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DO THE WESTERN BALKAN COUNTRIES BENEFIT FROM THE 

INCREASED COMPETITIVENESS IN THEIR ECONOMIES? 

 
Violeta Madzova 

International Balkan University – Skopje, v.madzova@ibu.edu.mk 

 

 

ABSTRACT 

 
The competitiveness of the Western Balkans’ economies has gained in significance, becoming 

even European strategic interest, due to the acceleration of their EU accession process in recent period. 

Despite of the global financial and economic crisis in the last decade, the Western Balkans is 

continuously improving its competitiveness as a region, but the progress is uneven and much slower 

than in other EU countries. Even more, increased competitiveness in each of these countries, made 

different impact on their export, economic growth, and employment which requires more focused 

analysis. 

The paper aims to present the comparative analysis of the increased competitiveness in the 

Western Balkan countries in the period 2005-2015, as well as to analyze if the competitiveness made 

an impact on different aspect of the economic development of analyzed countries. 

Using the trend and regression analysis, this paper presents that at regional level there is positive 

correlation and impact of competitiveness on economic development and export of goods and services, 

but, no significant impact on employment rate.  

However, separate country analysis shows some discrepancies from the general findings which 

are presented in the paper. 
 

KEYWORDS: competitiveness, productivity, economic development, export, employment rate 
 

1. INTRODUCTION 
The importance of the national and regional “competitiveness” is underlined as a core concept 

and one of the main goals of the Lisbon Strategy (2006). In the literature on competitiveness, much 

effort is devoted in formulating a proper definition.   

Krugman (1994) defined the national competitiveness as: [the] ability the produce goods and 

services that meet the test of international competition, while […] citizens enjoy a standard of living 

that is both rising and sustainable.  

The OECD uses varying definitions, among which the following might be quoted: 

"[Competitiveness] may be defined as the degree to which, under open market conditions, a country 

can produce goods and services that meet the test of foreign competition while simultaneously 

maintaining and expanding domestic real income" (OECD Programme on technology and the Economy 

1992). European Competitiveness Report stated that “Competitiveness at the national level is based on 

superior productivity performance and the economy’s ability to shift output to high productivity 

activities which in turn can generate high levels of real wages.” (European Competitiveness Report 

2000), while the World Economic Forum understands the “competitiveness as the set of institutions, 

policies, and factors that determine the level of productivity of an economy, which determines the level 

of country’s prosperity (World Economic Forum 2015) 

An influential definition comes from the scientific literature: we can define (systemic) 

competitiveness of a territory as…”the ability of a locality or region to generate high and rising incomes 

and improve livelihoods of the people living there.” (Meyer-Stamer 2008, p. 7)  

What all above mentioned definitions have in common is that they understand the concept of 

competitiveness in the context of the superior performance of the economy, achieving higher GDP 

growth, higher exports with positive implications on the current account balance and higher 

employment on a sustainable basis. 
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2. LITERATURE REVIEW  

 
The main relationship and impact of competitiveness on certain economic indicators such as 

increased national income, economic growth, export and employment derives from the above 

mentioned and many other definitions on competitiveness. However, there is also an empirical evidence 

of such relationship in the world scientific literature. 

For example, analyzing the causality of the competitiveness and the GDP among 114 countries 

Kordalska&Olczyk (2015) empirically confirmed a strong unidirectional causality among the countries 

analyzed, i.e. GDP growth causes global competitiveness, while only for large economies, they found 

strong and significant influence of the competitiveness on the GDP growth rate. Their analysis 

supported World Economic Forum’s claim that the GCI can "determine the aggregate growth rates of 

an economy" for the group of low-income countries. For almost 8 of the 15 countries with a lower 

income level they could justify the contribution of their global comprehensiveness level to their 

economic growth during the last decade. 

Bierut and Kuziemska-Pawlak (2016) analyzing competitiveness and export performance of 

CEE countries, came to the results that higher competitiveness (especially innovation pillar) and better 

overall regulatory quality have positive and consistently significant impact on CEE economies’ export 

performance. 

Rashid and Akram (2017) empirically examined the impact of fluctuations in international trade 

competitiveness on employment in the UK manufacturing sector over the period 1999–2010. They find 

statistically significant but economically small effects of a shock to international trade competitiveness 

on the level of employment. 

Waheeduzzaman,(2002) analyzed the contribution of international competitiveness on per 

capita income, human development, and inequality in 45 countries of the World.  The results 

indicate that international competitiveness positively influences per capita income and human 

development in a country.  

 

3. DATA AND METHODOLOGY  

 
The empirical analysis presented in this paper is based on the World Economic Forum’s Global 

Competitiveness Index (GCI) historical data for 5 Western Balkan countries (Albania, Bosnia and 

Herzegovina, North Macedonia, Montenegro and Serbia) over the period 2005-2015. The historical data 

in the dataset correspond to the data that was originally published in eleven past editions of the WEF 

Global Competitiveness Report. The GCI is a composite competitiveness index combining "hard data" 

on various national characteristics and "soft data" compiled from the WEF's annual Executive Opinion 

Survey. To ease the calculation of indexes, the WEF converts all hard data items onto a 1-7 scale using 

a min-max transformation. The theoretical maximum of GCI is 7. Computation of it is based on 

successive aggregations of scores from the indicator level. At the most disaggregated level, an 

arithmetic mean within a category is used to aggregate the individual indicators, while for the higher 

aggregation levels fixed weights for each category are applied (Schwab 2016/17).  

The WEF constructs a Growth Competitiveness Index (GCI) which includes a weighted 

average of 114 different components. These components are grouped into 12 pillars of competitiveness 

and each of them measures a different aspect of it. They are: (1) institutions, (2) infrastructure, (3) 

macroeconomic environment, (4) health and primary education, (5) higher education and training, (6) 

goods market efficiency, (7) labor market efficiency, (8) financial market development, (9) 

technological readiness, (10) market size, (11) business sophistication, and (12) innovation (Global 

Competitiveness Report 2015-2014, pp. 4-8). These 12 pillars are organized into three groups: basic 

requirements (pillars 1-4), efficiency enhancers (pillars 5-10) and innovation and sophistication factors 

(pillars 11-12). The WEF puts a different weight on each of the three groups and divides countries 

according to their stage of development, because developing countries are competitive in the field of 

basic requirements, the competitiveness of emerging countries is based on the efficiency enhancers, and 

at least most developed countries compete thanks to their innovations. 

The analysis is focused on testing the impact of the level of competitiveness on: 
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i. economic development (measured through GDP per capita, constant prices 

2010),  

ii. level of the export (measured through the indicator “export of goods and 

services as % of GDP”), as well as  

iii. employment (measured through the employment rate as a % of the total work 

force -population from 16 -65 of an age).   

All these data are taken from the World Bank data base for the same countries and observed period.  

For estimating the impact of competitiveness on income, export and employment of the observed 

Western Balkan countries, the model of panel regression is used. Thus, to examine if the increased 

competitiveness contribute to the increase of income, export and employment of the Western Balkans 

as a region and in each particular country, it is examined the level of correlation that the GEF’s Global 

competitiveness index (considered as independent variable) has on the three indicators( representing 

dependent variables): GDP per capita (constant prices 2010), “export of goods and services as % of 

GDP” as well as the level of employment rate as % of total population between 16-65 of an age. 

 

4. THE TREND OF COMPETITIVENESS IN WESTERN BALKAN COUNTRIES  

Being part of Europe with EU aspiration, Western Balkan countries are struggling to catch up 

with European Union members, employing numerous of policies and measures to increase their nations’ 

competitiveness.  However, regardless the improving trend of the competitiveness level, the Western 

Balkans achieves the worst competitiveness indicators in Europe, as all of them are below the European 

average competitiveness score (4.72), as per latest Global Competitiveness Report 2016/17 data 

reaching the average regional score of 4.11.  

Regardless the poor results in comparison with the EU countries and despite some turbulence 

over the global financial crisis, the Western Balkans as a region in the period 2005-2015, marks the 

upward trend of competitiveness. (Figure 1) 

 
Figure 1: Global competitiveness in Western Balkan countries 2005-2015

 

Source: GEF Global Competitiveness Report 2016/17, created by the author 

 
However, analyzing the trend of competitiveness by country, significant differentiation can be 

noticed.  Namely, although through the first half of the observed period Montenegro marked the highest 

competitiveness index in the Region, reaching the score of 4.36 in 2009), in the last five years, the 

competitiveness index is much worsened,  with the lowest score in 2015 of 4.05 (which is just slightly 

above the competitiveness index achieved in 2006). The case with Albania is quite opposite. It started 

the analyzed period as the least competitive Western Balkan country (with GCI of only 3.46 in 2005), 

but reached it pick in 2010 (with  GCI of 4.06) and with some downwards turbulence over the Sovereign 

debt crisis period, in 2015 it achieved the same level of competitiveness as it was in 2010. ( 4.06), being 

ranked as second competitive country in the Region, slightly above Montenegro and just behind North 

Macedonia.   
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Serbia and Bosnia and Herzegovina, on the other hand, are the countries which had almost the 

same level of competitiveness at the beginning and at the end of the observed period, but the trend of 

their competitiveness was developing differently over the observed period. Namely, while in the case 

of Serbia, its national competitiveness marked rather flatter trend with small ups and downs (starting 

from 3.69 in 2006 and reaching 3.97 in 2015), the trend of Bosnia and Herzegovina ‘s competitiveness 

is rather turbulent, and has quite different trend comparing with all other Western Balkan’s countries. 

Namely , the competitiveness index in 2005 is 3.67 in 2005 , while in the period of worldwide economic 

growth it marked downward trend till 2008 (when  GCI  is  3.53) , then it started to increase in  the most 

crisis period , reaching  its pick  in 2012  being ranked as  third competitive country  in the Region, and 

in the recent years Bosnia and Herzegovina’s competitiveness is experiencing worsening  trend , being 

the least competitive country in Western Balkans for 2015 with  GCI of 3.8. 

The most stable upward trend of competitiveness can be noticed in the case of North 

Macedonia, which is the most competitive country at the beginning and at end of the observed period, 

therefore increasing its competitiveness from 3.86 in 2005, till 4.23 in 2015, according to GEF’s global 

competitive index. 

 

5. ECONOMIC INDICATORS’ TREND IN WESTERN BALKAN COUNTRIES  
Analyzing the trend of the three selected economic development indicators the following can be noted: 

 

5.1 GDP per capita trend  

Analyzing the economic development level through GDP per capita (constant 2010 US$) ,it can be 

concluded that there is  positive, up-ward trend  in all Western Balkan countries for the observed period. 

However, on the country level, there is significant difference regarding the level of economic 

development measured by this indicator throughout the whole observed period. In that respect 

Montenegro has the highest level of economic development and Albania the lowest, but the latter one, 

mark continuous increasing trend in the whole period, and succeeded to decrease the gap with other 

neighboring countries. Namely, within the observed period, the financial crisis made negative impact 

on the Western Balkan countries’ economies, which caused economic turbulences and ups and downs 

in many economic indicators, including the indicators “GDP per capita”. In that respect, Albania was 

the only one that despite the crisis, kept the upward trend of “GDP per capita” indicator.  The other 

interesting observation is that, besides being one of the best and in the last period the champion in 

competitiveness among the Western Balkan countries, North Macedonia marked uneven and almost the 

lowest level of economic development, measured through GDP per capita indicator.  The only country 

which worsened its ranking among the Western Balkan countries is Bosnia and Herzegovina, but it is 

also the least competitive country in the Region. (Figure 2). 

 
Figure 2: Trend of GDP per capita (constant 2010 US$) in WBC (2005-2015)

 
Source: World Bank database, created by the author 
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      5.2. Trend of export of goods and services as % of GDP  
 

The turbulences of the crisis period are even more obvious as we look at the export of goods 

and services trend. (Figure 3) 
Figure 3: Export of goods and services as % of GDP in WBC (2005-2015) 

Source: World Bank database, created by the author 

 

In that respect the most critical year for almost all observed countries was 2009, when they all 

reached their individual bottom, regarding the exported goods and services, mostly due to the canceled 

arrangement from the EU countries, which suffered tremendous consequences from global financial 

crisis. The trend of turbulences is evident for all Western Balkan countries except for Serbia, who 

previously suffering with both economical but as well as political problem, increased its openness to 

the World and increased its export of goods and services from 27.14 % to 46,7 % from the GDP.  

Albania as the country with the lowest level of participation of the export in GDP is also marking 

upward trend till 2014 when it reached the level of 36,37% of export in GDP, however experienced 

drop to 27.19% in the next year.  North Macedonia and Montenegro are the two countries who have the 

highest level of export at the beginning of observed period but experience significant ups and downs in 

the export participation in their economies’ gross domestic product.  

 

5.3. Employment rate trend (employed as % of total work force) 
 

Analyzing the employment rate as percentage of employed people in total workforce in each of the 

country (population between 16 and 65 years of an age), it can be concluded that the employment rate 

in almost all Western Balkan countries marks downward direction, continuously or in most of the cases 

after 2008. (Figure 4). 
Figure 4: Employment rate trend in WBC (2005-2014)

 
Source: World Bank database, created by the author 
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 The only country that marks increasing trend in employment is North Macedonia, which 

somehow goes hand in hand with its continuous increasing trend of competitiveness. However, at the 

beginning of the observed period, North Macedonia was ranked as the second worst country in terms 

of the employment rate and kept the same ranking at the end of the observed period.  

 

6. COMPETITIVENESS IMPACT ON ECONOMIC DEVELOPMENT 

INDICATORS IN WESTERN BALKAN COUNTRIES 
To examine if the increased competitiveness contribute to increase of GDP, export and 

employment in the observed Western Balkan countries, it is examined the influence of the GEF’s Global 

competitiveness index on the three already observed economic indicators: GDP per capita (constant 

2010 in $), participation of the export in total GDP of each country and % of employed people in total 

workforce in each of the country (population between 16 and 65 years of an age).  

For that purpose, the least square dummy variable (LSDV) approach is applied, whereas 

independent variable is considered competitiveness level, measured through the Global competitiveness 

index (GCI), mediated by the differences across countries, while as the dependent variables are used 

three already mention economic indicators.  

In the empirical analysis are used the annual data series of five Western Balkan countries, 

covering the period between the year 2005-2015.  

The main sources of data are used from the Word Bank data base as well as the Human 

Development data base and reports. 

The Econometric Model that represents the fixed effects of three panel regressions by using binary 

variables is as follows:  

 

𝐥𝐧𝐆𝐃𝐏𝐂𝒊𝒕 = 𝜷𝟎 + 𝜷𝟏𝒍𝒏𝑮𝑪𝑰𝒊𝒕 + 𝜸𝟐𝑬𝟐 + ⋯ + 𝜸𝒏𝑬𝒏 + 𝒖𝒊𝒕 

𝐥𝐧𝐄𝐗𝐏𝒊𝒕 = 𝜷𝟎 + 𝜷𝟏𝒍𝒏𝑮𝑪𝑰𝒊𝒕 + 𝜸𝟐𝑬𝟐 + ⋯ +𝜸𝒏𝑬𝒏 + 𝒖𝒊𝒕 

    𝐥𝐧𝐄𝐌𝐏𝒊𝒕 = 𝜷𝟎 + 𝜷𝟏𝒍𝒏𝑮𝑪𝑰𝒊𝒕 + 𝜸𝟐𝑬𝟐 + ⋯ + 𝜸𝒏𝑬𝒏 + 𝒖𝒊𝒕 

 

where all three dependent variables GDPC, EXP, and EMP are the expression for the respective 

economic indicators, where i is the entity (country) and t is time; GCI is the independent variable that 

represents the level of competitiveness measured and expressed as Global Competitiveness Index; 𝛽𝑘 

is the coefficient for the IVs. With ‘𝑢𝑖𝑡’ is presented the error term, or stochastic factor that is supposed 

to be with zero conditional mean and constant variance, ie E(εi) = 0 for each period i. 𝐸𝑛 is the entity 

n, since they are binary (dummies), we have n-1 entities included in the model. 𝛾2 is the coefficient for 

the binary regressors (entities). All the data are transformed into logarithms.  

 

6.1. Impact of the competitiveness on “GDP per capita” indicator  

 
 Analyzing the results which represent the correlation of these two indicators , it can be seen 

that in all countries (except in North Macedonia) the t-value , that present the strength of correlation 

between two observed variables is between 5.94 (BIH)  and 13.86 (Montenegro ), while at the regional 

level the t-value  is 8.57,  in any case much above 2 as a critical value. The statistically significance of 

the results (analyzed through p-value) is also at the highest level of 99%. Only in case of North 

Macedonia t-value is 1.44 (bellow critical value of 2), but with the statistical significance of 84%.  

(Table 1)                         
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Table 1: Impact of GCI on GDP per capita

 
Source: author’s calculation 

 

Thus, it can be concluded that  both, at the regional and at country level, there is significant positive 

influence of competitiveness on the level of GDP per citizen with statistically significance of 99%, 

except in case of North Macedonia, showing the results of  insignificant positive impact of 

competitiveness on GDP per capita with statistical significance of the results of 84%. 

 

6.2. Impact of the competitiveness on export of goods and services  
 

 Analyzing the impact of competitiveness on export of goods and services, the results are quite 

different than the previous ones. Namely at the regional level there is still positive correlation between 

two observed variables, but close to the critical level of t-value (2,05) and at the statistical significance 

of 95%. However, there is a great deal of differentiation among the countries.  

In that respect, Albania, Serbia and North Macedonia have positive, but modest level of correlation 

between the observed variables, (both achieving the t-value slightly above critical 2), with statistical 

significance of 95%. Montenegro, however, is the only country that has negative and significant 

correlation between the competitiveness and export, with statistical significance above 95%.   All other 

countries have positive but not significant correlation between the observed variables and results are 

statistically insignificant.(Table 2) 
 

Table 2: Impact of GCI on export (as % of total GDP

 
Source: author’s calculation 

 

6.3.Impact of the competitiveness on employment rate  

 

Analyzing the results from the regression, it can be concluded that at regional level there is no 

significant impact on competitiveness on employment rate, but the result are statistically insignificant. 

(Table 3)  
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Table 3: Impact of GCI on employment rate (as % of work force) 

 
Source: author’s calculation 

 

However, there is differentiation about the correlation results among the two observed variables among 

the Western Balkan countries.  Namely, analyzing the t-value, the only strong and positive correlation 

and thus impact of competitiveness on employment rate is marked in North Macedonia (having the 

strength of correlation t –value of 6.12 at statistical significance of 99%). Albania, on the other hand, 

presents strong, but negative correlation between observed variables (having t-value of -5.45), with 

statistical significance of 99%. The other countries have either positive , but insignificant correlation 

(as it is the case of BIH with t-value of 0,71), or positive  correlation (in case of Montenegro, the 

correlation indicator t-value is -0,46 and Serbia, with t-value equals to -0.97) but  all of them with low 

statistical significance. 

 

7. CONCLUSION 
 

There is difference in the trend of improving competitiveness among Western Balkans countries. 

Generally, at regional level there is positive correlation and impact of competitiveness (GCI) on 

economic development (measured as GDP per capita) and export of goods and services participation as 

% in GDP, but, no significant impact on competitiveness on employment rate.  

However, individual country analysis shows some discrepancies from the general findings. Namely, 

unlike other countries which follow the regional findings pattern, the competitiveness in North 

Macedonia shows insignificant positive impact on GDP per capita, but it is the only country in the 

Western Balkans region with the strong and positive impact of competitiveness on employment rate. 

Albania, on the other hand, presents, strong but negative impact of competitiveness on employment 

rate. Regarding the impact of competitiveness on export of goods and services, Albania, Serbia and 

North Macedonia show positive, but modest level of correlation between the observed variables, while 

the level of competitiveness in Montenegro shows negative correlation with its export of goods and 

services. All other countries have shown positive, but not significant correlation between the observed 

variables and results are statistically insignificant 

 

 

REFERENCES 

 
Barro, R. (1990). Government Spending in a Simple Model of Economic Growth. Journal of Political 

 Economy, 98(5). http://dx.doi.org/10.1086/261726 

Ben Amar M., & Hamdi, M. T. (2012). Global Competitiveness and Economic Growth: Empirical 

 Verification for African Countries. International Journal of Economics and Finance, 4(6). 

 http://dx.doi.org/10.5539/ijef.v4n6p125.  

Berger, T. (2008). Concepts on National Competitiveness. Journal of International Business and 

 Economy.  

about:blank
about:blank


Trends in Economics, Finance and Management Journal, Vol. 1, Issue 1 (2019) 

_________________________________________________________________________________ 
 

9 
 

Boltho, A. (1996). The assessment: international competitiveness. Oxford Review of Economic 

 Policy, 12(3). http://dx.doi.org/10.1093/oxrep/12.3.1.  

Carvalho, L., Di Serio, L., & Vasconcellos, M. (2012). Competitiveness of Nations: Review of the 

 Metric Used by the World Economic Forum. Revista de Administração de Empresas,52(4). 

 http://dx.doi.org/10.1590/S0034-75902012000400005. 

Kordalska A., Olczyk M. (2015), Global Competitiveness and Economic Growth: A One-Way or 

 Two-Way Relationship? -Institute of Economic Research Working Papers No. 63/2015 

Lall, S. (2001). Competitiveness Indices and Developing Countries: An Economic Evaluation of the 

 Global Competitiveness Report. World Development, 29(9). http://dx.doi.org/10.1016/S0305-

 750X(01)00051-1.  

Martin, R. L. (2005). A Study on the Factors of Regional Competitiveness: A Draft Final Report for 

 the European Commission Directorate-General Regional Policy. Retrieved from 

 http://ec.europa.eu/regional_policy/ 

Pesaran, M. H., & Shin, Y. (2003).” Testing for unit roots in heterogeneous panels. Journal of 

 Econometrics, 115(1). http://dx.doi.org/10.1016/S0304-4076(03)00092-7. 

Schwab, K. (2015). The Global Competitiveness Report 2014-2015. Retrieved from 

 http://www.weforum.org. (28.02.2015). 

Smit, A. J. (2010). The Competitive Advantage of Nations: Is Porter’s Diamond Framework a New 

 Theory that Explains the International Competitiveness of Countries? Southern African 

 Business Review. 

Rashid.A. Akram M., “Trade Competitiveness and Employment: Job creation and Destruction “–

 International Economic Journal, Vol31, Issue 2, 2017 pg 245-296. 

Waheeduzzaman,A.N.M. (2002) "Competitiveness, Human Development and Inequality: A 

 Cross‐National Comparative Inquiry", Competitiveness Review: An International Business 

 Journal, Vol. 12 Issue: 2, pp.13-29. 

Xia, R., Liang, T., Zhang, Y. & Wu, S. (2012). Is Global Competitive Index a Good Standard  to 

Measure Economic Growth? A Suggestion for Improvement. International Journal  of Services 

and Standards, 8(1). http://dx.doi.org/10.1504/IJSS.2012.048438. 

 

 

 

 

 

 

 

  

about:blank
about:blank
about:blank
about:blank
about:blank
about:blank
about:blank


Trends in Economics, Finance and Management Journal, Vol. 1, Issue 1 (2019) 

_________________________________________________________________________________ 
 

10 
 

DISTRIBUTION OF TECHNOLOGY TRANSFER SUPPORT IN 

DIFFERENT INDUSTRY SECTORS – CASE OF SLOVAKIA 

 
Miroslav Šipikal 

University of Economics in Bratislava – Slovakia, miroslav.sipikal@euba.sk 

 
ABSTRACT 

 
The innovation plays an important role in economic development. The governments try to stimulate 

innovation in different ways. One of the main used tools is direct support of private enterprises. 

However, due to limited public resources, more and more attention is given to effectiveness of such 

support. When evaluating effectiveness of the innovation policy implementation also raises the problem 

of "one size fits all" measures, whereby the effects of intervention may vary according to regions or 

sectors. In central Europe countries, most of this support is financed from structural funds. In this article, 

we empirically tested effectiveness of one such a measure – support of technology transfer to strengthen 

innovation processes in Slovakia. We evaluated the influence of the support on labour productivity and 

value added of different kind of sectors, comparing supported and non-supported enterprises. As 

methods, we use comparison of localisation coefficients and share on employment with given support. 

We found that distribution of support is not supported concentration of sectors. We suggest some policy 

implications from this result. 

 

KEYWORDS: public support, public policies, technology transfer, innovation, structural funds 

 

 

INTRODUCTION 

 
 Within national governments, but also European Union, support policies, we found ongoing 

discussion of how to adequately support competitiveness and innovation. From space point of view, 

two streams of thought about the present policy along with fierce debate about whether it should be 

„place based“ or „spatially blind“ or (OECD 2009; World Bank, 2009; Barca &McCcann& Rodriguez, 

2012). The first strategy would stress regional-specific interventions and argues that properly designed 

place-based, not “one size fit all” policies are necessary for exploiting the potential of economic 

development of the region (Tödtling&Trippl, 2005). The starting point of a place-based policy is the 

idea that most of the knowledge needed to fully exploit the growth potential of a place and to design 

tailor-made institutions and investments is not readily available and must be produced through a new 

process involving all local and external actors. The place-based approach is therefore designed 

specifically to identify and build on the embedded local knowledge (Barca, McCann and Rodriquez 

Pose, 2012). It comes from different stages of innovation activities within particular sector and regions 

(Capello, 2012), so it recommends applying different and relevant philosophy of promoting innovation, 

just that interventions need to be adapted to the particularities of each region and depending on the 

conditions are in the region created. A literature confirms that localized resources are key factors in 

innovation (Karlsson et.al, 2015). 

 The second approach in general does not support the regionally targeted interventions and 

favours space-neutral policies with universal coverage in every territory. From this perspective, 

spatially-blind policies are also seen as “people-based” policies, representing the best approach to 

guarantee equal access to opportunities, regardless of where they live (Barca &McCcann& Rodriguez, 

2012). One of the key arguments is also the importance of developing the support instruments that do 

not exclude or discriminate against any group of potential beneficiaries. It is assumed, by encouraging 

mobility, spatially-blind strategies ultimately lead to a more even geographical distribution of wealth 

and a convergence of lagging areas. Consequently, development intervention should be space-neutral 

and factors should simply encourage a move to where they are most productive (Barca &McCcann& 

Rodriguez, 2012).  
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Empirically, the traditional approach to regional policy is still popular in some member states where a 

place-based approach is still being created, focusing on financial transfers to firms to compensate for 

their higher unit capital costs and on public works. In these situations, although cohesion policy funds 

are not earmarked to sectors, a large part of the resources ends up being allocated to sectoral 

programmes that lack place-baseness. This is particularly the case for resources of EU cohesion policy 

– about two thirds of the whole budget, which are managed by the central administrations (Barca 2009). 

But also sectoral approach is often part of discussions. Some studies found that the actual impact of aid 

varies on the basis sector; generally greater effect on manufacturing industry compared to other sectors 

such as services (Huergo, Trenado and Ubierna, 2015). On other hand, policies favour science-based 

innovation and high-tech industries, with the low-tech industries receiving less explicit political 

attention and support (Hirsch-Kreinsen, 2008). Not only the sector and region, but also the area of 

support is crucial - other effects have infrastructure projects and other are produced by soft - support 

projects such as education and investment in human resources (Rodríguez-Pose and Fratesi, 2004). 

Several studies try to estimate impact of innovation or competitiveness policies aimed directly on 

enterprises, usually concentrated on effect of policy on concrete companies (Bondonio and Greenbaum, 

2014; Cerqua and Pellegrini, 2014). 

However, only few papers are looking at empirical evidence of spatially neutral or place based policies 

and mainly in the form of case studies (Ortega &Argilés, 2012). In this article, we look at empirical 

distribution of one spatially neutral measures to support innovation and technological transfer in Slovak 

Republic. The main aim of article is to evaluate spatial and sectoral effects of spatially neutral 

innovation support policy in case of Slovak regions. 

 

 

METHODOLOGY 

 
A selected sample of firms was analysed which applied for innovation and competitiveness support, 

technology transfers assistance under the previous programming period of years 2007 – 2013 in the 

Slovak Republic. In this paper we collect data on the measure ‘Operational Programme Competitiveness 

and Economic Growth’, 1.1. Innovation and Technology Transfers, sub-measure 1.1.1 Support for 

Introducing Innovation and Technology Transfer. This measure encapsulates state aid scheme to 

support the introduction of innovative and advanced technologies in industry and services 

(Ministerstvohospodárstva SR, 2014). Within this sub-measure we analysed six calls for grant 

applications for businesses in Slovakia. These calls (KaHR-111SP-0801, KaHR-111SP-0902, KaHR-

111SP-1001, KaHR-111SP/LSKxP-1101, KaHR-111SP-1101, KaHR-111SP) were announced on 

yearly basis within the 2008-2012 period. Together 352 mil. Euro was given to companies in different 

sectors in 400 projects. 

We have analysed industry support in the most important sectors, which will then allow for 

comparison with regional smart specialization plans. In the analysis are the following sectors - the 

engineering industry (NACE 25, 28, 29, 30), the electrical industry (NACE 26,27), the wood processing 

industry (NACE 16,17,31), the chemical industry (NACE 19,20), food processing (NACE 10, 11, 12), 

wholesale (NACE 45,46) and construction (NACE 41, 42, 43). The groupings are based on NACE 

classification used in previous studies and governmental materials (Ministerstvohospodárstva SR, 

2011). We analysed the support on NUTS III level. In Slovakia, there are 7 NUTS III regions counted 

as convergence regions from European Union cohesion policy view – BanskáBystrica, Nitra, Prešov, 

Košice, Trenčín, Trnava and Žilina. 

 

 

RESULTS AND DISCUSSION 

 
Of all sectors analysed, the engineering industry was the most supported industry, with a total 

volume of support exceeding 71 million euros. This is in line with the importance of industry in 

Slovakia. In all regions, engineering is in the terms of employment the biggest industry sector. In each 

region, it received at least 12% of the total volume of support, and in most regions it exceeded 20%. 



Trends in Economics, Finance and Management Journal, Vol. 1, Issue 1 (2019) 

_________________________________________________________________________________ 
 

12 
 

The most significant part of the share was supported in the Trenčín Region, where it gained up to 33.4%, 

more than one third of all resources. In absolute terms, however, the largest volume of support went to 

the Prešov Region, more than 15 million euros. Surprisingly, the smallest share and volume was in the 

Trnava region, one of most industrial region in Slovakia.  

 
Graph 1. Support of engineering industry 

 
Source: own calculations, bars are related to total amount of support, line is related to % of support 

going to engineering sector 

 
The second most supported sector was the chemical industry. Its support, unlike in the engineering 

industry, was far more unevenly distributed within the regions, and neither one project from the sector 

was supported in the Žilina Region. Strong support was provided especially to companies in the Prešov 

and Nitra regions. It is very surprising that this sector has received the second highest volume of support, 

as it is a sector with a very small share of employment in almost all regions (see Table 2.) 

 
Graph 2. Support of chemical industry 

Source: own calculations, bars are related to total amount of support, line is related to % of support 

going to chemical sector 

 
 The share of support for other sectors is shown in Table 1. In two regions, these sectors make 

up about 50% of the aid, but in the other regions a large majority of the total volume of support is 

devoted to these sectors. The largest share of these industries was in the Nitra region, more than 90 

percent. Big fluctuations can be seen in the wholesale sector, which was dominant within two regions, 

but on the contrary, in three others, this support was negligible. Interesting is also the distribution of 

support in the wood-processing industry, which has gained a relatively large volume of resources, being 
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predominantly supported in the Nitra and Trnava regions, which are regions with a small share of forests 

and companies in the sector. We would rather expect stronger support in other regions with much higher 

employment share in the sector as BanskáBystrica or Žilina. The construction industry had stronger 

support in the BanskáBytrica, Žilina and Nitra regions. The food industry had a strong support in the 

regions like Trnava and Nitra, but also in the Prešov region. The electrical industry had the lowest 

degree of support from the examined industries, with no higher share of the aid as 7 percent in any of 

the regions. 

 
Table 1.  Percentage shares of total volume of support in selected sectors and regions 

 BB Trnava Trenčín Prešov Nitra Košice Žilina 

Engineering 19,77 14,32 33,4 19,65 19,53 21,42 23,09 

Electrotechnical 6,40 0 0,86 5,07 1,25 5,63 0,89 

Wood processing 11,35 24,98 0,25 7,1 13,27 0,46 1,67 

Chemical 12,87 9,07 3,97 26,09 23,91 6,37 0 

Food 1,93 9,85 0,3 17,9 10,79 4,65 5,92 

Wholesale 2,84 25,84 0,47 1,1 9,87 34,6 12,9 

Construction 14,75 1,45 9,66 3,1 11,47 2,82 7,84 

Together 69,91 85,51 48,91 80,01 90,09 75,95 52,31 

Source: own calculations 

 

 If we compare these results with the localization coefficients of the given sectors as well as 

their share of the total employment in the regions, we find that, especially in less advanced regions, the 

aid was not directed either to the most concentrated regions or to the sectors with the largest share of 

employment. We can also see the surprisingly low support of the electro technical industry, which is 

one of the main industrial employers, and certainly has a greater perspective than the chemical industry. 

 
Table 2.  Percentage shares of total employment in selected sectors and regions 

 BB Trnava Trenčín Prešov Nitra Košice Žilina 

Engineering 7,35 11,30 13,16 6,58 9,76 6,71 13,64 

Electrotechnical 1,71 4,83 7,35 3,2 4,31 1,89 2,73 

Wood processing 3,28 1,72 2,13 1,41 2,76 1,04 3,77 

Chemical 0,57 0,6 1,33 0,56 1,62 0,24 0,35 

Food 2,02 3,83 2,42 3,11 2,96 1,71 2,24 

Wholesale 5,71 5,42 5,56 4,71 6,12 5,05 5,92 

Construction 4,51 4,3 3,52 5,03 5,09 3,94 5,32 

Source: own calculation based on data from statistical office SR 

 

CONCLUSIONS 

 
 Spatially blind support of private enterprises, which has been implemented under support from 

cohesion policy in Slovakia, has led to a very different sectoral and regional distribution of funds. We 

also showed that this support distribution did not follow the existing production base in analysed 

regions. This could be one of the reasons why this support did not produce the expected results, as we 

have shown in another study (Szitásiová et al., 2016). So empirically, it appears that a spatially neutral 

policy with the same conditions for all sectors and regions was not the most appropriate. Future support 

would help to better define priorities in the context of the smart specialization concept and their 

subsequent promotion into the support measures themselves. 
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ABSTRACT 
 

Formation of competitiveness of employees at the present stage of development of economic relations 

is the subject of study of economists (within the framework of the labor economics, personnel 

management, etc.), psychologists (from the position of determining the influence of one or another 

factors affecting the need and willingness of an individual to develop his professionally significant 

qualities, which ensure competitiveness), teachers, sociologists and specialists in other scientific fields. 

Modern negative trends that significantly change the field of work: remote employment, mass 

technology introduction and digitalization of labor functions previously performed by people, 

innovations in labor processes, etc., inevitably increase competition in the labor market and actualize 

the need to investigate the factors that ensure the advantages of employees in the struggle for the job. 

Competitiveness of personnel has a significant impact on the company’s competitiveness, since human 

resources are an important element of the company’s efficiency. In today’s business, the competitive 

advantages are taken by those companies whose personnel work efficiently and effectively. Thus, the 

tasks of the company’s HR service include activities aimed at ensuring the professional development 

of employees, increasing their competence level and matching the positions they occupy. Increasing the 

core competences of personnel is the basis for managing the competitiveness of employees of 

organizations. The key method of formation and development of core competencies is the system 

personnel policy, focused on the development of corporate training practices oriented to those 

competitive advantages of employees, which should be formed by developing competences in the 

current and forecast periods. And those companies that consistently implement and actively use the 

benefits of corporate training have the opportunity to quickly influence the competence profile and level 

of their employees, manage their competitiveness and ensure a stable market position for the company 

as a whole. The article considers the experience of foreign and Russian companies in implementing the 

system personnel policy aimed at the formation of corporate core competencies that ensure the 

competitiveness of employees in the domestic labor market. 

 

KEYWORDS: Competitiveness, employee, corporate competencies, qualifications, development 

 

1. INTRODUCTION 

 
 Formation of competitiveness of employees at the present stage of development of economic 

relations is the subject of study of economists (within the framework of the labor economics, personnel 

management, etc.), psychologists (from the position of determining the influence of one or another 

factors affecting the need and willingness of an individual to develop his professionally significant 

qualities, which ensure competitiveness), teachers, sociologists and specialists in other scientific fields. 

Modern negative trends that significantly affect the employment, i.e. remote employment, mass 

technification and digitalization of jobs previously done by people, innovations of labor processes, etc., 

inevitably increase competition at labor market and actualize the need to study factors ensuring the 

advantages of employees in their struggle for workplace.   

Competition is an integral component of economic relations and interactions occurring at any 

type of markets, be it resources market, market of goods and service or labor market. A number of 

authors studying manifestations of competitions at labor market note that “competition among 

employees at labor market is a process of employees management of their competitive advantages 

within existing rules and regulations to obtain prestigious job at external or internal labor market”. 
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 Thus, competition at labor market may be seen as a socio-economic phenomenon stimulating 

development in market subjects of qualities responding to the existing demand for labor. Combination 

of these qualities, such as personal, professional, cultural, etc. allows individual to demonstrate the one 

or another advantage compared to other subjects in possibility to meet the demand, i.e. ensures 

competitiveness. 
 

2. THEORETICAL ASPECTS 

 
 Having analyzed academic literature it can be seen that authors show vast diversity of points of 

view in respect to factors ensuring one or another competitive advantage of employee at labor market. 

So, in particular, speaking about competitiveness of employee (specialist, manager) at domestic 

labor market, Russian Economist, R.A. Fatkhutdinov notes that this is “...ability to comply with 

technology requirements in respect of all parameters (quality, quantity, expenses, terms); 

competitiveness of specialist is an ability to develop competitive documentation for the facility; 

competitiveness of manager is an ability to develop a system of ensuring competitiveness of said 

facility, and to manage the team in achievement of system objectives” [4].  

 And according to S.I. Sotnikova, “competitiveness of employee is an ability of to achieve high 

performance results representing a contribution to realization of entity goals” [9]. 

Personnel competitiveness has significant impact on competitiveness of company, as human resources 

are essential for entity efficiency. In modern business competitive advantages are gained by those 

companies whose personnel works in concert and therefore effectively. Thus the objectives of HR 

department of company shall include measures aimed at ensuring professional development of 

employees, increase in their competitive level and compliance with office held. 

 

3. COMPETENCIES MODELING IN THE PRACTICE OF RUSSIAN AND FOREIGN 

COMPANIES 

 
 Nowadays many companies use competence as a basis for personnel management. Competence 

approach is very convenient for combining business aims with requirements for quality of knowledge 

and skills of employees.  Through competences the company can arrange management of both people 

and business processes in such a way as to make business purposes achievable. And having or lacking 

required corporate competences by employees is criterion for making personnel decisions.  

So according to major study of Stanton Chase International conducted in Serbia in 2014 on 

basis of 300 companies of small, medium and large business (over 18,000 respondents) only relatively 

small number therefrom (4.9%) does not have certain competences required to personnel for effective 

development of company. Others have policies regulating basic, general and/or professional 

competences.  

In companies where they are not defined, main criteria in process of selection, rotation and 

promotion of employee are references and work experience. Where there is clear understanding of 

required competence checklist of employee, the list of competences is used for annual appraisal and 

bonuses, as well as for planning and implementation of programs of retraining and improvement of 

professional skills. 

 Let’s discuss some of study outcomes. 

Answering the question “What types of competence are defined in your company?”, respondents named 

the following options: 

- general (for all employees) - 35.6%; 

- professional (ex officio) - 46.5%; 

- managerial (for management) - 22.8%; 

- all of above - 26.7%; 

- “Not defined in our company”- 4.9%. 

As a criterion for taking one or another decisions, corporate competences are more often used 

in process of selection of candidates at hiring (71%), annual appraisal of employees performance (62%), 

promotion to other/higher position (51%), talent management (48%), and for determining candidates 
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for additional training (43%). At this, main methods for assessing the level of competencies are such 

monitoring methods as: 

- interview with applicant/employee - 91.9%; 

- simulations - 25.3%; 

- tests (skills and knowledge) - 38.4%; 

- other - 4%. 

 Those companies that have no “competence profile” in selection of applicants are looking at 

results of interview, analysis of personal profile, assessment of knowledge (and examination, when 

necessary) as well as references (46.6 %), previous work experience (46.6 %), education (32.9 %), and 

etc. (4.5 %).  

Answering the question “What in your opinion are the main problems of forming necessary 

corporate competencies among staff?”, respondents identified the following: 

- poor understanding of essence and contents of competences - 56.5%; 

- feeling competence is not applicable in practice - 8.7%; 

- insufficient awareness of existence and content of staff competencies - 55.4%; 

- lack of interest of Management in formation of competences - 29.3%; 

- insufficient activity of management on formation of competences-17.4%. 

 Models of competencies are developed at different levels. This means that there are at least two 

levels of competency models, i.e. corporate model and individual model of competencies. Corporate 

competency model is developed as a company standard consisting of several clusters of competencies. 

Individual competency model is, in fact, employee’s competency profile which consists of a set of key 

competencies an effective employee shall have. 

 In dealing with competencies the hardest challenge is to directly formulate and form “the 

portfolio of corporate competences”.  When HR specialist has a task to develop a competency profile a 

whole range of challenges and issues arise, i.e. how to designate competences, which one to choose for 

corporate model, how to formulate description and rank value thereof for work in company. 

For example, in DHL list of competences is rather short and single for all employees independently on 

position in the hierarchy.   

 Each competence is assessed through positive or negative behavioral manifestations. Negative 

behavioral manifestations are, consequently, absence of certain knowledge, skills affecting the 

performance. 

 Corporate competency model of State Corporation “Rosatom” consists of 7 competencies, their 

definitions, as well as positive and negative indicators (descriptions of behavior).  

Due to variety of goals and objectives of the Rosatom State Corporation employees there are highlighted 

2 levels of competency model: 

Level 1: Leaders 

Level 2: Specialists 
Table 1. State Corporation "Rosatom"corporate competence «Team work» 

 

SPECIALISTS LEADERS 

D
ef

in
it

io
n

 

Focuses on the team purpose. Perceives as his 

team not only their colleagues but also 

colleagues in the division/directorate and 

throughout the nuclear industry. Builds 

honest and open relationships with 

colleagues. Contributes to the resolution of 

conflicts. 

Focuses on the team purpose. Builds honest 

and open relationships and exchanges 

necessary for the operation public 

information with colleagues. Adheres to 

established rules, maintains an atmosphere of 

cooperation. 

In
d

ic
a
to

rs
 

POSITIVE NEGATIVE POSITIVE NEGATIVE 

Builds and retains 

effective team selects 

qualified employees 

for the tasks units. 

Selects employees 

from among friends or 

like them people, 

focusing on the 

qualification in the 

second turn. 

Making decisions is 

guided by the interests 

and purposes of the unit 

team. 

Makes decisions 

guided by personal 

benefit or the benefit 

only of his unit, does 

not take into account 

the interests of 
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colleagues or related 

entities. 

Makes decisions 

guided by common 

interests, goals, team, 

enterprise. 

Makes decisions 

guided by personal 

benefit or the benefit 

of his unit, does not 

consider the interests 

of adjacent units. 

Effectively coordinates 

its work with the work 

of colleagues, including 

from other departments, 

actively participates in 

joint ventures with 

other departments 

projects, even if it is 

beyond his direct 

responsibilities. 

Doesn't discuss  with 

colleagues working 

questions to address 

common challenges, 

exchanged views. 

Trying to do only my 

part, avoids 

participation in joint 

with other 

departments projects. 

Provides timely and 

complete information 

to colleagues at their 

request. 

Doesn't share 

information, necessary 

for them, with 

colleagues. 

Provides support and 

assistance to other team 

members. 

Doesn't give support 

to other members of 

the team even if he 

has such opportunity. 

Encourages others to 

share open 

information and in 

common to solve the 

general problems. 

Doesn't encourage 

others to share 

information, forms the 

atmosphere, adverse 

for discussion. 

Provides to colleagues 

necessary information. 

Doesn't provide to 

colleagues 

information, 

necessary for them, 

in full. 

Creates and maintains 

a friendly and 

respectful attitude in a 

team with colleagues 

from their own and 

allied departments. 

When interacting with 

colleagues 

demonstrates 

disrespect (disregard), 

creates and maintains 

a negative attitude 

towards colleagues 

from allied 

departments. 

Creates and maintains a 

friendly and respectful 

attitude with colleagues 

from his own and allied 

departments. 

When interacting 

with colleagues 

demonstrates 

disrespect 

(disregard), creates 

and maintains a 

negative attitude 

towards colleagues 

from allied 

departments. 

If there is 

disagreement with 

colleagues finds a 

solution that is 

acceptable is a 

reasonable 

compromise. 

If there is 

disagreement with 

colleagues rigidly 

insists on its decision, 

does not compromise. 

If there is disagreement 

with colleagues finds a 

mutually acceptable 

solution is a reasonable 

compromise. 

If there is 

disagreement with 

colleagues rigidly 

insists on its decision, 

does not compromise. 

In collaboration with 

colleagues and 

subordinates provides 

rules of joint work, the 

algorithms of a 

solution that is equally 

responsive to all 

interests. 

Generates rules, 

collaboration, 

decision-making, 

based on their own 

interests or the 

interests of their 

departments. 

Follow the rules of 

interaction, decision-

making, even if they are 

contrary to its interests. 

Refuses compliance 

with the rules and 

decisions based on 

their own interests. 

Source: developed by the author 
 Part of competencies, such as, for example, “Result orientation” require the same behavior at 

all levels. Therefore, some competencies may relate to all levels of employees of State Corporation 

“Rosatom”. Back in 50-th of last century specialists of Japanese Center on Improvement of Productivity 

noted that “... industry and governance are first of all human resources and main problem is to provide 

industries and governing structures with qualified personnel” [1].  In mid-80-ies American corporations 

spent on education and training about USD 60 billion, and at their own entities there were trained 

approximately 8 million people that is about the same as in the United States universities. Training 

within firms or special education centers is likely to complement knowledge gained at school or 

University, adapts it to production needs [8]. 75% of firms have training programs for personnel. In 

average US firms spend USD 263 per one employee for training programs [5].  
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Generation of corporate competences under conditions of inter-company training is a dynamic cycle 

that German researches, S. Lutgens, O. Schmidt et al. abbreviated as “AKTION”, where: 

A - Analyse - “Analysis” is the state of business (analysis of staff opinions, setting goals, developing 

strategies, planning development program); 

K - Konzeption - “Concept” stands for tips, advice on conducting strategic communication; 

T - Text - “Text” is for creative design, information processing, use of technical means of training; 

I - Implementierung - “Implementation” is decision making, planning, cost and timeline; 

O - Operation - “Operation” is re-distribution of planned activities according to planned program of 

development; 

N - Nacharbeit - “Improvement” stands for evaluation, efficiency analysis, correction [6]. 

 

4. THE COMPETENCE OF THE STAFF AS THE OBJECT OF MODELING 

 
 Neither in foreign nor domestic business practice has developed a sort of managerial constant 

with which corporate training aimed at forming required competences of employees would become 

integral part of HR policy of the company. However, some studies indicate that according to business 

owners and managers “...organization of employees training allows to ensure required professional 

skills which for one or another reason was not formed thereby during basic vocational education. In 

most of cases reason for low professionalism of employees is work not according to specialization, that 

naturally requires learning basis of entity activities as well a deeper knowledge in specific industry, 

technologies, materials, etc. And organization of employees training promptly and effectively rather 

solves the issue of “tuning” the employee for required professional norms arising from duties of such 

employee. 

Moreover, employees training forms their loyalty and reduces personnel turnover, however, as it was 

already noted some respondents mentioned that after training (organized and paid for by employer) 

their employees left to other companies.  However, this is rather an exception than a rule” [2]. 

 It seems appropriate to mention some of results of survey conducted by the Russian School of 

Management (RSM) in partnership with HR exchange orders and information HRTime.ru and 

Integrator “IMAGE”. A study on topic “Development of employees in an era of change” showed how 

the attitude of companies towards professional development of personnel has changed during difficult 

economic conditions [10]. 300 business owners, top managers of companies, directors, HR-managers 

from all over Russia took part in survey. The study was conducted among representatives of companies 

from different fields of business and with different number of personnel, from small entities with a staff 

of 50 people to holdings with over 3000 employees. 

 According to results, despite downturn in development of different business fields, number of 

personnel in more than half of companies for the last year either increased insignificantly or remained 

at the same level. At this over 80% of respondents believe that training of employees is an important 

strategic step for further development of company. 

Budgets for training in 52% of cases remained the same, while 17.1% of respondents noted even a slight 

increase in budgets. This suggests that even difficult economic situation does not prevent companies 

from continuing policy of staff development and training. 

However, in difficult times for business, many companies are thinking about optimization of training 

process. Now, at the first place is turning to own resources, i.e. building knowledge databases (36.8%), 

development of mentorship systems (49.6%) and in-house training using company specialists who has 

undergone training in business schools (66.4%).  

Regarding the forms of training respondents believe that most effective are full time (47.5%) and 

corporate (51.1%) training formats. Classics remains a classic. Within such training educational 

materials are learned deeply, and constant contact with teacher allows to discuss and receive answers 

to most important questions. Remote and online training still remains less popular, 31.2% and 33.3% 

opt therefor, respectively. 

 In 2017, companies plan to specially focus (more than 60% of the respondents) to training 

middle level managers. This is not surprising, because middle level management should have in equal 
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level professional and managerial competences, be able to competently manage subordinates and, at the 

same time, meet KPIs and objectives set by the management of the company. 

 Moreover, 37.7% of respondents have already decided that they will apply for training to 

business schools, and 34.8% are still in process of making a decision. The main factor in choosing 

training provider (more than 80% of respondents) is content of program, and cost is only at the second 

place (45.4% of respondents). 

These data indicate that main segment of competence development at labor market in 2017 - is middle 

level management, i.s. heads of structural units. These particular categories of employees, according to 

employers, can ensure sustainability of company at the market, and thus said - in respect of such 

employees it is necessary to take measures aimed at improvement of competitiveness.   

 

5. CONCLUSION 

 
 Therefore, to summarize it can be concluded, that improvement of personnel professional 

competences is the basis for managing competitiveness of entities’ employees. Main method for 

formation and development of professional skills is systematic personnel policy focused on 

development of corporate training practices targeting such competitive advantages of employees that 

can be formed by development of competences in current and forecast periods.  And those companies, 

that consistently implement and actively use advantages of corporate training, are capable to promptly 

influence competency profile and level of their employees, manage their competitiveness and ensure 

stable positions at the market for the company in general. 
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ABSTRACT 

 
Power distance represents the respect that hierarchical positions are accorded within an organization. 

Low power distance culture incubates an efficient rule-based administrative system in the public sector, 

where focus lies on serving the citizens of a country. This paper attempts to understand the role of power 

distance and service delivery in the public sector of Pakistan. A sample of 11 experienced respondents 

was selected from various public sector organizations for their views on the subject. The qualitative 

study conducted for this paper reveals that Pakistan's public sector is in a state of transition. The high 

power distance management style, a part of Pakistan's colonial inheritance, is slowly shifting to a low 

power distance management style driven by recent administrative reforms. As a result, low power 

distance culture is getting firmly entrenched in the public sector while displaying positive results 

measured by a marked improvement in public service delivery.   

 

KEYWORDS: Power distance; Culture; Service delivery, Public sector, Employee behavior 
 

1.INTRODUCTION 

 
 In recent years, the complexity and scope of government functions and related services have 

experienced an exponential shift as international mobility of goods, capital and people increases 

(Gordhan, 2007). The public sector comprises of one or more legal bodies which operate as a single 

integrated operational entity with the primary aim of delivering social benefits to society. In general, 

public sector gives rise to products and services that are geared toward achieving the well-being of 

citizens rather than generating profits (Goldsmith & Eggers, 2005; CIPFA, 2013). Moreover, 

organizational culture and climate have a bearing upon both work attitude and service delivery (Aarons 

&Sawitzky, 2006; Lalwani&Forcum, 2016). Power distance ranks among the six cultural dimensions 

that characterize how culture impacts the behavior of its members (Hofstede, 1980, 2001, Hofstede et. 

al, 2010). In view of this, power distance is embraced widely in the public sector for the delivery of 

quality public service (Carl et al., 2004).  

 In a high power distance organizational culture, senior officials expect deference from their 

subordinates based on their seniority, not their qualification or professional competence (Khatri, 2009; 

Shareef et al., 2016). Power distance reflects the degree to which subordinates are likely to respect 

hierarchical positions, depend on their superiors, and fear to express a difference of opinion (Islam, 

2004; Tian & Peterson, 2016). Power distance also alludes to whether an organization permits its 

employees to offer their critique or their opinions without fear of negative consequence (Kaiman, 2013). 

 This can influence an organization's performance as leadership style can determine employee 

motivation at junior levels, and as a result, shape the power distance within the organization (Memon, 

2014).  

 The operational environment of Pakistan's public sector follows a rule-based organizational 

structure with clearly delineated administrative power (Ermasova et al., 2015). The strict regimentation 

of regulatory functions for public service delivery within this structure is designed to reduce power 

distance (Bhatti et al., 2011). Additionally, these regulatory functions are based on a vast compendium 

of laws, operating procedures, rules and regulations to govern every aspect of the civil service. This 
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regulatory framework determines certain cadre appointments of ‘appropriate officers’ at the junior level 

(ESTACODE). It also delegates to them crucial administrative powers like initial assessments of official 

matters for reporting to their seniors (Civil Service Rules, 1973). 

 Government organizations in Pakistan espouse many characteristics of the high-power distance 

and collectivist culture bequeathed by their colonial legacy (Singh, 2009). Pakistan’s Power Distance 

Index (PDI) is measured at a rather high 55 (Hofstede, 2001). Since its inception, Pakistani Government 

has assumed a paternalistic style of management. Along with centralized authority, there exist various 

hierarchical levels, a large number of supervisory staff, and a pervasive acceptance that power has its 

privileges. Moreover, there is an expectation of inequality and there lies a communication gap between 

the senior officers and the subordinate employees (Singh, 2009). These characteristics are all reflective 

of a relationship-based organization with high power distance rather than a rule-based low-power 

distance organization (House et al., 2004). In high power distance countries like Pakistan, power lies in 

the hands of the superiors, leadership style is authoritative, and collective decision-making is rare. This 

creates a challenge in providing efficient service delivery (Hofstede et al., 2010). Likewise, an increase 

in power distance can adversely affect service delivery by alienation and lack of empowerment among 

employees (Siebert et al., 2011; Daniels &Greguras, 2014). Notably, there is a dearth of research on 

power distance and its influence on organizational processes, outcomes and service delivery especially 

in context to public sector of Pakistan (Islam, 2004; Mahmood, 2015; Ahmad & Allen, 2015; Shareef 

et al., 2016). The purpose of this study is to understand the role of power distance and service delivery 

in public sector of Pakistan.  

 

2. LITERATURE REVIEW 

 

2.1 Power Distance in organizational Culture 

 
 The six cultural dimensions are identified as Power Distance, Individualism/Collectivism, 

Uncertainty Avoidance, Masculinity/Femininity, Long-term Orientation and Indulgence vs Restraint 

(Hofstede, 2001; Hofstede et. al., 2010). They represent a framework of cross-cultural communication 

that explains the effect of culture on the values of its members and demonstrates how these values are 

reflected in their behavior (Hofstede et. al., 2010). Power Distance represents the degree to which 

individuals, groups, or societies accept inequalities in power, status and wealth as unavoidable, 

legitimate or functional (Hofstede, 1980). Schwartz (1992) identifies high-power distance as 'hierarchy' 

and low-power distance as 'egalitarianism'. In a high-power distance organizational culture subordinates 

tend to be submissive and accept the hierarchical order and hence demand no justification for 

inequalities of power (Hofstede, 2001). 

Power distance has a profound effect on employee attitude, behavior and performance in the ambit of 

decision-making and service delivery (Velo, 2011). As attitude relates to negative or positive emotions 

towards something, such an inequity of power may disturb an employee's behavior on the job (Hofstede 

et al., 2010). Lipsky (2010) also lists power distance as an obstacle to organizational progress owing to 

a lack of participation in the decision-making process by the employees. Khatri (2009) argues that 

subordinates in a high-power distance culture mostly look to their seniors for decision-making, are 

hesitant to take decisions themselves, and in fact prefer to take definitive orders from their superiors. 

Asian cultures usually favor high-power distance management styles in comparison to the West 

(Hofstede 1983, Hofstede et al., 2004).  

 

2.2 Power Distance and Public Sector Organizations 

 
 According to Islam (2004), a high-power distance administrative set-up in public sector 

organizations suffers from poor communication between employees and their superiors. This may 

potentially give birth to problems such as the infiltration of interest groups within the organization, or 

misuse of power based on ethnicity and caste, etc. High-power distance in public sector organizations 

results in weaker employee motivation with reduced incentive to aid others (Winterich et al., 2014). In 

view of the growing need for improvement in services, collaborations between corporate and 
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government sectors is essential. A lack of commitment owing to power distance can lead to loss of 

organizational competitiveness, thus damaging national economy (Fawcett et.al, 2006).  

In most organizations leadership style is mostly autocratic, leading to rigid bureaucratic systems (Khilji, 

2004). In the survey conducted by Hofstede in 1984, Pakistan was observed to be a high-power distance, 

collectivist, patriarchal, and risk-averse country (Bashir et al., 2012). Government organizations in 

Pakistan assume most of the characteristics of a high-power distance collectivist culture conferred upon 

them by their colonial past (Singh, 2009). Colonial legacy, among other things, denotes the use of 

money, power, and status to widen the gap between the elite and the general public (Khilji, 1999b).  

 

2.3 Public Service Delivery with respect to Power Distance 

 
 People today are more cognizant of their social and legal rights. They are aware of the public 

services due to them and thus have higher expectations (Winterich et al., 2014; Tian & Peterson, 2016). 

As a fundamental obligation of the government and public institutions, public service ought to provide 

services that can raise the wellbeing and livelihood of the general public. To achieve this core objective, 

government institutions require an efficient organizational structure, qualified human capital/public-

servants and low power distance (Whitaker, 1980; Winterich et al., 2014). Tamrakar (2010) explains 

that public services should be in-line with the needs and wants of customers rather than being fixed on 

what providers can offer. In most developing countries public service delivery is ineffectual, tedious, 

costly, bureaucratic and fraudulent. In fact, “in general, public servants have not acted as servants of 

people but rather as masters without any sense of accountability and transparency”, thus the level of 

service delivery is lowered (Tamrakar, 2010, p.2). 

 As stated earlier, power distance alludes to distribution of power which grants managers 

unlimited power in order to control their subordinates, which in turn creates a communication gap 

between them. Islam (2004) stresses that mistrust of subordinates may lead to micro-management by 

senior officials in a high-power distance culture. This occupies them with minutiae and can ultimately 

lead to inefficiency in tackling the unethical behavior of their subordinates towards the public, etc. 

(Hauff& Richter, 2014). In order to enhance public service delivery, traditional public sector 

management practices need to be modernized, restructured, updated and simplified to achieve global 

competitiveness (Heaver, 1992; Kirkman et al., 2006; Schaubroeck et al., 2007; Siebert et al., 2011). 

Mcfarlin and Coget (2013) consider empowerment a significant tool for enhancing employee 

satisfaction. Leadership that enables, encourages and supports employee effort leads to employee 

satisfaction and ultimately to high service delivery (Gong et al., 2009; Focket al., 2013).  

 

3.RESEARCH METHODOLOGY 

 
 The current study institutes the first phase of a larger study, starting with qualitative (case study) 

research. Qualitative research approach has been applied to study and understand the opinions and 

experiences of respondents on the issue under reference. It was assured that no information is provided, 

nor any opinions shared beforehand about possible answers. A semi-structured interviewing technique 

was adopted, and the respondents were asked to express their own thoughts on the question presented. 

As stressed by Berg (2007) and Bhatti et al. (2016), standardized interviews based on formally 

structured questions were posed to the officials. The officials were also asked some probing questions. 

The questions focused on the key themes - Power Distance in an organizational Culture,Power Distance 

in Public Sector Organizations and Public Service Delivery and Power Distance. 

 

3.1 Research Participants 

 
 Eleven experienced senior officers from the Pakistan public sector were selected for the present 

study. Selection of respondents and their positions was made through a purposive approach for gaining 

insight into power distance within the organizational culture in Pakistan’s public sector. Respondents 

were full-time employees in basic pay scales ranging from 14 to 21, having public sector experience of 
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11 to 29 years and good exposure to various administrative and operational facets of the public sector. 

The details for the respondents are shown in Table-1. 
 

Table 1. Respondents Profile 

Respondents Gender                   Title  Age Experience 

Respondent 1 Female Senior policy making officer  58 29 years 

Respondent 2 Male Senior Executive (Enforcement) 56 27 years 

Respondent 3 Male Director (Operations) 49 22 years 

Respondent 4 Male Senior official (Trade Facilitation) 51 24 years 

Respondent 5 Male Senior Executive (Audit) 52 25 years 

Respondent 6 Female Senior Director (Adjudication) 51 24 years 

Respondent 7 Male Middle Management Official  52 23 years 

Respondent 8 Male Senior Field Officer (Operations) 52 22 years 

Respondent 9 Male Junior Official (Administration) 56 27 years 

Respondent 10 Male Junior Official (Enforcement) 35 14 years 

Respondent 11 Female Office Assistant (Administration) 33 11 years 

 

3.2 Data Collection and Analysis 
 

 The researchers conducted in-depth personal interviews. The questions posed to respondents 

contained essential questions, probing questions and throw-away questions. The interviews lasted 

approximately 40-50 minutes. All the interviews were audio taped and written in the form of notes with 

the permission of respondents as recommended by Miles & Huberman Guidelines (1994) and Bhatti et 

al., (2016). All respondents were encouraged to express their opinion on the issue freely. Three females 

and eight males were interviewed as shown in Table-1.  

 

4. FINDINGS AND DISCUSSIONS 

 
 The current section covers the results reported in view of the exploratory study. The following 

themes were revealed from the interviews:  

 

4.1 Understanding Power Distance in an Organizational culture 

 
 Several explanations were presented by the respondents to reveal their understanding of power 

distance as well as power distance in an organizational culture. Respondent 1 explained that power 

distance relates to the inequality that exists in a society. In fact, “power distance befalls when 

individuals in a society or a workplace accept or expect that there is unequal distribution of power”. 

Respondent 3, 4, 5 and 9 argued that the culture of Pakistan is collectivist due to its colonial legacy. 

 The studies conducted in the Western-world affirm that countries or societies with a collectivist 

culture showcase a deeply rooted power distance. The same is observed in Pakistan as the effects of 

power distance can be felt in our national and organizational culture. Moreover, power distance is the 

way in which power is disseminated and subordinates agree that power is shared unfairly.  Respondents 

2, 6, 8 and 11 stressed that; “power distance is associated with the social acceptance of unequal sharing 

of the power”. Any culture that stimulates power distance leads to lack of ownership, communication, 

motivation, commitment, sense of responsibility amongst people/individuals/employees and inequality.  

Respondent 10 avowed that “power distance is the unequal distribution of power and authority. 

Importantly, organizational culture with high power distance is responsible for a communication gap 

between superiors and their subordinates because it is hard for the subordinates to air their views”. In 
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addition, power distance in an organizational culture leads to corruption, fraud, deviant behavior, etc. 

It is evident that all respondents agreed that power distance is the acceptance of unequal distribution of 

power and that culture plays a significant role in shaping the behavior of people. They also agreed that 

societies with a high power distance culture show great veneration for higher authorities as compared 

to societies where power distance is low. 

 

4.2 Power Distance and Public Sector Organizations 
 

 Respondent 1 was of the view that power distance does exist in the public sector of Pakistan. 

However, recent years have witnessed a shrinking trend of power distance in all governmental 

institutions regardless of the collectivist national culture. This reduction is due to the change in the 

legislative policies and regulations since the mission is to improve efficiency and reduce delays and 

lags in public service delivery. Respondents 2, 3 and 5 also acknowledged that the administrative 

reforms in the public sector have resulted in reducing power distance. They affirmed that; “Pakistan 

being a developing country faces a major challenge in achieving its 2025 and CPEC development goals. 

The achievement of these goals are closely related to the effective delivery of public services and 

plummeting of power distance culture. However, more efforts are to be made in order to change the 

overall mindset, attitude and approach of public servants towards power distance”. Respondents 4, 6, 7 

and 11 were of the view that power distance still prevails in the public sector of Pakistan. They stressed 

that power distance exists between senior and junior public officials despite their delineated roles. They 

also stated that personal leadership style at senior level could occasionally change the magnitude of 

power distance as well impact the productivity of subordinates in public service delivery. Therefore, 

more effort could be made to change the deep-rooted colonial mind set and administration approach. 

Respondent 8 affirmed that power distance does exist in public organizations but has also reduced as 

compared to the past. As one of the current examples for such a change is Pakistan Customs where in 

the last 10 years power distance culture has been curtailed considerably and public service delivery has 

improved exponentially. In general, all respondents affirmed that power distance does exist in that 

public sector of Pakistan, yet, has reduced considerably over the last few years.  

 

4.3 Public Service Delivery and Power Distance 

 

 One of the key responsibilities of the government and government institutions is to deliver 

services that can improve the wellbeing of the general public. Respondent 1 stated that the objective of 

the public institutions is to cater to the needs of the people rather than what providers are able to offer 

or deliver. Power distance leads to excessive bureaucracy, administrative hierarchies, nepotism, 

corruption, repellant working environment and poor work ethics. In general, these challenging issues 

majorly influence public service delivery. However, in view of the ongoing process of reform, “the 

Government of Pakistan has formed a “National Commission for Government Reforms”, aiming to 

analyze and assess the size and structure of the government, the processes and procedures in practice, 

the governing rules and regulations, the current level of institutional capacity and the state of the public 

service delivery”. The public sector institutions like Pakistan Customs and Federal board of Revenue 

may take only a few short years to adopt low power distance culture and be capable of delivering quality 

public service. Respondents 2, 3, 4, and 6 stressed that public sector organizations of Pakistan are under 

immense pressure to increase efficiency by providing improved and integrated services. For Pakistan, 

the main driver for change is its people and change can be only achieved through economic efficiency, 

equity, justice, security, enforcement of laws and regulations, and sustainable public service delivery. 

High power distance exists in public organizations of Pakistan and has a direct impact on overall public 

service delivery. Yet the reforms undertaken by the Government are focused to lower power distance 

and improve service delivery. Respondents 5, 7, 9 and 11 affirmed that power distance has a direct 

impact on public service delivery. However, the last few years have witnessed a key change in the 

overall governmental approach towards public service delivery.  Initiatives like “e-Khidmat Center” is 

an active example of achieving excellence in public service delivery and depressing power distance.   
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5. CONCLUSION 
 
 From the results of the study, it is evident that low power distance culture can lead to effective 

public service delivery. The information age of today has equipped the general public to be more aware 

and knowledgeable about their legal and social rights. The government and public institutions need to 

deliver services that can raise the wellbeing and livelihood of the people. Pakistan, which embraces 

several facets of the high-power distance and collectivist culture along with the presence of rule-based 

ethos in the public sector organizations, is experiencing an ongoing transformation. This study clearly 

highlights that the recent administrative reforms in the government and public sector institutions are 

displaying promising results. In the past few years, high power distance culture has reduced 

significantly and public service delivery has modernized appreciably. The study also contributes to the 

existing body of knowledge on power distance and service delivery in the context of Pakistan. The study 

is significant as the shift in power distance can be utilized to revolutionize management practices in the 

public sector. The study may therefore help senior managers of both the public and private sector to 

develop a greater insight into the dynamics of power distance. This would enable them to align their 

management and leadership styles for achieving the organization's objectives. 
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ABSTRACT: 

 
The main objective of this paper is to investigate and determine the nature of the relationship between 

direct taxes and economic growth in Republic of Macedonia, utilizing quarterly time series covering 

time spin 2000 – 2015. Furthermore, findings reveal that data are non-stationary in their level and 

stationary in their first difference based on two test for unit root Augmented Dickey Fuller and Phillips 

Perron test, respectively. Moreover, Johansen test for co-integration indicate the rank number as one, 

while evidence from Vector Error Correction model suggest negative and significant effect of Personal 

Income tax on Real GDP, while Corporate Income Tax is showing positive and insignificant effect on 

real GDP in Macedonia. Finally, such results can contribute as further recommendation for the 

Macedonian tax policymakers in the future, since tax rate cuts even though encourage employment, 

savings and investment, if are not financed by immediate expenditure cuts, will increase budget deficit, 

therefor reducing national saving and raise interest rates in the long-run, thus reducing positive direct 

impact on economic growth. 

 

KEYWORDS: Personal Income Tax, Corporate Tax, Granger Causality, VECM 

 

INTRODUCTION 

 
 Evidence for occasionally conflicting results from different hypothesis regarding the 

relationship between direct taxes and economic growth are present at several empirical studies 

accomplished so far, that confirm the fact that between direct taxes and economic growth process there 

exist a connection, regarding its length and strength. Existing debate for the impact of direct taxes and 

economic growth is one of the main reasons for attraction of many scholars’ interest in analyzing the 

nexus between these two variables. Although the existing findings are controversy, the seems to achieve 

an agreement to the existence of this relationship but disagreement for the direction of the impact of 

direct taxes on economic growth in the long run and short run and in the level of development of the 

countries. 

 Regarding the controversial empirical evidence of the impact of direct taxes on economic 

growth in developing countries, this paper tries to address the significant relationship between direct 

taxes (Personal Income tax and Corporate tax) and economic growth of Republic of Macedonia for the 

last 15 years. The dissertation also addresses these results as further recommendation for eventually 

government changes in the near future. In analysis we check the effects in the long-run and short-run 

of Direct tax divided into Personal Income Tax and Corporate Income Tax, Gross Fixed Capital 

Formation and Labor Force participation rate in Real GDP, through conduction of VECM, after 

employment of Augmented Dickey Fuller and Phillips-Perron test for Unit Root and Johansen test for 

co-integration.  

 The paper is structured as follows: the first section is dedicated to the literature review regarding 

the nexus between direct taxes and economic growth, second section covers the research methodology, 

third section is dedicated to the results of the analysis and last chapter convey conclusions and 

recommendations of this paper.  

 

1. LITERATURE REVIEW 

 
 Regarding another approach of the effects of taxation, different studies claim substantially 

different conclusions on the relative impact of direct and indirect taxes on economic growth with 
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multiplicity of problems ranging from inconclusive findings, chaotic generalization of results and 

findings in developed countries to developing countries (Avi-Yonah and Margalioth (2006); Burgess 

and Sten (1993)). 

 There exist several researchers (Lee and Gordon (2005), Jones et al. (1993), Li and Sarte (2004), 

Kneller et al (1999), Wildmam (2001)), that have reported positive relationship between indirect tax 

and economic growth, while others as (Emran and Stigliz (2005), Gordon and Li (2005), Baunsgaard 

and Keen (2005), Abizadelh (1979), Chelliah (1989)), reported relative importance of direct taxation as 

the driver of economic growth. Moreover, Myles (2000) findings claimed that direct tax policy is a 

stimulant for boosting economic growth while authors Barry and Jules (2008) found that direct taxes 

have negative impact on economic growth in the Unites States.  

In their study, authors Tosun and Abizadeh (2005) claimed that the share of personal income tax 

responded positively to economic growth while McCarten (2005) suggested that the ratio of direct tax 

to GDP and the ratio of direct tax to total tax have stimulated positive effects on real growth in Pakistan. 

Moreover, Lee and Gordon (2005) by using cross-country data indicated that corporate tax rates have 

negative and significant correlation with cross-sectional differences in average economic growth rates. 

Moreover, Arnold et at (2011) study findings claim that personal income taxes are progressive with 

marginal tax rates that are higher than their average rate, by discouraging savings and labor supply on 

the other side.  

 Further, Bird (2003) suggested as best effective tax for developing countries to be the one that 

produces the largest volume of revenues by being less costly and with disproportionate manner. 

Moreover, in his study he identified broad based VAT as an ideal tax that suits the situation. 

Disaggregated empirical review suggest that studies on effects of direct taxation are divided along two 

conflicting perspectives with majority inclining towards the negative effects of direct taxation on 

economic growth. 

In his study, Widmalm (2001) suggest that personal income tax is negatively correlated with growth, 

and corporate income tax does not correlate with growth at all. Moreover, study assumptions are that 

tax structures have not been changed during the entire analyzed period and structure of tax revenue in 

all countries cover in the empirical analysis is the same.  

 

2. RESEARCH METHODOLOGY  

 
 This analysis emphasizes the testing of the impact of direct taxes on economic growth in 

Republic of Macedonia, for the time period 2000 – 2015, by employing quarterly time series of real 

GDP growth rate, Direct tax divided into Personal Income Tax and Corporate Income Tax, Labor Force 

participation rate and Gross Fixed Capital Formation as % of GDP. Moreover, the quarterly data are 

obtained from the published reports of Ministry of Finance. Then it is continued with the Johansen test 

for co-integration, and since the results indicate that variables have unit root, thus are non-stationary at 

their level, but stationary in their first difference, and due to the one order integration, the Vector Error 

Correction Model has been used for checking the effects of the variables. 

Moreover, the following equation implicit the model of the regression: 

 

𝑙𝑜𝑔𝐺𝐷𝑃𝑅 =  𝛽0 + 𝛽1𝑙𝑜𝑔𝑃𝐼𝑇 + 𝛽2𝑙𝑜𝑔𝐶𝑇 + 𝛽3𝑙𝑜𝑔𝐺𝐹𝐶𝐹 + 𝛽4𝑙𝑜𝑔𝐿𝐹 + ε      (2.1) 

 

 

3. EMPIRICAL ANALYSIS OF THE RELATIONSHIP BETWEEN DIRECT TAXES 

AND ECONOMIC GROWTH  
 

 This section of the paper is dedicated to the interpretation of the results of the conducted 

analysis, where for each method and technique mention in the previous section and used in this 

empirical investigation, results are presented in particular.  
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3.1. Unit Root Test 

 
 In order to start testing the effects of the independent variables at dependent variable in this 

model, the first step that is applied for checking the unit root of the variables, by using Augmented 

Dickey Fuller and Phillips Perron test. 

Moreover, the following table firstly focus the results of the optimal lag length based on the following 

AIC, SBIC, HQIC and FEC criterion. 

 
Table 1. Determination of lag structure 

Lag LR FPE AIC HQIC SBIC 

0  3.3e+13 36.8168 36.8308 36.8512 

1 268.3 8.4e+12 35.4322 35.4741 35.5355 

2 51.466 6.8e+12 35.201 35.2708 35.3732 

3 48.329 5.4e+12 34.9865 35.0842 35.2275* 

4 16.847* 5.1e+12* 34.9395* 35.065* 35.2493 

Source: author’s calculations. 

 
 As can be seen in the table 1, the optimal lag length according to the AIC and HQIC is four 

lags, which imply the selection of this lag length. Moreover, the SBIC imply the lag length to be three, 

but since literature evidence imply AIC as better criteria for using in the model of monthly time series, 

therefore, lag length on this model is set to be as four. 

 The next step employs the results of the Augmented Dickey Fuller and Phillips-Perron test for 

Unit Root, which are presented in the table 2. Beside these tests, also are taken into consideration the 

trend graphs of Real GDP growth rate, Personal Income tax, Corporate Income Tax, Gross fixed Capital 

Formation as % of GDP and Labor Force participation rate. 

 
Table 2. Results of Augmented Dickey Fuller and Phillips-Perron test 

 Variable Augmented Dickey Fuller Phillips-Perron Comment 

Levels 

logGDPR 

-1.299 

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.6297 

-1.268 

(-2.920) 

MacKinnon approximate p-

value for Z(t) = 0.6436 

H0 

logPIT 

-0.313  

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.9779 

-4.606  

(-2.920) 

MacKinnon approximate p-

value for Z(t) = 0.0001 

H0 

logCT 

-1.716 

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.4229 

-5.262 

(-2.920) 

MacKinnon approximate p-

value for Z(t) = 0.0000 

H0 

logGFCF 

-1.333 

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.6138 

-2.127 

(-2.920) 

MacKinnon approximate p-

value for Z(t) = 0.2338 

H0 

logLF 

-1.162 

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.6898 

-2.481 

(-2.920) 

MacKinnon approximate p-

value for Z(t) = 0.0093 

H0 

First 

difference 

 ΔlogGDPR 

-2.049 

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.2657 

-22.549 

(-2.920) 

MacKinnon approximate p-

value for Z(t) = 0.0000 

H1 
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ΔlogPIT 

-2.828 

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.0544 

-17.049 

(-2.920) 

MacKinnon approximate p-

value for Z(t) = 0.0000 

H1 

ΔlogCT 

-2.141 

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.2285 

-20.511 

(-2.920) 

MacKinnon approximate p-

value for Z(t) = 0.0000 

H1 

ΔlogGFCF 

-2.579 

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.0973 

-3.784 

(-2.920) 

MacKinnon approximate p-

value for Z(t) = 0.0031 

H1 

ΔlogLF 

-2.091 

(-2.928) 

MacKinnon approximate p-

value for Z(t) = 0.2480 

-3.452  

(-2.884) 

MacKinnon approximate p-

value for Z(t) = 0.0093 

H1 

Notes: 

† numbers in brackets represent lag length in ADF and PP test  

‡ Numbers in parentheses represent critical values at the 5% level of significance. 

Source: author’s calculations 

 

 Evidence from the overall results from the conducted Augmented Dickey Fuller and Phillips 

Perron test for all the included variables in the model, as well as taking consideration their trends, it is 

suggested that all the variables are non-stationary at their level and stationarity at their first difference, 

thus they have unit root when checked in their level, and they do not have unit root in their first 

difference. These results also should imply that they have one co-integrated order, but for having an 

accurate result, in this case was employed the Johansen test for co-integration. 

 

3.2. CO-INTEGRATION TEST 

 
 Theory indicates that two or more variables are co-integrated if they share a common trend. 

Thus, when the series are linked by a long-run equilibrium relationship, which relationship can deviate 

in the short-run but still have or must return to it in the long term and therefore with other words we can 

say that they exhibit same stochastic trend (Stock and Watson, 1988). Expressed it differently, Co-

integration is considered as one exception to the general rule that states, if two series are both I (1), in 

that case any linear combination of them will yield a series integrated in a lower order, that de facto 

means that common stochastic trend is cancelled out, which will lead to something that is not spurious 

but has some significance in economic terms. Moreover, Johansen technique let us investigate the 

existence of non-unique co-integrating relationships at cases with more than two variables. Indeed, this 

technique represents a test of the rank of the matrix . 

Moreover, when we deal with two non-stationary series, in this case co-integration requires that the 

matrix  not to have full rank thus 0 < r () = r < n, where r represents the number of co-integrated 

vectors.  

 Based on the Likelihood ratio test (LR) we use two suggested tests statistics in order to 

determine the number of co-integrated vectors: trace test and maximum eigenvalues test. 

Moreover, trace test can be estimated through the following equation: 

𝑇𝑟𝑎𝑐𝑒 =  −𝑇 ∑ log()
𝑖=𝑟+1                                                      (3.1) 

 According to trace test, null hypothesis claim that the number of co-integrating vectors is ≤ r 

while alternative hypothesis state that the number of c0-integrating vectors = r.  

On the other side, the maximum eigenvalues test (max ) can be expressed as: 

 𝑚𝑎𝑥 =  −𝑇 log(1 − )                                                                   (3.2) 

 In this case, null hypothesis claims that the number of co-integrating vectors = r while the 

alternative hypothesis is that the co-integrating vectors are r+1. 
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 Since the first difference series are stationary, it is examined the existence of co-integration 

between variables. The ADF and PP unit root test suggests that the estimated residuals from equation 4 

and 5 are stationary: in both the cases, the null hypothesis of a unit-root can be rejected, meaning that 

there is evidence of a co-integration relationship between the series of the variables. Having established 

the long run relationship by the Engle-Granger two-steps co-integration test, Johansen-Juselius 

procedure is used to further test for co-integration between government expenditure and revenues.  

 Table 3 presents the result of the trace test ( − trace) and maximum eigenvalues test (- max) 

statistics for the existence of long run equilibrium. The null hypothesis of no co-integration (r=0) based 

on both the trace test and the maximum eignvalues test between logGDPR, logPIT, logCT, logGFCF 

and logLF is rejected at (5%) level of significance. 

 
Table 3. Results of Johansen co-integration test 

Johansen-Juselius co-integration test results. 
Null hypothesis λ trace λ max 

r = 0 
44.4434  

[15.41] 

44.0913  

[14.07] 

r ≤ 1 
0.3520 

[3.76] 

0.3520 

[3.76] 

*terms in [ ] indicates 5% level critical value. 

Source: Authors calculations 

 

3.3. VECTOR ERROR CORRECTION MODEL (VECM) 

 
In the estimation of this model, this study adopts Vector Error Correction Model framework. A VECM 

is a restricted VAR designed for use with non-stationary series that are known to be co-integrated. 

Following Barro (1990) and Worlu and Emeka (2012), the paper expressed VECM as thus: 

∆𝑙𝑜𝑔𝐺𝐷𝑃𝑅 =  𝛽0 + ∑ 𝛼𝑘
𝑟
𝑘=1 ɸ𝑘,𝑡−1 + ∑ 𝛼1𝑖

𝑟
𝑘=1 ∆𝑙𝑜𝑔𝐺𝐷𝑃𝑅𝑡−1 + ∑ 𝛼2𝑖

𝑟
𝑘=1 ∆𝑙𝑜𝑔𝑃𝐼𝑇𝑡−1 +

∑ 𝛼3𝑖
𝑟
𝑘=1 ∆𝑙𝑜𝑔𝐶𝑇𝑡−1 + ∑ 𝛼4𝑖

𝑟
𝑘=1 ∆𝑙𝑜𝑔𝐺𝐹𝐶𝐹𝑡−1 + ∑ 𝛼5𝑖

𝑟
𝑘=1 ∆𝑙𝑜𝑔𝐿𝐹𝑡−1 + 𝜀𝑡                   (3.3) 

Taking into consideration the variables included into the above equation, table 4 represent the results 

of VECM regarding the long run effects of independent variables logPIT, logCT, logGFCF and logLF 

at dependent variable logGDPR, thus a summary of the long run parameters in the model is reported in 

the table below. 

 
Table 4. Estimated co-integrating vector resulting from Johansen procedure 

VARIABLE (one co-integration) β Α 

∆lnGDPR 1.000 0 

∆lnPIT -.2067758  

(0.004) 

2.117317 

∆lnCT .0005663  

(0.980) 

4.617566 

∆lnGFCF .0781016  

(0.580) 

-.4128974 

∆lnLF -2.459538  

(0.000) 

.5057971 

Note:β - cointegrating vector and α - adjustment parameter vector; 1.000 - cointegrating vector is normalized 

with respect to the variable. ( ) represent the probability value; z - test statistic for alpha parameter and  p values 

- probabilities for alpha . 

Source: Author’s calculations. 
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 The co-integrating vector is normalized with respect to the real GDP (GDPR). The co-

integrating coefficients of the lnGFCF and lnCT are statistically insignificant. The long-run impact of 

the explanatory variables on real GDP as shown by table 4 is illustrated using following equation:  

 

logGDPR = -0.2067758 lnPIT + 0.0005663lnCT + 0.0781016lnGFCF - 2.459538lnLF      (3.4)         

                                          (0.004)                   (0.980)                  (0.580)                    (0.000) 

Results of VECM denote that the variables lnCT and lnLF have positive long run relationship with 

 lnGDPR, while lnPIT and lnLF have negative long-run relationship. However, from the 

explanatory variables except for lnPIT and lnLF, the others are not statistically significant. Therefore, 

results of beta coefficients indicate the long run relationship only between lnGDPR, lnPIT and lnLF, 

while the other are found to be statistically insignificant. 

 These results reveal that the long run determinants of real GDP are Personal Income Tax and 

Labor Force participation, both indicating negative long-run relationship and since only these variables 

are statistically significant in the long run. Corporate tax and Gross fixed Capital formation are found 

to be statistically insignificant, while based on the alpha parameters lnCT does not explain the short run 

variations on the real GDP, meaning that this variable is weak exogenous. Also it is not affected by the 

long term co-integration relationship. 

 

4. RECOMMENDATION AND CONCLUSIONS 
 

 There exists a long run relationship between economic growth and direct taxes. Results of 

VECM denote that the variables lnCT and lnGFCF have positive long run relationship with lnGDPR, 

while lnPIT and lnLF have negative long-run relationship. Thus having in mind the above results of the 

empirical analysis, the following conclusions and recommendations are given regarding this 

problematic issue in Republic of Macedonia: 

 Higher direct taxes reduce personal income and discourage private investment and consumption, 

thereby impeding economic growth.  

 Higher direct taxes create incentives for agents to engage in less productive and more lightly taxed 

activities, leading to lower rates of economic growth. 

 Taxation of both corporate and personal labor income taxation may affect entrepreneurial activity, 

which enhances economic growth by creating new ideas and promoting technological change.  

 Impact of income taxes depends on how entrepreneurial income is taxed in individual countries; if 

entrepreneurial income is taxed at lower rates than personal income, high personal income tax rates 

encourage individuals to become entrepreneurs (self-employed) in order to avoid highly taxed 

personal income and vice-a-versa. 
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ABSTRACT 
 

Eastern European Countries after the breakup of the Soviet Union have expressed widely interest in 

European Union integration, this includes Hungary as well. The study is going to analyze the economic 

development of Hungary before and after the membership in European Union. It is discussed whether 

economic cooperation between Hungary and European Union members have changed, that is increased 

or decreased after joining European Union. The main objective of the paper is assessment of the level 

of development of Hungary within the European Union integration. The paper provides a 

comprehensive and contemporary comparative analysis of the economic performance, the economic 

structure and the trade relations between Hungary and European Union countries, allowing us to detect 

basic trends and developments. We will compare the economic performance of Hungary and other 

European Union members, looking at aggregate figures from integration in European Union such as 

foreign trade, Foreign Direct Investment, Gross Domestic Product and its structure, level of structural 

unemployment and employment, inflation and level of income.  

 

KEYWORDS: European Union membership, Foreign Trade, Foreign Direct Investment, Gross 

Domestic Product, Unemployment 

 

 

1. INTRODUCTION 

 European integration is a political and economic process, open to all European countries that 

are willing to have signed the founding treaties and take all EU laws. In accordance with Article 237 of 

the Treaty of Rome: "Any European State may apply to become a full member of the European 

community". 

 In 1993, following requests from the former communist countries to join the EU, the European 

Council established three criteria called Copenhagen criteria1, which the candidate country had to meet 

in order to become full members of the EU. Until the day they join, new members must fulfill: 

• Political criteria – which basically means establishing stable institutions guaranteeing 

democracy, the rule of law, human rights and respect for and protection of minorities; 

• Economic criteria – a functioning market economy and capacity to cope with competitive 

pressure and market forces within the Union; 

• Ability to take the obligations from membership, including support for the objectives of 

the Union. They must have a public administration capable to manage and apply EU laws in 

practice. 

Political criteria must be met in order the European Council to decide the opening of negotiations with 

one candidate country for EU accession. Given that the new member state (NMS) were ex-communist 

countries that came out from the former Soviet Union and as such were faced with a number of 

challenges, primarily political and economic, for which were taken out reforms, from the EU side were 

established a series of instruments and policies for sustainability and implementation of the reforms. In 

that context were identified pre-accession strategy, funds and accession negotiations, which provided 

the necessary framework and instruments. 

A) Accession negotiations 

                                                           
1 In June 1993 was held a meeting at the European Council in Copenhagen, Denmark, and the adopted criteria for 

membership of new countries into the EU are called Copenhagen criteria. 
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Accession negotiations are vital for monitoring and assisting the candidate countries in preparing for 

accession and in assessing how ready they are to join the EU. Each country is assessed on its own merits 

in terms of compliance with the accession criteria. Negotiations helped the candidate countries to 

prepare for fulfilling the obligations of membership to European Union. They also allowed the Union 

to prepare for expansion in terms of absorption capacity, i.e. planning the operation of the EU with the 

new member states. 

 Negotiations are regarding the adoption and implementation of the Community acquis2, which 

is monitored by the Commission of the European Union. Acquis is divided into chapters, and includes 

a lot of chapters on different areas to which new candidate countries must show progress. For each 

chapter is negotiated individually, and are defined measurable reference criteria for opening and closing 

of each chapter. 

 Negotiations are held in the bilateral intergovernmental conferences, between Member States 

and the candidate country. Common negotiating positions are defined for each chapter related to issues 

for the competence of the Community. The results from the negotiations (with the outcome of political 

and economic dialogue) are incorporated into a draft accession treaty, after negotiations for all chapters 

are closed. 

B) Pre-Accession Strategy 

Pre-accession strategy offers a "structured dialogue" between the candidate countries and the EU 

institutions during the accession process, providing a framework and tools necessary for all parties. The 

strategy is separate for each individual candidate country. 

Pre-accession strategy derives from a meeting of the European Council in Luxembourg (December 

1997), when it was formed pre-accession strategy for the ten candidate countries of Central and Eastern 

Europe. It consists of: 

1. Bilateral agreements; 

2. Accession Partnership and National Programme for the Adoption of acquis; 

3. Participation in Community programs, agencies and commissions; 

4. Political dialogue; 

5. Evaluation of Commission (“monitoring"); 

6. Pre-accession assistance; 

7. Co-financing from international financial institutions (IFIs). 

 Pre-accession assistance is helping countries that are candidates for membership in the 

European Union to achieve the entry requirements (Copenhagen criteria). Significant investment is 

required if the candidate countries should improve their institutions and standards in accordance with 

acquis of the Community. 

For the period 2007 - 2013, the Instrument for Pre-Accession Assistance (IPA) is the only mutual fund 

that replaces the pre-accession instruments for the period 2000 to 2006 (PHARE, SAPARD for 

structural measures in agriculture, ISPA for infrastructure development in environmental and 

transportation, and the special pre-accession instrument for Turkey), as well as CARDS Programme for 

the Western Balkans3. 

 European Investment Bank (EIB) and International Financial Institutions (IFIs) are also 

providing funding for the candidate countries. Once one country becomes a full member of the 

European Union, it has no right to receive pre-accession assistance and can receive temporary financial 

assistance in accordance with the accession treaty. 

In the following sections are analyzed the economic effects of EU accession for Hungary for which we 

consider they are relevant sources for Republic of North Macedonia, since it has also interest to integrate 

in EU. 

 

                                                           
2Acquis is a French word that is translated as "the EU as it is", in other words means the new member states to adopt all EU 

treaties and laws, declarations and resolutions, common foreign and security policy, international agreements related issues 

with EU and decisions by the Court of Justice of the EU. 
3 For more look at: http://europa.eu/legislation_summaries/glossary/preaccession_aid_en.htm, 19.04.2013 
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2. METHODOLOGY 

 The methodology in this paper does not use any structural model, but we used available 

information, databases and publications to compare the stages of development of economic indicators 

such as Foreign Trade, Gross Domestic Product (GDP), Gross Domestic Product per capita (GDP p.c.), 

Foreign Direct Investments (FDI), Unemployment rate and Inflation in Hungary within its integration 

in the EU. In order to better study the economic growth of Hungary we analyzed several macroeconomic 

indicators such as the level of unemployment and risk of poverty. 

 In the study are used relevant data from different sources such as from the Statistical Database 

of the European Union (EUROSTAT), Statistical Office of the Hungary, and other relevant sources 

from international organizations. The paper is providing a synthesis of the available sources and for 

better illustration and clarity will be used rendering figures. 

 

2.1.The procedure of accession of Hungary to the EU 

 With the fall of communism, Hungary expressed its intention to integrate into the European 

Union, and therefore signed the first agreement on trade and cooperation with the European Community 

(EC) in 1988. 

 At the end of 1994, the European Council in Essen defined the pre-accession strategy to prepare 

the countries of Central and Eastern Europe for EU membership. This strategy was based on three main 

elements: implementation of the Europe Agreements, Pre-opening and financial assistance programs 

and agencies of the European Community. 

 European Community in the 1990s signed a new contract, the association agreement, so called 

"Europe Agreement" with ten countries of Central and Eastern Europe, including Hungary. Treaty with 

Hungary was signed on 16 December 1991 and entered into force on 1 February 1994. This agreement 

replaced the former agreement with the EC. 

 Under the Europe Agreement, trade between the EU and the countries of Central and Eastern 

Europe has increased rapidly, because these countries re-orientated their trade markets from the former 

Soviet Union towards EU member states. 

 Commission proposed agreement for Accession Partnership with Hungary in March 1998 with 

a goal: to strengthen mutual relations, to establish a legal framework for the priority works specified in 

the Commission Opinion on Hungary's application for membership, financial resources available for 

helping Hungary to implement these priorities and the conditions referred on this assistance. 

In March 1998, Hungary presented the first version of its National Programme for the Adoption of the 

acquis (NPAA), which described in detail the actions needed to achieve the objectives set out in the 

Accession Partnership and to prepare for its integration into the EU. 

Pre-EU financial assistance to the candidate countries of Central and Eastern Europe include4: 

1. PHARE5 program 

2. Investment support for transport and environment (ISPA program) 

3. Support for Agricultural and Rural Development (SAPARD program) 

4. Co-financing by international financial institutions (IFIs) 

PHARE program was established in the Paris Summit in 1989, in order to help the Polish and Hungarian 

political and economic reforms, as two most reformed countries. It had two main priorities, institutional 

building and investment financing, with an annual budget of 1.5 billion €. 

ISPA has financed major projects on the environment and transport infrastructures with an annual 

budget of 1.04 billion euro. SAPARD funded agricultural and rural development, with an annual budget 

of 520 million euro. 

 In December 1999, the Council of Ministers of the countries in Central and Eastern Europe 

approved the 8.6 billion euro loan from the European Investment Bank (EIB) for the period February 

2000 - January 2007 and in January 2000 they added another 8.5 billion euro for the period of three 

                                                           
4 European Commission, Enlargement of the European Union, an historic opportunity, Enlargement Directorate-General, 

Brussels. 2003. 
5 PHARE- Pologne, Hongrie – Aide à la Reconstruction Économique (Support for the Economic Reconstruction of Poland 

and Hungary) 
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years and six months. This speaks to the enormous financial support to this group of countries to better 

prepare before accession to EU. 

 European Council summit in Copenhagen in June 1993, established community programs for 

the Central and Eastern Europe. Community programs were designed to promote cooperation among 

member states in certain areas (such as in public health, environment, research and energy) and to 

support students and youth exchanges (such as Socrates, Leonardo da Vinci and youth for Europe). 

 Hungary applied formally for EU membership on 1st of April 1994. The European Council 

meeting in Luxembourg in December 1997 decided that on 26th of April 1998 to start accession 

negotiations with six countries: Cyprus, Czech Republic, Estonia, Poland, Hungary and Slovenia. 

 During the preparation for membership, the European Commission issued 5 regular reports to 

the Council of Europe for the progress of candidate countries including Hungary. The fifth and 

lastprogress report was published on 9th of October 20026. In this report, the Commission gave details 

for all 26 chapters of the acquis adoption and negotiations were considered closed to all chapters in 

Hungary. The European Council meeting in Copenhagen on 12 and 13 December 2002 had officially 

closed the negotiations for accession of Hungary and nine other candidate countries. 

 The European Parliament has approved the expansion of the EU on 9th of April 2003, and the 

Accession Treaty was signed on 16 April 2003, during the European Council meeting in Athens. 

Hungary joined the European Union on 1st of May 2004, and subsequently nine other new member 

states - have joined the Schengen zone, ensuring the free movement of people from 21st of December 

2007. EU membership it gave new opportunities to Hungary in terms of accession to the Cohesion Fund 

that was worth 25.7 billion euro for the period 2007-2013. 

3. RESEARCH RESULTS  

 

3.1.Economic effects in foreign trade of Hungary from EU accession 
Hungary’s economy is highly dependent on foreign trade, especially with the EU states. After its 

accession to the EU, exports and imports of goods to GDP increased dramatically, reaching the highest 

value in 2018 according to the database of Eurostat, (2019). Export of goods reached 106 billion Euro 

in 2018, while imports increased to 13 billion that shows a trade balance of surplus of 3.4 billion Euro. 

For the 16-year  period, the only year of decline was 2009 due to the global financial and economic 

crisis. Exports of goods of Hungary in 2018 increased by 3 times compared to the year 2000. The data 

shows that the membership in EU had positive affect in terms of foreign trade.  The financial and 

economic crisis had a major impact on the level of exports of goods of Hungary in 2009. 

Figure 1. International trade of Hungary from 2002 until 2018 (in millions of EUR) 

 
Source: Eurostat, 2019 

 

                                                           
6 EC, “Regular report, on Hungary’s progress towards accession”, Brussels, SEC (2002) 1404, 2003. 
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Exports (in value added terms) contribute around 48% of Hungarian GDP, this is one of the highest in 

the OECD, which likely reflects high levels of inward investment and their high export intensity, 

contributing to Hungary’s relatively high integration in GVCs as measured by its import content of 

exports. The chart insert illustrates that Hungarian export orientation has been increasing over time 

(OECD, 2017). 

 
Figure 2. Export orientation, foreign affiliates value added and import content of exports, 2014 

 
Source: OECD, 2017 

 

3.2. Foreign direct investment, GDP and its structure in Hungary 

 
 There is a real fact that Hungary as one of the Central European countries, had reached rapid 

economic growth during the decade of transition from central planning economy to a free market 

economy. The role of foreign direct investment in this process was very important, because these 

investments enabled integration into the world economy (Alfaro et al, 2004). 

 Similar to other countries that joined the EU in 2004, also in Hungary, the growth of the 

economy it is made during the last twelve years. Membership in the EU, NATO7 and OECD8 heavily 

affected the continuity of the increase in foreign direct investment and growth of real GDP. 

EU membership has two important implications in terms of Foreign Direct Investments (FDI). First, it 

allows countries with small domestic markets to expand their market and to attract European funds for 

investments (in agriculture, infrastructure). Second, membership suggests political, economical and 

legal stability, but the absence of effective institutions may delay the effective accumulation and transfer 

of knowledge (Radulescu&Druica, 2011). 

 Hungary’s exports and inward investment are more focused on manufacturing than services. 

The computer electronics and motor vehicles industries are Hungary’s top exporting industries; both 

have high shares of value added produced by foreign-owned firms and high import content in their 

exports, an indicator of Global Value Chains (GVC) integration (OECD, 2017). The extent of 

Hungary’s integration into the global flow of foreign direct investments can also be considered as an 

indicator of Hungary’s integration into the EU. The figure 2 summarizes data currently available at 

UNCTAD about Hungary related to FDI inflow. With the exception of 2014, Hungary registered 

increase in FDI during 2000-2016. 

 

 

 
 

 

 

 

                                                           
7 On 12March, 1999, Hungary, together with the Czech Republic and Poland officially joined NATO. 
8 On 7 May, 1996, Hungary became a member of the Organization for Economic Cooperation and Development-OECD. 
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Figure 2. FDI inflows to Hungary between 2000 and 2016 

 
Source: UNCTAD, Data Center (2019) 

 In 2000 the GDP of Hungary was 51,339 million EURO and increased to 131,935 million 

EURO in 2018 as it can be seen in Figure 3. Accordingly to this trends, GDP per capita from 5,000 

EURO in year 2000 increased to 13,500 in 2018. 

Figure 3. Gross domestic product at market prices and Gross domestic product per capita of Hungary 

between 2000 and 2018 in million EURO 

 
Source: EUROSTAT, 2019 

 The production was the main objective of almost all investments in the early 1990s, especially 

in the privatization of Hungarian companies. Since then, however, the services are at the forefront, 

partly because privatization in the services sector began later than in manufacturing. Overall FDI was 

in manufacturing the automotive sector and machinery, electronics, chemicals, metallurgy, 

pharmaceuticals and processing of metals, rubbers and plastics. 

 Comparative advantages of investing in Hungary is the proximity to the European market for 

products, services and logistics, excellent infrastructure and scientific parks, good balance of labor cost 

and quality, government incentives (cash subsidies, tax incentives and competitive tax system) and 

friendly economic investment policy. The main investors in Hungary come from Germany, the 

Netherlands, Austria, France, USA, Great Britain, Belgium and Switzerland. 

Like many European economies, Hungarian trade contracted significantly at the height of the global 

crisis and again during the euro crisis. Having outpaced OECD growth in trade for the pre-crisis years, 

Hungarian growth was below or close to the OECD growth after 2010. While Hungarian trade again 

outpaced the OECD rates from 2013, their growth slowed in 2015. In 2016, Hungarian growth in exports 

was 5.8% and 5.7% for imports, marginally below 2015 values (OECD, 2017). 
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Figure 4. Growth rates of trade and GDP for the OECD and Hungary, 2001-2016 

 
Source: OECD, 2017 

 In 2015, Hungary received USD 1 billion in income from its outward investment, comparable, 

as a share of GDP, to approximately 1%. Hungary’s rate of return at 3.1% (green bar), on its outward 

FDI is below the OECD median, and is lower than it was in 2011 (see chart insert). On the other hand 

the return to foreign investors in Hungary was 10.6% in 2015, one of the highest in the OECD (OECD, 

2017). 

 
Figure 5. Return on investment, 2015

 
Source: OECD, 2017 

 

3.3. Unemployment and structural employment in Hungary 
 The level of unemployment in Hungary was lower than in Slovakia and Slovenia, but higher 

than in the Czech Republic, for the entire period from 2000 to 2018. The highest unemployment rates 

were registered after joining the EU, reaching the highest rate in 2010, 11.2 percent and lowest rate in 

2018, 3.7 percent (Statistical Office of Hungary, 2019). 

Figure 4. Unemployment rate in Hungary between 2000 until 2018 

 
Source: Statistical Office of Hungary, 2019 
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3.4. Inflation rate in Hungary 
 The rate of inflation in Hungary before joining the EU it was very high. In recent years there 

have been dramatic changes in the rate of inflation, not only in Hungary, but globally. In 2008, after the 

global financial crisis began, prices were climbing at an annual rate of about 5% and about 6% in 

Hungary. But less than a year later, prices have dropped by about 2% in Hungary according to CPI9 

measure.  

 What was staying behind those big changes of inflation? In mid-2008, the record high oil prices 

have lifted transport costs, the food, through growth in commodity prices in stores and higher household 

bills for energy.  

 Prices also depend on the economic cycle. That was shown in the second half of 2008, 

corresponding to the decline in economic activity. 

According to the Eurostat data Hungary faced an average rate or HCPI10, which varied from 9.2 percent 

in 2001, compared to prices in the same period last year, actually was the highest inflation rate recorded 

for the period 2001 to 2018 year, and the lowest inflation rate of 0.0 percent in 2014. In 2018 inflation 

rate increased to 2.9 percent. 

Figure 5. HICP - inflation rate in Hungary between 2000 until 2018 

 
Source: HICP, EUROSTAT, 2019 

 

3.5. Level of income in Hungary 
 Low rate of employment, however, does not necessarily mean a low rate of poverty risk. In this 

context, the new Member States differ among themselves, where the level of employment tends to be 

relatively low, and the risk of poverty is relatively high in Poland, it is around the EU average in 

Hungary and below average in Slovakia. 

For measurement of monetary poverty the European Council in December 2001, in Laeken, Brussels, 

established common European statistical indicators of poverty and social exclusion, known as the 

Laeken indicators, as a composite of 18 common European indicators. Laeken most important 

indicators of poverty and social exclusion are:  

1. Risk of poverty rate,  

2. Risk of poverty line,  

3. Quintile’s share of income (S80/S20),  

4. Gini coefficient, and  

5. Relative gap average exposure of risk of poverty.  

                                                           
9 CPI – Consumer Price Index. 
10 The HICPs (the Harmonized Index of Consumer Prices) are economic indicators constructed to measure the changes over 

time in the prices of consumer goods and services acquired by households. The HICPs give comparable measures of inflation 

in the euro-zone, the EU, the European Economic Area and for other countries including accession and candidate countries. 

They are calculated according to a harmonised approach and a single set of definitions. They provide the official measure of 

consumer price inflation in the euro-zone for the purposes of monetary policy in the euro area and assessing inflation 

convergence as required under the Maastricht criteria. 
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The primary data source since 2003 is European Union Statistics of Income and Living Conditions (EU-

SILC), which is based on the regulations and is funded by the European Commission. EU SILC is multi-

dimensional tool, focused on revenue, but includes also housing, material poverty, labor, health, 

demography, education, in order to study the multi-dimensional approach of social exclusion.  

 EU SILC was launched at different times11. Hungary started to implement this program in 2005. 

It is implemented by living conditions survey (SILC Survey year) and uses registered and administrative 

data from the state statistical offices of each country, in this case from Hungary for the year when survey 

is done (reference year for income). 

 In Hungary the level of individuals exposed to the risk of poverty is low, but is higher than the 

Czech Republic, Slovakia and Slovenia and it belongs to the group of countries with least people at risk 

of poverty from the countries of the OECD12, also from EU members. Hungarian citizens with average 

incomes of less than 60 % of the country's average in 2018 were only 12.8 percent. This level decreased 

by 0.6 percentage points compared to 2017, when there were 13.4 percent of the population living below 

the poverty line. 

 
Figure 6. Exposed to the risk of poverty after social transfers in Hungary from 2005 to 2018, in percent 

(covering all ages and both genders) 

 
Source: Income and living conditions of households, EUROSTAT, SILC, 2019 

 

The value of the quintile share of income was relatively changeable over the entire period from 2005 

until 2018. The highest value was in 2006, 5.5 and lowest in 2010, 3.4 percentage points. In 2018, the 

share of income quintile was 4.4 percentage points, which means that 20% of the population were taking 

on average 4.4 times higher revenue in contrast to the population with the lowest income. 

 Comparing to the one year before, in 2018 the value of the Gini coefficient increased to 28.7, 

i.e. the gap between rich and poor was 28.7%. This level of distribution of income is less than the year 

2006 when it reached 33.3%. Revenues were slightly better distributed among households in year 2010, 

24.1% (Eurostat, 2019). 

 

 

 

 

 

 

 

                                                           
112003: Belgium, Denmark, Ireland, Greece, Luxembourg, Austria and Norway (total of 7 countries). 2004: 7 

countries plus Estonia, Spain, France, Italy, Portugal, Finland, Sweden and Iceland (total 15 countries). 2005: 15 

countries plus the Czech Republic, Germany, Cyprus, Latvia, Lithuania, Hungary, Malta, Netherlands, Poland, 

Slovenia, Slovakia and the United Kingdom (total 27 countries). 2007: 27 countries plus Bulgaria, Romania, 

Switzerland and Turkey (total 31 countries). 2010: 31 countries plus Croatia (total 32 countries).   
12 Repor of OECD, “Society at a glance 2011: OECD social indicators”, 2011. 
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Figure 7. Inequality of income distribution in Hungary 2005-2018 (in %) 

 
Source: EUROSTAT, 2019 

 

 

4. CONCLUSION 

 

 One of the main goals for economic integration of the member states of the EU is common 

progress through the expansion of the European common market, by increasing competition in goods, 

services and factors of production, as well as long-term economic growth. Exports of goods of Hungary 

in 2018 increased by 3 times compared to the year 2000. The data shows that the membership in EU 

had positive affect in terms of foreign trade.Exports (in value added terms) contribute around 48% of 

Hungarian GDP, this is one of the highest in the OECD. With the exception of 2014, Hungary registered 

increase in FDI during 2000-2016. In 2000 the GDP of Hungary was 51,339 million EURO and 

increased to 131,935 million EURO in 2018. Accordingly to this trends, GDP per capita from 5,000 

EURO in year 2000 increased to 13,500 in 2018. The level of unemployment in Hungary was lower 

than in Slovakia and Slovenia, but higher than in the Czech Republic, for the entire period from 2000 

to 2018. The highest unemployment rates were registered after joining the EU, reaching the highest rate 

in 2010, 11.2 percent and lowest rate in 2018, 3.7 percent. In recent years there have been dramatic 

changes in the rate of inflation, not only in Hungary, but globally. In 2008, after the global financial 

crisis began, prices were climbing at an annual rate of about 5% and about 6% in Hungary. But less 

than a year later, prices have dropped by about 2% in Hungary. In Hungary the level of individuals 

exposed to the risk of poverty is low, but is higher than the Czech Republic, Slovakia and Slovenia and 

it belongs to the group of countries with least people at risk of poverty from the countries of the OECD. 

In 2018, the share of income quintile was 4.4 percentage points, which means that 20% of the population 

were taking on average 4.4 times higher revenue in contrast to the population with the lowest income. 

Comparing to the one year before, in 2018 the value of the Gini coefficient increased to 28.7, i.e. the 

gap between rich and poor was 28.7%. 
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ABSTRACT 
 

 Modern technology related to products and services based on knowledge reduces the distance 

between clients and banks which results with focusing on offering of new electronic (online) banking 

products and services. Today, more and more the question is raised: At what stage each of the electronic 

or physical market model is more appropriate for banking operation as a function derived from the 

characteristics of the transaction? The Internet, the quick communication, the coordination and the 

collaboration help banks to cut transaction costs through virtual integration with their clients. Foreign 

banks entry significantly enables information and communication technology (ICT) and know-how 

transfer and introduces new financial products and processes to the local market. Contemporary ICT 

leads to reduction of transaction chains and separation of some of the operational activities of the banks, 

i.e. towards more efficient models of banking operation.   

Primary goal of the paper is to demonstrate why in the contemporary banking operations as a 

result of the foreign direct investments (FDI) and new ICT, commercial banks will prefer electronic 

versus physical offers of products and services and shall try to outsource their basic business activities, 

i.e. utilize services from external operators. The paper deals with the challenges with which the 

Macedonia’s banking sector is faced as a result of the FDI and new ICT, and is particularly oriented 

towards selection of the electronic versus physical transactional banking practices and increased need 

of use of outsourced banking services. 

Analytic and field research was used for the preparation of the paper. Additionaly, surveying 

as well as analysis and synthesis methods have been applied. Internet was used as a major tool to 

approach data and literature. Tables and graphical methods have been employed for visual presentations 

during the research. 

 

KEYWORDS: electronic, online or physical banking system, foreign direct investment, information 

and communications technology, outscoring of banking operational activities 

JEL CLASSIFICATION CODES 

G210, O31, O33  

 

 

1. INTRODUCTION 
 

Basic goal of every bank is to generate higher profit i.e. enable permanent growth and 

development during its operation. The profitability of banking business is the key source in generation 

of capital and basic indicator for quality in the banking management and the strengthening of banks’ 

competitive position on the market. However, today due to ever wider liberalisation and entering the 

foreign direct investments (FDI) both on global financial markets and also on the market in the Republic 

of Macedonia, the competition between banks has increased and the profit margins have declined.  

 By dividing the global world with the unified approach in the banking business and increasing 

level of control of the risk and capital (Basel standards), banks are facing the challenge on how to 

improve their profitability at increased competition, declined margins, taxes and provisions, and 

reduced interest rates. How to achieve higher profits and better performances by taking lower risks? In 
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the world of informational economy, the only solution that banks need to look for is the increase of 

productivity and reduction of transactional costs, i.e. funding and investing in more efficient ways and 

models of banking operations compared to their competitors on the market. 

 The success will be inevitable for every bank that manages to allocate its saved capital in 

flexible instruments that will be used in a multiple manner with which they will reduce the level of risk 

during their decision-making process. In this regard the FDI and new information and communications 

technology (ICT) becomes a very important element in the future development of the Macedonian 

banking sector. 

 

2. FDI INFLOW SIGNIFICANT TOOL FOR ICT AND KNOW-HOW TRANSFER 

 
Today, foreign direct investment (FDI) is one of the most significant forms of international economic 

relations between nations. It can also be seen as a principal factor of production and capital 

internationalization. Foreign investors introduce “fresh” capital and competition, but also provide a 

high-quality contribution to economic transformation processes; this takes the form of transfers of state-

of-the-art technologies, management skills and knowledge, and innovative products. FDI also facilitates 

international commercial integration by easing access to global markets, knowledge, managerial skills 

and techniques. 

          While 2012-2017 FDI levels in central and southeastern Europe countries recorded an overall 

decrease (25% in 2017 compared with the revised 2016 data), countries in Western Balkans managed, 

in spite of gloomy expectations, to attract higher FDI levels during the last decade. Additionally, FDI 

in Europe in the 2018 for the first time in last six years was 4% less than in 2017 caused by a 

considerable 13% decrease in FDI in Germany and the UK, the two largest economies which jointly 

account for around one-third of FDI in Europe. (cf. Bninska, 2019). Several factors help explain this 

gap, declining economic growth across Europe, Brexit uncertainty including non-commercial and 

economic risks; business as well as labour conditions of these countries. Assets sales to dometic 

investors in the wake of disinvestment has also diminished the amount of FDI inflow in the EU-CEE 

region. For example, in Poland UniCredit Bank sold its 32.8% stake in Pekao Bank to the state-owned 

insurance company PZU and the Polish Development Fund. In Hungary and Czech Republic, too, 

foregn equity declined due to state acquisitions or domestic investors. (cf.Hunya, 2018) . 

           Nonetheless, as a result of financial liberalization and market reforms taking place in numerous 

southeastern European countries (including the Republic of Macedonia), FDI rates have improved 

substantially in recent years, particularly in the banking sector. According to the data from the National 

Bank of the Republic of Macedonia (NBRM), the presence of foreign capital in the country has 

increased each year, including the fifteen of its banks. At the mid of 2019, out of fifteen banks in the 

country, eleven were majority-owned by foreign shareholders, whereas only five were majority-owned 

by foreign banks (cf. NBRM 2019 Report). FDI growth in the Macedonian banking system was 

especially notable during 2007, with the acquisition of several smaller banks with excellent potential, 

such as the acquisition of Ohridska Banka AD (Ohrid) by Société Générale s.a. (France), the acquisition 

of KIB (Kumanovo) by the Milestone holding company (Ireland), the acquisition by several Bulgarian 

banks of Internacionalnaprivatnabanka (now Kapital Banka AD Skopje) and Sileks Bank (now Central 

Cooperative Bank AD Skopje). In November 2019 Sparkasse Bank Macedonia (owned by 

Steiermarkische Sparkasse Group and Erste Bank, Austria) became owner of Ohridska Banka AD 

Skopje.   

            Today, since there is prevalence of Macedonian banks in predominant ownership of foreign 

shareholders, for all relevant balance sheet positions (72.7% in the capital and reserves, 72.1% in the 

assets, 80% in credit activity, 79.6% in financial results), two scenarios are possible: foreign banks will 

either introduce new “rules of the game” to bring about new, cheaper, higher-quality and specialized 

products and services to businesses and consumers in Macedonia – or they will embrace and adapt to 

local modes of operation. Both economic theory and the practical experiences of numerous countries 

confirm that FDI can be a driving force of economic development, financial stability, modernization, 

and job growth. However, given that profit generation is the main motive of any foreign investor, FDI 

may also introduce new financial risks and economic instability.  
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          The benefits of FDI entry into a banking sector are not immediately apparent, nor are they equal 

in all countries. To cope with challenges resulting from foreign capital entry, maximize benefits and 

minimize related risks, policy makers need to create and implement transparent, comprehensive and 

efficient investment policies to: 

     • help overcome structural issues present in the banking system (especially high capital concentration 

levels); 

     •  diversify foreign investor entry and the ownership structure of acquired banks; 

     • clearly divide competencies in line with banking regulations in the countries of investment 

destination and origin; and  

     • provide for continuous experience upgrading by taking advantage of lessons learned from 

developed countries’ regulatory authorities (cf. Martinez-Diaz, 2007). 

          It is generally recognized that the entry of foreign banks creates competitive pressure on local 

banks, forcing them to be more efficient and offer lower interest rates. However, studies in countries 

with highly-concentrated and insufficiently-developed banking sectors have shown that foreign capital 

can fail to encourage competition and may even decrease private sector loan issuance. In these cases, 

foreign acquisition of local banks with huge market power merely transfers that power to a new owner, 

and thus profit margins, cost structures, current business strategies and practices remain virtually 

unchanged.  

         It is the high concentration of market power in Macedonia’s banking sector that makes full 

realization of FDI-related benefits here quite unlikely. This high concentration is evidenced by the fact 

that the country’s two largest banks – Komercijalnabanka in terms of assets and Stopanskabanka in 

terms of capital – control over 50% of the local banking market; together with NLB Tutunskabanka, 

they approve more than 70% of all loans in the country.  Namely, as of 30.06.2019 the Group of Large 

Banks13 covers 74.3% of total assets, 74.5% of total credit exposures towards nonfinacial entities and 

78.5% of total deposits of nonfinacial entities. Ongoing process of undertaking ownership structure of 

Ohridska Banka AD Skopje by Sparkasse Bank AD Skopje once again confirm the high concentration 

and lack of competition in the sector (cf. NBRM, 2019). These structural problems can only be 

addressed by strict enforcement of competition policy, by ongoing reforms in the legislative system 

and/or by the entry of a major banking group able to “shake up” the current system. Until then, small 

banks (three banks in Macedonia) will have to recapitalize by selling out to foreign investors or by 

merging with major banks, further exacerbating the problem. 

         Another issue related to maximizing FDI-related benefits is whether their presence influences the 

way local banks handle loans, forcing them to simplify complex loan approval procedures, introduce 

new financial products, and maintain larger-scale and more efficient loan allocation in general. 

Experience has shown that foreign banks focus primarily on consumer lending (e.g., auto loans, 

mortgages) and on the credit card business. Some surveys have shown that, as opposed to local banks, 

foreign banks tend to approve fewer loans to small businesses; others seem to show that local and 

foreign-capital banks do not differ greatly in terms of loan issuance. Hence, it is not completely clear 

whether foreign-capital banks tend to do better or worse when it comes to corporate loan approval. One 

thing remains certain: foreign bank entry enables know-how transfer and introduces new financial 

products and processes to the local market. Both of these features are a necessary pre-condition for 

integrating a market-oriented way of thinking to the activities of local economic agents.  

The final issue accompanying FDI entry to be addressed here, is whether it tends to strengthen the 

country’s banking system, helping avoid and overcome financial crises with more diversified portfolios 

and low costs involved in finding alternative locations for deposits and preventing major capital drains. 

The relevant theory positively answers this question; however, practice has shown that the entry of 

notable foreign banks (depending on their size, business strategies and managerial interests) may instead 

expose the market to larger-scale external and internal shocks. These shocks may be the result of 

                                                           
13The structure of the groups of banks is determined as of June 30, 2019, according to the amount of the assets of the individual 

banks. A group of Large banks consists of five banks (Komercijalna Banka Ad Skopje, Stopanska Banka AD Skopje, NLB 

Banka AD Skopje, Halk Banka AD Skopje, Ohridska Banka AD Skopje) that have assets greater than 32.1 billion denars as 

of June 30, 2019.  
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economic, financial and strategic development of an investor’s country of origin or with an investor’s 

decision to abandon the local market. It is quite logical that major banks – as opposed to smaller foreign 

banks, private equity funds and hedge funds – will maintain longer-term strategies and be more “loyal” 

to the local market in case of a crisis. 

In terms of management structure, increasing foreign ownership can threaten local banks in terms of 

losing the key functions of decision-making and control, including strategic planning and risk 

management. Local supervisors and monetary authorities may have insufficient insight into foreign 

investors’ strategic moves, negatively impacting the country’s financial market. As each type of crisis 

warrants different reactions from local and foreign banks, monetary authorities should encourage the 

presence of a wide variety of both local and foreign banks in the marketplace. 

In light of the above mentioned, it can be concluded that to maximize FDI-related benefits in the 

Macedonia’s banking sector, central government policies must focus on providing continuous growth 

and development in the country, encouraging the operation of a diversified and competitive banking 

system, protecting ownership rights, treating all banks equally (regardless of ownership), strengthening 

relevant legislation, maintaining high-quality auditing standards and their alignment with relevant 

international standards. Maintaining such policies would also contribute considerably to lowering 

investment risk in the country, the primary factor considered by potential foreign investors. 

 

2. ELECTRONIC VERSUS PHYSICAL BANKING SYSTEM  
 

 As a new way of conducting business, the new ICT, particularly the online banking has major 

effect on the routine operational activities such as transactions, payments, crediting and procurements. 

The electronic online banking through the use of computers or through the mobile banking (by the use 

of mobile phones) significantly reduces the interaction costs and leads towards shortening of transaction 

chains and towards separation of some of the banks’ business activities. 

 The research, coordination and monitoring costs that banks and other institutions have with the 

exchange of financial documents, services or ideas are increasingly reduced with the online 

transactions. Through cutting of transactions and processing cost, the number of branch offices required 

for serving the same number of clients is reduced. It is assessed that the implementation of one 

transaction is several times higher in a traditional branch office than the cost for the implementation of 

the same transaction by using the Internet. As a result, in the today's banking the number of banks which 

provide online banking services is increasing. For instance, at Macedonian banks the cost for one 

banking transaction implemented via Internet payment (classic payment via PP30 order implemented 

through KIBS) varies from 7 to maximum 20 MKD whereas at least 20 up to maximum 45 MKD are 

needed for the same transaction implemented via the counter14. 

 In the contemporary banking operation, the following issues are of considerable importance: 

Why commercial banks should prefer electronic offers of their services and products versus physical 

offers? Which are the reasons for division of bank’s business activities when the transaction is moved 

from the physical to the electronic market? 

 The influence of ICT through higher standardization, FDI inflows, information flows and 

increased globalization makes the electronic market a reliable place for transactions. Improved 

information flows and information compactness mean reduction of research and transfer costs and 

increase of exchange. 

 By functioning mostly in legalized monopoly markets, banks have limited opportunities to 

increase their competitiveness only by changing of their prices. Thanks to the implementation of new 

ICT, know-how, the Internet etc., new banking services appeared on the market: ATM, electronic 

money transfer, internet banking, electronic crediting, smart cards, mobile banking and the like. With 

                                                           
14 Doctoral thesis of the author (2014) titled: The impact of the information economy on bank risk management - 

international practices, conditions and prospects in the Republic of Macedonia. 
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their application the opportunity for bigger diversification and increase of competitiveness on one hand 

and potential cost savings on the other force the banks more and more to abandon functions that they 

traditionally had with the classic maintenance of branch offices. The advantage of the cyber branch 

office over physical one is the fact that it is open for 24 hours, it covers the global market and its variable 

costs continuously fall (UNCTAD 2007-2008). Additionally, with the implementation of the 

achievements of electronic banking in their strategies banks can easily adjust to the everyday needs of 

their clients and the technology development. 

 Apart from the cost advantages of the e-novelties in the banking business, the new business 

information systems also require changes in the organizational structure and the functioning of the 

banks. Many empiric researches have confirmed that the computerization decreases the 

communicational cost and leads towards flat and compact organization, i.e. towards reduction of the 

number of hierarchy levels.  

 According to Coase (1937) an entrepreneur experiments permanently with alternative ways of 

organizing of economic activities, aiming to achieve the optimum goals. If the internet can really reduce 

the implementation cost of market transactions, then it is highly probable that only a few transactions 

will be performed internally and physically whereas the majority of them will be taken over by the 

market and will be executed electronically. 

 In order to enter the e-market banks should first ensure that they fulfill all the necessary 

requirements that enable e-banking transactions. Aiming to generate value from the same application, 

it is previously required that banks cover certain costs, such as the programming costs, costs of making 

technology useful in the system of business information, training cost for the employees as well as cost 

for finding business opportunities for the system and the organizational change for its effective 

application. 

 The ability of the banks to apply the new ICT features and know-how from FDI inflow depends 

on the flexibility of the employees and the existing efforts of the bank to innovate. The first step that 

every bank should think of in terms of application of e-banking is to contemplate and determine its 

position with regards to: 

 The position that it has on the banking and financial market, 

 Current and planned developments of the other players on the market, 

 The nature of the services that it delivers compared with the services of its major competitors, 

 The type and the size of risks which it will be faced with and can manage during each operation, 

 The type of clients it attracts and supports (whether or not they have an opportunity to be 

connected with the Internet) etc. 

 Generally, as the e-banking develops and due to the increase of transactional costs for the 

organization of the physical market banks, fail to take the advantages offered by the e-market and in 

doing so to make best use of the production factors. Thus, it is more efficient to perform the transaction 

on the physical market up to the level where the losses and the costs are equal with the marketing costs 

generated if the transaction is performed via the electronic market. The lower adaptation costs (easier 

organizational implementation) as well as the high value changes are significant factors for early 

acceptance of the new architecture. (Bresnahan 2001). 

 
Table 1: Advantages and disadvantages of the development of electronic online banking systems 

  

                       Advantages 

 

      Disadvantages 

 

Financial 

market 

- Increased volume and easy approach to 

information 

- Increased transparency 

- Competition and innovation 

- Increase of the links and economic 

efficiency 

- Long-term gains from net employments 

- Syndrome off bigger flow of 

information 

- Invasion on the privacy 

- Reduction of employment on 

mid-term 
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Bank - Attendance everywhere 

- Increased competitiveness flexibility and 

responsibility towards the clients 

- Reduction of transaction and distribution 

costs 

- Reduction of chain of hierarchy levels 

and values 

- Faster approach the new products and 

services on the market 

- New business opportunities 

- Physical launching and 

maintenance of websites 

- Inability to control the entering 

in the e-banking 

- Reduction of profit margins 

- Security of information systems 

Client - Wide choice 

- Increased quality of services 

- Personalized financial products and 

services 

- Decrease of the theft and fraud risk and 

Inappropriate account management 

- 24/7 approach towards financial 

transactions 

- Quick answers and e-reports 

- Lower taxes and provisions 

- New banking products and services 

- Data misuse and privacy 

compromise  

- Reducing of face-to-face 

contacts  

- Inability for physical check up 

of information correctness 

- Waiting in line to access the 

machines whereas those who 

are not familiar with the 

contemporary technology 

should wait for additional 

assistance 

Source: Summarized by the author 

 

 If a bank is engaged in almost every form of traditional banking the internet and the other 

novelties can really be a threat for the bank. Greatest advantages from the introduction of e-novelties in 

the banking business have only those banks that have restructured their internal processes, hierarchies 

and communications with regards to the demands in the digital environment. In the real world many 

commercial banks, particularly those that have invested money, time and efforts in their traditional 

banking business due to their cultural inertia will most probably oppose to the changes.  

 Usually, it is expected that banks and particularly larger banks which control the market are 

rather cautious in giving up of the market share and the profit margins at least as long as the virtual 

market is not fully created with enough participants to force their entry in it. Additionally, the new ways 

of payments can be sensitive to changes due to the tendency towards lower offers and the need for 

completely different systems that can deliver single financial products to the home of every individual. 

 Due to high costs (particularly with smaller banks) or due to the risk of information leaking 

concerning the technology at bigger banks, some banks will prefer the traditional internal organization, 

especially in the areas in which they possess critical technology. The level of limitations between banks 

and markets as well as the size and degree of integration is highly contagious in terms of system’s 

history and development. As long as the inefficiencies are not too large the old arrangements will be 

preserved. (Licht and Moch,1999) 

  

4. E-BANKING AND OUTSOURCING BANKING SERVICES 

 

 Today, given that the most significant impact of e-banking is to reduce the expenses of the 

mutual activities, in order to increase the efficiency of their activities many banks are forced to abandon 

part of their corporate functions. Namely, banks increasingly tend to allocate part of their services 

(which were previously provided by them), or they tend to purchase those services from specialized 

suppliers (such as: recovery of a claim, call centar, IT systems maintenance, marketing, etc.). The 

advantages of using outsourcing services for their activities (using services from external individuals) 

include the possibility of commercial banks to cut costs, to focus on the essentials, to offer greater 

flexibility and higher quality services to enhance performance, provide easy access to specialized and 

superior expertise offered by external individuals.  
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 The processes of separation of  the business activities, which are result of the application of 

advanced ICTs, bring numerous benefits, but they also bring serious challenges and risks for the banks. 

The risks of outsourcing can be manifested in loss of control of the banks for certain key functions, and 

the possibility of opportunistic expropriation of functions by individuals who offer external services. In 

this regard, banks that outsource face the challenge of increased occurence of the following types of 

risks: reputation, credit risk (country risk) operational, regulatory, strategic (business) risk. Therefore, 

in accordance with the risk theory, according to which every person has a positive attitude towards 

bringing a concrete decision as long as the estimated benefits outweigh the assessed risks, it can be 

concluded that banks will start outsourcing as long as the benefits of such decisions outweigh the 

possible risks. 

 Based on the conducted field research in the Republic of Macedonia, it was found that the size 

of the banks is positively linked with the process of separating the business activities in the banks. The 

bigger the bank, the more it tends to split the business activities. Analyzed by business activities, 

Macedonian large and medium-sized banks perform most of the business activities such as recovery of 

claims, marketing, information technology (creation, maintenance and updating of software programs) 

internally, but at the same time they also outsource those activities. 64% of Macedonian banks have 

declared that they maintain and update the web site for electronic banking themselves in the conducted 

survey, as shown in the diagram below. Only 36% of the banks, primarily large and medium sized, have 

declared that they use outsourcing for the same purpose.15 

 
Graph 1: Using maintenance and updating services of websites for e-banking 

 
Source: Summarized results, based on author’s research 

  

Banks as financial institutions and intermediaries generate revenues mainly through interest 

rates, transaction fees and commissions and through providing financial advices. History confirms that 

the transaction fees and commissions as well as the financial advices are far more stable banking 

revenues. Electronic online banking and other similar innovations that the informational economy 

brings may become a strong mechanism to reduce the prices of financial services having in mind that 

prices comparison is made by clicking, rather than by walking. (Chavan, 2013)  

 The bigger the number of clients the greater the supply and pricing between banks shall be 

whereas the expected minimum price per search shall be lower.  If a large part of the banks publish their 

prices the price differences will be immediately reduced. Garicano and Kaplan (Garicano and Kaplan 

2000) claim that when the risk of adverse selection is large (i.e. when the variation in the conditions 

and quality is bigger), online prices must be lower compared to those on the physical market. As Coppel 

(Coppel 2000) has emphasized, Brynjolfsson and Smith have shown in their papers that online prices 

are about 10% lower and even though they had a very large dispersion, online prices have a tendency 

                                                           
15Doctoral thesis of the author (2014) titled: The impact of the information economy on bank risk management - 

international practices, conditions and prospects in the Republic of Macedonia. 

 

64%

36%

The Bank takes care of itself The Bank outsource the services
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to change very often. Consequently, it can be concluded that as more and more financial products and 

services are subjected to different price rates and as the possibility of price changes rapidly rises, if not 

its level, the e-banking will alter the price structure i.e. the profit sources of banks. 

 According to Stigler (Stigler 1961), even the low search costs for the consumer can disable 

suppliers to keep prices well above their marginal costs on the markets with competitive prices. In the 

case of e-markets, which provide pricing information with almost zero expenses, the profits of banks 

can be significantly reduced which on the other hand will increase the welfare of customers. Even 

though lower profit margins of e-markets can be compensated by the increased volume of customers, 

their reduction can significantly alienate commercial banks from implementing new business models. 

On the other hand, as a result of the information and technological development and the increased 

supply of new banking services, improved management practices and controls, increased separation of 

activities, etc. banks will permanently seek to cut costs and increase profit margins.  

 The reduction of transaction fees will lead towards defensive reactions by competitors that 

engage in e-markets and towards pressure to all of their suppliers or customers to connect to their e-

banking system as a prerequisite for cooperation with them. Internet banking exponentially increases 

the number of registration of new customers i.e. it creates a self-reinforcing cycle, as customers reduce 

their costs and increase their efficiency in doing business online, whereas simultaneously they 

increasingly convince their business partners to do the same. Therefore, it is very likely that asymmetry 

shall occur in the ability of banks to control entries into the electronic market. (UNCTАD, 2007-2008) 

 The advantage of commercial banks that are ready to introduce ICT innovations in their 

strategies is that, unlike their competitors, they buy valuable leadership time in conquering their market 

share. By establishing themselves as market leaders they will occupy a growing part of the profitable 

segments, they will take advantage of the growing learning curve making them the first beneficiaries of 

the online electronic banking systems. Having in mind that e-banking services have the potential to 

reallocate shares in the financial market and to increase the corporate welfare, this may represent an 

opportunity for its early adopters, but also a threat, for those who are late. In accordance with some 

studies, cost advantages of 15-20% shall occur by the first successful practitioners. However, the one-

way nature of externalities i.e. the fact that the experiences of the early users reduce the costs of 

subsequent users, in practical terms, this usually creates an incentive to wait.                                       

 

 

CONCLUSIONS 
 

 In future, many foreign and domestic banks will have the need for financial means to further 

capitalize as a precondition for the application of new technical innovations and implementation of the 

banking (Basel) standards. In this regard, particularly the e-market shall determine the consolidation of 

the banking sector and release of the non-core activities (outsourcing). 

 With intensified integration processes in place and Macedonia’s bid to join NATO and the 

European Union, the country may expect increased FDI inflows and enhanced processes of restructuring 

and market consolidation with the country’s banking system. Whether foreign bank presence will result 

merely in short-term profits or a considerable contribution toward strengthening the country’s banking 

system – including improvement of ICT and know-how i.e. the type and quality of e-services offered – 

will largely depend on relevant policies and regulations enabling and controlling FDI entry to the 

Macedonian market. 

 Challenging for the Macedonian Banks will be how to achieve better performance and higher 

profits by lower risks? The success and profitability of the Macedonian banks will be largely determined 

by their ability and skills to allocate every saved capital in sufficiently flexible multiple instruments 

which will be repeatedly applied and will reduce the risk level in the decision-making process. E-

banking, m-banking and e-cards should be on the top of the bank‘s strategic agenda as innovative tools 

for achieving better banking performance. Active business policies, application of best practices, 

methods and management models of credit risk and capital in particular will be needed in order to 

develop the risk management processes and strengthen the payment systems security.  

 Economy of Scale will be prerequisite for the long-term profitability and sustainability of the 

banks. Aiming to mobilize the capital depending on the banking strategies and the intentions on their 
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shareholders some banks will be able to independently access the organic growth by exploring the 

available cost-effective solutions whereas others are likely to decide to be merged with or taken over 

by other banks. If some banks are not ready to introduce changes and channel their own sale as well as 

to externalize some of their banking activities, other banks certainly will. Banks that do not apply new 

technology on time (due to high initial costs or other technical problems) face the risk of losing their 

clients compared to those who first enter the market. 
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ABSTRACT 

 
Global marketing strategies are essential for global market success. Global marketing is defined as the 

process of adjusting the marketing strategies of own company to adapt to the conditions of other 

countries. If a business chooses not to extend internationally, it can face domestic competition from 

international companies that are extending their international presence. International 

marketing involves the marketing tactics adopted by knowledgeable marketers in different countries 

specific to the markets of those countries. Global marketing, on the other hand is a marketing concept 

which involves the marketing efforts put in for the unique worldwide market (S. Zyman,2000). 

Competing on a global basis allows customers worldwide to be better-informed and more focused on 

the products and services offered. Creating a comprehensive global marketing strategy also allows to 

the company to adapt quickly wherever needed based on customer demands and trends in 

the global marketplace. A company which fails to go global is about of losing domestic business to 

competitors with better products and more value for the customer. This paper explains the global 

marketing in general. Furthermore, importance, problems, and objectives are going to be explained. 

Global marketing is very important for internationalization of the business and preparing a good strategy 

for it. The advantages of global marketing are: reduction to cost inefficiencies and of duplication of 

efforts between national and regional subsidiaries, opportunities to transfer products, brands and ideas 

to other subsidiaries, appearance of global clients, improvement of ties between national infrastructures, 

leading to development of a global marketing infrastructure etc. This paper proves that global marketing 

is more than simply selling a product internationally. It includes the whole process of planning, 

producing, placing and promoting a company’s products in a worldwide market. The research method 

used in this paper is theoretical.  The conclusion in this paper emphasizes that companies engaging in 

global marketing operations are facing number of very important strategic decisions. Globalization has 

become a multifaceted term requiring companies to carefully monitor their markets. 

 

KEYWORDS: International, Global, Marketing, Strategy 

 

 

1. INTRODUCTION 

 
Globalization requires firms to respond quickly in an ever-changing environment and 

necessitates a rapid and accurate response for both internal and external efficiency (Wasilewski, 2002). 

Global marketing involves planning, producing, placing, and promoting a business’ products or services 

in the worldwide market. It is a process of conceptualizing and subsequently conveying a final product 

or service globally. The company aims to reach the international marketing community.  

Global marketing is a specialized skill. If marketing professionals do their job properly, they 

can shift their company to the next level (W.J. Keegan, 2007). For companies that produce and sell 

products and services that have universal demand, global marketing is crucial. Food, smartphones, and 

cars, for example, have universal demand. In other words, people all over the world want and buy them. 

Marketing refers to analyzing the market, finding out what consumers want, and determining the right 

price. Global marketing can be defined as “marketing on a worldwide scale, in different countries, 

reconciling or taking commercial advantage of global operational differences, similarities, and 

opportunities in order to meet global objectives.  

Basically, when a firm sells the same products to the global market, then it is known as Global 

marketing. Companies should sell products which are globally marketed and not customized as per the 

market that are being sold in. Many multinationals have offices abroad in various countries. Currently, 
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with the expansion of the internet, even small organizations can reach a global audience in a small 

amount of time and little investment. Global marketing is defined as the process of adjusting the 

marketing strategies of your company to adapt to the conditions of other countries.  

Of course, global marketing is more than selling own product or service globally. It is the full 

process of planning, creating, positioning, and promoting your products in a global market. Big 

businesses usually have offices abroad for countries they market to. If a business chooses not to extend 

internationally, it can face domestic competition from international companies that are extending their 

international presence. The presence of this competition almost makes it a requirement for many 

businesses to have an international presence. 

According to the research of Dev, Brown and Zhou (2007), the decision to enter into a 

multinational or global market entails an opportunity to take full advantage of the company’s strengths 

while simultaneously benefiting from the market conditions and available resources. Utilizing a specific 

global market strategy that encompasses ways to overcome barriers to entry and showcases the best of 

the organization is essential for company’s success in today’s competitive global marketplace (Dev, et 

al, 2007; Harrell and Kiefer, 1993).  

 

 

2. IMPLICATIONS 

 
Global marketing is never as easy as marketing in the domestic region. There are a number of 

problems that global marketing brings along when any company starts to pursue it. There are a lot more 

dynamics that can be uncertain and challenging compared to the national market. The diversity in 

cultures and political realities in different regions of the world create plenty of obstacles for a company 

trying to market in a new region. Some problems that any company faces when they are pursuing a 

global expansion are: tariffs, administrative policies, diversity, political environment etc. 

In business, companies are always competing with each other to remain the leader in the 

industry. Companies want to have a competitive edge over others in the business. Global Marketing is 

at point, where they need to make some changes to their organizational structure to remain competitive 

in the market. This paper will evaluate the issues and opportunities facing Global Marketing in their 

goal to become a global leader in the industry. First look at the situation Global Marketing is facing, is 

to better understand opportunities and issues.  

The more critical issue for the survival of any global retailer is whether it has its own strategic 

advantages over its competitors to meet the dynamics of domestic and global markets. Expansion into 

a global market strategy is crucial for success because competition is increasing and the overseas market 

creates a profit potential (Moon, 2005). 

The major objectives of international marketing are outlined as follows: to enhance free trade 

at global level and attempt to bring all the countries together for the purpose of trading, to increase 

globalization by integrating the economies of different countries, to achieve world peace by building 

trade relations among different nations, to promote social and cultural exchange among the nations, to 

assist developing countries in their economic and industrial growth by inviting them to the international 

market thus eliminating the gap between the developed and the developing countries, to assure 

sustainable management of resources globally, to propel export and import of goods globally and 

distribute the profit among all participating countries, to maintain free and fair trade. 

Global marketing is defined as the process of adjusting the marketing strategies of each 

company to adapt to the conditions of other countries. Companies evolving towards global marketing 

are actually quite gradual. The first stage has the company concentrating on the domestic side, with its 

activities focused on their home market. Stage two has the company still focusing domestically but has 

exports. By stage three, the company has realized that they need to adapt their marketing geared towards 

overseas. The concentration moves from multinational. Thus, adaption has become crucial. The fourth 

and last stage has the company creating value when it extends its programs and products to serve 

worldwide markets. Definitely, there are no definite time periods to this evolution process ( 

H.P.Bech,2015) 

about:blank


Trends in Economics, Finance and Management Journal, Vol. 1, Issue 1 (2019) 

_________________________________________________________________________________ 
 

59 
 

The research of global marketing was to find out what consumers want and planning how to 

produce those products. However, the term global means doing this task on a much larger scale. Instead 

of finding out what consumers want locally or nationally, the companies should be learning what 

consumers want all over the world. Companies should also learn that in order to conduct the global 

market research, will use a variety of tools such as surveys, trials, and observations, to name a few. 

These tools will help to better understand what the needs are for customers all over the globe. A good 

example is vehicles (M.R.Czinkota,2012). While vehicles are used globally, not all places want the 

exact same vehicle. Customers and their preferences are different all over the world, and so are their 

needs. And in order to meet those needs and actually provide products consumers will buy, the 

companies should use global market research. 

Another importance of global market research is understanding that just like customer needs 

are different, so are the ways to reach the customer. What this means is that some marketing strategies 

work in some countries, while other countries need something more tailored to their area of the world. 

For example, a price for a shirt in the United States may be significantly different than a price for a shirt 

in Germany. Thus, in order to be successful in selling the shirt, global market research can show what 

an appropriate price might be in each country. Gathering enough information is important to learn what 

customers need and what they are willing to purchase. 

 

 

3. BENEFITS OF GLOBAL MARKETING  

 
There are many benefits of global marketing, when it is done right.  

First, it can improve the effectiveness of the product or service. This is because the more 

company grows, the more learns, and become more effective at producing new product or service 

offerings.  

Second, the companies are able to have a strong competitive advantage. It is easy enough for 

companies to be competing in the local market. But there are very few companies who can do so on the 

worldwide arena. Hence, if company can compete in the worldwide market and the competitors cannot, 

the company have become a strong force in the industry.  

Third, while increasing consumer awareness of own brand and product or service through 

the internet, consumers can keep track of the progress in the world. 

Finally, global marketing can reduce the costs and increase the savings. In focusing on other 

markets, the company can attain economies of scale and range by standardizing own processes – not to 

mention the savings when you leverage the internet. (G. Albaum, 2016) 

 

3.1 Global Marketing Strategies 
 

Global marketing strategies are actually important parts of a global strategy. In order to create 

a good global marketing strategy, the company must be able to answer:  

1. “What is trying to achieve on an international market?”  

2. “What are the company’s strengths and weaknesses for that market?”  

3. “How can company counter challenges in the market?”  

4. “What potential will the company have in this market?”  

Moreover, a good global marketing strategy incorporates all the countries from all regions of 

the world and coordinates their marketing efforts accordingly. Of course, this strategy does not always 

cover all the countries but should be applied for particular regions. (W.J. Keegan,  2007) As a whole, 

these two are the most well- known global marketing strategies used by companies expanding 

internationally. 1. Create a consistent and strong brand culture. Creating a strong and consistent brand 

that always seems familiar to customers is a priority for companies growing internationally.  

With the ever-more rising and expanding internet, brand structure has become more of a brand 

culture. To be more specific, it has become more prevalent nowadays that the brand that the company 

supports reflects own culture. It can be damaging if compromises the brand culture. For example, 

Google found out the hard way when it launched a self-censored search engine in China, even though 
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China subjects its new media to government blocks. Google’s brand has been known to make the world 

access information at any time. How can Google set up something in China against its own culture? As 

a result, customer backlash versus Google was substantial. (B.D. Kellor,2009) 2. Market as if there 

were no borders. Due to the proliferation of digital platforms, brands cannot always adopt different 

strategies per country. In a way, due to the internet, companies have to adopt a marketing approach that 

is more or less unified. 

 

3.2 Global Marketing Communications  
 

In order to develop your campaign globally, there are a few things it should be kept in mind: 

Know own Market- As soon as the company decides to extend own marketing worldwide, need 

to have to understand the context of where will be working. Every region has various behaviors and 

norms as it deals with marketing messages; how people would like to be contacted; and what is 

appropriate for that place, and the like. Managers need to make sure that research will explain how the 

market will respond to the marketing strategy, so the company can get much leverage from new market. 

Create a Marketing Plan- Becoming successful worldwide is not merely altering own 

language. Companies need to have to make own global marketing plan consistent with own local 

efforts. Yet it still needs to be customized, according to the regional knowledge. Once the company has 

an insight of the global environment, draft a marketing plan that details the actions. 

First, identify the objectives and goals. As soon as that has been established, to draw a map that covers 

the overall strategy and techniques to attain those objectives. 

Tailor Fit the Approach- Managers must keep in mind that what may have worked for one 

local audience may not translate as well to other foreign audience. Companies need to adapt own 

initiatives to the audience, giving a tailor fit experience. Definitely, what works for one country may 

not work for another. 

Localize Communications- It is not only relevant to know the language and cultural hurdles 

and adjusting your communications for every market, it is also critical to know all the cultural 

references and relevant holidays and events. Companies need to create a more personalized experience. 

 

 

4. ISSUES AND BARRIERS 
  

 The research of Amin and Hagen (1998) denotes barriers to entry for the companies, citing the 

following: Lingley, R 7 IB5013 11 productivity, investment, international trade, political legal 

environment, education and technology among the barriers to global market strategy. They further note 

that strategic alliances, partnership, and cooperation must be central to the global success of such firms 

(Amin and Hagen, 1998). Companies, especially their marketing teams, often face the following issues 

and mistakes when expanding worldwide. These can become hurdles in achieving international success:  

1. Non-Specification of Countries. Many business persons usually think of foreign markets vaguely, 

like they want to shift to Asia or they want to increase their growth by offering their products to Europe. 

It is problematic to take things too simply. Europe can mean the European Union, Western Europe, 

Eastern Europe, and so on and so forth. Consumers always identify themselves at the local level and 

marketing teams have to remember that each country has its own norms, laws, payment types, and 

particular business practices. By being specific in the start, companies can prioritize the markets they 

want to get into, generate a staffing plan, and allocate the budget. These are all important for a business 

to attain its global objectives (P. Kotler, 2014). 

2. No Focus on Internal Information. Companies need to conduct specialized and complicated market 

research when they are going to create a global market entry strategy. They need to consider the 

potential opportunity in the market, how easy or hard it would be for the business to work in that market, 

and how successful you already are in the market.  

3. Lack of Adaptation of Sales and Marketing Channels. Most Western companies think that they can 

go into new markets by doing the same things that brought them success domestically. As previously 

mentioned, it is important to have brand consistency, but differing markets would like particular 
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marketing approaches. Moreover, marketers have to consider at which channels it would be 

best to market, based on market behavior. Hence, the companies need to check which channels 

give you the best results through market research.  
4. No Adaptation of Product Offerings.  Business can only attain a fit between their product and the 

market one at a time. However, more often than not, businesses attempt to launch the same products in 

varying markets. In essence, they are ignoring that they are interacting with a different set of consumers. 

Case in point, if a tech company sells a similar product abroad that it sells domestically and if the new 

customers do not know the advanced features of the product, the company could be in trouble. 

Alternatively, the company should begin with the basic version.  

5. Non-Usage of Local Team Leads. Perhaps one of the usual mistakes companies make in global 

marketing is failing to consider the input of strong and competent employees in their foreign markets, 

especially when establishing strategic decisions. These individuals are significant because they know 

their country and your company. Since one of the biggest issues businesses face when including local 

input is communication, the marketing team must have a system that guarantees that local perspectives 

are gathered and distributed often.  

6. Lack of Knowledge on Global Logistics. Marketers often make use of software that allows them to 

publish website content, send email, publish updates on social media, and accomplish other marketing-

related activities. However, these tools do not always support each market. Marketers have to guarantee 

that they could market to customers in the countries they are entering. They should consider how to 

display the local currency, how to email consumers in particular time zones, and how to support the 

languages of the consumers. Europe is in prime position when it comes to global trade. Europe has 

achieved a strong position by acting together with one voice on the global stage, rather than with 

separate trade strategies. Europe has become deeply integrated into global markets. Thanks to the ease 

of modern transport and communications, it is now easier to produce, buy and sell goods around the 

world which gives European companies of every size the potential to trade outside Europe.  
 

 

5. CONCLUSION  

 
Any company engaging in global marketing operations is faced with a number of very 

important strategic decisions. At the outset, a decision in principle needs to be made committing the 

company to some level of internationalization. Increasingly, firms will find that the presence of a strong 

global logic demands that global marketing must be pursued for competitive reasons and that it is often 

not an optional strategy. Once committed, the company needs to decide where to go, both in terms of 

geographic regions and specific countries.  

Globalization of many industries today is a fact. Some companies have no choice but to become 

globalized; once key competitors in their industries are globalized, other firms must follow. This leads 

to a rethinking of the strategic choices and inevitably will lead to new priorities. Globalization is not 

simply a new term for something that has existed all along; it is a new competitive game requiring 

companies to adjust to and learn new ways of doing business.  

For many companies, survival depends on how well they learn this new game. As we have seen 

in this project, globalization has become a multifaceted term requiring companies to carefully monitor 

their markets. Globalization may occur in several parts of a firm's business and may require different 

responses whether it occurs at the customer, market, industry, or competitor level. As a result, there are 

many types of generic global marketing strategies a firm may choose from, moving the fundamental 

choice away from whether a global marketing strategy should be pursued toward which global 

marketing strategy should be adopted.  

The importance of global marketing is great because it allows companies to increase the 

awareness of their brand around the world, increases their competitive advantage and could even be a 

not so expensive undertaking. When companies begin to offer their products and services on a global 

scale, they quickly learn that it was only their doubt and fear of failure that was holding them back. 
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ABSTRACT  

This paper has an aim to analyze the impact of government expenditures on economic growth in 

Republic of Macedonia during the time period of 2000Q1 – 2016Q4. For this purpose, are used time 

series regression models and the vector auto regression (VAR) research methodology which help to 

identify the influence of government expenditures on GDP. The results of the analysis reveal a positive 

response of GDP to an increase in government expenditure which is in line with the macroeconomic 

theory of expansionary fiscal policy. Still, a reform of the public expenditure structure in the country is 

essential, especially in the share of capital expenditures which needs to be increased because those are 

the ones that refer to investments that drive economic growth. 

KEYWORDS: government expenditures, economic growth, regression models, VAR 

 

I. INTRODUCTION 

 
The GDP growth as an indicator of economic growth itself is a subject of research in numerous 

analyzes and studies especially in recent years as a result of increased state intervention witnessed in 

all countries. A decent percent of these studies results in findings which confirm the positive impact 

that government expenditures exercise on the GDP growth. However, this impact is in bigger extent 

determined by the structure of spending of the budgetary funds, or more precisely by the share of 

productive spending of the budget. 

This research paper aims to explain the effects that government expenditures had on economic 

growth in a small, open economy like Republic of Macedonia during the time period of 2000-2016. 

Prior to the empirical analysis are examined the opinions and findings of different scholars who have 

researched the topic of macroeconomic instruments and their effects on economic growth. Their 

discussions are numerous and ongoing because in some countries the development of proper fiscal 

instruments may lead to sustainable continuous economic growth, while in others these same 

instruments may have different, even opposite effects. 

A large percentage of the studies related to this issue argue that increase in government spending 

can be an effective tool to stimulate aggregate demand in a stagnant economy and to cause crowed-in 

effects on private sector. These economists are known as supporters of the Keynesian theory which 

states that the government could overturn economic breakdowns by borrowing money from the private 

sector and then returning the money to the private sector through various spending programs. As a result 

it is likely to witness increases in employment, profitability and investment via multiplier effects on 

aggregate demand (Chude and Chude, 2013). Therefore, government expenditure, even with a recurrent 

nature, can positively contribute to increases in economic growth. 

On the other hand, scholars like Barro (1990) using the endogenous growth model predict that only 

those government expenditures that account as productive will positively affect the growth rate in the 

long run. Alike Barro, there is another well known economist, Robert M. Solow (1956) known for his 

neoclassical growth model in which he explains that productive government expenditures may have 

impact on the incentive to invest in human or physical capital. However, this impact changes in the 

long-run when the only effect may be caused on the equilibrium factor ratios, not the growth rate, 

although in general there will be transitional growth effects. Increased government consumption will 

about:blank
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crowd out private investment and in short run will diminish economic stimulus while in the long run 

may reduce capital accumulation. 

Тhis paper seeks to shed more light on how the government can best use the spending of its revenues 

for the purpose of promoting economic growth. The reason why this topic and its alongside conducted 

econometric analysis are justified is because proving the main hypothesis of this thesis regarding the 

existence of a causal relationship between GDP and public spending, gives a confirmation of whether 

the public spending in Macedonia is implemented in a way that assures economic growth in the country. 

 

 

II. OBJECTIVES OF THE STUDY 

 
The paper aims to analyze: 

1. The composition of public expenditures in the Republic of Macedonia during the period 2000-2016.  

2. The impacts of public expenditure components on GDP growth. 

 

 

III.      MATERIALS AND METHODS 

 
A significant amount of empirical research has been done on the topic referring the effects of 

government expenditures on GDP growth. However, this research produced conflicting results due to 

the variations in terms of data sets and econometric techniques, as well as from the existence of a wide 

range of potential factors which are interconnected and which may have influence on economic growth. 

This issue can especially be noticed in developing countries such as Macedonia where the impact of 

government spending on economic growth depends upon many factors, such as the efficiency and 

structure of government expenditures, the way they are financed and the overall political platform of 

the government. Therefore, this research paper tries to employ quantitative analysis using different 

statistical techniques in order to closely explore this matter of correlation between government spending 

and economic growth in Macedonia and to produce more concise conclusions. 

Sources of data: The study is based on the following: 

1. Ministry of Finance of Republic of Macedonia  

2. State Statistical Office 

3. National Bank of the Republic of Macedonia. 

Some data are taken also from reports of the International Monetary Fund (IMF) and the World 

Bank. The term government expenditure in this study refers to the country wide budgetary expenditure, 

including the federal government and the local governments. 

 

 

IV. REVIEW OF THE LITERATURE 

 
The correlation between various macroeconomic factors and economic growth as an unsolved 

phenomenon has been in the center of interest of many economists and policymakers since long ago 

and they have struggled to use their skills to find a unitary opinion for this relation. This issue is dating 

from the period of the classical economist Adam Smith, followed by neoclassical economists such as 

Alfred Marshal and Henry Schultz, and many more economists and academicians after them who 

researched this topic, set numerous different theories and raised a large number of questions in their 

research papers regarding the various factors that impact the economic growth in different countries as 

well as in general. 

Most cited researchers on this issue with major theoretical work done on exploring the factors and 

the correlation of various macroeconomic indicators with the economic growth are Barro (1988), Barro 

and Sala-i-Martin (1995) and Devarajan. Barro is best known for the development of the simple 

endogenous growth model of government spending in which he demonstrates that there exists a 

relationship in a negative direction between government consumption and economic growth. A 

simplification of the model can be represented, that is non-deficit budget financed by lump sum taxation, 
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underemphasizes the distortionary effect of fiscal policy. Therefore, the model may overstress the 

optimal level of productive government expenditures on economy (Volkov, 1998). 

Likewise, Barro (1990), (1995) also Kneller et al (1999), empirically proved that productive 

government expenditures positively affect economic growth while non-productive expenditures have 

neutral impact on the growth.  

Devarajan and Vinay (1993) in their study used panel data for 14 developed countries (1970-1990) 

and applied an OLS method, 5-year moving average. Different functional types of expenditures were 

assigned as explanatory variables (health, transport, education, defense, etc) and it was discovered that 

some of these variables like health, transport and communication have significant and positive impact 

on growth while others like education and defense have significant and negative impact on the growth. 

Ramayandi (2003) measured the impact of government size (in terms of the spending) on economic 

growth in Indonesia over a period of thirty years. In order to examine the relationship through the years, 

the author used a sample of time series data and applied the co-integration and error correction methods. 

The author used Barro’s endogenous growth model in which he classified the expenditures as 

productive and unproductive. As it is usually the case in economic theory, the results of the study 

showed negative effects of the unproductive expenditure on the economic activities. However, the 

surprising part was that productive expenditures in Indonesia also showed negative effects on economic 

growth which contradicts to the statements of economic theory. These findings, according to the author, 

were result of the inefficient management practices concerning the distribution of government budget 

means in Indonesia during this period of 30 years observed in the study. 

Chamorro (2010) analyzed the effects of government expenditure on total and on disaggregate level 

in low and middle-income countries around the world for the period of 1975-2000. In his study he used 

the endogenous model and the Arellano and Bond (1991) GMM technique for estimation of the impact 

of different expenditure components on the economic growth. The findings differed in their direction 

of impact, thus public spending on education, transport and communication showed positive effects on 

growth, findings of the effects of spending on economic affairs showed negative reactions on the 

growth, while government expenditures on health and defense exhibited no significant relationship with 

economic growth. 

Saad and Kalakeck (2009) explored the effects of government expenditure on economic growth in 

Lebanon using annual data for the time period of 1962-2007. The analysis was done on a disaggregated 

level of expenditures divided by sectors using the endogenous model and Vector Auto Regression 

analysis. The findings suggested positive effect of the government education spending on economic 

growth in the long run and a negative effect in the short run. The public expenditure on agriculture did 

not show any effects on the economic growth in both time periods, while government expenditures on 

health and defense illustrated negative impact on the growth only in the long run. 

Despite the plethora of studies worldwide on the issue of the public expenditures effects on 

economic growth, there is still not enough research done on this topic in our domestic empirical 

literature. It is also important to mention that compared to the existing domestic literature, this paper 

goes further by giving an empirical analysis not only on effects of the public expenditures on aggregate 

level, but also on a disaggregate level analyzing the separate effects of all the components of the public 

expenditures over the GDP in Macedonia. Following are given descriptions of two of the recent 

domestic empirical studies done on this issue. 

Josevska (2016) in her doctoral thesis explored the causal link between government expenditures 

and GDP for the time period of 2005-2015 with quarterly data in million denars. The author uses Vector 

auto regression as well as the Granger Causality test for the empirical analysis of this relationship. The 

findings revealed that there exists a Granger causality connection between government expenditures 

and GDP in both directions, that is, government expenditures significantly and positively affect the 

economic growth shown through the GDP, but also GDP has an influence on the government 

expenditures. 

Kurtishi (2013) looked closely the budget revenues and expenditures, budget balance and public 

debt and compared them to the fiscal position of Macedonia using the GMM technique and the (S)VAR 

method for the period 1997-2011 using quarterly data. The findings showed that increase in government 

expenditures has a positive initial impact on economic activity, while in the medium-term effects 

become negative.  
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V. GOVERNMENT EXPENDITURES IN THE REPUBLIC OF MACEDONIA 

 
Republic of Macedonia is a small, open economy with a population of 2.1 million. It is a landlocked 

country with a GDP per capita recorded 5093.84 US dollars in 2015 which means that it belongs to the 

group of upper middle income countries. According to the real GDP per capita growth in PPP terms 

which is measured 3.7 percent in average between 2006 and 2014, Macedonia takes the second highest 

place among the countries of South East Europe (SEE6) and far above the EU28 average rate of 1.4 

percent.  

In 2005, Macedonia was the first SEE6 country to gain EU candidate country status, but unlike its 

neighboring countries, it still has not started with accession negotiations for entering the EU family, 

partly due to its name dispute with Greece. Yet, EU accession remains the main anchor of the 

Macedonian reform agenda. 

Macedonia’s size of government compares favorably to most upper middle income countries at the 

same level of per capita income. Its low government spending measured annually on average of 34.5 

percent of GDP between 2006 and 2013, was significantly below EU and SEE6 averages. 

Fiscal policy in Macedonia, over the period analyzed in this study from 2000 till 2016, has evolved 

in three phases. During the first phase the government was struggling to find a balance between 

maintaining prudent fiscal policy and confronting economic crisis. The second phase was characterized 

by the fiscal stimulus that the government used in order to encourage economic growth as the external 

environment was still weak from the economic shocks. The third and current phase is marked with large 

infrastructure investments as a central role in the government fiscal policy. 

The changes of government revenues and government expenditures for that period are shown 

numerically in Figure 1 representing the fluctuations of the total government revenues and total 

government expenditures through the years. 

 

Figure 1: Government revenues and Government expenditures on an annual level for the time period of 

2000 – 2016 

 

Source: State Statistical Office of the Republic of Macedonia 

 

The figure shows that from 2003 to 2008, the trends of both revenues and expenditures were almost 

the same. In 2008, their paths separate and the total government expenditures exceed the total 

government revenues with an even bigger difference gap in the years to come.  
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Figure 2 shows the structure of government expenditures in percentages for year 2016, from where 

it can be clearly seen that the main spender of the government budget are the transfers. Next are the 

expenditures for wages and allowances, then the capital expenditures and the spending on goods and 

services, while smaller portion of the budget is spent for interests.  

 
Figure 2: Structure of government expenditures in Macedonia for the year 2016 

 
Source: Ministry of finance 

 
The expenditures composition in Macedonia is broadly aligned with the government’s strategic 

objective, that is, boosting up economic growth by attracting foreign investors, improving the 

competitive position of the country though business reforms and infrastructure development while at 

the same time improving the quality of the life of farmers by giving them subsidies and protecting the 

poor with the social assistance programs. This vision is visible in the recent budget allocations and is 

reflected in increased pension spending, agricultural subsidies and lower taxes, unlike the under-

execution of capital spending which is definitively not in line with this vision. What is more important, 

these investments may have contributed to short-term job-creation and may have increased economic 

growth in 2013 and 2014, but it can be clearly seen that both the economic and social outcomes from 

these amounts of investments could have been optimized if there was made a right prioritization by the 

government for the projects with high growth potential and social impact. 

 

VI. METHODOLOGY AND EMPIRICAL FINDINGS 

 
With the aim of analyzing this issue empirically, the OLS approach was applied to estimate the 

regression equation and present the model that analyzes the impacts of government expenditures on 

economic growth. As dependent variable is considered real gross domestic product as a representative 

of economic growth, and as independent variables are taken the components of total government 

expenditures i.e. the wages and allowances, goods and services, transfers, interests and the capital 

expenditures. Prior to the regression model, a unit root testing using Dickey-Fuller (DF) and Philip-

Perron (PP) tests was applied to check the level of stationarity of the data in order not to have 

meaningless estimations. Based on the results of these tests, only the goods and services variable is 

stationary whereas, all the other variables are non-stationary in their level, but they are transformed to 

stationary by taking the first difference. After the OLS method which is a static model, a long term 

analysis was also made using dynamic models like VAR and the Granger Causality test for better 

observation of the linkage between government expenditures and real GDP. 
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Firstly, is given the graphical representation of the secondary data gathered from the Ministry of 

Finance of RM for total government expenditures along with the pattern of the real GDP growth in 

Macedonia for the time period 2000-2016, prepared in EViews. 

 

Figure 3: Graphical representation of data for government expenditures in Macedonia 

 

Source: Author’s calculations 

According to the movements of the data in Figure 3 it can be seen that the RGDP follows the 

fluctuations of government expenditures in the same direction indicating a causal relationship between 

these two variables.   

The positive relationship from the graphical representations can also be seen in the results of the 

regression models showing that capital expenditures are with positive sign and indicating a significant 

and positive relation with real GDP growth (Table 1). 

Table 1: Results for government expenditures with various specifications 

Variables Model 1 Model 2 Model 3 Model 4 Model 5 

D_lnTEXP_sa 0.1262 

(2.83)*** 

    

D_lnCAPEXP_sa  0.0671 

(5.06)*** 

0.0743 

(5.99)*** 

0.0838 

(6.45)*** 

0.0846 

(6.35)*** 

D_lnWA_sa   0.2594 

(3.86)*** 

0.3049 

(4.28)*** 

0.3001 

(4.10)*** 

D_lnTRNS_sa  

 

 0.0039 

(0.25) 

0.0097 

(0.64) 

0.0099 

(0.65) 

D_lnINTEREST_sa    -0.0136 

(-1.07) 

-0.0135 

(-1.06) 

GS_sa     

 

-0.0063 

(-0.33) 

_const 0.0042 0.0049 0.0021 0.0039 0.0548 

R2 0.1095 0.2827 0.4196   0.4739 0.4749 
Source: Author’s calculations 

Note:  The notification *** denotes 1% level of significance (p < .05). D-means first difference and _sa 

- seasonally adjusted time series 
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The variable wages and allowances is also with a positive sign and statistically significant in all 

model specifications, whereas transfers, interests and goods and services resulted statistically 

insignificant. 

The linear model equations are the following: 

lnRGDP𝑖 = 0.0049 + 0.0671𝑙𝑛𝐶𝐴𝑃𝐸𝑋𝑃𝑖 + 𝜀𝑖 

lnRGDP𝑖 = 0.0021 + 0.0743𝑙𝑛𝐶𝐴𝑃𝐸𝑋𝑃𝑖+ 0.2594𝑙𝑛𝑊𝐴𝑖 + 0.0039𝑙𝑛𝑇𝑅𝑁𝑆𝑖 + 𝜀𝑖 

lnRGDP𝑖 = 0.0039 + 0.0838𝑙𝑛𝐶𝐴𝑃𝐸𝑋𝑃𝑖 +  0.3049𝑙𝑛𝑊𝐴𝑖 + (−0.0136)𝑙𝑛𝐼𝑁𝑇𝐸𝑅𝐸𝑆𝑇𝑖

+ 0.0097𝑙𝑛𝑇𝑅𝑁𝑆𝑖+𝜀𝑖 

lnRGDP𝑖 = 0.0548 + 0.0846𝑙𝑛𝐶𝐴𝑃𝐸𝑋𝑃𝑖 + 0.3001𝑙𝑛𝑊𝐴𝑖 + (−0.0135)𝑙𝑛𝐼𝑁𝑇𝐸𝑅𝐸𝑆𝑇𝑖

+ 0.0099𝑙𝑛𝑇𝑅𝑁𝑆𝑖 + (−0.0063)𝛽1𝑙𝑛𝐺𝑆𝑖 + 𝜀𝑖 

where RGDP is real gross domestic product with constant prices in time i; c is the constant; TEXP – are 

the total government expenditures; WA are the wages and allowances; GS is for spending on goods and 

services; INTEREST is the spending used for paying interest; TRNS – the transfers; CAPEXP – are the 

capital expenditures; 

With ‘𝜀’ is presented the error term, or stochastic factor that is supposed to be with zero conditional 

mean and constant variance, i.e. 𝐸(𝜀𝑖) = 0 for each period i. All the data are transformed into 

logarithms. 

The positive correlation between real GDP and government expenditures can be noticed also from 

the scattered plot graph in Figure 4 where it is obviously seen that there is a goodness of fit among the 

actual observations and the model's predictions.  

Figure 4: The relationship between real GDP and government expenditures in a scattered plot graph 

 

Source: Author’s calculations 

In order to further investigate the possible long run relationship between government expenditures 

and real GDP an unrestricted VAR model is performed. The first thing to find is the optimal time lags 

for these two variables, so based on Akaike Information Criterion the study considers 4 lags in this 

analysis. Regarding the regression results of VAR model, at least one coefficient of lags of government 

expenditures was found to be statistically significant, implying that there exists a long run relationship 

between government expenditures and real GDP.  
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Figure 5: Graph of the model unit roots for government expenditures 

 

Source: Author’s calculations 

Figure 5 which is a graph of unit roots of the model for government expenditures shows that all 

roots are less than one and they lay within the unit circle. This indicates that the estimated VAR is stable 

and stationary.  

In order to define the direct and bidirectional relationship between the government expenditures 

and the GDP, the Granger causality test was applied. The first specific hypothesis that government 

expenditures do not Granger cause GDP can be rejected, meaning that if the level of government 

expenditures increases, the GDP will follow. The second hypothesis that GDP does not Granger causes 

government expenditures can be accepted, meaning that the GDP does not influence government 

expenditures and a change in GDP does not cause any change in government expenditures. 

 

Table 2: Granger Causality Wald Tests on the correlation between government expenditures and real 

GDP 

Pairwise Granger Causality Tests 

Date: 04/18/17   Time: 22:44 

Sample: 2000Q1 2016Q4  

Lags: 4   

    
    

 Null Hypothesis: Obs 

F-

Statistic Prob.  

    
    

 TEXP does not Granger Cause RGDP  63  4.49414 0.0033 

 RGDP does not Granger Cause TEXP  1.91414 0.1213 

    
    Source: Author’s calculations 
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VII. CONCLUSION 

 
The aim of this paper was to examinethe government expenditures effects on GDP growth in the 

Republic of Macedonia. From the results of the OLS approach it is found that government expenditures 

positively affect the economic growth of the country. Based on the VAR results at least one coefficient 

of the lags of government expenditures is statistically significant meaning that there exists a long term 

relationship between government expenditures and GDP. The findings of the causality test indicate that 

GDP does not seem to induce government expenditures but government expenditures seem to induce 

GDP. All these results are in correspondence with the macroeconomic theory of expansionary fiscal 

policy meaning that higher government spending indeed has a positive impact on the economic growth. 

This suggests that the positive correlation of fiscal policy and economic growth movements stated in 

the Keynesian theory is the case for the economy of the Republic of Macedonia.  

The results of this study compared to previous research studies done on this topic in Macedonia, 

such as the studies of Josevska (2016) and Kurtishi (2013), coincide between each other, taking into 

regard also that Kurtishi states that this positive relationship between expenditures and economic 

growth is only on a short term basis, after which it becomes negative.  

Based on the generated results, the study recommends the future policy makers to reduce the current 

expenditures and increase the government spending on capital productive expenditures in order to boost 

the economic growth. Instead of wasting the budget funds for meeting non-productive expenditures 

which have no significant impact on the economic growth and are just putting additional pressure on 

the paid balance of the country, the government should make the most of its revenues by investing in 

productive purposes which are beneficial for improving the infrastructure, health and education. Capital 

expenditures have to be reoriented from commercial projects to public infrastructure projects such as 

transportation, communication and utilities. This will encourage private investors to invest more and 

eventually the level of employment and economic growth will also increase.  
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ABSTRACT  

One of the most influential and powerful trends in the modern-day management is considered to be the 

practice of outsourcing. This practice comprises in itself several processes and functions such as 

financial economies, access to technology by reaching sophistication and expertise as well as the 

competence to seek improved and measurable levels of services. This research elaborates the 

outsourcing opportunities in the Balkan region in general but it focuses more on three states such as 

Bulgaria, Romania and North Macedonia. Additionally, the paper touches a range of good points and 

core issues related to the establishment of outsourcing possibilities and the participation of the Balkan 

countries companies into such practices. Moreover, an insight of why European companies should 

choose Balkan states as the destination for outsourcing is given for each Balkan country mentioned 

above (Bulgaria, Romania and North Macedonia). Special stress is put on the predispositions and 

benefits associated with the realization of outsourcing facilities implying that international outsourcing 

generally has a positive impact on the organizational performance and competitiveness enforcement in 

the companies within the region.  

KEYWORDS: youth, outsourcing, human resource development, services, procurement.  

 

1. INTRODUCTION 

 Outsourcing has appeared in the contemporary business environment several years ago and it 

does not represent a new phenomenon so far. Initially firms began with the production relocation sites 

to the states with lower labor costs indeed, it has been extensively used to cut cost and improve strategic 

focus. In the 1970s almost, all production related to electronics was manufactured overseas. Not leaving 

aside call centers that first appeared in India to answer customers concerning the goods and services of 

international companies in the US. This was followed by outsourcing and accounting services and 

transactional as well, beginning with payroll and flourishing towards more complicated responsibilities. 

Today we have companies that outsource majority of their back-office activities, and seek help from 

outside to make easier and faster the organizational change as well outsource customer service 

management, reshaping organizational boundaries while their top stuff concentrates on the key areas of 

their business. Balkan countries are no different. They are growing with more companies realizing the 

benefits of outsourcing; the market for shared services has become increasingly competitive. As 

providers of outsource services Balkan region states are searching for new ways to differentiate 

themselves by constantly expanding the services and improvement of their quality. In Balkan countries, 

as all over the world information technology is a field in which outsourcing has been widely practiced. 

The omnipresent influence of business computing resulted in considering information technologies a 

central part of daily operations and the answer to competitive success. However, in today’s high-speed-

paced business milieu, a single organization finds it difficult or impossible to comprehend, establish 

and implement every IT-related service required to prosper. Therefore, companies aggressively seek 

external service providers to get hold of required services at lower costs. 
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2. WHAT IS OUTSOURCING?  

 The recent practice of most businesses to hire a working force outside the organization to 

conduct services which habitually were conducted within the organization (by the company’s own 

employees) is defined as outsourcing. Why companies do this? A typical reason is to save money 

because sometimes to hire one own employee is more expensive than to charge for a third-party provider 

of that particular service. Among jobs that are more frequently outsourced examples of jobs that are 

outsourced vary from customer support, manufacturing, payroll and human resource services. In 

addition, there are instances when companies outsourced the entire customer service call centers to third 

party organizations, which are usually found in locations with apparently lower costs. Outsourcing has 

received positive and negative remarks in many countries. The supporters of this practice state that it 

created lots of advantages for the businesses and organizations to allocate the most efficient and 

effective resources and it also contributes in preserving the character of free market economies on a 

global level. On the other hand, there are argues that outsourcing has actually diminished or reduced 

domestic job opportunities especially in textile industry or manufacturing (Investopedia).  

2.1. Global Outsourcing Trends  

 Historically the increase in outsourced services in the market consumption has been widely 

driven by costumer expansion for mature functions such as Information Technology, Human Resources 

Management, Procurement and Finance and Accounting. Innovations and technological advancements 

like cloud computing, business process as a service then mobility all are kind of changing the game as 

the customers and final users seek higher quality of content and service. Most of these advancements 

are having tremendous impacts on the outsourcing trends especially those that remove the barriers. 

Additionally, companies are continuously looking to diversify the service deliveries by taking into 

consideration locations which have image and reputation for greater service quality and less cultural 

barriers. In other words, states with well education levels of technological workforce, language 

advantages, stable technological infrastructure and stable currency are among the countries more 

favorable for outsourcing (Mclvor, R. 2005). Deloitte (2014) has provided a good summary survey on 

international outsourcing and when respondents were asked to what extent the following technology 

advancements will influence your decisions regarding outsourcing opportunities they answered as 

below: 

Figure 1. Technological Advancements Influencing Outsourcing Opportunities 

 

 

 

 

 

 

 

 

 

Source: Deloitte 2014 
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So, from the table above we can see that over %60 of respondents think that enterprise mobility, virtual 

desktop, business process as a service and cloud computing will contribute to the increase in 

outsourcing. 

Figure 2. Outsourcing Opportunities in Developed, Developing and Emerging Countries 

 

 

 

 

 

 

 

 

 

Source: Deloitte 2014 

The figures and data shown in the above-represented graph point of to the location strategy as a driver 

for change and growth for most developed outsourcing destinations, developing as well as the 

opportunities for emerging markets with low labor cost receive attention lately. 

 2.1.1. Information Technology 

 As mentioned before, one among the most outsourced services as surveyed globally by Deloitte 

in 2014 is Information technology. The figure below clearly shows that with over 60% of the total 

sourcing market is covered by IT.  

Figure 3. Sourcing Market Covered by IT 

 

 

 

 

 

 

 

 

Source: Deloitte 2014 
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2.1.2. Human Resources Management  

 Next component Human Resources Management where the percentage of current outsourcing 

especially for call center management is over 43% while the percentage of the service planned to 

outsource in the future is HR administration. 

Figure 4. Current and Planned Outsourcing in HRM 

 

 

 

 

 

 

 

 

 

 

  

 

Source: Deloitte 2014 

2.1.3. Procurement 

Figure 5. Current and Planned Outsourcing in Procurement 

 

 

 

 

 

 

 

 

Source: Deloitte 2014 
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Consequently, the procurement outsourcing marketplace is still increasing and offers good opportunities 

for firms that seek additional cost reductions. Created and purchase orders from the above displayed 

figure are with the grates percentage 27% for current outsourcing while 38% of respondents plan to 

outsource the service for conducting spend analysis and external benchmarking. So, the resulted from the 

survey in this component reflect a higher adoption for transactional services. Even though the increase 

has been slow it continues to raise rapidly the interest for outsourcing procurement services.  

2.1.4. Finance and Accounting 

Figure 6. Current and Planned Outsourcing in Finance and Accounting 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

Source: Deloitte 2014 

30% of respondents expect to outsource additional services across all related areas of finance. Whereas 

as a current preferred service, with 50%, is travel and entertainment. In the future respondents plan to 

shift outsourcing in billing with 34%. Now I will provide some general figures for all countries (not 

specifically for Balkans) obtained by a research undertaken by Statistic Brain – Research Institute 

(2015) regarding job overseas outsourcing statistics.   
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Data for job outsourcing statistics: 

Table 1. Job Outsourcing Statistics 1 

 

 

 

 

 

 

 

Source: Statistic Brain 2015 

Among the top careers at risk for outsourcing as estimated by wages lost and jobs lost in 2015 are the 

following, displayed in the table:  

Table 2. Job Outsourcing Statistics 2 

 

  

 

 

 

 

Source: Statistic Brain 2015 

Percentages of companies that outsource by sector are listed in the table below: 535 manufacturing, 43% 

IT services, Research and development with 38%, distribution 26% and call centers 12 %. 

Table 3. Percent of Companies that Outsource by Sector 

 

 

 

 

Source: Statistic Brain 2015 
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Another interesting fact regarding the reasons why companies outsource will be on the next table where 

we can see that with percentage of 44 (greatest %) firms outsource to reduce or control costs, whereas 

with the lowest percentage of 9% is rated for reducing tome to markets.  

 

Table 4. Reasons Why Companies Outsource 

 

 

 

 

 

 

 

Source: Statistic Brain 2015 

Finally, the figures provided by Statistic Research (2015) on the question what leading economists think 

about job outsourcing, were a little surprising to me personally when I saw hat 89 % believe it hurts the 

economy, 17% helps the economy, 10 % has no effect and 4 % have stated for not being sure: 

Table 5. Economists and Job Outsourcing 

 

 

 

 

 

Source: Statistic Brain 2015 

However, a general picture given above for overall outsourcing gives us clear insight and understanding 

that it improves for better and continues to assess market dynamics. Further on, the focus of this project 

will shift to the reasons and outsourcing opportunities in Balkans in general and then narrowing the 

information concerning outsourcing figures to three Balkan states such as Bulgaria, Romania and North 

Macedonia as attractive and promising locations where outsourcing services could be provided. 

3. FIVE CRUCIAL REASONS TO OUTSOURCE IN BALKANS 

           The increasing trend of outsourcing of contact centers made the companies explore and find new 

locations with unexploited resources. Statistically, according to a deep analysis conducted by Colliers 

International in 2014 concerning the firms located in Central and Eastern Europe found out that 30% of 

the top 100 worldwide outsourcing organizations are already present within the region of Balkans. 

According to Call Communications.eu 2014 study - 2.8 million seats around Europe represent contact 

centers whereas those occupied in outsourcing practices achieves the number of 3.8 million 67 billion  
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euro and the economic influence. Additionally, the market of outsourcing practices reaches 17.9 % of the 

industry of outsourcing in this region, increasing at a rate of 3.6 percent per year. So, as we can see the 

Balkan countries, are becoming a solid destination where other companies can outsource services, same 

as their neighbors. An annual report research, done by Tholons for the 2015 showed that Bulgaria and 

Serbia among the top 100 destinations to outsource. Moreover, according to a Research Institute- Statistic 

Brain Bulgaria and Rumania Are among the top 20 countries rated as most attractive to outsource. So, 

from these trends shown lately, we can conclude that the Balkan countries are gradually climbing up the 

lists in the outsourcing industries. Below are the five reasons presented by Nikola Spasov - a Managing 

Director at Rating Agency on justifying why these countries represent attractive locations to outsource:  

3.1. Cost-Effective Destinations 

         To outsource a call center has demonstrated cost effective solution to organizations which try to 

avoid the expenses of establishing an in-house department. So, for the sake of a cheaper cost base, Western 

European companies grab the chance of reducing the costs by contracting a call center in the Balkan region 

and the fact that Western European companies gain the opportunity to further lower the costs of 

contracting a call center partner due to the cheaper cost base of this region. This fact is shown in the current 

studies which demonstrate that many organizations from the Western Europe manage to reduce their costs 

up to 50% when outsourcing in the Balkans.  

3.2. Multilingualism 

        Balkan region has always been known for the various ethnical populations speaking different 

languages. Moreover, besides their native languages a usual student in Balkan region studies two or in 

some cases even more than two foreign languages with the English as e priority while German and French 

as a second language in their list. If these languages are not obligatory they are strongly recommended to 

every student. This in turn makes interested companies to outsource in Balkans, more inclined to find an 

agent who would be linguistically competent and break the barriers when communicating with clients and 

customers from various countries. 

3.3. Suitable for Middle and Small-Sized Companies 

       Call center firms in Balkans usually give job to a relatively small number of people, this is an 

indication of lower number of clients receiving the highest levels of attention. For Western Europe small 

and middle-sized organizations, this is very convenient because they won’t worry regarding whether they 

will receive full attention and devotion. They will assure that their demands will without doubt receive the 

required care.  

3.4. Educated, Skillful, and Competitive Workforce  

         Countries in Balkans have emerged and grown to a highly competitive workforce, especially in the 

field of IT. One example is in the area of IT services. In the near future it has been supposed that the staff 

educated in IT services in these countries will bring a dramatic increase in the IT service outsourcing in 

the outsourcing market worldwide. This demand has been fulfilled due to the changes implemented in the 

field of education which in turn resulted in a skillful force of work with precious abilities. 

3.5. Migration to and Cultural Similarities with Western Europe  

         Another reason that makes Balkans attractive for companies to outsource is the geographical position 

they possess. In the overlapping time zones or similar zones, Balkan countries are close to Western 

European countries such as Germany and many other European countries around. This clearly explains 

why outsourcing to these countries highly increases efficiency of time and decreases cost for the late-night 

shifts. In addition, as mentioned above, Balkan agents learn Western languages in their education.  

However, this is not all. Based on their targeted language they improved their level of language proficiency 

by going for either simple visit or to work in that particular EU country. For instance, Nikola Spasov 
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allude that around 40%the agents in his contact center have worked for at least three years in any Country 

in Western Europe. So, these flavors of linguistically advanced and cultural familiarity with various 

environments they have worked make easy the business communication and give prosperity to the 

companies. 

 

4. BUSINESS PROCESS AND INFORMATION TECHNOLOGY OUTSOURCING 

         The emerging worldwide Business Process and Technology Outsourcing (BPTO) market, as a result 

of a 25% growth rate per year, offers several opportunities for economic prosperity to the Western Balkan 

countries. Even though India grasps the 60 % of this market share, the Balkan countries in West represent 

powerful competitors in three categories such as call centers, software development and back office has 

emerged as a strong contender in three segments: software development, back office progress as well. 

This attracts BTO providers to a great extent (The facts shown in the figure below are estimated before 

the 2010). 

Figure 7. Fast Facts about Outsourcing 

 

 

 

 

 

 

 

 

 

 

 

 

5. BULGARIA 

5.1. Bulgaria One of the Top Outsourcing Destinations 

         AT Kearney Global Services Location Index for the year 2014 Bulgaria appears as a country with 

10% flat tax rate which makes it as one of the best locations for outsourcing to Balkans placed among the 

top 10 countries attractive to outsource. A reason for this is that in Bulgaria are located great global and 

advanced local companies such as IBM, HP, SAP and Ubisoft. 
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Figure 8. Bulgaria One of the Top Outsourcing Destinations 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: 2014 AT Kearney Global Services Location Index 

However, in the recent study conducted by the Research Institute- ‘Statistic Brain’ Bulgaria moved up to 

the ladder becoming the fourth in the list of top 20 countries internationally rated as most attractive to 

outsource. 
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Table 6. Top Rated Outsourcing Countries 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Statistic Brain Research Institute 

            

The rapid flourishing of Bulgarian outsourcing industry is result of constant development in different 

sectors they experienced lately, due to the penetration of global companies into the country. In the last 10 

years, IT companies acquired a revenue growth of 600% and the software industry only comprised 1.74% 

of the Bulgaria’s GDP. In addition, the most energetic, dynamic and fast-growing sector in outsourcing. 

This industry had a growth of 13.7% in 2014 when compared with figures of 2013 coming to represent 
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3% of the GDP. Moreover, 33 000 and more youngsters were given extraordinary opportunities for 

professional growth and building career in 2014. Further than this, a report from the middle year of 2015 

of Invest Bulgaria Agency showed that the number increased to 41 000 people. The success of Bulgaria 

in outsourcing does end here. On October 8, 2015 in Lisbon, was held The Award Ceremony (European 

Outsourcing Association Awards (EOAA) 2015) where the success and achievement of outsourcing 

service providers and purchasers who have shown outstanding practices in pan European Outsourcing was 

celebrated. In the group category, “Off shoring Destination of the Year” together with South America and 

Latvia, nominated was Bulgaria as well. The following paragraph is what Stefan Bumov-chairman of the 

Bulgarian Outsourcing Association said related to the award: “The award is recognition for the 

outsourcing industry development in Bulgaria and that our country is a world class business destination. 

This is an award for the Bulgarian State and recognition of the human capital and good business practices 

in the country, of the stability and development prospects of the Bulgarian business sector.” (Source: 

Bulgarian Outsourcing Association, outsourcinginbg.com). 

 

6. ROMANIA 

6.1. Bulgaria is not the only Powerful Contestant in Outsourcing in Balkans: Romania is, 

as well 

         The position of Romania makes it a good international competitor. Romania is well positioned to 

compete internationally. Almost all students with 95.4 % study English language. Next, the greatest labor 

pool in Southeastern Europe, with over 9 million workers increasing every day, is thought to be in 

Romania. Out of 300 000 youngsters that graduate each year 4000 specialize in IT. Having into mind the 

fact that the demand of IT specialists worldwide increases this makes Romania even more attractive place 

for outsourcing and FDI too. Even though inflation and GDP growth in the country resulted in more 

expensive life, it still represents one of the cheapest locations from all Europe for setting up a business, 

also because of its relative stability in political arena. Other factors that add in making Romania attractive 

outsourcing destination: – Cultural proximity in the way of doing business and geographical (flights of 1-

2 hours) to Western Europe countries made easy the ties between vendors and customers when compared 

to other offshore locations – Powerful propensity for multilingual competences – Well-informed, devoted 

and experienced workforce in IT – Academic eagerness to back lofty demand in talent pool permanence 

– A relatively good price-quality ratio – Being EU member country makes it easy and simpler solution to 

issues related to legal and financial struggles – Stability in economic and political arena From the data 

provided by the Association of the Software and Services Industry(ANIS) in Romania, about 50 offshore 

centers owned by big global IT. Vendors are currently in Romania. BPO centers represent more than a 

half IT services related centers- 30%, and R&D services a bit less than 20%. 

 

7. NORTH MACEDONIA  

7.1. North Macedonia – the Safe Middle Ground  

         According to Elena Mihajloska’s (Marketing Manager at Coordea- a Swedish company going 

beyond outsourcing) article, when Western Balkans is being promoted for bringing chances in 

outsourcing, Macedonia is among those, which are disregarded. However, looking more deeply to the 

number and figures in comparison with other countries within the region one cannot deny the potential of 

this country located at the heart of Balkan. 
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Figure 9. North Macedonia – the Safe Middle Ground 

 

 

 

 

 

 

 

 

 

              

 

     

7.2. Education and Language Skills  

         The greatest density of students is in Skopje, Tetovo and Bitola where education institutions starting 

from higher education produce large influx of successful and fresh knowledge of about 10 000 students 

per year. In addition, the last 10 years Macedonian government has supported even the option of studying 

abroad by giving financial incentives to graduates through scholarships and stuff in order students to apply 

and study in any of the top 100 World Universities ranked by the Shanghai list. This knowledge acquired 

outside North Macedonia then is transferred back to the country when they share their experience and 

knowledge they gained abroad. As a result of this, Macedonian youth has gained the world perspective of 

doing things by increasing the cultural ties among western countries and North Macedonia. Moreover, the 

figures below witness of abundance of language abilities and as I already mentioned it is a key for 

providing for multilingual operations in outsourcing companies. 

Figure 10. Pupils Learning 2 or More Languages in North Macedonia 

 

 

 

 

 

 

 

 

Source: Eurostat database: http://ec.europa.eu/eurostat/data/database 
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Another good point here is that, North Macedonia in all Eastern Europe - out of the whole percentage of 

the population, 42% are below 30, which represents one of the youngest populations in the region. The 

fact that outsourcing industries had created an image of interesting and appealing opportunity for 

youngsters of the country increases the importance of the abovementioned point of young people living 

in North Macedonia.  

7.3. Cost Savings  

        Besides the pool of abundant talent and knowledge, when compared to other Balkan countries North 

Macedonia has also the greatest competitive labor costs as shown in the figure below: 

Table 7. Average Gross Wage in Euros per Month and Annual Wage Growth in Balkan Courtiers 

 

 

 

 

 

 

 

 

Source: State Statistical Offices, 2013 

Lastly, when it comes to the indicator of where is the easiest location for doing business North Macedonia 

holds the flagship due to the implementation of various legislative and administrative reforms in the recent 

years. 

Figure 11. Ease of Doing Business 

 

 

 

 

 

 

 

 

 

Source: Doing Business Indicators 2015 www.doingbusiness.org 
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7.4. ‘Coordea’ – Outsourcing Company in North Macedonia  

         As already pointed out North Macedonia as a place disposable of emergent industries especially 

software and high technology industry with a rate of 47 percent increase in the most recent 5 years, made 

possible enormous development in the economic scene within the country. As an illustration, a number of 

countries decided to outsource to Norht Macedonia as well as the number of startup local is on the rise. 

Coordea, for instance, dedicated to provide services to organizations located in the Scandinavian market 

with a focal point on Sweden. Its focus on firms in Scandinavia enriched Coordea with country-specific 

information and familiarity by providing to them services starting from IT to accounting with affordable 

costs. Moreover, Coordea is distinctive in the model of extended office different from the traditional model 

of fixed cost outsourcing regarding quality commitment and control as well. 

 

8. CONCLUSION  

         Outsourcing is a big business approach used by companies in the international level and in the Balkan 

region. The intensity of global businesses is shifting and call center outsourcing, IT outsourcing and 

different services follow. Western European organizations are mounting their production horizons by 

gradually turning their interest towards the Balkan countries, for reasons of all kinds like saving costs 

mostly and maybe because of eventual the lack of expertise, by subcontracting part of their functions to 

external companies. Accordingly, as Balkan countries represent destinations proving convenience, 

efficiency and money-making locations, it is out of harm's way to say that great outsourcing opportunities 

lie in these countries. Recently, outsourcing is getting a great deal of attention from organizations all 

around the globe and Balkan countries’ organizations are already practicing this act for operating costs, 

obtaining cash infusion and avoiding risk. What's more important, various organizations that offer services 

at lower prices in Balkans (Bulgaria, Romania and North Macedonia) can be with no trouble found. Even 

though outsourcing does not represent the right instrument for every occupation, it is a good and even 

excellent tool for the right occupation or job. Overall, the Balkan countries have the right dispositions for 

fairly positive and bright future in terms of outsourcing. Basically, the information technology epoch 

offers fresh outsourcing players benefits of the diverse levels of a company's value chain. Above and 

beyond, there are also apparent signs in the outsourcing industry the confidence flourishes day by day 

leading to more organizations to adopt practices for increasing series of business functions and operations. 

Future Research might usefully investigate the motives and performance outcomes of youth from all 

Balkan countries or the lead firms and how the nature of the outsourcing relationships change over time. 
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ABSTRACT 

 

The purpose of this paper is to assess and provide explanation and expected effects of progressive income 

tax in North Macedonia, based on recent results explained in practical cases. Choosing the best taxation 

system, by having tax that provides the same percentage for all categories of income and a tax increase 

progressively to individuals with higher incomes, it remains to be discussed and explain the selected case 

to clarify the definition of progressive tax. We reconsider rather the optimal progressivity of earnings 

taxations and whether the income should be taxed at all. The government explained that the goal of income 

progressive taxation is to incite the economy and make sure a minimum standard of living for every 

citizen, which in the future will low the health care costs and provide strong force labor, that we critically 

discuss the academic research and consultation with concerned sides about appropriate implementation 

on this topic. According to policies, the tax income is paid at a progressive rate of 10% for the earned 

income up to 1.080.000 MKD per year, and of 18% for the income earned above this threshold. This 

implies that very high earners will be subject to high tax rates, how this would encourage low income 

families to work with earning subsidies and is it reasonable to freeze the progressive tax for the next 36-

months. 

KEYWORDS: Progressive Tax, Tax Policies, Taxation North Macedonia, Economy 

INTRODUCTION 

 A democracy cannot exist as a permanent form of government. It can only exist until the people 

discover they can vote themselves largess out of the public treasury. From that moment on, the majority 

always votes for the candidate promising the most benefits from the public treasury, with the result that 

democracy always collapses over a loose fiscal policy (Alexander Fraser, 2000). In every research or even 

legislative session there are excellent ideas on how to improve the local or state tax system in North 

Macedonia. Any recommendations or suggestions for changing the tax rules boosts the discussion how to 

analyze and select the best proposals. The fundamental intention of any tax changes in system is to raise 

the level of revenue for the government. Many researchers indicated that tax policy should not be change 

during the phases when the country has large budget deficits or healthy surpluses. Progressive countries 

use the term ‘’tax fairness’’ by implementing six tax principles which will give them more attention than 

they often received in the past.  

 Influential tax policy principles and the strategies to put each principle in place are by keeping 

taxes simple, easy to comply with and collect; make taxes visible and transparent; encourage stability and 

predictability; protect economic competitiveness and base taxes on benefit received. Consequently, most 

counties serve two dimensions of taxes, horizontal and vertical equity.  The government should promote 

tax fairness, which means to treat the taxpayers with equal ability to pay, this tax perspective is known as 

horizontal equity. The second principle or perspective named vertical equity, requires a look at progressive 

and regressive tax system. Taxes are regressive in nature, but progressivity system is principally achieved 

and imposed through the income tax on individuals. Based on that, there is no measure degree of 

progressivity, since this principle is accepted then it indicates that the higher the income, the more you 

pay. The tax system in North Macedonia is based on law on personal tax income, law on compulsory 

social insurance contributions, law on value added tax and low on profit tax. 
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 The law on personal income regulates the taxation of personal for natural persons, taxpayers for 

payment of personal income tax, the tax base for calculating personal income tax, tax rates and deadlines 

for paying the personal income tax. For income from work, income from self-employment, income from 

copyright and related rights and income from selling agricultural products, the income tax for the all 

mentioned incomes is payable at progressive rates: 

 

Table 1. Annual basis and the rate tax 

Annual tax basis the rate 

Up to 1.080.000 MKD 10% 

From 1.080.001 

10% + 18% of the share on income above 

1.080.000 MKD 

 

North Macedonia had 10% personal income tax which is introduced from 2007, and the purpose was to 

provide and stimulate friendly appropriate business climate for companies and thus to support new job 

positions. The political reforms (Oct-Nov 2018) in the country prescribed a threshold for earners whose 

income will exceed above 1500 euros (approximately 91.000 MKD) per month will be taxers of 18%, also 

the income tax from capital grew from nominal of 10% to 15%. Based to Gini coefficient measurement, 

North Macedonia currently has relatively high inequality at 32.6%.  

BODY OF PAPER 

2.1 Literature Review 

 The tax system design is a topic that has fascinated economic and financial theorists together with 

flummoxed policymakers for long time. The literature review will consist a brief overview of how 

economists think about tax policy and progressive tax. Pirttila and Selin (2010), based on developed 

countries, characterized the progressive tax system as dual income taxes, lightening that this type of tax 

was first introduced and implemented in Finland, Denmark, Norway and Sweden, also soon will continue 

with popularity in Germany and USA. The progressive tax is one of government systems used to rise 

revenue, but the idea of progressive tax always has been debated. Economists that argue with progressive 

tax stated that people with higher income can easily afford the higher tax rate, although the opponents 

prescribe that it directly punishes or penalize high earners for their skills and success. These two 

controversy talking opponents is the reason the progressive tax to become a very complex conversation or 

debate.  

 Investing Answers, economic journal, has elaborated a case of progressive taxation in the United 

States. In US. the federal income tax is considered as progressive tax and the following table describes the 

rates of progressive income tax: 
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Table 2. Income rate and the threshold of income 

Progressive income tax – single filers 

10% $0 - $8.350 

15% $8.351 - $33.950 

25% $33.951 - $82.250 

28% $82.251 - $171.550 

33% $171,551 - $372.950 

35% $372.951 + 

 

The example and table explanation will clarify the above table that indirectly states that everyone is taxed 

in steps. Suppose that Real estate manager earns $100.000 per year and is not taxed 28% of the entire 

amount. Instead, the person is taxed 10% on the first income of $8.350 earned, 15% for the second portion 

which is up to $33.950, 25% for the third portion up to $82.250 and 28% for the remain income portion. 

Based on the tax calculations   the total owed in progressive income taxes reaches the amount of $21.720. 

 

Table 3. Calculation of progressive tax 

 

 

 

 

 

 Dallinger (2013) differentiates and concludes that through progressive tax the government 

redistribution primarily brought improvement and development in the position to lower-middle class and 

states that the higher-middle income people experienced losses. The redistribution role of taxes in transit 

compare to developed countries, according to Bird and Zolt (2005) explained that the focus of any tax 

system is to allocate the government costs in fair and politically was that would be acceptable. Adam 

Smith (1987, p.33) quoted that it is not very unreasonable that the rich people should contribute to the 

public expense, not only in proportion to their revenue, but something more in that proportion. Barack 

Obama as USA president explained that reforming our outdated tax system and broken immigration 

system directly creates jobs and with claimed taxes building new roads, bridges and create jobs.  

 The Ex-Minister of Finance, Tevdovski (Nov. 2018), argue that it is morally right those who can 

afford to pay more in taxes should take those steps. He introduced the progressive taxation with manner 

that should reduce economic and political inequality. Those citizens that have very little income should 

be compensated and directly helped by those who earn huge wages or income. Tax policy allows the 

ministry of finance to collect money from those who have the most and uses by creating happier society. 

Progressive taxation will be used to fund education, housing assistance, medical services, infrastructure 

and other governmental programs for those people who really need it. 

 The newest analysis of the Ministry of Finance indicated that North Macedonia has high inequality 

rate of 14% and is the highest in Europe. The highest income according to analysis (2016) was around 2.6 

million euros and 15 persons achieved income over one million euros, the average personal income was 

310 euros per month and the 1% (the richest) had an average income of 4200 euros per month. The 

Ministry of Finance, among other relevant factors, explained that 775 persons who had over 100.000 euros 

of income jointly summed the 190 million euros, that is equal to the total income of 210.000 persons with 

lowest incomes in the country. This directly points out the tax system was in North Macedonia, indicating 

that the richest 1% in 2016 had the lowest tax burden.  

10% x $8.350 = $835 

15% x 25.560 = $3.840 

25% x $48.300 = $12.075 

28% x $17.750 = $4.970 
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Analysis pointed out that the problem in North Macedonia is the low taxation and flat rate tax is not fair. 

He stated that the country should tax the highest incomes on a progressive scale and the government cannot 

tolerate situations in which one person who earn a lot pays the same tax rate with the one with lowest 

income. Based to ‘’Doing business’’ report, the high inequality is connected and associated with low tax 

base and therefore small tax collection. 

2.2 Explained Practical Case: Progressive tax application 

 Clarifying the advantages or disadvantages, the ‘’Prager University’’ through animated video had 

illustrated the situation released from person with better financial conditions from the progressive taxation. 

In the following section this case shows a hypothetical history of progressive tax application, bringing 

into attention three sister and we will introduce the case as particularly explained and connected with the 

progressive policy in North Macedonia. 

 The three sisters raised under the same life conditions like: possibilities, financial incomes, 

insurance, equal intellectual level, the three has correctly the same profession, working as call agents and 

currently are paid at identical wages, approximately 25 euros/ hour. 

 The three sisters, nevertheless the above similarities, have different life priorities: 

 
Table 4. Case: Life priorities 

Life Priorities: 

The first sister choose to work 20 hours per week and she married a man who actually did not work 

The second sister choose to work 40 hours per week and married a man who has part-time work as 

manager and was paid 30.000 Euros/year 

The third sister was motivated to work 60 hours per week and married a man who worked full-time 

job and was paid 50.000 Euros/year 

 
 Based on these indicators, the first two sisters and their husbands did not save too much during 

the working period, with aims that they contributed for social security and it was enough for their old ages 

or senility. Nonetheless, the third couple with other life priorities saved month by month and their savings 

periodically had invested in different commercial corporation shares.  

Related to this way of financial prospects for the three sisters, at the end of each year the incomes of each 

couple were as the following table:  

 
Table 5. Case: Income each couple/year 

Income per year: 

For the first sister the incomes were 24.000 euros/year 

The second sister achieved 78.000 euros/year 

The third sister 122.000 euros/year 

 
 After a while, the three couples bought houses at the same village, with no developed 

infrastructure. After some months living in the village, they determine and ascertained that the living 

environment around the houses need some elementary investments, including roads, lights, trees and gate 

to secure the area from any damages. According to building company and architect, all these investments 

have the cost of 30.000 euros and automatically was released the question how this investment invoice 

would be divided among three couples.  
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Table 6. Three Suggestions 

Suggestions for the invoice: 

The third sister or couple gave a recommendation that the invoice should be divided equally into three 

parts. As consequence of this suggestions, each of the sisters will pay 10.000 euros. 

The second sister proposed another division formula for the invoice. The formula consists the mutual 

incomes for the three sisters around 224.000 euros and the invoice of 30.000 euros was around 13% 

of this amount. Therefore, according to this formula, each of the sister will pay the 13% of the annual 

incomes and the invoice in this case should be divided into: 

Third brother:    15.850 euros 

Second brother: 10.150 euros 

First brother:      3.150 euros 

The first sister proposed a ‘’excellent’’ idea that was fairer according to her, she said that the third 

sister to pay 23.000 euros, the second sister to pay 7000 euros and she to not pay at all.  

 

2.3 Proposals and Discussion: 

Proposal 1: based on the first suggestion, the two other sister objected the recommendation with the fact 

that the third sister was the richer and therefore she should pay more in this case. Nevertheless, the objected 

arguments indicated that she was in a superlative financial conditions since she worked more, not like two 

other sisters, even that they ignored that fact.  

Proposal 2 and 3: the two other proposals were objected by the third sister, which was the richest, arguing 

that she was not understanding why she need to cover almost 80% of the investment for the invoice when 

all the couples will benefit equally from the same investment.  

The proposer, two other sisters, explained that this was the progressive tax system of North Macedonia 

stated from November 2018 and they should not act differently and based on voted results 2 against 1, it 

was decided that the appropriate formula based on progressive tax was the third one. As a consequence, 

after this situation raises the question if this is a fair formula to apply in other investments that they will 

do or should the third sister or couple not work harder?  

CONCLUSION 

 The objective of the paper is to assess and remark the progressive and higher personal income tax 

in North Macedonia based on useful case and data relevant to the introduced policy in January 1, 2019. 

Based on the practical case that indicates the situation ‘’the progressive tax policy punishes and penalize 

the rich people’’ has a negative side which is not treated mainly from those who defend the progressive 

taxation philosophy. The government of North Macedonia for the punishing situation uses the expression 

‘’the progressive taxation does not punish the rich but directly helps the poor. Analysis from the Ministry 

of Finance and the case have opposite manner and justification philosophies of treating the taxation. The 

situation from the case reflects that the government is not taking into consideration that these rich people 

are people with ordinary jobs who choose to work harder than others or sometime even to risk more.  

Although, the progressive taxation is not negative in integrity, I argue against it to continue implementing 

in North Macedonia by the government, taking into consideration and imagining the major consequences 

which will come in Balkan country such as North Macedonia or other region countries. I admit the 

successful implementation of the progressive taxation in countries like Norway, Switzerland, Finland and 

United States, with the main fact that their people accept the high taxes with justification what they pay 

and the pleasant public service that the country provides. I argue against, due to consequences that this 

policy can bring in North Macedonia by making rich layers of people to hide their incomes, which by law 

is known as fiscal evasion, also the rich people would not declare the income and automatically would not 

invest them. On other hand, the investments would significantly decrease that would make disadvantage 

directly for the middle and poor class of population.  
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 Overall, Finance Minister Mrs. Angelovska expressed the attitude and willingness to return the 

flat tax and freezing progressive taxation for 36 months which was introduced by her predecessor 

Tevdovski. The progressive and higher income tax has a negligible effect on better income distribution, 

measured at less than 1 percentage point improvement in equality. In addition, what will happen after 

ending the freezing period? Is this a tricky process from the political structure? Insights for the questions 

will be expressed in the next 4 years.  
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ABSTRACT 

 As a candidate country to full membership in the European Union, North Macedonia has been 

reviewing and harmonizing its laws, bringing the North Macedonia legal system to an equal level with the 

material and procedural laws of most developed countries in the world. After the introduction of CSR in 

2002, the importance of this concept was quickly acknowledged by the government and other 

stakeholders. In 2008, North Macedonia became the third country in the EU, after Denmark and Lithuania, 

to adopt a national CSR Agenda and the North Macedonia document stipulates that the concept of CSR 

includes compliance with legal obligations. 

 The fact that corporate social responsibility has been increasingly present in today’s society 

cannot be denied. Despite the continuous debate as to whether or not firms should have social 

responsibilities, research indicates that consumers seem to care about CSR and therefore it is in the best 

interest of the company to do so as well, it is ‘seem to care’ because the concept of CSR is characterized 

by a significant attitude-behaviour gap. Nevertheless, studies indicate that nowadays most consumers 

expect companies to have fairly high levels of CSR. It reveals the legislative efforts of a country in 

transition to raise awareness and include CSR principles in business strategies, culture, and day-to-day 

business operations. The research gives examples of the measures taken to create legal obligations in 

respect of CSR-behaviour and CSR- reporting. 

 Almost ten years after its introduction, CSR is still a relatively new concept in North Macedonia. 

Yet, with a comprehensive approach that includes the government, various ministries, business 

organizations, labour unions, NGOs, academia, and the media, the country managed to become a leader 

in the region regarding CSR. 

 

KEYWORDS: North Macedonia, CSR, legal obligations, behaviour 

 

1. INTRODUCTION 

 There are different views regarding the relationship between CSR and business. The concept of 

CSR is still unclear because there are many institutions that focus only on business to make and increase 

profits while other businesses are interested in adopting a good sense of CSR. According to Carroll (1983), 

“corporate social responsibility involves the conduct of a business so that it is economically profitable, 

law abiding, ethical and socially supportive. To be socially responsible then means that profitability and 

obedience to the law are foremost conditions when discussing the firm’s ethics and he extent to which it 

supports the society in which it exists with contributions of money, time and talent” (p.608). From the 

above definition, CSR entails that companies should give back the benefits to the consumers and other 

stakeholders. This means that companies should not only be concerned with their profit but they need to 

help socially and environmentally. If the company doesn’t have responsibility with the society, the people 

or non-government organizations (NGOs) will criticize the company. Thus, companies have to be 

responsible with other stakeholders and the social environment. However, nowadays it is difficult at times 

for some companies to adopt a good sense of CSR because they often want to engage only in direct 

profitable ventures. According to Porter and Kramer (2003), the Strategic Philanthropist, companies can 

benefit by engaging in CSR activities. It will focus on the cluster and improve capability of the business 
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but CSR should make the profit at the same time. So, companies find the best strategy for making sure 

that businesses have responsibility regarding social issues and make profit at the same time. CSR is 

examined through existing literature leading to a definition and social responsibility is explored. CSR is 

viewed as an umbrella concept, which includes corporate citizenship, corporate sustainability. As the 

market incentives for socially responsible behavior of companies are still rather rudimentary in north 

Macedonia’s context, the recent debate on CSR is confirmed in the increased number of companies 

interested in implementing CSR. As already mentioned, this is relevant phenomenon that has interesting 

implications in several economic fields. In order to analyse this topic further, as a starting point we need 

to understand the factors that are main pushers to this action. It is especially important to investigate why 

business corporations or organizations decide to sustain the costs required for taking this action. Our 

results will allow us to distinguish different aspects and to offer certain reflections. 

 

2. UNDERSTANDING CORPORATE SOCIAL RESPONSIBILITY THROUGH 

DEFINITIONS 

 The European model is much more focused on operating the core business in a socially responsible 

way, complemented by investment in communities for solid business case reasons. Personally, I believe 

this model is more sustainable because Social responsibility becomes an integral part of the wealth creation 

process - which if managed properly should enhance the competitiveness of business and maximize the 

value of wealth creation to society. When times get hard, there is the incentive to practice CSR more and 

better - if it is a philanthropic exercise which is peripheral to the main business, it will always be the first 

thing to go when push comes to shove. But as with any process based on the collective activities of 

communities of human beings (as companies are) there is no 'one size fits all'. In different countries, there 

will be different priorities, and values that will shape how business act. And even the observations above 

are changing over time. The US has growing numbers of people looking towards core business issues. For 

instance, the CSR definition used by Business for Social Responsibility is: 

  Operating a business in a manner that meets or exceeds the ethical, legal, commercial and public 

expectations that society has of business. 

On the other hand, the European Commission hedges its bets with two definitions wrapped into one: 

  A concept whereby companies decide voluntarily to contribute to a better society and a cleaner 

environment. A concept whereby companies integrate social and environmental concerns in their business 

operations and in their interaction with their stakeholders on a voluntary basis. 

 When you review each of these, they broadly agree that the definition now focuses on the impact 

of how you manage your core business. Some go further than others in prescribing how far companies go 

beyond managing their own impact into the terrain of acting specifically outside of that focus to make a 

contribution to the achievement of broader societal goals. It is a key difference, when many business 

leaders feel that their companies are ill equipped to pursue broader societal goals, and activists argue that 

companies have no democratic legitimacy to take such roles. That particular debate will continue. 

 

3. CORPORATE SOCIAL RESPONSIBILITY IN NORTH MACEDONIA 

 Even the activities of Corporate Social Responsibilities of the business corporations in Republic of 

North Macedonia in the recent years has an increase aware from the same cooperation’s is still unknown 

and unclear for the big part of the people in the same country. In some recent research done and years 

before it is stated that 21.65% of the population in this country the CSR term is unknown, 48.45 % has 

heard about CSR term but for them is still unclean to define it, and at last 29.9% of the people this term is 

well known. In North Macedonia companies that are implementing this Corporate Social Responsibility 

strategy has fully understood the real meaning of this term and they are explaining it like not to care just 

about the profit but also to care about the well situation of the environment and the people living in that 

same environment. Also companies in North Macedonia has understood CSR as an outdoor component 
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which is indented from the requirements of the environment, in which they are trying to give them 

responses with all their abilities and also like a component in which every company should and must involve 

it in it strategy and in it mission statement. While in the well developed countries the concept of Corporate 

social responsibilities implementations are connected with the good will of the company which are over 

passing the law requirements in order to minimize negative and to maximize the positive effect of the 

same companies effects over the community and the environment, for North Macedonia Managers on the 

other hands they are understanding and implementing this practices parallel with the law requirements 

from them, for example: giving the workers’ salaries on time, payment of the taxies on time, payment of 

the liabilities to the suppliers on time, on time delivering the products to the customers. This reflects that 

in which rule of law cannot be taken for granted. Taking all this in consideration Corporate Social 

Responsibilities of the companies in North Macedonia reacting on one community can be defined in the 

three main levels: 

Firstly, adherence to legal obligations (for example taxes, health and security, workers’ rights, customer’s 

rights, ecological regulative) 

Second, minimizing or eliminating the negative effects of business of society (for example, breaking the 

human rights or pollution) 

Finally, it refers to increasing positive effects of business and creating value through innovation (for 

example, opening new working places, solving conflicts.) 

SWOT Analysis for the Corporate Social Responsibility Development in North Macedonia 

 

3.1. Business Prospective of Social Responsibility in North Macedonia 

 The ongoing process of economic globalization and the emergence of new commercial and 

technological capabilities have shifted the border of the responsibilities of those governments and 

businesses. Businesses now face growing pressure despite compliance with laws explicitly commit to 

voluntary measures for environmental and social. They are required to accept the responsibilities which lie 

beyond the gates of their facilities and the boundaries of their home country. 

 Companies that make real achievements in environmental protection, ensuring the welfare of its 

employees and helping the society to develop not only meet the expectations of their stakeholders, but also 

serve their own vital interests. As for this, it is important that CSR should not be seen as something modern, 

but to develop and implement CSR strategy which is incorporated into the overall business strategy to 

ensure its sustainability. 

However, it should keep in mind that the pressures they feel North Macedonia companies from the media, 

NGOs, consumers, trade unions, investors, business partners and the state, in response to socially 

irresponsible behaviour are much weaker than those in developed countries. On the other hand, companies 

with socially responsible activities often do not provide sufficiently strong recognition of the domestic 

market from the media and the state. 

3.2. Government Perspective 

3.2.1. EU Accession 

 The European Commission sees social responsibility as part of the business contribution to 

sustainable development and to the European strategy for growth and jobs, given that CSR has the 

potential to contribute to various common goals, such as social cohesion, economic competitiveness and a 

more rational use of natural resources. In the EU, CSR is grounded in the employment and social policies 

of companies, environmental policy, consumer policy, public procurement policy and external relations. 

 For North Macedonia the accession to EU will require acceptance of the norms and principles of 

the EU, including Recognizing and promoting CSR and its contribution to social cohesion and sustainable 

competitiveness and development. This would inevitably require reviewing of governmental policies in 
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areas affected by the concept CSR, developing a comprehensive CSR agenda, implementing activities to 

support and monitor progress in achieving the goals of CSR. 

 

3.2.2. Organization and Coordination of Activities 

 National Coordinating Body for CSR as a permanent working group of the Economic and Social 

Council of the Government, is responsible for developing dialogue between stakeholders and identify joint 

activities to promote and implement CSR. 

Ministry of Economy acts as coordinator of activities to promote CSR in the state institutions and this role 

should be formalized by a government decision. The body serves as a key focal point for activities to 

promote CSR in North Macedonia, as coordinator of different sectors and actors co involved in this field, 

and based on the reference study on CSR and the National Agenda, will develop action plans for CSR. 

National Coordination Body should submit proposals, strategic guidelines and action plan to the Economic 

and Social Council. 

 

3.3. Potential Sources of Funding 

 CSR is increasingly attracting funding from multilateral and bilateral donors on the basis of 

prepared action plans, especially when it comes to EU funds. Other international development agencies 

such as the World Bank, UNDP, USAID, In Went, also provide funding for specific areas of CSR. 

Government, with its long-term strategic visions and plans can channel external funds in the mostly used 

areas and to ensure coordination between different initiatives. The government can create a platform and 

good conditions to attract further external attention and funding through demonstration of good results in 

key areas such as social protection of vulnerable groups, the emergence of workers and strengthening the 

social dialogue between social partners. 

Despite external funding opportunities, the resources of the North Macedonia government are of great 

importance and should create an incentive for financial participation of local authorities and other 

stakeholders. 

The Ministry of Economy of the Republic of Macedon acts as a coordinator of CSR promotion activities on 

behalf of state institutions. It has a dedicated unit for CSR promotion and provides a Secretariat to the 

National Coordinating Body on CSR – which is consisted of 16 institutions, organizations and one 

independent expert. 

 

3.4. The Coordinating Body 

 Serves as a multi-stakeholder forum for policy dialogues and consultations between various CSR 

stakeholders; 

 Drafts a national CSR policy and through the Ministry of Economy submits it the Government for 

adoption; 

 Coordinates activities on promoting CSR among the members and other organizations working in 

North Macedonia; 

 Disseminates knowledge and best practice cases among members and other organizations working 

in North Macedonia through initiating and preparing informational materials on CSR as well as 

learning, dialogue and advocacy events; 

 Advocates for a better environment for CSR; 

 Promotes and raises support and resources for CSR promotion activities. 
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4. ADVANTAGES OF SOCIAL - RESPONSIBLE COMPANIES-INCENTIVE TO 

PRACTICE SOCIALLY 

4.1. Responsible Business 

 Promoting social responsibility is important for attracting foreign investments because the 

approval marks loans or investment securities, experts say this issue. Multinational corporations in 

management Risk management and supply chains require environments which has advanced practices in 

corporate social responsibility. It is considered as an advantage in business in developing countries. This 

practice leads to competitive advantage, by improving the company's image, preserving its reputation, 

fostering motivation of employees, and satisfaction with the workplace, encouraging innovation, and 

certain conditions and by reducing costs and increasing customer loyalty. 

 North Macedonian companies to use part of these investment vehicles, you have to change the 

way I lead everyday business activities and should incorporate the principles of socially responsible 

behaviour into their development strategies. Legal requirements (at least on paper) have been designed 

especially advantages offered socially responsible companies in the area of tax relief pursuant to Donations 

and sponsorships in public activities. The way his implementation and understanding of the term public 

interest is special theme for yourself to cultivate, but here I will focus only on tax breaks enjoyed by 

companies that allocate a part of its assets (tangible or intangible) to the common good community. 

 Profit tax - the company donating donation is recognized as expenditure in the tax balance totalling 

5% of total revenue, and sponsorships amount of up to 3%. Property tax is the donation of objects and 

material goods exempt from inheritance tax and gift. Freed from taxes property within five years following 

the year in which the donation is done. VAT, the donation will not be burdened with VAT and the 

compensation of tickets for cultural, sports or other public event VAT is calculated if all proceeds are used 

for financing activities of public interest. VAT is not calculated nor the compensation for communication 

service when a user donates money for financing activities of public interest. 

5. CHANGES IN THE NORTH MACEDONIA LAW FOR CORPORATE SOCIAL 

RESPONSIBILITY 

 The most important changes in the law introduced by the amendments of 2014 are: 

Improving the functionality and availability of tax incentives terms of personal income tax; 

Acquisition of tax incentives in case of advance payment of personal income tax; 

•Resolving the differences between monetary and non-monetary benefits in provisions regulate tax 

incentives for value-added tax; 

Improve the efficiency of reporting to donors by allowing them to make their statements with the annual 

financial report; 

Allowing exceptions for signing up for donations in writing form associations and foundations that have 

the status of public interest or which are engaged in activities of public interest; and 

Giving the right and the recipients’ administration to seek a solution to confirming the public interest. 

 

5.1. Main Challenges Identified Through North Macedonia Law for Corporate Social 

Responsibility: 

 Definitions of key terms and terminology used in the Act inconsistent; 

 Administrative procedure for obtaining tax relief is long and complex, with no clear determination 

of how determined the public interest; 

 The public interest is related is confirmed for a specific donation / sponsorship instead of the 

recipient; 

 The law does not comply with the public benefit status introduced by the Law on associations and 

foundations; 
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 The law does not distinguish between profit and nonprofit recipients of donations and 

sponsorships; 

 The law is restrictive in terms of cross-border philanthropy. 

 The provisions governing reporting and control donations / sponsorships not determined 

proportionate requirements; and 

 The law provides for personal responsibility of the representatives of legal entities for violations of 

the law without distinction between intentional and negligent behavior. 

 Financial sustainability is one of the main challenges that need to cope with civil society 

organizations. In order to preserve financial sustainability, citizen organizations need to diversify its assets 

and cannot be rely solely on funding from foreign donors. One potential sources of income are 

contributions from the general public through philanthropic donations. 

 To support philanthropic donations, countries around the world have introduced tax incentives for 

potential individual and corporate donors. In this country, the first law regulating philanthropic activities 

was adopted in 2006 on the initiative of five MPs and support from a number of MPs of all parliamentary 

groups. The main purpose of the Donations and Sponsorships public services was to increase the number 

of payments (donations and sponsorships) for Public activities of public interest (e.g.: activities in the field 

of protection of human rights, the promotion of culture, education, etc.), by introducing tax incentives for 

donors. Despite the good initiative, the Law had a few problem areas which resulted in complications in its 

practical application. One of the main challenges was inconsistent use of terminology throughout the Law 

and the misalignment of its provisions with other related laws. Moreover, the law introduces complicated 

administrative procedure for obtaining tax incentives that discouraged potential donors. The changes were 

amended three times, with the last amendments of February 2014. 

 Preparation of recent amendments began in 2012, but because philanthropy was a priority area for 

reform, the process was stopped. The discussion of the law continued in 2013 when the Ministry of Justice 

(hereinafter: "DOJ") proposed amendments to the Law and published for public consultation. On receiving 

feedback from various stakeholders, the DOJ decided to accepted three proposals regarding tax incentives. 

Consequently, in February 2014 Parliament adopted amendments to the Law. Amendments to the law were 

mostly of a technical nature, but changes Articles relating to tax incentives for personal income tax and 

VAT constitute positive steps towards development philanthropy. However, the changes still do not resolve 

the challenges administrative procedure for verifying the public interest the donation or sponsorship. 

Decision confirming the public interest is a prerequisite for gaining tax relief. 

Recent amendments to the law include several improvements for praise: 

1. Tax incentives in terms of personal income tax became more functional and more accessible to more 

individuals 

  CHANGES Article 13, which regulates tax incentives in respect of personal income tax make the 

whole concept more functional. Besides reducing determined, but unpaid personal income tax by the 

amount of the donation, the law now also allows return of paid personal income tax. This allows individuals 

to gain tax incentives in cases of advance payment of personal income tax. 

  Challenge: Article 13 of the law stipulates that individuals have the right to reduce tax amount of the 

donation, but not more than 20% of the annual tax debt of the donation provider, up to 24,000 denars. You 

should consider the idea to increase the limit of 24.000 denars in order to stimulate wealthier individuals 

to donate more. 

2. Changes in tax incentives in respect of VAT value relating to the difference between cash and in-kind 

donations Technical amendments to Article 15 which regulates tax incentives in terms of value added tax 

system make the difference between cash and non-cash donations. 

3. Requirements for reporting to donors become more efficient The amendment of Articles 13 and 14 of 

the law provides more efficient reporting to donors because their reports will be submitted together with 

the final bill. These two articles regulate tax incentives terms of personal income tax and corporate income 

tax. 

  Challenge: Article 19 requires the submission of a report of the donation / sponsorship within 30 days 

from performance of the contract. Based on this provision donor / sponsors are required to submit the same 
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documents to PRO twice a year. In order to eliminate administrative burden of donors / sponsors, as well 

as the Public Revenue it is recommended to withdraw the previous request to submit the report within 30 

days. 

The request for the conclusion of an agreement in writing for each donation /Charity becomes less rigid 

and provides exceptions to this obligation Article 4, paragraph 2 provides an exception to the obligation 

of the recipient and the donor sign agreement in writing for the donation. This exemption is granted to 

associations or foundations which have acquired the status of public interest or where the recipient of the 

donation is association or foundation established to provide financial support related to the public interest. 

Additional amendments to this article include special regulation. Phone donations and events fundraising 

how good European practice these ways of donating subject to exemption from VAT. 

  Challenge: I would like to emphasize the good intentions of the legislator to eliminate the 

administrative burden for certain recipients to a contract in writing. However, article 21 paragraph 2 

provides that in cases where there is no agreement in writing, the donation recipient must submit a "written 

a notarized statement "that requires a decision in the public interest. I believe that the obligation to submit 

notarized statement removes the administrative burden and introduces additional financial burden (notary 

fee) recipient. With this exclusion order to be more effective in terms of time and costs, I recommend to 

withdraw the obligation to submit a notarized statement. Thus, Article 19 paragraph 2 provides that 

"mandatory to submit the contract Donation and sponsorship referred to in Article 4 "without mentioning 

the exception of Article 4, paragraph 2. In order to ensure consistency with the provisions included in the 

law, legislators can appropriate to amend Article 19. 

5. Amendments to the law allow both the user and the donor / sponsor to apply for validation of public 

interest or received a donation / sponsorship The amendment to Article 21, paragraph 1, extends the 

possibility of recipients require the Department of Justice to confirm the public interest the donation / 

sponsorship. Previously only the donors / sponsors were allowed to submit the application. 

  Challenge: While this initiative which is worthy of praise, Article 21 paragraph 2 stipulates that the 

application for a certificate of public interest donations without agreement writing may be submitted only 

by the recipient of the donation. In order to donors not depend on the activities of the recipients in the 

process of obtaining tax breaks, I recommend allowing both sides to submit this request. 

Problems 

- Definitions of key terms and terminology used in the Law inconsistent most importantly, two definitions 

of key terms "public business" and "public interest ' They comply, and the scope of the areas that fall into 

these two terms are different. 

Recommendation: I recommend legislators to harmonize terminology used throughout the Act and provide 

definitions of key terms in order to prevent any confusion in the implementation of the Act. 

-Changes in tax incentives in respect of VAT value relating to the difference between cash and in-kind 

donations Technical amendments to Article 15 which regulates tax incentives in terms of value added tax 

system make the difference between cash and non-cash donations. 

-The requirements for reporting to donors become more efficient The amendment of Articles 13 and 14 of 

the law provides more efficient reporting to donors because their reports will be submitted together with 

the final bill. These two articles regulate tax incentives terms of personal income tax and corporate income 

tax. 

Challenge: Article 19 requires the submission of a report and donation / sponsorship within 30 days from 

performance of the contract. Based on this provision donor / sponsors are required to submit the same 

documents to PRO twice a year. In order to eliminate administrative burden of donors / sponsors, as well 

as the Public Revenue recommend withdrawal the previous request to submit the report within 30 days. 

The request for conclusion of an agreement in writing for each donation / Charity becomes less rigid and 

provides exceptions to this obligation Article 4, paragraph 2 provides an exception to the obligation of the 

recipient and the donor sign agreement in writing for the donation. This exemption is granted to 

associations or foundations which have acquired the status of public interest or where the recipient of the 

donation is association or foundation established to provide financial support related to the public interest. 
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Additional amendments to this article include special regulation Phone donations and events fundraising 

how good European practice, these ways of donating subject to exemption from VAT. 

Challenge: I would like to emphasize the good intentions of the legislator to eliminate the administrative 

burden for certain recipients to a contract in writing. However, article 21 paragraph 2 provides that in 

cases where there is no agreement in writing, the donation recipient must submit a "written a notarized 

statement "that requires a decision in the public interest. I believe that the obligation to submit notarized 

statement removes the administrative burden and introduces additional financial burden (notary fee) 

recipient. With This exclusion order to be more effective in terms of time and costs, I recommend to 

withdraw the obligation to submit a notarized statement. Thus, Article 19 paragraph 2 provides that 

"mandatory to submit the contract Donation and sponsorship referred to in Article 4 "without mentioning 

the exception of Article 4, paragraph 2. In order to ensure consistency with the provisions included in the 

law, legislators can appropriate to amend Article 19. 

-Amendments to the law allow both the user and the donor / sponsor to apply for validation of public 

interest or received a donation / sponsorship The amendment to Article 21, paragraph 1, extends the 

possibility of recipients require the Department of Justice to confirm the public interest the donation / 

sponsorship. Previously only the donors / sponsors were allowed to submit the application. 

Challenge: While this initiative which is worthy of praise, Article 21 paragraph 2 stipulates that the 

application for a certificate of public interest donations without agreement writing may be submitted only 

by the recipient of the donation. In order to donors not depend on the activities of the recipients in the 

process of obtaining tax breaks, I recommend allowing both sides to submit this request -Definition of key 

terms and terminology used in the Law inconsistent most importantly, two definitions of key terms "public 

business" and "public interest ' They comply, and the scope of the areas that fall into these two terms are 

different. 

-Recommendation: I recommend legislators to harmonize terminology used throughout the Act and 

provide definitions of key terms in order to prevent any confusion in the implementation of the Act. -The 

administrative procedure for obtaining tax relief is long and complex, with no clear understanding of how 

to determine the public interest Administrative procedures described in Article 21 is long and complicated. 

The law primarily provides decision / decision from the Ministry of Justice for the public interest, but this 

decision is based on the opinion of the "competent authorities". When the decision will be issued within 15 

days, in the process, other institutions are provided with new deadlines for their acts and decisions. As a 

result, length of proceedings is inconsistent with the nature of donations / sponsorships and only creates 

additional liability for the institutions responsible for carrying out other tasks. 

 Moreover, Article 21 paragraph 2 is a long list of documents that to be attached to the request for 

public interest donations made without agreement in writing. This creates an additional administrative 

burden for recipients’ donations. 

The law requires extensive list of supporting documents to confirm the public interest in the case of 

donations without a written contract. law does not distinguish between different amounts of donations / 

sponsorships largest recipients or other important factors in determining the rules for decision-making in 

the public interest. The criteria for making decisions in the public interest are not clearly defined. There is 

no legal certainty for donors / sponsors that they will receive tax breaks for their donation / sponsorship. 

-The law does not cover situations where the purpose of the donation / sponsorship It becomes void or is 

successfully achieved without having to spend the whole amount ZDSJD does not answer the question of 

what happens to the remaining amount of donation / sponsorship when the target becomes invalid or is 

successfully achieved. With to prevent problematic situations, laws governing donations in other European 

countries often allow recipients to change the purpose of the donation with a similar purpose. 

 However, such cases should be exceptional and the recipient should inform the general public and 

/ or government bodies change of the goal. 

 Recommendation: Legislators should consider introducing special a provision that would govern 

these exceptional circumstances. This will bring clear Rules for using the remaining amount of the 

donation and prevent problematic situations that may arise in the future. 
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6. CONCLUSION 

 As an EU Candidate State and with the assistance of the several international development 

organizations, North Macedonia is constantly updating its laws and accepting new EU trends and 

developments. It has come a long way from the first introduction of CSR as a voluntary concept to 

engaging the government in establishing a CSR Body and a CSR Agenda. The CSR Body, in cooperation 

with the government and the economic chambers and associations, has managed to turn the country into 

a regional leader in the field of CSR. North Macedonia is a fertile ground for developing CSR because 

there is a history of social engagement and support from the businesses to the society. However, the reality 

in the country shows that at the present moment the companies are mostly preoccupied with surviving. The 

volatile business climate, the weak enforcement of consumer rights and the lack of consumer activism, the 

weak corporate governance and the widespread corruption are some of the weaknesses that are recognized 

as such in the CSR Agenda. Another important weakness is the lack of understanding of the CSR concept, 

its scope and the business case for it. As previously stated, CSR is often perceived as an obligation for the 

more profitable companies, which consider it to be a philanthropic activity. This is not a good attitude 

since donations cannot cover for the possible negative consequences a company can have on the 

environment or on society (Jelena Stamenkova, 2011). 

 Almost ten years after its introduction in North Macedonia, CSR is still a relatively new concept 

and it will take more time, work and foreign influence to really integrate it in the daily business of the 

companies. The CSR Agenda and the work of the CSR Body is a good start, which provides for a 

comprehensive approach to CSR. Unfortunately, North Macedonia is still a country where the quality of 

law enforcement, and the effectiveness of the legal institutions, is very much disputable. The author of this 

paper sadly agrees with the findings of the Baseline Study, which point to the unreliability of the legal and 

judicial institutions as one of the main factors that affect businesses’ confidence and its readiness to fulfil 

social and environmental responsibilities. 
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