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Dear reader,

“Economic Development”, published by the Institute of Economics 
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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 
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The interest and need for publishing of the journal were continuous-
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marketing management, entrepreneurial management and other areas in the 
field of social sciences. 

The journal “Economic development” has an open approach in accept-
ing and publishing the papers reviewed by an international editorial board 
consisting of domestic and foreign experts from different countries. The jour-
nal is available in online form, through the database of academic papers pub-
lished 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, signif-
icant changes have been made in the design and editorial policy for it’s inter-
national positioning among other scientific journals worldwide. 

Skopje, December, 2018    
       

Zoran Janevski, PhD
Editor-in-chief
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Original scientific paper

SILVANA MOJSOVSKA*

THE IMPACT OF THE MACEDONIAN POLITICAL CRISIS 
2015-2016 ON FOREIGN TRADE OF THE REPUBLIC OF 
MACEDONIA

Abstract:

This paper provides analysis of the foreign trade flows and investment 
(foreign and domestic) in the period of political crisis in the Republic of Mace-
donia (2015-2016), aiming to explore the impact of the crisis on macedonian 
import and export and to tackle the issue of the unrealized trade potential related 
to investment (foreign and domestic). Major findings of the paper revealed no 
negative effects of the political crisis on the macedonian foreign trade, neither 
on investment (foreign and domestic). The export and import of the Republic 
of Macedonia rose by 8.1% and 4.9% in 2015, followed by respective rates of 
6.8% and 5.7% in 2016; foreign investment of 216.7 million euros in 2015 and 
338.4 in 2016; and domestic gross capital formation increase by 4.5% and 7.7% 
in 2015 and 2016, respectively. The foreign trade (export in particular), has been 
heavily dependent by the FDI plants’ operations in the Republic of Macedonia, 
implying that their decision to continue with their business as usual during the 
political crisis could be pointed out as crucial for the upward trends of export 
and import over the period 2015-2016. In this respect, the most important factor 
for functioning of the economy has been preserved macroeconomic stability, 
as well as banking sector’s stability, owing to the National bank’s efforts. The 
stable macroeconomic environment prevented negative movements in the field 
of foreign and domestic investment. However, although there were no negative 
implications in terms of foreign trade exchange and investment, the research 
stressed out the volatility of the foreign trade from FDI, implying that there is  

* Full-time professor at the Institute of Economics – Skopje, University St. Cyril and Metho-
dius
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necessity for increase of the domestic investment and improvement of the com-
petitiveness of the national economy.

Key words: Foreign trade, investment
JEL classification: F1, F2

Introduction

This paper provides analysis of the macedonian foreign trade flows and 
investment (foreign and domestic) in the period of political crisis in the Re-
public of Macedonia (2015-2016). It aims to explore the impact of the crisis 
on macedonian export/import, through analysis of the trade data and to tackle 
the issue of the unrealized trade potential related to investment in the Republic 
of Macedonia. The methodology used for elaboration of this paper includes 
methods of analysis and synthesis, based on extensive review and processing 
of available data. 

1. VOLUME OF THE FOREIGN TRADE OF THE REPUBLIC
OF MACEDONIA IN THE PERIOD 2013-2016

The political crisis in the Republic of Macedonia in 2015-2016, raised 
many discussions about its effects on the economy. The data from the State Sta-
tistical Office of the Republic of Macedonia show positive rates of GDP growth 
of 3.8% in 2015 and 2.9% in 2016, which are considered as relatively sound in 
the situation of political vacuum. Compared to GDP growth of 3.5% in 2014 
and 2.7% in 2013, it could be argued that the crisis did not have particular im-
plications on the real growth. Therefore, it could be expected that no serious 
implications occurred in the field of foreign trade, too, provided that the foreign 
trade flows were not disrupted by closed borders or any other constrains of the 
transport routes within country, neither fluctuations of the currency exchange 
rate or limitation of the banking operations, which would have direct impact on 
the foreign trade flows.  



11

S. Mojsovska: THE IMPACT OF THE MACEDONIAN POLITICAL CRISIS 2015-2016...

T
ab

le
1.

E
xp

or
ta

nd
im

po
rt

of
th

e
R

ep
ub

lic
of

M
ac

ed
on

ia
20

13
-2

01
6

(in
‘0

00
€)

20
13

20
14

20
15

20
16

E
xp

or
ts

Im
po

rt
s

E
xp

or
ts

Im
po

rt
s

E
xp

or
ts

Im
po

rt
s

E
xp

or
ts

Im
po

rt
s

W
or

ld
32

35
20

6
49

83
27

9
37

46
60

8
55

04
52

4
40

51
23

0
57

76
93

5
43

29
26

7
61

06
72

7

EU
28

23
50

29
2

31
25

32
6

28
66

83
3

34
90

31
2

31
26

25
5

35
86

02
6

34
59

04
5

37
83

55
2

W
es

te
rn

B
al

ka
n

56
87

75
49

51
60

52
18

59
56

58
56

50
91

41
56

95
04

53
85

65
59

90
07

So
ur

ce
:S

ta
te

St
at

is
tic

al
O

ff
ic

e
of

th
e

R
ep

ub
lic

of
M

ac
ed

on
ia

,E
xt

er
na

lT
ra

de
N

ew
sR

el
ea

se
s7

.1
.1

6.
02

и
7.

1.
17

.0
2



12

Economic Development No. 3/2018 p. (9-22)

Table 1 presents data of the total macedonian export and import, as well 
as foreign trade flows with EU 28 and countries from the region. EU 28 had share 
of 80% and 62% in the total macedonian exports and imports in 2016, while the 
countries from the region participated with 12% and 10%, respectively. The data 
refer to the period 2013-2016, in purpose of providing insight into the foreign 
trade flows prior and during the crisis.

 Table 1 shows that the total macedonian export and import, as well as with 
EU 28 have experienced continuous growth over the analyzed period. Certain 
decrease has been noted in the export to the region in the period 2013-2015, while 
2016 has been marked with increase. On the side of the import from the Western 
Balkans, there has been continuous upward trend over the period. The illustration 
of the export and import trends over 2013-2016 has been provided in the Graph 1 
(Export) and Graph 2 (Import).

Graph 1 shows that the total export and export to EU followed the same 
trend of growth, implicit to the fact that over ¾ of the macedonian export has been 
directed to EU. Moreover, FDI, mainly in the automotive industry, contribut-
ed significantly to the macedonian export’s growth. The top exporting products 
over the period were: Supported catalysts with precious metal or a precious-met-
al compound as the active substance; Ignition wiring sets and other wiring sets 
for vehicles, aircraft or ships; Ferro-nickel and Textile apparel.  This is rather 
relevant indicator, as it indicates that the companies, in particular foreign ones, 
have not reduced or terminated their operations during the political crisis, i.e. the 
production and export were even intensified. 

      Source: Table 1 
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Graph 2 shows lower dependence of the macedonian import from the 
EU and Western Balkans, as the import has been done from other countries, too. 
China and Turkey are important partners on the imports side, as 11.3% of the 
import in 2016 derived from these two countries (6.2% from China and 5.1% 
from Turkey). The most imported products in the Republic of Macedonia are: 
Platinum and palladium (non-ferrous metals), raw or in powder form; Medium 
oils and preparations of petroleum or bituminous materials (apart of raw); Oth-
er metals from platinum group (raw or in powder form) and Electricity.1 This 
structure indicates that import, same as export, is directly correlated to the oper-
ations of the foreign companies in the Republic of Macedonia, as their produc-
tion processes depend on imported raw materials, mostly from the companies 
linked into supply chains. This is relevant in the context of the political crisis, 
as supply chains provoke higher exposure of the country in terms of foreign 
trade and, therefore, could trigger higher risk of economic isolation, if supply 
partners from abroad assess the cooperation with companies from the country 
with political crisis as dangerous. Given that there has not been interruption or 
reduction of the import, but, on the contrary – increase, the political crisis in the 
Republic of Macedonia has not been put into the category of alert state by the 
foreign companies.

Source: Table 1 

In the context of crisis, it is very important to note that the country has 

1 Ibidem

S. Mojsovska: THE IMPACT OF THE MACEDONIAN POLITICAL CRISIS 2015-2016...
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kept its macroeconomic stability, i.e. no fluctuations of the currency rate oc-
curred, neither serious inflation rate, while the National Bank provided war-
ranties against destabilization of the banking sector. This served well to ensure 
trust among domestic and foreign companies for continuation of their econom-
ic activities.

2. STRUCTURE OF THE FOREIGN TRADE OF THE
REPUBLIC OF MACEDONIA BY PRODUCTS

Detailed analysis of the top 10 groups of products in the macedonian 
export and import is provided below, in purpose of getting insight about the 
impact of the political crisis on specific sectors. The data were derived from 
UNCTAD International Trade Centre (INTRACEN) database.

Table 2 shows that the top 5 groups of products absorbed over 60% of 
the total export of the Republic of Macedonia in 2016. There has been notable 
increase of the share of the “Miscellaneous chemical products” to 20.4% in 
2016, compared to 15% in 2013, as well as on “Machinery, mechanical appli-
ances and parts thereof”, which share rose from 7.1% in 2013 to 12.5% in 2016. 
Furthermore, there has been an increase in the third group of exported products 
(according to the export value) – “Electrical machinery, equipment and parts 
thereof”, which share increased from 4.8% to 11% in the period 2013-2016. 

Opposite to the growth of these three groups, the share of “Iron and 
steel” and “Apparel and clothing” have notably decreased from 16.8% (2013) 
down to 7.5% (2016) for the former and from 11.5% (2013) to 8.5% (2016) 
for the latter. The metal and textile have been leading macedonian exporting 
industries for a longer period of time, and loss of their dominance has been pri-
marily attributable to the newly opened FDI plants in the automotive industry. 
However, loss of the primary position has been accompanied with decrease of 
the absolute value of the export of these two groups, in particular iron and steel, 
which provide reasoning for deeper analysis of the state of affairs in these two 
industries. 
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The decrease in textile sector has been result of the market supply/de-
mand state of affairs in EU where the export is predominantly directed, while 
decline of the iron and steel’s export was due to the fall of the metal prices on 
the world markets (2012-2015, with eventual upward movements) and prob-
lems in functioning of “FENI”, one of the leading metal factories in the Repub-
lic of Macedonia. “FENI” faces problems of financial and ownership matters, 
which led to significant downsizing of its production from 2015 onwards. Both 
factors had significant impact on the metal industry in the Republic of Mace-
donia. It is still one of the most important sectors in the country, although its 
relevance in the export declined.  The problems in the metal industry would 
have been transposed more severely on the overall export, if the dominance in 
the export has not been overtaken by the FDI plants.   

It is evident from the Table 2 that the first three groups have experi-
enced very high growth over the period 2013-2016, i.e. the export of chemical 
products almost doubled, while the other two categories had growth of 3 times, 
respectively. This caused changes into the structure of the macedonian export, 
and, at the same time, reveals that any reduction or termination of FDI opera-
tions will result into dramatic fall of the macedonian export. Therefore, if polit-
ical crisis in the Republic of Macedonia would have been assessed as genuine 
threat by the FDI plants, the export would have suffered, given that the leading 
macedonian exporting industries have already shown export’s decrease.   
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The data in Table 3 show more diversified structure of the import com-
pared to the export, provided that the top 5 groups of imported products absorb 
around 42% of the total import in 2016. The changes noticed on the export’s 
side have been reflected on the import’s side, too. More specifically, the major 
group of imported products consists of precious or semi-precious stones, pre-
cious metals, etc., largely owing to the import of “Platinum” used for production 

Table 3. Structure of the macedonian import by products (10 groups
of most imported products over the period 2013-2016 (in ‘000 €)

2013 2014 2015 2016

Total import 4983279 5504524 5776935 6106727

Natural or cultured pearls, precious
or semi-precious stones, precious
metals, metals clad…

397411 631621 670185 755171

Mineral fuels, mineral oils and
products of their distillation;
bituminous substances; mineral . . ..

809894 792455 628650 550964

Electrical machinery and equipment
and parts thereof; sound recorders
and reproducers, television..

331461 424892 477104 535153

Machinery, mechanical appliances,
nuclear reactors, boilers; parts
thereof

339349 364914 412775 438875

Iron and steel 273679 295375 285212 311124

Vehicles other than railway or
tramway rolling stock, and parts and
accessories thereof

198585 233384 258327 310622

Plastics and articles thereof 210704 222847 248964 263901

Ceramic products 83440 126206 188701 255359

Miscellaneous chemical products 67126 75814 113199 150209

Pharmaceutical products 122850 129111 127170 141436

Source: https://www.trademap.org

S. Mojsovska: THE IMPACT OF THE MACEDONIAN POLITICAL CRISIS 2015-2016...
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of the catalysts in the automotive industry. This group of products had share 
of 12.3% in 2016, compared to 7% in 2013. Also, there has been significant 
increase in the group of “Electrical machinery and equipment”, as well as “Ma-
chinery, mechanical appliances and parts thereof”, which is directly related to 
the necessary equipment and raw materials necessary for production processes 
of the foreign companies in the Republic of Macedonia. There has been nota-
ble decrease of the import of the product group “Mineral fuels...”, which also 
includes electrical energy. The decline partially reflected changes in the oil and 
electricity prices on the world markets, while the major cause for the decrease 
was termination of the production of petroleum products of macedonian oil 
refinery “OKTA”. It has to be noted that the Republic of Macedonia imported 
crude oil (mostly from Greece) to produce refined petroleum products, which 
were sold on the domestic market and exported, mainly to Serbia and Koso-
vo. Starting from 2008, the production of “OKTA” has started to decline and 
was almost annulled in 2014.  However, the share of import of petroleum and 
electricity is still considerate, given the country’s import dependence of these 
products.

The analysis of the macedonian import by abstracting the share of the 
FDI plants, also reveals different picture, given the decrease of the import in 
one of the major import branches - “Mineral oils...”, including electricity. 
Without FDI plants’ import, the overall import of the Republic of Macedonia 
would have decreased in absolute and relative values. Therefore, FDI plants 
could be confirmed as major factor for upward dynamic of macedonian foreign 
trade flows during the period of political crisis. It was mentioned above that the 
political crisis, apparently, has not been classified as threat by the FDI plants, 
although it doesn’t mean that it was not closely observed by them. It could be 
argued that lack of termination of any of FDI business in the Republic of Mace-
donia or reduction in their operations is result from the cost-benefit analysis to 
move the business to other locations, as costs for such step are considerate and 
implicitly, it is always postponed till the crisis reaches very serious dimensions. 
Given that the crisis in the Republic of Macedonia ended prior to entering into 
the such phase for the business, the major economic indicators – GDO and 
particularly, foreign trade, have shown positive results. However, the foreign 
trade structure in which the FDI plants dominate reveals high volatility of the 
macedonian export and import from the foreign companies, posing pressure on 
the state to keep them into the country. The policy-makers of the Republic of 
Macedonia need to encourage linking of domestic companies with FDI plants 



into supply chains and agglomeration economies, as a form from which FDI 
move more rarely, as well to encourage domestic export oriented investment.   

3. MACEDONIAN INVESTMENT AND FOREIGN TRADE IN
THE PERIOD 2013-2016

Taking into consideration that the political climate is primary factor for 
the investors, in particular for the foreign ones, its impact could be viewed from 
the perspective of the unrealized potential for investment, and implicitly, export 
and import. In this context, the data on FDI in the country over the analyzed pe-
riod 2013-2016 is relevant to be analyzed (Table 4). According to the National 
Bank of the Republic of Macedonia, it is evident that highest FDI flows has 
been registered in 2016, compared to the previous three years. More specifical-
ly, the inflows related to equity and reinvested earnings were the largest. With 
regards to reinvested earnings (liabilities), it is notable that it has been substan-
tial part of FDI in 2015 and 2016, which is largely attributable to the reinvest-
ment into the automotive companies. However, it is important to mention that 
the companies which undertook most of the reinvestment of the earnings, had 
also used debt instruments in 2015 and 2016, transferring assets to their debtors 
abroad. Very frequently, the debts instruments have been used within the frame 
of same group of companies. In this respect, the real benefit of the Republic of 
Macedonia from the reinvested earnings of the foreign companies is much less 
significant.    

Table 4. Foreign direct investment (FDI) inflow in the Republic of
Macedonia 2013-2016 (in millions €)

Year Equity
Reinvestment

of earnings
(liabilities)

Debt
instruments Total

2013 46.45 101.27 104.49 252.20

2014 61.82 -169.37 312.69 205.14

2015 -81.84 159.71 138.85 216.72

2016 118.40 175.18 44.85 338.43

Source: National Bank of the Republic of Macedonia
(http://www.nbrm.mk/ns-newsarticle-direktni-investicii-vo-republika-makedonija---metodologija-
bpm6.nspx)
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The FDI increase is definitively positive, although all relevant compo-
nents need to be taken into consideration. In 2016, the total inflow of FDI was 
338.4 million euros, out of which 118.4 million euros were equity capital and 
175.2 million euros reinvested earnings. In 2015, there was total FDI inflow of 
216.7 million euros, out of which equity capital was negative (-81.8 million eu-
ros), while reinvested profit was 159.7 million euros. The indicators show lack 
of new FDI in 2015, while largest equity of 118.4 million euros has been invested 
in 2016. These data could be discussed from the perspective that the foreign in-
vestors have taken precautious steps in 2015, when the crisis started to intensify, 
while they have pursued further their plans for investment in 2016. Therefore, 
it is likely that political crisis has not prevented significant FDI in the country, 
i.e. there was none or small lost potential for FDI and implicitly, low unrealized 
potential in the field of macedonian foreign trade.

With regards to domestic investment, the State Statistical Office data 
show that the share of the gross fixed capital formation in the GDP has been 
about 23% in 2016. The nominal gross fixed capital formation growth in 2016, 
compared to 2015, has been 7.7%. In the technical structure of the gross fixed 
capital formation, the construction had share of 62.7%, machinery and equip-
ment of 30.1% and other investment of 7.2%.  The respective indicators for 2015 
show nominal growth of the gross capital fixed formation of 4.5% (compared 
to 2014), as well share of the construction, machinery and equipment, and other 
investment of 63.4%; 30.1% and 6.5% in 2015.  This indicates that the period of 
political crisis has been marked with increase of the gross fixed capital forma-
tion, which has been considerably high in 2016. However, it has to be noted that 
the largest share of the gross fixed capital formation has been done in construc-
tion, which is only partially relevant for the foreign trade in terms of import of 
necessary equipment, while there is very limited impact on the export side. More 
specifically, the technical composition of gross fixed capital formation shows 
that machinery and equipment, which could be related to increase of the compet-
itiveness of the production, and implicitly, rise of the export, had share of about 
30% in gross fixed capital formation. This is not sufficient for notable increase of 
the national economy’s competitiveness.

It is evident that there is stable trend of growth of the gross fixed capital 
formation, given its nominal growth of 3.5% in 2014 and 7.7% in 2013 (prior 
to the crisis). This data imply that the political crisis did not affect significantly 
the business decisions in the construction sphere, while it could be argued that it 
partially affected the business decisions of the domestic investors in other fields, 
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which could relate to certain unrealized potential for foreign trade, due to non-re-
alized investment by the domestic investors. On the other hand, the technical 
structure of the gross fixed capital formation has revealed that such investment 
has been conducted mainly into the construction field, pointing out to the struc-
tural problems of the macedonian industry. In this perspective, there is need for 
significant increase of the domestic investment in the macedonian industry, in 
purpose of increase of its competitiveness, which would have positive reflections 
on the foreign trade, as well. 

Conclusion

The analysis about the impact of the political crisis in the Republic of 
Macedonia in the period 2015-2016 on the macedonian foreign trade has re-
vealed no negative effects on export/import or investment (foreign and domes-
tic). The macedonian foreign trade, export in particular, has been heavily depen-
dent by the FDI plants’ operations in the Republic of Macedonia, implying that 
their decision to continue with their business as usual during the political crisis 
could be pointed out as crucial for the upward trends of export and import over 
the period 2015-2016. However, the most important factor for functioning of the 
economy has been preserved macroeconomic stability, as well as banking sec-
tor’s stability, owing to the National bank’s efforts. The stable macroeconomic 
environment prevented negative movements in the field of foreign and domestic 
investment. However, although there were no negative implications in terms of 
foreign trade exchange and investment, it is necessary for the policy-makers to 
encourage export diversification and increase of the investment (domestic and 
foreign) through use of different instruments, as well to focus on export diversi-
fication and increase of the competitiveness of the existing domestic industries.  
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as their beneficiaries.
The subject of the research in the paper is theoretical and empirical 

elaboration to emphasize the role and importance of entrepreneurship in public 
enterprises in the modern environment, to set guidelines for its wider appli-
cation in order to raise the quality of public services and to meet the needs of 
citizens as users of these services.

Keywords: entrepreneurship, public enterprises, public services, 
public sector
JEL Classification: H111

Introduction

The public enterprise, unites the elements of publicity on the one hand 
and the enterprise, i.e. market operation on the other. The elements of the public 
in these enterprises refer to the following: 

• The most important business decisions are taken by the state as the owner 
of the capital;

• The profits, that is, the loss of operation belong to the whole society;
• The public enterprise is responsible for its operations to the whole soci-

ety.

The market operations of public enterprises relate to the following:1 
• The public enterprise is expected to be financially stable over the long 

term. This means that it is constantly under control of the market;
• The prices of services charged by the public enterprise should be based 

on operating costs.

These elements distinguish a public enterprise from other public ac-
tivities such as education, health, judiciary, police, etc. However, it should 
be taken into consideration that public sector enterprises can be a subject to 
political constraints, which is contrary to their main goal of increasing so-
cial welfare. They can receive different subsidies or enjoy additional protec-
tion from the state that is not available to competitors of private sector en-
terprises. In addition, in conditions of financial crises, these enterprises are 

1 Ibid, p.16-22
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considered ineffective and can contribute to the outflow of public resources. 
Therefore, the question of the efficiency of public enterprises is often raised. 

Public services are primarily linked to local self-government and the 
quality of life of citizens. They play a role in the advancement of civil society, in 
the creation of local policies, the improvement of public services and the quality 
of life of citizens. The effects deriving from the services provided by the public 
administration are difficult to assess according to their quality and imply a high 
level of training of the staff and the level of education, which contributes to 
improving the cooperation with their target users in the direction of improving 
their satisfaction. The benefits of achieving this goal are followed:2

• Improving services and increasing satisfaction can increase revenue;
• Improving the services and increasing the satisfaction can support the 

needs for future funding;
• Improving the services and increasing the satisfaction can improve the 

efficiency of the work;
• Improving the services and increasing the satisfaction can improve the 

performance.

There are many entrepreneurial activities that can be implemented in or-
der to fulfill the positive aspects of the process of improving the satisfaction of 
users from public services, such as supporting employees from providing good 
services, developing infrastructure, improving the systems for managing rela-
tionships with users, discovering the benefits of overall quality management, 
tracking user satisfaction levels, etc. 3

1. ENTREPRENEURSHIP IN PUBLIC ENTERPRISES

Entrepreneurship is most often associated with the private sector, but in-
novation and entrepreneurial behavior are also important for restructuring the 
public sector, whether in the field of education, culture, sports, or in the social 
sphere to help socially vulnerable categories of the population.

In this context, the importance of social entrepreneurship, which is a pro-
cess of creating socio-economic structures, connections, institutions, organiza-
tions and measures that result in sustainable social benefits, can be mentioned. 

2 Kotler Ph., Lee N., Marketing in the public sector, Datapons, Skopje, 2009, p. 170-174
3 Ibid, p.174-181
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It is a model of using entrepreneurial behavior more for social purposes than for 
profit. In other words, profits are used for certain socially excluded groups, inno-
vations, environmental protection or for the advancement of the social situation.

The relevance of entrepreneurship in the public sector becomes particu-
larly important. The specificity of the entrepreneurial work of public enterprises 
stems from the opposing commercial and non-commercial goals that are set 
before these enterprises.

The management is of great importance for any organization, essential 
for the success of every enterprise on the market. However, entrepreneurship 
and management in public sector are conditioned by the state. Identifying the 
necessary entrepreneurial skills and abilities of employees in enterprises in the 
private sector greatly sets the framework for their identification in public sector.

In general, public and private entrepreneurship share the underlying 
characteristics, but differ in terms of defining and measuring objectives, stem-
ming from the different goals that private enterprises have in relation to public 
enterprises.

In economic globalization, entrepreneurs in private as well in public 
sector need to possess the necessary entrepreneurial skills and knowledge. In a 
dynamic environment, it is important for entrepreneurs to have the ability to cre-
ate creative thinking, i.e. constantly seek new solutions to the problems arising 
from everyday work. As entrepreneurs in public enterprises, which are vital for 
improving social welfare in the country, they constantly come up with new ideas 
and make good decisions about opportunities and potential projects. They need 
to work on their own creativity, develop skills in generating new ideas, and then 
initiate creative and innovative processes in the organization. It is also necessary 
to have the ability to perceive different perspectives and to have original ideas. 
When an entrepreneur can generate a new idea that is feasible and efficient, it 
gives precedence to competition. 

An important skill that builds on the ability for creative thinking, which 
should be possessed by entrepreneurs in public enterprises, is the ability to com-
municate. Their success as entrepreneurs is determined by the ability to commu-
nicate in order for their ideas to be successfully presented. Communication skills 
will help them to share and clearly present their ideas and projects.

Also, it also important to possess entrepreneurial skills that relate to the 
ability to face and manage risks. Successful entrepreneurs are not only willing 
to take risks, but are able to identify and assess risks and find alternative plans in 
the event of the worst possible scenarios. Namely, they should assume the risk of 
performing an activity before they take it.
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Planning as the next skill or ability that entrepreneurs in the public sector 
should have, entails setting goals and defining when each will be achieved, but 
also identifying alternative courses of action to achieve the goals. After evaluat-
ing the different alternatives, entrepreneurs must make decisions about the way 
of doing things to achieve the goals. They should formulate the necessary steps 
and ensure effective implementation of the plans. Ultimately, entrepreneurs who 
possess the skill of planning need to constantly evaluate the success of their plans 
and take corrective measures when necessary.

In order to make decisions properly, they need to have the ability to create 
and apply an appropriate strategy, to make decisions, but also to change or adapt 
them in a timely manner as a result of new or changing environmental factors.

The entrepreneurial abilities to manage human resources in private en-
terprises is to maximize productivity of the enterprise by optimizing the effec-
tiveness of employees. In public enterprises, it is important to manage human 
capital successfully and to maximize productivity, to manage employees within 
organizations, to care for their training and development, but also to evaluate and 
reward their activity. The ability to manage human capital may be one of the most 
important skills and abilities that entrepreneurs, given that human resources are 
the most important assets of an organization and the business cannot be success-
ful without the efficient management of this resource.

Entrepreneurs in public enterprises, as well as entrepreneurs in the pri-
vate sector, should have the ability to organize their employees. Organizing is a 
management function that involves developing an organizational structure and 
allocating human resources to ensure the achievement of goals. The structure is 
usually represented by an organizational chart that provides a graphical presen-
tation of the management chain within an organization. Organizing the level of a 
particular job implies how to design individual jobs for the most effective use of 
human resources. 

As well as private sector enterprises, those in the public sector need en-
trepreneurial skills, who know how to build and manage a team. Teamwork is 
the ability to lead and manage the larger number of people who need to work to-
gether. Given that it has been proven that the team is able to make better decisions 
than an individual. Teamwork is important to the success of any organization. To 
build a successful team, open communication, clear roles and responsibilities, 
an appropriate team manager, the authorization of team members and a reward 
system are required. Therefore, it is necessary for entrepreneurs to be able to 
build the team, motivate team members, and manage the team in order to derive 
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maximum results from it. Entrepreneurs need to apply creative and practical 
solutions to overcome communication barriers, to allow for the exchange of 
ideas and matching diversity within the team. Also, entrepreneurs should have 
the ability to motivate their members in order to carry out their work responsibil-
ities. Motivation means getting employees to do what they have been delegated 
as a work assignment, but willingly and without coercion. Good entrepreneurs 
need to explore what motivates employees, and then try to create conditions in 
which they will be motivated to work.

Finally, it is important to emphasize that while the main goal of public 
enterprises is not to maximize profits, entrepreneurs in these enterprises should 
have the ability to manage the institution’s financial resources. They need to 
manage cash flows, то assess financial needs and identify sources of capital, just 
like entrepreneurs in private enterprises.

2. RESEARCH AND DISSCUSIONS 

In order to determine the level of implementation of the entrepreneurial 
skills in the public enterprises in the Republic of Macedonia, a survey on a sam-
ple of 181 person (85 men and 95 women) was conducted. The respondents are 
employed in the municipal administration of the Republic of Macedonia. For 
the needs of the research, a questionnaire was prepared covering all aspects of 
entrepreneurship and the important skills defined by the entrepreneur (see Ap-
pendix 1). In the questionnaire, each entrepreneurial skill is represented through 
4 levels of use of the appropriate skill in the daily working obligations of the 
randomly selected employees in the municipal administration of the Republic 
of Macedonia, at the same level of management but with different work respon-
sibilities. The purpose of the questionnaire is self-assessment and evaluation 
of the entrepreneurial abilities of the employees at the same level (intermediate 
level, management in which the use of all listed entrepreneurial skills in the ques-
tionnaire is applicable) in the municipal administration. The analysis shows the 
level of development of appropriate entrepreneurial skills among the employees 
in the municipal administration in the Republic of Macedonia, as well as the pos-
sibilities for developing their entrepreneurial skills. At the same time, the issues 
allude to the application of these techniques and skills in carrying out daily tasks 
in the municipalities. The acquired data from the entrepreneurial skills analysis 
are presented with graphs. The questions in the questionnaire refer to and cover 
the use and knowledge of the following entrepreneurial skills:
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• Creative thinking (innovation in the implementation of work obligations 
that leads to more efficient and effective completion of work tasks)

• Planning and research (planning and research in the work tasks in order to 
increase the performance of work obligations)

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

• Organizing (organizing work and working responsibilities in order to in-
crease efficiency in the work)

• Team Building and Management (Team Creation Process and Demon-
stration of Leadership Capabilities in its Leadership)

• Marketing (using the methods and process of marking and market anal-
ysis for the needs of the public during the performance of the work tasks)

• Project management (using the project management methods for project 
implementation for the needs of the public at all during the performance 
of the work tasks)

• Risk analysis (knowledge of methods for risk analysis and use of them in 
the execution and management of work tasks and projects)

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

• Human resources management (application of the honey for the re-se-
lection, selection, management and motivation of human resources in 
performing the tasks)

Below is an analysis of the responses received on the questions from the 
questionnaire.
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Chart 1 Knowledge and use in the daily work responsibilities of creative 
thinking as an entrepreneurial skill among public sector employees in the 
Republic of Macedonia

Source: Own research

The first question which concerns the knowledge and use of creative 
thinking in the daily work responsibilities of the employees, shows the largest 
percentage of respondents answered that this knowledge is undeveloped, while 
the least they think is at the intermediate level (Chart 1)

Chart 2 Knowledge and use in the daily work responsibilities of planning 
and research as an entrepreneurial skill among public sector employees 
in the Republic of Macedonia 

Source: Own research
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Regarding the knowledge and use in the daily work responsibilities of 
planning and research as an entrepreneurial skill among the employees in the 
public sector in the Republic of Macedonia, 75% of the respondents consider it 
to be at the initial, beginner’s level. It shows that the planning and the research 
in the work tasks in order to increase the performance of the work obligations 
they consider as inappropriate and not applicable, which can pose a serious 
problem for the efficiency of the work. (Chart 2)

Chart 3 Knowledge and use in daily working duties of decision making 
as an entrepreneurial skill among the public sector employees in the 
Republic of Macedonia

Source: Own research

According to the next question, 53% of the respondents think that this 
knowledge is based on knowledge and implementation at the intermediate lev-
el. (Chart 3)
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Chart 4 Knowledge and use in the daily working duties of organizing as 
an entrepreneurial skill among the employees in the public sector in the 
Republic of Macedonia

Source: Own research

For the organization of work and work obligations for the purpose of 
greater efficiency in the work, the answers are almost equalized according to 
which the respondents consider it to be still undeveloped as a skill or that it is 
at the intermediate level. (Chart 4)

Chart 5 Knowledge and use in daily work duties of building and managing 
a team as an entrepreneurial skill among public sector employees in the 
Republic of Macedonia

Source: Own research
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 Regarding team building and management (process of team building 
and demonstration of leadership skills in management), the largest percentage 
of respondents answered that this skill is at the initial, beginner’s level (Chart 
5).

Chart 6 Knowledge and use in daily working duties of marketing as 
entrepreneurial skill among public sector employees in the Republic of 
Macedonia

Source: Own research

One of the key issues is the application of marketing in organizations in 
the public sector, which is important for both internal and external environment. 
For this, the largest percentage of respondents answered that this activity is at 
the initial level, i.e. the use of the methods and the process of marking and mar-
ket analysis for the needs of the public sector in the fulfillment of the work tasks 
is at the initial level (Chart 6)
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Chart 7 Knowledge and use in the daily work responsibilities of project 
management as an entrepreneurial skill among public sector employees 
in the Republic of Macedonia

Source: Own research

Regarding the knowledge and use in the daily work responsibilities of 
project management as an entrepreneurial skill among public sector employees 
in the Republic of Macedonia, the responses show that the largest percentage 
responded that this activity is underdeveloped, but almost the same percentage 
responded that they can apply this skill on the intermediate level. This shows 
that there is still a difference regarding the application of project management 
in certain public enterprises. (Chart 7)

Chart 8 Knowledge and use in the daily working obligations of methods 
for risk analysis as entrepreneurial skill among public sector employees 
in the Republic of Macedonia

Source: Own research
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For the knowledge and use in the daily working obligations of methods 
for risk analysis as an entrepreneurial skill among the public sector employees 
in the Republic of Macedonia, the largest percentage of respondents consider it 
to be underdeveloped, and the same percentage (68%) is at the initial level. And 
this suggests a different perception of the application of this tool in the operation 
of public enterprises. (Chart 8)

Chart 9 Knowledge and use in the daily work responsibilities of financial 
management as an entrepreneurial skill among public sector employees 
in the Republic of Macedonia

Source: Own research

For the knowledge and use in the daily work responsibilities of financial 
management as an entrepreneurial skill among the public sector employees in 
the Republic of Macedonia, the largest percentage consider it to be underdevel-
oped, and a smaller percentage is on the intermediate level. (Chart 9)
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Chart 10 Knowledge and use in the daily work responsibilities of human 
resources management as an entrepreneurial skill among the public 
sector employees in the Republic of Macedonia

Source: Own research

Regarding the knowledge and use in the daily work responsibilities of 
human resources management as an entrepreneurial skill among public sector 
employees in the Republic of Macedonia, the percentage of those who believe 
that this tool is at the initial level of its application (Chart 10) is the highest.

Conclusion 
 

From theoretical elaboration and analysis of the results of the research, 
it can be concluded that the majority of the employees in the public enterprises 
at the municipal level have an initial level of knowledge and use of entrepre-
neurial skills. Creative thinking, more precisely the ability to innovate the work 
process to improve efficiency and effectiveness of the work proved to be the 
least developed entrepreneurial skill of the offered ones. Planning and research 
as entrepreneurial skills are at the initial level. There is an intermediate level of 
knowledge and the opportunity to use decision making as an entrepreneurial 
skill of the employees in fulfilling the tasks in the municipal administration, 
while the human resource management is known and applied by the public 
employees at the highest level. A particular negativity is the poor application 
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of marketing in this segment, which should be one of the basic activities for 
successful communication and meeting the needs of the citizens.

Entrepreneurial skills are important for the development and improve-
ment of the efficiency and effectiveness of employees in public enterprises. 
Their knowledge and implementation in daily work can significantly improve 
the work of the public sector and additionally improve public services. Unfor-
tunately, the survey shows a low prevalence of entrepreneurial skills in public 
enterprises, which is a worrying fact about their effectiveness and effectiveness.

In order to overcome this situation, one of the possibilities is the trans-
formation and re-training of employees in order to strengthen and raise their 
entrepreneurial abilities. By doing so, they would achieve greater efficiency 
and effectiveness in their work, and citizens would receive better and more 
qualitative services that will increase the level of their satisfaction and loyalty 
as users of services of public enterprises.
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Annex 1

Survey questionnaire for determining the entrepreneurial skills and 
knowledge of the employees in the public sector in the Republic of Macedonia

Gender: ____________

Age: __________

Last completed education cycle and title: 
______________________________

Entrepreneurial skills 
and knowledge

Under- 
developed

Beginners 
level

Intermediate 
level

High 
level

Creative thinking 
(I‘m constantly fin-
ding new solutions 
to solve the problems 
that arise in day-to-
day work)
Planning and rese-
arch (I know how and 
where to find informa-
tion and how to use 
them)
Deciding (studying 
all the possibilities I 
make decisions that 
affect the entire or 
parts of the work pro-
cess)
Organizing (setting 
priorities and organi-
zing the units in order 
to achieve them)



39

T. Petkovska Mirchevska, V. Georgieva Svrtinov, V. Petkovski: ENTREPRENEURSHIP...

Building and mana-
ging a team (I know 
how to create and mo-
tivate a team to carry 
out work responsibi-
lities)
Marketing (I know 
how to present my 
ideas from the point 
of marketing and to 
realize them)
Project management 
(I can start and realize 
a project along with 
all its parts, with team 
support)
Risk analysis (I can 
guess what the risk 
of achieving a certain 
activity will be before 
I take over)
Financial manage-
ment (I can make a 
budget and manage 
the funds in the insti-
tution)
Human Resources 
Management (I can 
manage human capi-
tal, delegate and direct 
the project towards 
the whole and its rea-
lization)
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Abstract:
 
The latest technological developments have subsequently impacted 

businesses imposing changes to the methods of production and the patterns of 
employment. Businesses are becoming heavily depended on new technologies 
and strive to invest in latest technology so as to leverage it in increasing produc-
tivity and innovation. To capitalize on the opportunities that have been created 
with the high-tech solutions, businesses require digitally skilled workers who 
can use advanced technology in daily business operations. Since advance tech-
nology has dispersed across many industries and occupations, the demand for 
digital skills has dramatically increased in most sectors of the economy. Many 
emerging jobs involve work activities that require a complementary skillset 
of advanced digital skills, problem-solving and technical skills, and entrepre-
neurial or business skills. Developing the required skills for the digital age in 
the region leaves much to be desired.  The curricula in education institutions 
should be revised, modern teaching methods should be introduced and critical 
thinking, creativity and problem solving should be encouraged among students.  
Using a set of digital tools in formal education as an integral part of the learning 
process will foster digital skills excellence among future workers.
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Introduction

Nowadays, digitization impacts almost every sector of the economy. 
The advent of the digital transformation was reflected in the first computer 
revolution in the 60s, enabling task automation and process standardization, 
followed by the second information and communication technology (ICT) 
revolution in regards to companies using the Internet as a standard channel 
of communication and a way of doing business. Nevertheless, the last two 
decades have witnessed radical changes known as the third ICT revolution, 
which have introduced the full potential of digital revolution and the phenom-
enon of Digital Economy. The latest technological developments meant ‘dig-
itization of everything’ and have subsequently impacted businesses imposing 
changes to the methods of production and the patterns of employment. Digital 
Economy basically refers to how digital technologies are used to promote the 
existing economy, in a direct way, through the emergence and development of 
new digital ICT industries, or in an indirect way, through development of new 
businesses and introducing efficiencies to traditional ones. 

Web solutions for e-commerce, customer relationship management ap-
plications, enterprise resource planning, supply chain management and cloud 
computing services have changed the patterns of doing business and initiated 
the process of business transformation. This, in turn, has urged enterprises to 
adjust to new circumstances and strive to benefit from the advantages of the 
digital world putting digital upgrading as a key priority for most companies. 
To capitalize on the opportunities that have been created with the high-tech 
solutions, businesses require digitally skilled workers who can use advanced 
technology in daily business operations. Since advance technology has dis-
persed across many industries and occupations, the demand for digital skills 
has dramatically increased in most sectors of the economy. Many emerging 
jobs involve work activities that require a complementary skillset of advanced 
digital skills, problem-solving and technical skills, and entrepreneurial or busi-
ness skills.    
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A significant shortage of digital professionals in Europe is anticipated by 
Empirica,1 which could result with 756,000 unfilled vacancies in ICT jobs by 
2020, out of which 530,000 potential additional jobs in ICT practitioner occu-
pations and around 226,000 at ICT management level.2 Data analytics as a re-
quired skill for the digital age is regarded as key to driving business innovation 
through the use of high-tech solutions. Yet, these skills are in shortage among 
managers. Recent Harvard Business Review survey revealed that although 
73% of surveyed executive and senior managers stated that data analytics was 
extremely important to their business, yet, only one in five reported having high 
skills in this area.3 

The digital technology advancements will continue to transform busi-
ness practices and processes and change the job requirements in many indus-
tries, subsequently imposing a need to digitally upskill the workforce. The na-
tional economic productivity and ability for innovation largely depends on the 
cross-functional skillsets of its workforce. Thus, ‘digital age’ skillsets that en-
tail a mix of digital, technical, entrepreneurial and other complementary skills 
is considered to be a key objective of most economies. In the global pursuit of 
becoming ‘digital economy’, the countries in the Western Balkans should put 
every effort in developing adequate national policies and state-of-the-art educa-
tion and training curricula to overcome the digital skills gap. 

1 DIGITAL SKILLS CLASSIFICATION

The increasing use of ICT at work and the digital transformation of busi-
nesses have imposed demands for new skills among the workforce. The job 
profiles that have emerged in the recent years require high diversity of workers 
skills to make them competitive in the rapidly changing business environment. 
Thus, with the advent of advanced digital technology and its immense applica-
tion in businesses and the society, countries have put every effort in developing    
themselves as a digital economy in order to be globally competitive in the 21st 

1 Hüsing, T., Korte, W.B., Dashja, E: “E-Skills in Europe - Trends and Forecasts for the Eu-
ropean ICT Professional and Digital Leadership Labour Markets”, Empirica, Working Paper, 
2015 
2 This ‘job potential’ for ICT jobs describes the demand potential for new ICT jobs which 
could be created in Europe due to an e-skills demand which is likely to occur especially in the 
years closer to 2020.
3 Harvard Business Review: “Driving digital transformation: New skills for leaders, new role 
for the CIO”, Harvard Business Review Analytic Services Report, 2015
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century. The above has changed the skills that are anticipated to be essential in 
the following years. Based on the workforce skills that would be required in the 
digital age, several skills frameworks have been developed.

 In this context, OECD, International Data Corporation (IDC) and the 
European e-Skills Forum offer a framework on required skills for the digital 
age, presented in Figure 1. Generally, these frameworks suggest three catego-
ries of skills that are required for digital economy development. The OECD 
framework includes generic ICT skills, skills that enable workers to success-
fully use digital technologies in their work activities such as accessing infor-
mation, using software programs, ICT specialist skills, required to produce 
and manage ICT products and services such as developing software programs, 
applications and managing ICT networks, and ICT complementary skills, skills 
that are required to accomplish complex high-tech business activities.4 Three 
levels of skills are also present in IDC5 and the European e-Skills Forum6  classi-
fication of skills. The latter distinguishes between user, practitioner and e-busi-
ness skills, encompassing similar skills requirements for different job profiles. 
According to these classifications, basic digital literacy and some ICT skills 
will be required for a variety of non ICT jobs, advanced ICT skills and some 
business skills, especially regarding the role of ICT in business, are required 
for ICT professional jobs, while a set of advanced ICT skills and business skills 
are required for digital economy development, since e-business skills are stra-
tegic and are related to innovation management and entrepreneurship.  The 
expectations are that all three types of skills will increase in importance in the 
following years. 

4 OECD: “New skills for the digital economy: Measuring the demand and supply of ICT 
skills at work”, OECD Digital Economy Papers, No. 258, 2016
5 Kolding, M., Robinson, C., Ahorlu, M: “Post Crisis: e-Skills Are Needed to Drive Europe’s 
Innovation Society”, IDC, 2009
6 The European E-Skills Forum: “E-Skills for Europe: Towards 2010 and beyond”, Synthesis 
Report, 2004
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A most comprehensive skills framework has been developed by the In-
formation and Communications Technology Council (ICTC).  According to 
this framework digital entrepreneurial skills are the highest level of skills re-
quired for digital economy development.7 The skills of the digital economy 
are categorized in three functional levels: foundational/business/interpersonal, 
technical and entrepreneurial skills. In this regard, foundational skills have to 
be complemented by strong business and interpersonal skills; technical skills 
are critical for production processes and service delivery; and finally, a set of ad-
vanced technical and entrepreneurial skills required for the digital economy and 
management of digital technologies. High skilled jobs require a complementa-
ry skillset of advanced digital skills and business and entrepreneurial skills, es-
7 Asliturk, E., Cameron, A., Faisal, S: “Skills in the digital economy: Where Canada stands 
and the way forward”, The Information and Communications Technology Council (ICTC), 
2016

Figure 1. Skills classification frameworks

Source: Adapted from OECD, International Data Corporation and European E-Skills Forum

OECD classification

•Generic ICT skills: skills
required for successful
use of digital
technologies at the
workplace

•ICT specialist skills:
skills required to develop
and manage ICT products
and services

•ICT complementary
skills: skills required to
accomplish high-tech
business activities

International Data 
Corporation (IDC) 

Classification

•Basic ICT skills: skills
required for non-ICT
professional job roles for
use of technology-driven
devices

•Advanced ICT skills:
skills required for ICT
professional job roles

•Digital Innovation skills:
skills required for
"innovation professional"
job roles, necessary to
develop knowledge
society

European e-Skills Forum  
classification

•User skills: skills
required to use ICT as
tools at the workplace

•Practicioner's skills:
skills required to develop,
design, install, and
manage ICT systems
mainly in the ICT sector

•E-Business skills: both
ICT and management
skills, that enables
professionals to adapt
businesses and
organizations to
accommodate ICT
technology and exploit
opportunities provided by
digital technology
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pecially in management positions.8 Workforce that possesses both digital and 
entrepreneurial skills will be able to carry out work in a technology-rich envi-
ronment and seize the opportunities derived from technology advancements 
for business innovation purposes. Competitive workforce easily deploys skills 
required for innovations as creativity, strategic thinking, risk-taking, ability 
to evaluate different scenarios, networking and business skills to maximize 
opportunities and increase the value of the enterprise. However, being compet-
itive in a digital economy requires deployment of existing digital technologies 
as an integral part of business processes or developing new digital innovations. 
In other words, businesses and economies should either capitalize on the ad-
vanced digital technologies (as e-commerce, data analytics, cloud computing) 
in their everyday operations or develop R&D technological innovations into 
products or services. 

2 ICT DEVELOPMENT IN SELECTED WESTERN BALKAN 
COUNTRIES 

The development of the IT markets on a national level as well as the 
level of digitalization of the countries can be assessed using the Networked 
Readiness Index (NRI),9 one of the key indicators for evaluation of econo-
mies’ digital development i.e. the capacity of countries to leverage the ICT for 
competitiveness and wellbeing. This index comprises of four main categories 
(sub-indices), 10 subcategories (pillars) and 53 individual indicators across 
different pillars. The NRI assesses whether countries possess the drivers nec-
essary to use the full potential of digital technologies and whether these tech-
nologies have impact on the economy and the society.  The drivers are grouped 
into three sub-indices:
A. Environmental sub-index

1. Political and regulatory environment (9 indicators)
2. Business and innovation environment (9 indicators)

8 European Commission: “E-skills and ICT professionalism: Fostering the ICT profession 
in Europe”, The Innovation Value Institute & Council of European Professional Informatics 
Societies for the European Commission, 2012
9 As of 2001, The World Economic Forum started the Networked Readiness Index to assess 
the influence of ICT on business activities on a national level and provide recommendations 
to policy makers in order to improve existing ICT performances.
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B. Readiness sub-index

3. Infrastructure (4 indicators)
4. Affordability (3 indicators)
5. Skills (4 indicators)

C. Usage sub-index

6. Individual usage (7 indicators)
7. Business usage (6 indicators)
8. Government usage (3 indicators)

D. Impact sub-index10

9. Economic impact (4 indicators)
10. Social impact (4 indicators)

Thus, the NRI was used to analyze the differences in the development 
of ICT in the countries from the region. Table 1 presents the ranking of several 
countries from the Balkans in the last three consecutive years.  Slovenia takes 
the leading role in the region as a country that has highest level of ICT devel-
opment and impact on business activities with 4.7 index for 2016. Macedonia 
also reports relatively high overall NRI of 4.4 in comparison to other countries 
from the region. According to individual sub-indices, Macedonia is in the first 
place among SEE-6 countries in Political and regulatory environment and Busi-
ness and innovation environment. It is worth mentioning that Macedonia is the 
best ranked in the world according to 3 indicators: Time required for starting 
a business, Number of procedures required to start a business and Internet and 
telephony sectors competition index. Macedonia shows particular results ac-
cording to the values of the following indicators: Mobile network coverage 
rate, Adult literacy rate, Use of virtual social networks, Intensity of local com-
petition and Total tax rate. The remaining countries have similar results of NR 
Index. For example, NR Index of Croatia and Montenegro is 4.3, Serbia with 
4.0 and Albania with the lowest NRI value of 3.9.   

10 The impact is measured as a separate sub-index
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Table 1. Networked Readiness Index, 2014, 2015, 2016
Country Rank - 2014 Rank - 2015 Rank - 2016 NR Index -2016
Montenegro 52 56 51 4.3
Serbia 80 77 75 4.0
Croatia 46 54 54 4.3
Bulgaria 73 73 69 4.1
Greece 74 66 70 4.1
Slovenia 36 37 37 4.7
Albania 95 92 84 3.9
Macedonia 57 47 46 4.4

Source: World Economic Forum, 2016 

To evaluate the level of skills acquisition that is essential for digital de-
velopment of an economy, the Skills pillar is also presented in Table 2. The Skills 
pillar, part of the Readiness sub-index of NRI, is a composite indicator of skills 
that measures the ability of a society to make an effective use of ICT as a result 
of the existence of basic educational skills generated from the quality of the 
educational system, quality of math and science education, the level of adult 
literacy and the rate of secondary education enrolment. Again, Slovenia reports 
highest value of the skills pillar. Although Albania reports lowest NRI value in 
the region, yet it ranks high in terms of skills necessary for digital development. 
Macedonia, however, lacks behind all other countries in the region in terms of 
the criteria encompassed in this indicator. The above would imply that the coun-
try cannot or does not have the capacity to effectively use ICT due to insufficient 
or inadequate knowledge. 

Table 2. NRI Skills pillar, 2016
Country Rank – 2016 (out of 139) Skills Pillar - 2016
Slovenia 21 5.8
Albania 29 5.7
Croatia 42 5.5
Montenegro 50 5.4
Bulgaria 52 5.4
Greece 58 5.3
Serbia 61 5.2
Macedonia 66 5.1

Source: World Economic Forum, 2016
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Additional analysis of the Skills pillar reveals a more detailed picture 
on the main individual indicators that restrain the use of the full potential of 
the digital development. Table 3 presents the values for all four indicators that 
constitute the fifth Skills pillar.   
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Based on the WEF data presented in Table 3, Croatia, Bulgaria and 
Serbia reveal rather low score on the overall quality of the education system, 
while Macedonia and Montenegro lag slightly behind the leading country in 
the region – Slovenia. However, quality of math and science education is sig-
nificantly lower for Macedonia than it is for Croatia and Slovenia. Indeed, 
Macedonia, Bulgaria and Albania should focus on improving the quality of 
math and science education, as they are the basis for fostering digital and ana-
lytic skills among students. Macedonia is also at the bottom of the ranking in 
the region with regards to   secondary education enrollment and adult literacy 
rate. Hence, one of the priorities on a national level should be developing pol-
icies to tackle the weaknesses in the education system and develop workforce 
skills that are considered essential for the new digital age workers. 

3 SKILLS ACQUISITION FOR THE DIGITAL AGE

A competitive worker in the digital age labor market is the one who can 
easily utilize advanced digital skills in a way that would add value to the orga-
nization. Therefore, countries are introducing curricula aimed at strengthening 
digital skills among students, upgrading math and science knowledge of stu-
dents, developing analytical and critical thinking skills, as well as competen-
cies for problem solving. These curricula are built on interdisciplinary courses 
and problem-solving projects so as to foster students to apply the knowledge 
they have acquired. In addition, extensive informal training is encouraged to 
upgrade workers skills and to keep pace with the fast-growing technology ad-
vancements. 

As the digital transformation of businesses moves at a fast pace, the 
pressure on workers to excel at digital skills increases. Having in mind the 
above mentioned classifications of necessary skills for the digital age, several 
underlying competences become main pillar of the’ knowledge of the future’: 
critical thinking, problem solving, technical and analytic skills, creativity and 
entrepreneurial skills, along with the digital skills. Although formal and infor-
mal training are paramount to workforce up-skilling, yet recent Eurostat data 
suggest that formal schooling remains the main way of digital skills acquisition 
among workers. “Taking a more holistic perspective, infusing the curricula 
with digital learning from the earliest stages of formalized schooling through-
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out higher education…”11 is an undisputable standpoint.  Nevertheless, many 
Western Balkan countries still lag behind, in comparison to leading countries 
in the world, with regards to introducing curricula or teaching methods that 
would increase science and math knowledge among students, or develop ana-
lytic and digital skills. In this context, the last PISA testing scores are devastat-
ing for some countries in the region. The last PISA 2015 testing among 15-year 
old students includes data from 72 countries and economies, including all 35 
OECD members and 37 other countries and economies. The results, presented 
in Table 4, reveal that Slovenia is a top performer in the region with a mean 
score above the OECD average. On the other hand, Macedonia falls behind 
every other country in the region. Even more, the mean score of this country in 
all three indicators is one of the lowest among PISA participating countries. A 
solid knowledge in math is a baseline for developing analytic skills, one of the 
requirements of the digital age. Montenegro, Albania and mostly Macedonia 
should definitely focus in the upcoming years on revising the math courses be-
fore considering the introduction of analytic and digital skills in their curricula. 

Table 4. PISA Testing scores, 2015 
Selected coun-
tries

Science Math Reading 

Singapore (top 
performer)

556 564 535

Japan (top per-
former)

538 532 516

OECD Average 493 490 493
Slovenia 513 510 505
Croatia 475 464 487
Bulgaria 446 441 432
Montenegro 411 418 427
Albania 427 413 405
Macedonia 384 371 352

Source: OECD, available at: https://www.oecd.org/pisa/ (10.08.2018) 

11 Berger, T., Frey, C.B: “Digitalization, jobs, and convergence in Europe: Strategies for clos-
ing the skills gap”, European Commission DG Internal Market, Industry Entrepreneurship 
and SMEs, 2016
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In line with the changing demands of skills acquisition, the last PISA 
testing also included examination on collaborative problem solving among 
students. Problem solving skills are considered to be essential for the compet-
itiveness of the ‘new millennium workers’. Indeed, many cutting-edge higher 
education institutions have developed curricula based on the concept of prob-
lem solving.  On the other hand,  most of the countries in the region had ones 
of the lowest mean scores in collaborative problem solving, including Croatia, 
Montenegro, Bulgaria, and, of course, Macedonia.  

The above data clearly suggest that several countries in the region, es-
pecially R. Macedonia, should consider revising their school curricula as a 
national priority and include major changes in the predominantly traditional 
teaching methods. An attempt to introduce digital skills in classroom was made 
in Macedonia in the period 2003-2005 when 5300 PCs were obtained and in-
stalled in primary and secondary schools. In addition, several USAID funded 
projects as: Macedonia Connects project (2004-2007) - enabling broadband 
Internet access to be readily available throughout the country; E-Schools Proj-
ect (2003-2008) - 460 computer labs with PRC computers in all primary and 
secondary schools; Primary Education Project (2006-2011) - improving the 
quality of instruction and increasing employment skills in youth; have been 
some of the efforts made to improve the digital skills among youth in the Re-
public of Macedonia.12 And, although some of these projects have been suc-
cessful, others have failed to provide the anticipated results. For example, in-
stalled PCs in primary and secondary schools did not significantly increase the 
use of digital tools in classroom, as schools continuously face difficulties in 
their maintenance and many of the teachers do not use them in class at all.   

In this context, not only that the countries in the region should focus on 
fostering required skills among students in primary and secondary education, 
but should also work on initiating and implementing professional development 
of teachers. For example, Finland as one of the high performers in education 
has not only stringent selection of teachers but it also introduces continuous 
professional development of teachers. Contrary to this, most of the countries in 
the region had only an insignificant share of teachers who had attended a pro-
gram of professional development in the three months prior to the PISA test. In 
particular, R. Macedonia holds the last 69th rank.   

12 Jancevski, M., “ICT and Educational software in Macedonian schools”, Sixth International 
Conference for Informatics and Information Technology, 2008
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Developing the required skills for the digital age in the region leaves 
much to be desired.  Not only that curricula in all three levels of education 
(primary, secondary and tertiary) should be revised, but also modern teaching 
methods should be introduced. In addition, critical thinking, creativity and prob-
lem solving should be encouraged among students mainly through adequately 
developed interdisciplinary project-oriented courses.  Additionally, the use of 
digital tools by both teachers and students should be a primary mechanism of 
teaching. Using a set of digital tools in formal education as an integral part of 
the learning process will foster digital skills excellence among future workers.  

Conclusion

The digital era has triggered economies worldwide to strive and develop 
their workforce competences and skills in order to ensure the economic pros-
perity of the country. Most of the countries in the region, however, should invest 
more resources and efforts to increase their workforce skills to match the new 
demands of the labor markets.  The ‘digital age’ workforce should possess a 
unique skillset of digital, business, analytical and creativity skills. The econom-
ic prosperity of countries depends not only on the level of digital development, 
but even more on the ability of the workforce to use advanced digital technology 
for innovations and sustainable competitiveness of business and the economy.   

Among the key challenges ahead of most countries in the Western Bal-
kans is developing education and training systems in line with the new skills de-
mands. Thus, joint efforts of government bodies, higher education institutions 
and training providers should be aligned to develop workforce skills required to 
initiate and achieve digital transformation across companies and industries and 
hence ensure their economic prosperity. Continuous learning and tailor-made 
training programs on digital and business skills should become prerequisite 
for leveraging skills and sustaining workforce competitiveness and economic 
growth. 
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Abstract:

Transnational companies (TNCs) as one of the main actors of globaliza-
tion have a major influence on the overall development of society. The size and 
power of TNCs is enormous, with the very fact that they are closely monitored 
and analyzed by analysts and creators of economic opportunities. Their num-
ber, capital, number of employees, technological power and profits they make 
during their operations give them meaning that must be noted and respected. 
TNCs engage entire team of scientists, as well as realize the most perfect tech-
nical and technological achievements in order to be able to realize maximum 
profits in their operations. In this context, this paper recognizes the role and 
significance of TNCs in the development and transfer of technology.

Research shows that TNCs play a major role in global innovation in 
most developed countries and implementing new technologies in production. 
Their research and development funds are approximately half of the world’s 
total costs, or more than two-thirds of the world’s businesses for the same pur-
pose. Also this paper shows that the largest TNCs have the main role in transfer 
of technology, especialy those from developed countries where technological 
advancements are on the highest level and from where originate the greatest 
innovations.
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Introduction

The development of science and technology contributes, in certain nat-
ural conditions, to create new means of production and new products, which 
gradually begins to reduce dependence on natural resources. The basis for this 
new human power is technology as the materialization of scientific achieve-
ments. Hence, one of the basic indicators of power and domination in the 
modern world is neither raw materials nor capital, but technical-technological 
knowledge. In early capitalism capital was the basis for prosperity, but in the 
modern economy without adequate technical and technological knowledge, 
capital is losing its significance. For example, in the European Union have 
found that “the increase of investment in research and development from the 
private sector from 0.8% to 1.1% produced an additional 0.3% growth of the 
economy.”14 

The country development perspectives depend on three elements: phys-
ical investment, technology and human resources. These three elements are 
interconnected and their consistency is necessary. If physical investments are 
secured (machines, plants, halls, etc.), while lacking appropriate technology 
and organization of the production process, and workers and management staff 
are insufficiently qualified, production is inefficient and costly. If physical in-
vestments are secured (machines, plants, halls, etc.), while lacking appropriate 
technology and organization of the production process, and workers and man-
agement staff are insufficiently qualified, production is inefficient and costly. If 
the qualification of the workforce is better, and lacking appropriate technology, 
the company will again face high costs, i.e. its products will be uncompetitive 
on the market. Also if no action is taken to adapt imported technologies to local 
conditions or not to invest in its development then the country becomes tech-
nologically dependent which can be inconvenient and costly in the long run. 
It is therefore necessary to have a connection between these three elements, 
and their quality should be constantly improved. The best example of the in-
compatibility of these elements are the developing countries after the collapse 
of the colonial system and the beginnings of their own development. Most of 
these countries are rich in natural resources, and some of them have decided to 
meet the need to intensify development (in conditions of insufficient domestic 
accumulation) through foreign borrowing. Experience has shown that in this 

14 Commission Europeene Comminiques de presse, MEMO/05/199
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way most of them have failed to realize the planned development goals. One of 
the main reasons for this is that developing countries lack access to appropri-
ate technology as well as adequately educated staff. On the other hand, certain 
countries in Asia see the possibility of intensifying development in attracting 
foreign direct investment (FDI) by linking with TNC. The lack of capital, mod-
ern technology, and qualified staff provided it by allowing entry of foreign di-
rect investments and the use of all these resources was transferred to TNC. 
Such a policy where TNCs have enabled change and were the main source of 
the necessary components for development, have provided concrete results and 
today these countries are no longer developing countries but newly industrial-
ized economies. 

All of this inevitably leads to the relationship between technology and 
TNC. TNCs are today one of the central pillars of technical and technological 
progress. TNC incorporates the latest technology, i.e. the most modern patents, 
equipment, organization of production, management and marketing knowledge, 
and therefore pay great attention to the improvement and quality of technology. 
The techno-technological process enables them to create a quality product with 
lower costs and gain a competitive advantage on the market. That’s why TNC 
today are the biggest investors in the research and development of new technol-
ogies and processes.

Hence, the size, economic and technological power of TNCs, their con-
sumption for research and development in the direction of modernization of 
technological processes and knowledge, provides a solid basis for a research 
that can safely confirm the role and significance of TNCs in the development 
and transfer of technology. This is the main goal of this paper.

1. TECHNOLOGICAL POWER OF TNCs

TNCs as the main driver of FDI their operations and expansion increas-
ingly carried out through various agreements for technology transfer. This 
involves less investment in clean capital, and more and more investment in 
technology. This means that in the modern economy without technical and tech-
nological knowledge and investments, capital loses its significance. TNCs tend 
to constantly have the latest technology and constantly investing in the devel-
opment of new technologies and innovation. As long as TNCs do not acquire 
more advanced technology, they do not sell the existing one that allows them a 
competitive advantage on the market. TNCs first take advantage of technology 
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within their own system, and even after finding a new one, opportunities for 
technology transfer outside of the corporate system are opened up. In doing 
so, the parent company first transfers technology to affiliates that are in its 
full ownership, in economies that have high protection of intellectual property. 
This in order to insure the ownership of the technology, as well as to materialize 
the invested time and finance for finding, implementing and utilizing the new 
technological inventions. Interest in the merger between TNC and technology, 
which is expressed through profits, makes this connection more powerful and 
more compact, and it itself feeds on, grows and accelerates. Thus, if twen-
ty years ago, according to some research, from the moment of introducing 
some technology within the corporation to its transfer to affiliations in other 
developed countries, they spent about 6 years, and to companies outside the 
corporate system for more than 10 years, this time is decrypted.15 On the other 
hand, research is also intensified, so “today every seven years, the volume of 
scientific trials doubles.”16 

15 Pejkoski Jovan, МNK I strategiski alijansi, Ekonomski fakultet – Prilep, 2007, p. 12
16 Charles W.L. Hill, International Business, 6/e, University of Washington, 2009, p.156
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In order to get an idea of the size and power of TNCs, Тable 1 shows ten 
of the 100 largest TNCs in 2016 according to the UNCTAD report. It can be seen 
that TNCs have large capital, more than the annual budgets of some countries, 
and it can also be seen how much business worldwide they have. On the other 
hand, the index of transnationalization (TNI) shows us the degree of dependence 
of the host country on foreign TNCs from their business activity. We note that 
most TNCs have a major impact on the national economies where they have 
installed part of their activity. One of the reasons for this is just the technological 
superiority of TNCs or, rather, the technological dependence that states, espe-
cially the developing and underdeveloped countries, have. 

2. INVESTMENTS OF TNCs IN THE DEVELOPMENT OF
TECHNOLOGIES AND INNOVATIONS

TNCs make the most of their investments in applied or developmental 
research, and pay less attention to fundamental research. They own research 
centers, which are engaged in finding new products and new technical and tech-
nological procedures and processes. But they also develop smaller development 
laboratories aimed at solving the everyday production problems and adjust-
ments of new products and technologies derived from the research centers to 
local conditions. Part of the research and development activities of TNCs may be 
left to scientific institutions and laboratories outside the system. TNCs also have 
access to the research activities of universities and other scientific institutions, 
which they finance for the most part, but also have the opportunity to recruit the 
best students. In addition, they have and continuously invest in the existing and 
in attracting new scientists and other technical staff, as well as highly sophisti-
cated technological research equipment. In recent decades, the number of TNCs 
in high-intensity research industries has grown, leaving the low-tech industries 
primarily because they make smaller profits there. All this costs a lot, but TNCs, 
as we have seen before, have at their disposal and can afford enormous financial 
and all other resources, in order to be the first to achieve the goal of the highest 
possible profits. 

The struggle for technological supremacy between TNCs in today’s con-
ditions is very harsh and ruthless. Despite the enormous importance that TNCs 
attach to the technological advantage over competitors, the differences are be-
coming smaller and smaller. Today, there are rarely those TNCs that have some 
greater advantage over other competing corporations. As the advantage and 
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differences in the new technologies and technical solutions are reduced among 
TNCs, great importance is paid to the time needed for the production effect of 
innovations. It can even be said that changes are made without stopping the pro-
duction activities. 

TNCs can export to a country through the construction or establishment 
of production facilities in that country due to lower costs of labor force or dis-
tribution. The spread of TNCs through investments in production and facilities 
in foreign countries is an important way through which they grow and spread 
internationally. It is very important to emphasize that the time for returning funds 
invested in scientific research and new product development is far shorter than 
the time spent on research, so there are more research teams and centers that work 
continuously on many projects.

New and advanced generation technologies are concentrated in the de-
veloped world and are present mainly in large corporations. TNCs play a major 
role in global innovation in most developed countries, they play a key role in 
implementing new technologies in production. Their research and development 
funds are approximately half of the world’s total costs, or more than two-thirds of 
the world’s businesses for the same purpose. (Figure 1 and Figure 2) Over the past 
decade, two industries have accounted for half of all R&D spending: healthcare 
and computers. Other resource-intensive industries include healthcare, autos, 
and software.17 At the moment, the costs of research and development of some 
major TNCs are higher than those of most developing countries.

Of the 20 largest TNCs, the top five companies such as Amazon, Alpha-
bet, Samsung, IntelCo, and Volkswagen spent more than 65 billion dollars on 
research and development in 2017. Among these first 20 there is a company from 
developing countries, which is Samsung. In some emerging economies, research 
and development costs account for a significant percentage of GDP. Thus, in 
South Korea, this percentage is dominant and exceeds the values of all other 
economies. This percentage is also significant in China. 

17 http://fortune.com/2014/11/17/top-10-research-development/, accessed on 15.05.2017
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Figure 1. Gross domestic expenditure on R & D, 2006 and 2016 (%, relative 
to GDP)

Source: https://ec.europa.eu/eurostat/statistics-explained/index.php/R_&_D_expenditure, 
accessed on 15.06.2017

Based on the data shown in Figure 1 and 2, as well as according to some 
previous research for the largest consumers for research and development,18 
the following statements are distinguished:

• most of them are in developed countries and more than 90% of the total
costs belong to them;

• оn average, developed country TNCs spent 1.8 times more research and 
development than TNCs in a developing country.

18 http://www.unctad.org/en/docs/ciiem2d2_en.pdf, accessed on 01.05.2017
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Figure 2. Ranking of the 20 companies with the highest spending on research 
and development in 2017 (in billion U.S. dollars)

Source:https://www.statista.com/statistics/265645/ranking-of-the-20-companies-with-the-
highest-spending-on-research-and-development/, accessed on 10.06.2017

• some TNCs from developing countries spend more on research and de-
velopment than TNCs from developed countries. For example, TNCs
from the Republic of Korea in 2016 have the highest share of these costs
in GDP compared to other developed and developing countries.

• some developing countries have seen progress in allocating funds for re-
search and development.

3. THE ROLE OF TNCs IN THE TRANSFER OF
TECHNOLOGY

TNCs transfer technology through FDI and through the inclusion of 
TNCs in various non-equity forms. The method of transferring technology is de-
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termined by several economic, strategic and political factors such as: the nature 
and speed of changes in technology itself, the cost of transfers and risks, etc. 

Most of the spread of technology is done through internationalization, 
i.e. channels on the network of TNCs. In any case, the level of new, advanced
technologies that will be transferred to host countries varies considerably be-
tween regions and countries. Some developing countries (such as China) have
set up some technological capabilities thanks to FDI. However, there is little
evidence of the significant contribution of FDI for technological progress in the
least developed countries. 

Japan is an interesting example of technology transfer with the help of its 
affiliates abroad, with respect to its domestic firms. In developing regions, the 
degree of technology in affiliations is lower compared to domestic firms. When 
it comes to affiliations in emerging industrialized economies in Asia, the degree 
of technology development does not differ much from affiliations in developed 
countries and 4/5 of those affiliations have the same level as their domestic firms 
in Japan.19

TNCs can also transfer technology through non-equity forms of activi-
ties, such as franchises, licenses and cooperatives. TNCs are also very important 
for high-tech activities and in providing a package of knowledge, that is, tech-
nology together with a management package. 

There is a large number of economies that have succeeded in their tech-
nological advancement, while not relying on international technology transfer 
channels (Republic of Korea and Taiwan).20 However, local firms most often 
have long-term relationships with foreign TNCs in the form of subcontracting. 
They often direct technologies in strong export orientation, where local firms 
are forced to improve and expand their technology capabilities. As firms become 
internationally competitive they must import more technology using other con-
tracts (franchise or production equipment) or by investing through their own 
research and development funds. For the best use of technology transfer through 
TNCs, policy support is needed for both the host country and the domestic econ-
omy, both nationally and internationally.

According to available data from UNCTAD for the largest 100 TNCs 
from the non-financial sector in 2016 (ranked by foreign assets), TNCs are the 
largest in the United States with 22 out of 100 companies. Then comes the UK 
with 15 companies, followed by France, Germany and Japan with 11. The re-

19 http://www.unctad.org/en/docs/ciiem2d2_en.pdf, p. 10, accessed on 01.05.2017
20 ibid, p.12
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maining 30 companies are deployed in various 18 countries, which are mostly 
developed economies, but there are also companies from emerging economies. 

Figure 3. The world’s top 100 non-financial MNEs, by number of domestic 
economies, 2016

Source: Prepared by author according to the data from unctad.org/Sections/dite_dir/docs/
WIR2017/WIR17_tab24.xlsx

This again recognizes the size and importance of TNCs, analyzed in 
every aspect of the economic sphere. It is clear that the power of TNC origi-
nates initially from the mother company, that is, the company in the domestic 
economy. When taken into account that of the 100 largest TNCs, 70% belong 
to the “biggest” players on the world stage - the United States, Britain, Germa-
ny, France and Japan, countries where technological advancements are at the 
highest level and where originate greatest innovations, again we come to the 
same conclusion that the biggest TNCs have the main role in the transfer of 
technology.
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Figure 4. The world’s top 100 non-financial MNEs, by type of industry, 2016

Source: Prepared by author according to the data from unctad.org/Sections/dite_dir/docs/
WIR2017/WIR17_tab24.xlsx

These companies analyzed by type of industry provide the following 
picture (see Figure 4). Most companies are engaged in production of motor ve-
hicles 12%, as well as companies from the pharmaceutical industry 12%, tele-
communications participate with 9%, followed by TNCs dealing with services 
in the field of electricity, gas and water that participate with 8%, those from 
the food, beverage and tobacco sector also with 8%, as well as oil exploitation 
and distribution 8%, at last companies in the field of electronics and electrical 
equipment 4%, while in the other spheres of the industry belong 39%. It is 
noticeable that the most powerful and valuable are TNCs that have energy and 
consumer goods, which are often changing global political decisions and there 
are various turmoil in the world. The analysis also according to this structure 
is clear that the biggest power has the largest TNCs that have the primacy of 
actors who direct technological prosperity. Their assets are those who “will 
return to the processes and operations” and are used for research and develop-
ment in more advanced technologies, which leads to the inevitable transfer of 
technology.
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Conclusion:

TNCs play a major role in global innovation. In most developed coun-
tries, they play a key role in the implementers of new technologies in produc-
tion. The generation of new and advanced technologies is concentrated in the 
developed world, and takes place mainly in large corporations. TNCs transfer 
and diffuse technology of many kinds: technologies embodied in capital goods, 
production, organizational, managerial and other skills. TNCs transfer and dif-
fuse technology through various channels: FDI projects, non-equity activities, 
linkages and spillovers (thanks to mechanisms such as demonstration, compe-
tition, and human resource mobility).

TNCs are not the only source of technology, they are very important in 
high technology activities and in providing an entire package of knowledge, 
and their research and development (R&D) activities are expanding to the de-
veloping world. TNCs account for about half of the world’s total research & 
development (R&D) expenditure. Their accounts for more than two‐thirds of 
the world’s business R&D. The R&D spending of some large TNCs is higher 
than that of many developing countries. 

Much of the modern generation of technology is within the framework 
of TNCs, and therefore, they play a huge role in the transfer of technology. The 
biggest TNCs which originating from the “biggest” players on the world stage 
such as the United States, the United Kingdom, France, Germany and Japan 
play the main role in the transfer of technology. They usually operate in indus-
tries related to energy and consumer goods, which means that they are compa-
nies whose assets are “re-going back to processes and operations” and used for 
research and development in more advanced technologies.
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Abstract:

Agriculture is an integral and important economic activity in every na-
tional economy. In the Republic of Macedonia, it has great importance for its 
economy; it has constant contribution of 10% in the national GDP, includes 
19% of employed population and share of 9% from the total foreign currency 
income from exports of goods. 

Despite the problems and crises that Macedonian agriculture went 
through the transition period, it proves to be a vital and capable sector. Re-in-
troduction of high-value subsidies since 2010, on the amount over 100 million 
euros have contributed towards confirmation of the role of the sector. The paper 
analyzes the dynamics of subsidies, in correlation with the change of land struc-
ture and the volume of agricultural production in the Republic of Macedonia. 
It concludes with discussion of possible actions that will enhance development 
of Macedonian agriculture. The analysis is based on official data obtained from 
the State Statistical Office, the annual reports on agriculture and rural develop-
ment prepared by the Ministry of Agriculture, Forestry and Water Management 
and data from the Agency for Financial Support of Agriculture and Rural De-
velopment.
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Introduction

Promotion of agriculture as a significant economic branch and the per-
spectives of the rural environment is a major challenge that leads to prosperity 
in all regions in Republic of Macedonia. In order to further develop agriculture, 
increase labor productivity, improve economic situation of agriculture and ag-
ricultural producers, achieve higher level of agricultural production, Republic 
of Macedonia takes certain measures.  Usually the measures are (1) economic, 
(2) measures to modify or protection of property relations and landscaping 
territory, (3) technological measures and (4) organizational and administrative 
measures. Currently, in Macedonian agricultural policy, economic measures 
are most prominent ones, being that they are considered also to be most effec-
tive. 

Adapting to European standards and regulations and in order to join 
the EU, Macedonian agricultural policy starting from 2007 onwards has seen 
significant changes and reforms, as well as institutional and legal adjustments. 
Particulate interesting economic measure of the national agricultural policy, 
undertaken in 2010 was re-introduction of high-value subsidies, that are in the 
focus of this paper. The subsidies were intended to encourage the production 
of agricultural products, but also to encourage those who have the conditions 
to start agricultural production, which will develop the agricultural areas that 
are abandoned. They meet wide range of goals above all economic and social, 
so it is important to emphasize the need for their research in terms of what 
implications they cause. Тhe paper analyze the effects of policies subsidizing 
agricultural production for the period 2010-2016 (the highest value period) in 
correlation with the change of land structure and the volume of agricultural 
production1.  

The analysis is based on official data obtained from the State Statistical 
Office, the annual reports on agriculture and rural development prepared by 
1 Data presented in this paper are part of research project “Agriculture and socio-economic 
development of the Republic of Macedonia”, conducted in Institute of Economics-Skopje, 
University “Ss. Cyril and Methodius”-Skopje, 2017-2018.
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the Ministry of Agriculture, Forestry and Water Management and data from the 
Agency for Financial Support of Agriculture and Rural Development.

1. DYNAMICS OF AGRICULTURAL PRODUCTION IN THE 
REPUBLIC OF MACEDONIA

The favorable soil terrain of Republic of Macedonia, i.e. the layout of 
soil and soil composition, the mild climate and water resources (together with 
the total annual precipitation), provide a wide range and a diverse composition 
of agricultural production according to crop and livestock types. In addition, the 
country has an exceptionally favorable relief, with valleys surrounded by high 
mountains that have huge surfaces of abundant and lush high-quality pastures 
for grazing on all kinds of large and small cattle. Тhe water from the numerous 
watercourses, streams, rivers and the melting of the snow richly and abundantly 
water the plains in the valley bottom and at the same time protect them from 
strong winds and aerial influences, which offers exceptionally good opportu-
nities for the development of extensive and advanced agriculture and animal 
husbandry, as well as vine and fruit.

Agriculture is one of the four dominant sectors that contribute to eco-
nomic growth in the Republic of Macedonia. The GDP structure by sector gives 
an overview of the contribution of each sector in the economy. According to 
the data on the participation of the sectors in the GDP in the Republic of Mace-
donia, the biggest share has wholesale and retail trade, then the processing in-
dustry and the construction industry (in the past, the growth of the construction 
has made a significant contribution to the economic growth in the Republic of 
Macedonia). Agricultural sector includes the production of fishery and forestry. 
Therefore, in sectorial  analysis, we  should take into account the fact that the 
data refer to the total annual production of agriculture, fishery and forestry. The 
share of the agriculture, fisheries and forestry sector in the real GDP in the Re-
public of Macedonia is shown in Graph 1 for a period of 15 years.
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Graph 1. Participation of agriculture, fisheries and forestry sector in the 
real GDP for period 2000-2015

Source: State Statistical Office in Republic of Macedonia, http://makstat.stat.gov.mk/PX-
Web/pxweb/mk/MakStat/MakStat__BDP__BDPInvesGodisni__BDPsporedESS2010/375_
NacSmA_Mk_09p2a_01mk.px/?rxid=46ee0f64-2992-4b45-a2d9-cb4e5f7ec5ef, (accessed 
on 10.8.2018)

Based on the data from Graph 1, it is perceived that in the analyzed pe-
riod, the share of agriculture, fisheries and forestry sector in the real GDP is on 
the  average of 13%. In 2008, the share of the sector reaches a peak (13.3%), 
but then, as a result of the global financial crisis, there is a negative trend in its 
participation to the national GDP. But with the recovery of the world economy, 
as well as with the introduction of the economic measure from the Government 
in 2010 for subsidizing this sector, there is a repeated increase in the share in 
the real GDP.

1.1 Land structure and structure of agricultural holdings in the 
Republic of Macedonia

According to the latest statistics, 1.267.134 hectares or 49% of the coun-
try’s total area is categorized as agricultural land. Dominant participation has 
pastures (about 60%), while the plowed fields and gardens occupy the leading 
arable land, followed by meadows, vineyards and orchards. (Graph 2)
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Graph 2. Structure of use of agricultural land by categories in 2016

Source: State Statistical Office, http://www.stat.gov.mk/Publikacii/MakBrojki2017_mk.pdf, 
31.7.2018

Graph 3 presents the structure of arable land and gardens in the period 
from 2010 to 2016 in percentages. It can be concluded that in terms of the struc-
ture of the total planted area, the participation of crops is relatively stable over a 
longer period of time. The cereals are in the first place, one-third of the plow and 
gardens are left as coal and unprocessed land, and less than 15% are vegetable, 
industrial crops and fodder plants.

Graph 3. Structure of arable land and gardens in the period 2010-2016

Source: State Statistical Office, http://www.stat.gov.mk/Publikacii/MakBrojki2017_mk.pdf, 
31.7.2018
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In animal production, in terms of the number of livestock, participation 
of poultry and beehives also demonstrates stable share. Graph 4 presents the 
numerical structure of the livestock sector in the period 2010-2016.

Graph 4. Structure of livestock breeding in the period 2010-2016

Source: State Statistical Office, http://www.stat.gov.mk/Publikacii/MakBrojki2017_mk.pdf, 
31.7.2018

Regarding legal entities involved in agricultural production, Macedo-
nian agriculture is characterized by small agricultural holdings. According to 
the structural survey of agricultural holdings from 2013, the total number of 
agricultural holdings is 170.885, engaged on total of 315.863 ha. of agricultural 
land, while the average size of the agricultural holding is 1,85 ha. Majority of 
them are individual agricultural holdings.2 

Graph 5 shows the structure of agricultural holdings according to area 
they cultivate. Presented data clearly show that majority of Macedonian agri-
cultural holdings perform their agricultural activities on less than 0.5 ha. This 
point out to the conclusion that agricultural production Is highly fragmented, 
which is one of the biggest problems of Macedonian agriculture.

2 Structure of agricultural holdings, 2013, 5.4.14.01 769, State Statistical Office of the Repub-
lic of Macedonia, 2014
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Graph 5. Structure of agricultural holdings by used area, in 2013

Source: Structure of agricultural holdings, 2013, 5.4.14.01 769, State Statistical Office of the 
Republic of Macedonia, 2014

Fragmentation of agricultural plots is limiting factor for development 
of the sector, both from technological and organizational aspect. Namely, on 
small-size agricultural holdings it is hard to use new technologies in agricultur-
al production, or to apply adequate management approach. 

1.2 Analyzes of agriculture production in the Republic of 
Macedonia

In the production structure of Macedonian agriculture, traditionally 
leading crops are cereals and they occupy the largest percentage of agricultural 
land. Most frequently cultivated cereal crops are: wheat, corn, barley, rye, rice 
and oats. From data presented on Graph 6, it is clear that in the period 2010-
2016 contribution of cereals in agricultural production is with no significant 
differences from year to year. 
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Graph 6. Cereal production in the period 2010-2016

Source: State Statistical Office, http://www.stat.gov.mk/Publikacii/MakBrojki2017_mk.pdf, 
31.7.2018

Regarding industrial crops, tobacco is the most important one, covering 
80% of the total area under industrial crops in the country. Most of the produc-
tion is located in the Pelagonia region and Southeast region with important 
social and economic role in sustainability of agriculture and the economy in 
general. As seen on Graph 7, in the analyzed period tobacco production is sta-
ble, with slight decline in 2015, which may result from climate change.

Graph 7. Tobacco production in the period 2010-2016

Source: State Statistical Office, http://www.stat.gov.mk/Publikacii/MakBrojki2017_mk.pdf, 
31.7.2018



77

K. Hadzi Naumova-Mihajlovska, N. Daniloska, D. Boskovska: AGRICULTURAL SUBSIDIES...

Tobacco is also on the first place of exported products from the Republic 
of Macedonia, the wine is the second. Production of grapes and wine contributes 
about 20% in the total value of agricultural production. Despite the unfavorable 
age structure of the vineyards, as well as parcel fragmentation and the long 
period of low investments, grape production has seen a trend of increase. The 
production of wine in Macedonia takes place in 81 officially registered wineries 
mainly located in Skopje, Negotino and Kavadarci. Wineries processed about 
65% of the total produced wine grapes, while 35% of the grapes is processed 
directly by the growers for their own consumption of wine and brandy.3

In recent years, more precisely since 2014, there has been an increase in 
the production of wine in bottles. (Graph 8.) It is the result of rising surfaces of 
grapes and the opening of small wineries.

Graph 8. Wine production in the period 2010-2016

Source: State Statistical Office, http://www.stat.gov.mk/Publikacii/MakBrojki2017_mk.pdf, 
31.7.2018

In the segment of livestock production and animal products, the big-
gest percentage goes to milk, followed by meat (pork, beef, sheep and poul-
try), eggs, wool and honey. Regarding milk production, as the most important 
Macedonian animal product, we point out that despite evident slight decline in 
the number of dairy cows, there is a slight increase in yield per cow due to the 
improvement in the breeding structure of dairy cows. (Table 1.)

3 Wine in numbers, State Statistical Office, www.stat.gov.mk, November 15, 2017
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Republic of Macedonia is a net exporter of lamb, therefore sheep breed-
ing is an important branch of livestock breeding. Unfortunately, despite the 
favorable natural and economic conditions for development, sheep breeding 
has seen a declining trend. (Graph 9.) Sheep breeding mainly takes place on 
family farms and small farms with a herd size of 20-200 sheep.
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Graph 9. Number of sheep in the period 2010-2016 

Source: State Statistical Office, http://www.stat.gov.mk/Publikacii/MakBrojki2017_mk.pdf, 
31.7.2018

From all presented data we can conclude that in the analyzed period, 
Macedonian agricultural sector shows generally positive performance. That 
imply that implemented policies contributed towards mitigation of the negative 
tendencies regarding the volume of production and stimulated gradually mov-
ing towards positive growth trends, especially in the subsectors with compara-
tive advantages.

2. FINANCIAL SUPPORT IN MACEDONIAN 
AGRICULTURE

The agricultural policy of the Republic of Macedonia is based on five 
goals:4

 - Providing stable production of quality and affordable food and providing 
sufficient quantities of food for the population;

 - Increasing the competitiveness of agriculture;
 - Providing stable income for agricultural holdings;
 - Sustainable development of rural areas;
 - Optimum utilization of natural resources with respect to the principles of 

protection of natural resources and the environment.

These objectives are planned to be achieved through four groups of in-
struments and measures:

4 National Strategy for Agriculture and Rural Development for the period 2014-2010, http://
www.mzsv.gov.mk/NSZRR%202014-2020.pdf, 11.8.2018
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 -  - Regulation and support of agricultural markets;
 -  - Direct payments;
 -  - Rural development;
 -  - State aid as additional support to agriculture.

Direct payments are expressed as subsidies and are provided per unit of 
agricultural product, per agricultural area or per cattle head. Their implemen-
tation is conditioned by cross-compliance requirements (introduced gradually 
and in accordance with the Common Agricultural Policy) in order to ensure 
the production of safe and healthy food and preservation of the environment. 
In the analyzed period (2010-2016) for the purpose of providing subsidies for 
agricultural production, from the national budget were allocated around 100 
million euros. (Graph 10.).

Graph 10. Allocated funds for agriculture in the period 2010-2016

Source: Agency for Financial Support of Agriculture and Rural Development, http://www.
ipardpa.gov.mk/Root/mak/default_mak.asp, November 1, 2017

Mostly, direct payments for agricultural production are given for crude 
tobacco, grapes and milk. In terms of direct payment per capacity, the largest 
percentage of direct payments for livestock production is for sheep and cattle 
breeding. Direct payments for crop production are intended for cereals, veg-
etables and grapes. Subsidies for inputs intended for purchase of livestock, 
insurance premiums, soil analysis and fuel subsidies are almost negligible in 
size. They are less than 1% of the support budget for the workers.5

5 Agency for Financial Support of Agriculture and Rural Development, http://www.ipardpa.
gov.mk/Root/mak/default_mak.asp, 11.8.2018
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Conclusion

Agricultural subsidies have always been very interesting for research 
in terms of what implications they cause. Namely, as subsidy it is a measure 
of direct support to the agricultural producer intended to meet a wide range of 
goals, but mostly of economic and social nature. Economic goals are basically 
related to the turnover of funds from the public to the private sector and vice 
versa, where it is important to effectively and efficiently allocate limited budget 
funds in order to achieve the objectives of agricultural policy. They are social 
because they provide support to the agricultural producer in its efforts to obtain 
stable and thereby obtain which is security, housing, food and means for settling 
the cost of living, providing better conditions for education etc.

Despite the existence of a stable policy in financial support for Mace-
donian agricultural producers, we must point out that agricultural subsidies so 
far have demonstrated their social component, i.e. create apparent peace among 
agricultural producers rather than encourage increased competitiveness and 
creation of new agricultural holdings. Namely, if we compare the data regard-
ing the structure for using agricultural land and the agricultural production, we 
will see that there are no changes.

In order to foster economic benefits from agricultural subsidies, we be-
lieve it is of immanent importance to establish a proper monitoring system that 
will follow the use of approved subsidies and will provide control of money 
spending. This mechanism will provide lasting positive results from the direct 
support, with developing dynamics.  



82

Economic Development No. 3/2018 p. (69-82)

References: 

1. National Strategy for Agriculture and Rural Development for the 
period 2014-2010, http://www.mzsv.gov.mk/NSZRR%202014-
2020.pdf, 11.8.2018

2. State Statistical Office of the Republic of Macedonia, http://makstat.
stat.gov.mk/PXWeb/pxweb/mk/MakStat/MakStat__BDP__BD-
PInvesGodisni__BDPsporedESS2010/725_NacSmA_Reg_BD-
VPoDejRev2Esa10_mk.px/?rxid=46ee0f64-2992-4b45-a2d9- 
cb4e5f7ec5ef, 08.10.2018

3. State Statistical Office, http://www.stat.gov.mk/Publikacii/Mak-
Brojki2017_mk.pdf, 31.7.2018

4. Structure of agricultural holdings, 2013, 5.4.14.01 769, State Statis-
tical Office of the Republic of Macedonia, 2014

5. Agency for Financial Support of Agriculture and Rural Develop-
ment, http://www.ipardpa.gov.mk/Root/mak/default_mak.asp, 
11.8.2018



83

UDC 35.078.1-044.325(497.7)
Original scientific paper

ALEKSANDRA LOZANOSKA∗ 

ELIZABETA DJAMBASKA∗∗ 

PROVISION OF PUBLIC GOODS AND SERVICES 
IN THE REPUBLIC OF MACEDONIA

Abstract

The paper reviews the process of providing public goods and services 
in the Republic of Macedonia. Considering the theoretical knowledge about 
this process, the article focuses on the principles for provision of public goods 
and services and the quantitative and qualitative indicators which measure the 
effectiveness and efficiency. They are all part of the Principles of Public Admin-
istration adopted in the European Union. 

The results of the research show that the public administration in the 
Republic of Macedonia is in a continuous process of reforms. These reforms 
tend to increase the efficiency in provision of public goods and services. Many 
researches conducted in the country has confirmed that there is an evident need 
for further improvement of this process and that it should be made in accor-
dance with the citizens’ needs. The paper also observes some general recom-
mendations and measures for better provision of public goods and services and 
for more efficient quality control of services.

Keywords: public administration, public goods and services, 
principles, public policy

JEL Classification: H83, H41, H50

∗ Assistant Professor, Ph.D., Ss. Cyril and Methodius University in Skopje, Institute of Eco-
nomics-Skopje,  sandra@ek-inst.ukim.edu.mk
∗∗ Assistant Professor, Ph.D., Ss. Cyril and Methodius University in Skopje, Institute of Eco-
nomics-Skopje,  beti@ek-inst.ukim.edu.mk



84

Economic Development No. 3/2018 p. (83-94)

Introduction

The role of the public sector is very important to establish a legal order 
which will enable smooth functioning of the market institutions and competi-
tion mechanisms. It provides goods and services and solves needs and prob-
lems of public interest. Its functioning is significant in implementation of a pol-
icy for allocation of the benefits and assets in a way to establish social fairness, 
etc. The discussion about the public goods and services raises various issues: 
what types of goods and services should the public sector make available to 
users, in what extent, for whom and how much from the public revenues should 
be intended for the public expenditures? 

The aim of the paper is to identify the process of providing public goods 
and services in the Republic of Macedonia. In that context, relevant aspects of 
the public administration reforms in the country regarding the public goods 
and services, as well as the areas where some improvements in their provision 
should be made, are analyzed. For the purpose of the analysis many previously 
conducted researches and data are used. 

1. PRINCIPLES OF PROVIDING PUBLIC GOODS AND 
SERVICES 

One of the main public administration responsibilities is to deal with 
the needs of the citizens and to provide them with public goods and services 
effectively and efficiently. The effectiveness depends on the extent to which 
the expectations of the citizens are met, by respecting the legal regulations. It 
also means creating conditions and rules for equal access to public goods and 
services for all citizens, at the same time by saving their money and time. The 
provision of public goods and services, defined in broader sense of term, refers 
to all contacts with the public administration, through which the users, i.e., 
citizens and companies, require some data, solve problems or pay taxes. This 
definition also covers the administrative procedures and rules in this area.

At the European Union level, the so-called “Principles of Public Ad-
ministration” are determined. They are referring to what constitutes the good 
governance and identifies the main directions that countries need to follow 
during the EU process. Although general good governance criteria are uni-
versal, these Principles are designed for the countries that seek EU accession 
and receive EU assistance through IPA. Their implementation can vary from 
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country to country, depending on the structure of the government, the adminis-
trative culture and the specific challenges of the individual countries.1 Within 
the main public administration principles, there are four principles that refer to 
the provision of the public services:2

• Policy for citizen-oriented state administration is in place and applied;
• Good administration is a key policy objective underpinning the delivery 

of public service, enacted in legislation and applied consistently in prac-
tice;

• Mechanisms for ensuring the quality of public service are in place;
• The accessibility of public services is ensured.

The principles of public administration provided by the EU are com-
plemented by a framework for monitoring their implementation and results. 
It is a comprehensive set of indicators. They are focused on the prerequisites 
necessary for successful implementation of reforms (good laws, policies, pro-
cedures, etc.), as well as on their implementation and the results in practice that 
follow. In order to analyze the progress made by each country in the application 
of these principles, the previously mentioned indicators measure the maturity 
of individual components of the public administration. Indicators that measure 
the effectiveness and efficiency in the provision of public goods and services are 
divided into two groups:3

a) Quantitative indicators:
• Expenditure on general public services as a share of gross domestic prod-

uct. 
• Percentage of users satisfied with public services. 
• Share of institutions where customer satisfaction surveys are conducted 

on a regular basis (at least every two years). 
• Number of one-stop-shops that provide services for more than three dif-

ferent public institutions. 
• Share of institutions that are wheelchair-accessible. 

 
b) Qualitative indicators:

• Extent to which citizen-oriented policy for service delivery is in place and 
applied. 

1 EU, SIGMA, OECD, The Principles of Public Administration, 2017, p. 6
2 Ibid., p. 26
3 Ibid., p.27
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• Extent to which policy and administrative preconditions for e-service 
delivery are applied. 

• Extent to which the legal framework for good administration is in place 
and consistently applied. 

These indicators are important to identify to what extent the public 
goods and services in the country are provided and what additional measures 
and activities should be undertaken. 

2. PROVISION OF PUBLIC GOODS AND SERVICES IN THE 
REPUBLIC OF MACEDONIA

The public administration in the Republic of Macedonia is in a con-
tinuous process of reforms, in order to increase its efficiency. In doing so, 
the public service reform is mainly focused to organization-focused quality 
management, through the statutory application of the Common Assessment 
Framework (CAF) and International Organization for Standardization (ISO) 
standards. Quality certificates are mandatory for the institutions, but relatively 
little is done to identify the needs of the users and to provide better services to 
them. The lack of a comprehensive policy framework for reforming the supply 
of public goods and services results in inconsistent and unsatisfactory use of 
mechanisms to improve their quality.

The Government of the Republic of Macedonia seeks to prioritize the 
good public administration, and as one of the undertaken activities is the re-
vision of the Law on General Administrative Procedure (LGAP). The revised 
law was adopted by the Parliament in July 2015 and came into force in August 
2016. It includes a significant number of SIGMA recommendations (Sustain-
ability of Integrated Management Guidelines4), particularly in defining key 
principles for good administrative behavior and establishing explicit rights and 
duties in this area. Over 160 specialized substantive laws were harmonized 
with the new LGAP. Consequently, the Ministry of Information Society and 
Administration (MISA), following the implementation of the Public Admin-
istration Reform Strategy 2009-2015, adopted the Strategy for Public Admin-
istration Reform for the period 2017-2022, as well as the draft action plan for 
this strategy.

4 SIGMA project, http://www.projectsigma.co.uk/Guidelines/SigmaGuidelines.pdf 
(пристапено на 14.11.2017)
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Four regulatory guillotine phases have simplified the administrative 
processes, especially for the businesses. However, recent trends of excessive 
legislative activity, low levels of compliance with Regulatory Impact Assess-
ment (RIA) procedures and the poor quality of RIA reports, risk reversing some 
of the progress made. These risks are further increased because these reports 
lack public consultation which is a legal obligation. Also, some administrative 
services has good territorial coverage, while others not so good. The citizens do 
not benefit the same from facilitating procedures like businesses. Many busi-
ness-oriented services are available through one-stop shops, intermediaries and 
digital channels. Citizens, on the other hand, are obliged to solve most admin-
istrative requirements personally or on paper. Accessibility to public goods and 
services for users with special needs is difficult due to inconsistent implemen-
tation and monitoring.

In the discussion about the changes in the provision of public goods and 
services in the Republic of Macedonia, within the SIGMA project, an analysis 
of the public services supply was made, with focus on the strategic and legal 
framework, as well as the standards for access and quality of services. In this 
project, the policy and process of supplying public services are examined by 
using 3 qualitative and 14 quantitative indicators. The qualitative indicators 
primarily are analyzing the implementation of the policies and legislation in 
the field of public goods supply. Most of the quantitative indicators, however, 
are based on the data provided by the state.5 This project also reviews the ap-
plicability of each of the four principles in the provision of public goods and 
services in the Republic of Macedonia. Briefly, key findings on these principles 
are presented below.6

a) Policy for citizen-oriented state administration is in place and ap-
plied. The Strategy for Public Administration Reform 2010-2015 has been com-
pleted, and the implementation of the new Strategy for the period 2017-2022 is 
in progress. In the past period, individual legal solutions have been adopted and 
various initiatives have been launched, but they still do not enable comprehen-
sive policy for public goods and services. As already mentioned, the Govern-
ment is making efforts to reduce the administrative barriers by implementing 
several regulatory guillotines. However, there is a risk that the positive impacts 

5 See more about the quantitative and qualitative indicators on: EU, SIGMA, OECD, The 
Principles of Public Administration, The Former Yugoslav Republic of Macedonia, May 
2016, p. 5-8
6 Ibid., p. 8-19
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will be undermined by excessive recent legislative activity, non-compliance 
with RIA procedures and low-quality RIA reports. The institutional set-up for 
service delivery reforms remains problematic. The MISA is the formal stew-
ard, but it has limited resources and powers to promote common service quality 
standards and ensure consistent application. A relatively solid legal framework 
for digital government is in place, but application is inconsistent. This leads 
to highly heterogeneous levels of digitization and limited interoperability be-
tween the information systems of different institutions.

b) Good administration is a key policy objective underpinning the de-
livery of public service, enacted in legislation and applied consistently in 
practice. The new LGAP explicitly defines the principles of legality, equity, 
equal treatment, proportionality, lawful exercise of discretion, impartiality and 
objectivity. The Law also includes further requirements to ensure a right of 
hearing, to provide reasons for administrative decisions, to inform citizens of 
their right to appeal decisions, and to provide procedural rules for amendment, 
suspension and repeal of administrative acts. A revised LGAP takes into ac-
count international standards and a significant number of SIGMA’s recommen-
dations. 160 material laws were harmonized with the LGAP. Consultations 
with civil society on administrative decisions with general impact are not fre-
quent. Even during revision of the LGAP, the Government did not actively pur-
sue wide consultations with NGOs or the public. This explains why the revised 
Law is rather weak on provisions to involve civil society more actively. Digital 
initiatives to improve cooperation with NGOs, including the open government 
data initiative, have had little impact so far. 

c) Mechanisms for ensuring the quality of public services are in place. 
There is no common service-centered vision for quality assessment and im-
provement. CAF and ISO certification are a legal requirement and help to ad-
vance organization-wide aspects of quality management. But there is no ef-
fective measurement of the user experience in public service delivery, which 
limits the administration’s capacity to systematically identify burdensome 
services and redesign them. The providers of citizen-oriented services have 
demonstrated fewer efforts and have received little effective guidance for ser-
vice delivery modernization.

d) The accessibility of public services is ensured. There has been a 
clear bias towards improving business-oriented services, at the expense of citi-
zen-oriented services. Businesses benefit from a dense network of intermediar-
ies, as well as functioning of one-stop shops and online services. The certified 
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digital signature, although is expensive, is more useful to the businesses. Cit-
izens do not benefit the same from the ease of access to public services. Aside 
from local service delivery for some state institutions, there are no intermediar-
ies, one-stop shops or notable digital services to significantly facilitate dealing 
with administrative matters. Accessibility of services suffers from patchy im-
plementation of laws, standards and guidelines. This results in an unsatisfactory 
experience overall for users of in-person and online services, including those 
with special needs.

3. THE NEED TO IMPROVE THE PROVISION OF 
PUBLIC GOODS AND SERVICES IN THE REPUBLIC OF 
MACEDONIA

The previous analysis of the provision of public goods and services in 
the Republic of Macedonia showed that efforts are being made to increase the 
efficiency of their provision. However, there is an evident need for its improve-
ment and for the promotion of the services in accordance with the citizens’ 
needs. Numerous research on the quality of the supply of public goods and 
services in the country indicates that despite the general policy for improving 
the public services, the administration is still not service oriented.7 The delivery 
of services appears to be a priority for the Government, but the scope of the 
services offered to citizens via e-Government portals is still limited. There is no 
comprehensive framework for interconnection and provision of e-services, and 
the data between institutions is exchanged on the bilateral agreements basis.

The services that the institutions are offering to the citizens are insuffi-
cient and not adapted to their needs. The disadvantages of the services offered 
and provided to the citizens are mainly due to the disconnection of the databases 
owned by the institutions, the insufficient exchange, the incompatibility of the 
platforms on which the institutions operate, and the impossibility of achieving 
the necessary data exchange. The constant repetition of citizens’ requests for 
data that the institutions already possess is also a problem. Therefore, it can be 
said that the administration is not completely service-oriented to citizens.8 

7 According the Ministry of finance of the Republic of Macedonia, in 2014 the costs for the 
public services were only 4.4% of the GDP.
8 The quantitative indicators can be found in the international comparative studies such as 
“Doing Business” of the World Bank and the Global Competitiveness Report of the WEF.
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Apart from the insufficient coverage, only a few services are available 
and are visible in the websites of the institutions. The rest of the services either 
do not exist in an electronic form or there is a lack of institutions’ websites.9 
In addition to the insufficient scope and problems with the access to services 
at central and local level, there are gaps in the type and quality of the services 
provided, as well as omissions in the procedures for obtaining services. More-
over, the services offered by the institutions are territorially unequally distrib-
uted and do not correspond to the needs of the citizens.10 All institutions are 
not available for the people with disabilities. Additionally, the inadequacy of 
services derives from the inappropriate behavior of some officials.

According to the available data, although there are initiatives aimed at 
measuring the quality and progress in the implementation of the quality assur-
ance tools, only 16% of the institutions are measuring the customer satisfaction 
from the service received.11 The unfavorable situation regarding the provision 
of services to citizens is also a result of the hidden and unpredictable costs and 
the total amount that citizens should pay for the requested service.

Having in mind the previously stated, certain general recommendations 
and measures are imposed. They are referring to better provision of public 
goods and services and to more efficient mechanisms for quality control of the 
services.

Regarding the provision of goods and services, it is necessary for the 
institutions to be service-oriented to citizens and to provide accessible, timely 
and appropriate services. For that reason an integrated management system for 
data exchange between institutions should be established. At the same time, 
it is necessary to analyze and map the services (their territorial distribution) 
in relation to the citizens’ needs at central and local level. Regarding this, it 
is important to provide access and adaptation of services to people with dis-
abilities. Providing appropriate distribution of the counter staff, as well as the 

9 There are standars to ensure availability of the institutions’ websites, but no monitoring 
has been carried out; see – SIGMA Report: Baseline measurement report, The Principles of 
Public Administration, Macedonia, April 2015.
10 There is no research on the percentage of satisfied citizens regarding the public services. 
There is only a report on the level of voting through a button, where - 86.5% of the citizens 
are satisfied with the received services.
11 49.1% of the institutions in 2014 use quality assurance tools and techniques (eg. European 
Quality Framework, Common Quality Assessment Framework CAF, etc.), source: MISA, 
see - Sigma Report: Baseline measurement report, The Principles of Public Administration, 
Macedonia, April 2015. 
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second working shift for the administration is also an important measure. The 
implementation of the Code of Conduct for the administrative officials should 
be strengthened. When it comes to the quality supply of public goods and ser-
vices, it is very important to respect the principles of good governance in the 
public administration. In this regard, the corporate standards for the adminis-
trative work should be consistently applied, the number of e-services should 
be increased, an obligation to clearly display the price of the services with all 
additional/hidden costs should be introduced and a prompt administrative pro-
cedure in the interest of the citizens should be made.12

When it comes to the introduction of effective mechanisms for con-
trolling the quality of services, several significant measures are distinguished: 
strengthening the capacity of the Ombudsman in cases of violation of the cit-
izens’ rights, i.e., when they don’t receive adequate service; establishing de-
partments in the inspectorates and/or in the municipalities, which will provide 
legal assistance and the necessary information to citizens; conducting regular, 
independent research on the quality of services, publication of the results, etc.13

In addition to these general recommendations, within the monitoring 
report on the position of the Republic of Macedonia in relation to the principles 
of the public administration, certain short-term and medium-term recommen-
dations for improving the process of supplying public goods and services are 
given.14 

As short-term recommendations (1-2 years) the following are distin-
guished: 

• Revision and modernization of the process of supplying public goods and 
services, including digitalization of public services, should be carried out.

• Initiatives should be encouraged to improve the quality of RIA reports 
and to include stakeholders in their drafting. In order to achieve compli-
ance with the procedures, it is necessary not to allow the adoption of draft 
laws unless the procedures for the RIA are followed.

• MISA should have insight in government information systems, databases 
and registers (except those which are strictly and only for internal use).

• MISA should establish and implement common guidelines for web pub-
lishing developed in cooperation with end users, in order to provide better 

12 Friedrich Ebert, PROGRESS, Policy Document – Practicies and reccomendations for good 
governance in the public administration (group of authors), Skopje, 2015, p. 32 
13 Ibid., p. 33
14 EU, SIGMA, OECD, The Principles of Public Administration op.cit., p. 20
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selection and presentation of the online content.
• MISA should finalize the preparation and publication of a comprehensive 

inventory of public services offered to citizens and businesses, including 
information on the scope of the services, the conditions and requirements 
for accessing services, the fees to be paid, the time limits for handling 
requirements and service level agreements.

Mid-term recommendations (3-5 years) are referring to the following:
• MISA should support the public administration to be fully customer ori-

ented. It should help to build and share good practices for developing 
services that will involve users, instead of being only for users.

• The government should strive for a more open, more transparent and 
proactive administration, encouraging the exchange of information. In 
addition to the regulations, real incentives, training, encouragement of 
informal communities and sharing of good practices should be provided.

• The government should strengthen its commitment to improving acces-
sibility for users with disabilities. It should also be clearly defined who 
is responsible for monitoring and implementation of the personal and 
digital services.

• MISA should encourage the development of the official public service 
portal http://uslugi.gov.mk/. The portal should develop from a place 
where there is only static information in a platform where the citizens 
and the administration can communicate about the delivery of services 
and their transformation.

The previously presented findings and views show that significant 
changes in the domain of public goods and services have been made in the 
Republic of Macedonia. However, there are still challenges ahead of the gov-
ernment, institutions, civil society and the non-governmental sector. It is nec-
essary to create a comprehensive policy regarding the supply of public goods 
and services, to consistently implement the already established measures and 
activities in order to increase the efficiency in this domain, as well as to under-
take additional measures and activities in those segments in which there is a 
real need.
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Conclusion

The results of the research show that the provision of public goods and 
services in the Republic of Macedonia is significantly improved, but there is 
still a need for further changes and reforms. Considering the outcomes of many 
studies, it can be concluded that the public administration in the country is still 
not completely service oriented. Although, one of the main Governments’ pri-
orities is the efficient delivery of public goods and services, the number of those 
intended for the citizens via e-portals is still limited. Also, there isn’t proper in-
terconnection and provision of e-services, the data exchange between the insti-
tutions is based on bilateral agreements, all institutions are not available for the 
people with disabilities, etc. Therefore, it is very important to understand that 
all reforms which are going to be taken, firstly must consider the citizens’ needs. 

The paper also gives some general recommendations and measures, 
which are referring to better provision of public goods and services and more 
effective mechanisms for controlling the quality of services. Regarding the 
provision of goods and services, it is very important to make the institutions 
completely service-oriented to citizens. Therefore, it is necessary to build an 
integrated management system for data exchange between the institutions; to 
provide better territorial coverage in the provision of public goods and services 
and to make them more adaptable to the people with disabilities. One of the 
significant segments to deal with are the administrative officials whose capaci-
ties should be strengthened and who should continuously respect the principles 
of good governance. When it comes to the control of the quality of services it 
is most significant to deliver legal assistance and proper information for the 
citizens in order to protect them against violation of their rights. Also, it is nec-
essary to provide analysis on the quality of services and to take measures to 
overcome the eventual omissions. 

Considering the previously mentioned findings it is evident that there 
are still challenges ahead all concerned parties and institutions involved in the 
process of providing public goods and services. Therefore, the government 
should create a comprehensive policy regarding the supply of public goods and 
services and to constantly implement the necessary measures and activities. 
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Introduction 

There is always been a great challenge to predict volatility in the stock 
markets. As mentioned before mostly the stocks are random walks series, it 
means that they are all at random. As Fama mentions there are two common 
techniques of predicting stock prices, one of them is the technical theory which 
assumes that the history always repeats itself, and the second one is the intrinsic 
or fundamental value analysis. The last theory is based on gathering all the pos-
sible information for the cause of the index changes on order to evaluate what 
is the chance of the same thing happening again1. The stock market analysts 
divide into two groups: fundamentalists and chartists, which is basically the 
same comparison to the one in the Fama paper. According to the same authors, 
the time series used in forecasting is preferred when we have little information 
on the factors that affect the behavior of the series and when we have a great 
amount of data with the aim to short predict2.  Zhu, Wang, Xu and Li have been 
developing an application of component-based neural networks to forecast 
one-step ahead stock index increments. As they state “the models are augment-
ed by adding different combinations of indices’ and component stocks’ trading 
volumes as inputs to form a more general ex-ante forecasting model”3. ANN 
on the other hand are new models or simulations that have broad use starting 
from medicine just to mention, to predict heart attacks and even they are used 
to predict for bankruptcy4.

1. ANALYZING THE DATA

Dow Jones Industrial Average or best knowns as DJIA is a price 
weighted average of 30 significant stocks traded on the New York Stock Ex-
change (NYSE) and the Nasdaq. This index was invented by Charles Dow 
back in 1896, it is also single most watched indices in the world and includes 
companies such as IBM, The Coca-Cola Company, Microsoft, Johnson and 
Johnson, McDonalds’s Corporation and etc.

1 Fama E.F., Efficient Capital Markets, Journal of Finance, XLVI, no.5, 1991, pp. 1575-1617
2 Rusu V. and Rusu C. Creative Math. No.12, 2003, pp. 103-110
3 Zhu X., Wang H., Li L., Predicting stock index increments by neural networks: The role of 
trading, Volume 34, Issue 4, May 2008, Pages 3043-3054
4 Odom, M. and Sharda, R. (1990) A Neural Network for Bankruptcy Prediction. Internation-
al Joint Conference on Neural Networks, 2, 163-168
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Nasdaq Composite - The Nasdaq Composite Index is the “tech stock” 
index. It tracks stocks traded electronically on the Nasdaq market exchange, 
also called the over-the-counter market.

The S&P 500 is a market value or market capitalization weighted index 
and one of the most common benchmarks for the broader U.S. equity mar-
kets. According to S&P Global there is over USD 9.9 trillion indexed or bench-
marked to the index, with indexed assets comprising approximately USD 3.4 
trillion of this total. The index includes 500 leading companies and captures 
approximately 80% coverage of available market capitalization. 

In the research are included daily data of the indexes in total of 2073 data, 
starting from the period of January the 2-nd 1990 until October 11-th 2017. In 
the graph bellow we can see the trend and the variability of the indexes. It was 
expected the Dow and Jonson Industrial Average to be the highest index which 
theoretically is. Obviously, the trend of the series Dow Jones is positive and as 
we can see the variability is large and some visible cycles are noticed. Nasdaq 
has a positive trend and higher variability, the most noticing variability is seen 
during the year 2000, after which it was followed by decrease till it reached the 
minimum value in 2002 and then it took off   for couple of years to fall again 
in 2009, since then the values of the index are rising. The same is for the S& P 
index; it has a positive trend and cycles. The common thing for the three indexes 
altogether is that they have the same reaction to financial impacts; it means that 
their minimums and maximum values are corresponding to the same periods. 
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Graph 1 Dow Jones Industrial Average, NASDAQ and Standard and Poor’s 
stock indexes 02/01/1990-11/10/2017
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If we analyze the correlograms of the series it is what is expected they 
all are random walks series. For the NASDAQ series (Correlogram 3) we can 
see just one significant partial autocorrelation value at the first lag and all the 
values of the autocorrelation function are highly significant and are decreasing 
slightly for every lag. Theoretically first lag significant partial autocorrelation 
value and the incrementing change of the values of the autocorrelation function 
means that the given series is a random walk. Random walks are a very specific 
stochastic series, it means that the future value is always the last observed value 
plus the shock or we can say the uncertainty. They are autoregressive series of 
order 1 and the coefficients of beta are 1. The same situation is for S & P500 
and Dow Jonson Industrial Average index, (Correlogram 1 and Correlogram 
2). They are all random walk series and to prove that we can run a model of 
autoregressive process of order one on each of the series and we will get the 
following results:
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Analyzing the graphs for the actual fitted and residuals of the three 
AR(1) models we can in each see that the residuals are random but there is a 
noticeable variability. This variability is almost constant during the 90’s, but 
after that period it gets more noticeable and heteroscedastic. Heteroscedasticity 
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is confirmed with the values of the heteroscedasticity tests such as White’s test, 
Breusch-Pagan-Godfrey test, ARCH test and alike.  
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In the Table 2 we have the p-values of the White’s test of heteroscedas-
ticity for each model at 5% significance. The conclusion is that the all models 
have heteroscedastic residuals, this means that the residuals do not have con-
stant variance and thus is violated the B.L.U.E criteria (Best Linear Unbiased 
Estimators) for estimation with OLS the coefficients of the models. 

Durbin Watson statistics for the each of the models is around 2 (see Ta-
ble 1), which indicates that there is not a serial correlation. 

2. FORECASTING 

Here are done forecasts using the exponential smoothing technique, 
static and dynamic forecasting. If we compare the true results of the same peri-
od that we do the forecast for then we have the following results:

Definitely the dynamic forecasting and prediction is far from the real 
values. This method uses the predicted values to calculate the next one, in 
contrary to static method which uses the real values to predict the following 
one. This result was expected as we know that the dynamic forecasting gets 
larger intervals starting from the beginning point and it is not the best possible 
tool for forecasting. 



102

Economic Development No. 3/2018 p. (95-110)

Considering the period for which the forecasting is done, one can con-
clude that Dow Jones industrial Average prediction has smallest errors with 
static forecasting, and apparently this method is the only one that generates 
negative values of the forecasting errors. 
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In the case of NASDAQ index the situation is quiet similar to the previ-
ous one, the static forecasting gives smaller errors than other methods generate. 
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It is interesting to see that the errors of the static forecasting of the NASDAQ 
are smaller than the ones from Dow Jones Industrial Average index. The dif-
ference of static forecasting also in this case is the only method of generating 
negative values in certain cases.
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The S&P 500 index forecasting confirms the previous results, there is 
too the smaller error of forecasting generated by static method. Compared to 
the previous two indexes the errors are smaller in the S&P 500 no matter what 
method is used. 

Addition to the classical methods of time series forecasting in the paper 
are presented some new methods that are based on artificial neural network 
(ANN). The forecast is made with Excel with the NeuroXL add-in. Briefly, the 
ANN is based on the way how the brain works- percepts the surrounding, lit-
erally. It is called artificial NN because the data are processed with a computer 
that uses the so-called artificial neurons to learn from the data by itself and not 
by giving to it the right commands how to solve a given problem. The so-called 
perceptron’s are artificial neurons that take several binary inputs and transform 
them to a single binary output, Nielsen (2017). The most advanced perceptron is 
so called sigmoid neuron which is basically an exponential function that trans-
forms the data. This function has the following form 

γ(c)=1/(1+e-c)          (1)

it takes real-valued arguments and transforms them to the range (0,1).
 
The algorithm and way of operating the ANN to forecast are beyond the 

scope of this paper so here are taken just the forecasted values using this kind of 
method. It is worth mentioning that this method for forecasting uses all kinds of 
the stock index data rather than just the value of the closing price. To calculate 
the forecast with NeuroXL we need to know the historical data for the opening 
price, high, low, price in close, adjusted close price and the volume traded for 
the given stock index. In the paper the NeuroXL prediction is done just for the 
Dow and Jones Industrial Average index, whilst it could be done also by using 
the SPSS IBM multilayer. It is worth mentioning that with ANN we must have 
a large amount of data (many years times series) to make the most accurate 
predicting. 
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Table 6- The difference between the real values and the forecasted values 
using NeuroXL predictor in Excel for Dow and Jonson Industrial Average 
index 

Date    Real 
values

Forecasted 
values

The 
difference

11/13/2017 23439.70 23426.01 13.69
11/14/2017 23409.47 23427.98 -18.51
11/15/2017 23271.28 23429.95 -158.67
11/16/2017 23458.36 23431.92 26.44
11/17/2017 23358.24 23433.89 -75.65
11/20/2017 23430.33 23435.86 -5.53
11/21/2017 23590.83 23437.83 153.00
11/22/2017 23526.18 23439.79 86.38
11/23/2017 23557.99 23441.76 116.23
11/24/2017 23580.78 23443.73 137.05

Source: calculations are done by authors

The forecasting with ANN is done only for the Dow Jones Industrial 
Average index because the errors of this index were bigger with either method 
used previously. The difference is seemingly smaller but yet it is not predict-
able. It is very interesting to see that from -5.53 differences in forecasting for 
the date November 20, it rise 153 the very next day. As it looks there is tendency 
of the errors to rise after being too small. 

Conclusion 

Even though lately there have been a lot of new techniques used to pre-
dict indexes there is always some risk that cannot be forecasted. It is something 
else that shapes these kinds of series and it is the information that is always 
brand new and that agents use it in the last moment and not altogether. Specula-
tions and economic stability being that international or national play an import-
ant role in one’s stock price. The case with the financial crisis of the year 2007 
shows us a lot about the uncertainty of these markets and that sometimes it is so 
hard to predict the sudden loss of the price of the stock indexes. Analyzing the 
results of this paper our conclusion is that there is not a single method to use and 
to be effective at predicting stock exchange indexes. Lately the use of ANN has 
a major impact on this field but as it is the case here there are still a lot of errors 
in these models, (Table 4). Minimizing the errors of the prediction should be 
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the major concern of the agents, in this paper we saw that the smallest errors 
of prediction have the values calculated with static prediction and ANN. The 
exponential smoothing is not suitable. We must add that it is a very different sit-
uation if there was taken less data and of course different and more ore less stock 
exchange indexes. Interesting is the fact that the lowest the value of the indexes 
the lower is the absolute error of the static forecasting. These series are pure 
random. It is very difficult to predict what is going to happen next with these 
indexes, this is proved every day in the international stock exchange markets.

Appendix 

 
Correlogram 1- Standard and Poor’s correlogram up to the 36-th lag
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Correlogram 2-correlogram of D Jones Industrial average up to the 36 lag
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Correlogram 3-correlogram of NASDAQ up to the 36-th lag
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Introduction

In its narrow interpretation, regulatory structures are created to protect 
consumers from monopoly abuse and provide incentives to firms to maintain 
efficiency. The wider interpretation that economics profession adopts “encom-
passes all forms of state intervention in the economy” (Dal Bó, 2006) and thus 
it had to specify the determinants of the supply and demand for regulation. 
The demand for regulation would be connected primarily to two features of 
the group of beneficiaries. First, whether the beneficiary group is large and, 
second, whether the group has large stakes in regulation. On the supply side, 
one would have to pay attention to the machinery that produces regulation: the 
public sector, which responds to political pressures.

The term public utilities or services of general interests is usually re-
ferred to energy, gas, heat, water supply, telecommunication, postal services, 
and waste water and waste management. In general, utilities bear two main 
features: (1) natural monopoly: utilities generally operate as natural monop-
olies, either at local or at national level. The utility networks and prohibitive 
investment requirements create entry barriers, reduce competition and prevent 
promotion of national economy through market liberalization and competi-
tion; and (2) public interests: since goods or services provided by public utility 
firms have some features of public goods and are connected with relevant ex-
ternalities, government often regulates these firms and exerts a strong influence 
on them to protect consumer interests.

Water supply and sanitation services are almost always delivered in 
local monopolistic market. The OECD countries put much effort to deregulate 
markets aiming to bring benefits to the consumers (lower prices, wider range of 
services and improved service quality) because the “invisible hand” will guide 
the resources allocation based on consumer preferences (Andreassen, 1994). 
In a monopolistic market, the role of the regulator is very important, if not a 
crucial one, because it must play the role of the “invisible hand”. Therefore, 
one of the main challenges governments face, is to provide an efficient and 
professional regulator able to resist the political pressures. 

The provision of potable water supply, waste water collection and treat-
ment in Macedonia are competences of the municipalities which establish and 
own a utility company - Communal Public Enterprise (CPE). Recently, regu-
lation on water supply and sanitation services has been introduced authorizing 
the Energy Regulatory Commission (ERC) to regulate water tariffs, too. In 
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this new institutional setting, municipalities remain to be the owner and a large 
wholesale customer through its institutions, but not tariff setters as previously. 
Establishing THE national regulator seems to be a logical intervention in order 
to separate the conflicting roles that municipalities have had previously. 

The purpose of this paper is two-fold. First, based on literature review 
to provide evidence on different aspects on regulating water sector. Second, to 
assess the impact that new regulated tariffs would have over the efforts to im-
prove sector performance. 

The paper is structured as follows. Section 1 presents literature review 
on regulation. Short overview of tariff setting policy evolution in the country is 
presented in Section 2. Section 3 discusses expected impact of newly regulated 
water tariffs. Concluding remarks are given in Section 4.

1. LITERATURE REVIEW

The topics of regulating monopolistic markets and regulatory bodies are 
very comprehensive and widely researched. Burwell (2008) defines regulation 
as “to ensure that customers receive the best value service through improved ef-
ficiency and improved quality of services”. Regulation has to balance the needs 
of various stakeholders, e.g. government, operators, investors, the environment 
and, most importantly, customers when the market is not perfect and cannot 
deliver the optimum balance between price and quality. In trying to reach this 
balance the tools of the regulator are tariff setting, monitoring of performance 
and reporting, with tariff setting being probably the most important regulatory 
activity. 

Two key criteria have often been applied to judge a good system of reg-
ulation; first, one which enables the utility to raise finance for investment at an 
acceptable cost; and second, to provide incentives for efficiency in operation, 
pricing, investment and innovation (Newbery 1994). Bernard et al. (1999) an-
alyzed the impact of regulatory agencies on the efficiency of publicly-owned 
utilities. Using a principal-agent model they analyzed allocative and productive 
efficiencies of a public enterprise in two cases, first, when public enterprise 
is directly controlled by government and, second, when some decision power 
is transferred from government to a regulator. Their findings suggest that the 
information rent will be greater with a regulator than under direct control and, 
since this information rent is positively correlated to output, this will also lead 
to an increase of output. There is thus an inherent inefficiency in regulator, and 
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the government would never resort to it, if its objective were to maximize wel-
fare. However, this tendency of regulator to increase output could prove attrac-
tive when the government’s objective differs from welfare maximization and 
when the government is not entirely free of its choices for any reasons, such as 
constitutional restrictions or trade agreements. Pint (1991) already made com-
parisons between a directly controlled public monopoly and a regulated private 
monopoly and from the results, it can already be inferred that, under regulation 
by a regulator, a public enterprise would differ from a private one not only with 
respect to allocative efficiency, but also in productive efficiency. Additionally, 
a regulator (i) improves the information available to government, but (ii) also 
has its own interests that differ from those of the government. Consequently, 
the regulator would try to benefit from the information it gathers and would be 
able to extract an information rent in the same way a manager does. This could 
eventually result in coalition between the regulator and the utility i.e. to create 
condition for regulatory capture, a theory associated with a Noble winner - 
George Stigler. Regulatory capture happens when a regulatory agency, formed 
to act in the public’s interest, eventually acts in ways that benefit the industry 
it is supposed to be regulating, rather than the public. Dal Bó (2006) work pro-
vides a precise framework to understand how asymmetric information is the 
source of regulatory discretion making capture possible.

In the context of EU accession of the new member states, a useful work 
is done by Jurgelane (2013) providing evidence on principles and develop-
ment trends of water services in Latvia since regulation had been introduced 
in 2001. The allocated EU funds for Latvia stimulated tariffs increase due to 
needed own contribution of 30% for large investment projects. Thus, to avoid 
the threats of uncontrolled inflation growth, the responsibility of regulator has 
been raised in order to control the growth of total prices. In case of Slovenia, 
recent findings by Fillipini et al. (2010) present evidence that the lack of proper 
incentives to improve performance has resulted in low Total Factor of Produc-
tivity (TFP) growth and considerable inefficiencies of Slovenian public water 
utilities during the period 1997-2003. Apparently, the current institutional and 
regulatory setting of Slovenian water industry does not provide sufficient in-
centives for water utilities to make productivity improvements. Therefore, the 
authors suggest the first step towards a good practice in regulation would be 
“to create an autonomous and professional regulatory agency to regulate wa-
ter prices by launching incentive-based price-cap regulation combined with 
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benchmarking which would aim at improving the performance of water utili-
ties”. Both, Slovenian and Latvia experiences deserve considerable attention 
due to historical background and similarity with Macedonian context.

Dismal performance of public utilities in developing countries is 
well-documented (Estache et al., 2005). According to Idelovitch et al. (1997) 
the finance of the water/wastewater utilities exceeds the capabilities of the pub-
lic sector, thus resulting in poor performance and low productivity of a signifi-
cant number of public sector utilities. Cook (1999) finds that it has been difficult 
for many developing countries to build sound regulatory systems with respect 
to competitive behavior, service obligations and pricing policy. In contrast, it 
has been much quicker and easier to privatize utilities due to public expenditure 
cuts and poor institutional capacity which was unable to keep up with mainte-
nance and investment requirements. But, there are conflicting findings whether 
private sector perform better and more efficient than public. For instance, many 
authors (Teeples and Glyer, 1987; Bhattacharyya et al., 1995) did not find any 
significant differences between public and private utility performance, but find-
ings prevail that the increased efficiency is due to tightened regulation and not 
necessarily due to privatization. Even after the privatization the market remains 
monopolistic and consequently there is still no choice of supplier. Therefore, 
Robinson (2004) concludes that one can hardly estimate the real, if any, benefit 
for the customers after the privatization. In this line are also Cook’s (1999) find-
ings that regulation rather than privatization achieved the largest gains although 
he claimed that the regulation is difficult and slow process and not a one-shot 
exercise. 

2. OVERVIEW OF TARIFF SETTING POLICY AND SECTOR 
PERFORMANCE

Before market liberalization in late ’80-ies, Communal Public Enter-
prises (CPEs) in Macedonia were (and still are) shielded from competition due 
to economic reasons (the status of natural monopoly) and socio-political rea-
sons (providing access to communal services for all citizens). This situation 
did not differ much from other European experience which is well documented 
by Héritier (2001). The post-1991 period has witnessed dramatic changes in 
the legal environment and institutional framework in which municipalities and 
CPEs operate. Similar changes are witnessed in almost all countries from for-
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mer Yugoslavia and these changes generally had unfavorable impacts on the 
level of communal infrastructure investments, what is well elaborated by Mrak 
(1997) for the case of Slovenia. 

During 1995-2005 the prices of communal services have been under 
government control and its determination was subject to political consider-
ations and other macroeconomic goals. This caused a slower tariffs increase 
than the inflation rate leading to a decrease in real terms and utilities were 
not able to provide full-cost levels. In most cases, tariffs have only been suf-
ficient to cover basic operational expenditures without possibility to finance 
adequately regular or capital maintenance. The Government used to explain 
such policy as necessary “to prevent from monopolistic approach in determin-
ing the prices” and “in compliance with the regulations of the macroeconomic 
policies” although the water supply and sewerage counted for only 0.7% and 
0.5% respectively in the structure of consumer price index at that time.

Methodology for Determination of the Price of Drinking Water adopted 
in 2005 was first serious attempt to change the price setting practice whereby 
the primary objective of maintaining low inflation has been replaced by cost 
recovery principle. Price control by state government has been abandoned and 
tariff-setting became the sole responsibility of municipalities. Cost-reflective 
prices have been introduced, but without incentives for efficiency improve-
ments. The methodology has not been derived from well formulated policy 
guidance and was couched in rather general terms, lacking the necessary spec-
ificities. However, the situation did not change considerably as only few mu-
nicipalities used the methodology and even less have increased tariffs. Stimu-
lated by political influence, in certain cases the tariffs have been even reduced. 
This resulted in big differences in water prices across the country, while price 
discrimination between different customer groups (household, industry, insti-
tutions) led to cross-subsidizing household users. Such social policy caused 
distorting effects of low-priced services and enhanced overconsumption. Ris-
tovski (2014) summarized key performance indicators showing that the sector 
performed well below the international accepted benchmarks. Although, there 
are findings (Hristov, 2009) that financial indicators are much better than the 
technical ones, it does not necessarily mean that financial performance is good 
enough, but it might be result of the accounting legislation (and political inter-
ests) that favor reporting of positive financial results, on the costs of regular 
maintenance, missing investments and depreciation costs, though.
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3. ANALYSIS OF NEWLY ESTABLISHED TARIFFS FOR 
WATER SUPPLY SERVICES

Starting from 2018, the tariffs for water services in the Republic of Mace-
donia for the first time are determined by the ERC as the national regulator. In 
order to compare the newly established regulated tariffs with the previous ones, 
determined at local level by Municipal Councils, a survey was conducted on wa-
ter supply tariffs in the pre- and post- regulated period of eleven water utility com-
panies. The aim of the research was to give an initial assessment of the impact that 
regulated tariffs would have on the possible improvement of the performance of 
utility companies and whether the newly established tariffs contribute to public 
interest. The data used in the analysis are presented in Table 1 and were extracted 
from the official decisions of ERC for determination of regulatory tariffs for wa-
ter supply services 2018-2020. The data for 2016 present real costs of the compa-
nies and water tariffs applied, while for the period 2018-2020 the expected results 
from the companies’ operations, based on which ERC determined the tariffs for 
each year individually.
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Table 1. Costs and tariffs for water services 2016-2020

From Table 1 and using formulas (1), the revenue and cost margins, as 
well as the total average costs were calculated and compared with the newly 
established regulatory tariffs for the period 2018-2020. It should be noted that 
the survey covered only the tariffs for the water supply service, while the tariffs 
for waste water collection and treatment have not been analyzed.
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MC18-19 = ΔTC18-19/ΔQ18-19

MR18-19 = ΔTR18-19/ ΔQ18-19

MC19-20 = ΔTC19-20/ΔQ19-20

             MR19-20 = ΔTR19-20/ ΔQ19-20   (1)

ATC18 = TC18/Q18

ATC19 = TC19/Q19

ATC20 = TC20/Q20

where,

MCi is marginal cost for year i (mkd/m3)

MRi is marginal revenue for year i (mkd/m3)

TCi  is the total costs for year i (mkd)

TRi  are the total revenues for year i (mkd)

ATCi are the average total costs per m3 for year i (mkd/m3)

Qi is the quantity of water produced/invoiced for year i (m3)

The results of the calculations are shown in Table 2 and Figure 1.

Table 2. Marginal costs and revenues and total costs 2018-2020
 Marginal costs (mkd/m3) Marginal revenue (mkd/m3) Average total costs (mkd/m3) 

 MC18-19 MC19-20 MR18-19 MR19-20 ATC18 ATC19 ATC20 

Veles -21,0 51,0 -1046,0 19,8 37,87 39,48 39,25 
Gostivar -9,6 709,9 73,8 3865,2 22,60 23,43 29,42 
Kavadarci -8,3 -10,1 223,0 263,3 20,53 20,92 21,36 
Bitola -30,3 -34,0 839,3 880,5 32,61 33,62 34,71 
Kicevo -5,9 -8,6 673,3 903,2 25,85 26,69 27,83 
Kocani -7,4 -8,2 -1297,5 -1213,1 44,58 45,77 46,96 
Ohrid -11,1 -12,4 n/а n/a 35,87 36,59 37,34 
Negotino -49,1 -15,9 2780,4 1897,4 23,31 25,54 26,91 
Skopje 286,4 -17,2 885,6 784,7 19,96 20,97 21,88 
Vinica 112,8 -286,4 43,4 -380,9 28,00 28,63 29,09 
Gevgelija -37,0 -15,9 -1691,8 -350,4 17,53 20,11 20,69 
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Figure 1. Average total production costs and tariffs for 2016 and 2018–2020

From the results in Table 2 and Figure 1, it is evident that:
1. The regulated average tariffs for the period 2018-2020 have been 

increased in relation to the tariffs in 2016, except for Gostivar that 
are slightly lower compared to 2016;

2. All regulatory tariffs (except Gostivar) for the period 2018-2020 
provide full coverage of the expected total average costs according 
to the data declared by the companies, and revised and confirmed 
by the regulator;

3. Indicative is the large increase in the expected total average costs for 
the period 2018-2020 compared to the real costs realized in 2016;

4. There is a big difference between the companies’ tariffs both in the 
pre-regulation period and in the regulatory tariffs. For example, the 
difference between the lowest regulatory tariff (Gevgelija, 19 mkd/
m3) and the highest one (Kocani, 46 mkd/m3) is 142%.

According to the regulator’s calculations, the newly established tariffs 
for 2018-2020 are within affordability threshold, that is, the upper limit of wa-
ter supply tariff does not exceed 3% of the average household income in the 
municipality where services are provided. 

A brief analysis shows that, first, it is amazing that 2016 tariffs in most 
of the companies, were significantly higher than the total production costs, 
while at the same time the operational costs coverage reported by CPEs was 
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low. Second, CPEs were the main initiators for the establishment of a national 
regulator, which, in their view, will determine more realistic and higher tariffs, 
contrary to Municipal Councils which did not understand the need for tariff in-
crease previously. However, although the new regulatory tariffs are higher than 
those in 2016, the increase is not so high. For example, tariffs for all 11 compa-
nies have increased, in average, from 26.4 mkd/m3 to 29.8 mkd/m3 (13.1%). 
On the other hand, and third, the average costs for all companies are increased, 
in average, from 19.7 mkd/m3 in 2016 to 29.3 mkd/m3 (51.3%). Fourth, and 
finally, taking into account figures for 2016, as well as the expected costs for 
the period 2018-2020, it is surprisingly that the national regulator has estab-
lished regulatory tariffs driven only by the full cost recovery principle that is a 
good decision though. However, no deeper analysis about the reasons that led 
to such costs increase after 2016 has been presented. Considering that ERC 
has had quite long experience in market regulation and setting tariffs in energy 
sector, the newly established tariffs for water supply can not be attributed to the 
insufficient experience of the regulator. It is most probably related to system for 
data validation which does not exist. The regulator simply “believe” to what 
CPEs report. This opens the door for possible asymmetric information which 
might lead to aforementioned theory connected to George Stigler’s “regulatory 
capture”. 

It is also legitimate to raise the question about very poor technical perfor-
mance of CPEs until 2016, even though the tariffs were sufficiently higher than 
the costs. Additionally, how will companies manage to improve performance in 
the future if, indeed, the costs in the next period are significantly higher, while 
increased regulatory tariffs do not follow proportionally costs increase? This al-
lows for a conclusion  that the low performance is not due to low tariffs, but due 
to other reasons like insufficient capacities, low staff motivation, employment 
policies, low service quality, willingness to pay, inadequate management prac-
tices and tools, etc. all in a need for improvement. Thus, the regulator is called to 
fulfill its role in being a successful replacement of the missing “invisible hand” 
in the water market. 

Conclusions

Establishing a national water regulator in the Republic of Macedonia 
contributes in making a clear distinction in the institutional setup between poli-
cy setting (government), service delivery (municipality/CPEs) and controlling 
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(the regulator). Also, according to the initial findings in this paper, one could 
expect that the new regulated tariffs might contribute to improvement of sector 
efficiency as tariffs increase, in average, was lower than the expected costs in-
crease for the period 2018-2020. However, it should be well noted that the reg-
ulator has to immediately establish a solid performance monitoring and report-
ing system to justify the tariffs set. Although the regulator obviously fulfils its 
duty to set full cost recovery tariffs within the affordability threshold, however, 
it failed in considering companies’ performance by using key performance in-
dicators. Without clearly set target values for key performance indicators one 
can hardly expect improvement in service quality and company’s performance. 
As a result, the long-term consequences for the sector will probably be much 
worse and the damages to the society will be very expensive. 

Therefore, the regulator should play its role as an independent expert 
body, and the decisions it takes should be in the interests of society. This would 
mean instead of setting tariffs simply to cover the costs, it is more important 
to set clear targets for performance indicators which will stimulate increased 
efficiency and customer protection. Eventually, it would encourage communal 
companies to introduce system for continual improvement contributing to im-
proved performance, increased customer satisfaction and sustainability of the 
sector which is the desired social outcome.
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Introduction
 
The performance of insurance companies has a crucial role in the fi-

nancial industry. The insurance providers offer diversity of products, provides 
economic protection from identified risks occurring or discovered within a 
specified period. It supports individual and organization to minimize the con-
sequences of risk which impart significant cause on the growth and develop-
ment of insurance industry.

Koller argued that profitability is the one most important and reliable 
indicator as it gives broad indicators of the ability of an insurance company to 
raise its income level.1

According to Hifza Malik profitability is the most important objectives 
of financial management since is the ultimate goal of wealth maximization of 
financial management and profitability is very important determinant of per-
formance.2

Many researches revealed that companies profitability could be affect-
ing by different factors, divided into internal and external factors. The internal 
factors represented by specific characteristics of the company, and external 
factors regarding connected institutions and macroeconomic environment. 

The purpose of this research is to identifying the factors that determine 
the profitability of non-life insurance companies’ for the period 2013 -2016 to 
service interested groups such as regulators, supervisors, owners, investors, 
researchers, financial analysts and supervisory authorities and management to 
identify and take appropriate measures.

1. REVIEW OF LITERATURE AND THEORETICAL 
CONCEPTS

Literature review suggests most of the researchers focused on internal 
factors that influence profitability and most of the factors considered are age of 
company, size of company, leverage ratio, volume of capital, tangibility of assets 
and liquidity ratio. Malik (2011), Kozak (2011), Hamadan Ahmed Ali Ali-Sha-
mi (2008) Swiss Re (2008) and Jay Angoff Roger Brown (2007), have investi-

1 Koller, M. Life insurance risk management essentials. Springer Science & Business Media, 
2011, P:30-50.
2 Malik, H. Determinants of Insurance Companies Profitability: An Analysis of Insurance 
Sector Of Pakistan, Academic Research International, Volume 1, Issue 3,2011, P:315-321.
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gated the factors that influence the profitability of  non- life insurance companies. 
Literature review indicate that:

The study conducted by Malik has investigated the firm-specific factors 
determining the profitability of 34 insurance companies in Pakistan during the 
period 2005–2009. Finding results indicate that the volume of capital and the 
size of the company are positively and significantly related with profitability. 
However, loss ratio and leverage ratio show a significant and inverse relationship 
with profitability. In addition, it has been identified that there is no relationship 
between the age of the company and profitability.3 

By using panel date for the period from 2004 to 2009, Ćurak,Pepur and 
Poposki have  investigated both the firm-specific and economic characteristics 
as determinants of the Croatian composite insurance companies’ financial per-
formance. Based on the results the authors have shown that size, underwriting 
risk, inflation, and equity returns have a significant influence on the insurance 
companies’ performance, which is measured by ROA. The final results indicate 
that the Croatian insurance market has a low level of development, but it is very 
dynamic.4 

Kozak has analyzed the main factors which influence the profitability and 
cost efficiency of 25 non-life insurance companies in Poland during the period of 
financial integration with the European markets. The research covered the years 
2002–2009. In this study, profitability and cost efficiency are measured by four 
different variables: profitability ratio of technical activity, profitability ratio of 
investment activity, sales profitability ratio, and net-operating expenses ratio. 
The results of the analysis indicate that the total gross written premiums collect-
ed by the company, the market share of the foreign-owned companies, and the 
growth of GDP positively affect the profitability and cost efficiency of non-life 
insurance companies. However, profitability is affected negatively by the level 
of the company’s operating costs, the share of motor insurance in the company’s 
portfolio, and the number of insurance classes offered by the company.5

Kaya has analyzed the firm-specific factors that could affect the profit-
ability of non-life insurance companies in Turkey. The research used the panel 

3 Malik, H. Determinants of Insurance Companies Profitability: An Analysis of Insurance 
Sector Of Pakistan, Academic Research International, Vol.1, Issue 3,2011,P:315-321.
4 Ćurak, M., Pepur, S., and Poposki, K. (2011). Firm and Economic Factors and Performance: 
Croatian Composite Insurers. The Business Review Cambridge, Vol.19, No.1, 2011. P: 136-
142. 
5 Kozak S.,Determinants of Profitability of Non-Life Insurance Companies in Poland during 
Integration with the European Financial System, Volume 14, Issue 1.2011.
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date for the period 2006 - 2013. The empirical results indicate that the firm-spe-
cific factors affecting the profitability of Turkish non-life insurance companies 
are the: size of the company, age of the company, loss ratio, current ratio, and 
premium growth rate.6 

According to the Burca and Batrînca study is carried out to evaluate 
the determinants of financial performance in the Romanian Insurance market 
during the period 2008-2012. The research were attempted to analyze the deter-
mining factors of insurance industry financial performance in terms of Return 
on Asset (ROA). In detail as it concluded in the study that financial leverage, 
growth of gross written premiums and underwriting risk has negative impact 
on insurance financial performance whereas size of company, retained risk, 
and solvency margin has a positive linkage between financial performances.7

Charumathi analyzed the determinant of profitability of life insurer 
during the period 2008-2011 and found that profitability of life insurers is pos-
itively and significantly influenced by the size (as explained by logarithm of 
net premium) and liquidity. The leverage, premium growth and logarithm of 
equity capital have negatively and significantly influenced the profitability of 
Indian life insurers.8 

According to other researchers, such as Daniel and Tilahun who ana-
lyze the determinants of the performance of insurance companies operating in 
Ethiopia in the period 2005-2010,9 the outcome shows that that firm size, lever-
age, loss ratio and tangibility of assets were statistically significant to explain 
performance of insurance companies in Ethiopia.

2. VARIABLES AND HYPOTHESES

In order to achieve the purpose of the study, the variables are catego-
rized into two groups. The first group - dependent variables and the second 
group - independent variables.

6 Kaya, E. The Effects of Firm-Specific Factors on the Profitability of Non-Life Insurance 
Companies in Turkey. International Journal of Financial Studies, Vol.3, Issue 4, 2015, P: 
510 – 529.
7 Burca, A.M. and Batrînca, G. The Determinants of Financial Performance in the Romanian 
Insurance Market. International Journal of Academic Research in Accounting, Finance and 
Management Sciences, Vol .4, No.1, 2014, P: 299-308.
8  Charumathi, B. On the Determinants of Profitability of Indian Life Insurers – An Empirical 
Study. Proceedings of the World Congress on Engineering, Vol. 1,2012, London, P:3-8.
9 Daniel, M., and Tilahun, A. Firm specific factors that determine insurance company perfor-
mance in Ethiopia. European Scientific Journal,Vol.9,No.10, 2012 P:245-255.
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- Dependent variables

In this study, asset return (ROA) has been used as the main indicator of 
insurance company’s profitability measurement. ROA is calculated by dividing 
net profit after tax with total assets.10

- Independent variables

The major independent variables (determinants) or internal factors are 
company size, growth of gross written premium, liquidity, leverage and solven-
cy (S) status which shall be proxies by insurance companies’ specific factors in 
relation to performance.

a. Company size 
In this study, the size of the company was measured with the natural loga-

rithm of total assets. Yuqi li (2007) indicate that older banks expected to be more 
profitable due to their longer tradition and the fact that they could build up a good 
reputation. Obviously, the above empirical studies those include age as one of 
their explanatory determinant indicates a positive relationship between age and 
profitability.11 Angoff Roger Brown found that there is a positive and significant 
relationship between the age of a company and its profitability as measured by 
ROA.12 Similarly, Hafiz Malik in his Pakistan study found that there is signifi-
cantly positive association between age & size of the company and profitability. 
The older the firm the more may be the profitability of the firm.13 Flamini et.al 
indicated that size is used to capture the fact that larger firms are better placed 
than smaller firms in harnessing economies of scale in transactions and enjoy a 
 higher level of profits.14 According to Athanasoglou et al., the effect of a growing 

10 Dietrich, A. & Wanzenried, G., .Determinants of Bank Profitability before and during the 
Crisis: Evidence from Switzerland. Journal of International Financial Markets, Institutions 
and Money, 21(3), 2011. P: 307-327.
11 Yuqi, L. Determinants of Banks‟ Profitability and Its Implication on Risk Management 
Practices: Panel Evidence from the UK, the University of Nottingham, 2007, P: 27- 45.
12 Angoff, J., & Brown, R. An Analysis of the Profitability and Performance of the Michigan 
Auto Insurance Market. Michigan Auto Law. 2007.
13 Malik, H. Determinants of Insurance Companies Profitability: An Analysis of Insurance 
Sector Of Pakistan, Academic Research International, Vol.1, Issue 3,2011,P:315-321.
14 Flamini,V., McDonald,C., & Schumacher, L.Determinants of Commercial Bank Profitabili-
ty In Sub-Saharan Africa, International Monitory Fund (IMF) Working Paper, 2009, P: 8- 20.
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size of a bank on profitability has been proved to be positive to a certain extent.15

H0: There is no significant relationship between company size and insur-
ance company performance.

H1: There is a significant relationship between company size and insurance 
company.

b. Growth of gross written premium
The main source of income earned by insurance companies resulting 

from insurance activities is the gross written premiums. The increase in pre-
mium growth rate will ensure the growth of the company and increase of its 
market share. On the other hand, excessive or poorly coordinated growth of 
premium volume causes or aggravates other risks that may endanger the com-
pany’s existence.16 

H0: There is no significant relationship between growth of gross written 
premium and non-life insurance company.

H2: There is a significant relationship between growth of gross written pre-
mium and non-life insurance company.

c. Liquidity
Liquidity ratios are used to measure a company’s ability to pay liabilities. 

Current ratio, which is one of the frequently used liquidity ratios, is calculated by 
dividing the current assets to short-term liabilities.Since insurance companies 
are acting as mediators like banks the current liability demand is high from pol-
icy holder’s side compared to other companies. Chen and Wong examined that, 
liquidity is the important determinants of financial health of insurance compa-
nies with a negative relationship.17

15 Athanasoglous P. Et Al., .Bank-Specific, Industry- Specific and Macroeconomic Determi-
nants of Bank Profitability, Bank of Greece Working Paper, No. 25,2005, P:7-34.
16 Janotta-Simons, F. Solvency (1999) .Its definition, influencing factors, and perspectives of 
coordinated solvency rules. In Insurance Regulation and Supervision in Asia; Organization 
for Economic Co-operation and Development: Paris, France.1999, P: 25-40.
17 Chen, R., & Wong, K. The determinants of financial health of Asian insurance companies. 
The Journal of Risk and Insurance, Vol. 71, No. 3.,2004, P: 469-499.
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H0: There is no significant relationship between liquidity and i non-life in-
surance company.

H3: There is a significant relationship between liquidity and non-life insur-
ance company.

d. Leverage
Empirical evidences with regard to leverage found to be statistically sig-

nificant relationship but negative. For instance Renbao Chen and Kie Ann Wong 
(2004),18 found that negative but statistically significant relationship between 
leverage and profitability of firms.

H0: There is no significant relationship between leverage and non-life insur-
ance company.

H4: There is a significant relationship between leverage and non-life insur-
ance company.

e. Solvency 

H0: There is no significant relationship between solvency and  non-life in-
surance company.

H5: There is a significant relationship between solvency and non-life insur-
ance company.

Solvency ratio is one factor affecting the profitability of firms. Insur-
ance companies with higher solvency ratio are considered to be expected to 
be more profitability. But big capital adequacy may result in accumulation of 
assets which not easily convertible to profit. Solvency ratio in Indian Insurance 
companies affecting profitability negatively.19

18 Chen, R., & Wong, K. The determinants of financial health of Asian insurance companies. 
The Journal of Risk and Insurance, Vol. 71, No. 3.,2004, P: 469-499.
19 Bawa, K. & Chattha, S. (2013). Financial Performance of Life Insurers in Indian Insurance 
Industry. Paific Business Review International Vol.6, Issue 5,2013, P:44-52.
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3. DATA AND METHODOLOGY

In order to prove empirically the factors affecting profitability of non-
life insurance companies in Kosovo, we use (OLS) as our valuation method. 
OLS is a method used to calculate unrecognized parameters in a linear regres-
sion model. Panel analysis is characterized as cross-sectional and observed 
over a certain period of time. It is used by the researchers since there is more 
data to work with and the analysis would run into lesser risk of obtaining biased 
results, considering that the observed samples are arranged according to the 
determined period.20 The application of the  OLS model in this paper has been 
used based on the previous research by Muhmad, S.N. and H.A. Hashim.21 For 
our research, we have used the following equation:

20 Doane, D., & Seward, L. (2010). Applied Statistics in Business and Economics. [3rd Edi-
tion]. United States: McGraw-Hill/Irwin. P: 120-150.
21 Muhmad, S.N. and H.A. Hashim,.(2015). Using the CAMEL Framework in Assessing 
Bank Performance in Malaysia. International Journal of Economics.23(1).P:115-120.

(1) 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅,𝑡𝑡𝑡𝑡=𝛽𝛽𝛽𝛽0+𝛽𝛽𝛽𝛽1. CA 𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 +𝛽𝛽𝛽𝛽2. GGWP 𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 +𝛽𝛽𝛽𝛽3. L 𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 +𝛽𝛽𝛽𝛽4.LEV. 𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 + 𝛽𝛽𝛽𝛽5.S 𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡
 +𝛽𝛽𝛽𝛽7.𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜀𝜀𝜀𝜀𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 :

𝛽𝛽𝛽𝛽𝑜𝑜𝑜𝑜 - Constant value
𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 - Return on asset at time t
CSit - Company size at time t-

1
𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 - Growth of gross written

premium at time t
𝐿𝐿𝐿𝐿𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 - Liquidity at time t

𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 - Leverage at time t
𝑆𝑆𝑆𝑆𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 - Solvency at time t
𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 - Non-life insurance

companies
𝜀𝜀𝜀𝜀𝑅𝑅𝑅𝑅𝑡𝑡𝑡𝑡 - Residual value
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The variables selection in the model have been selected by ob-
serving various authors regarding this research topic (Table1). 

Table 1. Variables  used in Analysis
Variable Measurement Source
ROA The ratio of  net prof-

it after tax with total 
assets

Akbas, 2012;

Company size Natural logarithm of 
total assets

Yuqi Li ,2007:

Growth of gross written 
premiums

Annual growth rate Janotta-Simons, 
F.,1999;

Liquidity The ratio of current 
assets with current Lia-
bilities

Chen, R., & Wong, K., 
2004;

Leverage The ratio of total debt  
with total assets

Chen, R., & Wong, 
K.,2004;

Solvency The ratio of net assets 
with net written premi-
ums

Bawa, K. & Chattha, 
S.,2013;

After presenting the measurements that were used to operationalise the 
study variables the heteroscedasticity has been tested in the model. The issue of 
heteroscedasticity needs to be properly addressed because it could cause OLS 
model to be inefficient even though the model is unbiased and consistent. Ig-
noring heteroscedasticity could cause incorrect standard errors of estimated co-
efficient, which could lead to misleading inferences. The tested hypotheses are:  

H0: Model does not suffer from heteroscedasticity 
H1: The model suffers from heteroscedasticity
H0: If the p-value is > above 0.05 the null hypothesis do not have hetero-

scedasticity we accept the null hypothesis. 

With a p-value of 0.215, we fail to reject the null hypothesis (that vari-
ance of residuals is constant) and therefore infer that their residuals are ho-
moscedastic. Test for heteroscedasticity has been shown on the following table 
(Table 2). 
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Table 2. White’s test for heteroscedasticity

From the table above we notice that the White’s test for heteroscedas-
ticity concludes that H0 cannot be rejected, so our model does not suffer from 
heteroscedasticity.

White's test for heteroscedasticity 
OLS, using 36 observations 
Dependent variable: uhat^2 

coefficient     std. error       t-ratio p-value
const 5.87773 7.15255 0.8218 0.4241 
CS -0.719062 0.935589 -0.7686 0.4541 

GWP 0.749717 0.803179 0.9334 0.3654 
LIQ -0.579354 0.727255 -0.7966 0.4381 

LEV 0.744541 2.84677 0.2615 0.7972 
SOL 0.118435 0.165489 0.7157 0.4852 

sq_CS 0.0216972 0.0310011 0.6999 0.4947 
X2_X3    -0.0478604 0.0466015 -1.027 0.3207 
X2_X4       0.0426701     0.0419224     1.018    0.3249 
X2_X5      -0.0351299 0.165014     -0.2129 0.8343 
X2_X6      -0.00923880 0.0110085    -0.8392 0.4145 

sq_GGWP     0.000634592   0.00124560    0.5095   0.6178 
X3_X4          -.0222294     0.0361453    -0.6150 0.5478 
X3_X5       0.0887606     0.0617998     1.436    0.1715 
X3_X6      -0.00373736 0.00662927   -0.5638 0.5812 
sq_LIQ     -0.0146476 0.0208868    -0.7013 0.4939 
X4_X5            0.177266      0.0790473   -2.243 0.0405** 
X4_X6       0.0130338     0.00889932    1.465    0.1637 
sq_LEV     -0.0953429 0.124288     -0.7671 0.4549 
X5_X6       0.0628532     0.0415541     1.513    0.1512 
sq_SOL     -0.00470236 0.00310527   -1.514 0.1507 

Unadjusted R-squared = 0.684793 
Test statistic: TR^2 = 24.652563, 

with p-value = P(Chi-square(20) > 24.652563) = 0.215048 
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1. ANALYSIS AND DISCUSSION OF RESULTS

The result of the regresion analuyses has been indicated on the Table 1.

Table 3. Analysis results

Model 1: Pooled OLS, using 36 observations
Included 2 cross-sectional units
Time-series length = 16
Dependent variable: ROA

Coefficient Std. Error t-ratio p-value
Const -2.534 0.711139 -3.5633 0.00125 ***
CS 0.190319 0.0429508 4.4311 0.00012 ***
GGWP 0.00156613 0.0101793 0.1539 0.87876
LIQ -0.0696572 0.0334689 -2.0813 0.04604 **
LEV -0.759085 0.0799767 -9.4913 <0.00001 ***
SOL -0.000391041 0.0130788 -0.0299 0.97635

Mean dependent var -0.042547 S.D. dependent var  0.105870
Sum squared resid  0.088051 S.E. of regression  0.054176
R-squared  0.775548 Adjusted R-squared  0.738139
F(5, 30)  20.73177 P-value(F)  6.39e-09
Log-likelihood  57.15856 Akaike criterion -102.3171
Schwarz criterion -92.81600 Hannan-Quinn -99.00097

Source: Authors’ calculations
* Significant in level 1%
** Significant in level 5%
*** Significant in level 10%

The regression analysis result (Table 3) demonstrate R-squared statis-
tics and adjusted R squared statistics value of 77.55% and 73.81% respectively. 
The result indicates that the change in the independent variable explain 73.81% 
of the change in the dependent variable. The remaining 26.19 % of change was 
explained by other factors which are not included in the model. Based on the re-
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sult of  Table 3, the coefficient of leverage, solvency and liquidity against ROA 
were negative. Such result indicates inverse relationship between the afore-
mentioned three independent variables and ROA and statistically significant 
for Liquidity (L) and Leverage (LEV). On the other hand, company size (CS) 
had a positive relationship with ROA with 0.1903. This reveals that there is a 
direct relationship between the above independent variable and ROA and sta-
tistically significant with company size (CS). The result is also consistent with 
finding that both age and size of the firm had positive and significant effect for 
enterprise investment scheme recipients: the highest the level of fixed assets 
formation, the older and larger the company.22  Hutchison and Cox examined 
the relationship between financial leverage and return on equity for US banking 
industry. They found the negative relationship between bank capital and profit-
ability except for the best performing banks23. The liquidity coefficient is statis-
tically verified as an important factor in banks ‘profitability and has a negative 
impact on banks’ profitability. Similar results have also been made in research 
like Fungacova and Poghosyan, find a negative relationship between the ratio 
of liquid assets to total assets and profitability in Russia.24

Conclusion

The main objective of this research is to analyzes the non-life insurance 
companies determinant of internal factors of profitability in Kosovo for the 
period 2013 -2016. The study used a balanced panel data of thirty two observa-
tion from 2013 to 2016 of 9 non-life insurance companies. The non-life insur-
ance companies were analysed using the OLS to examine the non-life insurance 
companies  profitability, which is measured by ROA as a the linear function of 
various specific variables. Continuing to take into account various research, 
we find that non-life insurance companies specifications such as company size 
(CS) is positively and significantly correlated with ROA. The company size of 
the firm proved vital in determining the profitability of the firms also enables 

22 Cowling M. Jagger N. & Murray G. Study of the Impact of the enterprise investment 
scheme and venture capital trust on company performance, Institute for Employment Studies 
hm revenue and custom research report 44, 2008,P: 35-50.
23 Hutchison, D and Cox, RAK .The Causal Relationship between Bank Capital and Profit-
ability, Westwood Development Group and University of Ontario Institute of Technology, 
Working paper. 2006.
24 Fungacova, Z. & Poghosyan, T., Determinants of bank interest margins in Russia: Does 
bank ownership matter? Economic Systems, 35, 2011. P: 481–495.
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company to gets a certain reputation, a greater experience and designs efficient 
strategies over the years. Also to effectively diversify their assumed risks and 
respond more quickly to changes in market conditions.Therefore recommen-
dation would pose that larger insurance  companies can manage profitability 
in better manner and will secure the long term lasting positive effects in the 
insurance business. 

On the other hand the relationship between liquidity and ROA  is inverse 
and significant. High  level  of  liquidity  reduces  investments, which  can  be  
realized  with  these  funds, negatively affecting  the profitability of  insurers. 
Also Leverage (LEV) has inverse and significantl relationship with ROA. The 
high leverage indicates that insurance companies with high financial leverage 
reflects the potential impact of technical reserves’ deficit on equity in the event 
of unexpected losses.

In general, the results suggest that the three variables are important in 
determining the non-life insurance companies profitability and statistically sig-
nificant and non-life insurance companies in Kosovo need to consider them to 
increase their profitability. Internal  factors  depend  on  the  decisions  of  the  
company  itself,  and  thus  by optimizing their decisions, companies can maxi-
mize their profitability.
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Abstract:

Management is an essential process that is implemented in enterprises, 
business entity or non-governmental organization. The aim of this paper is to 
point out the specificity, importance and significance of the management pro-
cess for the sustainability and development of non-governmental organizations.
The sustainability of NGOs is related to the synergy between the management 
concept and the strategy, mission and vision of a civil society organization.

From the content aspect, the paper gives a theoretical explanation of the 
legislation regarding the field of civil society organizations in the Republic of 
Macedonia, the current situation in the field of civil society organizations from 
the management point of view, as well as the importance of management for the 
sustainability and development of the NGOs .

In order to perceive a situation from the aspect of the implementation 
of basic management functions in the management process of the NGOs in the 
Republic of Macedonia, a practical survey was conducted. The results obtained 
from the conducted research confirm the basic hypothesis that inNGOs, man-
agement process is carried out from time to time and the management model 
of diversity is dominant. In the conclusion of the paper, based on the obtained  
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results, an appropriate management model and activities that will contribute to 
the improvement of the current situation, were proposed.

Key words: non-governmental organizations, management, 
sustainability, economic efficiency, Republic of Macedonia

JEL Classification: M21; G32;Z3

Introduction

 Civil society organizations such as formal citizen organizations existed 
for a long time, but accelerated development in global terms was observed in 
the last decade of the last century. The term organization is used for each as-
sociation, foundation, union, as well as any organizational form of a foreign 
organization, as well as other forms of association registered in accordance 
with the Law on Associations and Foundations.1 

From terminological point of view, CSOs are appropriate with the term 
non-governmental organizations (NGOs), non-profit organizations or citizens’ 
associations. The term “non-governmental organization” began to be used 
with the formation of the United Nations in 1945.

The non-governmental organization is a non-profit, non-commercial, 
non-governmental, legally registered organization that acts in accordance with 
universally accepted humanitarian values. Non-profit organizations are all 
those organizations that serve to achieve a certain public interest and whose 
main objective is not profit-making. The specific characteristics of non-gov-
ernmental or civic organizations compared with the enterprises contribute to 
the specificities and management process that is implemented in the civil regis-
trations.The specifics arise from the legal form itself, the organizational, own-
ership structure, the strategy and the purpose of action of the civil society orga-
nizations. Management is a fundamental process that is carried out with each 
business entity or civil organization. Success in the work of CSOs depends 
on the successfully implemented management process. In order to implement 
an appropriate management process, it is necessary for the civil society orga-
nizations to have adequate capacity, organizational structure and appropriate 
internal policy. NGOs have the capacity, that means they know how to make a 

1 Low on Associations and Foundations (Official gazette of the RM No.52/2010)
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plan and use the resources to implement it. In other words NGOs are ready and 
responsible for their activities.2

1. NGOs - DEFINITION AND ESTABLISHMENT IN THE 
REPUBLIC OF MACEDONIA

 A number of definitions and explanations of what civic organizations 
represent can be found in the professional literature and in scientific publica-
tions. From a legal point of view and founding opportunities, civil society orga-
nizations are defined as citizen’s holdings established by individuals and legal 
entities.3The wider public under the term “non-governmental organizations” 
recognizes a small number of organizations related to foreign donors.4 Within 
the EU, there is no generally accepted or legally based definition of the term 
“organization of civil society”.

Civic organization in the Republic of Macedonia may establish at least 
five founders, out of which three of the founders must have a place of residence 
or residence, that is, headquarters in the territory of the Republic of Macedo-
nia.5What refers to the age of potential founders, the legal regulation allows 
founders of civil society organizations to be minors at the age of 15. In case 
when the founders of a civil organization are minors, it is necessary from the 
legal representative of minors to submit a statement of consent for the establish-
ment of a civil society organization for the purposes for which the association 
is founded, in accordance with the law.All founders of the civil organization 
are members of the organization and have equal rights and responsibilities, as 
well as other members of the association. The members of the civil organiza-
tion are registered in the register of members. The data for members of the civil 
organization are updated regularly. Making decisions about the activities of the 
civil society organization is performed by the Assembly as the highest body 
of the civil organization. Civic organizations are a part of the society structure 
together with other business entities, enterprises and state institutions. Citizen 
associations and foundations shall be registered in the register of other legal 
entities with the Central Registry of the Republic of Macedonia in the regional 

2 Nukovic, A.: Kako funkcionišu nevladine organizacije, Bosna i Hercegovina, Šamac, 2006, 
p.7.
3 Low on Associations and Foundations (Official gazette of the RM No.52/2010)
4 Kelmend, Z, Nuredinoska, Е.: Dobro upravuvanje vo gragjanskite organizacii, Skopje, 2007, 
p.11.
5 Low on Associations and Foundations (Official gazette of the RM No.52/2010)
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registration office on the territory of which their head office is located. Citizens 
‘associations and foundations are obliged to submit an application for registra-
tion in the register, an act of foundation, a statute of the citizens’ association or 
foundation, a program of action and personal data for the persons authorized 
for the founding act within 30 days from the day of adoption of founding act. 
The associations of citizens or citizens’ organizations and foundations have a 
legal obligation to keep a record of business records regularly and to submit 
financial reports on a regular basis.

2. MANAGEMENT MODEL IN CIVIL ORGANIZATIONS IN 
THE REPUBLIC OF MACEDONIA

 As we already mentioned, CSOs represent non-profit, non-commercial, 
non-governmental, legally registered associations aligned with universal hu-
man values. The registered CSOs according to the legislation in the Republic of 
Macedonia have an appropriate management structure or management bodies. 
The civil organization is managed by members directly or through elected rep-
resentatives in the bodies of the association. The Assembly is the highest body 
of association and consists of all members.6 The civil organization has one or 
more persons authorized to represent the association, elected or appointed in 
accordance with the statute. The governance structure of CSOs has the obli-
gation to manage the assets of the organization in the best possible way in the 
interests of the members of the organization and in accordance with the legisla-
tion. There is no legal solution nor a universal rule for the composition and size 
of the governance structure of the civil society organization.There is a dilemma 
as to whether the civil society organization should have full-time employees, 
how many people should be employed, the human resources profile, organiza-
tional structure, jobs positions- administrative managers, financial managers, 
project managers, human resources managers, etc. Depending on the type of  
activities and theirs scope, each civil organization has its own original govern-
ing structure. Taking into account that most of the CSOs work on projects, the 
governance structure is basically focused on successful management of project 
activities. 

For successful management of CSOs, as well as for enterprises and oth-
er business units, it is necessary to implement a policy of strategic planning, 
monitoring and evaluation. The development of planning systems can be seen 

6 Low on Associations and Foundations (Official gazette of the RM No.52/2010)
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through four phases of financial planning, long-term planning, strategic plan-
ning and strategic management.7 The governance structure of a civil society 
organization needs to apply the strategic planning process and build a policy of 
strategic thinking. Strategic planning is the process of formulating long-term 
goals, allocating resources, formulating a development policy and a long-term 
plan.8

Through strategic planning and analysis of the environment, it is pos-
sible to identify the real needs and define the priorities of the civil society or-
ganization. CSOs need to make predictions about future performance factors 
that will have decisive impact on the organization’s future position, on the basis 
for definition of objectives and policy of action. Strategic management is a 
proactive process for achieving long-term goals in a predictable environment. 
The basic factors of the model of strategic management are strategic planning, 
necessary resources, organizational structure and strategic control.9

Figure 1- Strategic management model

Source:Alan J.Rowe,RichardO.Mason, Karl E.Dickei, Richard B.Mann,RobertB.Mockler, 
Strategic Management, A Maetodological Approach Addison-Wesley Publishing Company, 
Reading, Massachusets,1994, p.32

7 Frederick, W.Gluck, Stefan,P.:Strategic Managementfor Competitive Advantage, Harvard 
Business Review, Juli-August 1980,p.155-158
8 Suklev B., DrakulevskiLj, Strategic management, Faculty of economics, Skopje, 2001, р.30.
9 Alan, J.Rowe, Richard, O.Mason, Karl, E.Dickei, Richard, B.Mann, Robert B.Mockler: 
Strategic Management, A Maetodological Approach Addison-Wesley Publishing Company, 
Reading, Massachusets,1994, p.32
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3. MANAGEMENT PROCESS IN NON-GOVERNMENTAL 
ORGANIZATIONS 
 
The management process is crutial one performed in each business en-

tity. Management is a universal process through which resources are directed 
towards achieving the goals of the particular organization. Management de-
cisions are made by the governing structure that has formal authority. Unlike 
strategic management that focuses on economic efficiency and the rational 
use of available resources by transforming resources into outbound values, 
management focuses on decision-making and their realization. The successful 
implementation of the management process influencesthe enterprises success.

The governance structure of the CSOs faces a challenge to successfully 
implement the management process. Successful implementation of the man-
agement process depends on the rapid and flexible decision-making in response 
to the larger and changing demands of the developments in the environment. 
The way in which the governance structure or management of the CSO ex-
changes information and works to achieve specific goals are called processes. 
The purpose of the management of CSOs is to implement efficient and effec-
tive management processes. The management process in a civic organization 
includes the following activities: Identifying, assessing the tasks, challenges 
and conditions in which the civil organization works, defining and determining 
priorities, creating an action and defining a plan for achieving the goals.

Figure 2. Management process in NGOs

Source: Alan J.Rowe, Richard O.Mason, Karl E.Dickei, Richard B.Mann, Robert B.Mock-
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ler, Strategic Management, A Maetodological Approach Addison-Wesley Publishing Compa-
ny, Reading, Massachusets,1994, p.35

 The management of CSOs is focused on achieving the project goals 
that is currently being implemented, and because of that, various activities are 
performed by the management that are integral part of the action processes. 
The action processes are aimed at monitoring the situation from the aspect of 
achieving the goals, monitoring assesability of resources, assisting the team 
members in the realization of the tasks and coordinating their schedule of activ-
ities.. from the experience point of view there are two trends, or management 
models for managing civil society organizations: a participative management 
model and a management model of diversity.10

 Participatory management model is an approach that is characteristic 
of CSOs. Participatory management model is associated with the concept of 
“learning organization”, and it implies that all members of the organization are 
a source of knowledge and skills for managing the organization. To develop 
the organization requires active participation in the decision-making process 
by all members of the organization. Members of the organization should be 
involved in the decision-making process and should accept the concept of “life-
long learning”.

 Management model of diversity is distinctive for civil society organi-
zations because each civil organization has a specific organizational culture 
and specific interpersonal relationships that influence the management process 
being implemented. A successful management process involves combining the 
limited available resources in the best possible way to achieve the goals. For 
successful functioning it is necessary management/persons actively to partici-
pate in decision making and to be specialized for proper activities/position they 
have in the organization, because all members are not volunteers but some are 
also professionally employed.

4. RESEARCH METHODOLOGY

 The relevance of the topic and the expressed need for closer perception 
of how the management process is conducted in civil society organizations in 
the Republic of Macedonia, as well as factors influencing the choice of the 
management model, initiated implementation of empirical research. So, in ad-
10 Nukovic, А.:Kako funkcionišunevladine organizacije, Bosna i Hercegovina, Šamac, 2006, 
стр.15
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dition to secondary data sources, the paper also used primary data sources. 
For that order a questionnaire was conducted, that consists of 5 questions and 
was distributed to 50 civil society organizations. From the submitted question-
naires, 45 civil society organizations responded. The survey was conducted in 
the period from 01.01.2018 to 30.06.2018 on the territory of the Republic of 
Macedonia.

5. RESULTS OF EMPIRICAL RESEARCH
 
From the conducted research in the civic organizations or the so-called 

non-profit organizations or non-governmental sector that were involved in the 
research, according to the descriptive statistics and the total number of answers 
received on each issue, it can be concluded that in the survey actively were 
involved or questions were answered by  authorized persons or persons whose 
are founders. The obtained results are graphically depicted in Figure 3,4, 5, 6 
and 7. 

Figure 3. The familiarity of the management process among NGOs, in percent
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Figure 4.  Percent of NGOs that are informed about management functions

Figure 5.  Is the management process a continuous process in your civil soci-
ety organization?

 
“Figure 6.  Do all members of the civil society organization participate in the 
decision-making?”
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 “Figure 7.  Do you need professional education in order to strengthen the 
management capacities?”

Source: Own research  conducted in the period from 01.01.2018 to 30.06.2018 on the terri-
tory of the Republic of Macedonia.

According to the results, when asked – “Are you familiar with the man-
agement process?”, out of 45 surveyed CSOs, 18 respondents answered that 
they are informed about the content of management process and 27 respon-
dents answered that they are not informed.

The next question – “Are you informed about management functions?”, 
21 respondents answered that they were informed about the management func-
tions, for 24 respondents answered that they are not fully informed about the 
functions of management process.

When asked, “Is the management process a continuous process in your 
civil society organization?”, All respondents agree that the management pro-
cess is a temporary process, that is, the process of management is not a contin-
uous process that is continuously implemented.

On the fourth question – “Do all members of the civil society organiza-
tion participate in the decision-making?”, almost all the respondents answered 
that not all members of the civil organization participate in the decision-mak-
ing process, but the decisions are made by the founders.

At the last question – “Do you need professional education in order to 
strengthen the management capacities?”, 37 respondents agree that they have 
a need for education and only 8 respondents answered that they do not need 
additional education and training. 
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Conclusion

 The governance structure of the CSOs is aimed to successful implemen-
tation of the management process. Successful implementation of tmanagement 
process depends on the rapid and flexible decision-making in response to the 
larger and changing demands in the environment. The specific characteristics of 
CSOs compared with enterprises contribute to the specificities in the manage-
ment process itself.

 In the management of civil society organizations, there is a lack of ex-
pert human resources, not only from the aspect of quality, that is, expertise and 
ability, but also from the aspect of quantity. In order to be able to function suc-
cessfully and be sustainable, CSOs must provide the necessary human resources 
and carry out a continuous management process. The results of the conducted 
research confirm the basic hypothesis that citizens’ organizations do not have a 
continuous management process and the authorized persons are not sufficiently 
informed about the management functions and the management process. The 
results confirmed the fact that project management model is not represented in 
the governance structure, that is, not all members of the organization participate 
in the decision making process. The members of the organization need education 
in order to enhance the management skills of the organizations.

 CSOs should provide a continuous management process as a basis for 
quality management of the organization and flexible adjustment with the chang-
es. For the successful functioning of the civil society organizations it is necessary 
to strengthen the capacities of the members of the organization by improving the 
personal skills and knowledge depending on the position they have in the civil 
organization. CSOs should use all possible ways to improve the knowledge and 
skills of their members, but also to those who perform the management process 
with a tendency to practice a participatory management model. It is also nec-
essary for members to be motivated, respected each other and build a positive 
organizational culture within the civil society organization.
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 Introduction

 One of the most popular multivariate techniques used to research the 
mutual correlation of greater number of variables where there is no strict sepa-
ration between dependable and undependable, is the factor analysis. The factor 
analysis is a technique for interdependence and needs a group of variables 
which are redundant and have greater interdependency. For its efficient ap-
plication it is necessary to have minimal quantity of redundant variables, i.e. 
the meaning of the variables should overlap. A model for variables behavior 
or factor which links the variables can be detected due to the existence of that 
redundancy. With the help of factor analysis can be identified the mutual char-
acteristics of more variables and lower the number of variables with similar 
meaning and behavior in the analysis. 

 Factor loading is a correlation coefficient between every variable and 
the factor itself. The bigger the dependency, the better the factor description by 
the characteristic. The factor analysis has been applied in greater number of pa-
pers in order to determine a model for service quality measurement in service 
industry.

 According to Gronroos (1994)1, the main characteristic of service in-
dustry is the indivisibleness of manufacture and consumption of their services 
which gives the opportunity for the establishment of close customer relation-
ships. Furthermore, Zineldin (1999)2 adds that since greater number of com-
panies offer similar products and services, the differentiation can be based on 
the companies’ ability to build long-term customer relationships.

 That involves new approach of companies’ management introducing 
the management of service quality oriented towards the customers in accor-
dance with the philosophy of total quality management. The service quality 
management is an approach for business management used in order to pro-
vide total customer satisfaction. Moreover, the customers’ satisfaction is one 
of the basic principles of the ISO 9001:2008 standard: “The organization de-
pends from its customers and for that it must understand the current and future  
 
 
1 Gronroos, C.: From marketing mix to relationship marketing – towards a paradigm shift in 
marketing, Journal 2, Australian Marketing, Australia, 1994, pp. 9-29
2 Zineldin, M.: Exploring the common ground of total relationship management (TRM) and 
total quality management (TQM), Management Decision, 37(9), MCB UP Ltd, England, 
1999, pp. 719-730
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customer needs, it must satisfy their demands and to strive towards overcoming 
their expectations”3.

 Service quality and customer satisfaction is a concept that caused great 
interest and debate in research literature due to the difficulties in its defining 
and its measurement because of the variability, heterogeneity, abstractness and 
multidimensionality.

 At the beginning of this paper is a short literature review followed by 
a research methodology, presentation of the results with short discussion and 
concluding remarks for the determination of the model for service quality in 
restaurants. 

1. LITERARY REVIEW

There are numerous models for measurement and evaluation of service 
quality pointed out in the literature, as well as its effect on the customer satis-
faction from the received service. During the last few decades there has been 
increase in the attention on the development of measurement instruments for 
certain service industries because of the specificities that apply to them. How-
ever, the research suggests that even the instruments adjusted to specific ser-
vice industries, still have restrictions in some other socio-economic and cultural 
context. 

In the modern research of service industry development, restaurants are 
seen as its most important segment with a continuous growth. The accelerated 
pace of living and less free time have led to a growing trend of the increasing 
visitors in restaurants. Today, restaurants are under a great pressure of the com-
petition as well as the increase of customers’ expectations regarding the service 
quality. The quality of restaurants should be observed from customers’ perspec-
tive since providing the required service quality and customers’ satisfaction se-
cures long-term financial results and stronger competitive advantage in today’s 
dynamic environment. 

The work of great number of researchers point to the multidimension-
ality of service quality. Still, there isn’t any general consent for the number of 
factors which determine the service quality. Stevens at al. (1995) suggest 5 
quality factors, John and Tyas (1996) propose 7-dimensional model: tangibles, 
tangibles2, reliability, responsiveness, empathy, assurance and food. Qin at al. 

3 International Organization for Standardization, Quality management systems - Require-
ments https://www.iso.org/standard/46486.html, 15.08.2018
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(2010) suggest dimensional model with 6 factors, similar to John and Tyas 
(1996) which apart: tangibles, assurance, empathy, responsiveness and reli-
ability, but also include the recovery factor. According to many researchers, 
the main components for the entire quality of restaurant service are the physi-
cal environment, food quality, and employees. Tat, Sook-Min, Ai-Chin, Rasli 
and Hamid (2011), Tabassum and Rahman (2012), Akbar and Alaudeen (2012) 
point out: environment, food quality, service quality, price, fast service; for 
Ling, Mun and Ling (2011) is the restaurant look; and for Ibrahim and Vignali 
(2005) are: object appearance, value for users for eating out.

According to the research results of Olise at al.4 for the quality in fast 
food restaurants in Nigeria it is concluded that the major factor which affect 
the customers’ behavior for support of these types of restaurants are service 
quality, quality of atmosphere, environment, demographic characteristics of 
customers and modernity. The other quality determinants can be identified 
among the most important in different cultures and different service industries. 
In Turkey the researches applied in hospitality point out that the tangibles are 
the most important determinant for overall evaluation of quality, while in Thai-
land it is the responsiveness. 

 
2. METHODOLOGY OF RESEARCH

 The research has been conducted in total of 7 restaurants in R. Macedo-
nia, from which 3 are casual restaurants, 2 are pizza restaurants and 2 are fast 
food restaurants. There are 304 processed questionnaires. The customers’ per-
ception about service has been researched based on 29 attributes presented in 
table 15 given the three models: SERVQUAL, DINESERV and CFFRSERV. The 

4 Olise, M.C., Okoli, M.I., Ekeke, J.N.: Factors influencing customers patronage of fast 
food restaurants. International Journal of Economics, Commerce and Management, 3(11), 
United Kindom, 2015, pp. 686- 701
5 Adapted by:
- Parasuraman, A., Zeithaml, V.A., Berry, L.L: SERVQUAL: a multiple-item scale for 
measuring consumer perceptions of service quality, The Journal of Retailing, 62 (1), Cam-
bridge, MA, 1988, pp. 12-40
- Stevens, P., Knutson, B., Patton, M.: DINESERV: A Tool for Measuring Service Quality 
in Restaurant, Cornell Hotel Restaurant Administration Quarterly, (36), 1995, England, pp. 
56- 60
- Tan, Q., Oriade, A., Fallon, P.: Service quality and customer satisfaction in Chinese fast 
food sector:   a   proposal   for   CFFRSERV, Advances in Hospitality and Tourism Research, 
2(1), United Kingdom, 2014, pp. 30-53
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factor analysis with method of principal components and varimax rotation has 
been applied in order to determine the key determinants (dimensions) for the 
concept of service quality in restaurants in which the research has been done. 
The convenience of factor analysis application is examined with the use of 
Bartlett’s Test of sphericity, and the adequacy of the research sample according 
to Kaiser-Meyer-Olkin (KMO) indicator. 

 The KMO values between 0,8 and 1 show that the sample is representa-
tive, and the values smaller than 0,6 show that the sample is not representative 
and there should be corrective measured undertaken. Cronbach alfa coefficient 
is used to prove the validity of the model for service quality measurement in 
restaurants in R. Macedonia. For the statistical process of the data is used the 
software package SPSS version 19.

Table 1.  Attributes of service quality
Number of

attribute

Attributes of service quality

1 The restaurant has visually attractive exterior look 
2 The restaurant has attractive interior area for dining 
3 The restaurant has appropriate, decent and well-dressed em-

ployees
4 The restaurant has correctly written and readily food list
5 The dining area is spacious and comfortable
6 The restaurant looks clean and neatly
7 The restaurant provides the service on time 
8 The restaurant quickly corrects any mistake 
9 The restaurant is reliable and consistent in the service
10 The restaurant offers correct calculations to its guests 
11 The restaurant serves the food as ordered 
12 Food has good taste 
13 Food is served on certain temperature 
14 Food is fresh
15 Food choice is different 
16 Food is served in good portions 
17 The restaurant delivers the service on time during crowd
18 The restaurant provides fast service 

- Saneva, D., Chortoseva, S.: Service Quality in Restaurants: Customers’ Expectation and 
Customers’ Perception, SAR Journal, 2018, pp.47-52
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19 The restaurant additionally tries to answer your special requests
20 Employees are always prepared to help 
21 Staff is loyal and decent 
22 Staff is polite 
23 The restaurant has staff that is capable and ready to provide 

information for food, its ingredients and preparation 
24 The restaurant has staff that looks educated, competent and ex-

perienced
25 The restaurant has staff with enough time for your individual 

wishes
26 The restaurant makes you feel special 
27 The restaurant predicts your individual needs and wants
28 The restaurant has staff which looks cute and calm when some-

thing is not good
29 The restaurant looks like it does everything in guests’ interest 

3. DATA ANALYSIS AND RESULTS

After the conducted research and applied factor analysis with the method 
of principal components and varimax rotation, the high value of Kaiser-Mey-
er-Olkin (KMO) of 0,843 (close to 1,0) as well as the statistically important 
value of Bartlett’s test of sphericity with a level of importance smaller than 
0,05, proving that the variables are interdependent and have mutual factors, 
it is justified to apply factor analysis for the identification of structure that is 
basically a set of attributes covered in this research (Table 2). 

Table 2.  Kaiser-Meyer –Olkin (КМО) and Barlett’s test for sample adequacy 
and attributes of service quality

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0,843

Bartlett’s Test of 
Sphericity

Approx. Chi-Square 2459,52
df  (degree of freedom) 406
Sig. 0,000

 With the application of factor analysis for the data collected from the 
customers’ perception about service quality in all seven restaurants, 6 factors 
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 were separated, i.e. determinants of quality which have value of characteristic 
root (eigenvalues) bigger than 1. 

 The resulting composition of factors explains 51,13% from the total 
variance of the sample. In Table 3 it is shown the matrix of factor structure for 
27 attributes, communalities of individual variables (attributes), their factor 
loading, characteristic roots (eigenvalues) and communalities of individual di-
mensions (factors). The seventh factor is separated from the matrix given that 
it contains only one attribute number 15 – the food choice is different, because 
to be considered as a factor it has to contain more than two attributes. Same is 
for the attribute number 17 – the restaurant provides the service on time during 
crowd, with a factor loading < 0,500, which also is not important for the re-
searched sample size. 

 The resulting values of communalities of 27 attributes range from 0,445 
to 0,675, which shows high mutual variability of attributes. The communality 
is variance of every individual variable defined by a number of selected factors. 
The variable i.e. attribute number 29 – the restaurant looks like it does every-
thing in guests’ interest, has the highest value of communality 0,675, which fur-
ther shows that 67,5% from the total variation of the variable is covered by the 
separate factors. In accordance with the structure, the determinants are named 
in the following way: factor 1 – restaurant responsiveness; factor 2 – tangibles; 
factor 3 – reliability; factor 4 – assurance; factor 5 – food quality and factor 6 – 
empathy.
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Table 3. Matrix of factor structure with factor loading and communality of 
separated variables (attributes), communality and characteristic root of dis-
tinct factors of service quality
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24
The restaurant has staff that 
looks educated, competent and 
experienced

,694 ,575

18 The restaurant provides fast 
service ,647 ,486

19 The restaurant additionally tries 
to answer your special requests ,593 ,511

26 The restaurant makes you feel 
special ,577 ,445

5 The dining area is spacious and 
comfortable

 

 

 

 

 

 

 

 

,714 ,649

3
The restaurant has appropri-
ate, decent, and well-dressed 
employees. 

,650 ,522

4 The restaurant has correctly 
written and readily food list. ,641 ,537

1 The restaurant has visually 
attractive exterior look ,611 ,567

2 The restaurant has attractive 
interior area for dining ,583 ,539

6
The restaurant looks clean and 
neatly ,524 ,555
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10 The restaurant offers correct 
calculations to its guests 

 

 

 

 

 

 

 

 

 

 

 

 

,713 ,539

8 The restaurant quickly corrects 
any mistake ,706 ,584

9 The restaurant is reliable and 
consistent in the service ,679 ,552

11 The restaurant serves the food 
as ordered ,606 ,479

7 The restaurant provides the 
service on time ,511 ,632

21 Staff is loyal and decent  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

,705 ,600

20 Employees are always prepared 
to help ,660 ,604

22 Staff is polite ,597 ,489

23

The restaurant has staff that is 
capable and ready to provide 
information for food, its ingredi-
ents and preparation ,570 ,502

12 Food has good taste 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

,751 ,591
16 Food is served in good portions ,691 ,522
14 Food is fresh ,604 ,486

13

Food is served on certain tem-
perature 

,573 ,486

28
The restaurant has staff which 
looks cute and calm when 
something is not good

 

 

 

 

 

 

 

 

 

 

,802 ,665

29 The restaurant looks like it does 
everything in guests’ interest ,767 ,675

27
The restaurant predicts your 
individual needs and wants ,699 ,583

Cumulative 3,02 2,88 2,35 2,30 2,19 2,09
% of variance 10,41 9,95 8,09 7,92 7,55 7,21 51,13
Total Eigenvalues 6,17 1,54 2,92 1,01 1,89 1,35
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The first factor “Restaurant responsiveness” includes attributes of ser-
vice quality that apply for responsibility, competency and speed of service. The 
second factor “Tangibles” refers to the physical elements of service quality 
such as equipment, employee appearance, food list etc. The third factor “Reli-
ability” includes attributes that refer to the consistency to provide the service 
on time and with accuracy. The forth factor “Assurance” refers to the ability 
to gain consumers’ reliability, ensure financial security and accuracy. The fifth 
factor “Food quality” includes attributes of service quality that refer to the 
food freshness and food taste, the temperature on which the food is served and 
its portion size. The sixth factor “Empathy” refers to the satisfaction of cus-
tomers’ individual wants and needs and everything else in their interest. Table 
4 presents the coefficient of internal consistency of attribute grouping in the 
questionnaire given the individual dimensions of service quality. Based on the 
resulting values for Cronbach alfa coefficient for internal consistency of data 
grouping within the dimensions (determinants) of service quality in restaurants 
of 0,753; 0,782; 0,692; 0,737; 0,638 and 0,717 respectively from factor 1 to 6, 
the validity of the questionnaire is justified. Furthermore, the accuracy of the 
formed groups of attributes within it, meaning that these dimensions are con-
sisted of different aspects (elements) which refer that the customers perceive 
the service quality on similar way since all values are above 0,6, as well as the 
validity of the measurement model with Cronbach alfa coefficient of 0,84.

Table 4.  Coefficient of internal consistency of attribute grouping on question-
naire in individual dimensions of service quality 

Factor Number of 
attribute

Cronbach alfa 
test for individual 

factors

Cronbach 
alfa test

1. Restaurant responsive-
ness

18, 19, 24, 25, 26 0,753

0,84

2. Tangibles 1, 2, 3, 4, 5, 6 0,782
3. Reliability 7, 8, 9, 10, 11 0,692
4.  Assurance 20, 21, 22, 23 0,737
5. Food quality 12, 13, 14,16 0,638
6. Empathy 27, 28, 29 0,717
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Conclusion

Given the applied exploratory factor analysis with the method of prin-
cipal components and varimax rotation, the perceived service quality in restau-
rants is multidimensional concept defined by 6 factors, i.e. determinants of 
quality such as: factor 1 – restaurant responsiveness; factor 2 –tangibles; factor 
3 – reliability; factor 4 – assurance; factor 5 – food quality and factor 6 – em-
pathy; which is in accordance to the findings presented in literature review. The 
variables/attributes separated in order to measure perception of service quality 
in restaurants in the research questionnaire are interdependent and have mutual 
factors, with which it can be justified the value of Kaiser-Mayer-Olkin (KMO) 
indicator and the statistically important value of Bartlett’s test of sphericity. 
The validity of the measurement model is justified with the Cronbach alfa co-
efficient of 0,84.

The applied model for service quality measurement in this paper can be 
applied for monitoring the changes in the level of expectation and perception of 
customers during certain time, and for comparison of accomplished results re-
garding the performances of different hospitality facilities. Together with other 
research methods this instrument gives the opportunity to the company man-
agement to determine the relative importance of determinants of service quality 
from customers’ perception and to better understand the customers’ behavior 
and their needs as for service quality given their choice of restaurant. 
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Abstract

 The pension and disability insurance system, as important part of the 
social insurance, is a framework which regulates the insurance of the following 
risks: old age, disability and death. The Macedonian pension system has been 
existing for over 60 years and it regulates the entitlements from the pension and 
disability insurance.

The March 2000 Amendments to the Law on Pension and Disability In-
surance established the basis for the fully funded pension insurance and in May 
2002 the Law on Mandatory Fully Funded Pension Insurance was adopted. This 
Law regulates the mandatory fully funded pension insurance, the establishment 
and operation of the pension funds and the pension companies that manage the 
pension funds, as part of the pension and disability insurance system. 

This document is a review of the working philosophy of the reformed 
pension system in the Republic of Macedonia. Its focus is on the institutional 
regulation of the reform of the pension system, as well as on the structure of the 
reformed pension system in the Republic of Macedonia. Additional attention 
was given to the operations of the mandatory pension funds, like the member-
ship in the mandatory pension funds, as evidence of their practical operation. 

The document’s intention is to achieve application of the theoretical re-
alizations with the goal of the reformed pension system and its practical oper-
ation.

The research is based on secondary data from several institutions in the 
country: the Agency for Supervision of Fully Funded Pension Insurance, the 
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Ministry of Labour and Social Policy, the Ministry of Finance, the Pension and 
Disability Insurance Fund of Macedonia and data from the pension companies.

Keywords: Pension funds, voluntary pension insurance, asset 
allocation, mandatory pension insurance.

JEL Classification: G2, H55

Introduction

The social and economic turmoil at the beginning of the 1990s affected 
the pension system, causing financial difficulties to the system’s operability. 

The pension and disability insurance system in the Republic of Mace-
donia is a multi-pillar system and it consists of: mandatory pension and dis-
ability insurance based on generational solidarity (first pillar), mandatory fully 
funded pension insurance (second pillar) and voluntary fully funded pension 
insurance (third pillar). 

The first and the second pillar of the pension system provide for man-
datory coverage of all employees, based on their employment, while the third 
pillar is entered voluntarily. 

All persons employed for the first time after January 1, 2003 are man-
datorily transferred to the two-pillar system. While those that were employed 
before this date had the opportunity to choose whether to join the two-pillar 
system or to remain in the mono-pillar system. 

The reform of the pension system was carried out to provide material 
and social security for the current and for the future generations, on a long-run. 
In Macedonia, as well as in other European countries, there is a trend of aging 
population1. This means increased participation of the elderly persons in the 
total population, which changes the pensioner/employees ratio. 

The complex elaboration of this topic in the document may present a 
theoretical benefit, but also a practical one, as it could promote and increase 
the interest of the labour market and the pension system, especially the second 
and third pillar. 

1 Report on the pension system in the Republic of Macedonia with actuarial projections (short 
version) – PDIF, December 2015



169

B. Dervishi: WORKING PHILOSOPHY OF THE MANDATORY PRIVATE...

The main objectives of the regulation of the pension system are2:
• Safety in the use of the pension and disability insurance entitlements;
• Provision of short and long-term solvency of the state pension fund (in-

creased);
• Maximum security minimum risk;
• Strengthening public confidence in terms of the achievement of objec-

tives;
• Ensuring the development of capital markets and promoting economic 

growth.

1. MACEDONIAN PENSION SYSTEM

In creating the structure of the reformed pension system, the Republic of 
Macedonia benefited from the examples in the region by adjusting their experi-
ence to the macedonian specifics. 

The 2000 Amendments to the Law on Pension and Disability Insurance 
established the basis for the fully funded pension insurance. 

The reformed pension system offers the generational solidarity insur-
ance (first pillar) and the fully funded pension insurance (second and third pil-
lar). The entitlements from the pension system are: old-age pension, disability 
pension, survivor’s pension and minimum pension. 

1.1 Generational solidarity – based insurance (State Pension 
Insurance - first pillar)

 The contribution for the mandatory pension and disability insurance in 
Macedonia is paid out of the gross salary of every employee. This contribution 
is 18%3. The contributions paid to the state pension fund are used to finance the 
pensions of the current pensioners. This is the basis of generational solidarity – 
when current employees, throughout their contributions pay for the pension of 
the current pensioners. 

When the employee is retired, he/she will get his/her pension from the 
state pension fund. In order to retire, an employee in Macedonia must meet two 
basic conditions4:

2 Program for exams of sales agents. MAPAS, 2014
3 The contribution for PDIF in 2018 was 18% from the gross salary 
4 Law on Pension and Disability Insurance, Article 94
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• Age – 64 years for men and 62 years for women, and 
• At least 15 years of career.

1.2 Mandatory fully funded pension insurance (second pillar)

In the two-pillar system, the contribution remains the same – 18% of 
the gross salary. However, out of these (18%) - 12% are allocated to the first 
pillar (the PDIF) and 6% are allocated to the private pension fund chosen by 
the employee. 

The distribution of the mandatory pension insurance between the first 
and second pillar is shown in Figure 1.

Figure 1. Distribution of Contributions to first and second pillar

Source: MAPAS, www.mapas.mk 

The second pillar was activated on 1st January 2006. Employees who 
entered for the first time into the mandatory pension insurance after January 1, 
2003 had to join the second pillar. In other words, the pension contributions of 
those employees are transferred to both - state and private pension insurance, 
following the distribution model shown above.  

People who were employed prior to January 1, 2003 were given the 
right, until 31st December 2005, to choose if they would remain in the mono-pil-
lar system, or they will join the two-pillar system. So, all those who stayed in 
the mono-pillar system after this date, were not given a second chance to join 
the second pillar. 



171

B. Dervishi: WORKING PHILOSOPHY OF THE MANDATORY PRIVATE...

In the second pillar, each participant has its own individual account in 
the pension fund that he/she is a member of. By May 2018, the second pillar had 
two private pension companies5:

• KB Pension Company – the pension company where Komercijalna Bank6 
and a Slovenian pension company are partners

• NOV Pension Company (NPF)7 – the pension company where Macedo-
nian Tutunska Bank and Slovenia NLB Bank are partners.

The employees were given the possibility to sign a membership contract 
with the pension fund of their preference, where the 6% of their total pension 
and disability contribution would be transferred. 

The retirement age is the same for the first as well as for the second pillar 
- 64 for men and 62 for women. In addition, a second pillar member must also 
have at least 15 years of career in order to be able to retire and withdraw the 
assets accumulated on his/her account in the mandatory private pension fund. 

Each member of the two-pillar system, who meets the retirement condi-
tions, will get their pension from two sources. The first source is the state pen-
sion fund and second is the private pension fund, i.e. the savings on the account 
in the private pension fund, and the return on the investment of the accumulated 
assets throughout the years of saving. These assets will be divided into monthly 
instalments and paid out as monthly annuities. 

The most important point when it comes to the fully funded component 
is that it should be considered in a long-run. Namely, if someone is employed 
and insured at the age 25-30, they have 35-40 years for pension savings to be 
accumulated on their account. So, even if in the first years the pension savings in 
the second pillar seems to be low, the accumulation in the private pension fund 
will increase with the years, which in turn will increase the pension savings.

5 Report on the development in the fully funded pension insurance 2017. 
6 Komercijalna Banka is the second biggest bank according to the net assets in Macedonian 
banking sector. http://www.kb.com.mk
7 The change of the name of the pension fund Otvoren zadolzitelen penziski fond – „NLB Pen-
ziski fond“ Skopje to Otvoren zadolzitelen penziski fond Sava penziski fond was approved by 
the Council of Experts of MAPAS on 08.06.2018. SAVAm stands for the mandatory pension 
fund Otvoren zadolzitelen penziski fond Sava penziski fond
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1.3 Voluntary fully funded pension insurance (third pillar)

In the first half of 2008, the Law on the third pillar was adopted, which 
is a voluntary and fully funded pillar.

The main purpose of voluntary fully funded pension insurance, which is 
part of the pension reform, is to ensure pensions to people who are not covered 
by the mandatory pension insurance and to provide additional income outside 
of the mandatory pension insurance in the first and the second pillars. Also, 
the members have the possibility to pay contributions for someone else (for 
instance, a husband on behalf of his wife).

Individuals at the age of 15 to 70 can join the voluntary component of 
the pension system, by signing a pension contract with a pension company8. 

The basic principles of the voluntary pension insurance are9:
• To ensure additional income during the old age period;
• Membership upon initiative of the person (voluntary membership);
• Investing accumulated contributions in investment instruments;
• Diversification of risk;
• Transparency.

The voluntary pension insurance can cover a large group of the popula-
tion. Also, it gives the possibility to non-residents (for example foreigners that 
work on some projects in country) to join the system, which allows them to get 
additional income.

2. OPERATION OF MANDATORY FULLY FUNDED 
PENSION INSURANCE FUNDS

The reform of the pension system was carried out to provide material 
and social security for the current and for the future generations, on a long-run. 

In the mono-pillar system, the employer pays 18% from the gross salary 
of each employee to the Pension and Disability Insurance Fund of Macedonia 
(PDIF). The same contribution is paid in the reformed pension system. Howev-
er, the novelty is that in the reformed pension system we have private pension 
funds and for their members the pension and disability insurance is provided 
 

8 Law on Voluntary Fully Funded Pension Insurance, Article 94 para 1.
9 Program for exams of sales agents. MAPAS, 2014
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from PDIF and from the selected private pension fund, which represents the 
two-pillar system. 

As mentioned above, the total contribution is divided into two parts: 
12% are kept by the PDIF, while 6% are transferred on the individual account 
of the selected private pension fund. The contribution which is transferred on 
the individual account is accumulated and invested until the member is retired. 

2.1 Institutional regulation of mandatory fully funded pension 
insurance

Institutions included into regulation of mandatory pension insurance 
are:

• Ministry of Labour and Social Policy – responsible for creating and en-
forcing the policy governing the pension and disability insurance and for 
supervising of the legality of operations within this insurance.

• Agency for Supervision of Fully Funded Pension Insurance (MAPAS) 
– – regulatory and supervisory body of the fully funded pension insurance 

• Pension Companies – joint stock company founded by financial institu-
tions with large capital  and  experience,  whose  sole  activity  is  managing  
pension  funds’ assets. The reformed pension system offers the opportuni-
ty for establishing three types of pension companies:

• Mandatory Pension Company - manages only mandatory pension funds
• Voluntary Pension Company - manages only voluntary pension funds
• Joint Pension Company - manages mandatory and voluntary pension 

funds, and their one and only task is to provide portfolio management. 
• Custodian of pension fund assets – safely keeps pension funds’ assets, on 

a separate account, apart from the assets of the Pension Company
• State Pension Fund and Public Revenue Office – allocates the pension in-

surance contributions between the first and the second pillar and allocates 
the data on membership to the selected mandatory pension fund.
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Figure 2. Institutions of the Macedonian pension system
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Source: MAPAS, www.mapas.mk

As mentioned above, there are two pension companies in Republic of 
Macedonia and they manage both mandatory private pension (second pillar) 
funds and voluntary private pension (third pillar) funds. The following figure 
shows pension companies and pension funds managed by them.

Figure 3. Shareholders of pension companies in the Republic of Macedonia

Source: MAPAS, www.mapas.mk 
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Each pension company must choose a custodian bank, which will keep 
the accumulated assets of the pension funds under their management. 

The pension companies are investing these accumulated contributions 
in various investment instruments. The system, actually the pension funds 
and pension companies are supervised by the Agency for Supervision of Fully 
Funded Pension Insurance - MAPAS.

In 2018, the average age of members in the second pillar was 35.10 This 
means that these members have an average of additional 30 years of member-
ship in the private pension funds11. Implicitly, we predict that with the right in-
vestment policy the accumulation of assets will be increased and the employees 
will get higher pension benefits.

The second pillar pays out the accumulated assets, in a form chosen by 
the member as a pension annuity determined from the entire amount of money 
accumulated on the individual account which is paid out for the rest of the mem-
ber’s life by an authorised insurance company or as programmed withdrawals 
provided by the pension company managing the mandatory pension fund. 

2.2 Membership in Mandatory Pension Funds

 According to the legislation, a member of mandatory pension fund is 
the one who has an individual account in the private pension fund.  A person can 
become member of mandatory pension fund in two ways12:

• By signing a membership contract
• By allocation in a mandatory pension fund by Agency for Supervision of 

Fully Funded Pension Insurance.

A member has only one individual account and can be member only in one 
mandatory pension fund.

A pension company may not refuse an insured person for a membership 
in a mandatory pension fund, unless such insured person does not meet the condi-
tions prescribed with the Law on Pension and Disability Insurance13. 

10 MAPAS, www.mapas.mk 
11 The retirement conditions are the same for the first and for the second pillar: age – 64 years 
for men and 62 years for women, and at least 15 years of career.
12 Law on Mandatory Fully Funded Pension Insurance, Article 59
13 Law on Mandatory Fully Funded Pension Insurance, Article 59 para 7. 
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There are two global categories of insured persons for membership in 
the second pillar14: 

• Mandatory members 
• Voluntary members

Mandatory Membership in Mandatory fully funded pension funds refers 
to:

	First time employed after 1 January 2003 
• Within 3 months from the employment, by selection of pension fund and 

by signing a contract.
• If an employee doesn’t sign a contract within 3 months, he/she will be 

allocated by MAPAS. 
	Employees who were employed for the first time after 1 January 2003 

and had interruption in their careers between 20 September 2005 and 
31 December 2005: 

• Have to sign a contract with a pension fund within 3 months after they 
resume working.

• If they don’t sign a contract within 3 months, they will be allocated ran-
domly in any pension fund. 

.

a) Voluntary membership in Mandatory fully funded pension funds refers 
to:

	Persons who were employed for the first time before January 1, 2003
• The voluntary members had the possibility to make their choices be-

tween September 20, 2005 and December 31, 2005.
• They could become members by signing the membership contract with 

the chosen pension fund.
	Employees who were employed for the first time 1 January 2003 and 

had interruption, between 20 September 2005 and 31 December 2005
• If a member had a pause in the employment, when he starts working 

again, he can choose a pension fund within 3 months from the new em-
ployment.

14 Law on Pension and Disability Insurance, Article 131, Law on Mandatory Fully Funded 
Pension Insurance, Article 58, Article 138 para 1 and Article 139.
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• By signing membership contract with the chosen fund a person becomes 
a member of a pension fund

This structure provides for higher security of the persons included in 
both pillars, as the financing of the pension benefits comes from two, i.e. three 
sources. By doing so, the risks of each separate system are diversified.  

Conclusion

Until 2006, the Macedonian pension system was based only on gener-
ational solidarity, i.e. it was a PAYG system (the contributions of the current 
insured persons are used for payment of the pension of the current pensioners).

 In May 2002 the Law on Mandatory Fully Funded Pension Insurance 
was adopted, which started with the implementation as of 01.01.2006. This Law 
regulates the mandatory fully funded pension insurance, the establishment and 
operation of the pension funds and the pension companies that manage the pen-
sion funds, as part of the pension and disability insurance system. 

 In the first half of 2008, the Law on the third pillar was adopted, which is 
voluntary and fully funded pillar.

The basic purpose of the reformed pension system is the care for, and pro-
tection of the interests of each member, as the retirement days deserve to be safe. 

In the mono-pillar system, the employer pays 18% from the gross salary 
of each employee to the Pension and Disability Insurance Fund of Macedonia 
(PDIF). The same contribution is paid in the reformed pension system. Howev-
er, the novelty is that in the reformed pension system we have private pension 
funds and for their members the pension and disability insurance is provided 
from PDIF and from the selected private pension fund. This is the two-pillar sys-
tem. The total contribution of 18% is divided into two parts: 12% are kept by the 
PDIF, while 6% are transferred on the individual account of the selected private 
pension fund. The contribution which is transferred on the individual account is 
accumulated and invested until the member is retired.

In addition, one of the main features of the fully funded pension insurance 
is the right to a personal choice and initiative of the individual. All persons em-
ployed before January 1, 2003 were given the possibility to decide whether they 
will join the second pillar of the pension system and therefore choose in which 
pension fund they would like to be members, while all newly employed persons 
have the right to select the pension fund of their choice. 
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The establishment and the existence of a multi-pillar pension fund, as a 
combined system of generational solidarity and fully funded components, is ad-
vantageous to the individuals, as well as to the pension system and the economy. 
From the individual’s aspect, this type of system provides for higher security, as 
the financing of the pension benefits comes from two, i.e. three sources. By doing 
so, the risks of each separate system are diversified.  

There are detailed control mechanism for the transparency and the se-
curity of the system. The institutions of the system are: Agency for Supervision 
of Fully Funded Pension Insurance (MAPAS), Ministry of Labour and Social 
Policy, PDIF and the Public Revenue Office. The pension funds managed by the 
pension company and their portfolio activities are under the control of the Agen-
cy for Supervision of Fully Funded Pension Insurance.

The main conclusion is that the reform of the pension system was car-
ried out to provide material and social security for the current and for the future 
generations, on a long-run. The system (the reformed pension system) in the 
Republic of Macedonia is still very young with very young members, who still 
have sufficient time until retirement and until withdrawal of the funds from the 
second pillar. 
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Introduction

Organic farming offers a safe and healthy diet, on the one hand, and on 
the other hand, because it features traditional way of cultivation, builds and 
preserves local knowledge and tradition. The principle of organic production is 
utilizing local resources (seeds, seedlings, fertilizers, etc.) and it enables great-
er cost-effectiveness on one side and contributing to a more rational use of ex-
isting resources on the other.  Republic of Macedonia follows the world trends 
in organic production and it is a significant part of Macedonian agriculture. The 
organic sector in the country is characterized by a heterogeneous structure in 
which besides agriculture, are included environmental, social, health and eco-
nomic structures.  The organic sector in Republic of Macedonia is composed 
by producers, cooperatives, associations, counseling stakeholders, control and 
certification bodies and government institutions involved in the implementa-
tion of organic farming policy. Practice show that all participants are united by 
certifying the method and procedure of producing organic products. Neverthe-
less, there is inadequate internal organization in the structure which is results 
as poor market organization, insufficient promotion and recognition of organic 
production in the Republic of Macedonia.

In order to promote and strengthen the organic farming in the Republic 
of Macedonia, the paper presents some positive experiences in Serbia, Slove-
nia and Austria, countries that are characterized by specific features and where 
organic agriculture is an important and developed production system.  The 
main goal is to identify positive experiences from mention countries and to 
estimate the opportunities for their reception in organic sector in Republic of 
Macedonia.

The analysis is based on official data obtained from the State Statistical 
Office from the countries taken for example. Also, for the analysis were used 
the National strategy for organic agriculture, Law for organic production and 
the annual reports on agriculture and rural development prepared by the Min-
istry of Agriculture of the mention countries.

1. CONDITION OF THE ORGANIC AGRICULTURAL 
PRODUCTION SECTOR IN THE REPUBLIC OF SERBIA

The development of organic production in the Republic of Serbia start-
ed at the end of the 1980s from the last century, first in the northern parts, more 
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precisely on the territory of Vojvodina. In 2000, the Law on Organic Production 
was adopted, and since then, faster development has been observed, which is 
still ongoing.1 Despite the potential and steady increase in the main indicators, 
organic farming in the Republic of Serbia hardly achieves the desired develop-
ment. With the support of the Ministry of Agriculture and Water Management, 
six centers for organic production development have been established (Selena, 
Leskovac, Svilanac, Valjevo, Negotin, Uzice) and the Vojvodina Cluster for 
Organic Agriculture, which has joined all stakeholders from the territory of 
Vojvodina. Also, some local municipalities have implemented initiatives for 
organic farming development with the support of producers of organic produc-
tion (Subotica, Novi Sad, Belgrade). Consequently, some movements in the 
organization of the sector have been developed, such as a number of different, 
locally active associations, clusters, organizations, cooperatives and interest 
groups. With the adoption of the Law on Associations, it appeared opportunity 
for acheaving business activities and create capital.2

Based on data from the Ministry of Agriculture of the Republic of Ser-
bia, there is a trend of increasing interest for organic farming. (Table 1). Par-
ticipation of organic farming in the total agricultural production in 2015 was 
0.44%. This area does not cover areas for collecting wild berries, mushrooms 
and medicinal herbs because there is no official methodology on the basis of 
which it is possible to obtain data on the total area on which the collection of 
wild self-growing plants.

Table 1 Areas under organic production in the period 2012-2015 in the 
Republic of Serbia

Areas under organic 

farming in hectares

Participation of organic farming in 
the total agricultural production in 
percent %

2012 6.340 0,18
2013 8.228 0,23
2014 95.47,8 0,28
2015 15.298 0,44

Source: Ministry for agriculture, forestry and water management of Republic of Serbia, http://
www.minpolj.gov.rs/, 31.3.2018

1 Law on Organic Production, Official Gazette RS No. 30/10
2 Law on Associations, Official Gazette RS No. 51/09
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The highest percentage is organic crop production - 68.7% (including 
meadows and pastures). The most common crops are cereals, then fruits and 
vegetables. From livestock production, sheep breeding, cattle breeding and 
goat breeding is most commonly available.3 Vojvodina is most developed re-
gion with a share of 75.85% in the total organic production in the year 2015.4

The main unit of the organization of organic sector in the Republic of 
Serbia are the producers divided into two groups:5 

 - Individual farmers, those who have signed a contract directly with some 
of the control organizations

 - Subcontractors, whose production is subject to group certification (in ac-
cordance with the Law on organic production). Thus all producers are in 
a contractual relationship with a company that purchases all the produc-
tion intended for the market. Also, is providing support in the form of raw 
materials, education and covering the certification costs (the company is 
the holder of the certification, and not the manufacturer).

The second type of organization proved to be very successful judging 
by the number of participants that far exceeds the number of individual agricul-
tural producers. According to the structure, size and production orientation of 
the economy, there are three categories of holdings, i.e. farms. The first group is 
small, mainly family farms in which plant and animal production is integrated. 
The second group is specialized farms, for example organic fruit production 
or organic wine production, which is not favorable for this type of production. 
The third group is large farms that combine plant and animal production on 
large surfaces, often also have a processing center, which is a model for this 
production.

Companies with refrigerators dominate the organic sector because it is 
easier to get a cooling certificate than to invest in a complete processing line. 
In the Republic of Serbia, there are more than 40 companies that are engaged 
in the processing of organic food. In some of them, the main activity is pro-
cessing a conventional food, but they have an additional line for processing 
organic food, while in the other main activity is the processing of organic raw 
material. Also, there are producers dealing with the processing of organic food, 

3 Simić I., Organska poljoprivreda u Srbiji 2017, Nacionalno udruženje za razvoj organske 
proizvodnje Serbia organika, 2017, p. 16
4 Ibid, 17
5 Ibid, p.18
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but most of them have signed an agreement with large companies. Producers 
who do not have a cooperative contract with purchasers sell their products on 
the farm or to known buyers. Fruit and vegetable producers, often due to small 
quantities, make jams, juices and the like, and sell it to known buyers or on the 
nearby market.6

In the Republic of Serbia there are 35 advisory services for which the 
Ministry of agriculture, forestry and water management Economy and the Pro-
vincial Secretariat for Agriculture, Water Management and Forestry are respon-
sible.7

The civil sector has greatly contributed to the development of organic 
farming, although there is an evident problem with the lack of funds needed for 
the functioning and implementation of their activities. The Ministry keeps re-
cords of all registered associations. Many of these organizations are organizers 
or co-organizers of fairs, gatherings and manifestations in the field of organic 
farming and have continuity for many years.

2. CONDITION OF THE ORGANIC AGRICULTURAL 
PRODUCTION SECTOR IN THE REPUBLIC OF 
SLOVENIA

A significant part of the arable agricultural land in the Republic of Slove-
nia falls into unfavorably developed areas. Therefore the state decides that the 
narrow selection of crops should be towards ecological production of excep-
tional quality. The main goal of the Slovenian agricultural policy is to improve 
the position of farmers in terms of revenues by diverting the processing industry 
to their needs, to set up appropriate organizational forms and to complement the 
agricultural activity with other economic activities such as tourism, craftsman-
ship in accordance with the environment. The beginnings of organic farming in 
Slovenia are observed from the nineties of the 20th century when environmen-
tal lectures were organized by professors from foreign countries and non-gov-
ernmental organizations for environmental production were formed.  In 1998 
it was established Institute for Sustainable Development with Department of 
International Education of supervisors for organic farming.8 The same year it’s 

6 Ibid, p.20
7 Ibid, p.27
8 Akcijski nacrt razvoja ekoloskega kmetijstva v Sloveniji do leta 2015, Ministrstvo za kmeti-
jstvo, gozdarstvo in prehrano (MKGP) Vlade Republike Slovenie, 2006, p.17
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performed controls by foreign international certification houses for 41 man-
ufacturers and the interest for this type of production has growing. This year 
(1998) is considered the beginning of intensive development of the market for 
organic agricultural products. Namely, the first fair of organic products was 
organized in Ljubljana, the state advisory service is involved and organizes 
trainings and education for organic agricultural production.

According to the latest statistics, organic agricultural production rep-
resents 8.69% of the total agricultural production in the Republic of Slovenia, 
which is a very high percentage, compared to the EU countries.9 The number 
of organic agricultural holdings varies steadily from year to year (Graph 1). 
In 2016, 2933 organic agricultural holdings were registered, which represent 
65% of the total number of registered agricultural holdings in Slovenia. So far, 
the largest share (83%) of the entire organic land in the utilized agricultural 
area is still permanent meadows and pastures. In the production, from year to 
year, the first place is far ahead of everyone involved in the participation of 
pastures and indirect livestock production.10

The control of organic production or processing is carried out by con-
trol organizations that meet the technical, administrative and organizational re-
quirements prescribed by the Minister for agriculture. Environmental products 
or food products must be accompanied by a certificate and an official eco-label 
market. Organic products or food products must additionally be marked with 
brands such as Biodar and Demeter. Inspection of the control organization is 
carried out by the Agricultural Inspection and the Inspection Service for quali-
ty control of agricultural products and food products.

9 Slovenia – The structure of agriculture, www.forumoragriculture.com/news_feature/slove-
nia , 20.6.2018
10 Ibidem 
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Graph 1 Organic agricultural holdings in the Republic of Slovenia in the 
period 2008-2016

Source: Statistical office of Republic of Slovenia, http://www.stat.si/StatWeb/en/News/In-
dex/6784, 31.3.2018

In Republic of Slovenia there are two major organizations of producers 
of organic farming: Union of Slovenian Organic Agricultural Associations (also 
called Biodarska Association) and the Association AJDA. Within the Union 
there are five regional associations that cover the entire state that share the same 
production standards and strive for greater conversion of the farm: Slovenian 
Association of Organic producers (SOFA), Association for organic agriculture 
in north-east Slovenia, - The Association of Organic Farmers in the Coastal Re-
gion, Association of organic farmers Health Living and Association of organic 
agriculture Gorenjka. Since the establishment of the Union, two other associ-
ations have been established in 1999, which aim to enter the Union: Detlenica 
(Association of organic agricultural farmers and producers) and Association 
for organic agriculture Dolenska, Posavje and Belokozina. The Union sells its 
products with a joint logo (organic logo) for organic products - Biodar.

AJDA is an association of biodynamic production with about 400 mem-
bers of most non-farmers. They use the international logo for biodynamic pro-
duction Demeter-Logo.

There are several other organizations that participate in organic farming 
or support its development, such as the Slovenian Per culture Society and some 
local organizations. The main drivers of organic farming in the Republic of 
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Slovenia are non-governmental organizations for raising the environmental 
awareness among the citizens.

What gives a special feature in the organization of the organic sector in 
the Republic of Slovenia is the participation of tourism in the development of 
this sector. Namely, out of 503 registered organic farms in the Republic of Slo-
venia, 39 are also engaged in tourism.11 Most of the organic farms are members 
of Biodarska Association, and more than half of them use the brand Biodar. 
The Association of Tourist Farms of Slovenia promotes these farms along with 
other tourist farms through promotional catalogs and websites.

3. CONDITION OF THE ORGANIC AGRICULTURAL 
PRODUCTION SECTOR IN THE REPUBLIC OF 
AUSTRIA

In the Austrian agricultural policy, there are four main influential actors, 
the Ministry of Agriculture, the Agricultural Chamber, Cooperatives (united in 
Raiffeisen Wernbund) and AMA (Agrarmarkt Austria). In particular, the agri-
cultural chamber and its social partners are considered relatively more import-
ant in the political process than the parliament. Austria is one of the countries 
with a successful story about organic farming, both in terms of production size 
and political support at the national and EU level. Organic farming is con-
centrated in the regions around the Alps, in particular the Tyrol, then Stein 
mark, Salzburg, Burgenland. About 65% of all organic farms are members of 
an organic producer organization and private certification bodies. There are 11 
organizations in Austria, but Ernte is the oldest and the largest percentages are 
members of this body (55%). The others follow the Code of Standards inspired 
by the Agricultural Chambers. Most of these farms are located in the Tyrol and 
Salzburg area, while Ernte is concentrated in the southern and southeastern 
regions.12

Until 1990, organic producers were motivated to produce organic prod-
ucts from their beliefs. This changed with the introduction of subsidies for 
this type of production and the possibility of selling these products at a higher 
price. Ernte played an important role in promoting organic farming as a way to 
11 Organic farming in Slovenia, http://www.organic-europe.net/country-info/country-report/
slovenia.html, 2.06.2018
12 Michelsen J., Lynggaard K., Padel S., Foster C., Organic Farming Development and Agri-
cultural Institutions in Europe: A Study of Six Countries, Organic Farming in Europe: Eco-
nomics and Policy Vol. 9, Stuttgart-Hohenheim, 2001, p.24
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maintain the Austrian traditional model of family farming. Thus, the promotion 
of organic farming focuses on health, animal welfare and survival strategies for 
the traditional Austrian-type farmer.

At the beginning of the development of organic farming in Austria, in-
formation and introduction was imposed by farmers through informal links 
between producers. Then, they themselves began to form information and ad-
visory services. This was supported by the official institutions that conducted 
trainings for farmers, partly because of the regional development of certain 
areas under which organic initiatives are covered. As a result of the rapid de-
velopment in the period 1992-1995, the agricultural chambers recognized the 
need to be involved, primarily because of the growing number of farmers who 
joined, but also because of the number of farmers who produced organic pro-
duction and were not members of organizations. In the development of organic 
farming in Austria several parties are involved such:13

 - Ministry of Consumer Protection;
 - Ministry of Agriculture, which has introduced grants for organic produc-

ers associations with a national subsidy for redirecting farmers to organic 
production;

 - AMA (Agrarmarkt Austria) is an organization that organizes the market-
ing of agricultural products;

 - The Organic Organizer Organization (Ernte) is an important factor in 
lobbying for organic agriculture; it supports members in the marketing 
of their products and provides direct marketing. It is the leading organi-
zation in the umbrella organization ARGE Biolandbau (Arbeitsgemein-
schaft zu Förderung des biologischen Landbaus).

 - Trade companies, especially the Billa and Merkur markets, which intro-
duced three main brands of organic products (“Ja natürlich” from Bil / 
Mercury, “Landfrieden” of some dairies and “Spar” Natur pur);

 - Regional cooperatives.

There is no formal organization that coordinates all organic production 
and farming organizations in Austria. For Austrian agriculture in general, the 
Agricultural Chambers are the official representatives of all Austrian farmers 
and organic farmers are included as compulsory members.

13 Ibid, p.27
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4. CONDITION AND ORGANIZATION OF THE ORGANIC 
AGRICULTURAL PRODUCTION SECTOR IN THE 
REPUBLIC OF MACEDONIA

Although it is part of agriculture, organic sector in Republic of Mace-
donia is characterized by a complex and heterogeneous structure in which, 
besides agriculture are included environmental, social, certification, health and 
economic structures. This complexity and heterogeneity, of course, is reflected 
in the way in which the entities are organized in organic farming, and even 
makes them different from other ways of ecological production. The organic 
sector in the country is composed by producers, cooperatives, associations, 
counseling stakeholders, control and certification bodies and government in-
stitutions involved in the implementation of organic farming policy.
	The producers are in the form of an individual farmer and family farm 

(farm which the family constitutes the basic workforce).
	The cooperatives in the country are regulated by the Law on 

Cooperatives14 and aiming economic association of producers on a 
voluntary basis, to promote organic production and joint market. Given 
the mentality, lack of confidence in the system that result in negative 
experiences Cooperatives from the previous system, cooperatives in 
the Republic of Macedonia are very few in number.

	The associations are often common form of jointly organizing of the 
producers. The main purpose of associations is a joint purchase of raw 
materials, purchase of equipment and other fixed assets and exercising 
the rights to influence relevant government institutions.

	The highest form of association in the country’s Federation of Organic 
Producers (FPOP) aimed at ensuring the coordination and leadership 
of the organic movement in the country.

	Advisory entities for organic production offer assistance in developing 
business plans, development plans and feasibility studies, as well as 
filling in all necessary documents in the control and certification of 
organic production.

	Certification bodies accredited by the Accreditation Institute and 
authorized by the Ministry of Agriculture, Forestry and Water 
Management: Balkans Biocert and Pro-CERT.

14 Law on Associations and Foundations, Official Gazette of the Republic of Macedonia, 
No.52/2010 and No.135/2011
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	In the implementation of organic agricultural policy, directly or 
indirectly participate: Ministry of Agriculture, Forestry and Water 
Management, Ministry of Environment and Physical Planning, 
Ministry of Economy, Ministry of Finance, Institute for Accreditation 
of Macedonia (IARM), Standardization Institute of the Republic of 
Macedonia (ISRM), National Institute of Industrial Property (SIPO), 
Higher education and scientific research institutions, Agency for 
Promotion of Agricultural Development (NEA), Agency for Financial 
Supports Agriculture and Rural Development (AFSARD).

Organic production in the Republic of Macedonia is recognized because 
of traditional mode of production in some regions where they are produced. 
The Macedonian organic production comprises 2.74%s of the total cultivated 
land in the country.15 The area under organic production has intensive growth 
in 2010 and 2011 which is in the period of establishing of Law of organic pro-
duction.16 (Graph 2) 
 
Graph 2 Area under organic production and the number of operators 
during the period 2005-2017

 Source: Ministry of Agriculture, Forestry and Water Management of Republic of Macedonia, 
http://www.mzsv.gov.mk/organsko_zemjodelsko_proizvodstvo2013.pdf, 19.03.2018

15 National Strategy and Action Plan for Organic Farming 2007-2013, MAFWE, 2007, p.14
16 Law on Organic Agriculture, Official Gazette of the Republic of Macedonia, No.146/2009 
(Law on Organic Agriculture came into force in 2010 and since, it regulates the production, 
preparation, processing, finishing, storage, transportation, distribution, marketing, sale, label-
ing and control of organic products that are used in the methods of organic production)
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In the Republic of Macedonia organic agriculture is regarded as import-
ant to the development of the national agriculture and food production. It en-
ables the producers to perform on the same market with quality products which 
in turn is related to the possibility of achieving higher profits compared to when 
it could produce products in a conventional way, and large subsidies granted by 
the state. However, practice shows many problems related with organization, 
cooperation and communication between all entities in organic sector:17 organ-
ic market is limited by uncertain sale of the production, export disorganized 
followed by inadequate organization of producers of organic products or as-
sociations (fragmentation among the associations i.e. the existence of several 
associations of producers of organic products for the same products in the same 
region); insufficient promotion and recognition of organic production in the 
country.; low supply of raw materials for vegetable production from the do-
mestic market, including seeds and planting material and protection products 
which are permitted for use in organic crop production; the discontinuous and 
insufficient promotion of the benefits of organic agriculture for environment 
and human health, contributes to low consumer awareness of these products. 

Recommendation and conclusion

Organic agriculture production in the Republic of Macedonia is one of 
the high interest agricultural sectors because its concept that united traditional, 
health care, protection and promotion of the environment and economic viable 
of production. Besides that the method of production in the country is not an is-
sue because all participants are united by certifying the method and procedure 
of producing organic products and state support for organic agriculture is high, 
practice shows that Macedonian organic sector are facing problems in terms of 
organization cooperation and communication between all entities. The paper 
present countries with successful organic agriculture sector where it is an im-
portant and developed production system. Republic of Macedonia should take 
in consider this experience:
	In Republic of Serbia most of the producers are united as subcontractors 

i.e. all producers are in a contractual relationship with a company 
that purchases all the production intended for the market. Also, the 
company is providing support in the form of raw materials, education 
and covering the certification costs (the company is the holder of the 

17 IPA Rural Development Program “2014-2020”, 2015



193

Hadzi Naumova-Mihajlovska Katerina: ORGANIC AGRICULTURE IN SERBIA...

certification, and not the manufacturer).
	Organic products or food products from republic of Slovenia must be 

marked with brands such as Biodar and Demeter. In the organization of 
the organic sector in the Republic of Slovenia special feature gives the 
participation of tourism and craftsmanship. The Association of Tourist 
Farms of Slovenia promotes these farms along with other tourist farms 
through promotional catalogs and websites.

	In Republic of Austria, the Ministry of Agriculture, the Agricultural 
Chamber, Cooperatives (united in Raiffeisen Wernbund) and AMA 
(Agrarmarkt Austria) are the official representatives for promotion 
and development of organic farming. They are official institution that 
support and coordinate the development of organic agricultural sector 
in the country.
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NAME AND LAST NAME will be written with capital letters, left 
alignment, 12 points, bold, being followed by asterisks, and in the footnote 

the didactic and scientific degree, the position and place of work of the authors 
e-mail are indicated (Times New Roman, 10 points) 18*

(12 points) <Blank line 12 point high>
(12 points) <Blank line 12 point high>

THE TITLE OF THE PAPER WILL BE WRITTEN WITH CAPITAL 
LETTERS, CENTERED, Times New Roman, 12 POINTS, BOLD
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(12 points) <Blank line 12 point high>

<Tab> Abstract: (Times New Roman, 12 points, Sentence case, bold, left 
alligment) 
The text in the Abstract will only be in English and will have between 100 
and 200 words, a single line spacing, justify alignment, Times New Roman, 
12 points. (The abstract should summarize the content of the paper. Do not make 
references nor display equations in the abstract.)

(12 points) <Blank line 12 point high>
<Tab> Keywords: (Times New Roman, 12 points, Sentance case, a single line 
spacing, justify alligment, bold). Maximum 5 words, in English, Times New 
Roman, 12 points.

 (12 points) <Blank line 12 point high>
<Tab> JEL Classification: (Times New Roman, 12 points, Sentance case, 
justify alligment, bold). Times New Roman, 12 points, (http://www.aeaweb.
org/journal/jel_class_system.php).

(12 points) <Blank line 12 point high>
(12 points) <Blank line 12 point high>

Introduction (Times New Roman, 12 points, Sentance case, left alligment, 
bold)

(12 points) <Blank line 12 point high>
(The introduction of the paper should explain the nature of the problem, 
previous work, purpose, and the contribution of the paper. The contents of 
each section may be provided to understand easily about the paper.)

(12 points) <Blank line 12 point high>

* Assoc.Prof., Ph.D., University of Ss. Cyril and Methodius, Republic of Macedonia, e-mail
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1. THE TITLE OF THE CHAPTER: Times New Roman, 12 points, ,
capital letters, bold, numbered with Arabic numbers, left alligment.

(12 points) <Blank line 12 point high>
<Tab> The text paragraphs of the paper will be Times New Roman, 12 points, 
justified alligment, single line spacing. The paper will be edited on A4 format 
(210 x 297), page setup, top/bottom 2,54 cm; left/right 2,54 cm. The size of 
a <Tab> is 1,27 cm. 

(12 points) <Blank line 12 point high>
1.1. Subchapter. Subchapters can be used in the text, numbered with the 
number of the chapter and a number showing the number of the subtitle within 
the chapter. The subchapters are Times New Roman, 12 points, Sentence 
case, bold.

(12 points) <Blank line 12 point high>
<Tab> Conclusion: (Times New Roman, 12 points, Sentence case, bold, left 
alligment) 
The text in the Conclusion will be written in Times New Roman, 12 points, 
justify alignment, single line spacing.

CITATIONS: Quotations and notes should be elaborated as footnotes and 
marked successively with Arabic numbers1. The scope of quotations and 
notes should be limited to 15 lines. Abbreviations such as „ibid”, „op. cit” 
can be used.

PRESENTATION OF THE MATHEMATICAL EQUATIONS
(10 points) <Blank line 10 point high>

The mathematical equations will be Times New Roman, 11 points, centred 
and numbered on the right with Arabic numbers between round brackets.

(10 points) <Blank line 10 point high>
X2 + Y2 = Z2       (1)

(10 points) <Blank line 10 point high>

PRESENTATION OF TABLES, GRAPHS AND PICTURES (12 points) 
Title of the table, graph, picture or other illustration (Times New Roman, 12 
points, Sentence case, bold, left alligment)

<Blank line 12 point high>

1 Author’s surname, Initial of first name: Title of book, Edition (only include this if not the 
first edition), Publisher, Place, Year, page (Times New Roman, 10 points,  justify alligment, 
single space)
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Tables, graphs, pictures and other illustrations should be presented 
in Arabic consecutive numbers. The references or data sources of the tables 
and graphs should be cited below, preceded by any additional comments or 
explanations. Tables, graphs, pictures and other illustrations are prepared in 
black and white techniques presented appropriately in the text. All graphs and 
illustrations and diagrams should be additionally submitted in their original 
electronic form (jpg, gif, xls, and alike). 
 

<Tab> References: (Times New Roman, 12 points, Sentance case, bold, left 
alligment) 
References should appear at the end of the paper, listed in alphabetical order 
by the names of authors.

References will be written with Times New Roman 12 points, justify 
alligment, numbered with Arabic numbers. 

	For books the required elements for a reference are:
Author’s surname, Initial of first name: Title of book, Edition (only include 
this if not the first edition), Publisher, Place, Year
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	For journal articles from an electronic source the required elements 

for a reference are:
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Volume number (Issue/Part number), Year, Page numbers if availalble, 
Available at: include web site address/URL(Uniform Resource Locator), 
[Accessed date]
	For newspaper articles the required elements for a reference are:

Author’s surname, Initial of first name: Title of article, Full Title of Newspaper, 
Day and month, year before page numbers and column line. 
	For websites found on the world wide web the required elements for a 

reference are:
Authorship or Source: Title of web document or web page, Year of the document, 
Available at: include web site address/URL(Uniform Resource Locator), 
(Accessed date)
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