In the case of the EU, 
the conducted analysis confirms the positive correlation between technological 
progress and long-run economic growth.

The summary conclusion of the paper indicates that the developing 
countries such as North Macedonia should increase their R&D investments 
and innovative capacities given that the economic theory and the performed 
analyses have confirmed that countries with high R&D investments are achiev-
ing sustainable growth rates. 
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Abstract

The motive for writing this paper is to answer the question of what are the 
new indicators of international capital flow and how they have affected to date, 
despite the great turbulence with the Covid crisis. But also to indicate whether 
and to what extent the international flow of capital had a positive impact on the 
overall socio-economic and financial relations of markets around the world. This 
paper connects the issues of the relations between the international capital flow, 
on the one hand and the other, the monitoring and analysis of the movements 
of the national finances of a large group of countries, the so-called developing 
countries and the emerging market economies. Different motives are the reason 
for the international tendencies, changes and effects caused by the Covid crisis.

The main research question is what tendencies and movements the cap-
ital markets faced in conditions of great market turbulence, uncertainty and 
crisis. On the other hand, an attempt is made to predict what will happen in 
the coming years in the post-crisis Covid period. The main focus now is on 
the process of economic recovery. But the question is not just about reviving 
economies, but how to make a better recovery that will be more sustainable 
and more resilient to future shocks. For this purpose, this paper is generally 
divided into qualitative methodological studies that draw conclusions.

The purpose of this paper is to show the structure and dynamics of 
the movement of international capital flows, as they went through a process 
of crisis, especially in developing countries, poorly developed countries and 
developed countries.

The following results are expected from the research: greater and cor-
rect conceptualization of capital flows from highly developed countries to 
poorly developed and developing countries, which will ensure the stability and 
efficiency of their real economies.

* Ass. Prof. Dr. Miki Runtev, PhD of economics, direction of international financial manage-
ment, miki.runtev@yahoo.com 
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Introduction

The international movement of capital has become one of the key driv-
ing forces of economic globalization. For example: foreign direct investment, 
portfolio investments and financial derivatives that bring together all major 
stock exchanges in the world, as well as other investments that provide ac-
cess to foreign credit markets, largely determine the future of the international 
economy. At the same time, it is not so much the movement of capital that de-
termines its condition and perspective, but, on the contrary, its dynamics that 
affect the flow of capital. On the other hand, many emerging economies today 
have made important decisions about accessing and managing capital flows. 
They did this in order to ease the requirements for capital inflows.

This type of asymmetric interdependence is explored in this paper, 
along with other aspects of international capital flows.This paper, in many 
ways, warns of the danger of the fact that in this crisis and turbulent period, the 
world economic situation is in great search for a new balance.

Therefore, the aim of this paper is to try to cover the new features and 
indicators in the process of the new stages of the development of the interna-
tional capital flow in conditions of pandemic crisis. But, this goal is far more 
complex and as such should be subject to a good financial market system in an 
extremely complex and risky environment.

This is the basic hypothesis of labor, that the international flow of capi-
tal, the global financial system and financial markets today, face new challeng-
es and risks. The reason for this is the complex situation in international eco-
nomic and financial relations caused by the Covid crisis. In the globalized era, 
these relations continue to aspire to improve the situation in the international 
financial markets and as such deserve special analysis, monitoring and control.

The subject of the paper is the presentation of new tendencies and indi-
cators of the international capital flow. They demand new approaches, national 
and international regulation, use of new instruments, a new role in global and 
regional financially responsible institutions.

In this context, the main characteristics and conditions of the interna-
tional economic environment are revealed, through the analysis of FDI, stock 
exchanges, stocks and the work of multinational corporations and companies.
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As a problem, it can be singled out, and in the context that the global 
challenges and conditions, the understanding of the determinants and priorities 
at the regional level, is necessary to strive for faster global rapprochement and 
higher incomes for greater prosperity.

The ultimate goal is to gain knowledge about financial stabilization, 
overcoming the current risks in dealing with the economic consequences of the 
Covid crisis, which is towards increasing disposable income and consumption 
of the population. As well as more successful coping with new challenges in 
the capital markets.

1. OVERVIEW OF THE INTERNATIONAL MOVEMENT OF 
CAPITAL

What is characteristic of capital flows in general is that they are directed 
from developed countries to developing countries and occur in several basic forms: 
FDI, portfolio investments, banking, stock exchanges and other private flows.

According to many analyzes of capital flows and credit processes, as 
well as their movement, indicate that in recent years there have been signif-
icant changes in the financial architecture. Special emphasis is placed on the 
role played by international financial centers. In this regard, the development 
of the world economy continues to dominate and maintain the tendency of 
transnationalization in the overall public, and even stronger in the pronounced 
economic activity. The world market economy, globalized in its scale, has to-
tally obeyed the principles of market relations. It was moving towards the ob-
jective laws of the international division of labor and the internationalization 
of production and capital. Global inequality, as measured by all countries in the 
world regardless of national borders, has increased in recent years, reflecting 
strong revenue growth in some of the major emerging economies.

International capital movements have become very chaotic in recent years. 
Namely, due to the Covid crisis, gross capital inflows fell very quickly and later 
returned with an upward intensity. Fluctuations in capital net flows were sharper 
in newer emerging market economies compared to already developed economies.1

To this end, governments in most developing countries have begun to pay 
attention to the recent upheavals in capital flows and have expressed differing views. 
Thus, the key challenge facing governments is to anticipate capital flows in the face 
of low global interest rates and a low-risk version. But, also to answer the question 
of whether capital flows will be an obstacle for larger developed economies?

1 Analysis of Ass. Prof. Dr Miki Runtev PhD of economics, direction of international financial 
management
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In this regard, if we take into account the last 2-3 years, it can obviously 
be seen that net inflows have decreased from foreign portfolio investors in the 
markets, with special emphasis on underdeveloped economies. It is more than 
clear that at the moment the markets need the return of foreign investors who 
would be a catalyst for new dynamics.2

On the other hand, due to the crisis, there are companies that are present 
in the market, but on a much smaller scale than before, with frozen positions 
at higher price levels and a strategy of anticipation. But also with a quick way 
out in a future conjuncture. Of course, a new upward price trend can cause 
new earnings ambitions. Compared to traditional lending financing, the cost of 
capital has remained an important deciding factor in financing decisions. This 
can be expected to stimulate the demand for alternative sources of funding. A 
second important factor, which is in favor of lending, can be determined, that 
is the speed of the financing process.

Also, banking and other private flows became particularly volatile, and 
portfolio debt was the least sustainable. However, these differences are not al-
ways statistically significant for all economies. FDI were somewhat more stable 
and sustainable than the debt portfolio flows in some of the developing econo-
mies. In developed economies, banking and other private flows, along with debt 
portfolio flows, have proved equally volatile. While, FDI and portfolio equity 
securities were slightly less volatile. Similarly, in developing countries the stan-
dard deviation of FDI versus portfolio debt flows is not statistically significant 
and there are no major differences between them. This situation called into ques-
tion the sustainability of net flows, which was generally said to be low and mar-
ginally higher in developed countries compared to developing countries. There 
are no significant differences on this issue, especially between economies.

However, what is happening today with FDI, compared to the finan-
cial crisis of 2008, shows the same decline in capital inflows in developing 
economies. It is considered that the fluctuations that existed then are iden-
tical to today that make FDI «problematic» in supporting economic growth 
in these conditions of crisis. Such falls and turbulence in such a short time 
can cause a serious blow to economies. Thus, global FDI in 2020 tended 
to decline by 42%, or a decline of 1.5 trillion dollars, while in 2019, a de-
cline of about 859 billion dollars.3 Characteristically, this low was last seen 

2 Analysis of Ass. Prof. Dr Miki Runtev PhD of economics, direction of international financial 
management
3 According to United Nations Conference on Trade and Development (UNCTAD), published 
on January 24 (https://unctad.org/news/global-foreign-direct-investment-fell-42-2020-out-
look-remains-weak), accessed on 12.06.2021
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in the 1990s and is more than 30% below investment in the 2008 global 
financial crisis.

For that purpose, as an illustration in Table 1, FDI is described during 
the great financial crisis, how they moved compared to today.

Source: The Organisation for Economic Co-operation and Development (OECD), 2012y 
www.oecd.org/daf/inv/FDI%20in%20figures.pdf, accessed on 20.06.2021
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Based on the above data, it can be noticed that among the countries in 
the world, especially from the developing countries, the EU countries stand out 
as particularly attractive for foreign investors. The large inflows of FDI, espe-
cially in the countries of Central and Eastern Europe, in the last 8 years, have 
also contributed to a larger reconstruction of the economies, which stimulated 
their economic activity. Thus, the governments of developing countries have 
begun to attach great importance to FDI, because they believe that they not 
only act positively but are necessary for achieving dynamic development. The 
adoption of such measures has caused greater competition between economies.

In contrast, Table 2 summarizes the situation of FDI in the last two years.

Table 2. FDI inflows by region, 2019 and 2020 (billion USD)

Source: https://unctad.org/news/global-foreign-direct-investment-fell-42-2020-outlook-re-
mains-weak, accessed on 03.07.2021

Compared to the period from the crisis of 2008, in table 2, it is evident 
that there was a decrease in FDI in developed countries, with which flows fell 
by 69%, or about 229 billion dollars. For example, inflows to North America 
fell 46% to $ 166 billion, with cross - border mergers and acquisitions falling 
43%. In the United States, meanwhile, FDI fell 49 percent to about $ 134 bil-
lion. The decline occurred in wholesale trade, financial services and manufac-
turing. Sales of cross-border mergers and acquisitions of US assets by foreign 
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investors fell by 41%, mainly in the primary sector. There has also been a de-
cline in investment in Europe. Flows fell by two-thirds to (-4 billion dollars).4

In the United Kingdom, FDI fell to zero, and declines were observed 
in other major recipients. But in Europe the situation with FDI was not so bad 
because in many countries flows were observed. In Sweden, for example, it dou-
bled its flow from $ 12 billion to $ 29 billion. FDI in Spain also rose by 52%, 
thanks to several acquisitions, such as US private equities Cinven, KKR and 
Providence, which acquired 86% of Masmovil. Among other developed econ-
omies, inflows to Australia fell (-46% to $ 22 billion), but increased for Israel 
(from $ 18 billion to $ 26 billion) and Japan (from $ 15 billion to $ 17 billion).5

This may mean that the reaction of the international financial markets 
with the onset of the Covid crisis followed the pattern of previous economic 
crises, and as such were several: increasing uncertainty, increasing the risk 
premium in interest rates, fleeing to safe low-risk securities, the great turbu-
lence with stocks, bonds and stock markets, as well as with the reduction of 
capital movements in developing countries. Furthermore, there were increased 
turbulences and uncertainties in portfolio investments, FDI, etc. But the Covid 
crisis has also posed new challenges for central banks in how to further adjust 
monetary policy to negative interest rates in highly developed countries and 
avoid over-indebtedness in the private sector. Meanwhile, the use of the new 
wave of unconventional monetary policy instruments was under pressure from 
the resilience of financial markets and institutions. The goal was to increase the 
capacity of capital markets to absorb budget deficits.

2. TRENDS IN THE INTERNATIONAL MOVEMENT OF CAPITAL

The global movement of capital in the current conditions of crisis has be-
come very turbulent on a daily basis. Many reports show that the world’s financial 
reserves have increased, and their growth rate is much higher than the GDP growth 
rate of countries. World capital markets from the United States, Europe, Great 
Britain, China and many other countries have faced an unprecedented decline in 
the volume of net capital flows. These are just some of the reasons why economic 
growth has been hampered by the Covid crisis. Basic fundamentals, especially 
consumption in the United States, have found themselves in poor shape. The UK 

4 https://unctad.org/news/global-foreign-direct-investment-fell-42-2020-outlook-remains-
weak accessed on 20.07.2021
5 https://unctad.org/news/global-foreign-direct-investment-fell-42-2020-outlook-remains-
weak accessed on 21.07.2021
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has also played a significant role in the markets and caused major turmoil, largely 
due to its exit from the EU.6 On the other hand, the Eurozone, which has split as a 
financial center, has also faced major challenges due to poor capital flows.

This is especially important if we take into account the stock market 
situation and the large turbulence of stocks and bonds in the United States 
and Europe, which have been very dynamic lately. It is also predicted that if 
this turbulence trend continues to be unstable and volatile, it could have major 
implications for economies in the future. Therefore, the increase in the price 
of capital and its poor flow can call into question the profitability of many 
businesses. As well as the inability to control core costs and new products 
and partnerships to survive.7 Due to this, the previous statement that today the 
global capital market is becoming very complex can be confirmed once again.

There was a lot of uncertainty, it initiated a movement in the capital mar-
kets that was not seen for a long time. For example, the large continuous declines 
in world stock markets in 2020 were in a backward trend. In the past period, the 
unstable movements on the world stock markets were different, with a tendency to 
decline. Then, their stabilization and their decline again. The reason for this was 
the pandemic that determined their condition in which the financial markets were 
located from Shanghai through Frankfurt to New York and others. Exchange rates 
have been different from the real economy for too long. For example, the state of 
German industry, which had been in recession for months, and the weak movement 
in the German economy were not taken into account. Another reason could be that 
this was the deteriorating situation between America and China. All this has led to 
major declines in the world’s economies and large losses to countries. But if this 
crisis is compared to the financial crisis of 2008, the result is well known: hundreds 
of billions of dollars, euros, yuan and yen were highly valued in national economies 
– money that countries did not actually have. The consequences of this are still felt 
today, for example, in the form of low interest rates with all the negative conse-
quences for banks and depositors.8 Such was the case with Deutsche Bank, which 
in 2020, its shares fell by 17%, and faced a downward trend and a negative record.9

6 Analysis of Ass. Prof. Dr Miki Runtev PhD of economics, direction of international financial 
management
7 https://www.ek-inst.ukim.edu.mk/wp-content/uploads/2018/08/APLICIRANA-LEK-
TURA_1-ilovepdf-compressed.pdf accessed on 28.08.2021
8 https://www.capital.bg/politika_i_ikonomika/sviat/2021/06/18/4217070_novata_geopoliti-
ka_na_globalniia_biznes/ accessed on 29.08.2021
9 https://www.dw.com/mk/%D0%BA%D0%BE%D1%80%D0%B0%D0%BD%D0%
BE%D0%B2%D0%B0%D1%80%D0%B8%D1%83%D1%81-%D0%B4%D0%BE-
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Table 3. Stock market capitalization balance, calculated in millions of US dollars for 
1991, 2000 and 2010
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Source: Greet Bekaret, Robert J.Hodrik. International Financial Management, Columbia Uni-
versity and the National Bureau of Economic Research 2nd ed., 399. (Notes : The data are 
taken from the World Federation of Exchanges, Datastream, and the S&P>IFC database. 
The indications “Developed, “Emerging, ” and “Frontier” are from Morgan Stanley Capital 
International), accessed on 05.08.2021

Table 3 shows the tendencies of the stock markets during the previous 
crises, and in comparison with today’s developments. Thus, for example, the 
movements of capitalization in the stock markets, analyzed in times of crisis 
(1991, 2000 and 2001), in comparison with today’s developments, it can be 
pointed out that the capital indices in Europe were much lower with a sharp 
decline in mid-2020, due to the pandemic. Meanwhile, futures in the United 
States have recently faced new record highs. Because of this, investors feared 
a growth trend and pointed to a lower opening for these shares. Shares in China 
and Hong Kong also came under pressure after a sell-off in educational tech-
nology companies after Beijing announced major industry reforms.

Comparatively, it can be pointed out that since 2020, there has been 
a major state of emergency on the stock exchanges. So far, the Dax Index 
and other indices have not fallen that much in such a short time. Last year, 
Wall Street experienced its worst moment since 1987, when stock markets 
plummeted and as such went down in history. What is happening on the stock 
exchanges today, there is no comparison. Such stock market declines in such 
a short time could cause a serious blow to economies. Due to that, the stock 
trading had to be stopped for the third time, because the losses of the exchange 
rates explosively broke the forecast limit. The Dax Index lost about a third of 
its value in 2020. There were times when investors in Asia panicked and left 
the stock markets. «This situation has not been recorded in history» and «al-
most all economic activity simply stops». 10 

Countries reacted differently during the pandemic, and it was expected 
that the crisis would remain confined to China. But the consequences were 

%D0%BA%D0%B0%D0%B4%D0%B5-%D1%9C%D0%B5-%D0%BE%D0%B4%D0%B8-
%D0%BF%D0%B0%D0%B4%D0%BE%D1%82-%D0%BD%D0%B0-%D0%B1%D0%B5
%D1%80%D0%B7%D0%B8%D1%82%D0%B5/a-52820458 
10 Said Deka Bank’s stock strategist “Joachim Schalmeyer” accessed on 10.08.2021 
https://www.dw.com/mk/%D0%BA%D0%BE%D1%80%D0%B0%D0%BD%D0%
BE%D0%B2%D0%B0%D1%80%D0%B8%D1%83%D1%81-%D0%B4%D0%BE-
%D0%BA%D0%B0%D0%B4%D0%B5-%D1%9C%D0%B5-%D0%BE%D0%B4%D0%B8-
-%D0%BF%D0%B0%D0%B4%D0%BE%D1%82-%D0%BD%D0%B0-%D0%B1%D0%B5
%D1%80%D0%B7%D0%B8%D1%82%D0%B5/a-52820458 
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felt in other parts of the world as well. In many places production had to stop 
because the supply chain from the states was disrupted. This was followed by 
a significantly larger decline in European and American stock markets, espe-
cially in the second wave, when the virus reached Europe.

Table 4. Stock market conditions on the stock exchanges, calculated in percentages for 
2020

Major stock exchanges Shares in %
European stock 
exchanges 20% fall

German DAX 2, 6 % fall
China 1, 3 % fall

New York Dow Jones 725 points fall or 2.1% fall

Source:https://www.capital.bg/biznes/pazari/2021/07/20/4234284_cenite_na_evropeiskite_
akcii_se_vuzstanoviavat_sled/?fbclid=IwAR1_rtKS2NpHWM7MMis_Zye-7jq9Ww1Ll-
3n20aY-Bt7p1JZyTEEktXUQuDQ accessed on 06.08.2021

Table 4 shows the decline in stock markets that fell in 2020. It can 
also be noted that the STOXX Europe 600 index, which includes the shares 
of the largest European banks, has shown a downward trend, which has not 
happened since the global financial crisis of 2008. However, it should be noted 
that in mid-2021, European stocks recovered, after recording the largest daily 
declines since last year. The reason for the fall of the stock exchanges was the 
pandemic and because of that it was expected to be with a negative catalyst.

Table 5 Growth of the global stock exchanges, their growth and realized return for 2021
US stock index S&P 500 18% yield
American Index of 
Technology Companies 
NASDAQ

16% yield

German DAX 13% yield

Warsaw Stock Exchange 52, 5% yield

Source://www.capital.bg/biznes/pazari/2021/07/20/4234284_cenite_na_evropeiskite_akcii_
se_vuzstanoviavat_sled/?fbclid=IwAR1_rtKS2NpHWM7MMis_Zye-7jq9Ww1Ll3n20aY-Bt-
7p1JZyTEEktXUQuDQ, accessed on 10.08.2021
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From table 5 it is evident that global stock markets are now recording 
their fifth consecutive quarter of growth with the opening of the world econo-
my. There were also a number of stock exchanges that proved useful for secu-
rities markets. The table also describes the Warsaw Stock Exchange, which in 
2020, became the second largest stock exchange in Europe in terms of liquidity 
growth and portfolio turnover.11

These developments and their effects raise the need for their detailed 
study in order to better predict the movements in the capital market.

Thus, many countries have continued to adjust their support and stabi-
lization measures, taking into account the experience of other countries in this 
area. As market fragmentation can make fundraising more difficult, countries 
have become very interested in working with each other to find the most ap-
propriate tools to overcome the crisis. Following these tendencies, this way 
of international cooperation can play an important role. On the other hand, it 
was characteristic that portfolio investments, which tend to be the most sus-
tainable asset category, reacted quickly to the shock caused by the pandemic 
on the global economy. Meanwhile, the value of investment products related 
to the sustainable development of global capital markets in 2020 was $ 3.2 
trillion. These products include sustainable funds, social bonds ($212 billion) 
and mixed sustainability bonds ($218 billion).12 Most of them are located in 
developed countries and are focused on assets in developed markets. This con-
tinuous growth confirms the potential of capital markets to fill the financial gap 
to achieve the goals of sustainable development.

Conclusion

Covid crisis process, caused a lot of change in the attitude towards the 
capital markets, ie: FDI, stock exchanges, portfolio investments and their role 
in the development of countries. FDI has proven to be a very important fac-
tor in boosting economic growth in developing countries. Because developing 
countries have filled this gap with FDI as a more important form of interna-
tional capital flow. However, FDI flows are expected to remain weak due to 
uncertainty about the evolution of the pandemic.

As a conclusion in this paper it can be determined that when regulat-
ing international capital mobility in this volatile period, the connection be-

11 https://www.ekonomijaibiznis.mk/News.aspx?IdNews=23935 accessed on 12.08.2021
12 Investing in sustainable recovery, overview, World Investment Report 2021, , 20-21p.
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tween stock exchanges and institutional networking, ownership or functional, 
with other international markets and their long-term stabilization should be 
important. This should be aimed at overcoming the challenges faced by stock 
exchanges or FDI that have hit the capital market hard and caused major turbu-
lence. The important thing for them is that, before the crisis, they were stable 
and navigable without any special trading challenges. Emerging economies 
also need to close the gaps with advanced economies to reap the benefits and 
experiences of international trade and the mobility of labor and capital mar-
kets, as well as the latest technological advances available worldwide.

It is therefore particularly important to conclude that in just less than 
10 years since the last major financial crisis, capital markets have once again 
faced a crisis and major turbulence and uncertainties.

The aim of the paper is to point out that large investors should perceive 
the huge technological and economic potential of the regions in the newly de-
veloped and poorly developed economies and thus expect large returns in the 
near future. Therefore, it can be pointed out that the world trade imbalances 
that marked the world before the crisis will not clear up on their own.

The aim of the paper was also to analyze the differences in capital 
inflows and outflows between countries with a special focus on movements 
and the impacts on their economic growth before the Covid crisis and during 
the crisis.

But, as the most significant conclusions from the latest empirical re-
search mentioned during the paper, they found that FDI is a key generator of 
economic growth in countries in the last decade. If countries follow the cycle 
of highly developed economies, they can expect increasing importance of rein-
vested profits in the future, as a source of capital for the current and investment 
needs of companies in their countries. 

What has been said so far in this paper identifies the need to write what 
is expected in the future from capital markets to develop in the direction that 
countries go to overcome and solve many of the problems they faced during 
the crisis, and in order to be better investor oriented. Given the scale and va-
riety of challenges, a coherent policy approach is needed to encourage invest-
ment in resilience, to balance incentives between infrastructure and industry, 
and to address the challenges of implementing recovery plans.

As a fundamental problem, it is posed that the turmoil in the capital 
markets will stabilize and overcome the problems they faced especially during 
the Covid crisis period, in order to create greater benefit to states and reduce 
poverty.

Miki Runtev
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Introduction

Global trends are changing the nature of work and skills demand. To 
succeed in the 21st century business environment, firms need a comprehen-
sive set of skills. Skills development is globally considered as key to produc-
tive employment. Hence, it is an important means for increased productivity, 
private-sector development including SMEs, inclusive economic growth and 
poverty reduction. Studies show that a sustainable approach to workforce de-
velopment and employment creates improved skills for employability and at 
the same time contributes to private-sector competitiveness. The mismatch be-
tween the skills acquired in formal education and labour market needs could in 
part be addressed through adequate skills development within a flexible life-
long learning and formal/informal skills development.1

On the other hand, there are many obstacles in the process of skills devel-
opment. Lack of necessary skills is one of the top barriers for SMEs to adopting 
emerging technologies, implementing changes in the working processes, etc. In 
fact, not only future employees should possess professional skills, but also cur-
rent employees will need to develop their skills portfolio. To keep their skills 
relevant, employees will need to keep learning during their career.2 

The paper provides theoretical background of the importance and barriers 
of skills development process. The empirical research identifies the main obsta-
cles for development of skills in firms in North Macedonia. The findings reveal 
lack of applicants with adequate skills in the recruitment process, insufficient 
training of employees and low employee motivation to upgrade their skills. 

1. IMPORTANCE OF EMPLOYEE SKILLS AND BARRIERS 
TO SKILLS DEVELOPMENT IN SMES 

The skills development in SMEs is paramount to firm’s sustainability 
and success in today’s dynamic business environment, as continuous upskill-
ing is needed to meet changing demands. Up-to-date skills allow employees 
to be more productive, to easily adapt to change and new technology, to think 
of what they do “as a career rather than only as a job”, hence enabling a firm 
to achieve competitive advantage.3 For individual employees, the recognition 

1 SIDA, “Skills developments”, Information Brief, March, 2018, p. 1
2 European Commission, “Skills for SMEs Supporting specialized skills development: Big 
Data, Internet of Things and Cybersecurity for SMEs”, Final report, December 2019, p. 57
3 NMMU Nelson Mandela Metropolitan University, Business Essentials, 2015, https://www.
businessessentials.co.za/2015/02/24/importance-skills-development/
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and validation of learning experiences is also important since it enhances their 
opportunities on the labour market.

Since one of the biggest assets to any business is its employees, firms 
are realizing the importance of employee training and development, especially 
as the job markets continue to evolve and business environment becomes more 
competitive. Some of the advantages of skills development refer to improved 
employee knowledge, increased job satisfaction and productivity levels, new 
and improved job opportunities, higher levels of employee motivation, ability 
to adapt to new technology and methods and reduced employee turnover.4 Ac-
cording the latest research5, skills development is important for SMEs because 
it helps employees to be up-to-date with the latest industry trends. In order for 
modern businesses to thrive, they need to constantly develop and find strate-
gies to upskill their workforce. Both formal and informal learning processes 
are an important means to boost further firm performance in SMEs. With a 
robust training and development program in place, employees will adapt easily 
to the industry changes thus giving businesses a competitive advantage. 

Despite the importance of skills development in SMEs, the process it-
self is rather difficult and complex, as firms face various obstacles in their 
endeavor to upskill their workforce. SMEs encounter multiple barriers to skills 
development process: barriers related to providing suitable and efficient train-
ings; barriers which derive from the lack of applicants with adequate skills 
during the recruitment process; financial barriers to support the skills develop-
ment; lack of employees’ motivation for acquiring and upgrading their skills; 
organizational and HR barriers; barriers imposed by demographic changes; 
strong labour market competition for attracting talents; etc.

One of the most common barriers hindering SMEs is the mismatch be-
tween their specific needs and the training programs offered on the market, as 
SMEs cannot easily find tailor-made programs or do not have the right infor-
mation of training opportunities. As a result of the poor information about the 
range of training opportunities, a sense of resignation could rise. Therefore, 
professional organizations, the social partners and public authorities play an 
important role in raising the awareness and perception with regard to training, 
lifelong learning and the general need to take care of skills and competences.6

4 Terrique Alie, “The Benefits of Incorporating Training and Skills Development in the 
Workplace”, November 27, 2020, https://www.skillsportal.co.za/content/benefits-incorporat-
ing-training-and-skills-development-workplace
5 Ibid.
6 European Commission, “Guide for training in SMEs”, 2009, p. 35, https://ec.europa.eu/so-
cial/BlobServlet?docId=3074&langId=en
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The lack of finances is also very important barrier when it comes to 
skills development. SMEs cannot always afford formal training, as the costs 
for training per employee are rather high. Lack of training and competence 
development for managerial staff, lack of expertise in training needs evalua-
tion and absence of employee development budgets adds up to the challenges 
of these firms. However, it is essential to note that training does not have to be 
necessarily expensive to give results. Informal forms of training or on-the-job 
trainings are also suitable for skills development and can even more be cus-
tomized to the needs of each firm. 

The recent European SME Observatory Survey indicates that the lack 
of skilled labour is a problem for more than one third of all SMEs in the EU. 
Also, 28% of SMEs in the EU indicate that filling their job vacancies is their 
primary concern in recruiting, due to scarcity of skilled labour. Though SME 
managers also mention that high wage levels expected by candidates are a 
serious problem for recruiting, the scarcity of skilled and non-skilled labour is 
the most important barrier.7 

The employees should be motivated to utilize their skills, but also to 
upgrade them. In order to do so, they should overcome the factors which are 
demotivating them. It’s not enough for employers to decide to provide training 
and skills development for their employees if the later don’t believe that such 
actions will make difference on their jobs. Sometimes, the employees think 
that their job is no longer challenging because their capabilities have not been 
put to good use or perhaps, they have not advanced in their career. Also, em-
ployees need some sort of affirmation of their work, whether through increase 
of wages, promotions, words of acknowledgment, or respect of their opinion, 
which will most likely raise their interest in up-skilling. 

2. RESEARCH METHODOLOGY

The aim of this paper is to present a comparative analysis of the key ob-
stacles to developing employee skills that firms encounter, based on their main 
business activity and their size. To assess possible barriers to employee skills 
development, a survey questionnaire was administered to business owners 
and/or senior managers in small and medium firms in different sectors in North 
Macedonia. The questionnaire included questions pertaining to perceived rea-
sons for lack of appropriate skills of employees as well as to certain aspects of 

7 Ibid., p. 15
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human resource practices that are relevant to skill acquisition and development 
of employees. The sample included 133 firms with a significant share of firms 
(51%) that offer services, while 26% of the firms were in production and 23% 
in trade. Regarding the organizational size, 80% of the firms included in the 
sample were small and employed up to 50 employees and 20% were medium 
enterprises. Most of the firms exist more than 5 years (89%) and operate in the 
domestic market (78.2%)8. 

3. PERCEIVED BARRIERS TO SKILLS DEVELOPMENT IN 
FIRMS IN NORTH MACEDONIA

Research data reveal considerable differences between small and me-
dium firms in terms of perceived reasons for lack of skills of employees. In 
particular, most of the small firms (66.7%) perceive lack of initiative by em-
ployees to be one of the most important reasons for lack of skills, while, for a 
significant share of medium firms (59.26%), it is the insufficient and/or sporad-
ic employee training. The latter is considered to be a relevant cause of lack of 
employee skills by small firms as well (Figure 1a). 

Lack of initiative or motivation by employees to upgrade their skills, 
which is especially dominant in small firms, could be partly due to inadequate 
methods of employee motivation, such as lack of clear interdependence be-
tween skills upgrade and improved performance of employees on one hand, 
and career development opportunities and rewards offered by firms, on the 
other. Absence of proactive and continuous employee training is pointed out as 
a serious obstacle to skills development. Eurostat’s data9 on employee train-
ing provided by firms in North Macedonia reveal that the country falls behind 
EU-average and other developed countries. Namely, research10 outlines several 
reasons for low levels of employee training in SMEs, as lack of visible positive 
effects of training, inadequate training provided by firms and/or high costs of 
training.

8 The results presented in this paper are part of a larger research project financed by Ss. Cyril 
and Methodius University, implemented by Institute of Economics-Skopje, 2019-2020
9 Eurostat, 2015 [https://ec.europa.eu/eurostat/databrowser/view/trng_cvt_01s/default/tab 
le?lang=en]
10 See: Beraud, D. “SMEs are increasingly interested in the effects of training”, Training and 
Employment No.114, 2014 & Stone, I. “Encouraging small firms to invest in training: learning 
from overseas”, Praxis, UK Commission for Employment and Skills Iss.5, 2010, p.10 
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Figure 1a. Perceived reasons for lack of employee skills, based on organizational size 

Source: Based on authors’ research

Another relevant difference between small and medium firms, in 
terms of perceived reasons for lack of employee skills, is the unavailability 
of technology resources in small firms that would allow utilization of em-
ployee skills and create a need for skills upgrade. Lack of adequate resourc-
es and technology impedes skills development in about 40% of small firms 
as opposed to almost 15% of medium firms. The link between cutting-edge 
skills, advanced technology and innovation capacity in small firms is well 
documented in literature11.

Lack of employee initiative to upgrade their skills is considered to be a 
cause of lack of skills in firms, regardless of their main business activity (Fig-
ure 1b). It is a predominant obstacle in trading firms (73.3%), but also signifi-
cant for firms in production (51.4%) and services (55.9%). 

11 Albaladejo, M. & Romijn, H.A., “Determinants of innovation capability in small UK firms: 
An empirical analysis”, ECIS working paper series, Vol. 200013, Eindhoven University of 
Technology, 2000, [https://pure.tue.nl/ws/files/1517301/538750.pdf]
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Figure 1b. Perceived reasons for lack of employee skills, based on main business activity 

Source: Based on authors’ research

Gaps in employee formal education are perceived to be an important 
reason for lack of employee skills by approximately half of the firms in produc-
tion and services. Indeed, these findings are somewhat expected as knowledge 
and technical skills acquired in formal education have a significant impact on 
the overall competences of employees, especially in production and services. 
Hence, long-term challenges in the country, as the mismatch between business 
sector needs and the curricula offered by education institutions, leads to formal 
education gaps and affect both the individual and the businesses. 

Research findings also revealed that poorly defined job description is 
a considerable impediment to skills development for about 33% of trading 
firms. Knowledge on job analysis and subsequently job description is essential 
for many practices, as recruitment, job evaluation, compensation and rewards 
systems that are crucial to building and developing a competitive skills base. 

Taking into account the identified causes of lack of employee skills as 
perceived by firms, the research focused on recruitment and training practices 
and on motivational methods used by firms so as to determine potential im-
pediments to the skills development process in firms. The findings show that 
firms encounter different barriers in the recruitment process. In this regard, 
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small number of applicants, lack of appropriate skills of applicants for the va-
cancy and strong competition by other employers are identified by majority of 
the production firms as major barriers to their skills development efforts (see 
Figure 2a). While a considerable share of service firms identifies lack of ade-
quate skills of applicants (57%) and higher applicants’ expectations in terms 
of salary, for trading firms the biggest impediment refers to lack of appropriate 
working experience by applicants (60%). The job specifics in service firms, 
especially pertaining to direct contact with clients, impose a need for diverse 
skillsets of employees, some of which acquired from work experience. Thus, 
lack of appropriate working experience of applicants can hamper the skills 
development, that is, recruitment process of service firms. 

Figure 2a. Main obstacles in the recruitment process, based on main business activity

Source: Based on authors’ research

The analysis based on the organizational size identified three main barri-
ers in the recruitment process. The biggest challenge, regardless of organization-
al size, refers to the small number of applicants for a vacancy, reported by 70% 
of medium and 63% of small firms (Figure 2b). In addition, 55.6% of medium 
firms indicate that applicants expect higher salary, while more than 44% state 
that applicants do not possess the appropriate level of education or work expe-
rience. On the other hand, the majority of the small firms (74%) perceive lack 
of appropriate skills of applicants to be one of the biggest obstacles. The most 
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significant differences between small and medium firms in terms of barriers in 
the recruitment process refer to lack of skills of applicants (73.3% of small and 
40.7% of medium firms), lack of working experience (29.8% and 44.4%, respec-
tively) and terms offered by the firm (21.1% and 7.4%, respectively).

Figure 2b. Main obstacles in the recruitment process, based on organizational size

Source: Based on authors’ research

Employee training is also considered to be a human resource practice 
that directly contributes to skills development in firms. The dynamic changes 
in both organizational and business environment as well as the rapid techno-
logical development increase the importance of employee training for skills 
development in firms. Research findings indicate that almost 56% of medium 
firms implemented more than 3 training courses in the last three years, and 
41% implemented 1 to 3 training courses. On the other hand, less than a quar-
ter of small firms organized more than three trainings (Figure 3a). In addition, 
the share of firms that did not organize any employee training is significantly 
higher for small firms in comparison to medium firms.
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Figure 3a. Employee training in the last three years, based on organizational size

Source: Based on authors’ research

The above presented difference between small and medium firms with 
regard to the incidence of employee trainings is supported by research12. Small 
firms continuously report lower incidence of employee training as a result of 
several factors, some of which are directly linked to the very specifics of small 
firms. This is mainly due to higher training costs per employee13, absence of 
HR expertise and/or departments, poor training needs assessment and lack of 
training budgets14, among other. 

Based on the main business activity, 60% of production firms, 53% of 
trading firms and 44% of service firms conducted up to three trainings (see Fig-
ure 3b). Nevertheless, a relevant share of firms in services (23.5%) and trade 
(20%) did not conduct any training in the last three years. This percentage is 
rather low in production firms (almost 6%), which could be explained as an at-
tempt of production firms to reduce the skills gap that occurs as a result of lack 

12 See, for example, OECD, “Skills development and training in SMEs”, OECD Publishing, 
2013; Eurostat, [https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Vocation-
al_education_and_training_statistics&oldid=464069] 
13 Stone, I. “Encouraging small firms to invest in training: learning from overseas”, Praxis, 
UK Commission for Employment and Skills Iss.5, 2010, p.10
14 Beraud, D. “SMEs are increasingly interested in the effects of training”, Training and Em-
ployment No.114, 2014, p. 2
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of applicants’ skills in the recruitment process, an aspect discussed previously.
Figure 3b. Employee training in the last three years, based on main business activity

Source: Based on authors’ research

Another important aspect in the skills development process refers to 
methods implemented by firms to motivate employees to upgrade their skills 
and use the acquired skills on the job. In this way, firms can benefit from em-
ployees’ upskilling and use their knowledge and expertise for achieving or-
ganizational goals. There are various methods that could motivate employees 
to upgrade and use their skills in the workplace, but their implementation and 
success depend largely on management capacity as well as the opportunities 
and specifics of the firm itself. In this context, some of the most frequently 
highlighted methods of employee motivation pertain to active employee par-
ticipation, financial and non-financial rewards, career development opportuni-
ties, team building, flexible working, and alike. 

Having said that, one of the aims of this research was to identify 
methods used by firms to motivate employees, so as to foster the skills de-
velopment process. The findings indicate that more than one third of the an-
alyzed firms implement several different methods to motivate their employ-
ees. Namely, a significant share of firms, regardless of their main business 
activity provides bonuses and rewards for good employee performance. This 
method is, however, mostly used by trading firms (87%) as opposed to 57% 
of service firms (Figure 4a). On the other hand, more than half of the service 
firms (54%) conduct team building activities, a method that is not much used 
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by other firms. 
Figure 4a. Motivational methods implemented by firms, based on main business activity 

Source: Based on authors’ research

Employee involvement in new product/service development, quality 
improvement of products/services or business processes and establishing work 
procedures are referred to as important aspects of employee participation and 
have major impact of employees’ motivation to upgrade their skills. Yet, re-
search findings reveal that less than half of all firms use these methods. Indeed, 
service firms, compared to other firms, predominantly use employee involve-
ment in new product/service development (53%) and in quality improvement 
of products/services (46%), whereas employee involvement in establishing 
work procedures is least used method.

The analysis based on organizational size shows that small firms mainly 
use bonuses and rewards (74%) and flexible working hours (46%), while the ma-
jority of medium firms (59%) provide additional training to employees (see Figure 
4b). With reference to employee participation methods, it is found that most of the 
small firms involve employees in new product/service development and product/
service quality improvement (42% and 46%, respectively), whereas most of the 
medium firms (52%) include their employees in establishing work procedures. 
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Figure 4b. Motivational methods implemented by firms, based on organizational size 

Source: Based on authors’ research

One of the main obstacles that firms report in their skills development 
efforts pertains to lack of employees’ initiative to upgrade their skillsets. Yet, 
our research revealed that firms do not take decisive steps in establishing vari-
ous methods to increase employees’ motivation for up-skilling nor to maximize 
skills utilization. Such a goal cannot be achieved using limited methods. In fact, 
it takes a system of consistent and complementary methods to achieve compet-
itive working environment in which knowledge and skills would be paramount. 

Conclusion

The continuous development of employee knowledge and skills is an 
important feature of 21st century, as a key factor of competitiveness. Lifelong 
learning, continuous training and up-skilling enable individuals and firms to 
keep pace with the latest achievements and the ongoing and rapid changes in 
the business environment. Thus, firms should focus on continuous skills devel-
opment of their workforce, support learning in the organization and encourage 
employee initiative to upgrade their skills. 

Irina Piperkova, Aleksandra Lozanoska
BARRIERS TO EMPLOYEE SKILLS DEVELOPMENT: COMPARATIVE ANALYSIS...



144

Economic Development No. 2-3/2021

In the skills development process, firms encounter various barriers that 
hinder their efforts. Some of the key obstacles to skills development process 
that firms face pertain to lack of adequate skills in the recruitment process, 
insufficient employee training and lack of employees’ motivation to upgrade 
their skills. Nevertheless, firms do not show commitment to overcome these 
challenges. In particular, trainings provided by firms as well as methods used 
for motivating employees to improve their skillsets are not sufficient. Contin-
uous skills development should be part of the firms’ strategies and policies. 
Firms should develop a system of complementary practices that would support 
skills development on an organizational level, through continuous employee 
training, active employee involvement and various methods to motivate em-
ployees to upgrade their skills.
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