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ASSURANCE OF NON-FINANCIAL INFORMATION STATEMENTS, A 

NEW CHALLENGE FOR THE AUDIT PROFESSION 

 

Nieves Gómez Aguilar1, Estíbaliz Biedma López 2 and María Conesa Carril 3 
1University of Cadiz - Spain, nieves.gomez@uca.es 

2University of Cadiz - Spain, estibaliz.biedma@uca.es 
3University of Cadiz - Spain, mconesa@gmail.com  

 

ABSTRACT 

 

Background: The issuance of European Directives 2014/95/EU and 2013/34/EU has forced large 

European companies to issue a statement of non-financial information. Most of them had already been 

reporting similar statements: social responsibility or sustainability reports. For the first time, it has been 

detailed what type of information should be included in such a statement and it is recommended to have 

it assured. While the extent to which verification is mandatory will depend on each member state, it is 

logical to assume that in order to give more credibility to the information included, most companies 

will choose to request verification by an independent accredited body. 

Purpose of the research: In most countries, it is audit firms that are taking the initiative in verifying 

statements of non-financial information. But obviously, this verification is far from being similar to the 

audit of financial statements, mainly due to the lack of systematization of non-financial information and 

the lack of measurement criteria. Our objective is to point out those aspects that should be regulated or 

required to ensure that the assurance is carried out in a homogeneous way and guaranteeing the quality 

of the process. 

Methodology: We have carried out a bibliographic review of the state of the art, raising research issues 

that will need to be addressed in future research. 

Results and mayor conclusion: Internationally agreed standards are crucial to ensure the credibility of 

NFI statements in a financial market without borders. In this regard, issues such as materiality and 

independence must be revisited by the policy maker. Further research needs to be carried out on 

strategies to place higher value on NFI reporting, by means of increasing transparency or avoiding that 

audit independence is impaired by becoming provider for NFI assurance.  

KEYWORDS 

Assurance, audit profession, non-financial reporting, integrated reporting 

JEL CLASSIFICATION CODES 

M42, M48. 

INTRODUCTION 

The Directive 2014/95/EU on Non-financial and Diversity Information (NFI) applicable to both 

large companies and certain groups, came into force on 6 December 2014. This Directive amends 

Directive 2013/34/EU on the annual financial statements, consolidated financial statements and related 

reports of certain types of companies. The companies to which it refers started to apply the Directive 

from 2018, in relation to information for the financial year 2017. The NFI report should include 
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information on the environment, social and employment issues, respect for human rights and anti-

corruption and anti-bribery measures. 

The NFI Directive indicates a series of aspects that will have to be regulated by each of the member 

states, such as defining what a large company is, considering what are entities of public interest, 

determining whether or not assurance is mandatory and defining sanctions in the case of 

noncompliance. Before this regulation came into force, the UK, Germany and Sweden had already 

established the mandatory nature of this document. Following KPMG (2017), the real impact of the 

Directive will start to become evident during 2019 or even 2020, following these relays in transposition 

and a transitional period as companies become familiar with the legislation and introduce new internal 

reporting systems or adapt their existing ones.  

Not only the countries subject to this Directive, but in general most developed countries, had 

already developed channels for large companies or specific industrial sectors to report non-financial 

aspects through sustainability or corporate social responsibility statements. In most cases, these 

statements were being verified on a voluntary basis creating an unregulated assurance market largely 

controlled by international audit firms. Therefore, our objective is, through the analysis of this 

background, to understand how the NFI statement assurance is expected to evolve, to point out the 

major challenges for the providers of this service and to determine which precautions should be 

established by the regulatory bodies to guarantee the quality of the assurance services.  

The remainder of this paper is organised as follows: First, the introduction and the general background 

are displayed. Second, the research context for Assurance of NFI Statement is presented. Then, the NFI 

assurance highlights are stated. Next, we focus on the assurers of the NFI followed by two aspects of 

the reporting that need to be improved: Materiality and impact on users.   

Finally, the Conclusion section contains issues for discussion, recommendations for further research, 

and concluding remarks. 

 

ASSURANCE OF NON-FINANCIAL INFORMATION STATEMENT 

Directive 2014/95/EU was a response to the growing demand for criteria and standardization by 

companies themselves, as the number of companies that already submitted information of this type on 

a voluntary basis has been increasing in recent years: 78% of the world's largest companies publish non-

financial information, according to KPMG (2017). Taking the 100 largest companies in 49 countries as 

a sample, this study determines that at least 60% of companies in each sector issue non-financial 

information, being GRI1 the most used standard (66%). This behaviour is framed within the need of 

companies to demonstrate that they are operating under the rules and limits imposed by the society in 

which they are established. Therefore, the tendency to report can be sustained by the theory of 

legitimacy (Manes-Rossi et al., 2018). The legitimacy theory states that organizations are bound by a 

social contract in which they agree to perform various socially desired actions in return for approval of 

their objectives and other rewards, and which ultimately guarantees their continued existence proving 

that there exist a link between the entity and society (Di Maggio and Powell, 1983). Legitimacy has 

been defined as a “generalized perception or assumption that the actions of an entity are desirable, 

proper, or appropriate within some socially constructed system of norms, value, beliefs, and definitions” 

(Perrow, 1970).  

The public concern in the last decades about the fraudulent activities of firms and auditors could 

drive organizations to be thoughtful about how they can maintain their reputation. Hence, assurance 

might be a strategy to enhance its credibility and therefore legitimize the existence of the organization 

in the eyes of the investors and citizens. 

In the same vein, this social contract, as any voluntary agreement, implies a mutual commitment 

and accountability. The survival of entities will be endangered if society perceives that organizations 

have not fulfilled that contract (Deegan, 2002). This applies to firms as much a as to public organizations 

 
1 Global Reporting Initiative (GRI) is an independent international organization that has pioneered sustainability 

reporting since 1997, globalreporting.org. 
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and governmental bodies. Most researchers agree that the theory of the legitimacy is the suitable 

framework to carry out studies about social and environmental information disclosure (Gray et al., 

1997), since this communication entail the link between enterprises and society. If they remain opaque, 

it risks losing credibility further support. For this reason, stakeholder theory applies to our setting as 

well. Stakeholder theory relies on the concept that enterprises should benefit not only economically but 

also in other aspects to their counterparties and even third parties such as society. The interests of all 

agents involved in business activities must be taken into account: employees, consumers, investors, 

local authorities, government bodies or NGO´s. This theory recognizes that some groups within the 

society are more powerful than others and therefore, managers use the disclosure of information to 

influence to the most powerful stakeholders, namely, the reporting may be a way of managing the 

expectations of the different stakeholders (Gray et al., 1996). There is an overlap between the legitimacy 

theory and the stakeholder theory, due to the fact that both theories understand the organization as part 

of a broader social system that interacts with other groups within society (Deegan, 2002, pp. 295). Both 

theories focus on the expectations of the society towards the organization, expressed as the ¨social 

contract¨. While legitimacy theory discusses the social contract between organizations and society as a 

whole, the stakeholder theory focus on the different expectations that different groups hold towards the 

organization. The stakeholder theory explicitly accepts that there are different social contracts that the 

organization negotiates with different stakeholders groups and that their relative power affects to the 

negotiating capacity and the results of those negotiations. 

Given that NFI reporting is indeed used to indicate a superior social and environmental strategy to 

the market and assurance increases the credibility of that message, Cho et al. (2014) suggest that 

signalling theory may apply to propose that market participants would value more highly those 

disclosing companies with assured reports. Moreover, the independent assurance of sustainability 

reports is not only seen as an instrument to improve the credibility and quality (GRI, 2002; Simnett et 

al., 2009) but also improves internal controls, creates more stringent sustainability reports, and helps an 

organization to be more transparent to their stakeholders (Park and Brorson, 2005; GRI, 2011; Junior 

et al. 2014). From the agency theory perspective, assurance reduces information asymmetry and the 

cost of capital (Casey and Grenier, 2015), reducing the agency costs (Carey et al., 2000; Fifka, 2012; 

Stanny, 2012; Sierra et al., 2015). In this line, KPMG (2017) reports that 67% of the NFI statements 

are assured. 

Although assurance of non-financial information is not mandatory in all countries1, it is 

understandable that most companies show an interest in having their IFRS status verified. This is the 

way to give credibility to this information in the eyes of a wide variety of stakeholders with sometimes 

conflicting interests (Casey and Grenier, 2015). Following these authors, NFI assurance is particularly 

important for positive information, the predominant type of corporate social responsibility information, 

as reporting negative information is viewed as credible without assurance. Among the factors that have 

turned out to be related to assurance we can find stakeholder orientation (Simnet et al., 2009, Kolk and 

Parego, 2010), firm size (Simnet et al., 2009; De Belde and Tuybens, 2015), industry affiliation (Simnet 

et al., 2009; Kolk and Parego, 2010), the presence of an audit committee (Beasley et al., 2009), common 

law countries (Kolk and Parego, 2010), weaker legal enforcements countries (Kolk and Parego, 2010), 

and higher institutional pressure for corporate sustainability (Kolk and Parego, 2010). 

In this line, international evidence shows an increase in the number of corporations providing third-

party assurance of their Corporate Social Reports (Park and Brorson, 2005; Kolk and Parego, 2010; 

Mock et al, 2013). Geographically, the European Union companies show the highest percentage of 

assured reports, being the electric and energy, and the oil and gas the industry sectors that assured the 

NFI statement more frequently (Mock et al, 2007; Mock et al, 2013). Regarding the industry affiliation, 

Simnet et al (2009) point out that companies having a greater social or environmental impact are more 

exposed to social and environmental risks and then need to increase user confidence in the credibility 

 
1 The study "Member State Implementation of Directive 2014/95/EU" by Accountancy Europe, CSR Europe and 

GRI is available as a reference:  

 https://www.globalreporting.org/resourcelibrary/NFRpublication%20online_version.pdf 

about:blank
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of the information contained in the sustainability reports they produce. Guidry and Patten (2010) show 

that third-party assurance increased the confidence in the reporting of NGO reports.  

Obviously, and following KPMG (2017), reporting is only an instrument, the benefits will come 

once corporate responsibility objectives and practices are fully embedded in the business, which 

reporting can demonstrate but cannot achieve on its own. But giving visibility to the sustainability or 

social responsibility practices developed by companies encourages their implementation in those other 

companies that were initially reluctant to include them, even if it is for the effect of mimicking those 

that do. And reporting on companies' non-financial risks opens up the possibility of greater 

understanding of corporate policies and interests by stakeholders. These objectives would be achieved 

provided that the published information was useful and credible to a wide variety of users. In fact, we 

should be moving towards an international framework that would both streamline the process for new 

reporters and also increase consistency between reports KPMG (2017). To this end, assurance of NFI 

statements becomes the most effective mean of achieving this. 

  

2.1 Non-Financial Information assurance highlights 

There are several international guidelines for assurance. The most famous frameworks used by 

assurers around the world are the AA1000 AS1 and ISAE 300 (revised)2, although some countries have 

developed standards adapted to their particularities, for instance, the European Directive has issued their 

own guidelines (EU Guidelines 2017/C215/01). Moreover, the IAASB is preparing a non-binding 

implementation guide to facilitate the application of ISAE 300 (revised) which is already in the 

consultative phase and is expected to be published in 2020. This guide is named Extended External 

Reporting (EER) Assurance and includes integrated reporting, sustainability reporting and other about 

environmental, social and governance matters. 

Assurance engagement is defined by ISAE 300 (revised) as an engagement in which a practitioner 

aims to obtain sufficient appropriate evidence in order to express a conclusion designed to enhance the 

degree of confidence of the intended users other than the responsible party about the outcome of the 

measurement or evaluation of an underlying subject matter against criteria.  

Unlike financial information auditing, assurance offers two levels depending on the depth of the 

work performed. These two levels were already defined by the AA1000 AS. Thus, we find reasonable 

assurance or limited assurance. The former offers greater depth than the latter. Reasonable assurance is 

only possible when the content of the statement to be verified: 

- It is part of the real and effective management process of the company, 

- It is measurable and traceable over time through an information collection system, 

- There is internal control, supervision and monitoring. 

In all other cases, limited assurance should be applied. AA1000 AS establishes that limited 

assurance includes aspects such as inclusiveness, relevance and capacity, while reasonable assurance 

adds sustainability performance. Kend (2015) shows that most of the sustainability reports bring 

forward limited assurance. 

In addition, the standards and criteria for the preparation of the NFI statement must be made explicit 

in the document itself, it must be a known international application standard (GRI or whatever) and its 

application must result in accurate, comparable and evaluable information. The assurer must know the 

applied standard before accepting the engagement. Once these requirements are met, the objective of 

the assurance is to verify that the non-financial information statement has been prepared according to 

the regulations and standard chosen for its preparation. Specifically, it is verified: 

- The adequacy of the standard (applicable criteria) 

- The uniform application of the criteria 

- The process of elaboration of the contents 

- The integrity of the information (materiality) 

 
1 AA1000 Assurance Standard was issued in 2008 by Accountability. 
2 International Framework for Assurance Engagements (ISAE) 300 (revised), Assurance Engagements other than 

Audits or Reviews of Historical financial information was issued in 2013 by the International Auditing and 

Assurance Standards Board (IAASB). 
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- The appropriate presentation and breakdown. 

ISAE 300 (revised) also recommends that the company include a table explaining where each piece 

of information is located and that the verification report details the scope of work performed.  

In relation to the professional who provides the assurance service, the international standard (ISAE 

300 revised) requires experience and technical competence. It allows him/her to use experts and he/she 

must show an ethical behaviour as stated in the IESBA Code of Ethics1. In relation to independence, 

this is defined in the same way as for auditing profession. There are also similarities between the audit 

engagement letter and the assurance engagement letter.  

Assurance planning should contain the global strategy, professional scepticism, professional 

judgement, understanding of the business, procedures, work plan and experts to be used. The 

understanding of internal control is also included. The evidence obtained has to be sufficient and 

adequate, characteristics common to the auditing of financial statements. Reference is also made to 

substantive tests, analytical procedures, subsequent events, among others. Finally, the assurance report 

shows a defined structure (results, conclusions, recommendations and limitations on scope) and is the 

support of the assurer’s conclusion, instead of auditor’s opinion. This conclusion may be disclaimed if 

the assurer has not got all the evidence that is needed.  

However, it is important to bear in mind that, although the procedures are structured in the same 

way and have similar names, there are substantial differences in the degree of certainty provided by 

audit and assurance. In fact, the use of terms “verification” and “audit” in relation to NFI reports has 

been questioned (FEE, 2002; Deegan et al., 2006; De Belde and Tuybens, 2015) claiming that these 

could create an expectations gap in user that might mistakenly assume that there is more security than 

has actually been offered. Providing users with knowledge about what assurance is and what its 

objectives are, will help to reduce this expectations gap. 
 

2.2 The assurers of Non-Financial Information 

   There are different types of assurers, but the most usual classification divides them into 

accounting professionals and non-accounting firms. The former tends to use frequently ISAE 300 

(revised) (Junior et al., 2014), and they provide a higher quality of assurance for aspects related to 

reporting format and procedures used (Parego, 2009). Companies operating in stakeholder-oriented 

countries (Simnett et al., 2009) or from countries with weaker governance systems are more likely to 

choose the audit profession as assurance providers (Parego, 2009). Romero et al. (2010), in a Spanish 

sample of larger and listed companies, obtain that assurance statements issued by accountants are 

perceived to be of higher quality. Within this category, we can find the Big Four2 and the rest of the 

audit firms, known as non-Big Four. Mock et al. (2007) obtain that non-Big Four auditors rely more on 

the AA1000 AS framework, while Big Four on the international statements. Following Mock et al. 

(2013), 51% of the assured NFI reports were issued by the Big Four. Instead, Kend (2015) obtains that 

less than 40% were conducted by members of the audit profession. Kend (2015) establishes that the 

existence of a sustainability committee is an important influence on the choice of the assurer and appear 

to prefer audit firms. 

The non-accounting firms generally use the AA1000 AS. They focus more on completeness, 

fairness and overall balance in the opinion statement (Hodge et al. 2009) and provide a higher quality 

of assurance for aspects associated with recommendations and opinions (Parego, 2009). In general, 

differences are found in the scope, methodology and assurance statement (Mock et al. 2007).  

Besides accounting and non-accounting firms, we can find both independent third-party review 

(stakeholders panels, government bodies, civil society assurors, opinion leaders, academic institutions, 

NGOs…) which are non-professional assurance providers and mixed approach which mix two of the 

three above mentioned categories. In this last case, each assurer gives a conclusion about different areas 

 
1 https://www.ethicsboard.org/international-code-ethics-professional-accountants 
2 The Big Four Auditing Companies are Deloitte, Ernst & Young, PwC and KPMG. These audit firms have 

worldwide networks and sign a high percentage of the audit reports in most countries. The Non-Big Four audit 

firms constitute a heterogeneous group made up of big, medium and small firms with different structure and way 

to organize the audit work.  

about:blank
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of the statement and both reports are divulged (Junior et al. 2014). These two types of providers are not 

as widespread as the previous ones, depending a lot on the tradition of the country.   

The above mentioned explain that some authors claiming that there is substantial variability in 

assurance scope, independence of the assurance provider, external criteria and the level of assurance 

provided (Deegan et al., 2006; O’Dwyer and Owen, 2005, 2007; Manetty and Becatti, 2009; Cassey 

and Grenier, 2015). As stated by AccountAbility (1999), different levels of confidence are derived from 

different types of assurance providers, because the quality of assurance statements is highly dependent 

upon the type of provider (Parego and Kolk, 2012). In this line, Zorio-Grima et al. (2012) state that the 

variables presenting the strongest impact on assurance quality are: the fact that the assurance is provided 

by an auditor and the size of the reporting firm. 

Arguments for appointing an audit firm can be the result of the convergence of basic principles 

between auditing and assurance, the trust in the independence and credibility of auditors, the well-

developed global standards, the ethic and independence requirements and the quality-control 

mechanisms of these firms (Simnett et al., 2009; Dixon et al., 2004; De Belde and Tuybens, 2015). On 

the other hand, these authors point out that the drawbacks of an audit firm would be the lack of 

competence, since non-accountants may have more experience in the content of these reports and the 

threats to independence. Hiring its auditor for NFI assurance could in appearance compromise the 

auditor’s independence as these other assurance services have been perceived as lucrative. This may 

also increase the fee dependency of the firm on that one audit client (Kend, 2015). Regarding the 

stakeholder engagement, the main drawbacks are the lack of technical expertise and understanding of 

corporate affairs, a narrow vision that does not cover the interests of all stakeholders, the trustworthiness 

perceived by all stakeholders and the threat to their task as an alarm watch in society (De Belde and 

Tuybens, 2015). 

In summary, the audit profession's best position to lead the NFI assurance market internationally is 

clear. They are internationally known firms that have been characterized by offering a homogeneous 

level of quality in their work, with extensive specialized and standardized knowledge and with the 

experience of working with the largest companies around the world. This knowledge can be used by 

the audit firm to enrich the NFI assurance only when acting both as auditor and assurer. However, in 

these cases, the independence may be undermined by compromising the credibility of the audit report.  

 

2.3 Other aspects of assurance to be improved  

In addition to the lack of homogeneity in the standards applied and the disparity of service 

providers, we can highlight two more aspects that must be addressed by international regulatory bodies 

in relation to assurance: The effects of the consideration of materiality and the value that some 

stakeholders place on assured reports. 

 

2.3.1 Materiality 

ISAE 300 (revised) states that in order to ensure the status of non-financial information, the 

standard applied by the company must contain a series of characteristics such as relevance, integrity, 

reliability, neutrality and comprehensibility. Likewise, an analysis of materiality must have been carried 

out by the company. The assurer must check that what is left out is motivated and explained in the 

statement itself. When the materiality analysis carried out by the company is not adequate, the assurer 

must issue a qualification. But the fact is that sustainability reports, even GRI-based ones, tend to 

disclose environmental, social and governance information separately from financial information, 

without providing an integrated and comprehensive picture of these issues and their interconnections, 

varying in terms of materiality and completeness (Manes-Rossi et al., 2018). 

The first obstacle is that materiality is considered differently by the most relevant standards 

(Manes-Rossi et al., 2018). The GRI standard includes those aspects that reflect the substantive social, 

economic or environmental impacts or influence of the organization on the assessments and decisions 

of stakeholders. These requirements presuppose the concept of materiality as a threshold for the 
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disclosure of information based on a wide range of impacts and stakeholders. Instead, IIRF proposes a 

four-step process of identifying those relevant issues that have or may have an effect on the 

organization's ability to create value considering their effects on strategy, governance, results or 

projects. In other words, materiality is connected to the specificity of the company and the sector in 

which it operates. In this same line, we find the EU Guidelines. The EER Assurance Consultation Paper 

relates materiality with a process in which has to be verified if the information selected has the 

characteristics of relevance and integrity. In this case, assertions are the result of applying the 

requirements of the chosen standard. 

Taking into account this diverse approach to materiality (Baumüller et al., 2018), two main 

problems stand out: information overload and greenwashing. Both problems are important to the 

companies that produce the reports and to those that assure them. The lack of clear and widely accepted 

criteria on this concept creates a lot of uncertainty for companies that have to prepare the NFI statement. 

On the other hand, the assurer's task of minimizing information overload and the incentives to use it as 

greenwashing becomes trickier, as it will be more difficult to maintain its position against the issuing 

company. 

 

2.3.2 The lack of impact of the assured non-financial information statements on users. 

 The assurance does not appear to be valued by investors (Cho et al., 2014), especially in countries 

like the United States. Thus, some authors point out that, without strong market regulation for this 

service, the value of the assurance processes and of the assurance reports themselves is questionable 

(Ball et al, 2000; Laufer, 2003; Smith et al, 2011). The lack of certainty about the objectives of the 

assurance as well as the processes carried out to obtain the evidence that leads to the conclusions of the 

report, justify the fact that users do not find it useful for their decision making.  

It may be necessary for the audit profession to allure the investment community, not only about the 

social but also the economic benefits that assured NFI could provide. Audit firms and professionals 

need to improve their communication strategy to convey these benefits to prospective clients. 

CONCLUSIONS 

Once the commitment of the international markets and regulatory bodies to the issue of NFI 

reporting has become clear, it is time to take steps towards the homogenisation of criteria and procedures 

to assure this kind of reporting. This is the way to avoid that uncertainty about these aspects, criteria 

and procedures, damage the usefulness of this service. The audit experience should serve as an example 

of how, in the end, the use of internationally agreed standards has been crucial to ensure the credibility 

of financial statements in a financial market without borders. This will be the path that the assurance of 

NFI statements will have to follow, with the audit profession being able to lead the process due to its 

long experience and its implementation all over the world. And now is the right time, because assurance 

of sustainability reports is still not regulated in most countries, organizations could be seeking just a 

statement to be included in their sustainability reports regardless of the quality of the assurance process 

performed (Junior et al. 2014). 

In this sense, if the audit profession wants to set up itself as the provider of transparency for 

sustainability reports, the current assurance process must be transparent first (Junior et al. 2014). The 

independence of the assurance provider is crucial to guarantee this transparency (De Belde and Tuybens, 

2015). However, in depth study needs to be carried out to find out how to ensure that such independence 

is not impaired when the auditor's financial dependence on his audit client is increased by the 

engagement of assurance services. If dependency was already a concern when only audit services were 

provided, the problem may become more difficult to solve now. It will be up to the audit profession to 

demonstrate that the mutual enrichment between audit and assurance outweighs the costs associated 

with independence issues. Greater transparency in the processes of obtaining and evaluating evidence 

could help to understand and comprehend the work of the service provider and increase the usefulness 

of the opinion or conclusion rendered. This may be the challenge for the audit profession if it wants to 

establish itself as the guarantor of the credibility of the NFI reporting. 
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ABSTRACT 

 

In 2020 the world woke up with the news of the existence of a new virus and quickly spread all over 

the world and changing our lives and our "normality". From the night to the day, society shut down, 

and people had to stay at home, (re)adapting to the circumstances. Among all these changes, one needs 

to refer the education, and in almost 48 hours, teachers had to provide education remotely, using the 

tools available. After almost three months after the beginning of the shutdown, slowly, institutions are 

starting to open up the doors and trying to come back to "old" normality, not without wounds. One of 

the institutions where we witness these changes is higher education. In this paper, we present a brief 

reflection about what might be the impact of the pandemic crisis not only in education per se but also 

in higher education, including its management and financial issues. In conclusion, the reflection shows 

that this virus can be an opportunity to disregard old behaviours and embrace change as an occasion to 

grow. 

KEYWORDS 

Higher Education, COVID-19, Challenges, Research, Learning, Management. 

1. INTRODUCTION 

After some initial uncertainty, higher education institutions, a little bit all over the world, are 

analyzing the situation and evaluating how the COVID-19 is impacting education. At the intersection 

of the disruption with unpredictability, a new model emerges for the world economy and higher 

education, compelling institutions to (re)think processes and update the crisis management strategies 

that allow us to face the unknown and, if possible, anticipate the future and the new normality.  

The objective of this paper is not to do futurology but identify possible changes, some of them already 

present in our lives. It represents a personal thought about the situation enacted by the pandemic crisis 

in Higher Education and its effects. The order by which they are presented is not related to their 

importance as all of them are important. Moreover, they are also connected, and even a small change in 

one will have an impact on another one. The topics presented in the next section serve only as an excuse 

for a broader reflection. Let's look at this moment, not as a problem, but as an opportunity to reflect on 

education, pedagogy, and even the role of technology in education, the role of teachers, and even the 

role of higher education institutions. 

2. IMPACTS OF COVID-19 

As mentioned above, the impacts of the Coronavirus can be seen in several aspects related to Higher 

Education. These concern the mobility of students, teachers and researchers, the learning process, the 

assessment, the admission / recruitment process, the management of the educational institutions, 

including the financial issues, the insertion of the students in the labor market and the role of the higher 

education. In the next paragraphs, each aspect is presented and briefly discussed. 
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a) Demand / Mobility 

  

The landscape of Higher Education in the last decade can be described as a melting pot of different 

nationalities. In fact, nearly 5 million students go abroad each year for the purpose of studying. The 

OECD has predicted that this number could rise to 8 million by 2025. However, the fear of another flu 

surge makes most students and teachers (re)think their mobility and consider staying in their 

country/region/city in the next academic year. This situation concerns, not only international students 

but also national ones and will affect, in particular, the institutions more dependent on students from a 

specific country or geographical area, forcing them to ponder about their management strategy 

necessarily. As an example, in the spring of 2020, Australia saw its international student numbers drop 

and its critical supply of Chinese students all but disappear. Moreover, in Europe, institutions are 

anticipating significant shortfalls in fall-start programs that rely upon international registrations.  

 

b) Online learning  

 

A Pandora box concerning online learning / distance learning / remote learning has been opened. 

The need to increase presence and online courses can no longer be denied. Thus, the institutions will 

consider which part of the training will be offered face-to-face and which part can be delivered online. 

The fear of the replacement of the lecturer by the technology is giving place to the understanding of 

how the tools are complementary and do not replace the intimacy, the immediacy of face-to-face 

learning. Probably we will watch the increase in the use of different teaching strategies, such as the 

flipped classroom, seeking to use classroom time / synchronous sessions for discussions, debates, and 

guided practices.  

 

c) Challenges of remote learning  

 

There are still many inequalities concerning remote learning. According to a survey carried out by 

McKinsey (cited by Kim et al., 2020), the ability of students to succeed in a remote-learning 

environment may differ significantly by income levels as less than 40% students coming from lower-

income households report having the necessary equipment for remote learning, compared with 72% of 

students from high-income households. This situation also concerns internet access as a high number 

of students do not have an internet quality connection. This means that remote/online learning is not the 

same for all students. Some inequalities need to be put in evidence and institutions, and society needs 

to find strategies to overcome them as all youngsters have the same right to education. 

 

d) Increase in the use of videoconferencing  

 

Many activities and educational institutions ended up with non-essential trips, including 

displacements to attend face-to-face classes, replacing them by videoconferences, and using apps such 

as Zoom, Microsoft Teams, and Webex. However, one has to consider that constant participation in 

videoconferences may cause stress, anxiety, psychological wear and tear on the participants, believing 

that this will be an area of study and exploration in order to minimize these effects. Moreover, lecturers 

are still struggling to maintain the same depth of engagement with students as they had in a classroom 

setting. In this case, online education platforms such as Coursera can play a useful role by tapping their 

expertise in online program design, choice of tech platform and digital marketing to develop the best 

content. 

 

e) Student assessment  

 

In many educational institutions, traditional exams will be replaced by online assessment. Now, this 

is an opportunity to rethink the form of evaluation, with the exploration of other possibilities such as 

the portfolio, problem-solving, reflections, summaries, diaries, among others. Anyway, problems as 

fraud, cheating, and similar are a reality, and institutions are still identifying possible strategies to 

overcome them or at least minimize the possibility of their existence. 
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f) Admission/recruitment process  

 

Recruitment and admission practices will change. Exams, in some parts of the world, are already 

being postponed, which could have an impact at the beginning of the next academic year. It is thought 

that more flexible terms and even a review of admission requirements will be needed. Student 

recruitment fairs may no longer be possible, as may be the case with student receptions and orientation 

weeks. 

 

g) Financial issues  

 

The funding of higher education will also, be in crisis, both in the countries/institution depending on 

the public funding, as the available amounts will be channeled to other priorities, in particular those 

related with social security and public health, and in the countries/institutions depending on 

international students, as these will prefer staying in their own countries. Moreover, institutions, 

especially those more vulnerable, will see their financial problems increase as, in some cases, the 

accommodation, catering, and conference income has evaporated. This situation might have been 

exacerbated by the fact that, even during the shutdown, they had to continue paying the staff, cleaning 

the facilities, and mothering research project. Finally, a word concerning the families that have suffered 

some kind of unemployment, lay-off, or reduction of the income due to the pandemic crisis. For them, 

it will be difficult to send the youngsters back to university and continue paying their studies, which 

might mean a reduction in the number of students entering the university in the next academic year. Of 

course, one should also take into consideration that usually, recession periods, induce people to enter 

or stay in university, as investments in education tend to be countercyclical and the alternatives – sub 

employment and unemployment – are even worse than trying to support the expenses related with 

education. 

 

h) Research, teaching, and academic departments  

 

Due to financial problems, some universities will adopt strategies that include immediate hiring 

freezes in academic departments. Full-time faculty members with low teaching loads and no externally 

funded research might be encouraged to teach more hours. Older faculty members can be incentivized 

to take early retirement. At a second stage, in some universities, there might be reforms consisting of 

scrutinizing academic departments for research contributions, degree productivity, and students’ return 

on investment. Low-performing departments might be eliminated or consolidated. 

 

i) Management of educational institutions  

 

All these changes imply that institutions rethink their management at different levels - from the 

demand for students to the forms of financing, the provision of training, and even the management of 

spaces, ensuring the physical distance between the institutions. In some countries, it is evident that the 

number of students per class exceeds the counsels for the space available. Additionally, one must take 

into consideration that at the moment of writing this reflection, the Health Administration bodies in 

each country are providing recommendation concerning all aspects of our everyday life and the social 

distance is one of them. As such, how can higher education institutions make sure that this social 

distance is a reality in each class? In order to follow these recommendations, classes need to be divided, 

and more teachers will be needed, and of course, more money will be needed to pay the salaries, not to 

mention the spaces… This may mean that the face-to-face classes might be still compromised for the 

next academic year or that a hybrid solution (a mixture of both face-to-face and remote learning) will 

need to be adopted. 

 

j) Insertion in the labor market  

 

Here are some aspects to consider, the first being the possibility that employers might think that the 

online model does not adequately prepare students for the labor market. Besides, online assessment, 
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especially in times of little experience, such as what one experiences, may include some “noise”, not 

fully reflecting the students' knowledge and skills. Also, some studies state that the interruption in the 

assessment, as well as graduation at the beginning of a global recession, can cause more precarious 

working conditions, instigating young people to accept lower-paid jobs, with permanent effects on their 

careers. 

k) Role of higher education institutions  

 

Along with COVID-19, we are witnessing an economic and social crisis that has increased 

inequalities, poverty, unemployment, psychological problems, among others. Besides, the problems 

related to globalization, technological development, the environment, and democracy crisis, the crisis 

of international institutions and the crisis of values, will become more evident and widespread. 

Furthermore, in this context, we will see the emergence of new expectations about higher education 

institutions, in terms of connections with the community, education, international strategies, mobility, 

and even in terms of values. Thus, these institutions will have to rethink their mission and values. They 

will have to look for answers to some questions such as: What kind of institution do we want to be at 

the end of the pandemic? What kind of society and people do we want? Moreover, this means 

(re)thinking about their roles concerning their audiences and their social responsibility. One thing is 

sure, educational institutions will have to operate in a different economic, social, and political 

environment than the previous one and will have to respond to these challenges. 

3. CONCLUSION 

Taking into consideration the scenario described above, it is time for Higher Education Institutions, 

to define strategies to cope with it, for instance, by providing help, care and social funding, equipment, 

or other kinds of support to minimize the inequalities experienced by the students. Moreover, this crisis 

can also be seen as the opportunity higher education needed to put some dysfunctional strategies behind 

and embrace some renovations. Of course, turning the crisis into an opportunity requires a degree of 

change at the institutional level, whether these are breakups, mergers, and closure of faculties, that only 

a few will want to embark on until it is too late.  

The problematic moments make us stop, look inside, and reflect. These are moments for change, for 

growth. If we know how to take advantage of this opportunity, we can come out of this situation more 

robust, more responsive, more human. Better people. We believe that the script of our lives is written 

by every one of us, knowing that together we will always be stronger. 
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ABSTRACT 

 

North Macedonia as a small and open economy, highly integrated into international trade has export - 

oriented growth model. The main challenge for the Macedonian government is the improvement of the 

economic situation in the country, taking into account the country specificities and aspiration of the 

country for EU membership. The paper investigates the relationship between export structure and 

economic development in the Republic of North Macedonia, decomposing the change in the growth of 

exports into four components (Global component, Geographical component, Composition component 

and Performance component) using the constant market shares (CMS) approach. The paper focuses on 

the export volume, destination and product mix using the secondary data from UNComtrade database, 

the third disaggregation level according to SITC Rev.3. The findings from analysis can enhance the 

government in taking corrective action in terms of product mix, business partners, or individual sectoral 

policies. This would identify the products and markets, which are of the great importance for the North 

Macedonian exports, respectively for the economic development of the country. 
 

KEYWORDS 

Export Structure, Economic Development, CMS analysis, North Macedonia. 
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INTRODUCTION 

In the last 40 years, or more preciously with the globalization process, in the world economic 

development is dominating the concept of the export-led growth or export promotion strategies for 

industrialization. Export-led growth occurs when a country seeks economic development by engaging 

in international trade and is opposite from the developing model of import substitution industrialization.  

This model as an economic development strategy shown relative success in Germany, Japan, and East 

and Southeast Asia, but current conditions suggest that a new development paradigm is needed. This 

issue has become even more popular for a number of emerging reasons like the various types of crises, 

including the global economic crisis, global pandemic crisis, the processes of globalization and 

integration, and the closer ties between political and economic issues.   

The classical model of international trade is that growth in trade leads by way of comparative 

advantages to stronger economic performance in the future. From the long-term perspective, however, 

not all goods (and services) have the same character in terms of the impact of its trade on economic 

performance. The future growth brought by specialization is greater with certain products 

(commodities) than with others. Economic growth in the years ahead is affected not just by the volume 

of trade, but particularly by its qualitative composition. For this reason, is important to focus on the 
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methodology for measuring the structural aspect of exports in the specific country or the group of the 

countries.  

North Macedonia has an open economy and is highly integrated into international trade, with a 

total trade to GDP ratio of over 133% (World Bank, 2018). North Macedonia became a member of the 

World Trade Organization in April 2003. In 2004, the country has a status of EU candidate country, 

which concedes the country duty free access to European markets. In 2006 the country became a 

member of the Central European Free Trade Agreement (CEFTA), generally considered as the 

antechamber of the EU. Lastly in March 2020 EU gave its formal approval to North Macedonia to begin 

accession negotiation process.   

The North Macedonian economic policy mix is the model of export-led growth That strategy has 

led to the economy being more open, in terms of export share in production, than most others in the 

region. The country mainly exports leather products, reaction initiators and accelerators, centrifuges 

and insulated electric conductors; importing chiefly platinum, petroleum oil and ceramic wares. 

In 2018, its main export partners were Germany, which accounted for almost half of total exports 

alone (47%), Serbia (7.9%) and Bulgaria (5.2%); with the main import origins being Germany (11.6%), 

the United Kingdom (9.5%) and Greece (8.5%) (Comtrade, 2018). To what extent they contribute to 

economic growth, is a matter of a close analysis. This analysis should consider factors such as volume, 

destination and product mix. The purpose of this paper is to analyze the main changes in the structure 

of the North Macedonian exports of goods, taking into account their technological complexity and the 

quality of the workforce and to what extent they relate to economic growth. The used methodology is 

based on the constant market shares (CMS) approach, as technique for undertaking decompositions of 

the export. 

To date, no empirical study to the best of our knowledge has addressed the extent to which North 

Macedonians exports are destined for markets whose growth is promising or stagnant using CMS 

approach. Thus, no study in the context of North Macedonia has addressed North Macedonian’s 

comparative export performance.  

LITERATURE REVIEW 

The importance of trade and the relationship between trade and economic welfare has been examined 

in economic theory. Adam Smith first espoused the benefits of free trade that David Ricardo built upon 

to emphasize that a nation must specialize in the production of goods in which it has comparative 

advantage. Specialization and exchange lead to greater output and greater consumption. In Ricardo’s 

theory, trade is based on labor productivity differences between nations. The Heckscher-Ohlin (H-O) 

theory refines Smith and Ricardo’s idea of unfettered trade to imply that countries need to export 

products based on factors in relative abundance and import products that require factors in relative 

scarcity (Schneewes, 1985). Thus, under the H-O theory, the larger a country’s physical capital 

endowment, the more physical capital-intensive will its exports be (Havrylyshyn, 1985). Similarly, 

larger endowments of human capital would lead to more exports of human capital relative to labor. The 

framework emphasizes comparative advantage in production through technology or resource 

endowments as an explanation of the volume and composition of international trade. Termed 

“classical”, the theories of Smith, Ricardo, and Heckscher-Ohlin help to explain the pattern of 

international trade observed in most of the world economy. 

From the late 70s onwards, the literature has produced numerous studies, mostly for developing 

countries, relating exports and economic growth. According to Hausmann, Jason Hwang and Dani 

Rodrik (2006) there are economically meaningful differences in the specialization patterns of otherwise 

similar countries. They have captured these differences by developing an index that measures the 

"quality" of countries export baskets and provided evidence that shows that countries that latch on to a 

set of goods that are placed higher on this quality spectrum tend to perform better. The clear implication 

is that the gains from globalization depend on the ability of countries to appropriately position 

themselves along this spectrum.  

Santos, Ribeiro and Carvalho (2013) in their paper “Export-Led Growth in Europe: Where and What 

to Export?” examine how the product and the destination structures of exports influence the growth of 
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EU countries. Since several EU countries face strong recessions in the sequence of the economic crisis 

and the related fiscal consolidation measures, exports emerge as a meaningful source of growth for 

developed countries with rather stagnant domestic markets. In this context, they assess if and how the 

product and the destination structures of exports shape the growth dynamics for the EU countries. Using 

panel data estimation to 23 of the 27 EU members over the period 1995-2010, they find that economic 

growth is foster through export specialization in high value-added products, such as manufactures and 

high-technology. Moreover, they find evidence that higher growth is fostered by export diversification 

across partners while enlarging the portfolio of partners, mainly to less developed and more distant 

countries, has negative impacts on European growth. Unambiguously, relative concentration of exports 

should be directed towards higher growth countries.  

A decomposition of a country’s export growth can be indicative of the extent to which a country has 

outperformed or underperformed its competitors in selecting high growth destination markets and 

product categories (sectors). The proposed method for such decomposition involves carrying out 

Constant Market Share Analysis (CMSA) when applied to international trade (Piezas-Jerbi and Nee, 

2009). According to proponents of the model (Tyszynski, 1951; Leamer and Stern, 1970; Richardson, 

1971) despite a country’s efforts to sustain and maintain its share of every product in every market, it 

can still experience a reduction in its market share if it continues to export to markets that grow 

relatively slowly than the world average or if it continues to export products whose demand is declining 

(Skriner, 2009).  

Ahmadi-Esfahani and Anderson (2006) note that such an analysis will provide an indication to 

whether a country’s comparative export performance reflects changing global trends in demand. 

According to the World Bank, success or failure of a country’s exports relative to world averages can 

be attributed to any or all of the following three reasons; the nation’s exports may concentrate in 

commodities in which the demand is growing relatively fast (slowly), the nation’s exports may be going 

to relatively growing (stagnant) or, the country might have been able (unable) to compete effectively 

with supplying nations. Jimenez and Martin (2010) noted “a country’s export market share and the 

changes in it over time are often used as measures of competitive capacity abroad”. They use the 

illustration that ‘if a nation specializes in exports of goods (towards areas) where demand is particularly 

buoyant, the market share will increase even though competitiveness doesn’t improve”. 

The Republic of North Macedonia as an EU candidate country member complies with both its own 

interests and with the guidelines for integrated community development. In accordance with the EU 

strategy "Europe 2020" for smart, sustainable and inclusive growth and directions of the EU is working 

on development of the strategy for smart specialization. In the 1999 the Macedonian Academy of 

Science and Arts published the Export Strategy for the Republic of Macedonia where the concept of 

the country has developed numerous sectoral export strategies designed to promote the 

internationalization of Macedonian companies and their competitiveness in international markets, 

especially of small and medium enterprises.  

RESEARCH METHODOLOGY 

Research methodology that is used for the purpose of this study is related including the analysis of 

the secondary research sources available on internet as an open access sources, like policy paper 

documents, scientific articles, models for disaggregation and databases. Also various general research 

and quantitative methods, such as nominal values and relative weights of commodity groups in total 

export to analyze the trends in the volume and the structure of the export of the country, depending on 

their complexity. The data used is third disaggregation level according to UNComtrade SITC Rev. 3 

and are grouped according to the classification of UNCTADSTAT “Manufactured goods by degree of 

manufacturing groupings”, in which the goods are classified as “Labour intensive and resource-

intensive manufactures” (LIRIM), “Low-skill and technology intensive manufactures” (LSTIM), 

“Medium-skill and technology-intensive manufactures” (MSTIM) and “High-skill and technology-

intensive manufactures” (HSTIM). The goods that are not included into this classification are labeled 

as other goods.  
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Another method that is used is constant market shares (CMS) approach analysis for decomposing 

the changes into component parts that can help us to better understand the forces underlying the 

observed changes. CMS analysis is a technique for decomposing the growth in a country’s exports into 

components that correspond to holding its market shares constant at various levels. A country’s trade 

may grow faster or slower than the world average because its export profile is concentrated in 

commodities for which demand is growing relatively quickly/slowly, or because its regional export 

profile is dominated by countries that are growing relatively quickly/slowly, because the economy is 

gradually becoming more or less competitive, or some combination thereof. Preferential trading 

agreements have the potential to change these effects. CMS analysis is designed to help us better 

understand the relative importance of the various possible drivers of export growth. Advantages that 

are relatively simple way of analyzing complex growth patterns with strong theoretical foundation that 

can be derived from the Armington trade model. CMS analysis can concisely summarize key aspects 

of a large volume of data, can provide insights into competitiveness that are useful for designing export 

strategy as well as evaluating the impact of existing policies. Disadvantages of the methods are that it 

is descriptive not causal, measurement errors in the data flow directly into the results, care must be 

taken to apply indicators at an appropriate level of aggregation, trade shares can vary from year to year, 

especially at a disaggregate level, leading to misleading results. This problem can be mitigated by 

comparing average shares over a longer period, or by constructing moving averages of the decomposed 

effects.  

There are actually a number of different CMS decompositions in the literature. The original CMS 

analysis is Leamer and Stern version, which applies to growth in the value of trade, then Fagerberg and 

Sollie version, which is applied to the growth in export shares. For this analysis we used the formulas 

proposed by Wawan Juswanto and Puji Mulyanti (2003), and by Ninez Piezas-Jerb and Coleman Nee 

(2009). This variation of the method allows us to analyze the change in the market share of the country 

due to the growth rates of the export compared to the world export, of the product mix or the specific 

features of the countries targeted by commodity flows. One of the assumptions of the method is that if 

the country's competitiveness has not changed, and all other factors are held constant, the market share 

will remain constant over time as well. 

Under these conditions, the change in the growth of exports can be decomposed into four 

components:  

• Global component (GLOBO) indicating changes due to overall growth of world trade,  

• Geographical component (GEO) indicating changes due to the country's distribution of 

trading partners,  

• Composition component (COMPO) indicating growth due to the mix of products exported, 

and  

• Performance component (PERFO) a residual term indicating changes in competitiveness.  

The analysis was performed at three levels. To describe the various levels and effects we use the 

following notations: 

ⅈ - commodity, 

𝑗 - country, 

𝑋𝑖. - Value of A’s exports of commodity i in the period 1, 

𝑋′𝑖. - Value of A’s exports of commodity i in the period 2, 

𝑋.𝑗 - Value of A’s exports of country j in the period 1, 

𝑋.𝑗
′  - Value of A’s exports of country j in the period 2, 

𝑋𝑖𝑗 - Value of A’s exports of commodity i to country j in the period 1, 

𝑋𝑖𝑗
′  - Value of A’s exports of commodity i to country j in the period 2, 

𝑟 - Percentage change in the world export between period 1 and 2, 

𝑟𝑖 - Percentage change in the world export of commodity i between period 1 and 2, 

𝑟𝑖𝑗 - Percentage change in the world export of commodity i to country j between period 1 and 2, 

 

Then, we can obtain the total exports of the commodity i by summing up the export flow to the different 

countries j, and the total export to the country j by summing up all products i: 

∑𝑗𝑋𝑖𝑗 =  𝑋𝑖. ∑𝑖𝑋𝑖𝑗 =  𝑋.𝑗         (1) 
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Therefore, the total export of commodities from one country is obtained by summing up the total values 

of the different commodity groups or the values of the export by partners: 

∑𝑖∑𝑗𝑋𝑖𝑗 =  ∑𝑖𝑋𝑖. =  ∑𝑗𝑋.𝑗 =  𝑋..                                                                                  (2) 

At the first level, it is assumed, that commodities and countries do not differ, i.e. as in the case of the 

export of one commodity for one country. Therefore, if we change the market share of a country A, 

then the increase in exports will be rX and we will have the following relationship: 

𝑋′. . −𝑋. . ≡ 𝑟𝑋. . +(𝑋′. . −𝑋. . −𝑟𝑋. . )                                                                   (3) 

The one-level analysis divides the export growth into a part associated with general increase in world 

exports (GLOBO) and a residual, the competitiveness effect. This relationship can be used for a product 

class, if we assume that we have different products and different markets. In this case we have the 

following relationship: 

𝑋𝑖.
′  − 𝑋𝑖.  ≡ 𝑟𝑖𝑋𝑖 + (𝑋𝑖.

′ − 𝑋𝑖. − 𝑟𝑖𝑋𝑖)                                                                   (4) 

which may be aggregate to: 

 

𝑋′. . −𝑋. . ≡ ∑ 𝑟𝑖𝑋𝑖. + ∑ (𝑋𝑖.
′ − 𝑋𝑖. − 𝑟𝑖𝑋𝑖.)𝑖𝑖 ≡ (𝑟𝑋. . ) + ∑𝑖(𝑟𝑖 − 𝑟)𝑋𝑖. +  ∑𝑖(𝑋𝑖.

′ − 𝑋𝑖. − 𝑟𝑖𝑋𝑖.)   (5) 

 

The “two-level” analysis examines the growth of the export of country А resulting from the general 

increase in world exports, commodity composition (COMPO) ∑𝑖(𝑟𝑖 − 𝑟)𝑋𝑖. and a residual. The ∑𝑖(𝑟𝑖 −
𝑟)𝑋𝑖. indicates whether the country exports commodities at a higher rate compared to the world average 

for all commodities. In this case  (𝑟𝑖 − 𝑟)𝑋𝑖. has a positive value. 

The three-level analysis assumes that both countries and commodities differ. Some are characterized 

by higher growth rates, other – by lower. In this case we can use the equation: 

 

𝑋𝑖𝑗
′  − 𝑋𝑖𝑗  ≡ 𝑟𝑖𝑗𝑋𝑖𝑗 + (𝑋𝑖𝑗

′ − 𝑋𝑖𝑗 − 𝑟𝑖𝑗𝑋𝑖𝑗)                                                          (6) 

It can also be presented as: 

 

𝑋′. . −𝑋. . ≡ ∑ ∑ 𝑟𝑖𝑗𝑋𝑖𝑗

𝑗𝑖

+ ∑ ∑ 𝑟𝑖𝑗𝑋

𝑗

+  (𝑋𝑖𝑗
′ − 𝑋𝑖𝑗 − 𝑟𝑖𝑗𝑋𝑖𝑗)

𝑖

≡ (𝑟𝑋. . ) + ∑𝑖(𝑟𝑖 − 𝑟)𝑋𝑖. + ∑𝑖∑𝑗(𝑟𝑖𝑗 − 𝑟𝑖)𝑋𝑖𝑗 + ∑𝑖∑𝑗(𝑋𝑖𝑗
′ − 𝑋𝑖𝑗 − 𝑟𝑖𝑗𝑋𝑖𝑗) 

 

Here the growth in exports is due to the general increase in world exports, commodity composition, the 

market distribution of A’s exports (GEO) and a residual indicating “competitiveness” or “performance” 

(PERFO). 

This method was used to analyze data of UNComtrade SITC Rev. 3 at third disaggregation level. 

RESULTS 

According to the UN Comtrade, the analysis of the data on the North Macedonian’s exports shows 

the trend of increase in value of exported goods to all trade partners and incres in the number of trade 

partners. Its value decreasing in 2001 and 2002 due to national ethnical armed conflict and 2009 due to 

the global economic crisis and the global decrease in demand. (Table 1). 

In terms of geographical diversification, it was found that Republic of North Macedonia has a 

significant number of commercial partners, exporting to 140 countries in 2019. In the analysis of the 

geographic diversification we should pay attention to the value of commodity flows to commercial 

partners. The relative shares of exports to the countries shows that despite the large number of partners, 

more than 60% of exports were concentrated in a few countries. The top 5 main export partners are 

Germany, Serbia, Bulgaria, USA and Czechia. We can say that, except of the USA that is main foreign 

direct investor in Free Economic Zones in North Macedonia, the others are close markets and according 

to the reviewed theoretical concepts, dealing with them should be beneficial with the appropriate 

product mix. 

In the UNComtrade data base, the data for the year 2008 are not available in all categories. At the same 

time the data for 2019 is available only in the total value but is not available for specific export partners.  
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Table 1. North Macedonian’s export of goods in Value to all trade partners 

Year Total export (in mln USD) Number of export partners  

2000 1322,6 95 

2001 1155,1 87 

2002 1115,5 93 

2003 1363,3 96 

2004 1673,5 91 

2005 2041,3 101 

2006 2400,7 102 

2007 3356,2 109 

2008 Data not available 

2009 2691,5 108 

2010 3351,4 111 

2011 4478,3 118 

2012 4015,4 121 

2013 4298,8 116 

2014 4964,1 120 

2015 4530,1 131 

2016 4784,6 129 

2017 5670,4 132 

2018 6906,3 129 

2019 7186,0 140 
Source: Authors’ Calculations based on UNComtrade Statistics 

The values of exports of the groupings formed by degree of manufacturing show that the highest 

absolute value and relative share of exports have commodities that fall under the categories of LSTIM 

(Low-skill and technology intensive manufacturers) and LIRIM (Labour intensive and resource 

intensive manufacturers) under the classification of UNCTADSTAT "Manufactured goods by degree 

of manufacturing groupings". These are products with low added value (Fig. 1 and Fig. 2). 

 
Figure 1. Dynamics of North Macedonian’s export of goods 

 
Source: Authors’ Calculations based on UNComtrade Statistics 

 

Products high added value in the categories HSTIM (High-skill and technology intensive 

manufacturers) and MSTIM (Medium-skill and technology intensive manufacturers) show slight 

increase in the export structure of goods proportionally with the total increase of the export of goods. 

The category others is no significant in the total export of goods.     
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Figure 2. North Macedonian’s export structure of goods 

 
Source: Authors’ Calculations based on UN Comtrade Statistics 

The statistics on the main countries-importers of North Macedonian goods outline similar trends. 
The highest export is in the LIRIM commodities and the lowest export is in the MSTIM commodities. 

What is favorable here is, that there is considerable diversification of commodity exports of HSTIM, as 

well as of the exports of MSTIM. It is evident that the trade in HSTIM increased in the period 2015-

2018 for 33 mln USD; in MSTIM slightly increased in the period 2015-2018 for 10 mln USD and the 

highest increase is in  LIRIM of 179 mln USD and in LSTIM of 125 mln USA in the period 2015-2018 

It is interesting to analyse the trends country by country for the period of 2015 – 2015. In the HSTIM 

category or commodities with the highest added value, the substantial increase of 16 mln USD is 

recorded in the export to Serbia, increase of 9 mln USD in export to Bulgaria and 7 mln USD in the 

export to Germany. In the MSTIM category or commodities with high added value, the substantial 

increase of 10 mln USD is recorded in the export to Germany and less then 1 mln USD in the export to 

USA. In the LSTIM category of commodities the highest increase of export of 46 mln USD is recorded 

in export to Germany, 40 mln USD in the export to Serbia 32 mln USD in the export to Czechia, 5 mln 

USD in the export to Bulgaria and 2 mln USD in the export to USA. In the LIRIM category of 

commodities in the period 2015-2018 only one country, Bulgaria, recorded decrease of 21 mln USD. 

The other countries recorded increase in the export as follows: increase of export to Serbia of 196 mln 

USD, increase of export to Germany for 3 mln USD, increase of 1 mln USD to Czechia and 0.7 mln 

USD increase of export of commodities to USA (see Table 2).     

 

   
Table 2. Export of manufactured goods by degree of manufacturing groupings 

 

 LIRIM LSTIM 

Country 2015 2018 2015 2018 

 

Commodity 

groups – in 

number 

Mln. 

USD 

Commodity 

groups – in 

number 

Mln. 

USD 

Commodity 

groups – in 

number 

Mln. 

USD 

Commodity 

groups – in 

number 

Mln. 

USD 

Bulgaria 19 31,598 21 10,550 16 41,999 15 46,519 

Czechia 19 2,599 23 3,381 8 8,641 11 40,622 

USA 16 0,121 19 0,833 10 3,142 12 5,308 

Serbia 20 245,778 21 441,528 15 115,113 15 155,320 

Germany 23 11,860 22 14,657 14 15,596 17 61,237 

 Total: 291.956 Total: 470,949 Total: 184,490 Total: 309,006 
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 MSTIM HSTIM 

Country 2015 2018 2015 2018 

 

Commodity 

groups – in 

number 

Mln. 

USD 

Commodity 

groups – in 

number 

Mln. 

USD 

Commodity 

groups – in 

number 

Mln. 

USD 

Commodity 

groups – in 

number 

Mln. 

USD 

Bulgaria 23 1,918 19 1,711 33 57,055 33 66,989 

Czechia 12 0,079 16 0,198 10 0,154 15 0,166 

USA 12 0,057 14 0,600 13 0,004 16 0,011 

Serbia 17 7,048 20 7,068 36 50,306 38 66,607 

Germany 19 9,162 15 19,053 25 12,789 28 19,308 

 Total: 18,263 Total: 28,629 Total: 120,308 Total: 153,081 
Source: Authors’ Calculations based on UNComtrade Statistics 

 

The analysis of the export structure can be complemented with the results of the Constant Market 

Share Analysis (see Table 3). Such an analysis can enhance the government in taking corrective action 

in terms of product mix, business partners, or individual sectoral policies. The results show that growth 

in world exports (GLOBO) has had a positive impact of North Macedonia’s exports. The positive values 

indicate that the export of the country in the period grows faster than the average growth for the world. 

The higher the growth rate of the country, the smaller this effect is (Piezas-Jerbi, Nee; 2009). 

 

 
Table 3. Constant Market Share Analysis of North Macedonia’s Export (%) 

 2015-2018 

GLOBO 90,00 

COMPO 13,45 

GEO - 3,16 

PERFO - 0,39 

TOTAL CHANGE 100 
Source: Authors’ Calculations based on UNComtrade Statistics 

 

The factor commodity composition (COMPO) had a positive impact on the export growth, which 

means that North Macedonia exported commodities the markets of which were growing relatively 

faster. The market distribution (GEO) had a negative impact on the export growth. This means that the 

country has concentrated its exports in a more stagnant region. The competitiveness component 

(PERFO) also has a small negative effect and is related to the slight loss of competitiveness of North 

Macedonian commodities to the export markets. This analysis would be much more informative if it 

was made at a higher disaggregation level. This would allow identifying products and markets, which 

are of great importance for the North Macedonian exports, respectively for the economic development 

of the country. 

CONCLUSION 

Literature review shows that numerous empirical studies confirm a correlation between economic 

growth and exports. Export – led growth model is marked as successful model at the global level, 

especially with the specialization in high-tech products that generates higher growth rates compared to 

specialization in more low-tech. Research can be used by the governments in taking corrective action 

in terms of product mix, business partners, or individual sectoral policies. In the case of the North 

Macedonia, the global component results show that growth in world exports has had a positive impact 

of North Macedonia’s exports, indicated that the export of the country in the analyzed period grows 

faster than the average growth of the world. The sectoral or commodity composition component shows 

that North Macedonia exported commodities to the markets which were growing relatively fast. The 
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geographical distribution component shows that the country has concentrated its exports in a more 

stagnant region and the competitiveness component shows that North Macedonian slightly loss 

competitiveness of commodities to the export markets.  

 

REFERENCES 

Ecel A., et al. (2014), Uganda’s Comparative Agricultural Export Performance: A Shift-Share Analysis 

Approach, European Journal of Business and Management, ISSN 2222-1905 (Paper) ISSN 

2222-2839 (Online), Vol.6, No.4, 2014, p. 262 – 269 

Edith Skriner (2009), Competitive and Specialization of the Australian Export Sector- a Constant- 

Market Share Analysis, FIW Working paper, No.32 

Fredoun Ahmadi-Esfahani and Glenn Michael Anderson (2006), Constant Market Shares Analysis: 

Uses, 

Limitations and Prospects, Department of Agricultural Economics the University of Sydney, Australia 

Hausmann, Ricardo and Hwang, Jason and Rodrik, Dani, (2006), What You Export Matters, KSG 

Working Paper No. RWP05-063. Available at SSRN: http://dx.doi.org/10.2139/ssrn.896243 

Havrylyshyn, O. (1985). The Direction of Developing Country Trade: Empirical Evidence of 

Differences Between South-South and South-North Trade. Journal of Development Economics, 

Vol. 18: 253-271. 

Juswanto, W and P. Mulyanti.(2003) Indonesia’s Manufactured Exports: A Constant Market Shares 

Analysis. Journal Keuangan dan Moneter, Volume 6 Nomor 2, December 2003, p. 97- 103. 

Ninez Piezas-Jerbi and Coleman Nee (2009), Market shares in the post-Uruguay round era: a closer 

look 

Using shift-share analysis, World Trade Organization, Economic Research and Statistics Division, Staff 

Working Paper ERSD-2009-14. 

Richardson, J.D. (1971), Constant market share analysis of export growth, Journal of International 

Economics, 1:2, 227-239. 

Santos, P., Ribeiro, A. and V. Carvalho. (2013), Export-Led Growth in Europe: Where and What to 

Export?  FEP Working Papers. n. 479 

Schneewes, T. (1985). A Note on International Trade and Market Structure, Journal of International 

Business. Summer, p. 139-150 

Tyszynski. H, (1951), orld Trade in Manufacturing Commodities, 1899-1950”, the Manchester school 

of economics and social studies, p. 272-304. 

Zaharieva, G., (2016), The Relationship between Export Structure and Economic Development: The 

Bulgarian Case, Економiка i органiзацiя управлiння, Vol. 4 (24) 2016 p. 21 - 27 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://dx.doi.org/10.2139/ssrn.896243


Trends in Economics, Finance and Management Journal, Vol. 2, Issue 1 (2020) 

_________________________________________________________________________________ 
 

24 

DO MANAGERS HAVE WHAT IT TAKES TO BE SUCCESSFUL IN 

THE 21ST CENTURY 
 

Natasha Kraleva  
International Balkan University - Republic of North Macedonia, nkraleva@yahoo.com 

 

ABSTRACT 

 

The question if management is a science or an art is frequently present, even nowadays. The correct 

answer to this question depends first upon a clear understanding of the meaning of the key terms: science 

and art. Many successful managers emphasize the importance of utilizing both, science and art in their 

everyday working. Even though managers can be science-oriented in their decision-making, they often 

need to solve issues based on their experience, intuition or instinct. However, managers can perform 

better by using the organized knowledge about management. Hence, it can be said that, managing as 

practice is an art and the organized knowledge underlying the practice may be referred to as a science. 

Therefore, when it comes to management, science and art are not mutually exclusive, but are 

complementary.  

Additional approach to observing the managerial activity entails categorizing the skills required to 

perform the work. Any effective managerial activity requires possessing different types of skills, 

depending on the activity itself. There are three main types of skills that managers need to posses. 

Unanticipated situations that companies face, like the COVID-19 pandemic, force them to think 

strategically about the potential future changes they can undertake.  Furthermore, many companies will 

very likely face future of uncertainty. Future scenarios of potential disruptions of different kind are 

considered by many, to be very likely. Being in uncharted territory is especially challenging, since many 

of the decisions in these situations can be often either very positive or very negative for the organization.  

 

KEYWORDS 

Management, science, art, skills, crisis 

JEL CLASSIFICATION CODES 

M10  

1. INTRODUCTION 

Being relatively new area of studying organized human functioning, management still somehow 

battles to gain the status of scientific field, even though it is recognized by many as such. There are still 

views that do not see science in management, but rather luck, intuition, resourcefulness etc, while others 

see it as a subfield of economics.  

From the beginnings of management that occurred with Frederick Taylor’s “The principles of 

scientific management” (1911) and Henry Fayol’s “General and Industrial Management” (1916), up 

until nowadays management got to be recognized as a separate scientific field. (Kralev and Kraleva, 

2016) 

For more than hundred years, management as maybe no other area, tries to promote its scientific 

dimension. At its beginnings, all authors, including Taylor and Fayol, were determining principles as 

an evidence of management being a science. Taylor’s four principles of management and Fayol’s 



Trends in Economics, Finance and Management Journal, Vol. 2, Issue 1 (2020) 

_________________________________________________________________________________ 
 

25 

fourteen principles of management are still valid in this day and age. Moreover, they can be applied 

nowadays, even though companies have gone through substantial changes from the time these principles 

were introduced. Additionally, after World War II, Operations Research gained its prominence. 

Along with proving the scientific character of management, another issue arose, and that is whether 

management is only science or does it include art and skills as well. 

2. MANAGEMENT: SCIENCE OR ART? 

The question whether management is a science or an art is frequently present, even nowadays. The 

answers are not uniform, but rather diverse. However, if one observes a manager’s job, it can be easily 

concluded that it involves both science and art. Managers face a range of different situations and they 

often find themselves in one of the ten different roles, as described by Mintzberg, well known name in 

management theory. Understandably, the degree of uncertainty and complexity of their decision-

making is contingent on the position they hold, among other variables. 

The correct answer to this question first and foremost depends upon a clear understanding of the 

meaning of the key terms: science and art. The emphasis in any activity that is referred as an art is on 

applying skills and knowledge and accomplishing an end through deliberate efforts. So, when this 

notion is applied to managerial activity, it can be concluded that management is an art. Science, in 

contrast, involves seeking new knowledge through the use of rigorous methods of collecting data, 

measuring it, setting up hypotheses and testing those hypotheses. An in-depth observation can easily 

lead to the conclusion that management has given increased attention to its scientific aspects. (Massie, 

1986) 

According to Pierce and Dunham (1990) science is a body of knowledge that has evolved through 

controlled systematic investigation. Science provides explanations, descriptions and predictions about 

a certain phenomenon under investigation. Moreover, there is a large body of scientific management 

literature based on such analyses. The art in management becomes visible in the application of the 

knowledge derived from scientific investigation. Furthermore, science documents and discusses and art 

creates. A body of management knowledge has been developed through systematic and controlled 

examination. However, managers who rely only on this knowledge, often deny the significance of 

intuition, common sense or feelings. Effective managers increase their knowledge and develop skills 

necessary to apply that knowledge artfully.  

Mary Parker Follet, one of the pioneers of the organizational theory, defined management as an art. 

However, her definition is not universally accepted. It is generally considered that management does 

involve certain degree of skills. But there is still an ongoing debate about just how management should 

be classified: as an art, as a science or as a profession? (James and Wankel, 1986) 

 Furthermore, Boettinger (1975) has the same outlook on management as Follet. According to him, 

painting or poetry (or any other fine or literary art) requires three components: the artist’s vision, 

knowledge of craft and successful communication. In these respects, management is an art, for it 

requires the same components. For that reason, just as artistic skill can be developed through training, 

so can managerial skill be developed in similar ways to those used in training artists.   

On the other hand, Gulick (1963) defined management as a “field of knowledge that seeks to 

systematically understand why and how men work together to accomplish objectives and to make these 

cooperative systems more useful to mankind”. He then, goes on to explain that management meets the 

requirements for a field of knowledge, because it has been studied for some time and has been organized 

into series of theories. According to him, management can be considered to have become science, when 

theory would be able to guide managers by telling them what to do in a particular situation and enabling 

them to predict the consequences of their actions (Gulick, 1963). This has happened from the time that 

Gulick lived and worked. Management science, a term which is often interchangeably used with the 

term Operations research, is a distinctive discipline that uses scientific approaches for improving the 

performance of the management.  

Numerous issues in management can be addressed in a manner that is logical, objective and rational. 

Managers can collect data, facts, information…They can use quantitative models and decision-making 

techniques in order to help them get to the optimum decision. Scientific approach is needed when 
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dealing with solving problems whenever possible, especially when they face issues that are unclear or 

non-routine.  

Even though managers can be science-oriented in their decision making, they often need to solve 

issues based on their experience, intuition or instinct. For instance, if managers rely to a great extent on 

the conceptual or interpersonal skills, they might find themselves in a situation where they would need 

to choose between equally acceptable paths. (Kralev and Kraleva, 2016) 

Managing, just like any other practice - engineering, football, music composing … – is an art. More 

precisely, it is know-how. It is doing things in the light of the reality of a situation. Additionally, 

managers can perform better by using the organized knowledge about management. It is this knowledge, 

whether basic or advanced, that, to the extent that it is well organized, clear and relevant, constitutes a 

science. Hence, it can be said that, managing as practice is an art and the organized knowledge 

underlying the practice may be referred to as a science. Therefore, it can be concluded that, when it 

comes to management, science and art are not mutually exclusive, but are complementary. As science 

improves over time, so should the practice. This includes not just management, but all practices. The 

science underlying managing, having in mind the fact it does not go back centuries, is relatively basic, 

and to some extent inexact. This is true, because of the variables that the managers deal with, which are 

very complex. The internal and external environments of any organization are multifaceted and demand 

unique approach. However, the management knowledge as is available can certainly improve 

managerial practice. Physicians without the advantage of science would be little more than witch 

doctors. Executives who attempt to manage without management science turn to intuition, luck, or past 

experience. In managing, unless practitioners are to learn by trial and error, there is no place they can 

turn for meaningful guidance, other than the accumulated knowledge underlying their practice. (Koontz 

and Weihrich, 1988)    

Mary Parker Follet defined management as “getting things done through people”. This vague 

definition is actually a very good description of management, and one of the most used ones. It sums 

up and presents in a very straightforward way what managers actually do, without using complex 

terminology like other definitions. Management is often regarded as “getting things done”, and by this 

it puts emphasis on the art of performing the job. Nevertheless, many studies have emphasized the 

science aspect of managing, which is, systematic approaches to problem solving and decision-making. 

Thus, management is a combination of art and science that requires both, the behavioral and systematic 

approaches. (Sang, 1988) 

Similar view on management is presented by Wren and Voich (1994). According to them, 

management is composed of both art and science. Art in management is visible in the decisions, 

creativity, experience and the individualism that are traits of the managerial style. Art is something that 

cannot be easily taught. It is difficult to teach one to use common sense, be creative etc, even though it 

can be improved in a classroom through different experiences that can be gained by learning. The 

science part is more easily learned.  

The view that management is both science and art was further supported by Megginson et al (1997). 

According to them, it can be assumed that effective managers use scientific approach in decision-

making. They further explain that managers systematically observe that a problem exists, gather data 

about it and the prospective solutions to it. After they have done that, they go on to generalize about the 

potential outcomes, and then make the optimum decisions. Nevertheless, in many aspects of planning, 

leading and communicating with people, managers must use also the artistic approach, basing their 

decisions on judgment, intuition or gut feeling. Consequently, the question is not whether effective 

management is a science based on application of a systematic body of management knowledge, or an 

art, based on an acquired skill. To a certain extent, effective management is a combination of the both, 

in varying proportions in different situations. Namely, the managerial activity depends on many 

variables, including the predominant management style, the organizational culture and the expertise of 

the managers, among others. Furthermore, the management level determines what kind of decisions 

managers make predominantly, programmed or non-programmed. Subsequently, different situations 

will require different combination of art and science. 

It has to be noted, that management is not a “hard” science, like the natural sciences, like for instance, 

chemistry or physics are. It is considered a “soft” science like other social sciences. In physics, 

according to the Newton’s third law of motion “to every action, there is always an equal and opposite 
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reaction”. This law describes invariably true relationship, with no exception. However, this is not the 

case for management. Management has numerous concepts, which are generalizations that tend to be 

true, but are not always. It is different from a law, which is consistently true, under all circumstances. 

So, the art of management involves the skill of knowing when and when not to apply management 

concepts in varying situations. Additionally, it requires that managers use judgment when previous 

experience or training does not provide solid principle on which to rely. It should also be noted that 

many managers do not have formal training in management, and nevertheless are very successful, 

relying on the art in practicing management. Megginson et al (1997) 

Overall, the literature on this question suggests that most of the academics agree that management 

does include both, science and art. However, the degree of utilizing any of them depends on many 

variables.  

3. MANAGEMENT SKILLS 

Another approach to observing the managerial activity entails categorizing the skills required to 

perform the work. Any effective managerial activity requires possessing different types of skills, 

depending on the activity itself.  

There are three main types of skills that managers need to possess: technical, human (relations) and 

conceptual. The relative significance of any of these skills to a certain manager at a given time depends 

on many variables, like the type of the organization, the managerial level, the function being performed 

etc. 

The technical skills involve being able to perform a particular job. They imply that the managers 

should be able to use the tools and techniques of their specific area. The human relations skills entail 

understanding people as well as being able to work with them. These skills allow the manager to 

understand the employee motivation and group processes. Possessing conceptual skills means being 

able to understand the relationship of the parts of a business to one another, and to the business as a 

whole. These skills are especially important for decision-making and planning. Moreover, they 

represent the manager’s ability to organize and analyze information in order to improve the performance 

of the organization. The conceptual skills are needed for successful coordination, so that the whole 

organization can pull together. (Openstax, 2019) 

These three types of skills were suggested by R. L. Katz in the 70-ties of the 20th century, and until 

nowadays there is practically no textbook on management in which they are not mentioned. However, 

it should be noted that different levels of these skills are required for different management levels. Top 

management positions require far more conceptual skills, than technical skills. On the other hand, first-

line managers need more technical, than conceptual skills. The human relations or people skills are 

equally important and needed at all three levels. (figure 1)  
                                                

 

 

Figure 1. Different management skills required by manager level (Kang et al, 2017) 
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Even though these three types of skills are agreed upon and accepted by numerous scholars, there 

are some authors which have somewhat of a different outlook. Namely, according to Buble (2010) there 

are two types of management skills: basic and specific skills. The basic skills encompass conceptual, 

people, technical and decision-making skills, whereas the specific skills involve skills related to the 

management functions: planning, organizing, human resources management, leadership and 

controlling. Similar division of the needed management skills is presented by Madura (2007), according 

to whom there are conceptual, interpersonal, technical and decision-making skills. On the other hand, 

Megginson et al (1997) add administrative skills to the generally accepted three types of skills.  

Furthermore, according to the American Management Association, most managers need conceptual 

skills, efficiency skills, communication skills and interpersonal skills. (Robbins and Coulter, 2005) 

As Henry Mintzberg, one of the renowned modern academics in the field of management, states “if 

one combines some “part” of art, with certain “quantity” of skills and something of science, one gets a 

type of job that is primarily a practice”. So, according to him, management is a combination of great 

deal of art, smaller part of skills and lesser part of science. (Mintzberg, 2009) 

4. MANAGING IN TIMES OF CRISIS 

Managers often face an array of different situations in their daily activities, which is first and 

foremost dependent on the management level and the type of organization. Sometimes a manager’s 

decision-making is straightforward, and this happens when they encounter routine situations and can 

use programmed decision-making. However, very often they need to solve non-routine issues and their 

decision-making is nonprogrammed. This is especially challenging, since many of the decisions in these 

situations can often be either very positive or very negative for the organization. 

Furthermore, when businesses face complex and unanticipated situations, like the COVID-19 

pandemic that occurred in March 2020, most of them tend to put people’s lives first, especially the 

safety and health of their employees, while maintaining critical operations for continuity. They should 

also be engaging as soon as possible in exploring recovery options, potentially needed changes in 

strategy and business models along with possibilities to advance the financial, technical and operational 

resilience in future. (Samans and Nelson, 2020) 

It is very frequent occurrence that unanticipated and unplanned situations that companies face, like 

the COVID-19 pandemic, force them to think strategically about the potential future changes they can 

make. Numerous businesses began practically immediately considering the so called “new reality” and 

its impact. Namely, many companies began considering to allow their employees to work remotely in 

the future, even when the pandemic ends. The term WHF (working from home) became very popular 

and something that many businesses are considering as the “new normal” in future. This is a substantial 

change and it requires a great deal of adjustment from operational perspective.  

The COVID-19 pandemic was a huge obstacle for normal continuity for most companies, and they 

had to adjust very quickly and adapt their functioning. Because of the possibilities that the information 

technology offers nowadays, it was feasible for many companies to shift rather fast and allow many of 

their employees, if not all, to work from home.  

However, there was another challenge that many companies faced because of the pandemic, not 

solely the challenge to adapt to the new reality and continue to work normally. Many businesses 

changed their focus from profit to civic duty. They jumped to the aid of the health care industry, shifting 

their production to masks or disinfectants. For instance, as Business Insider reported on May 27, 2020 

many of the world-renowned fashion brands are helping fight the COVID-19 pandemic. Namely, the 

famous brand Louis Vuitton Moet Hennessy (LVMH) has been manufacturing and distributing free 

hand sanitizer in France using the factories it normally uses for perfume and cosmetics production. 

Ralph Lauren reported to be producing 250.000 masks and 25.000 gowns in USA. Prada announced it 

was producing 80.000 medical overalls and 110.000 masks in its Italian factory. Chanel says it’s 

working with its partners and volunteers from its workshops to make protective masks and gowns. Yves 

Saint Laurent and Balenciaga are committed to producing face masks at their French workshops.  



Trends in Economics, Finance and Management Journal, Vol. 2, Issue 1 (2020) 

_________________________________________________________________________________ 
 

29 

Moreover, some companies shifted their mission to help relief efforts in fighting the pandemic. In 

general, numerous organizations worldwide went into action to support the people affected by the 

COVID-19 pandemic and this was reflected in their functioning. 

All the changes that the companies went through during this pandemic, certainly disrupted their 

normal operations. However, for many of them it opened a window for future positive changes. It 

ushered in many changes that the companies as they report, were going to implement anyway, like 

remote working. Many companies will likely see a change in the so-called office-centered culture.  

Unfortunately, this crisis is not over, so it is difficult to predict for the time being, what the 

consequences will be for the companies. This economic disruption tested the resilience of basically 

every company worldwide. Understandably, not all industries are affected equally. Some industries had 

to learn rapidly how to sustain operations without risking the lives of their employees, whereas other 

like leisure, hospitality and retail were probably hit the hardest and laid off many of their employees. 

(Poole, 2020) 

As Samans and Nelson (2020) point put “systemic crises and shocks are on the rise, ranging from 

financial crises, recession and political conflicts to natural disasters, the impact of climate change and 

pandemics…. To improve preparedness [the boards of the organizations] must undertake more regular 

and sophisticated scenario analysis and horizon-scanning activities, stress-test the company’s resilience 

against shocks that may have system-wide implications, and put crisis response and emergency 

succession plans in place for mission critical roles at the executive and operating level.” 

Future scenarios of potential disruptions of different kind are considered by many, to be very likely. 

As Poole (2020) states “the reality, ultimately, is that crises like this will happen again”. So, 

organizations need to prepare accordingly. Overall, an optimal combination of science, art and skills 

can surely greatly contribute to the successful managing in potential crisis.  

5. CONCLUSION 

    There are still views nowadays by some, which do not see science in management, but rather luck, 

intuition, resourcefulness etc, while others see it as a subfield of economics.  

The question is no longer whether effective management is a science based on application of a 

systematic body of management knowledge, or an art, based on an acquired skill. Many academics 

agree that to a certain extent, effective management is a combination of both, in varying proportions in 

different situations. Additionally, any effective managerial activity requires possessing different types 

of skills, depending on the activity itself. 

Overall, an optimal combination of science, art and skills can surely greatly contribute to the 

successful managing in any potential crises, which are predicted by many, to be very likely in future. 
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ABSTRACT 

This paper aims to discuss international migration in terms of the methodology of public administration 

discipline. Thus, it seeks to gain insight of recent challenges the public administration has faced by 

utilizing international migration as a global policy issue. Public administration, which has witnessed 

debates on its object of inquiry, came across new epistemological challenges as public policy issues 

have become more complicated than ever. This fact forces scholars to consider its scope, unit of 

analysis, and object of inquiry in that it has faced unprecedented blurring of lines between political and 

administrative realms. In addition to that, increasing interdependency and interactions across borders 

have posed challenges against classical notion of the nation state and public administration, including 

advices for revisiting their previous definitions and constructions as to how we recognize them. 

International migration constitutes the new policy challenges that public administration has to deal with. 

This paper argues that public administration should function as Science of the State and respond to 

contemporary challenges with interdisciplinary methods. To this end, first it sets descriptive elements 

of international migration. Then, it discusses them in terms of the scope, unit of analysis and research 

methodology of public administration. 
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1. INTRODUCTION 

As the adverse effects of globalization have pushed, international migration has increasingly 

occupied a remarkable space in policy debates over the last three decades. Behind this fact lies the 

necessity of developing effective responses and gaining a deeper understanding of its costs and benefits 

(Adamson, 2006; OECD, 2009; Koser, 2010). Arising from comparative incompetencies and/or weak 

capacities of the states, the inequalities, notably gaps between wages, skills, and security conditions 

across countries have played major role in international migration. Yet the states, indispensable actors 

of governance structures at all levels, are supposed to tackle the international migration issues and 

constitute the nodal point of policy-making processes (United Nations, 2015; King and Lulle, 2016). 

On the other hand, United Nations considers international migration, particularly irregular migration as 

human mobility that results from globalization. 

International migration, with its multi-faceted character, provides an available example to question 

the functionality of classical and/or narrow – Anglo-Saxon – public administration as a scientific 

discipline. It is well known that international migration touches every aspect of the state. Hence, as the 

operating arm of the state, public administration has to produce policies, norms, and standards etc. to 

cope with international migration issues. In its classical –restrained – meaning, public administration is 

constrained to the executive branch of the state and based on politics-administration dichotomy. On the 
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contrary, drawing on pertinent literature, this study argues that classical –restrained – approach to public 

administration is unlikely to holistically address international migration. 

Thereby, it should be considered as the Science of the State to produce accumulative knowledge, 

which would merge the conceptual construction of the state and its political, administrative and 

managerial dimensions. Accordingly, this study contends that public administration should study its 

object of inquiry in its political and administrative environments, taking into account national and 

international aspects, and public-private interactions. In doing so, first, it puts descriptive features of 

international migration through literature review and document analysis. Then it defines public 

administration discipline as the Science of the State. Finally, it provides with a discussion of how to 

study international migration issues within the Science of the State. 

2. INTERNATIONAL MIGRATION: A DESCRIPTIVE FRAMEWORK 

Migration refers to people’s movements across borders for a new residence, be it permanent or semi-

permanent. Accordingly, international migrants are those who leave their country of residence for any 

reason except for tourism, health, and business (International Organization for Migration, 2004; World 

Bank Group, 2016). The duration of stay or departure is the distinguishing feature of international 

migration. For instance, long-term migration occurs when an individual arrives in a country and resides 

there more than 12 months. International migration produced a substantive research domain in public 

administration, namely the migration policy and management (United Nations, 1998; Eurostat, 2001; 

Berne Initiative, 2005; United Nations, 2013a; 2013b): 

Migration policy, which seeks to determine the flows, conditions and consequences of international 

migration, refers to the state responses, actions, and interventions to deal with pertinent issues in favor 

of national interests. Related to other policy domains, such as labor market, foreign, and demographic, 

migration policy includes managing foreigners into and out of national territory. It determines who is 

to remain on the territory and for how long, for what purposes, and with what rights and responsibilities. 

The states are supposed to build their own legal frameworks in accordance with international principles 

and norms. In this context, migration management is built upon a balanced approach which will focus 

on the root causes of migration in accordance with human security. Cooperation between governments, 

international organizations, and civil society is also emphasized for the sake of policy coherence. 

International migration policy classifies migrants and the countries. Classification sets legal status 

of migrants according to the host country’s immigration law, such as forced migrants and asylum 

seekers. For instance, refugees (forced migrants) are unable to return to the country of their nationality 

or, if they have no nationality, to the country of their habitual residence for racial, ethnic or religious 

reasons, or being members of a group or political opinion (International Organization for Migration, 

2004; O’Reilly, 2012). Irregular migration is illegal since it happens without the approval of the states 

and violates their sovereign rights. Hence, the status of a migrant may change depending on migrants’ 

choices and/or countries’ legal frameworks. The category of denationalized or stateless persons refers 

to those who are deprived of state protection, thus lacking the rights attributed to a specific nationality. 

International migration classifies the states as country of origin, transit or destination, which also shapes 

national policy responses and migration administrations (UNHCR, 2007; World Bank Group, 2016). 

Recently, international migration policy has centered on sustainable development and inclusion in 

order to benefit from developmental effects of international migration through integration (World Bank 

Group, 2016). Besides, resilience of communities (especially in developing countries) and return of 

migrants to their countries of origin are among the concerns (United Nations, 2015). Emerging global 

governance on international migration, accompanied by a migration-development nexus, urges nations 

to adopt cosmopolitan norms and multilateral actions at global, regional, and national levels (Koser, 

2010; Woods et al., 2013; United Nations, 2013a; 2013b). Policy coherence and multi-policy 

approaches have occupied considerable place in global migration governance. 

One of the primary concerns of international migration policy is the security-migration relationship, 

which is called securitization of migration. Securitization of migration denoted handling international 

migration as a security issue (Huysmans, 2000). International migration, especially forced or irregular 

migration, has adverse effects on human security. In addition to that, due to feminization of migration, 
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United Nations has encouraged nations to incorporate a gender perspective into their migration policies 

and laws to fight against gender-based violence (International Organization for Migration, 2009; United 

Nations, 2013a; 2013b). 

In the final analysis, to produce effective responses, an evidence-based policy approach has been 

highlighted, which aims to discard ideologically-driven politics and replace it with rational decision 

making that will inform policies with evidence (data) obtained from scientific research (Shaxson, 2005; 

Sutcliffe and Court, 2005). In this context, international migration also requires evidence-based policy 

approach in order to prevent partisan and/or biased manipulations from dominating research processes. 

According to the literature review and document analysis above, descriptive elements of international 

migration can be analytically put as in Table 1. 

 
Table 1: Descriptive Elements of International Migration 

Category Element Related Concepts 

Epistemology 

Migrant 

Classification 

Forced/volunteer; regular/irregular; 

temporary/permanent 

Country 

Classification 

Origin, transit, destination 

Disciplinary 

Approach 

Multi-disciplinary, inter-disciplinary 

Levels of Analysis 

Sub-national (individual, community), 

national (state), international, supranational 

(global) 

Organization 

of Authority 

Global Governance 
Global authority and norms; multilateralism; 

multi-level governance 

Reliance on 

Statehood 

State sovereignty; state action 

Values and 

Principles 

Gender Perspective Feminization of migration 

Human Rights Migration as a human rights issue 

Resilience Inclusion; integration 

Policy 

Process 

Multi-sectoral 
Migration-Development 

Migration-Security 

Evidence-based Non-partisan, neutral decision making 

Management Root causes; cooperation 

 

Dealing with descriptive elements of international migration requires a comprehensive approach to 

public administration so as to encompass a wide realm outside the mandate of executive branch. To this 

end, evolution of public administration with its accompanying debates is briefly reviewed below. Public 

administration discipline as the Science of State is introduced as the holistic response to contemporary 

(global) challenges including international migration. It should be noted that the state is a political entity 

having legal jurisdiction and effective control over a specific territory. It makes collective decisions for 

its permanent population (not only citizens), hold monopoly on the legitimate use of force, and owns 

an internationally recognized government that interacts with other entities (International Organization 

for Migration, 2004). 

3. PUBLIC ADMINISTRATION: THE SCIENCE OF THE STATE 

Public administration, which has been supposed to deal with structural and functional aspects of 

executive branch of the government in Anglo-Saxon tradition, has evolved as a separate discipline 

differentiating itself from politics and administrative law (Üstüner, 2000; Rutgers, 2010). One may find 

traces of politics-administration and administration-law separations since the 19th Century beginning 

from Vivien, who is known to be the first to have asserted separation of politics and administration 

(Martin, 1987; 1988). Prior to Vivien, public administration had been considered to be the Science of 
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the State dealing with all aspects of public affairs, which refers to Cameralism (or German 

Mercantilism) that led to emergence of both modern bureaucracy and public administration discipline 

in the continental Europe (Şaylan, 2000; Saklı, 2011; 2013). 

Adopting the German tradition and prioritizing politics over administration, Wilson (1887) argued 

that the “administration lies outside the proper sphere of politics”. Extending Wilson’s argument, 

Goodnow (1900) distinguished politics from administration. White (1926) defined public 

administration as “detailed and systematic execution of public law”, while, according to Waldo (1948), 

it was “the art and science of management applied to the affairs of the State”. On the other hand, Simon 

(1945) placed public administration within the boundaries of the activities of the executive branch. 

These definitions would suffice to indicate three dimensions of public administration, namely the public 

law, management, executive branch. It is no doubt that these dimensions constitute the components of 

the statehood. Since the late 1960s, New Public Administration movement, which aimed to address 

theoretical and practical problems of public administration, has gained prominence with Minnowbrook 

Conferences. New Public Administration emphasized the principles of social equity and participation 

in order to overcome the shortfalls of bureaucracy, derived from its centralized and hierarchical 

structure (Nabatchi et al., 2011). In the early 1970s, as opposed to Wilsonian paradigm, Ostrom (1973)'s 

democratic administration approach proposed a polycentric (thus democratic) administration, which he 

defined as “substantial dispersion of authority with many different structures of command”. Adopting 

methodological individualism, Ostrom (1973) focused on individuals and public service delivery. 

In 1980s and 1990s, (New) Public Management (NPM) began to dominate public administration. 

NPM argued for incorporation of management skills and techniques, such as decentralization, 

competition, performance measurement, and leadership, into public administration (Perry and Kraemer, 

1983; Hood, 1991; Osborne and Gaebler, 1992; Dunleavy and Hood, 1994). Since the late 1990s, the 

NPM started facing criticism from pro-Waldo scholars due to its adverse effects of technical way of 

thinking on democratic values as well as administrative fragmentation arisen from excessive 

decentralization (Peters, 1998; Gruening, 2001; Peters, 2004; Christensen and Lægreid, 2007; 

Rosenbloom, 2007; Nabatchi et al., 2011; Bryson et al., 2014). However, this was not a support to 

Weberian bureaucracy but a demand for returning to democracy and publicness of public administration 

(Nabatchi, 2012). For instance, according to Denhardt and Denhardt (2007), government should be 

conducted like a democracy not like a business. In line with this, some approaches have gained 

prominence, such as representative bureaucracy (Bradbury and Kellough, 2011), public value (Bryson 

et al., 2014), and behavioral public administration (Grimmelikhuijsen et al., 2017). 

Through its evolution, the central debate of public administration discipline has been so-called 

identity crisis, which centered on its nature, scope and object of inquiry. At the very center of the identity 

crisis lie the politics-administration dichotomy and erosion of publicness (Güler, 1994). While politics-

administration dichotomy ignores political drivers of administrative action, erosion of publicness means 

prioritizing individual interest over common good. But the primary purpose of public administration is 

to serve the public. For that reason, public administration as the Science of the State should deal with 

the state as a whole, taking into account its political, economic and social environment, as well as 

public-private, national-international, internal-external interactions. Politics-administration dichotomy 

and erosion of publicness raise new dichotomies, such as bureaucracy-democracy, efficiency-

accountability, and citizen-customer. 

In order to eliminate those dichotomies and maintain publicness of public administration in research, 

a holistic approach is needed. Depending on the scope, questions and the goals of the research, this 

would selectively combine politics, administrative law, and management techniques, as well as 

sociology, psychology, and economics, while establishing causality relations at all levels of analysis. 

Raadschelders (1999), identifying public administration both as multidisciplinary and interdisciplinary, 

asserts that identity crisis of public administration discipline stems from its disciplinary structure. 

However, as it has increasingly used the theories and conceptions of other disciplines, interdisciplinary 

character of public administration is now widely accepted (Leblebici, 2001; Raadschelders, 2011, 

Eryılmaz, 2011, Saklı, 2011). Accordingly, this study argues that Science of the State that utilize tools 

and methods of other disciplines and/or work in collaboration with them will be competent to produce 

knowledge about today's complex interactions, including international migration, and to overcome 

identity crisis. 
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It is evident that studying with varying levels (units) of analysis will be the first step to reach an 

understanding of a Science of the State. This would require co-use of different levels of analysis and/or 

connecting them to each other. Here, the State would constitute the nodal point for varying levels of 

analysis. Public administration as the Science of the State would thus allow researchers to cover all 

branches of the State with a holistic manner. For instance, given the extended process of public policy 

across all branches of the state, it would prevent producing partial knowledge about the object of 

inquiry. In the final analysis, this approach to public administration represents vertical and horizontal 

integration in research design. 

Public administration as the Science of the State would also connect politics and management. In 

this context, it would be possible to establish an analytical relationship between policy decisions and 

managerial requirements and techniques in the analysis. In this way, management techniques would 

keep underlying publicness. Because, reducing public administration into management skills prevents 

researchers from asking policy related research questions and thus erodes the publicness of the State. 

Since publicness encompasses all areas of public policy, interdisciplinary design would be possible in 

public administration research, reflecting state’s multidimensional structure with its social, political and 

economic aspects. 

The study also argues that investigating the nature of the concepts would proliferate research 

questions and close the gap between politics and administration both in practice and the theory. 

Investigating a concept connotes spatial and temporal exploration of it by asking descriptive questions, 

such as who produced it, how it is presented, what its contextual structure is, and for whom and what it 

has implications. Thereby, underlying politics could be revealed. Public administration as the Science 

of the State would accordingly accept the State as the main object of inquiry, in its broader environment 

of interactions (See Figure 1). 

 
Figure 1. State as the Object of Inquiry 

 

 

 

As can be seen in Figure 1, the Science of the State considers the State as a whole, combines 

individual and global levels; and designs research taking into account the object of inquiry (the State) 

within its multidimensional environment of the facts and values, as well as social, political, 

environmental, and economic conditions. This approach could be helpful to explain the object of inquiry 

as it would reflect the complex structure in which contemporary challenges occur and responses are 

developed. 

4. STUDYING INTERNATIONAL MIGRATION IN PUBLIC ADMINISTRATION 

As explained elaborately in the previous sections, international migration yields practical 

consequences and poses epistemological challenges for both the State and the discipline of public 

administration (See Table 1 and Figure 1). Here, it is aimed to provide a conceptual framework for 

associating descriptive elements of international migration to the State and the public administration 
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discipline. State conceptualization is built upon the basic tenets of liberal theory of the State (Heywood, 

2004; Schultz, 2010), which defines a state with its descriptive components. Public administration, as a 

specific type of organization, is composed of its main structural constituents that cover all bodies of the 

state (See Table 2). Because, publicness and administration cannot be limited to executive branch and 

are common to entire structure of the state. 

 
Table 2: Implications of International Migration for the State and Public Administration Discipline 

State/Public Administration 
Descriptive Elements of 

International Migration 

Implications for the State and Public 

Administration 

State 

Sovereignty Global Governance 
Delegating and/or sharing sovereign authority 

to/with supranational and non-state actors 

Use of Force 

Legitimacy 
Non-state based legitimacy of the use of force for 

and against migrants 

Monopoly 
Abandoning state monopoly on use of force for 

and against migrants in favor of non-state actors 

Citizenship 

Identification and 

Classification of 

Individual Migrant 

Migrant as a non-citizen; state-migrant 

relationship in terms of citizenship rights and 

responsibilities 

Territory Cross-border Quality 
Population flows across borders and violation of 

national territory 

International 

Relations 

Classification of States 

Changing responsibilities and responses of states 

according to their classification as origin, transit 

and destination  

State Action 
State as the indispensable actor for the 

implementation of international migration policy 

Public 

Adminis

tration 

Public Policy 

(Process) 

Global Public Policy Globalization of public policy process 

Evidence-based Policy 

Making 
Apolitical policy process and decision making 

Multi-Sectoral View 

Public policy process based on migration-

development nexus and migration-security 

relationship 

Management of 

International Migration 

Focus on root causes; cooperation as a means of 

effectiveness 

Public 

Organization 

(Structure) 

Governance 
Global authority; multi-level governance; 

multilateralism; networks; accountability, norms 

Public Service 

(Function) 

Definition 
Broadening and redefining the term “public” to 

include non-state domain 

Provision 
Provision by non-state actors; provision for non-

citizens 

Research 

Disciplinary Approach Multidisciplinary; interdisciplinary 

Units/Levels of Analysis Sub-national, national, international, supranational 

Classification of States 

and Migrants 

Different characteristics of units of analysis; 

detection of overlapping features 

Approach 

(Paradigm) 
Value-Based 

Gender Perspective; Human Rights; Resilience 

(Inclusion, Integration) 

 
As shown in Table 2, consequences of international migration for the state have to do with 

sovereignty, use of force, citizenship, territory, and state’s international relations. Its cross-border nature 

forces states to act in accordance with non-state claims of sovereignty and use of force at global level. 

Therefore, legitimacy and monopoly that stem from sovereign authority of nation states are constrained 

in favor of non-state sources of political authority. Furthermore, migrants as non-citizens are regarded 

as individuals for which states have responsibility to provide basic services and more. This fact is not 
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compliant with citizenship conceptualization of nation state, which draws a boundary for an individual 

regarding his/her relationship with the state. That would mean changing characteristics of state-citizen 

relationship and demands a broader conception of citizenship so as to embrace non-citizens in political 

context. So, states need to define their relationships with non-citizens by developing new patterns, that 

is to say, conditional/flexible citizenship. This fact can also be interpreted as acknowledging a right of 

choice to individuals to decide on sovereign authority under which they want to pursue their lives. 

In consequence of it cross-border nature, international migration has given rise to new challenges 

for the conception of territorial integrity of nation state, particularly, with respect to irregular migration. 

In this context, territorial integrity is becoming a dependent variable of migration flows. By focusing 

on the protection of national borders, modern conception of state has defined all others as outsiders, 

enemies or intruders. Nevertheless, international migration and pertinent policies at global level urge 

states to adopt flexible regimes of territorial integrity to control migration flows across borders. Besides, 

international migration policy classifies states as origin, transit and destination. This classification 

connotes varying responsibilities and responses of states, which is instrumental to managing 

international migration. Thus, state as the sole political authority in international relations is evolving 

to an instrument and is considered to be indispensable at execution level (state action), as opposed to 

its recognition at political level. 

International migration has consequences for public policy, public organization, public service, and 

public administration research, as well as its paradigmatic structure. The public policy process of 

international migration has been globalizing while it is assumed to have an apolitical foundation relying 

on evidence-based policy approach. Ultimate political authority has been positioned above the national 

jurisdictions while evidence base has been built at national level. State action is indispensably needed 

to produce reliable data and manage migration process. In addition to that, a multi-sectoral view 

combining international migration policy with development and security policies has been increasingly 

encouraged to achieve policy coherence. 

Public organization is an entity established and operated in accordance with the public law under 

public property, motivated by public interest, and embodied by public personnel to provide public 

services (Karasu, 2009). However, the organizational type required by the international migration 

differs from this definition. The public organization envisaged by international migration policy is the 

one that is subordinated to global authority, structured for multi-level governance (vertical) and 

multilateralism (horizontal) in networks, and accountable to international norms. This fact broadens the 

conception of publicness in favor of non-state domain. While publicness of public organization 

emanates from state-citizen (society) link of nation state, the organizational type of international 

migration policy and management would prioritize non-state entities and functions over publicness. 

This would lead to the reconfiguration of state-citizen relationship by delivering public services to non-

citizens and taking binding inputs (norms, standards, definitions, concepts) from international level. 

In this context, public service has shifted from in terms of its definition and provision. The 

international migration broadens the conception of public. Here, the term “public” is widened to 

encompass non-citizens and non-state services, as well as non-state providers. The public organizations 

which are indeed the organizations of public services and is established according to them have turned 

out to be organizations of thematic policy domains, such as international migration. So, while 

previously legitimacy of public organization would come from service provision, now it would stem 

from their internationally responsive thematic structures. Since public service is intertwined with public 

organization, the main components of it, that is to say, public law, public interest, public property, and 

public personnel, have been transforming. Both the “public” and “administration” have changed over 

time. Neither public contains only the state and its bureaucracy nor the administration can be restrained 

by administrative and/or managerial techniques. 

International migration and pertinent policy approaches at international level point to a wider 

conception of statehood beyond national borders, sovereignty claims, territories and citizenship. In 

other words, political authority is being organized around the state in broader sense. This fact reveals 

that a broader understanding of public administration discipline as the Science of the State could 

respond to these developments. So, the scope of public administration and its research should cover the 

structures and actions of the state as a whole with its relations in the environment. The nature of 

international migration necessitates a multi-level and multidimensional research design in order to 
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reveal root causes. In this context, the unit of analysis of public administration research cannot be 

limited to individual (migrant) or administration etc. since international migration includes a variety of 

units of analysis and it embraces state central to analysis in research. Public administration research 

should connect different levels of analysis and establish links between values (gender perspective, 

human rights, resilience) and the facts. 

5. CONCLUDING REMARKS 

International migration is a multifaceted phenomenon with its social, economic and political aspects, 

as well as human rights dimension, and thus requires interdisciplinary and/or multidisciplinary 

approaches. International migration has been on its way to become a global public policy and has yet 

to create a common understanding at international level in consequence of varying and conflicting 

interests of the states. In this context, it is a multidisciplinary issue, encompassing economics, politics, 

law, sociology, and psychology as well as management sciences. This fact encourages scholars to 

approach international migration beyond technical and apolitical means. 

Here, it should be noted that the separation of politics and administration in the practice of public 

administration would not mean the politics-administration dichotomy in theoretical perspective of 

public administration as a scientific discipline. In other words, we may argue that a bureaucracy neutral 

to politics may be practical in implementing political decisions but we cannot set apart politics and 

administration from each other yielding a dichotomy in research, except for the analytical benefits. 

Therefore, politics-administration dichotomy should be addressed taking into account this theory-

practice distinction. However, this premise is open to dispute and problematic since policymaking is 

inherently a political process. Given the multidimensional character of international migration, it is 

obvious that evidence-based policymaking approach should be enhanced with a politically sensitive 

view. 

The public administration as the Science of the State would allow combining different levels of 

analysis. In this context, epistemology of international migration would depend on togetherness of 

varying levels/units of analysis. But state should be considered to be central to analysis. Discarding 

politics-administration dichotomy together with purely technical way of thinking would enable 

revealing underlying politics of international migration. This will help scholars relate a variety of 

disciplines with each other and establish relations between different levels of analysis from individual 

to international and vis a vis. The public administration as the Science of the State examines the state 

as a whole without limiting itself with executive branch and administrative/managerial aspects in 

studying international migration. 

That international migration broadens the agenda of state and takes it with its environment 

necessitates a wider conception of public administration. Unless public administration widens its 

agenda, it will not be possible to produce knowledge and develop responses to challenges of 

international migration. International migration changes the conceptions of both public and 

administration. Publicness should be considered in a broader sense so as to include non-state domain 

while administration in classical terms fails to address contemporary issues of international migration. 

It will not be possible any more to explain structural and functional aspects of public administration 

without taking into account the state as a whole and its environment in which it operates in interaction 

with non-state entities. 

Necessarily, public administration as the Science of the State will study non-state actors and their 

influence on state structure and functions. In terms of international migration, it corresponds to 

examining multi-level and multi-actor character of policy and distinguishing non-state inputs from 

national inputs in policy process. Thus, extracting descriptive features and characterization of 

publicness of national migration policy will be possible in an analytical manner and with a holistic 

approach. Here, it is argued that interdisciplinary structure of public administration as the Science of 

the State would not exacerbate its identity crisis. On the contrary, a comprehensive approach to public 

administration will enrich its tools and methods, as well as its scope to explain the facts in their 

multidimensional environment. 
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ABSTRACT 

The main role of the banking system is to enable entities with excess financial resources to invest and 

transfer to entities that lack financial resources (and have sustained plans for new projects), with the 

ultimate goal of making a profit. Recessionary tendencies in the world economy, as well as the 

slowdown in domestic growth are negatively reflecting on the financial capacity of enterprises and their 

ability to regularly service liabilities. These problems in the corporate sector spill over into the banking 

sector over certain time delay, decreasing the bank’s profitability and efficiency as well as rising its 

vulnerability. 

After the global financial crisis 2007-2009, which made significant impact on the banking industry, 

new adverse macroeconomic conditions emerge globally due to COVID 19 pandemic. For a short 

period of time the lockdown caused a collapse of financial markets, breakdown of global value chains, 

and restrictions in financial flows in general. 

Thus, the purpose of this paper is to analyze the performance of the Macedonian banking sector during 

the last financial crises, regarding its profitability and risk profile, and compare them with the recent 

banking performance  indicators, so to derive assumptions: if the lockdown caused by  COVID 19 

would affect the performance of the Macedonian banking sector. In this research, secondary data are 

used regarding particular indicators for banks that are offering services on Macedonian territory. These 

data will be additionally analyzed and described by conducting comparisons for different time periods 

and for different group of banks. The results from the analysis show that the banking sector won’t be 

immune to the impact of the unfavorable economic conditions, but the intensity of the decline in their 

performance will be directly under the influence of the operating efficiency of bank management. Large 

banks, because of their high value of operating efficiency, stable deposit base and more effective 

embedded systems for risk management will be more resilient to this turbulence.   

 

KEYWORDS: bank’s performance, bank’s profitability, credit risk, liquidity risk, solvency, NPLs 

JEL CLASSIFICATION CODES: G21, G01 

1. INTRODUCTION 

The role of banks is dominant in financing economic activity and the effectiveness of banking sector 

has positive impact on economic growth. According to (Athanasoglou et al, 2005) sound and profitable 

banking sector is better able to withstand negative shocks and contribute to the stability of the financial 

system. Profitability and stability are crucial indictors of banking system health. A profitable banking 

sector is better able to withstand negative shocks and contribute to the stability of the financial system 

as a whole. Therefore, many academic researchers, bank managers, investors and supervisory bodies 

pay special attention to the bank’s performance, expressed in terms of profitability and risk profile. The 
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main purpose of their research is to discover the determinants that most affect the banking sector 

performance. 

Most of the empirical researches which have been developed are considering the banks’ performance 

in developed market economies. For example, Berger (1995) in his research, conducted for a sample of 

US bank for period 2000-2007, finds positive relationship between the bank performance and the capital 

to asset ratio. Athanasoglou et al. (2008), investigate different groups of factor, which affect bank’s 

profitability, such as macroeconomic, bank-specific and industry-specific determinants. The key 

finding was that all bank specific determinants, with the exception of bank size, have significant impact 

on bank’s profitability. Li (2007) measures the impact that certain risks, such as credit, liquidity and 

solvency risk and macroeconomic conditions have on bank’s profitability in the UK banking industry 

over the period of 1999 to 2006. His research concludes that credit risks have a statistically significant 

impact on bank profitability, i.e. higher credit risks results in lower profit; and additional determinant 

on bank’s profitability with strong statistical significance is the capital strength.  

Afanasieff et al. (2002), as a representative of studies, which focus on bank’s performance in emerging 

economies, finds that macroeconomic variables are the most significant determinants of bank interest 

spread in Brazil. Flamini et al. (2009) conducted a research of a sample of 389 banks in 41 countries in 

Sub-Saharan Africa and find that apart from credit risk; higher returns on assets (ROA) are associated 

with larger bank size, activity diversification, and private ownership. Bank returns are also affected by 

macroeconomic variables, suggesting that macroeconomic policies that promote low inflation and 

stable output growth do boost credit expansion. That is why macroeconomic stability with low inflation 

and stable economic growth is essential for a healthy financial system. 

The performance of banking sector especially attracted more attention during the recent global financial 

crisis that originated in the US and spread throughout the world, causing long-term problems for the 

banking sector. It has been shown in the literature that financial crises have a significant and even 

permanent effect on economic growth. Specifically, by destabilizing the financial sector, financial crises 

affect the performance of the real economy through reducing the availability of credit and increasing 

uncertainty about future gains, and thus decreasing the level of investment and consumption. A key 

potential contributor to the performance of banking sector is the financial crisis itself, in the form of a 

negative shock to the much needed supply of external finance. This suggests that the performance of 

banking sector and the developments in the real economy, as macroeconomic determinants of banks’ 

performance, are strictly related.  

Another key point for discussing about the macroeconomic determinants of bank’s performance is that, 

when the national economy faces an economic boom and banks are profitable with proper capital 

adequacy, non-performing loans are low and stable. However, during economic downturns non-

performing loans are the most vulnerable category. Furthermore, according to the analysis conducted 

by Nikolov and Popovska-Kamnar (2016), shows that non-performing loans are results of macro and 

bank determinants and that the decline in economic activity in the country contributes to asset 

deterioration of banks and an increase in non-performing loans. The increase in non-performing loans 

and the impairment of problematic loans has great impact on bank’s risk profile and solvency position. 

This results in refraining the bank from lending (because of reduced consumption and failed 

companies), which further reduces economic activity and this reduced economic activity causes a larger 

amount of non-performing loans. In this way, one can note that a spiral can be created, which is harmful 

for the performance of the banking system and the economy as a whole. From this point of view, loan 

portfolio with reduced quality and reduced credit demand can cause low profitability, reduced liquidity 

and solvency.  

“Non-performing loan may have effects such as: reducing market confidence in the bank, increasing 

its reputational risk and contributing to depositors withdrawing their deposits or increasing funding 

costs. Also, a high amount of non-performing loans is one of the main reasons for systemic insolvency 

of the banking sector, which presents a threat and obstacle not only to the development of the banking 

system, but to the economic system as a whole.” (Jolevski, 2017, pg.6) 

       Expecting that more efficient banks will be more profitable and stable, and more resilient during 

economic turbulence, Mirzaei (2013) investigated the bank performance determinant for 6540 banks in 

49 emerging and advanced economies during the crisis period 2007–2010. His results showed that 

efficient banks perform better.  
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       Given the fact that macroeconomic instability has significant impact on banking sector 

performance, this paper analyzes the effects that the last financial crisis had on Macedonian banking 

sector performance, in order to make certain statements about the condition of banking sector and to 

derive assumptions about the impact that COVID 19 will have on the performance of Macedonian 

banking sector. Firstly, by analyzing the profitability and risk profile of the banking sector with 

additional explanations regarding the causes, this paper will provide an overview of Macedonian 

banking performance. Second, it reviews the performance of separate group of banks during the period 

of 2007 to 2019, for the purpose of determining characteristics for each, third it gives a brief explanatory 

regarding the measures that NBRNM introduced for handling with the corona crisis, and finally, it offers 

conclusions tied to the future performance of Macedonian banking sector as a result of the impact that 

corona crisis has.  

2. REVIEW OF BANKING PERFORMANCE IN REPUBLIC OF NORTH 

MACEDONIA 

 The Macedonian banking system was not directly affected by the world economic crisis in 2008, but 

it could not avoid the indirect effects of the global economic crisis that was spilled over the domestic 

real sector. The stable financial condition of our banking system was derived from its "closure" to 

international financial markets, the non-existence of exposure to the so-called "toxic products", its 

relative strong capital and liquidity position, caution when taking risks, as well as macro prudential 

measures taken by the National Bank. Still, due to the global economic turbulence, the performance of 

the Macedonian banking sector was visibly deteriorated in 2009, one year later after the Global 

Financial Crisis.  

The successful performance of banks measured by return on assets (ROA) shows the bank's ability to 

use financial and material resources in a way that will ensure the highest possible earnings. Banks’ 

profitability is represented here by return on average assets (ROAA) on figure 1, and has its greatest 

declines in 2009 and 2011. The main factors that contributed to this reduced profitability by Macedonian 

banks can be derived by using the Du Pont Formula. According to Du Pont Analysis, the formula for 

calculating ROAA can be broken down in two parts: profit margin and asset utilization.  

The Profit margin, calculated as a ratio between the net-income and total revenues, acts as an indicator 

of а bank’s effectiveness in cost control and in generating revenues. In figure 1, the profit margin in 

2009 and 2011 has its lowest values, 12.1% and 7.3%, respectively. According to the data presented to 

the National Bank by the Macedonian banks, the cost to income ratio in 2009 and 2011 is 70.1% and 

67.8% respectively, and it shows that operating expenses were sharply increased. The increase of 

operating expenses, and the decline in net profit margin, was mostly due to the deteriorating quality of 

loan portfolios, and the increase of provision for loan losses. Additional factors that contributed to the 

decrease of the profit margin in the banking system were: the decreased rate of growth of bank activities, 

especially the credit activity, which was reflected in the decrease of the net-interest income by 5.8% 

and the intense competition in the banking market for sustaining a stable deposit base which increased 

the passive interest rates and created an additional raising in operating expenses.  
Figure 1 ROAA - profitability indicator of the Macedonian Banking Sector 

 
Source: Own data processing according to Banking system indicators publicly available on: 

http://www.nbrm.mk/bankarska_supervizija_i_rieghulativa-en2.nspx 
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       Asset utilization, calculated as a ratio between the total income and total assets, reflects the bank’s 

management efficiency in investing in different types of assets which have different yield interest. In 

2009, the Asset utilization has a value of 5.2%, and this lowered value comes as a result of the increase 

in the total assets and decrease in total income. However, the growth in total assets came as a result of 

the increased share of cash and balances at the National Bank, and the placements at domestic and 

foreign banks. This increase of cash and balances at the National Bank was a result of legislation 

changes regarding the calculation and meeting the reserve requirement of banks. In 2009, there was 

also an increase in the placements in banks, mostly as a result of the introduced obligation (in December 

2008) for banks to achieve minimum liquidity rates prescribed by the National Bank. Analyzing the 

total income in the banking sector, one can note that its growth rate declined, but mostly due to the 

decrease in the credit demand, i.e. the sale of loans, especially to the corporate sector. In disrupted 

economic flows, the corporate, and household sector sustain from investment activity. Therefore, banks’ 

management teams decide to invest their available funds in securities in order to overcome the loss from 

net interest income.  

       The risk profile of the Macedonian banking sector is analyzed by using several indicators of credit, 

liquid, and solvency risk. In addition, the analysis of risk profile of the banking sector starts from credit 

risk, because it plays a crucial role in the arising problems in all areas of banking operations, such as 

liquidity or the usage of capital for covering credit losses. 

        Credit risk, or risk of default, is a subject to numerous theoretical and empirical researches, and 

many of them connect credit quality of loan portfolio with economic activity. Generally, credit risk is 

associated with the traditional lending activity of banks and it is simply described as the risk of a loan 

not being repaid in part or in full. The rising share of non - performing loans (NPLs) in total loans in 

the banking sector is one of the biggest problems in economic stagnation. According to the IMF, this 

ratio is a backward-looking indicator, which means that NPLs are identified when problems already 

emerged. Furthermore, according to Demirguc-Kunt and Detragiache (1998), the banking crisis is 

defined as a crisis when the NPLs/Total loans ratio is above 10% and that it is an alarming signal for 

higher bank exposure to risk. As shown in figure 2, the greatest increase in the share of NPLs occurs in 

2009, and looking further in 2010 and 2011, there is only a slight increase to 9.5%, but the share of 

gross loans in total active has decreased from 2009 and onwards to 2012, when its value remains 

constant at 61%. These two indicators show a decline in the credit activity of the banking sector with a 

simultaneous increase in the NPLs. The banking sector reduced its credit activity, due to the reduced 

credit demand, and the increased share of NPLs. According to the data presented by NBRNM (2012) 

movements of total non-performing loans arise from the variable movement of non-performing loans 

in the corporate sector. They are main driver of nonperforming loans with a share of around 80% in the 

total non-performing loans.  
Figure 2 Credit risk indicators 

 
Source: Own data processing according to Banking system indicators publicly available on: 

http://www.nbrm.mk/bankarska_supervizija_i_rieghulativa-en2.nspx 
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The banking sector in RNM is characterized with low liquidity risk. The share of the liquid active in 

the total active has its greatest rate of growth in 2009 and 2010 (as shown in figure 3), when the banking 

system notes reduced share of gross loans in total active, but also high share of investment in treasury 

bills and government securities.  

 
Figure 3 Liquidity risk indicators 

 
Source: Own data processing according to Banking system indicators publicly available on: 

http://www.nbrm.mk/bankarska_supervizija_i_rieghulativa-en2.nspx 

 

       Banks were directed towards investing in assets that are easily converted into cash, apart from 

investing in loans, which represent the least liquid bank asset. Further, loan to deposit ratio, expressed 

in percentage shows whether banks have enough liquidity to cover any unforeseen fund requirements. 

If a bank finds itself with too few deposits to fund loans, then it must rely more heavily on non-deposit 

sources of funds, whose availability and price are much more sensitive to changing economic or 

financial conditions. So, if these non-deposit sources of funds become more expensive or dry up, the 

bank will weaken its financial health and even threaten its viability. According to practitioners, a good 

loan to deposit ratio ranges from 80% to 90%, and the Macedonian banking sector has a solid liquidity.  

       The risk of solvency as an inability of banks to meet their long-term debts and financial obligations 

is measured as a ratio between the banks’ capital and total assets. Two types of indicators are shown on 

figure 4, because of the possibility for complementary analysis. The capital adequacy ratio (CAR) 

actually shows the available capital of banks in relation to overall risks they face. It is an especially 

important indicator that regulators track to ensure that the banks can withstand significant – but not 

unreasonable – losses or fluctuation in revenues. The primary function of CAR is to effectuate efficient 

and stable financial systems. It indicates the extent to which assets are funded by other than own funds 

and is a measure of capital adequacy of the deposit-taking sector. The capital to assets ratio as an 

indicator of banks’ capital adequacy shows the financial leverage. The rationale behind this indicator is 

that if the market value of а bank’s total assets is lower than its obligations, then the bank is insolvent. 

The proper capitalization of banks enables them to absorb the losses and to reduce the solvency risk. 

Solvency and capitalization of the banking system remained high during the Global Financial Crisis 

and even improved due to the higher growth rates of capital positions of the banks compared to the 

growth rates of the banking system activities (risk weighted assets). Our banking system is characterized 

with continuous high quality of capital positions, mostly due to the increase in Tier I capital. 

Additionaly, the latest results from stress testing (simulations from the NBRNM) at the end of 2019, 

show that despite the high increase of non-performing loans, the CAR will not be under 8%. If 15.3% 

regular credit exposure transfer to non-performing credit exposure, then the capital adequacy of the 

banking system can be reduced to 8%.  

 

 

 



Trends in Economics, Finance and Management Journal, Vol. 2, Issue 1 (2020) 

_________________________________________________________________________________ 
 

47 

Figure 4 Solvency and capitalization indicators 

 
Source: Own data processing according to Banking system indicators publicly available on: 

http://www.nbrm.mk/bankarska_supervizija_i_rieghulativa-en2.nspx 

       

      By reviewing the indicators of the banking sector’s performance during and after the Global 

Financial Crisis, we can derive the following: 

1. The operational capability of banks to generate revenue that cover operating expenses, started 

enhancing from 2013 onwards. At the end of 2019, the net profit margin of Macedonian banks was 

29%, and it was especially under the influence of increased non-interest revenues. The credit activity 

of banks was normalized after 2012, when they were able to focus on diversifying their portfolio of 

banking activities and providing additional sources of income, offering wide range of financial services, 

e.g. bancassurance. Today, when facing the COVID 19 crisis, the banking management in RNM is 

efficient in the usage of the banks’ profit-generating assets.  

2. Due to the fact that credit activity is the core banking activity in the Macedonian banking system, the 

share of non-performing loans in total loans is one of the most significant factors with the greatest 

impact on bank’s performance, especially in economic downturns. At the end of 2019, the Macedonian 

banking sector faced historically the lowest level of non-performing loans, which gives space for the 

banking sector to focus on efficient allocation of available funds towards creditworthy borrowers and 

restructuring of problematic loans.  

3. During the period of global liquidity shortages, the liquidity position of banks in RNM was enhanced 

by the dominant role of domestic deposits as a source of funding, thanks to which the banking system 

did not face difficulties in providing sources of funding. As of December 2019, the Macedonian banking 

sector is characterized with high liquidity and high quality capital positions, but if there is a prolonged 

influence on the causes of profitability deterioration, in conditions of limited opportunities to provide 

new external sources for financing, there could be limited possibilities for increasing the capital position 

of banks from internal sources, through reinvestment of profit. 

 

2.1. Review of banking performance by group of banks 

 The performance of the banking sector must be considered in terms of size of banks, due to their 

relatively different characteristics. Many studies deal with internal determinants of bank performance 

and use different variables such as size, equity capital etc. Akhavein et al. (1997) and Smirlock (1985) 

find a positive and significant relationship between size and bank profitability. Short (1979) argues that 

size is closely related to the capital adequacy of a bank since relatively large banks tend to raise less 

expensive capital and, hence, appear more profitable. Considering risk profile, during periods of 

increased uncertainty, financial institutions with poor asset quality and low levels of liquidity posses 

the two major causes of bank failures (Li, 2007). Davcev and Hourvouliades (2009) find out significant 

relationships between return on assets and return on equity ratios with the equity size, loan loss and 

operating expenses in the banks. 

Large banks occupy the largest market share of banking products and services, have the widest network 

of branches, and are particularly active in international markets. Large banks in RNM have the largest 

share in total assets in the banking sector, ie their average share in total assets, for the observed period, 

is 62%. From aspect of profitability, return on equity and return on assets, large banks bounce off the 
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middle and small banks, even when the economy is slowing and growing negatively. Table 1 shows 

this trend.  

 
Table 1. ROAA and ROAE as indicators of profitability – Large, medium and small size banks 

 

Source: Own data processing according to Banking system indicators publicly available on: 

http://www.nbrm.mk/bankarska_supervizija_i_rieghulativa-en2.nspx 

    

       The negative or slow growth in the economy during the Global Financial Crisis, with the largest 

peak in the Macedonian banking sector in 2009 and 2011, negatively affected the profitability of large 

Macedonian banks. However, they did not report losses. The reduced values of ROAA and ROAE are 

reported til 2013, when their trend of increase begins. The reduced profitability of large banks, 

represented by ROAA, and indirectly through ROAE, results from the reduction of the profit margin by 

10%, as a result of the greater growth of operating expenses from total revenues. This data can be 

supported by the cost to income ratio, which is an additional indicator of the bank's profitability and 

shows the relationship between the bank's expenses and revenues. This ratio gives a clear indication of 

how efficiently the bank works - the lower it is, the more profitable the bank is. The C / I ratio for large 

banks in 2009 increased by 8 percentage points (55.8%) and starts moving below 55% after 2011. The 

changes in this ratio highlight problems, ie costs grow at a higher rate than income. What is important 

to note here about large banks is that although the costs of the bank increases sharply, they significantly 

use the economies of scale and are more efficient in covering them. Medium and small banks report 

negative financial results during the Global Financial Crisis, but afterwards medium banks start showing 

positive tendencies of their profitability, while small banks are struggling to create high and stable 

revenues which will enable them long-term perspective for survival. Regarding the C/I ratio, one can 

note that medium and small banks have values above 70% which reflect their low operating efficiency.   

        Large banks in Macedonian banking sector are far more efficient in their operating by using 

economies of scale and they will be more resilient to the new economic turbulence Covid 19, but 

medium-size and, especially small banks should rethink or redesign their business model for the purpose 

of generating higher growth rate of revenues for covering expenses, or for increasing their efficiency. 

In terms of risk profile, ie credit risk, large banks have the largest share of gross loans in total assets, 

and they are most exposed to it. On the other hand, large banks are always characterized by a far better 

loan portfolio than medium and small banks, due to the better developed systems and credit risk 

management policy. Therefore, the share of non-performing loans in gross loans is lower compared to 

medium and small banks. While medium and large banks have a similar downward trend in the share 

of non-performing loans in total loans, small banks only after 2015 recorded such a significant trend. 

What is especially important to emphasize for the small banks, which in the Global Financial Crisis had 

about ¼ non-performing loans, they end 2019 with the lowest share of non-performing loans. This gives 

space for all groups of banks to focus on monitoring and control of already approved loans, with 

Large Medium- Small-size Large Medium- Small-size 

2007 2.0% 1.8% 0.1% 24.5% 12.1% 0.3%

2008 2.1% 0.2% -0.7% 25.8% 1.2% -1.5%

2009 1.3% -0.5% -1.3% 14.2% -4.1% -2.9%

2010 1.4% -0.4% -0.3% 15.5% -0.7% -0.7%

2011 1.2% -1.1% -1.0% 12.2% -9.7% -4.5%

2012 0.8% 0.2% -5.6% 8.4% 1.7% -39.3%

2013 0.8% 0.6% -0.2% 7.1% 4.7% -1.8%

2014 1.0% 0.7% -0.6% 9.1% 5.5% -5.5%

2015 1.3% 0.8% -0.1% 12.5% 7.2% -0.9%

2016 1.7% 0.8% 0.6% 16.0% 7.0% 5.2%

2017 1.7% 0.7% -0.2% 16.5% 6.3% -1.6%

2018 2.2% 0.3% 1.0% 20.4% 2.6% 9.6%

2019 1.8% -0.4% 0.8% 16.1% -3.4% 7.6%

ROAA ROAE
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appropriate proposals for their restructuring, as well as finding new lenders with high credit ratings in 

the following period. 

In general, each group of banks has low share of NPLs in the loan portfolio, which indicates high quality 

of loan portfolios, and it is an excellent starting point for undertaking corrective and anticipated 

measures by banks for appropriate management of non-performing loans.  

The liquidity risk of each group of banks is presented in the following table 2 through two indicators 

Liquid assets / Total assets and Loans / Deposits.  

Table 2 Liquidity indicators by group of banks 

 

Source: Own data processing according to Banking system indicators publicly available on: 

http://www.nbrm.mk/bankarska_supervizija_i_rieghulativa-en2.nspx 

 

The higher value of the first indicator indicates that the bank has a larger liquidity reserve. Loans / 

Deposits ratio shows the extent to which loans are financed by deposits, and large and small banks have 

similar average values of 83%, while medium-sized banks have an average value of 102%. In terms of 

both indicators, medium-sized banks are those with a higher level of liquidity risk. Medium banks in 

N. Macedonia especially rely on external/secondary sources of funding loan portfolio, as shown on 

table 2.   

Regarding the capital adequacy and capital to assets ratio, each group of banks has a value that is twice 

higher than the minimum of 8% determined by the law, during the whole observed period. This indicates 

appropriate capital strength for every group of banks. 

 

3. EXPECTED PERFORMANCE OF BANKING SECTOR  

The collapse of the Lehman Brothers Bank in 2008 started a chain reaction characterized by panic 

on the markets and a lack of trust, which led to spreading of the financial crisis into the global economy. 

The governments supported the financial system by increasing deposit insurance ceilings, providing 

guarantees for bank liabilities, and recapitalising banks being bailed out or wound down. They 

implemented fiscal measures to reduce the fall-out of crisis on the rest of the economy. This resulted in 

a mix of ‘automatic stabilisers’ (decreasing tax receipts coupled with increased government welfare 

payments as the economy slowed down) and targeted discretionary fiscal measures, such as additional 

public investment, tax relief and subsidies for part-time employment. These actions led to dramatic 

escalation of public debt and the creation of European sovereign debt crisis in 2008, which had its peak 

between 2010 and 2012. 

COVID 19 has globally disrupted all the economic flows and all these adverse events are happening 

promptly and simultaneously in every national economy. It requires fast and efficient response 

considering support for non-financial subjects. The policy makers undertook measures, which indirectly 

Large Mediu Small- Large Medium- Small-

2007 34.7% 36.6% 48.0% 75.8% 84.3% 75.1%

2008 21.1% 22.6% 55.1% 89.2% 105.0% 75.7%

2009 25.2% 23.8% 48.5% 87.1% 112.1% 73.8%

2010 30.1% 30.7% 47.6% 82.9% 103.4% 67.4%

2011 30.4% 29.7% 45.9% 83.1% 97.4% 79.1%

2012 31.5% 34.8% 30.4% 84.9% 96.4% 90.0%

2013 31.1% 31.2% 32.4% 83.2% 104.4% 86.7%

2014 33.9% 31.1% 33.6% 83.3% 104.8% 90.5%

2015 32.1% 29.0% 34.6% 86.2% 105.3% 89.6%

2016 32.0% 23.4% 34.9% 84.6% 98.6% 84.0%

2017 31.4% 21.3% 33.6% 84.4% 103.2% 84.4%

2018 32.4% 23.3% 33.0% 82.2% 103.2% 86.6%

2019 34.6% 23.2% 34.0% 78.5% 106.1% 89.5%

Liquid assets/ Total 

assets
Loans/ Deposits
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facilitated the financial burden of credit borrowers, households and legal entities. By understanding the 

importance of functioning of the real sector, in terms of servicing its financial obligations towards 

banks, the National Bank took effective response regarding the credit risk. The National Bank undertook 

measures that have direct influence on the most significant factors of bank’s performance during 

economic downturns, the share of non-performing loans and reduced credit activity. Non-performing 

loans as one of the most vulnerable categories in the bank balance sheet have direct impact on banks’ 

liquidity and solvency.  

On the other side banks are deducting one source of liquidity supply till September 2020 and have 

greater exposure of risk tied to lowering the market value of assets. The National Bank justifies this 

measure by relying on the solid liquidity position of banking sector that comes from the stable deposit 

base. In addition, the National Bank through the monetary instrument – open market operations released 

in total amount of 15 billion denars, which is expected to provide further support to banks’ credit 

activity, which in turn expects to have greater impact on their performance. 

However, banking sector and the National Bank should preserve the confidence of depositors, because 

any kind of instability can cause deposit withdrawal, and this was one the main pillars of the banking 

sector stability during the Global Financial Crisis.  

The performance of the banking system will be under great influence of COVID 19, because of the 

decrease in operating revenues, especially due to decrease in net – interest income and decrease not 

only in the credit demand, but in the overall demand for financial services. In addition, despite the 

postponement of the banks’ obligation for recognizing the loan loss provisions, not later than 

31.12.2020, this impairment has to happen due to the reduced creditworthiness of corporate clients and 

households. This will result in low, and even negative growth rate of profitability in the banking sector 

in 2020 with high degree of probability that it will continue by 2022, according to the latest 

macroeconomic projections by the NBRNM. It is still uncertain to determine the intensity and duration 

of adverse effects on banks, but if the mass extension for loan repayments is to be continued, the 

liquidity risk will be increased. Banks would be left out with less available funds for supporting the 

growth of credit activity (despite the effort of decreasing the base interest rate) and will have an 

immediate impact on banks’ profitability and through that on banks’ solvency.  

 

4. CONCLUSION 

 
As a result of the unfavorable macroeconomic conditions, banking performance will be disrupted. 

The stagnation in the economic flows will change the business behavior of economic entities, their 

financial position and revenue-generating capacity, by reducing their creditworthiness. This trend will 

be reflected in household sector. The increased credit risk, despite being postponed, will have an 

implication on the banks’ bottom line performance at the end of this year. Depending on the efficiency 

with which the banks will manage the funds and the way they finance them, the performance of the 

banks will be with positive or negative growth.  
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ABSTRACT 

 

The global economy is experiencing the worst economic crisis in the last century caused by the COVID-

19 pandemic. North Macedonia as a small and opened economy is not invulnerable from the negative 

economic effects as its economy depends on health and economic developments of external sites. Also, 

the containment measures affected domestic demand and supply by considerably decreasing the 

economic activity. Therefore, the main purpose of this paper is to examine the economic impacts of 

COVID-19 crisis by means of selected macroeconomic indicators as well as to develop an ARIMA 

model to predict and forecast the real GDP growth of North Macedonia.  
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1. INTRODUCTION 

The outbreak of corona virus “COVID-19” has disrupted the world economy across multiple 

sectors, however the real sector is likely to be mostly depressingly affected. The fall of the overall 

economic activity confirms the doubts of economic experts and relevant international institutions that 

the health crisis will exceed in a deep economic recession. Accordingly, the International Monetary 

Fund (IMF) was imposed to revise the projections of the global GDP growth for 2020 and the upcoming 

year. Thus, global growth is projected to contract by -4.2 per cent, a difference of 7 percentage points 

compared to the projections published before the eruption of the crisis (IMF, 2020).  The rapid rise of 

the disease and its further economic impact is still highly uncertain, which makes difficult for 

policymakers to formulate appropriate macroeconomic policy responses (McKibbin and Fernando, 

2020). Many  countries have introduced fiscal measures to expand social safety nets and protect those 

most vulnerable, including wage support to preserve jobs, increased access to unemployment benefits, 

and targeted cash transfers to low-income households (Global Economic Prospects, 2020), but based 

on (OECD, 2020) assessment, it is extremely difficult to quantify the exact magnitude of the impact of 

these measures on GDP growth, as the depressing economic effects of COVID-19 would far outweigh 

the severe impact of global financial crisis in 2008-09.  Barro et al. (2020) use a macro-econometric 

approach and consider the 1918-1920 Great Influenza Pandemic (known as the Spanish flu) as a worst-

case scenario for outcomes under Covid-19. Their estimation suggests declines for GDP and 

consumption in the typical country of 6 and 8 percent, respectively, although transposing these effects 

to COVID-19 pandemic is intricate, because conditions and circumstances have changed.  

North Macedonia as a small country with an open economy depends on economic developments 

of external sites. Based on this its economy is not invulnerable to the negative economic effects of the 

COVID-19 crisis of other countries. It is anticipated that the country will be particularly affected in the 

external accounts, industrial production, budget liquidity and financial liquidity by a reduction of 

demand for exports, as well as shrinking of investments and remittances inflows. As in the Global 

Economic Prospects (2020) report is highlighted, those Western Balkan countries that rely heavily on 

international trade, tourism, remittances and commodity exports will be particularly hard-hit. In this 
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regard, North Macedonia is integrated into global value chains (GVCs) and will mainly be affected 

through lower goods exports. Trade structures will be affected by the combination of a supply side 

shock, largely through GVCs, and a demand side shock due to recessions in major trading partners 

(Western Balkans Regular Economic Report, spring 2020). Besides this, the containment measures1 

obviously have an impact on domestic demand and supply by considerably decreasing the economic 

activity. Supportive macroeconomic policies can partially aid the recovery of demand but cannot 

completely offset the economic consequences of enforced shutdowns (OECD, 2020).  

 

 

2. BRIEF REVIEW OF ECONOMIC DEVELOPMENT OF NORTH MACEDONIA 
 

 In the last decade, the economy of North Macedonia underwent a difficult period owing to various 

external shocks and internal problems. Pre- global financial crisis GDP levels were not restored because 

robust GDP growth rates were delayed due to Eurozone debt crisis and substantially caused by the 

political crisis in the country. Thus, its economy is characterized by relatively slow growth (see Table 

1). Realized rates of economic growth are not satisfactory in terms of strengthening the country's 

economy and raising the standards of living of the population. The highest growth rate of 6.5% was 

recorded in 2007. While several indicators have shown significant improvement, the global financial 

crisis has affected the economy of North Macedonia driven by a decline in the output of the metal and 

textile sectors, which are the main export earners. As a result, the GDP growth in 2009 was negative at 

-0.9%. The economy started to recover at the second quarter of the 2010 year, where the annual growth 

was 2.9%. The positive trend of the economic activity continued during the first half of 2011 year, but 

the economic instability of some of European countries with the deepening of the Euro zone sovereign 

debt crisis and pessimistic forecasts for the main trading partners led to a slowdown in economic growth 

of the country in the second half of the year. Economic activity slowed significantly during late 2011 

by not only reflecting weakening external demand but also by increasing public spending during the 

first half of the year. As a result of these developments, annual economic growth for 2011 was only 

2.3%. The negative effects of Euro zone debt crisis continued to be felt in 2012 year, when the economy 

of North Macedonia fell again in recession by –0.5%. In the period 2013-2015, the economy was 

recovering again, so the average growth rate was 3.4%. But the political crisis and uncertainty slowed 

the growth in 2016 and 2017. Real GDP growth fell from 2.8 % in 2016 to 1.1 % in 20172. Based on 

the Regular Economic Report of the World Bank (2018), the stagnation was mainly due to investments 

that fell by 4.5 percent, as well as reduced private consumption. In 2018, the growth was only 2.7%, 

while the economic growth strengthens in 2019 year to a level of 3.6%, driven by domestic demand in 

investment as well as the increased wholesale and retail trade. 

 Regarding other indicators, low inflation is maintained through prudential monetary policy by 

fixing the domestic currency against the euro. The average inflation rate for the period 2012-2019 was 

2.5%.   

 The unemployment rate is significantly decreased in the last couple of years to a record of 17.3% 

in 2019. It has been accompanied by a rising employment rate.  

         Due to the low level of tax collection in the last decade, government revenues drop off, while the 

budget deficit deepened to -3% of GDP in the period 2012-2019. Unlike some more advanced transition 

countries, the country did not experience large capital inflows from the developed economies. The net 

foreign direct investments (FDI) were only 2.9% of GDP in the period 2012-2019.  

 

 

 

 

 
1 At the beginning of the outbreak, the Government of North Macedonia had closed all schools, educational 

institutions, cultural premises and restaurants. Only food stores, pharmacies and stores allowing sufficient physical 

distance remained open. Schools and Universities were closed and the lectures continued via electronic means. 
2 The GDP growth data are compiled from National Bank of North Macedonia: Basic macroeconomic data and 

Residential Real Estate Prices https://www.nbrm.mk/osnovni_ekonomski_pokazateli-en.nspx 
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Table 1. Selected macroeconomic indicators, average for periods 

Source: National Bank of R. North Macedonia; author`s calculations average for periods 

 

3. FIRST SIGNS OF ECONOMIC IMPACT OF COVID-19 
 

The COVID-19 pandemic gave the first signal in the economy of North Macedonia in March of 

2020 caused primarily by containment measures. In the first quarter (see Figure 1), the economic growth 

was only 0.2%. Based on current circumstances and forecasts as well as sector composition, the other 

three quarters is very likely to be much worse. The GDP growth for 2020 was projected to be 3.4%, but 

the pandemic will most likely cause a reduction of 4.0%1, mainly due to reduced private consumption. 

The negative GDP growth of 4% in 2020 will reflect a reduction of both domestic demand and net 

foreign demand (net exports). The depressed domestic demand in 2020 will contribute to a reduction of 

2.7 percentage points and the fall in net exports by 1.3 percentage points in the overall economic activity 

(UNDP, 2020). 

 
Figure 1. GDP growth in North Macedonia 

 
Source: National Bank of R. North Macedonia, Basic macroeconomic indicators 

 

Examined by individual GDP components, the private consumption is projected to shrink by 2.2% 

(IMF, April 2020) and 4.3% (National Bank, May 2020) in 2020 (see Figure 2). According to UNDP 

(2020) assessment, the fall of private consumption will be caused by labor layoffs, lower and uncertain 

 
3 IMF projections: https://www.imf.org/en/Countries/MKD#countrydata , whereas according to NBRNM, GDP 

is expected to decline by -3.5%. 
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incomes; slashed spending on travel, hospitality and entertainment is slashed due to regulatory 

restrictions, a general fall in consumer confidence, and lower net inflows of remittances from abroad.  

 
Figure 2. Private consumption forecast for 2020 and 2021. 

 

 
Source: IMF and National Bank of North Macedonia (2020) 

 
      A deceleration of gross investment is expected in the second quarter of 2020, due to extremely high 

uncertainty and reduced confidence, difficulties in performing investment activities arising from 

restrictive measures as well as possible liquidity problems in certain corporate sectors (NBRNM, 2020). 

Based on the projections of National Bank the gross investment is predicted to slow dramatically by 

10.4% in 2020. Also, the public investment is predicted to deteriorate, as IMF (2020) forecasts a decline 

of government investment from initially budgeted 23.8 Bill Denars in 2020 to 12.7 Bill Denars, a 

reduction of 46.6% in one year (UNDP, 2020).  

 
Figure 3. Gross Investment forecast for 2020 and 2021 

 

 
Source: IMF and National Bank of North Macedonia (2020) 

 

        As stated by UNCTAD global foreign direct investment (FDI) flows in 2020 are expected to fall 

5 to 15 percent, to the lowest level since 2008‒09. Average FDI in the region of Western Balkan is 

expected to fall from 5.1 percent of GDP in 2019 to 3.6 percent in 2020—the lowest level since 2005. 

The biggest declines compared to 2019 are expected in Montenegro 4 percentage points, Serbia 3 
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percentage points, and North Macedonia 1.2 percentage points (Western Balkans Regular Economic 

report, spring 2020). 

 
Figure 4. Exports forecast for 2020 and 2021 

 

 
Source: IMF and National Bank of North Macedonia (2020) 

 

COVID-19 pandemic is disrupting economic activity through its impact on global value chains 

(GVCs), which can intensify the effects of shocks on trade. Since the goods trade integration is more 

pronounced in the economy of North Macedonia, the disruption of the supply chains by the slowdown 

in manufacturing in China, Europe, and the USA and the global drop in aggregate demand caused by 

the economic downturn will be the main channels of transmission (Western Balkans Regular Economic 

report, spring 2020). Based on projections of the National Bank exports of goods and services will drop 

by 17.1%, whereas IMF projects a slowdown of 5.5%. National Bank predicts that the decline in exports 

will be particularly expressed in the second quarter of the year. Also, a significant decline in imports of 

goods and services is predicted in 2020, however the National Bank assesses a drop with similar extent 

as export and domestic demand which will lead to a positive net exports contribution to the GDP rate. 

The projected decrease in imports of goods and services is amidst 2.8% (IMF, 2020) and 15.4% 

(National Bank, 2020).  

       The unemployment rate has been on a diminishing trend in the last period, but it is very doubtful 

that this favorable tendency will continue in 2020. It is forecasted to increase to 20.4% at end of 2020, 

due to labor layoffs and remarkably due to canceling of new planned working places. These 

predispositions will certainly affect the poverty rate as well, which according to (UNDP, 2020) 

forecasts, will increase to 21%. 

       Taking into consideration the deterioration of domestic demand, and the substantial decrease  of 

global oil prices and some food prices, the inflation rate in 2020 is expected to be around 0%, compared 

to the previous forecast of 1.5%, while for 2021 and 2022 prices are expected to grow from 1.5% to 

around 2%, respectively (National Bank of R. North Macedonia, 2020).  

      Based on National Bank projections, the current account deficit is predicted to deepen by 0.4 

% of GDP and to reach -3.2% of GDP, in 2020. The global uncertainty triggered by the Covid-

19 virus, as well as the low confidence and the restraining measures would lead to an 

expressively decline of remittances. Improvement in the current account deficit is expected in 

2021-2022, that is expected to be -1.6% of GDP on average. 
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Figure 5. Imports forecast for 2020 and 2021 

 

 
Source: IMF and National Bank of North Macedonia (2020) 

4. ARIMA FORECASTING OF GDP GROWTH OF NORTH MACEDONIA 

      This paper also forecasts GDP growth of North Macedonia using the Autoregressive Integrated 

Moving Average (ARIMA) model that fit series and forecast the future value of variables. The AR 

section of ARIMA model indicates that the variable of interest is regressed on its own preceding values. 

In a stationary time series the average of the error term is zero and the variance is expressed as 𝜎2. 

ARIMA models involve three parameters (p, d, q), where p is the order of autoregressive terms, d is the 

order of integration, and q is the number of moving average terms. The AR(p) model of a time series 𝑌𝑡 

at time t is as following: 

 

𝑌𝑡 = 𝛾 + 𝜑1𝑌𝑡−1 + 𝜑2𝑌𝑡−1 + ⋯ + 𝜑𝑡𝑌𝑡−𝑝 + 𝜀𝑡                                                                    (1) 

 

Where, 𝛾 is the constant, 𝜑𝑡the slope coefficient and 𝜀𝑡 is the error term.  Time series as a q-th degree 

of moving average procedure MA(q) is expressed by the next model: 

 

            𝑌𝑡 = 𝜇 + 𝜀𝑡 + 𝜃1𝜀𝑡−1 + 𝜃2𝜀𝑡−2 + ⋯ + 𝜃𝑞𝜀𝑡−𝑞                                                                        (2) 

 

ARMA (p, q) expression can be obtained by combining two AR(p) and MA(q) equations: 

 

𝑌𝑡 = 𝛾 + 𝜑1𝑌𝑡−1 + 𝜑2𝑌𝑡−1 + ⋯ + 𝜑𝑡𝑌𝑡−𝑝 + 𝜀𝑡 + 𝜃1𝜀𝑡−1 + 𝜃2𝜀𝑡−2 + ⋯ + 𝜃𝑞𝜀𝑡−𝑞                           (3) 

 

If the analyzed time series is non stationary, it can be turned to stationary by taking the difference d 

times. Once the difference of non-stationary 𝑌𝑡 series is taken, ∆𝑌 series, which expresses stationary 

feature, can be calculated by: ∆𝑌𝑡 = 𝑌𝑡 − 𝑌𝑡−1 = 𝑌𝑡 − 𝐿𝑌𝑡 = 𝑌𝑡
′. Thus, the ARIMA (p, d, q) would be 

expressed as: 

 

(1 − 𝜑1𝐿 − 𝜑1𝐿2 − ⋯ − 𝜑𝑝𝐿𝑞)∆𝑑𝑌𝑡 = 𝜇 + 𝜀𝑡 + 𝜃1𝜀𝑡−1 + 𝜃2𝜀𝑡−2 + ⋯ + 𝜃𝑞𝜀𝑡−𝑞                            (4) 

 

In order to obtain the most appropriate parameter in the ARIMA approach, the model performance is 

usually measured by the Akaike Information Criteria (AIC) principle. The model with the lowest AIC 

criterion is considered more proper than the others. The parameters showing the highest performance 

were achieved from the ARIMA (3,0,4) model. 
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4.1 Regression results 
 

In (Table 2) below are summarized the various ARIMA models according to the order of autoregressive 

terms and the number of moving average terms, whereas the parameter d is equal to 0, because the time 

series of real GDP growth is stationary in level I(0).  

 

 
Table 2. ARIMA regression results for several models 

GDP growth 

ARIMA (1,0,1) (2,0,2) (3,0,3) (3,0,4) 

_Constant 2.94652 

(0.000)*** 

  2.94472 

  (0.000)*** 

2.879921 

(0.000) 

3.10305 

(0.000)*** 

ARMA 

           

L1.AR 0.206076 

(0.402) 

-0.503827 

(0.100)* 

0.747695 

(0.000)*** 

1.023706 

(0.000)*** 

L1.MA 0.148099 

(0.496) 

0.91366 

(0.999) 

-0.53398 

(0.999) 

-0.7474786  

(0.104)* 

L2.AR - 0.330202 

 (0.121) 

0.345604 

(0.020)** 

0.78416 

(0.000)*** 

L2.MA - -0.08634 

(0.999) 

-0.53397 

(0.998) 

-1.2508 

(0.000)*** 

L3.AR - - -0.776125 

(0.000)*** 

-0.83137 

(0.000)*** 

L3.MA - - 0.99997 

(0.999) 

0.74843 

(0.001)*** 

L4.MA - - - 0.25175 

(0.103)* 

Sigma _cons 3.927502 

(0.000)*** 

3.807823 

(0.499) 

3.634732 

(0.498) 

3.600305 

(0.004)** 

N 85 85 85 85 85 
Source: Author’s calculations 

Note: p-values are in parentheses. The notifications ***, ** and * denote 1%, 5%  and 10% level of significance, 

respectively. 

 

 

       In order to determine which model best fits the data of real GDP growth, I follow the procedure 

developed by Becketti (2013) and select ARMA (3, 4). Moreover, this model has the lowest AIC 

criterion and the same will be used for forecasting purposes. According to ARIMA (3,0,4) model and 

the predicted values, the GDP growth is more volatile during the past period than in the recent years 

(see Figure 6). It is mostly due to various shocks that have hit the economy. The high volatility and 

large movements that have been characterized the country, occasionally make forecasts unreliable. All 

efficient economies are assumed to follow a random walk but it is usually probable to detect trends.  

       The surveyed model predicts that the GDP growth in North Macedonia had to be around 3.08% in 

the first quarter of 2020, without counting on the negative effects of COVID-19 pandemic. The actual 

value is 0.2%, whereas the forecasted value is 3.08%. The upper limit confidence interval is 3.6%, while 

the lower limit confidence interval is 2.3%. The upper limit is very close to the National Bank October 

projections of GDP growth for 2020 of 3.4%. The mean of actual data is 2.96, whereas for forecast 

estimates is 2.94, which are very close to each other, thus it implies that the ARIMA (3,0,4) model 

performs well.   
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Figure 6. ARIMA (3,0,4) model 

 
Source: Author’s calculation 

 

Figure. 7. Real GDP growth forecast for 2019-2020 

 

Source: Author’s calculation 
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     Also, it is forecasted the trend of GDP growth using the time series for the time spin 1999Q1-

2020Q1. The predicted values show a positive trend with a flatter line (see Figure 8). This is the most 

classical method of economic forecasting, which is concerned with the movement of variables through 

time. The trend projection method is based on the assumption that the factors accountable for the past 

trends in the variable to be projected will continue to perform in the future in the same manner and to 

the same extent.  

 
Figure 8. Real GDP growth trend prediction 

 

 
Source: Author’s calculation 

 

5. CONCLUSION 

COVID-19 was spreading significantly in North Macedonia, especially in the last two months, 

leaving severe consequences on the economy of the country. However, the main accent by the 

authorities should be on reducing the number of cases affected by virus and aid the community to cope 

with the pandemic. Different projections designate that the potential loss of income in North Macedonia 

will be significant, with real GDP growth declining by up to 4%. Several transmission channels will 

cause such a downward tendency, such as the uncertainty driven demand contraction, the expected 

slump in foreign trade, the decline of remittances sent from abroad, tourism and FDI.   

The paper also predicts the real GDP growth pattern through ARIMA modeling. The prediction 

results suggest that the GDP growth in 2020 had to be between 2.3%-3.6%, based on the historical data, 

however the health crisis gave immediately the first signal in the first quarter of the current year, with 

an economic growth of only 0.2%. Yet, the spreading of COVID-19 pandemic is still unknown and is 

quite challenging for thorough modeling and forecasting.   
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ABSTRACT 

The pandemic COVID – 19 represents not only a global health crises, but also a global finical crises, 

coming up with human and economic costs that tend to be higher at developing countries, due to their 

health care system, informal economic sector lower fiscal space, corruption, etc. Although each country 

have taken its individual measures regarding the pandemic COVID – 19, it is needed an international 

coordination in the economic policy, health care and science to face with its consequences.  

In this regard, the main objective of this paper is to highlight the importance of the economic measures 

that governments around the world have taken in response to the Covid-19 pandemic which can vary in 

length and scope, to review the recent papers regarding the macro effects of the pandemic COVID – 19 

as well as to emphasize the COVID-19 Economic Stimulus Index (CESI) that contains fiscal, monetary, 

and exchange rate measures, created by Elgin et al. (2020), based on the data for 166 rich, middle and 

low income countries.  In addition, in this paper are only taken into consideration the fiscal and 

monetary stimulus. The results imply that richer countries have a larger economic stimulus package and 

adopt a larger fiscal and monetary stimulus. 

 

KEYWORDS: pandemic COVID-19, CESI index, economic growth, fiscal stimulus, monetary 

stimulus. 

 

1.INTRODUCTION 

      Many governments worldwide have introduced some unprecedented measures in order to contain 

the pandemic COVID – 19 due to its increased spread and risk. In this regard, priority measures were 

imposed by a sanitary situation, thus leaving little space for other options taking into consideration that 

health needs to remain the primary concern of the country and world. This has caused many businesses 

to shut down temporarily, as well as travel and mobility restrictions, financial market turmoil, lack of 

confidence and high uncertainty. 

       This period while the pandemic has started there has been a rapid change of the environment and 

indicators, thus making it extremely difficult to quantify the exact impact of these measures on 

economic growth. However, on the other side is clear that has had a negative impact on the output level, 

household spending, corporate investment and international trade, based on the estimates of the initial 

direct impact of shutdowns, based on sector output and consumption patterns across countries as well 

as the assumption of common effects within each sector and spending category in all countries. 

       Since no available needed observations, cannot be precisely evaluated the impact of measures of 

the pandemic COVID – 19 on the economic growth of the countries. This is due to the fact that the 

annual GDP growth depends on many factors, including the magnitude and duration of national 

shutdowns, the extent of reduced demand for goods and services in other parts of the economy, and the 

speed at which significant fiscal and monetary policy support takes effect. (OECD, 2020). But what is 

sure is the decreased short-term growth due to the impact of the shutdowns. The estimated decline of 

the level of output is equivalent to 2 percentage points decline in annual GDP growth for each month 

that strict containment measures continued. In addition, by using the COVID-19 Economic Stimulus 

mailto:liza.alili@ibu.edu.mk
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Index (CESI) that combines all adopted fiscal, monetary, and exchange rate measures, this paper 

illustrates the relationship between CESI index and two main stimuli in 166 countries: fiscal and interest 

rate cuts.  
However, the situation of a considerable uncertainty remains yet regarding the duration and magnitude 

of the pandemic measures while on the other side the other problem is also the extent of their 

implementation across countries.  

 

2. LITERATURE REVIEW 

      The public health threat from COVID-19 is the most serious respiratory infection since the Spanish 

flu pandemic in 1918 (Ferguson et al. 2020). COVID-19 is the fifth pandemic in the last two decades 

(World Economic Forum 2020). The pandemic COVID – 19 started in Wuhan, China in December of 

2019 and persist globally. COVID-19 combines two fatal characteristics: it is three to thirty times 

deadlier than seasonal influenza, based on a crude case fatality rate, and at least ten times more 

contagious than SARS (WHO 2020a; Wilson et al. 2020; Wilder-Smith, Chiew, and Lee 2020). 

      Thus, by the 12 July 2020, the pandemic had spread to almost all countries causing 12.401.262 cases 

and 559.047 deaths globally. In addition to human suffering and loss of lives, the outbreak has generated 

a major global economic downturn. The world’s largest economies (the G7 and China) are among those 

that have been most affected by the pandemic (Baldwin and DiMauro, 2020). To mitigate the negative 

effects of public health controls on the economy and to sustain public welfare, governments have 

adopted economic packages including fiscal, monetary, and financial policy measures (Gourinchas, 

2020). These economic measures targeting households, firms, health systems and banks vary across 

countries in breadth and scope (DiMauro 2020). The existing literature on the economic effects of 

COVID-19 relies on past epidemics (Barro et al. 2020 and Ma et al. 2020, for example), survey data 

(Coibion et al. 2020), or theoretical models (Eichenbaum et al. 2020 and references therein). In addition 

in this paper, high-frequency indicators of economic activity are used (World Bank 2020, Kumar and 

Muhuri 2019, and Cerdeiro et al. 2020) in order to monitor the impact of COVID-19 measures. 

      COVID-19 is not only a worldwide public health crises but also an international economic 

emergency which negative effects are even greater than of the last global financial crisis of 2008. A 

global recession in 2020 is not only possible but also very likely (IMF 2020a): first, China, the United 

States, Europe are deeply affected. Goldman Sachs is forecasting a 9 percent contraction in China’s 

GDP growth in 2020:Q1 and a 6 percent drop in US GDP growth in 2020:Q2, much worse than the -

2.2 percent growth recorded in 2008:Q4 (Bloomberg 2020). Second, through contagion effects, these 

large economies will affect the rest of the world. (The Economist, 2020). Third, all the countries around 

the world will be hit by the pandemic. This implies direct and indirect costs related to containment and 

mitigation measures, such as reduced labor, production capacity, and productivity.  

      If the pandemic of COVID – 19 is not managed well, it will produce other crises, including financial 

crises (if bankruptcies go rampant and banks become illiquid or insolvent), sector collapses and 

macroeconomic crises (if the costs of mitigation turn out to be excessive given a country's fiscal space 

and income level)—with dire consequences for welfare and poverty alleviation (World Bank 2013; 

Furman 2020; Odendahl and Springford 2020; Galí 2020).  Although we world has been dealing with 

pandemics so far, why COVID-19 is a different shock? First, it is a massive and highly contagious 

global shock. Second, it is simultaneously a negative supply shock and a negative demand shock: it 

reduces the ability of people to work and firms to produce, and it lowers the incentives and possibility 

for people to consume and for firms to invest (Bénassy-Quéré et al. 2020; Gopinath 2020; Furman 

2020).  

      The vulnerability to the pandemic in developing countries is higher, while the ability to deal with it 

through policy is lower compared to developed countries. In addition to the direct effects, for developing 

countries exposed to global conditions, COVID-19 brings a sharp external demand shock. This is the 

case in, for example, countries in East Asia where trade and tourism are a large part of the economy 

(World Bank 2020a), developing countries that heavily rely on commodity exports for government 

revenues (World Bank 2018; The Economist 2020a), and those that depend on remittances from 

developed countries (Hausmann 2020).  
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There exist some structural conditions that can made the negative effect of pandemic COVID – 19 

obvious in developing countries:  

• Public health: low capacity of the health care system; many people do not have access to 

essential health care services; risk of catastrophic health expenditures; gap between the current 

and ideal health status of the average population is large (Wagstaff and Neelsen 2019).  

• Labor markets: rampant informality (Loayza 2018). In lowand middle-income countries, 50 

percent to 90 percent of total employment consists of informal labor.  

• Fiscal space: no sufficient “fiscal space (Kose, Ohnsorge, and Sugawara 2018); debt subject to 

exchange rate and maturity risks, lower credit rating, and shallower financial markets.  

• Governance: corruption, lack of transparency and accountability, low bureaucratic competence, 

and burdensome regulatory systems.  

Thus having into consideration the above facts as well as the challenge of COVID-19 that the 

developing country governments face, it will be hard for them to conduct measures to cope with 

the crisis. Thus, they have to rely on straightforward emergency relief and recovery policies. 

 

3. COVID-19 ECONOMIC STIMULUS INDEX (CESI) AND ECONOMIC GROWTH 

       In order to illustrate the relationship between the pandemic COVID – 19 and the economic 

growth, we have used the Elgin et al. (2020) comprehensive review of different economic 

policy measures adopted by 166 countries as a response to the COVID-19 pandemic. In 

addition, they have created a large database including fiscal, monetary and exchange rate 

measures.  Their database created six policy variables classified under three categories: fiscal 

policy, monetary policy, and balance of payment/exchange rate policy. 

      Next, by using principle component analysis (PCA) of Elgin et al. (2020), they formed the 

COVID-19 Economic Stimulus Index (CESI) that combines all adopted fiscal, monetary, and 

exchange rate measures. Further, it is investigate the extent to which countries’ economic 

responses are shaped by several country characteristics, pandemic-related variables and public 

health measures (Correia et al. 2020). Below we illustrate several correlations. Figure 1 

illustrates the correlation between CESI index and GDP per capita, where it is shown that rich 

countries have a larger CESI value, indicating a larger economic stimulus package, compared 

to developing and undeveloped countries. 

Figure 1. Relationship between CESI index and GDP per capita. 

 

Source: Elgin et al. (2020) and authors’ calculations. 
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Out of three, fiscal stimulus package (as a percentage of GDP) and interest rate cut (percent cut from 

the benchmark pre-COVID-19 level) represent the two main components of the CESI index. In this 

regard, Figures 2 and 3 shows the correlation of the fiscal and interest rate cut stimulus with GDP per 

capita.  

Figure 2. Relationship between fiscal stimulus and GDP per capita 

 

Source: Elgin et al. (2020) and authors’ calculations 

As we can see, in the Figure 2 due to the correlation of the fiscal stimulus and GDP per capita on 166 

countries, it implies that the richer countries adopt a larger fiscal stimulus, compared to the medium and 

low developed countries.  

Figure 3. Relationship between interest rate cut stimulus and GDP per capita 

 

Source: Elgin et al. (2020) and authors’ calculations 

On the other side, due to the correlation of the interest rate cut stimulus, it implies that the richer 

countries have a larger monetary stimulus compared to developing and undeveloped countries.  
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4. CONCLUSION 

       Recently the pandemic COVID – 19 has been attracting the attention of scholars and policymakers 

regarding the crucial role that this global health crisis has on the economic development of the countries 

worldwide. In this regard, the main aim of this paper is to contribute to the existing literature review as 

well as to address the importance of the relationship between the COVID-19 Economic Stimulus Index 

(CESI) and the fiscal and monetary stimuli of 166 countries and in this regard to address their policy 

taken actions. Thus, by using principle component analysis (PCA) of Elgin et al. (2020), COVID-19 

Economic Stimulus Index (CESI) and  fiscal and monetary stimulus, the results of the correlation 

implies that the richer countries have a larger CESI value, thus a larger economic stimulus package, as 

well as a larger fiscal and monetary stimulus compared to middle and low income countries.  
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