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ABSTRACT 

The crisis, (political, economic, military, health), but also every positive change or novelty in the society, such as the 
Industrial Revolution, the Information Revolution transform the national economies. These transformations cause a 
new way of functioning of institutions, including banks, but also affect the life and functioning of people as consumers. 
The global health crisis caused by Covid-19 in 2020 shook the whole world. The information technology (IT), but 
even more the Covid-19, have imposed the need for banks to conduct their activities almost completely online. 
Historically, retail banks have relied on their branches to provide customer service. Consumers realized all necessary 
banking transactions with a physical presence in the bank branches. The Internet, and especially Covid-19, has altered 
the way banks operate, but also the consumer behavior. With the migration to online banking, banks must invest in 
their IT departments, provide secure online platforms, initiate and follow the changes in legislation, to provide reliable 
and quality services to consumers. Hence, this paper aims to answer the following research questions: What was the 
situation with the electronic banking in the Macedonian commercial banks before Covid-19? What is the impact of 
Covid-19 on the electronic conduct of transactions of banks? What are the opportunities and threats to the banking 
sector from the digitalization process? How the legislation affects the e- bank’s operations? To answer these questions, 
a survey with banks will be conducted, using a questionnaire. The extensive questionnaire will be submitted to all 
commercial banks in Macedonia. It contains open and closed questions (Likert scale, semantic differential, multiple- 
choice questions).  
After processing the research data, the results showed that Macedonian banks are following the world trends and that 
they are trying to fully implement the digitalization of their services. 
 

KEYWORDS: Covid-19, Information Revolution, Digitalization, Online Banking, E-Banking, E-Legislation, 
Bank’s Branches 

JEL CLASSIFICATION CODES: G21, E59, 033 

1. INTRODUCTION 

 Traditional banking started in the 12th century with the Medici family, and it was built around the bank branch 
as a primary unit for providing banking services. This type of banking is still characteristic of particular banks in 
emerging countries. Important to note is that for over five centuries now some banks still operate on a basis of physical 
distribution. Having in mind that banking has evolved into Embedded, ubiquitous banking (King, 2018), banks in 
emerging and transition economies, such as the Republic of North Macedonia, should deeply reconsider their strategic 
pathways for the future. According to King (2018), the emergence of major non-bank competitors (fintech companies), 
totally reshape and redefine the banking sector and the financial system. Incumbent “brick and mortar” banks should 
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make breakthrough changes in their organizational structure, human resources, distribution channels, etc., in order to 
maintain competitiveness and survive the radical changes coming from the digital transformation and the new digital 
economy. As Bill Gates stated in his speech in 1994, “Banking is necessary, banks are not” and that “Banks are 
dinosaurs, they can be bypassed”. The main idea behind these sentences was that advances in technology impose faster 
development of the banking industry and many advantages not only for banks, but for customers as well.  
 The trends of industrialization, deregulation, liberalization, and globalization reshaped banking and banks’ 
business models, but the level of impact of these trends was enhanced with the emergence of information technology 
and arrival of fintech companies. The outcome of these trends was the full digitalization of the banking business and 
its evolution towards Embedded, ubiquitous banking (2017- …). Covid 19, just additionally pressured banks’ to 
embrace the digital transformation, which requires banks, not only to add additional layer in their delivery channels, 
such as implementing e-banking through personal computers and mobile phones, but to fully focus on customer 
lifestyle. In Figure 1 a timeline is shown concerning the evolution of banking, based on which the stage of evolution 
of Macedonian banking can be determined.  

Figure 1 Evolution of Banking 

 
 

Source: Adapted and edited from King, B. (2018), Banking anywhere, never at a bank, Marshall Cavendish Business, pg.277 
 

The traditional banking started in the 12th century with the Medici family, and it was built around the bank branch 
as a primary unit for providing banking services. During the next period of Industrial banking (1960-1990), banking 
had characteristics that are still present today in the banking systems of the most developed countries. At that time, 
two models of banking systems arose, the Anglo-Saxon and the continental European model, where in the Anglo-
Saxon model there was a strict distinction between investment and commercial banking, and continental European 
model was characterized with the existence of universal banks which could compete with the dynamic development 
of nonbanking financial institutions. International banking and self-service banking (1990-2007) represent a period 
where many novelties in banking were introduced, such as: international standards for a bank operating, deregulation, 
liberalization, globalization and implementation of IT in banking. As a consequence, in this period of time self-service 
banking emerged in relation to the wide adoption of ATMs’, POS terminals and the commercial Internet. From then 
on banks started focusing on types of products and services offered to customers instead of building adequate 
organizational structures. This was an attempt of banks, in developed countries, to provide customers’ access outside 
of bank working hours. Banking when and where you needed (2007-2017), presents a period in which banking started 
to be redefined by the emergence of the smartphone in 2007 and was characterized with a shift to mobile payments, 
P2P and challenger banks. Finally, embedded, ubiquitous banking (2017- …), presents the period of innovations in 
financial services with greater financial inclusion and redefinition of banking business models.  

Banks in the Republic of North Macedonia follow the trend of digitalization in order to maintain competitive and 
be a market leader, but when monitoring and analyzing Macedonian banking it can be stated that it is dwelled between 
the third and the fourth phase. According to the recent findings from the research conducted by Dimitrieska, 
Stanoevska and Danevska (2022) banks in the Republic of North Macedonia follow the new trends in digital banking. 
All of the surveyed Macedonian banks have already implemented E-banking, but the average level of their 
digitalization is at the level 2a1, meaning that their web page does not only have informational character, but also 

 
1 Levels of digitalization of banks were measured through accessing the level of development of their web page and the possibility for interaction, such as: 
Level 1 Information character (balance sheet review, reports) supplemented with interactive activities (credit calculator, credit card application, etc.) 
Level 2 - Level 1 supplemented with full transaction - electronic payments and other electronic financial (overhead) transactionsin domestic payment operations. 
Level 2a - Level 1 supplemented by full transaction - electronic payments and other electronic financial (overhead) transactions in domestic and foreign currency 
payment operations. 
Level 3 - Application use of electronic products and services (electronic lending, insurance policies, account opening, deposit, etc.) 
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allows customers to conduct electronic payments and other electronic financial (overhead) transactions in domestic 
and foreign currency payment systems  (63%); only one bank operates at level 3, which refers to the possibility only 
to fill out application for using electronic products and services (electronic lending, insurance policies, account 
opening, deposit, etc.); only one bank has its web page enriched with applied usage of electronic products and services 
(e-lending, insurance policies, account opening, deposit, etc.); and only one bank has its web page operational on a 
level of information enriched with e-payments and other e-financial (overhead) transactions, but only in domestic 
payment operations. According to the same research, none of the banks offers corporate lending, investment services 
(asset management, trading-securities), financial support (financial / investment advice) and Bancassurence in the form 
of E-banking services. As shown in Figure 2, only 33% of banks offer retail lending and applying for credit/debit 
cards, 50% offer opening a transaction account, 67% offer changing debit/credit card limits and 83% offer location of 
the nearest ATM and branch office and foreign currency payments.  

 
Figure 2 Electronic banking services

 

Source: Danevska, B., A., Stanoevska, P. E., Dimitrieska, S.,(2022) The Empirical Evidence on E-Banking – The Case of the Republic of 
North Macedonia, Global Journal of Management and Business Research: B Economics and Commerce, Volume 22 Issue 2 Version 1.0 

These findings, point out that not all of the banking services offered via bank branches are incorporated in e-
banking, meaning that the Macedonian banks are not fully digitalized. Digital banks, by definition, require offering 
fully online banking products and services, such as transaction accounts; deposits; fund deposits, withdrawals, 
transfers as well as financing. Digital banks do not have a brick-and-mortar branch network, instead, they have one 
registered head office. However, here another issue arises related to the Macedonian legislation that is not yet adapted 
and harmonized with the current world tendencies in creating digital banks.    

The purpose of this research paper is to determine the impact of Covid 19 on the process of bank digitalization, 
by examining the application of e-banking by Macedonian commercial banks. The aim is to determine banks’ position 
in their digital transformation and to analyze whether Covid 19 had put additional pressure and imposed radical 
changes in their full embrace of digital technology. This is of great importance for the incumbent Macedonian banks, 
because 82% of Macedonian customers responded that E-banking plays a significant role in their daily lives, 16% 
responded that their usage of E-banking is neither insignificant nor significant and only 1% answered that their usage 
is insignificant (Dimitrieska, Stanoevska, Danevska, 2022). This finding is significant and should be translated into a 
warning sign for banks to start or increase their investments in E-banking today, more aggressively and without 
hesitations.  

For achieving the purpose of this research paper, a detailed analysis of the situation in the banking sector before 
and after Covid-19 was conducted, concerning the electronic conduct of transactions of banks. Having in mind the 
emerging trends in banking and the impact of Covid 19, this research paper will attempt to answer the following 
research questions: 
1. What was the situation with the implementation of electronic banking in the Macedonian commercial banks 
before Covid-19?  
2. What is the impact of Covid-19 on the electronic conduct of transactions of banks?  
3. What are the opportunities and threats to the banking sector from the digitalization process?  
4. How the legislation affects the e- bank’s operations?  

 
Level 3a - Applied use, complete electronic products and services (electronic lending, insurance policies, account opening, deposit, etc.) 
Level 4 - Level 3 supplemented with a strategic commitment to electronic offer of investment services and financial support 

100%
50%

100%
83%

100%
67%

83%
33%
33%

Overview and status of accounts, cards, deposits
Opening a transaction account

Domestic payment services
Foreign currency payment services

Payment of monthly overhead costs
Changing card limits

Locating the nearest ATM and branch office
Applying for credit, cards, deposits or other services

Retail lending
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2. LITERATURE REVIEW 

The Covid 19 forced and encouraged banks to focus on developing online solutions so that they could continue 
delivering their services without exposing their employees to increased risks of getting infected. Some of the banks 
commenced, whereas those which were more aware of the digital transformation in the digital economy upgraded the 
e-banking services as a top on their priority list. Electronic banking, defined as the usage of banking services through 
PCs and mobile phones, has offered the customers many benefits which in turn enabled its easy adoption. The literature 
offers a variety of definitions for e-banking, as shown in Table 1, and from them, it can be deducted that e-banking is 
regarded as an additional layer of distribution channels for banking services and products.  
 

Table 1 Defining E-banking 

Hyde (2015) E-banking is an innovation when new information technologies merge into traditional 
banking services. 

Southard and Siau, (2004); 
Witman and Poust, (2008) 

E-banking service is basically a self-service by customers, so for banks, it requires 
less resources and lower transaction and production costs.  

Shah, M., and Clarke, S. 
(2009) 

E-banking can mean the provision of information about a bank and its services via a 
home page on the World Wide Web (WWW) or via Internet. 

Keivani, Jouzbark and 
Khodadadi, Khalili 
Sourkouhi (2012) 

✔ Electronic banking is an umbrella term for the process by which a customer may 
perform banking transactions electronically without visiting a brick-and-mortar 
institution. The forms of e-banking are personal computer (PC) banking, Internet 
banking, virtual banking, online banking, home banking, remote electronic 
banking, and phone banking.  

✔ Electronic banking is providing banking products and services through electronic 
delivery channels. 

 
The Covid 19 pandemic has unveiled the benefits of the usage of digital technology in banking. Conducting 

payments, taking loans, depositing, investment, and consulting services are only a limited number of services that 
banks provide through e-banking and, during Covid 19 customers were able to have access to all of these services 
despite banks’ reduced bank branches’ working hours and decreased front office workforce (due to following restricted 
measures). Nevertheless, Covid 19 had an impact on the overall usage of the Internet and E-banking. In Table 2 the 
number of internet users is demonstrated in the Western Balkan countries and it perfectly shows its sharp increase 
during the Covid 19 from 10 to 18 pp (when analyzing all the countries), when comparing the year 2019 to 2021.   

 
Table 2 Share of individuals who use the Internet 

Year 2017 2018 2019 2020 2021 
Montenegro 59 60 62 73 80 

North Macedonia 57 60 65 74 78 

Albania : 57 63 70 78 

Serbia 46 49 63 64 76 

Bosnia and Herzegovina : 56 60 66 70 

Kosovo  80 85 81 94 : 

Source: Eurostat 30/03/2022 
 

Additionally, when analyzing the data regarding the share of individuals who use e-banking in the Western Balkan 
countries (Figure 3), it can also be noted that there is a sharp increase in the usage of E-banking, particularly in Serbia 
and North Macedonia, from 12 to 13 p.p., when comparing the year 2019 to 2021.  

From this data, and previous research conducted by the authors, customer behavior was deeply under the impact 
of Covid 19, when discussing embracing digital technology. Now, more than ever, business owners and individuals as 
banks’ customers rely on this technology to meet their banking needs, because they have acknowledged the advantages 
that it offers. However, the question posed in this paper is, where did banks stand during Covid 19? To what extent 
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does Covid 19 have an impact on their implementation of digital technology and offering online solutions? 
 

Figure 3 Individuals using E-banking (in %) 

 
Source: Eurostat 30/03/2022 

 

3. DATA AND RESEARCH METHODOLOGY 

For achieving the purpose of this paper and to answer the research questions, the authors will use the existing 
theoretical and practical knowledge published in peer-reviewed journals, articles, and books and a questionnaire that 
has been distributed electronically to Macedonian commercial banks. More precisely: 

a) Secondary data: data and information from relevant existing literature on E-banking, like journals, statistical 
data, reviews, e-books, published presentations, blogs, and expert’s published views. The paper uses a number of 
published publications and works on E-banking by domestic and foreign authors. 

b) Primary data: A questionnaire regarding the application of E-banking before and after Covid 19 in the 
Macedonian commercial banks was distributed online. The research instruments contained open and closed questions 
(Likert scale, semantic differential, multiple-choice questions). The period of the research was between February 15th 
– April 1st, 2022. Replies were collected mainly by e-mail, as well as personal contacts. 8 commercial banks answered 
the survey. For describing the findings, descriptive statistics are used, where together with simple graphics analysis, 
they form the basis of the conducted empirical research.  

4. DISCUSSION AND ANALYTICS 

The Macedonian banking system consists of twelve commercial banks and one national development bank. For 
the purpose of the research, the authors distributed questionnaires containing questions about the impact of Covid 19 
on digitalization in Macedonian commercial banks. The questions were investigating the level of impact of Covid 19 
over the internal organizational restructuring of the bank's existing operating processes on a Likert Scale from 1 to 5, 
where 1 means extremely low; 2 low; 3 neutral; 4 high; and 5 extremely high; the types of banking products offered 
via e-banking before and after Covid 19; the level of accelerating the process of digital transformation as a consequence 
of Covid 19; the direction in which Covid 19 had influence over the customer base, human resources, branch networks, 
volume of transactions via e-banking, development of new banking products and outsourcing and the bank’s strategic 
commitment even without the occurrence of Covid 19. Additionally, the benefits and difficulties that Macedonian 
commercial banks experience when implementing advanced technology were investigated, in order to determine the 
reasons for a Macedonian banking position. 
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According to the findings, 6 out of 8 banks responded that Covid 19 had a high impact on the internal restructuring 
of the bank's existing processes. One bank responded that Covid 19 had a low impact and one bank answered that 
Covid 19 had an extremely high impact on its internal restructuring.  

Regarding the area or direction in which they have experienced the impact, the results (see Figure 4 ) indicate that 
6 banks have increased their volumes of transactions via e-banking, while one bank did not respond and one bank had 
faced a reduction in the volume of e-banking transactions.  

 
Figure 4 Area of the impact of Covid 19

 

Source: Authors’ own research 
Five banks responded that there is an increase in the number of payment cards, two banks have not experienced 

any change and one bank did not respond. Undoubtfully, it can be concluded, that Covid 19 had a high impact on the 
increased usage of contactless payments and conducting payment transactions via e-banking. However, only three 
banks responded that they have experienced an increase in their customer base, while five banks did not report any 
change. The number of employees remained the same in almost every bank - seven, and only one bank has experienced 
an increase in the number of employees. Interesting data for analysis is that two banks have expanded their branch 
networks. One of these banks did not experience an increase in the customer base whereas they reported an increase 
in the volume of e-banking transactions. This finding is opposite to what digital transformation imposes.  

By comparing the channels by which banking products and services were offered before and after Covid 19, the 
findings additionally show the level of digitization of banks.  

 
Figure 5 Banking products and services offered through E-banking and Bank Counter/Branch Office  

before Covid 19 

 
Source: Authors’ own research 
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Figure 6 Banking products and services introduced through E-banking and Bank Counter/Branch Office 

 during Covid 19 

 

Source: Authors’ own research 
 
When analyzing Figure 5 and Figure 6, it can be concluded that before Covid 19 majority of the Macedonian 

commercial banks were offering a variety of e-banking products and services such as: Overview and balance of 
accounts, cards, deposits; domestic payment services; foreign currency payment services; payment of monthly 
overhead costs; changing card limits and locating the nearest ATM and branch office. Three banks were offering to 
lend to individuals/households, and only one bank conducted lending to legal entities, investment services (asset 
management, trading securities), financial support (financial / investment advice), and bancassurance through E-
banking. During Covid 19, only one bank increased its offer of financial support and lending to individuals, and three 
banks with changing of card limits through E-banking. 

Nonetheless, and certainly, Macedonian commercial banks had not been pressured by Covid 19, for an immediate 
reaction regarding the implementation of electronic banking and the digitalization of the part of their processes related 
to the service of their customers. 

Furthermore, this finding is underlined by their response to the question: “In accordance with the strategic 
determinations, do you think that even without the appearance of Covid 19, your Bank was already focused on greater 
digitalization of bank’s operations and on engaging in Fintech Innovation?”. Six banks answered confirmative for 
having focused on greater digitalization even without the appearance of Covid 19 and two banks did not provide an 
answer. From these six banks, one bank responded that this is a short-term strategic commitment of the bank, while 
five banks answered that this is a long-term strategic commitment of the bank. In relation to the bank’s engagement in 
Fintech innovation, only one bank gave a confirmative answer, and two banks stated that this is a long-term strategic 
commitment of the bank. The other banks did not provide an answer.  

By considering the above findings and discussions, Macedonian commercial banks have implemented digital 
technology to the level they are supposed to in accordance with the legal framework. They are fully aware of the 
advantages they have from digitized banking services and digitalization. In the empirical research, banks were asked 
about the advantages that the introduction of modern information technology brings with it to banking, by requiring 
to assign a degree of agreement (on a scale of 1 to 52)  to a certain statement (see Table 3). 

 
Table 3 Level of the agreement for experienced advantages from the introduction of modern information technology 

Statement Average degree 

Lower transaction costs 3.75  

Fast and efficient communication with customers 4.88  

 
2 1 = strongly disagree; 2 = partially disagree; 3 = Neutral; 4 = partially agree; 5 = strongly agree 
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Better services 4.75  

Development of new banking products and services 4.88  

Increasing market share and conquering new markets 4.13  

Improving the risk management process - new models and databases 4.13  

Reducing the number of branches and branches 3.00  

Possibility to separate banking activities (outsourcing) 3.88  

Greater security of information systems 4.13  

Greater competition 4.38  

Source: Authors’ own research 
 
The highest level of alignment for the advantages of the introduction of advanced IT have the statements: “Fast 

and efficient communication with customers”, where seven banks responded that they strongly agree, and one bank 
partially agrees; “Better services”, where six banks strongly agree, and two banks partially agree, and “Development 
of new banking products and services”, where, also seven banks completely agree, and one bank partially agrees. 
When it comes to benefit of reduction in the bank branch network, only one bank responded that strongly agrees, and 
one bank partially agrees, whereas four banks are neutral regarding this benefit, one bank partially disagrees and one 
bank strongly disagrees. This statement was with the most diverse response, and it is apparent that the surveyed banks 
have different opinions. With a more thorough analysis of the responses, it can be stated that even though all of the 
banks strongly or partially agree/acknowledge the advantages that come with the implementation of digital technology, 
they are still biased about the existence of bank branches. For stating the reasons for the alignment level of this 
statement, further research has to be made, which would correlate also with the banks’ organizational culture, 
leadership, and change management. 

Banks were also asked about the issues or problems that they have experienced from the introduction of advanced 
IT and implementation of E-banking, by assigning a level of intensity on a scale from 1 to 53 (see Table 4). The highest 
intensity banks have experienced regulatory issues or restrictions (3.75), where 6 banks stated that they have 
experienced regulatory issues or restrictions with high intensity, and 2 banks had a neutral opinion regarding this issue.  

 
Table 4 Intensity of experienced issues/problems from the introduction of advanced IT 

Experienced issue/problem Average intensity 

Increased costs and need for new capital requirements 3.38  

Regulatory issues or restrictions 3.75  

Intensification of existing risks or emergence of new ones 3.13  

Lack of database and complicated models 3.00  

Lack of information system security 3.00  

Lack of staff 3.38  

Staff training costs and construction of new information systems 3.38  

Source: Authors’ own research 
 
However, the regulatory body, i.e. National Bank of the Republic of North Macedonia (NBRNM) has already 

made an effort and provided strong initiatives for changing the current regulatory framework and encouraging 
innovations in financial services while using advanced technology even before Covid 19. With the establishment of 
the Innovation Gateway in 2019 as a communication channel, NBRNM (2019) “initiated cooperation between all of 
the financial regulators and financial companies for the purpose of providing guidance and navigation through the 
regulatory landscape, considering the need for changes to the regulation, and for removing any regulatory barriers for 
entry into new innovative business solutions/projects, without disrupting the financial sector integrity, and by avoiding 

 
3 Where 1 = Extremely low; 2 = Low; 3 = Neutral; 4 = High; 5 = Extremely high 
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any excessive risk accumulation”.  

5. CONCLUSION AND FURTHER RESEARCH 

A new financial ecosystem evolves, and banks as the inevitable and main part of this system are by far the most 
concerned. In general, banks are aware of the need to adapt to digital transformation. Results have shown that the 
Macedonian commercial banks have already embraced this as a necessity. Their investments in the introduction of 
advanced technology, and providing e-banking services, have delivered continuity in their operation and shown that 
they are not lagging behind.  

Before the Covid 19, all of the surveyed Macedonian commercial banks have already been offering online 
solutions to their customers, even though within a limited number, and now they are just accelerating their 
technological innovation as strategic commitment.  

However, the biggest issue that they face when implementing advanced technology in their e-banking services is 
the regulatory framework. The digital transformation of banks is enabled through the inclusion and entrance of new 
Fintech players. However, those players are impracticable without a legal framework that leads and allows the usage 
of advanced technology and financial innovation.    

Acknowledging the evolution of banking towards embedded and ubiquitous, and the fast pace forward towards 
greater financial inclusion, the further research of the authors would be a detailed analysis of the digitalization and 
introduction of Fintech companies in the Macedonian banking sector. This research would be using a comparative 
analysis of historical data related to the implementation of digital technology into the Macedonian banking sector, by 
considering all of the relevant stakeholders.  
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ABSTRACT 

Pricing of intra company transactions has become a major concern of Multinational Corporations’ management. The 
price used to transfer goods and services between related entities is referred to Transfer Pricing and it is a well-known 
practice in the field of financial management in the International Businesses. The income shifting activities through 
price manipulations are limited by tax authorities and regulated with the concept called arm’s length principle. This 
principle requires the intra company charges to be defined at the same conditions which might set up wile transacting 
with independent parties. The Transfer pricing (TP) concept and arm’s length principle in the world literature and 
practices are well known concept, whereas in North Macedonia this is a new an unexplored topic, which legally was 
regulated in Income Tax law after 2011 year. 
The research approach used in the study is qualitative. A direct observation of one case company engaged in service 
industry was done. The objective of this research is to understand the importance of TP issues and implementation 
processes in corporate level. Additionally, two types of semi structured questionnaires were designed and distributed 
to the company representatives and TP experts with the main goal to gain additional insights on how professionals are 
assessing TP importance, and to compare the TP issues between the professionals in the field and managers of the 
companies. 
 
KEYWORDS 
Transfer pricing, arm’s length principle, international financial management, multinational companies 
 
JEL CLASSIFICATION CODES:  H25, H87, F23 
 
 
1. INTRODUCTION 

 
Reduced trade barriers and technological changes have facilitated the globalization of markets and production and 

have transformed it to a more advanced stage. Determinants of becoming global for companies have always been 
multidimensional and have explored challenges from different perspectives like: reducing home country risks, 
exploring new markets, following competitors, reducing costs and many other reasons which enabled companies to 
overcome some trade barriers. Therefore, enlargement strategies of these companies were to be headquartered in one 
country but to be spread over the world through creation of affiliates or subsidiaries. Companies which have pursued 
such international strategies are called multinationals and are recognized as the main drivers of globalization. 

The above excerpt is a conversation between two division managers of a multinational company Bill Ewing a Vice 
President of North Western Paper Company based in US and Arthur Kim the director of Korean subsidiary (Dan Li, 
2007) regarding the decision to supply from a subsidiary at higher price or from an unrelated company at lower price. 
This conversation raised many questions to Bill such as how to price the products sold to a related entity taking into 
consideration the tax issue, what if the subsidiaries purchase from outside companies (not related), how the financial 
performance of the subsidiaries will be affected with this decision. These questions are not a characteristic only for 
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this case, but every subsidiary manager is dealing with these issues on their everyday tasks, that is why TP decisions 
are major concerns of multinational corporations’ managers. 

The increased participation of multinational companies in the world economy is also a fact which was pointed out 
by United Nations. According to the United Nations Conference data in 1993, almost 35.000 headquarters and 170.000 
affiliates were recognized whereas in 2009 this number was increased to 82.000 headquarters and 807.000 affiliates 
(UNCTAD report). Also according to this report the production of MNC accounted for ¼ of the world GDP. 

Many transactions occur between headquarters and affiliates and among affiliates, which can appear as transfers 
of goods or services between related entities. The problem which arises on this context is how these transfers among 
related entities can be priced? The fact that headquarters and their affiliates are interrelated entities can be enough to 
drive the companies to set up different prices compared to them which can be set up in perfect market conditions. The 
price which is used to transfer goods and services between related entities is referred to transfer pricing and is 
recognized as a well-known practice in the field of financial management in international business. 

According to Dean, Feucht and Smith  Internal (2008) transfers between related companies may appear in the 
form of: raw materials, semi-finished and finished goods, fix cost allocations, loans, fees, royalties for trademarks, 
copyrights and other items as well. 
 Multinational companies operate in different economic, financial, legal, socio-cultural, and political 
environments, so the main goal of the companies is to take advantage from the country differences, especially from 
different tax regimes. Transfer prices are very crucial in defining revenues/expenses of the company; thus, they can 
be used to reduce companies’ tax liabilities by shifting their profits from a high tax country to a low tax one or 
completely transferring them to tax heavens. The set high transfer prices can move a company’s profit to the low tax 
countries and low transfer prices can position the funds in that country. 
 
1.1 Understanding a case of fund positioning within an MNC 
 
 The fund positioning through transfer prices within an MNC can be more specifically presented in the example 
below which is a case of two subsidiaries of one MNC operating in two different tax jurisdictions: 
 The assumption is that there is a subsidiary and a parent company operating in countries A and B that have different 
tax rates of 20% and 60%. 
 

Figure 2 Profit shifting through transfer prices in multinational companies 
Case 1: The subsidiary which produces a product at a cost of 100 $ sells it to the parent at a transfer price of 200$ than the parent 
sells the product for 300 $. 

 Subsidiary Parent Consolidated 
Selling Price                       200$                                  300$                                  300$                                  
Cost of goods sold             100$                                   200$                                100$ 
Profit before tax                100$                                   100$                                   200$ 
Tax 20$ 60$ 80$ 
Profit after tax                     80$ 40$ 120$ 

Case 2: This case shows an effect of increase of transfer price for 280$ in a country A with low tax rate 
 Subsidiary Parent Consolidated 
Selling Price                       280$                                  300$                                  300$                                  
Cost of goods sold               100$ 280$                               100$ 
Profit before tax                  180$ 20$ 200$ 
Tax 36$ 12$ 48$ 
Profit after tax                     144$ 8$ 152$ 

Source: Molly Dean, Frederick J. Feucht, Murphy Smith,” International Transfer pricing issues and strategies for the global firm”, 
Internal Auditing, Vol.23, No.1, p.12 
Note: Transactions among the members of corporate are not included in consolidated statements, only transactions with third 
parties are shown. 
 

From the above cases (Figure 1) it is obvious that when setting high transfer prices in countries with low tax rate 
the overall company profit will increase, i.e. the difference is 32$ in the consolidated profit for our case. 

However, profit maximization decisions have always been tracked and limited by tax authorities. The profit-
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shifting activities are prevented by the use of arm’s length principle. This concept was initially introduced by OECD 
and has become an integrated part of the tax legislation of almost every country. The logic behind this is that tax 
authorities with transfer price manipulation are losing a great portion of budget revenues from tax evasion.  

Arm’s length price is the price that unrelated entities can charge each other for different products and services in 
a market setting, thus according to this standard, when charging each other for intra-company transactions companies 
must act as independent entities. 

Transfer pricing is a relatively new concept in international businesses, even though it has been mentioned in many 
tax systems since 1930, the world framework for transfer pricing was developed by OECD Model Guidelines in 1979. 

In the R. of North Macedonia, transfer pricing is a new topic and may arise concerns from different stakeholders 
like business entities, tax authorities, auditors etc. This issue in the R. of North Macedonia was legally regulated in 
2011 and mentioned in the Law on Income Tax and its accompanying regulations, and surely this new concept will 
pose a challenge to our tax authorities and to companies as well. Companies will start to review, update and improve 
their transfer pricing strategies in order to be easily implemented, to be compatible with their main activities, to create 
a reasonable level of profit to be compliant with the actual legal country requirements. 
 
1.2 Main research questions and hypothesis formulation 
  
 The central research questions that will be addressed in this research paper are as follow: 

1. How a company can define its transfer pricing strategy in order to be easily implemented and communicated? 
2. Which of the methods is appropriate for the case company? 
3. How compatible is the proposed transfer pricing strategy with OECD regulations and the country’s current law? 
The following hypotheses are stated in order to find answers to the central theme questions; 
 
H1: If Transfer pricing is done properly can improve the overall success and value of an international company. 
H2: The chosen transfer pricing method is appropriate for the case company and can be easily implemented and 
monitored 

The Hypotheses are formulated in order to gain insight into transfer pricing and to ease the implementation of the 
transfer pricing strategy as a new concept for the case company. 
 
2.    LITERATURE REVIEW 
         
 With the continuous globalization of the world economy, the center of attention on transfer pricing has increased 
rapidly. Multinational corporations have spread their value creation activities to different parts of the world, so intra-
company transactions between related entities are growing and becoming more complex. On the other hand, companies 
are permanently in a search for an optimal transfer pricing strategy, a strategy that will enable them to achieve the 
profit-maximization goal, thus “transfer pricing is a term used to describe all aspects of intercompany pricing 
arrangements between related business entities, and commonly applies to intercompany transfers of tangible and 
intangible properties” (Global Decosimo). According to other financial definitions “transfer pricing is the price a 
division of a company charges a different division of the same company for a good or service.” Transfer prices are 
important, especially for large, decentralized corporations where each division reports its own profits and losses 
separately. 
 Prices of goods and services charged by unrelated companies are formed based on market conditions, thus are 
defined by supply and demand for a particular product or service, unlike market prices transfer prices are created in 
business transactions between related entities, so they can influence each other and may agree in order to determine 
the needed transaction prices. The aim of the agreement is to avoid the tax burden and to shape the profits, showing 
better financial results in the places with lower income tax rates and lower profits in countries with high income. 
 
2.1 Previous studies done on transfer pricing 
        

In previous years a lot of research has been done related to transfer pricing which enriched the literature framework 
and brought a lot of insights regarding to this hot topic in international business stage. Increasing the importance of 
these issues in international business spurred not only the academic environment to deal with problems and challenges 
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caused by the application of TP, but also impacted international economic organizations such as OECD, European 
Union and state legislations to address and incorporate the streams how to apply this concept in a most appropriate 
way. 

The history of transfer pricing dates back to the 1930s when transfer pricing was first mentioned in the Internal 
Revenue Service Tax Code where the actions of transfer pricing were called “product laundering”. 

The first study in economics on transfer pricing was done in 1956 by Jack Hirschleifer who analyzed transfer 
pricing as a subject common for vertically integrated and decentralized companies. According to economic theory the 
optimal transfer price is the price which maximizes the company’s overall profits without considering some external 
factors influence like: taxes, externalities etc. Hirschlifer constituted his model under these assumptions: a company 
consists of only two divisions: a buying (manufacturing) and selling (distributing) division which will be treated as 
profit centers. The operating costs of the divisions are independent and additional external sales by either do not reduce 
the external demand for the product (Hiromoto, 1983). Also, Hischlifer considered the situations where there was no 
intermediate market, perfectly competitive intermediate market and not perfectly competitive intermediate market. 
The conclusion of his study was that the transfer price of a company does not depend by the company itself, but on 
the market where it operates. So in the first situation, a company should produce that level of output where the overall 
marginal cost equals the marginal revenue, the output which will maximize the overall firm profits, the central office 
will determine the profit-maximizing level of output and will communicate this to the divisions. In a perfectly 
competitive market, the intermediate product within divisions should be transferred at a market price (the company 
will behave as a price taker). 

A transfer price in an imperfect intermediate market which is more complicated than a perfectly competitive 
market is not in-depth analyzed by Hirschlifer, the only thing which was mentioned is that in imperfect markets the 
transfer price is not determined by market conditions, but from company profit-maximizing decisions. When 
considering imperfect market conditions scholars go beyond Hischlifer’s model and analyze two variants of imperfect 
market conditions: an imperfect output market with a competitive intermediate goods market and an imperfect final 
and intermediate goods market. In an imperfect market when firms operate in an environment with no taxes the firms’ 
transfer prices will not be market prices as companies will tend to set transfer prices that will maximize their overall 
profits.  
 
2.2 Introducing the concept of arm’s length standard 
      

Arm’s length principle (ALP) is an international standard used in transfer pricing. This standard requires from 
transaction parties to act independently as being non-related entities and the price of the product to be defined by 
market forces. The history of ALP dates back to 1928 when it first was mentioned in the League of Nations Model 
Tax Convention than after was treated by OECD Model Tax Convention Article 9 in 1968. In 1980 ALP was 
incorporated by United Nations Article 9 in the United Nations Model Double Taxation Convention between 
Developed and Developing countries. Arm’s length principle was continuously updated by the abovementioned 
institutions in order to meet the new challenges imposed by different corporations; the same principle is applied and 
has become a part of legislation and bilateral treaties of OECD member and non-member states. 

OECD Guidelines defines the arm’s length concept as a principle applied to commercial and financial transactions 
between related companies. It states that transactions should be valued as if they had been carried out between 
unrelated parties each acting in his own best interest. The benefits of arm’s length are dual; first it helps governments 
to protect their tax base and multinationals avoid double taxation by setting a fair transfer price. However, the 
implementation of arm’s length in practice is much more difficult due to the lack of comparison, especially when we 
are talking about less developed countries or some specific activity performed by a company in a given country. 

Tax authorities have the right to request transfer pricing documentation from taxpayers where they must 
demonstrate compliance with the arm’s length principle and show that documentation is yearly updated, this issue was 
regulated by OECD Transfer Pricing Guidelines (1995, 2010 updated). Also, functions performed by associated 
enterprises, assets engaged, and risks undertaken by related parties are some of the parts which are stressed in arm’s 
length documentation. Different states have different requirements, but what most companies follow is the necessity 
of documenting the fact that their transactions with related parties are at arm’s length range otherwise tax authority 
sanctions of different levels will be imposed. 
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2.3 Macedonian regulatory framework on transfer pricing 
 
As is the case with all country legislations, Macedonia has included the transfer pricing issue in its regulation as 

well. The concept of transfer pricing and the related party can be found in these laws: 
- Income Tax Law (the Official Gazette nr.80/1993….135/2011) 
- Regulation on the calculation and payment of income tax and double tax avoidance (the Official Gazette 

nr.173/2012) 
- Customs Law (the Official Gazette 39/2005…..11/2012) 

- Company Law (the Official Gazette 28/2004……24/2011) 
- Banking Law (the Official Gazette 67/2007…….67/2010) 
- International Accounting Standards (13, 18, 24) 
 
3.   RESEARCH METHODOLOGY  
       
 The methodology used in the study is exploratory research. The research starts from the research question 
formulation based on the problem statement and continues with the hypothesis’s formulation. A semi-structured 
questionnaire was designed for this purpose, which means that the structure of the questionnaire was depending on the 
conversation with respondents. 
 The questionnaire was intended to gather qualitative data, i.e. the persons which are directly or indirectly involved 
in the transfer pricing issues were interviewed, such as: company tax consultants, finance employees and tax 
consultants from auditing companies that are specialized on this issue. Two types of slightly different questionnaires 
were designed; one was targeting company professionals and the other transfer pricing experts dealing with this issue. 
 TP is a new and unexplored topic for the Macedonia case which will influence companies operating in the country, 
so a detailed analysis of country legislation covering this issue was done as the legislation part will have a significant 
impact on future strategic decisions of the case company. 
 
4. DATA COLLECTION AND DATA PRESENTATION 

      
Company A (a case study selected) is a multinational company which provides life support and infrastructural 

services targeting task forces, aid organizations and other private companies which operate in crisis ridden areas or 
remote places. The company has shown to be very successful in the provision of these services and was awarded with 
many references by its business partners and well-recognized international service standards. In order to be efficient 
and reduce its operational costs, the company has spread its activities in different parts of the world, headquartered in 
UAE and it has established other affiliates in different countries like: USA, China, Turkey, Kuwait and Macedonia. 
The affiliate operating in Macedonia has been established for recruitment and other administrative support services. 
As the company is multinational it deals with providing some services to its related companies or other affiliates, so 
the question of pricing the intra company transactions becomes highly important for the company itself.   

International business operations make the value chain process or chain of activities to gain much importance, 
because this is a critical chain process by which a company adds value to its products or services (final output). Some 
of the most important functions inside this value chain, which are in detail analyzed and included in TP studies are:   
- Research and development 
- Product design and engineering 
- Manufacturing 
- Purchasing and materials management 
- Transportation, warehousing, inventory 
- Marketing, advertising, distribution 
- Managerial, legal, accounting, finance, personnel management services, 
- Intra group/ support services 

In the literature there are cases when the value chain activities are classified as main activities like (purchase of 
raw materials, production, distribution, marketing, selling and after sales services) and supporting activities (R&D, 
HR, Corporate infrastructure etc). 
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Engagement of assets is also crucial while fulfilling the company’s functions, so assets both tangible and intangible 
transferred between affiliates must be identified. For example, what kinds of capital assets (plant, equipment) are used, 
or for intangible assets (who has the ownership of the intangible assets and who receives the benefit of that asset 
examples can be brands, know how processes, trademarks, copyrights). 

Risks are also important to be identified within a company group, whereas some of the common risks can be: 
- Entrepreneurial risks – risks linked with capital investment; 
- Financial risks- risks linked with methods of funding, interest rate changes, currency rate differences, 
- Product risks- risks linked with design, development, R&D, product obsolescence, inventory risks; 
- Market risks – risks linked with differences in prices, business cycles; 
- Collection risks- risks linked with credit risks and bad debt risks; 
- General business risks –risks linked with ownership of plant, property, environmental risk, infrastructural risks; 
- Country /regional risks-risks linked with political, and regulatory risks. 

It is not only important to identify the risks, it is also important to identify who bears the risks because the higher 
the risks and the more assets engaged in performing a function the higher will be the return or mark up and the lower 
the risks and the level of asset engagement the lower will be the return or mark-up charged by that legal entity. 
 In order to answer the main research questions which, aim to measure the importance of TP strategy and its 
implementation within a case company, the most appropriate TP for services provided and the TP strategy 
compatibility with country legal requirements a semi structured questionnaire was prepared and distributed to the 
finance personnel. The aim of the questionnaire was to understand the implementation process of TP within a company 
and what company values most during this process of implementation. Some additional TP experts were included in 
the respondent base so as to compare their opinions with the understanding of company representatives on this topic. 
 When it comes to the pricing of intra-company transactions TP is the only option that can be applied in the 
international business stage, it is a universally accepted principle, defined and regulated in detail by OECD. All 
respondents gave almost the same answer to this question. Some of them mentioned that in less developed countries 
where the concept of TP is relatively new, tax authorities usually request a price list for products or services without 
mentioning the necessity of TP documentation. In the literature, there is an approach called “unitary taxation with 
formula apportionment” where the overall profit of a company is apportioned based on one agreed formula which can 
be: third-party sales, assets located in a particular affiliate, or employees engaged for the fulfillment of company 
activities. This approach gives importance to the economic activity of a company, but again it resembles the profit 
split method of TP. The approach was used in the US a century ago. 
 

Figure 3 Company representatives and TP experts’(9 experts) opinions presented in a matrix 

TP concept Company representatives Experts 
TP is a unitary concept in international business Yes even with some alternatives Yes 
Pros of TP implementation are almost the same Yes Yes 
Arm’s length principle affects TP Yes Yes 
Company factors crucial for TP are almost the 
same 

No No 

TP adds value to the  companies’ fundamental 
goals 

Yes Yes 

TP requires managerial and legal know how Yes Yes 
C+ method is the most appropriate for the service 
companies 

Yes Yes but alternatives are 
possible 

Same markups to the same cost base must be 
added 

Yes/No Yes/No depends on the 
case 

The chosen TP method is compatible with 
Macedonian legislation 

Yes Yes 

TP policies must be regularly updated and 
reviewed  

Yes Yes 

Budgeting process is important for the pricing 
policy 

Yes Yes 

Implementation process is as important as the 
determination of the arm’s length range 

Yes Yes 
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Risks are directly linked with the TP process Yes Yes 
Centralized TP strategies are more favorable than 
the decentralized strategies 

Yes Yes/No depends on the 
case 

Source: Author’s own research 
      

According to respondents the first advantage of TP is reducing income tax liabilities with profit shifting activities, 
but they also stressed that the existence of a well-documented TP policy, gives transparency, legitimacy to the company 
as it is an acceptable tool by tax authorities. Other advantages which are mentioned by respondents include: 
standardization of pricing policies, ease in measuring divisional performance, achieving coordination in the divisional 
goals, and profit repatriation goals. 

The application of the arm’s length principle requires the pricing of transactions to happen based on market 
conditions and companies to act as being unrelated parties, and the application of this principle according to the 
respondents limits the companies’ tendencies to price intra-company transfers based on their own interests. Every 
company defines the pricing based on market conditions, and then TP is used as a mechanism for testing whether the 
prices are market based or not (so they are defined according to arm’s length principle). The requirement to apply the 
arm’s length principle is the main driver that pushes companies to review their intra company prices, update their TP 
studies and documentations based on the changing market conditions. So, the TP process is always a subject to change, 
thus it is not a policy created once and forever 

Different respondents mentioned different factors which are crucial for TP implementation within a company which 
tells that the degree of importance given to factors is different for persons and depends heavily on business processes 
and operations, management perception, country of operations, and others. Some of the important factors mentioned 
by respondents were: legal factors (tax requirements within a country), economic factors (financial reporting standards, 
restrictions of capital flows), products or service characteristics being transferred (comparable product or specific 
product), internal factors( evaluation of business processes, management performance, ease of application, autonomy 
of a subsidiary), social environment ( flow of information between business units), and production technologies. 
Almost all of the respondents did not have any specific comments on why they consider one factor more important 
than the other or any other detail in the explanation of the importance of a particular factor to TP implementation. 

All the respondents agreed that the question of adding value to company’s fundamental goal was very important, 
addressing the aim of TP implementation. The main goal of every company is profit maximization and TP strategy 
must be defined in a way which will facilitate the fulfillment of this goal. Companies are spreading their value creation 
activities- indifferent parts of the world in order to increase their efficiencies while performing these value creating 
functions and with this the role of transfer pricing increases, as the pricing of intra company transactions inside the 
value chain will determine the tax obligations of every affiliate.  

So, a well-defined, sound, reviewed and defensible TP policy in front of tax authorities can or what it is called a 
right TP applied, can save a company huge amount in taxes and enable spreading of the activities in a Value Chain in 
a more efficient way. A concept called “Value Chain tax management” will ensure that business and tax goals of a 
particular MNE are fulfilled. Also, legitimacy, transparency to the stakeholders and transparency of the business 
processes (tax authorities, banks and others), protecting of brand name are some additional benefits of TP which were 
mentioned by respondents. All of these arguments are in favor of the benefits of a well-documented TP policy, and 
confirm the first hypotheses, that TP is a tool which helps the company in fulfillment of its main profit maximization 
goal. 
 The answer given by respondents to the following questions justifies the second stated hypothesis which is 
about the choosing the most appropriate method for the case company and to come up with the process of a successful 
TP implementation policy. 
 
5. CONCLUDING REMARKS 
 
 Some of the concluding remarks which can be drawn from the TP research, analyzed from corporate level 
perspectives are the following: 
 Transfer Pricing is a unitary principle that must be followed by every company (affiliate) engaged in intra-
company transactions. 
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 Conducting a comparability analysis in order to determine arm’s length price is a necessary requirement of every 
country’s tax legislation, so every affiliate, their value-adding function and legal requirements of every country where 
they operate, must be included on TP study at a corporate group level. 
 A well-documented and defensible TP strategy protects a company from possible tax penalties, standardizes the 
internal processes and price determination and enables a fair profit allocation among company group entities, thus 
contributing to value adding within a company and efficient organization of value chain activities. 
 The C+ method is more preferred for service industries, especially  for specific services, but the possibility of 
using internal comparable also exist, if the CUP method cannot be applied, then the C+ methods are next to be 
considered, where the appropriate method is defined based on the functional analysis of a company, i.e. the most 
suitable method for intra group services (accounting, management, IT, marketing etc) where the level of costs better 
describes the value added by that entity and thus the market price. 
 The mark ups defined by benchmarking analysis must be fair and reasonable and in direct link with risks assumed, 
functions performed and assets engaged, so no markup need to be added for on charging third party costs, minimum 
mark ups should be applied for low risk services and higher mark ups should be applied for high risk services and to 
those where engagement of specific know how, or other intangibles are involved  
 Centralized TP strategies are more effective from administrative point of view but, when considering this strategy, 
importance must be given to the local TP legislation, since most of the jurisdictions have their own TP rules. 
 
6. RECOMMENDATIONS 

 
As stated previously the implementation process of TP is as important as the determination of the arm’s length 

range. Since the TP concept is included in Macedonian legislation companies will increase their preparations regarding 
this matter so the implementation of the TP strategy becomes crucial for the company. A 6 step process can be proposed 
for the case company to be followed during the implementation of TP (see Figure 4 ). 

Figure 4 Proposed implementation process of TP

 
Source: Author’s recommendation to the case company 

Adjust at the year end the invoiced amounts based on real costs with additional charging or crediting the service recipient

Year end process must be done when closing the accounting bookings, so the real cost base is determined and 
adjustments are done for a difference

Invoice on a monthly basis for the provision of the services

Invoices must be prpared based on the budgeted amounts 

Preapare and approve the yearly budget based on what the invoicing amounts will be defined 

Budgets must be prpared and approved centrally and monitored regularly whether any discrepancy appears and why

Prepare the engagement contract and communicate it to the respective departments  obliged to follow it

Specify the services provided, costs which need to be invoiced, their mark ups, billing terms,rights and liabilities of 
every engaged party

Prepare a sound TP documentation

Company history, key business processes, organizational structure, value chain activities and transactions, FAR 
analysis and used TP method

Conduct a TP study

Discussions with key business personnel

Benchmarking analysis
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APPENDIX 1 
 
Questionnaire (company representatives) 
 
Dear respondent, 
This questionnaire is designed to measure the importance of transfer pricing application within a company. Your 
answers will be anonymous and will be used only for academic purposes. Please can you answer the questions in a 
most objective and clear manner? Your comments regarding this issue will be highly appreciated. Thank you in 
advance for your kind cooperation!   

1. Is Transfer pricing the only option which can be applied in international business stage, please specify 
another option if exists for intra company pricing? 

2. What are the pros of the implementation of transfer pricing? 
3. How does the application of the arm’s length principle affect the implementation of transfer pricing? 
4. What are the company factors which are crucial for TP implementation? 
5. How does Transfer pricing implementation add value to the company’s fundamental goals? 
6. Why does TP implementation require managerial and legal now how? 
7. In the context of TP methods which of the methods are appropriate for your company’s services? 
8. Is the chosen TP method and its implementation is compatible with country’s legislation, respectively can it 

easily be proven to the local tax authorities? 
9. In the case of cost base determination what is the critical variable that you consider? Do all activity costs 

need to be included, or does same markup apply for all costs incurred during your everyday activities? 
10. How does your company respond to the increasing regulatory framework for TP in the R. of North 

Macedonia? 
11. Do you have any intra-company pricing policy statements? 
12. How does the implementation policy (processes, design, documentation and monitoring) increase the 

competitiveness of the company? 
13.  Does the implementation of TP is linked to enterprise risk management framework (ERM)? How? When it 

comes to the ease of implementation are you for centralized or decentralized TP strategies? 
 
APPENDIX 2 
 
Questionnaire (TP experts) 
 
Dear respondent, 
This questionnaire is designed to measure the importance of transfer pricing application within a company. Your 
answers will be anonymous and will be used only for academic purposes. Please can you answer the questions in a 
most objective and clear manner? Your comments regarding this issue will be highly appreciated. Thank you in 
advance for your kind cooperation!   

1. Is Transfer pricing the only option which can be applied in the international business stage or are there any 
other possible options? 

2. What are the pros of the implementation of transfer pricing? 
3. What are the cons of transfer pricing implementation? 
4. How does the application of arm’s length principle affect the implementation of transfer pricing? 
5. Which company factors are crucial for TP implementation? 
6. How does Transfer pricing implementation add value to the company’s fundamental goals? 



 

21 

 

 

7. Why TP implementation does require managerial and legal know-how? 
8. In the context of TP methods, which methods are appropriate for service industries? 
9. Is there any case when two or more TP methods can be applied for one company, especially when it 

performs more than one activity? 
10. If a cost-plus method is chosen as an appropriate method what will be the critical variable of cost base 

determination that companies must consider? Do all activity costs need to be included, or does the same 
markup apply to all costs? 

11. How can companies respond to the increasing regulatory framework for TP in the country? 
12. Are intra-company policy statements very crucial for transfer pricing implementation? If so, why? 
13. How does the implementation policy (processes, design, documentation, and monitoring) increase the 

competitiveness of the company? Is the implementation of TP linked to the enterprise risk management 
framework (ERM)? If so, how? 
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ABSTRACT 

Each period of time imposes the need for companies to use specific advertising messages. Advertising 
messages that aim to reach the consumer can be emotional, rational and moral. According to experts, the 
most influential are the positive emotional messages. Positive emotions, such as happiness, joy, pride, 
beauty, pleasure, youth, family, love, etc. have a strong impact on consumer decision-making and actions. 
If rational messages act on the conscious level of consumers and point to the functionality and benefits of 
products and services, emotional messages reach consumers more deeply, on an unconscious level. Moral 
advertising requires consumers to act in order to contribute to the common good. The question that is 
elaborated in this paper is whether it is better and more effective for companies to use rational or emotional 
messages during a pandemic, as well as how the pandemic changed advertising messages. So far, a small 
number of expert views, papers, and analyzes have been published on this topic, but they all indicate that in 
times of crisis and pandemics, people are more sensitive to emotional advertising messages. In time of 
pandemic, people are more influenced by positive, but also negative emotional messages, such as nurturance, 
affiliation, sorrow, nostalgia, excitement, fear, security, etc. The paper attempts to summarize several 
empirical studies by recognized well-known marketing agencies and marketing experts on this topic and to 
analyze them and draw appropriate conclusions. 

 
 

KEYWORDS  
Advertising, advertising messages, emotional messages, rational messages, moral messages, consumer 

behavior, pandemic advertising 

JEL CLASSIFICATION CODES M31, M37, M39 

 
1. INTRODUCTION 

 
June 2022. It is hard to believe that the great pandemic Covid-19 that terrorized mankind in the previous 1.5 years 

is coming to an end. It is hard to believe that people all over the world are slowly coming out of that strong agony. 
The pandemic has shown the weaknesses and imperfections of globalization, open borders, market economies, free 
movement of people, goods, capital and services. The states (governments) were again called upon to protect the 
population, that lived almost two years in constant panic, fear and uncertainty. The most frightening part of the 
pandemic was the rapid loss of human life due to respiratory problems. Family members, friends, known and unknown 
people simply disappeared overnight. According to the WHO, the total number of deaths associated with Covid-19 
worldwide from 2020-2021 is closer to 14.9 million. (World Health Organization, 2022) 
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Figure 1: Global GDP growth in a historical perspective 

 
Source: Yeyati Eduardo Levy, Federico Filippini, (2021),” Social and economic impact of COVID-19”, Brookings Global 

Working Paper #158, Global Economy and Development program at Brookings, www.brookings.edu/global 
 
On Figure 1, Global GDP growth in historical perspective is shown, where the shaded areas are showing global 

crisis. According to the IMF, and as it can be seen from the Figure, this pandemic is considered to be the second largest 
crisis in the world, after the World War II. It hit all the economies in the world, both developed and developing ones.  
 

Figure 2: The most emotionally engaging Coronavirus campaigns 

 
Source: Unruly blog, 2020, https://unruly.co/blog/article/2020/06/25/the-brands-whose-covid-19-ads-generated-the-most-
positivity-around-the-world/ 

 
However, all economic sectors were differently influenced by Covid-19. The industries that were worst affected 

by the Covid-19 and on the brink of extinction were leisure and hospitality, wholesale and retail trade, education and 
health services, government workers and manufacturing, professional and business services (Statista, 2020). On the 
other side, there were some industries that even made huge profits during the pandemic, such as pharmaceutical, 
software and services, food, beverages and tobacco industry, healthcare products, household and personal products, 
media and entertainment (OECD, 2021). 

Covid-19 has brought big changes to people as consumers. According to the government’s constant warnings and 
instructions, people couldn’t move freely, lived in isolation, kept the social distance, wore masks and under the 
pressure they changed their buying habits. Their way out was being the increasing use of digital tools for 
communication and the purchase of products and services. Covid-19 has accelerated the employment of technology in 



 

24 

 

 

all aspects of consumers’ lives. If the previous Industrial revolutions happened every 40-50 years, this Revolution, the 
digital one, happened in a short time. Both companies and consumers have switched from the traditional to the digital 
way of working and communicating almost overnight.  

The most famous and encouraging message from the time of the pandemic is the one of Secretary General of the 
United Nations, Antonio Guterres: “We are in this together and we will get through this, together”. This message will 
be the leitmotif for the companies that will use it in their promotional campaigns.  

On Figure 2, the most emotionally engaging Coronavirus campaigns are shown. As it can be seen the best 
advertising campaigns use the messages of solidarity, unity, affiliation, encouragement, care for the health of loved 
ones, nurturance, love, sympathy, i.e. emotionally positive advertising appeals. However, marketing experts are still 
divided on whether it is better and more effective to use rational, moral or emotional messages in times of pandemic.  

2. LITERATURE REVIEW 

Advertising message is an idea that an advertiser wants to communicate to their target audience with a goal to 
inform, persuade and remind people to perform a certain action (buying the product). The central part of the advertising 
message is an advertising appeal that attracts the consumers ‘attention and influence their feelings towards a product 
or service. To make the audience receive a necessary message, advertisers have to put some driving power into the 
message. This driving power is appeal. Every advertising appeal represents an attraction, which arouses consumers’ 
desires (Kotler, 2003). Advertising appeals are communication strategies that marketing and advertising professionals 
use to grab attention and persuade people to buy or act. Advertising appeals aim to influence the way consumers view 
themselves and how buying certain products can prove to be beneficial for them (IGI Global Dictionary).  

The number of types of advertising appeals in different theoretical marketing texts varies from two to 25. But there 
are basically two types of advertising appeals, those based on ratio (rational messages) and those based on emotions 
(emotional messages). Some authors claim that these two basic advertising appeals are accompanied by the third 
important advertising appeal – moral one. Rational, emotional and moral appeals can have different influences on the 
consumers’ attitude toward the advertisement, brand and purchase intentions. 

Rational advertising messages encourage consumers to buy products and services because of their functionality, 
quality, benefits and performance. They are messages on a conscious level and rely on the logic and reason of 
consumers. The content of these messages emphasizes facts, statistics, learning, general data and information which 
describe the reason for the purchase. Rational appeals are also called informative or logical appeals, since advertisers 
use them in order to represent rational reasons for purchasing an advertised product (Sharma and Singh, 2006). 
According to the Keshari and Jain (2014) “if the advertisement contains one of these information cues: price of the 
product or service, quality, function, material, purchasing time and place, any research data about the product, 
packaging can be considered as rational appeals. Marketing experts believe that rational appeals are used more in B2B 
transactions, and in B2C transactions only when it comes to buying expensive products, technical products, IT 
products, household machines, and equipment, as well as when buying products and services that require higher 
consumer involvement. The downside of rational appeals is that they can be annoying, dull, tedious for consumers, 
technical, and uninteresting so they do not attract attention. 

According to Kotler (2003), “emotional appeals attempt to stir up either negative or positive emotions that can 
motivate purchase. These include fear, guilt and shame appeals that get people to do things they should or stop doing 
things they shouldn’t ...or communicators also use positive emotional appeals such as love, humor, pride and joy”. 
According to Davies (1993), the aim of emotional appeal is to encourage consumers to get a positive reward or to 
avoid punishment, thus emotional appeals used in advertising can be classified into positive and negative. Positive and 
negative emotional appeals are considered to be more effective in B2C transactions, i.e. in the purchase of everyday 
products, clothing and footwear, cosmetics and hygiene products, and products that require lower consumer 
involvement. Emotional appeals help to reach the audience on a different, psychological, unconscious level. The 
downside of emotional messages is that they can be manipulative, and to, especially, the young population they can 
provoke health disorders such as depression, anorexia and bulimia, poor diet, and low self-esteem (for example, beauty 
as a positive emotional appeal). Also, different emotional messages are interpreted differently by individuals, regions, 
countries or cultures.  
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An appeal in an advertisement that is directed to the audience's sense of what is right and proper is called moral 
appeal. (Oxford dictionary). These are often used to exhort people to support social and ethical causes. Types of moral 
appeals are social awakening and justice, cleaner and safe environment, equal rights for women, prohibition of drugs 
and intoxication, adult literacy, fight against rare diseases, anti-smuggling and hoarding, protection of consumer rights 
and awakening, etc. Albers-Miller and Stafford (1999) provide a possible classification of advertising appeals, given 
in the figure below. 

 
Figure 3: Classification of advertising appeals 

 
Source: Albers-Miller and Stafford (1999) 

 
This theoretical framework for classifying advertising appeals is not comprehensive and exhaustive, but it does 

show that emotional appeals outnumber rational appeals. The economic literature does not precisely define which 
appeals should be used for better, more effective and more useful advertising of products. 
 
3. RESEARCH METHODOLOGY 
 

Recent research has been used for this paper, especially on the use of advertising appeals during and after the 
Covid-19 pandemic. The paper is rich in secondary data, by explaining researches that have already been done for 
other purposes. However, it is interesting to note that different researches, to some extent, due to the different 
methodologies used, come to confusing, completely different findings. Hence, it can be concluded that this topic is 
not sufficiently developed and theoretically supported. 
 
4. ANALYSIS AND DISCUSSION 

 
The first finding to be elaborated on in this paper was Mensa's research, based on a sample from the digital archive 

“Ads of the World”. (Mensa, M. & Vargas-Bianchi, L., 2020) They analyzed 376 Covid-19 advertisements, out of 
which 208 contained at least one emotional appeal. Most of them used positive appeals (72%), a smaller number (21%) 
used a mixture of positive and negative emotional appeals, and only 7% used only negative emotional appeals. Appeals 
with the highest frequency were nurturance, affiliation, sorrow, nostalgia, excitement, and pride.  

During Covid-19, according to the research (see Figure 4), the preferred combinations were nurturance and 
affiliation (featured in 36 concurrent opportunities); sorrow–nostalgia (17 opportunities); nurturance–pride (16 
opportunities); nurturance–nostalgia, and nurturance– sorrow, and fear–sorrow (14 opportunities); nostalgia–
affiliation (12 opportunities). The findings show an increase in the usage of emotional appeals (positive ones) since 
the beginning of the outbreak.  
 

Rational appeals

Effectiveness Exclusivity Popularity
Convenience True to tradition Magic
Cheapness Pleasure Relaxation
Naturalness Youth Maturity
Sophistication Modesty Morality
Productivity Openness Humility
Obedience Adventure Fragility
Independence Freedom Indomitable
Health Abjection Carelessness
Longevity Status Sexuality
Modernity Upholding Protection
Use of technologies Family Membership
Safety Beauty Assistance
Cleanliness Intimacy Sociality

Emotional appeals
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Figure 4. Percentage of frequency of use of emotional appeals in advertisements 

 
Source: Mensa, M. & Vargas-Bianchi, L. (2020) “Nurtured and sorrowful: Positive and negative emotional appeals in COVID-19 
themed brand communications”, Instituto de Comunicación Social, Universidad Austral de Chile, p.7 

 
According to the research of Long-Yi Lin (2011), which encompasses 450 questionnaires with an effective return 

rate of 91%, rational advertisements have a more positive effect on consumers during the pandemic than emotional 
appeals. The research reveals that rational advertisement has an important impact on consumers‘ decision-making 
process for purchase.  

According to the research of Bi Yang et al. made on a sample of 188 people, the congruence between the rational 
and emotional appeals was important for the purchase decision during the outbreak. 
 
5. CONCLUSION 
 

What can be concluded is that different researches, which cover different locations, demographic characteristics 
of the respondents give different, but also confusing results. According to some extensive research, during the 
pandemic emotional messages are more important, and according to others rational messages, given that health is a 
rational appeal. Some research, however, shows that mixes of rational and emotional messages are most effective. 
This is due to the small number of researches and theoretical support on this topic. In the future, we can expect more 
research that will be the basis for building theoretically sound opinions and views on the impact of rational, emotional, 
and moral messages on consumer behavior during and after the global crisis. 
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ABSTRACT 

Regardless of the driving mechanisms behind the production of a film work, it has a great impact on society. Society 
responds by continuing to invest in film production, simply because people need the products of the film industry. It 
is because of this that the film industry is on par with any other industry that offers entertainment or caters to similar 
consumer needs. This speaks of the universality of the mechanisms for building a competitive advantage - regardless 
of whether they are of a corporate, or of a cultural-artistic and entertainment nature. The satisfaction achieved when 
consuming the products of film production determines its place in the economic system. What we call "economics", 
in its most rudimentary form, is a model of how people use the financial resources available to them. The development 
of creative industries and the expansion of new media represent an environment from which threats to productions 
arise. Film productions must be proactive in their expression - creating film forms in step with the digital age. The vast 
source and choice of content, the metamorphosis of media and film forms, are increasingly available at the click of a 
button. Long-term cultural trends affect the "economic health" of production houses as well. The globalization of 
information technologies and the internationalization of cyberspace require the concepts of culture and creativity to 
be re-examined and placed at the center of global socio-economic and political mechanisms. Hence, there is a need to 
fundamentally understand and implement the mechanism of the relationship between film forms, and not about formats 
– something that is absurd with the current development of cinematography. 

 

KEYWORDS Production, film, digital media, strategy, globalization 

JEL CLASSIFICATION CODES F69, Z11, O32 

 

1. INTRODUCTION 

When talking about the digital expression of the new media, it is important to define the term "new media" itself. 
In a colloquial sense, this category usually includes the Internet, web pages, computer multimedia, computer games, 
DVD, Blu Ray, etc. With the taxative exclusion of television programs (digitally recorded video recorded on a 
computer), feature films (also digitally recorded and edited), feature films with digital compositing, etc., the popular 
definition of the new medium is identified with the method of distribution and exposure, and not with the method of 
production. 

The new media is the convergence of two separate historical trajectories: computing and media technologies. The 
relationship between new media and cinema is useful to observe through the prism of two vectors: the first vector 
moves in the direction from traditional cinema to new media, and the second moves in the opposite direction - from 
computer technologies to cinema. 

An essential aspect of the new media is convergence - a methodology that implies a new and exciting set of rules 
that are used and broken in the quest to tell the story. The language of new media transcends form, so whether it is a 
feature film or a documentary, the technology and artist's skill of creating a film work, all these dimensions are strongly 
influenced by the fusion between film, television, computer capabilities and the Internet.  

Astruc's Caméra stylo "anticipates" the digital age: cameras are getting smaller, lighter and more affordable. 
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Progressive filmmakers and cinematographers are using the flexibility of new cameras to capture images and situations 
unimaginable with previous technology. Modern technology is constantly developing new techniques of moving the 
camera through space. Whether it's a camera attached to an actor, a crane, a cable, a drone, a Steadicam, authors are 
constantly finding new ways to represent space. The digital camera-pen represents an active collaboration of several 
participants in the creation of the film work. 

 

2. THEORETICAL ASPECTS 

  Editing is a visual grammar from the very beginning of the film. The dynamism of the "digital cut" is much more 
a feature of marketing response than of aesthetics. Taking this perspective into account, simply because of the technical 
possibility alone, it essentially offers an aesthetic enrichment of the spectrum. Hence, the new approach to filming 
made possible by technology affects the direction itself. 

In the digital world of computers, editing is easy, because manipulation of frames in software is easy to do. What 
was previously considered special effects is now organic. Modern film production processes are facilitated and 
irresistible to innovative authors due to digital technologies. 

The mechanisms behind the film industry are at a high level, in the context of scientific support. The film is the 
largest commercial cultural industry and is thus the subject of interest for a multitude of social sciences. Thus, the 
dynamics of the film industry are treated through the lens of film market size and internationalization. 

The film industry has a relatively large minimum market in which to make a profit. It is characteristic that 
productions from the region are dependent on state support, primarily due to market capacities. From the perspective 
of globalization, the need of the audience remains an essential parameter. This creates a triangle between the size of 
the market, the economic stability of the audience in an economic segment and the most important thing - the needs 
of the audience. 

On the other hand, with the growth of the market, the instability in demand also grows, and in parallel, the 
importance of the economy of scale. Hence, success is also the most difficult to predict. What is significant about films 
typical of a regional market is that films with a typified aesthetic vary within expected limits and fluctuations in small 
segments can be more easily predicted. In the broad segments, due to their size, the profit margins themselves are 
larger, but with that the uncertainty in the market itself grows. 

Internationalization is credited for the expansion of the film market, thus allowing development potentials for 
countries that produce smaller projects. The impact of the economy of scale has increased due to the even greater 
volatility of demand, which in turn is caused by increased exports. This is because the taste of the audience in a diverse 
global export segment is even more unpredictable than the domestic one, so the obligations arising from foreign 
influences under the guise of aesthetic diversification and language barriers are enormous. In addition, globalization 
is often defined as a process that goes beyond the scope of internationalization. In short, it imposes the interconnection 
of several countries, leading to their integration into one (or more) global economic, cultural, and even political 
systems or networks. Several aspects of film globalization are considered in the paper: involvement in film production, 
rate of consumption (of film), and organization of film production. 

Contemporary practices in the film industry emphasize the fact that film, along with all its forms, is an integral 
part of the culture. Because of this, the film industry is on par with any other industry that offers entertainment or 
satisfies similar consumer needs. The vast source and choice of numerous contents, the metamorphosis of media and 
film forms, are increasingly available at the click of a button. 

The inseparability of technical-technological development and the global market deeply affects film as a medium. 
The mechanisms of technical-technological development and globalization dictate the development of platforms 
through which film is distributed. More and more people are talking about film forms, and not about formats, because 
the format implies uniformity and strict adherence to standards – something that is absurd with the current development 
of cinematography. 

If it is taken into account that the market on which the film performs is the consumer, then the conclusion inevitably 
follows those modern practices in the film production are based on the optimization of production processes. The 
optimization of the production processes under the pressure of the economic segment and the production capacities, 
influence the strategic determination of the organization. 

The aesthetic dimension is subject to a strategy of differentiation in order to achieve specific results in specific 
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economic segments. Adequate positioning gives results through modern distribution channels that enable the 
development of technology and the divergence of the film for small productions to reach the world market. 

The modern methodology of film production is sublimated to virtual production. The scope of the term "virtual 
production" is broad and encompasses a multitude of techniques for the production and visualization of film production 
- as a reflexive reaction to film technology and technique. 

Traditional film production encounters certain challenges, the answer to which is a constantly evolving search - in 
an artistic and technological sense. Most blockbusters and TV series currently being filmed use some form of virtual 
production. It may imply the so-called "previs" "techvis" or "postvis" - terms that are explained at length. The problem 
with traditional production is that it takes too long to respond appropriately to feedback. 

 
2.1. Competitive advantage strategy of the film “Andromeda Galaxy” 

 
The strategic approach of the film "The Andromeda Galaxy" is based on the focused strategy. It overcomes the 

absence of a strategic decision while confronting the economic factors that limit the exploitation of the film. The local 
context provides a situation in which the competitive strategy is absent, as one reacts spontaneously to the market 
circumstances. The production of The Andromeda Galaxy, therefore, re-examines the context of the creative 
industries, treating production (of film) as a set of different types of business practice, work models and organization 
- in which creativity is exercised and examined. 

The purpose of the analyzes in this paper is to reject the arbitrary entries for the creative industry and the creative 
economy, and to offer an applicable and usable definition of the competitive advantage in film production not only in 
Macedonia, but also in the region. 

"The Andromeda Galaxy" overcomes unfounded concepts of creativity that are not coherent with the processes 
themselves. The optimized strategy for a specific segment indicates that the final form implies a film whose content 
is current and suitable for distribution to a niche audience. Engaging storytelling and visual narrative create a unique 
concept recognized by audiences in need of new, bold films that transform them from within. 

The small budget at first impression suggests a strategy of low costs. The potential of the script is translated into 
an aesthetic that composes all the elements for a contemporary audience that recognizes originality. Additionally, the 
format makes the film accessible and particularly attractive to festival audiences. This realization suggests that the 
strategy implements the essential aesthetic elements towards the precise creation of a feature film work, and the same 
realization is good to apply in future productions. 

In order for the production of "Galaxy Andromeda" to achieve the effects of strategic positioning, aesthetic 
approaches and values are non-exclusive (or: mandatory, necessary). The skill of Racha (director) and Sekulovski 
(director of photography) refers to the creation of a compact visual-narrative context, which shows that the 
"established" directions are universal landmarks in the decoding of the visual narration and are carriers and establish 
a clear perception of the author's intention among the viewers. 

To maintain the creative aspects in conditions of the budget deficit, it is necessary to adjust and find solutions that 
enable a rational, efficient, and effective production phase, without concessions in the creative component. That is 
why, in the pre-production phase, many directorial and screenwriting solutions are defined/redefined, which, according 
to the author's expectations and observations, to the greatest extent the director of photography and the director, need 
to influence the visual-narrative component. 

The management processes in this project are not immune to the paradox typical of complex works of art. The 
system of standardized tools for the creative process is evident. The acquisition of skills from the corporate industry 
that are structured in film production is significant. This is significant for regional and Macedonian production from 
the aspect of choosing a market segment. Hence, in the case of the "Andromeda Galaxy", the segment of the so-called 
"festival audience". Considering the talent of the director, her affinities and aesthetic predispositions, it is not at all a 
matter of discussion which strategic approach is the most appropriate. Racha's biggest film asset is exactly that - to 
accurately recognize the needs of the audience that visits film festivals, but also the affinities of the jury who are part 
of them. 

To be clear, the producers recognize these qualities in the director, in addition to this - the director of photography 
offers a visual-narrative language that ideally conveys Racha's vision to the audience. The strategy is not imposed on 
the work, but it is an integral part of the form itself. Or vice versa, the form of the film work "The Andromeda Galaxy" 
is an integral part of the theological aspects of building a competitive edge in film production. 
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The deductive approach to the creative aspects for optimal recording of the script and telling the story, in the future 
will contribute to the producers to recognize the development direction of the script and accordingly provide the most 
optimal conditions for its realization. Fragments that leave a strong narrative impression are aimed at a finely 
segmented audience. To this end, the audience approach includes the entire value chain, not just marketing activities 
in market segmentation. 

Very often, the initial financial construction imposes key development decisions. Movies of the caliber of "The 
Andromeda Galaxy" are good to see through the prism of the audience. So, what the focus strategy implies is a cheaper 
adaptation to a certain segment. This is extremely important, considering the market environment of the Macedonian 
film. 

All the findings from the immediate surroundings in the region indicate that a film of the size of "The Andromeda 
Galaxy" cannot expect significant success at the box office. Simply, no strategy is functional in conditions of weak 
market development and stunted segments. 

From all that has been elaborated so far, it can be concluded that the mechanism of supply and demand exploits 
the convergence of form, in terms of how generic strategies for building a competitive advantage in film production 
affect the scale of distribution. The strategic approach to distribution depends on the aesthetics of the film work and 
in that context, it is important to consider digital (aesthetic) trends. Analyzing contemporary distribution trends, it is 
easy to perceive, and identify the influence of digital aesthetics. Digital aesthetics facilitates packaging in its many 
aspects: from budget facilitation to digital expression suitable for presentation through different media to a specific 
audience. 

What the distribution statistics of the films indicate, in general, speaks of the regularity between market 
fluctuations and the potential for exploitation. Hence, average budgets vary widely between countries. Not 
surprisingly, average budgets are higher in larger markets and lower in countries with more limited box office potential. 

Similarly, the differences in the range of budgets depending on the size of the market are significant: the larger 
the market, the greater the share of films that fall into the category of high-budget films. Regarding the presented 
statistical data, the "Andromeda Galaxy" does not belong to any of the statistical groups established by the European 
Audiovisual Observatory. This clearly indicates the capacity (or rather the absence) of films typically produced in the 
region. Hence, it can be seen that films from the region, first of all on the European and then on the world market, 
must, should, appear together in the form of co-productions. 

Considering the budget amounts of the average European film, but not essentially starting there, the extent of 
distribution is significantly determined by co-productions. After all, the essence of co-productions is in the networking 
of strategic partnerships of several production companies, and not just simply closing the budget frames to produce 
the film projects. The goal of co-productions is sublimated in access to a larger market than just the domestic one. 

The distribution success of "The Andromeda Galaxy" is due precisely to networking. Initially, the project started 
in Kosovo. Through the partnership with Macedonia, the film reached the renowned film festival in San Sebastian. 
After the full completion of the film, a contract was signed with a distributor from Italy, which covers the rest of the 
world's regions in terms of distribution. 

A lucid authorial approach in the context of the initial budget contributes to the previously elaborated generic 
strategy. That generic strategy, through the festival vision, evolved into a distribution network for the feature film "The 
Andromeda Galaxy". 

From the presented data, it can be concluded that generic strategies for building a competitive advantage in film 
production, in order to increase the volume of distribution, should be directed towards VOD platforms. The general 
trend in theatrical release is stagnant, while digital distribution platforms are expanding. According to these market 
movements, the digital film expression supported by an appropriate strategy has a great distribution potential. The 
distribution of "The Andromeda Galaxy" is most widespread through digital channels. 

This research indicates that contemporary film is a balance between the artistic dimension and management and 
marketing theories. The strategy that "stands" behind "The Andromeda Galaxy" confirms this as it is in the context of 
maximizing artistic capacities - both in a scientific context and in the artistic sphere. Correlation between the content 
of the film work and management and marketing theories is incarnated through the scientific methodology which, in 
turn, emphasizes the aesthetic dimensions. 

The basic theses of this research confirm that the applicability of methodological principles and theoretical aspects 
for building competitive advantage in film production are used to achieve maximum pressure on the market. If the 
very object of research is the shaping process of the film, the starting point for the final competitive strategy for "The 
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Andromeda Galaxy" is the content of the film itself. 
"The Andromeda Galaxy" differentiates itself from its competitors through a precise strategy, which markets film 

narratives to the audience through the modern digital language, which it skillfully recognizes. This is crucial, because 
today's audience, which is literally "bombarded" with various content, has a keen taste for its needs and is ruthless 
about its own selection. 

 
3. CONCLUSION 

From the point of view of marketing positioning, the conclusion is that it is closely related to the principle of 
segmentation, and the goal is: to offer consumers who belong to a certain segment a product that will best satisfy their 
needs. From the case of the "Andromeda Galaxy" it can be concluded that it would be much more effective for the 
productions if they would address a determined segment, a precise target group while considering the aesthetic aspects 
as an integral part of the product itself. Practically, the marketing mix integrates the aesthetic dimension, form, and 
strategic planning - which are elementary to the value chain. Hence, targeting, as the third function of segmentation, 
represents a process through which producers go through, in order to direct the action of production in the context of 
the full realization of strategies for building competitiveness through efficient and effective implementation of 
segmentation. 

The cost advantage in the "Andromeda Galaxy" stems in part from the shape itself. The entire film with its aesthetic 
capacities is the basis of the digital form - more precisely of the modern digital language. Efficient filming is a source 
of differentiation, because all processes in the production of the film are equally important in the value chain, and 
therefore in relation to content and management and marketing theories. 
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ABSTRACT 

Public debt is an alternative choice for the countries to fund their projects, and also serves as an effective option in 
terms of budget deficit or in terms of financial crisis. The amount and the composition of public debt varies from one 
region to another. Different attitudes and insights regarding the effect of the public debt on the economic growth have 
emerged throughout the years, hence the differences in the opinions about public borrowing as a method of financing. 
While some view it as an instrumental feature of the public finances, and an indicator about the efforts a country is 
putting in the process of economic development; others view it as a sign of fiscal irresponsibility and poor budget 
planning. Overall, there is still a debate whether it is safe to classify public borrowing as a positive feature in a 
country’s finances or not. The purpose of this study is to provide a better insight of the public debt and its impact on 
the economic growth in North Macedonia. Secondary data from the World Bank and the Ministry of Finance will be 
used in order to provide insight. Data that will be used for observation is public debt as percentage of GDP and in its 
nominal form, as well as GDP growth rate and real GDP per capita, in the period around the global financial crisis and 
prior to the pandemic crisis in order to understand the causes of the excessive borrowing of a country.  
 
KEYWORDS: public debt, public finance, North Macedonia. 
 

JEL CLASSIFICATION CODES E60, O11 

 
 
1. INTRODUCTION 
 

Public debt is a concerning issue for governments around the world and a hot topic of discussion among scholars 
and critics. Most of the countries today, regardless of whether they are developing or developed, they are or have been 
burdened with a certain level of indebtedness. Some countries insist to maintain low level of indebtedness, while other 
countries use it regularly for realizing long-term projects for economic development, or consumption.  

While mixed attitudes exist regarding this issue, in the end it all depends on the purpose of borrowing, and the 
way those funds are spent. In some cases, countries borrow funds to accomplish governmental projects such as building 
roads, improving infrastructure and similar projects that improve the standard of living. These are value-added 
investments that boost economic growth. In other cases, countries use the borrowed funds for consumption or as a last 
option for avoiding deeper financial crisis. This kind of borrowing is counterproductive, since it does not create value 
for the country (Myley, n.d.). Its use is for filling a financial void in a country’s budget. As history has shown so far, 
these net-borrowers are most likely to default on the debt repayment, since the lending instances increase the interest 
rate to match the risk of the lending, thus increasing the probability of the borrowing country to default on its debt. 

The financial crises of the previous decade, being an example of such a situation, was felt around the globe. This 
global financial crisis, followed by sovereign debt crises, caused debt accumulation and hindered the global economy. 
The Maastricht criteria, that states that the public debt of a European Union member state should not reach above 60% 
of the GDP, was exceeded by 12 European Union member states (www.dw.com, 2019). The lending instances, during 
the crisis increased the interest rates due to the enlarged risk to the countries that looked most likely to default on debt 
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repayment. Some countries tried to respond to the crisis with increasing tax rates and undergoing austerity measures, 
that backfired quickly, as social unrest inside the countries occurred, such as Greece (SPIEGEL, 2011). 

The situation in the Western Balkans, although much less severe, still left an impact on the economics. With the 
crisis affecting the EU, its member states decided to undertake austerity measures, and with this the FDI’s and all other 
activities in the Balkans stopped. The crisis caught North Macedonia with delay too. The country tried to handle the 
situation with domestic borrowing which showed in the level of the public debt. In 2008 the public debt was 23% of 
the GDP, while the excessive borrowing from foreign sources led it to increase to 38% of the GDP in 2014 (Ministry 
of Finance of North Macedonia). Other countries in the Western Balkans were also hit by the crisis with delay. The 
spillover effect from the developed countries caused the North Macedonia, just like the rest of the Western Balkan 
countries, to witness an abrupt halt to the GDP growth, with budget deficits as consequences from the crisis. This led 
toward an accelerated increase of the public debt, which will be tackled and analyzed in details in this paper. 
 
2. PROBLEM STATEMENT 
 

Public debt has been a growing concern throughout the years. It is a burden that few countries are free of. Often 
public debt is characterized as safe option as long as the borrowed funds are invested properly for long term objects. 
However, when this is not the case, the public debt could be a huge problem. 

Knowing that public debt is a broad phenomenon, this study will try to narrow the topic upon the specifics of the 
reasons of borrowing and the sources from where the funds have been borrowed in North Macedonia. Another point 
of discussion will be whether an unpractical management of certain sectors was an additional cause to an increased 
percentage of debt to GDP. Worthy facts to mention here are the rapid increase of employment in the public 
administration, increased pension funds, increased salaries etc. These are some of the events that occurred in most of 
the WB countries in the time of the last financial crisis, when the GDP growth rate started to decline in almost every 
country of the region.  

On the other side, North Macedonia at the same time tended to create optimal conditions of business environment 
with the aim to attract foreign capital by increasing the subsidies, offering tax havens and other forms of aid to the 
FDI’s. This, altogether with the above-mentioned practices would lead to extended spending that in turn leads to 
budget deficits.  
 
3. RESEARCH OBJECTIVES AND METHODOLOGY 

 
The objective of this paper is to analyze and explain in details the structure and the nature of the public debt in 

North Macedonia. The main goal will be to use these data to see if public debt has an effect on the GDP growth and/or 
the real GDP.  

The hypotheses of the study are the following:  
H0: Public debt has significant impact on the GDP per capita growth in North Macedonia.  
H1: Public debt does not have significant impact on the GDP per capita growth in North Macedonia.  
 
H0: Public debt has significant impact on the real GDP in North Macedonia.  
H1: Public debt does not have significant impact on the real GDP in North Macedonia.  
 

 For this study, secondary data are used from the World Bank and the Ministry of Finance of North Macedonia. The 
observed period is the pre-crisis period, during the financial crisis and the EU debt crisis, and the period after the 
financial crisis and prior to the pandemic crisis.  

 
4. LITERATURE REVIEW 

 
The effect of the public debt on the economic growth of a country varies by many factors, that further creates 

various scenarios. Based on these factors, the public borrowing may prove to be beneficial to the GDP growth, harmful, 
or it may have no effect on the economic growth of a country. In order to assess the impact of the public borrowing 
on the GDP growth, a division between the domestic and foreign public debt should be made. The analyses that have 
been conducted regarding the relationship between the GDP growth and the domestic public debt are classified as 
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Traditional and Ricardian point of views. The traditional view states that domestic public debt has a negative impact 
on the GDP growth, since it crowds out the capital from the private sector, assuming that the amount used from the 
savings to fund the borrowings is usually higher than the income. Based on this scenario, the government would be 
forced to borrow at higher market rates (Ismihan and Ozkan, 2012).  

On the other hand, there are scholars that state that borrowing from domestic sources enables the government to 
borrow in favorable conditions as low interest rates that would offer safe loans and bonds. (Karazijienė and Sabonienė, 
2009). This would stimulate the economy, since according to these beliefs, the internal borrowing represents the 
collection of future taxes (Barro, 1974). 

Overall, it is safe to say that domestic public debt does have an impact on the economic development of a country. 
Whether it is a positive or negative impact, depends on the way the borrowed funds have been used. These outcomes 
further vary on size of the economy and whether the borrowing country is a developed, developing or underdeveloped 
country. 

For example, Schclarek (2004) in his research that covered 24 developed and 59 developing countries in the period 
1970-2002 found out that external debt has detrimental effects on GDP growth. The author has reached a conclusion 
that the relation was significantly evident on the group of developing countries, while there was no significant 
relationship between the external debt and the GDP growth in the group of industrialized countries. 

Reinhart and Rogoff (2010) reached a similar conclusion in their research. The authors stratified the debt-to-GDP 
ratios on 0-30%, 30-60%, 60-90% and above 90%, and used two different samples of 20 developed and 24 developing 
countries for the period of 1790–2009. They concluded that the developed countries with debt-to-GDP ratio beyond 
90% have lower growth for 0.9%-2% from the countries with debt ratio on the lower strata. For the group of developing 
countries, the gap was even wider, as the countries with debt ratio exceeding 90% had a lower growth for 3.1–3.3% 
than the countries with debt ratios in the lower strata. 

Presbitero (2012) states that developed countries are more effective when it comes to utilization of the funds 
borrowed, and on managing the crowding-out effects, market volatility, and disincentive environment to investment. 
In his study of 140 developing countries, it was found that a debt ratio that exceeds the benchmark of 90% has adverse 
effects on the growth. 

Calderón and Fuentes (2013) provide a statistical link of the disastrous effect the external debt has had on the 
South American countries in a research study for the time period of 1970-2010. 

All these studies conclude that developed countries can handle better significantly higher level of debts without 
significant adverse effect on the GDP growth. Furthermore, various modern authors, especially after the last financial 
crisis, study the benchmark ratio that serves as a breakthrough point that actually defines whether there is, and if so, 
whether it is a positive or negative effect of the debt on the GDP growth. While most of the studies have concluded 
that the debt ratio of approximately 90% hinders the economic growth, Minea and Parent (2010) in their research 
found out that the public debt can have a positive effect for the countries with debt ratio of over 115%, however they 
cannot provide an explanation on their finding. 

Szabó (2013) in his study of 27 EU member-states reached a conclusion that one percentage point increase in the 
debt-to-GDP ratio decelerates economic growth by 0.027 percentage points. However, the author as well states that 
the effort made by the developed EU countries to keep the debt ratio within the limits of the Maastricht criteria, could 
negatively result on their GDP growth, as their fiscal adjustment is stronger above 86%. This implies an idea that the 
developed countries can tolerate higher debt-to-GDP ratio. 

If a conclusion is to be made based on the mentioned findings and the given thresholds in order to define the effect 
the public debt has on the GDP growth. While the developing countries have a lower thresholds ratio of debt within 
which the effect is positive and can actually stimulate growth, the developed countries have higher tolerance, thus 
higher threshold. Countries of the latter group have a better credit rate; therefore, the interest rate of the borrowings 
are lower, which means that lower portion of their funds need to be committed for the debt service. The negative effect 
of the debt upon the GDP growth would be the crowding out effect and the debt overhang, where a country reaches a 
point where it is unable to repay its debt, where austerity measures such as cuts in savings, spending and investments 
are required in order to repay the debt. This causes the quality of the public services and institutions to decrease, and 
the activities that stimulate growth to halt. At the worst case, a country would default on its debt repayment, causing 
long term consequences that damage the GDP growth, and cause other effects that will be further discussed. 
 
5. PUBLIC DEBT IN NORTH MACEDONIA 
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Despite being the poorest country to emerge in the region following the collapse of Yugoslavia, and its economic 

growth being hindered by the military conflicts within its borders and in the neighboring countries, North Macedonia 
did enjoy the development that was typical for the region in the pre-crisis period of the last global financial crisis. With 
a downward trend of the public debt, North Macedonia reached the minimum point of indebtedness of 23% of the 
GDP. The period that followed the crises, told a different story. North Macedonia was definitively affected by the 
crisis, in the context of decreased exports, FDIs and remittances that were flowing in the country, that resulted in 
decrease of the GDP growth rate, which introduced the need of new loans. The upward trend of the public and the 
government debt continued through the years until 2020 when it reached its pick due to the new pandemic crisis that 
made a severe hit on the economy (Table 1).  

 
Table 1. Public and Government debt in North Macedonia 

 
Source: Ministry of Finance in North Macedonia 

 
 The situation in the government debt is slightly different since it notices a rise several years after the global 
financial crisis. In 2011 and 2012 the country marks the highest borrowing through government securities on the 
domestic market. This results in an increase in the domestic general government debt which follows that upward trend 
in the following years. The external government debt follows a similar trend, which picks in 2014, 2016, 2018 and 
2020 which are the years of the largest borrowings of Eurobonds (OpenFinance, 2021).  

 
Table 2. Trend of Government debt in North Macedonia (in EUR million) 

 
Source: Ministry of Finance in North Macedonia 
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The trend of the public debt as % of GDP, as well as the external and domestic public debt in EUR million can be 
seen in Table 3. The external public debt notices a more significant increase in 2016 as a result of the issuance of the 
fifth Eurobond on the international capital market in an amount of 450 million EUR for the purposes of financing the 
budget needs and refinancing the liabilities which matured in 2016 and 2017. Still the most significant increase in both 
the domestic and the external public debt was in 2020 when due to the economic stress caused by the Covid-19 crisis, 
the government undertook new loans from the World Bank, IMF and the EU for tackling the consequences brought 
by the pandemic crisis. 

 
Table 3. Trend of Public debt in North Macedonia 

 
Source: Ministry of Finance in North Macedonia 

 
It is a fact that there is an accelerated accumulation of the public and the government debt in North Macedonia in 

the last 15 years, reaching even an alarming level of 60.2% in 2020 which is higher than the recommended ceiling 
ratio of the convergence criteria.  

Another real problem related to the debt in North Macedonia is that borrowed funds are often not invested into 
productive projects that yield return, which implies the irresponsible borrowing and spending of the funds borrowed, 
since the main purpose of borrowing is investment into projects that would further spur the economic growth and 
create future value that would outweigh the costs of borrowing (Hristovska and Spasova, 2019).  

In Table 4, the public debt is broken down based on the currencies in which was denominated in the period 2008-
2020. Majority of the debt through the years continues to be in EUR which clearly shows the ties of the country with 
EU and the euro currency. From 2008 until 2012 the second largest portion of the debt was in SDRs, and on third 
position was the debt in the domestic currency MKD. The situation changed after 2013 when the debt in the SDRs 
started and continued to decrease, while the domestic debt in MKD started to significantly increase. 

 
Table 4. Macedonian public debt currency composition 2008-2020 
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Source: Ministry of Finance of North Macedonia 
 

Table 5 represents the current public debt currency composition for the first quarter of 2021. The major part 
continues to be in Euros, comprising 72.6% of the debt, followed by 21.2 % of the debt denominated in domestic 
currency, while SDRs consist 5.6% of the total debt. 
 

Table 5. Macedonian public debt currency composition 2021 Q1 

 
Source: Ministry of Finance of North Macedonia 

 
The Euro currency comprised 88.8% of the external debt in 2020. The internal debt is denominated in both MKD 

and EUR. Approximately 37.2% of the domestic debt was in euros, while 62.8% is in the domestic currency in 2020 
(Ministry of Finance of North Macedonia). The external debt of the country outweighs the domestic debt. The total 
foreign debt of North Macedonia in 2020 was approximately 3,382.5 million Euros, while the internal debt of the 
country is 2,133.4 million Euros. The difference between the foreign and domestic debt has been increasing, especially 
during the post-global financial crisis period, as well as during the pandemic crisis period. 

Table 6. Foreign debt trend in North Macedonia 

 
Source: Ministry of Finance of North Macedonia 

 
In Table 6 is represented the foreign debt trend in North Macedonia over the years. Even though before 2014 

official creditors were more dominant in terms of the foreign debt, a change of the borrowing preferences of the country 
can be seen ever since which continues today. Private creditors in the last several years own the major part of the 
foreign debt. The largest share of the debt are Eurobonds, which saw a significant increase in the last 10 years. In 
2013, 150 million EUR of the debt were Eurobonds. In 2018 this debt reached 1628 million EUR, an increase of 
approximately 1085%. However, the debt toward other private creditors have been decreasing in the given period. 

The trend of the debt toward the official creditors (both bilateral and multilateral agreements) has been decreasing 
in the post financial crisis period until the beginning of the pandemic. The country managed to decrease the borrowings 
from the European institutions such as EBRD and IDA, multilateral creditors that own large share of the North 
Macedonian foreign debt. The country completely repaid the debt toward the IMF in 2015, but took out another loan 



 

39 

 

 

again in 2020 (Table 7).  
 

Table 7. Foreign debt structure in North Macedonia (2013-2020) 

 
Source: Ministry of Finance of North Macedonia 

  
A small increase of the debt toward other European institutions has been noticed, but overall, the debt toward 

official creditors has been decreased before the pandemic crisis.  
Before the pandemic crisis, the major borrowers were IBRD and IDA, followed by EIB, EBOR and CEB, while 

the loans to the EU and IMF were completely repaid. The situation changed in 2020 as a result of the Covid-19 crisis 
when North Macedonia had to undertake new borrowings in order to face the economic consequences. These new 
borrowings where from the IMF and the EU which changed the structure of the foreign debt situation in North 
Macedonia. 

In order to take a closer look at the latest foreign debt structure in the country, Table 8 looks at the exact 
representations of the shares of debt from all multilateral creditors. In the current situation IBRD continues to be the 
biggest owner of the foreign debt with 35% of the debt, followed by IDA and IMF with 15% of the debt each, then 
EIB with 11%, CEB 9%, EBOR and EU both 7% and lastly IFAD with 1%. 
 

Table 8. Foreign debt structure in North Macedonia, 2020 

 
Source: Ministry of Finance of North Macedonia 

  
On the other hand, the domestic debt is estimated at 2159.6 million EUR in 2020. Almost the whole share, around 

2133.4 is issued by the central government. This amount is mainly comprised by continuous government securities, 
that have an accumulated value of 2072.6 million EUR. Around 46.5 million euros from the total domestic debt is 
amounted for structural bonds, while only 14.4 million euros are borrowed by the local government and municipalities. 

 
 
 



 

40 

 

 

 
 

Table 9. Domestic debt structure in North Macedonia, 2020 

 
Source: Ministry of Finance of North Macedonia 

 
6. THE IMPACT OF PUBLIC DEBT ON THE NORTH MACEDONIAN ECONOMY 
  

Although there are various theories based on empirical researches that scholars have provided through the years 
for the relationship between public debt and the economic development, the outcome may vary, depending on the 
region that is the subject of the research.  
 
6.1 The Impact of Public Debt on The GDP Per Capita Growth 
  

Table 10 shows the trends of public debt in millions EUR and GDP/capita growth (annual %) of North Macedonia, 
and at the same time it gives an implicit explanation of the connection of these indicators. It is important to mention 
the fact that the GDP per capita growth % is an indicator that does not sum the accumulated values from the previous 
years, so it only shows a value for that particular year. For example, if the previous year the growth % has been 3, this 
year might be -2%. 
 

Table 10. The public debt and the GDP/capita growth (annual %) of North Macedonia 

 
Source: Ministry of Finance of North Macedonia 

  
From the table it can be seen that the country struggled to maintain a stable percentage of GDP per capita growth, 

as a lot of fluctuations can be noticed. The highest point of this economic indicator for the given period was reached 
in 2007, marking a percentage of 6.36% while the public debt was decreasing during the same period. This 
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simultaneous diverging movement of these two particular indicators is logical and expected since, an increase of GDP 
pushes down the debt-to-GDP ratio. This relation continued even in 2009, when, the public debt started to increase, 
while the GDP per capita growth dropped to the lowest point of the given period, since it marked a negative record of 
-0.44%, and this pushed the debt ratio upwards. The same situation happens in 2010 and 2011, when the decrease in 
the GDP per capita growth was followed by an increase in the total public debt of the country. However, in the 
following period, the law of “higher GPD, lower debt-to GDP” is abandoned. This unusual pattern can be noticed in 
the period starting from 2012, when the GDP per capita growth percentage starts to mark unusual fluctuations in the 
following years, while the debt ratio maintains a gradual increase of the rate for the same period. 

Therefore, is it safe to say that the statement by various scholars that public debt affects the percentage change in 
economic growth is partially true for North Macedonia.  

From the table below it can be seen that both internal and external debt grow with an accelerated pace in North 
Macedonia over the last decade. While the internal debt may lead to the elimination of the potential inflation due to 
excess of the money in circulation, the external debt which is also on the rise for the given period, is of a more 
concerning nature. 
 

Table 11. The external and domestic public debt with the GDP/capita growth of North Macedonia 

 
Source: Ministry of Finance of North Macedonia and the World Bank 

 
At this point, it is important to mention the theories of (Schclarek, 2004), and (Reinhart and Rogoff, 2010), that 

the external debt has detrimental effects on the economy of a country. So, this theory is partially supported by the 
statistics of the country, for the years when the debt ratio, and the GDP per capita growth percentage are negatively 
correlated. This is noticeable in the period after 2015, while the period before 2015 and shortly during 2017 and 2018 
has an opposite outcome to the given theory, showing no connection between the GDP per capita growth percentage, 
and the public debt to GDP of the country.  
 
6.2 The Impact of Public Debt on The Real GDP Per Capita 
  

It is important to reiterate that, while the GDP/capita growth represents the annual percentage change, the real 
GPD/capita shows the real value of the GDP divided by the number of citizens of that country. Furthermore, unlike 
the GDP/capita growth that only shows the growth/decrease of the value for the chosen year, the real GDP/capita 
inherits the value of the previous year, while adding the difference of the current year (if the value has increased or 
decreased from the last year). The table below shows the total public debt and the Real GDP/Capita of North 
Macedonia through the years. Also, there is an implicit explanation about the connection between the two mentioned 
indicators. 

In Table 12, it can be noticed that while the debt ratio of North Macedonia was decreasing, the real GDP/capita 
was increasing, and this behavior continued during 2008, and during this year, the gap between the two indicators has 
been in the highest point for the given period. In the period between 2008 and 2009, while the GDP/capita marks a 
decrease, the debt ratio increases. During the following years, simultaneous rise of both values is noticed, up to 2019 
when they are in an overlapping position. After 2019, as the real GDP/capita decreases, the debt ratio increases and 
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the contrary movements of the two indicators is noticeable again.  
 

Table 12. The average total public debt and the average real GDP/capita 

 
Source: Ministry of Finance of North Macedonia and the World Bank 

  
The movements of the debt ratio and the GDP during the period 2005-2009, as well as after 2019, back up the 

general rule of the negative correlation between the two indicators. Ceteris paribus, the gap between these two 
indicators in 2008 would mean that the country is marking a great economic growth and development. After 2009, 
while the negative correlation is still visible, although it is weaker it gives an impression that the country is actually 
“biting more than it can chew”, which means that the increase of the GDP/ capita that portrays the economic growth 
is not big enough for the borrowing rate it was opting for. 

Nevertheless, it would be a mistake to conclude that these two indicators affect each other so directly and in such 
a simple way, as there are various factors that might have affected the trend of the indicators in Table 12. 

As it can be seen from the previous tables, the country’s debt has been increasing, both internally and externally. 
And incidentally, the given period is also the aftermath of the global financial crisis, and it halted the growth that the 
countries were enjoying. On the other hand, despite the call of industrialized countries for austerity measures, North 
Macedonia seems to have ignored these calls, and it kept borrowing. 

To the potential increase or decrease of the real GDP/capita, amid the other factors, might be the change of the 
size of the population. Increasing population might push down the real GDP/capita down, while the decrease of 
population’s size would have a contrary effect. However, it is safe to say that according to Table 10, there is a pattern 
of negative correlation between the two indicators, in which an impact of the public debt upon the real GDP/Capita 
can be noticed. 
 
CONCLUSION 
 

Public debt has been an unresolved issue for centuries, with different parties having different opinions regarding 
it. On the one side, there are viewpoints that oppose the idea of borrowing, especially from the outside sources, with 
the claims that it harms the economy, and it gives away the autonomy of the state. On the other, there are viewpoints 
that believe that public debt helps the country to expand its activities that, in return would boost economic growth, and 
that enlarging the GDP would put a downward pressure to the debt. The truth is that, there are no definite and ultimate 
outcomes from the public debt, as the result varies from country to country, depending from many factors that may 
highly influence the impact that the borrowing could have upon the borrowing country. These factors may be debt 
management, the economic size of the borrowing country, the fiscal policy of the country, the cultural background of 
the country etc.  

Therefore, the impact that public debt may have on a developed country is not the same as the impact it may have 
on a developing country. Coming from the fact that North Macedonia is a developing country, that has been isolated, 
and out of the international markets, the public debt has impacted it differently from the countries of the west. One 
example comes from the noticeable difference in the movement of the public debts of North Macedonia compared to 
the those of the EU countries. This can be especially seen during the global financial crisis when the EU countries 
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lowered their debt levels, while in North Macedonia, as well as the whole Western Balkan region, the debts have 
increased.  

The level of indebtedness in North Macedonia has continued to increase through the years, which is becoming a 
matter of a major concern, however of even higher concern is the lack of the benefits and positive changes from the 
public spending. Moreover, the country is vulnerable, as it is exposed to the risk of a potential financial crisis that 
would cause uncertainty and would skyrocket the prices of the public loans. The last global financial crisis resulted in 
doubling the size of the public debt for this country, creating a possibility for the next financial crisis to engineer a 
desperate situation, with the possibility of putting the country into a debt crisis. Currently this exploitation is the most 
fragile point of the whole Western Balkans region regarding the public debt.  

In order to prevent this, North Macedonia needs better fiscal policies and fiscal responsibility, so that the borrowed 
funds would be distributed into the sectors which would yield more effective results. Effective and efficient spending 
would cause the country to grow and would lead to an economic development, offsetting the debt by the benefits from 
the projects that were financed by debts, keeping the reserves untouched on debt repayment. An efficient debt 
management plan and an effective implementation of it leads to a higher credit rating and it increases the 
trustworthiness of the country in the international markets. In this way the risk coming from the exposure of debt crisis 
in case of financial recession would be eliminated, while the possibility of debt overburden would be minimized. 
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ABSTRACT 

Organizational ethics and ethical behavior are considered one of the most crucial aspects for the growth of every 
organization, for creating favorable business environment, building confidence and improving organizations’ 
reputation. Therefore, the following paper is to analyze the terms used in the values adopted by the organizations and 
ethical guidelines, how they are perceived in North Macedonia and the way they make decisions for further 
enforcement of ethical issues within their organizations. The research methodology that was being used in conducting 
this study was basically secondary research data which are open access sources which are available in the internet. 
Such resources of data include scientific papers, paper documents and databases. The ultimate purpose of the research 
is to contribute to the understanding of organizational ethics and particularly how it reflects the modern organizational 
practice and the business environment among the companies in Republic of North Macedonia along with the 
application of code of ethics and to shed light to the role ethics has on creating and improving the business 
environment. Moreover, in the paper will be explored social responsibility in business ethics and what the linkage 
between the two pointing out the most prominent ethical and socially responsible companies in North Macedonia. 
 
KEYWORDS 
organizations, ethics, social responsibility, ethical management, CSR, North Macedonia 
 
 
JEL CLASSIFICATION CODES M1, M14 
 
 
1.  INTRODUCTION 

 
Regardless of the sort of organizations working inside a nation, irrespective of the fact that they are coordinated 

to the local market or foreign markets, they should have bolster in what it is to be considered as moral and ethics. 
Trying to explain ethics from the philosophical approach to what consists morality, the primary and simpler 
explanation is distinguishing between right or wrong. Ethics in general emerges from the need of meaning that all 
individuals must be morally devoted. Life must be as ethical as possible. Be that as it may, the notion of ethics in 
organizations and businesses is a generally new science, which has advanced to be undeniably a very significant part 
revolving the business world. A wide range of organizations whose significant objective is to make profit, frequently 
doesn’t meet the wants and needs of customers. Back in the 70’s was when the major advancements in organizational 
and business ethics started. Up until this year??, this discipline hasn’t been established so the business ethics 
philosophers started composing amid whole these years. Nevertheless, nowadays the situation has changed greatly 
since then. Now, there are various bodies that have contributed to making the field of organizational ethics to be 
available in a wide range of businesses. In regular use, the term ethics takes distinctive implications, one of them 
identifies with "the standards overseeing the conduct of an individual or group of people. In itself, the notion of ethic 
includes something that might be. The ideas of good or bad or distinction between right or wrong are frequently utilized 
against their consistency or inconsistency with specific standards, which is implied or defined as a reasonable criterion 
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to be used as a guideline. 
 

2. NORTH MACEDONIAN PERSPECTIVE ON ORGANIZATIONAL ETHICS AND SOCIAL 
RESPONSIBILITY 
 
2.1. AmCham Macedonia Code of Ethics 
 

The American Chamber of Commerce in Macedonia represents and promotes business in and for Macedonia. As 
a delegate of the private sector, the Chamber perceives the requirement for the creation furthermore, upkeep of a 
reasonable and ethical business condition that guarantees the solid improvement of business in the district. To this end, 
AmCham has received a code of better business standards and rehearses. The code is to be used by the AmCham and 
its members in each part of their activities, what's more, fills in for instance of moral business hones for its members 
to take after.  

Under the part of the organization to customer conduct, members apply similar high standards in its relations with 
all clients, meaning they have to react speedily and completely to client asks, to convey items, administrations and 
installments as guaranteed and in a convenient manner, to speak to aggregate client intrigues when regarded proper 
and also to reject and effectively debilitate any type of pay off or bias in the lead of business. 

When it comes to the organization to business conduct, members participate in reasonable business rehearses 
meaning to: shun giving false or deluding data, sincerely speak to themselves in transactions, maintain the soul and 
additionally the letter of the law in creating and satisfying all agreement game plans and to neither acknowledge nor 
offer any type of pay off or shameful utilization of individual relations in leading its business. 

Another part is the organization to government conduct under which members regard nearby laws and rules in 
government relations: regard and hold fast to standards of the law of the Republic of North Macedonia, forgo 
endeavoring to impact any enthusiasm through the trading of blessings, cash, or data; or from taking part in whatever 
other action that might be interpreted as degenerate or in infringement of the letter and additionally soul of Macedonian 
law, or the law of the nation in which the business is enrolled and also perceive the degree and limits recognizing the 
general population and private areas by remaining secretly supported, plainly characterizing AmCham positions and 
straightforwardly directing exercises supporting these positions, and abstaining from requesting uncommon treatment 
in view of disgraceful utilize of individual relations while directing proficient exercises. 

In the section of the organization to employee conduct, members give a sheltered and amicable workplace: 
certification of reasonable treatment of all representatives in light of execution, paying little mind to race, shading, 
nationality, sex, doctrine, sexual introduction, or political perspective, give a safe and wellbeing condition in the work 
environment, including sensible security from physical and additionally from any conduct which may qualify as 
badgering, advise and routinely refresh workers on organization strategies and systems, teach, prepare, or guarantee 
workers as required, in aptitudes particular to the obligations and duties of the position, aid profession arranging as 
improvement and finally to endure no administration or worker theft or profiteering. 

Employee-to-employee conduct means that the members will approach all associates with deference such as 
encourage a sound workplace by working co-operatively with different representatives and tolerating organization 
arrangements and rules, cease from taking part in conduct or exercises that may unreasonably trade-off the notoriety 
of another worker with the organization, behave such that conveys respect and regard to the association. 

The last part, the organization to community conduct means that members assume a functioning part in the network 
by acting mindfully and exhibiting a pledge to the headway of the network through the advancement of instruction, 
wellbeing, social and different exercises and also urge workers to offer back to the network through volunteering their 
chance or assets. 

 
2.2. Ethical Behavior in the Workplace in the Republic of North Macedonia 

 
2.2.1. Organizational Ethics in North Macedonia 
 

Organizational ethics is a type of practical ethics that inspects ethical standards and moral issues that more often 
than not emerge from the business environment (Blazeska,2002). Being ethical is a worry to all workers, regardless of 
what position they are in the organization.  
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Ethical standards and norms in business are characterizing what is worthy to lead in working together and 
providing guidance on how the administration should settle on their choices. It's imperative to recollect that there is a 
qualification between acting morally and carrying on legally. Being moral means realizing what is correct and what 
isn't right, and picking the correct ways, and then again, the law is concerned with what is legitimate and what isn't. 
The moral choices that each representative should make are both lawful and meet the common moral norms in the 
association. Every director has an enthusiasm to address the issues all things considered: investors, customers, 
representatives, providers, nearby networks, and natives. Important for the association is to work effectively, making 
benefit, so investors get profit, directors and representatives get paid, clients get excellent items and lower costs. 
(Potevska & Veshoska, 2012). 

To completely meet the objectives of the association supervisors, need to bring arrangements and choices in view 
of moral standards. Supervisors experience an assortment of issues and difficulties during the time spent in regular 
business and it is difficult for them to consider fitting qualities, standards, and states of mind in settling on moral 
decisions. In the decisions they make, they should put the enthusiasm of the association before their own advantage, 
the enthusiasm of the workers and customers before worry of making benefit. Each call, association and gathering of 
individuals has its own particular arrangement of standards for how to carry on legitimately in each circumstance. 
Some of them are all-inclusive qualities like trust, respect, regard, reasonableness, thoughtfulness, and devotion. 
Normally, moral guidelines shift among various countries and social orders, emerging from social contrasts, 
conventions and recorded legacy, and religious convictions. For steady use of morals in business association there is 
a composed record, code of morals for the association. (Veshoska & Drakulevski, 2012). 
 
2.2.2. Attitudes toward Ethics Values and Standards among Macedonian Employees 

 
Veshoska and Drakulevski’s (2012) research on ethical behavior in the workplace in the Republic of North 

Macedonia, was conducted to reveal how ethical Macedonian employees are and whether they practice ethical 
behavior within their working place. Moreover, it gives answers to the difference between managers and employees 
and their ethical or non-ethical behavior as well as how they represent themselves and how they actually behave. Based 
on all these questions, the results that Veshoska and Drakulevski (2012) presented in their research showed that 
Macedonian employees can differentiate between what is right or wrong, they realize what moral and unethical conduct 
is. They presume that Macedonian representatives still have great qualities and the majority of them tend to work in a 
genuine way. They are individuals arranged and still value human relations and fellowship. They are not forceful or 
intentionally lie just to take benefit of it.  

Yet, the authors think that the situation is not actually that good how they represent it. The appropriate responses 
they(workers) gave were socially acceptable. That is the reason why the authors underestimated the appropriate 
responses and looked more profoundly into the issue. This is the manner by which it can be seen that the respondents 
are exceptionally mindful of the truth, and despite the fact that they tend to be straightforward, some of the time they 
see the circumstances distinctively and they respond toward that recognition – which implies that are endeavoring to 
get the advantage of each circumstance and make a benefit. As to the part where they were gotten some information 
about their disposition toward debasement, despite the fact that they said it's not moral and ought to be rebuffed, they 
were additionally the person who in a way upheld the defilement and didn't resist it. We surmise that one reason for 
this is they are not having faith in the foundations and the framework who ought to secure them. Some of the answers 
given by the respondents that were found most interesting among the others were questions like what was their opinion 
whether someone who is working fair and is honest would work longer in the business, they all addressed that it's vital 
to be completely forthright, that it's decent excellence, and just working like this, things are relied upon to go well and 
the business to be profitable. They considered that lying and attempting to cheat will just ensure short life to the 
business, on the grounds that soon everybody will recognize what sort of specialist and man somebody is.  

The next question was posed about their experience with people with whom they worked together and who were 
not honest with them. Some portion of the respondents (43%) said that they didn't have the experience to work with 
such individuals, and 57% of the respondents said that they have the experience and the outcome was that they quit 
teaming up with these individuals, yet they weren't available to talk about their experience. The next question was 
related to the one before and was asking them in what ways they protect themselves from dishonest people. The 
respondents answered that they are keeping away from these individuals, which implies they initially investigate their 
identity beginning to work and need to have a referent rundown of individuals and associations with whom they 
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worked previously. On the question of whether all the rules inside of the organization are equally applied to everybody, 
the respondents answered that the vast majority of the managers treat everybody the same, yet few detailed that in a 
few circumstances there are when some representatives are more favored than others. When they were asked for their 
opinion about the people who are trying to trick the law and make a benefit for them, the greater part of the respondents 
answered that these individuals are deceptive and ought to be rebuffed, some said that they are extremely brilliant and 
playing perilously, however, sometime they might be gotten for their activities and rebuffed for it. When they were 
asked about their attitude toward bribe and corruption and to share some experiences that they had, most of the 
respondents said it’s not an ethical behavior and should be punished, the vast majority of the respondents said it is 
anything but moral conduct and ought to be rebuffed. However, some common encounters where they had "no 
decision" yet to pay somebody with a specific end goal to have the activity done or truly were requested to pay. In 
these circumstances, they didn't report these individuals since they were perplexed for themselves and their business 
or friends and family, with the goal that's the means by which the issue finished. 

 
2.2.3 Work Values of the North Macedonian Employees 

 
Having a look at Popovska’s et al., (2015) research paper on the work values of employees in North Macedonia, it 

can be concluded from the results they have obtained that the employees’ values influence the perception and behavior 
and have implications for interpersonal interactions. At the point when the workers have a similar framework of values, 
they tend to see the outer incitement correspondingly. Among the others, this likeness in the elucidation and 
arrangement of the encompassing serves for illuminating their common correspondence. People with comparable value 
frameworks act too. The comparability of values makes the communication of the people simpler so they can achieve 
the shared objectives, on the grounds that the deception of the data and the contention will be diminished. In this 
manner, the people with comparative qualities will be more fulfilled by social relations (B. M. Meglino and E. C. 
Ravlin, 1998). Since the way of life of the association is an element of shared qualities, correspondence of the 
individual and authoritative qualities gives access to estimating the hierarchical culture and understanding its impact 
(B. Z. Posner & W. H. Schmidt, 1993). Most examinations have found that the correspondence of the individual and 
authoritative qualities subsequently has: greater responsibility, work fulfillment, and hierarchical duty (J. A. Chatman, 
1989). The evaluation that is focused on abilities and output attracts significant attention. The connection evaluations 
or assessment of the components of the job in the field of human resource management is of an extremely large scale 
and may accomplish adequate organization and supplementation of the numerous components of the administration 
of HR. In this way, the concept of traits may be noted across the postings that suggest ideal working conditions that 
will be adequate for particular kinds of underemployed people. Like it can be shown, for example, from the results 
that the young employees with high training, in addition to the anchoring post, evident talent, and innovation 
profoundly rate the constant thinking; E-mail correspondence, and correspondence throughout the web-based 
existence. However, for those in the age range of 50 to 65 who have had extensive training regardless of their anchored 
position and evident talent, criticalness indicates that they evaluate the affirmation and, in addition, their interest in 
fundamental leadership, is outstanding. The results may be used in the recruitment process, in making decisions about 
professional and career advancement, and particularly in the period of employee retention. Employee expectations 
should be taken into account at every stage of developing a quality inspiration framework because doing so will help 
the organization gain the upper hand. It is blatantly obvious that the authoritative characteristics have a specific impact 
over individual qualities and vice versa since the qualities draw attention to the general heading of the people's 
activities (Popovska’s et al., 2015). 

 
2.4. The Role of Social Responsibility in Business Ethics 

 
Business morals think about duties inside the working environment, as well as inside the natural, social, and social 

structures of networks. They likewise manage responsibility issues engaged with logical research, purchaser 
assurances, and the general structure of any business or partnership. Corporate social duty has been isolated into four 
sorts that must be thought about at the same time, including moral, legitimate, monetary, and charitable obligations to 
purchasers and society.  

 
2.4.1. Corporate Accountability  
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Corporate obligation and responsibility spread into zones of morals, legalities, and controls. It likewise affects the 

economy and the earth. Monetary obligations allude to a business' attention to delivering merchandise and enterprises 
for purchasers. While each business needs to make a benefit, such benefits ought to be made by following fundamental 
tenets of society, which incorporate moral and lawful contemplations.  

Organizations and enterprises must work inside government, state, and nearby directions and rules. All things 
considered, moral duties might be exemplified through implicit rules, social equality, and social and worthy measures 
in numerous zones. Numerous organizations endeavor to go past legitimate prerequisites. Organizations that take care 
to guarantee laborers are sheltered, treated with pride and regard, and offered sensible work hours and wages are 
thought to be morally capable. Usually, a test to adjust the money-related requests of investors and the need to upgrade 
benefits, with the prosperity of representatives and nature. For instance, numerous medications or concoction 
organizations that create pesticides or pharmaceuticals may find that the side-effect can be contamination, harm to the 
encompassing condition, or present a potential threat to representatives and even inhabitants. Finding a center ground 
in such circumstances isn't simple, and sadly, as a general rule, organizations have been significantly more worried 
about the budgetary primary concern than with the security or wellbeing of individuals or nature.  

Organizations that get associated with advancing human welfare or altruism are thought to be magnanimous in 
nature. Those that give cash, and also time, preparation, and ability - particularly in the domain of wellbeing and drug 
- are an astounding case of a business that considers its social obligation important. Inside the United States, the well-
off are relied upon to help those less lucky, and that goes for enterprises, as well. Organizations that give to foundations, 
take part in neighborhood administrations, or generally bolster the network are regularly appreciated and gazed upward 
to. One of the biggest establishments in United States history was made by Microsoft originator Bill Gates. In the case 
of tending to AIDS or growth research or anything in the middle of, organizations that offer back to the network are 
considered socially mindful.  

With regards to qualities and social obligation, organizations and enterprises ought to deal with their investors, as 
well as have the capacity to profit society somehow. Now and again, organizations do as such in light of the fact that 
outcomes of disregarding tenets and directions, or making harm the earth, may end up being more harming than 
consenting to tail them in any case. For whatever length of time that a company seems to think about its workers and 
nature, the overall population is normally more than willing to think of them as socially dependable, which 
compensates the enterprise with higher stock qualities, more joyful representatives, and obviously, a superior notoriety. 
Organizations hug affect their encompassing networks and situations. One of the manners by which an organization 
influences any network is through its way to deal with its encompassing condition.  

 
2.4.2. Community and Ethics  

 
Developing worries about the earth have urged numerous organizations to roll out improvements in the way they 

outline and create merchandise for utilization. In the 1960s, people, in general, were made mindful of the risks of 
pesticides, to people as well as to the soil. Thus, the U.S. Natural Protection Agency was shaped in 1970 and has 
played a gigantic part in ensuring the earth. In ongoing history, numerous organizations have encountered mischances 
or poor operational strategies that have brought about contamination and even passing. Maybe a standout amongst the 
most celebrated of these is the fiasco that happened at the Union Carbide plant in India in the mid-1980s. Forty tons 
of a deadly substance used to make pesticides spilled from a capacity tank in India. The harmful cloud that framed 
quickly slaughtered in excess of 3,000 individuals and harmed several thousands more, a significant number of whom 
later kicked the bucket because of the introduction. Association Carbide made the prompt move and furthermore close 
down its plant in West Virginia. The administration sent medicinal supplies and help to India to survey the harm. 
Nonetheless, the mischance greatly affected the monetary and open picture of the organization. Negative reputation 
and jumping stock costs were only the start. Inevitably, Union Carbide paid out about $500 million in harms, and 
nearly $60 million in suit costs. The mishap at Union Carbide served to build familiarity with how United States-
claimed organizations are worked and kept up in outside nations. From that point forward, most worldwide 
organizations use staff from the United States for everyday activities and administration.  

At that point there was the Exxon Valdez calamity off the shoreline of Alaska in 1989, when an oil tanker steered 
into the rocks and heaved in excess of 11 million gallons of raw petroleum into Prince William Sound. In excess of 
800 miles of coastline was canvassed in oil. Incalculable thousands - if not millions - of ocean otters, fowls and other 
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marine life died. The fish populace took a very long time to try and start to recuperate from the pollution. Exxon 
contributed $2 billion to the cleanup, yet the organization's picture was everlastingly harmed. Such cases are just two 
of the cases of manners by which an organization may affect the money-related, social, and ecological parts of society. 
They can be viewed as moral issues since they include duties and commitments to investors, as well as to society and 
the earth. Everybody, from buyers to organization officials, was influenced by these issues. There is no industry or 
organization that does not, at any rate once, manage a moral issue or a deceptive representative. Irreconcilable 
situations, item security, publicizing, investors, and networks all assume a part in how an organization is seen by 
society.  

 
2.4.3. Ethics Versus Success  

 
In the above situation, plainly a few choices in circumstances are more included and entangled than direct issues. 

Since individuals hold distinctive qualities, it's frequently hard to state who is correct or who isn't right. Keep in mind 
that qualities were depicted as measures or convictions that urge individuals to carry on a specific way. Then again, 
hundreds, thousands, or even a large number of individuals might be influenced by choices made by one or a bunch 
of people more worried about budgetary accomplishment than with the earth or network’s wellbeing. No particular 
rundown exists that represents any partnership's duty to the earth. Principles and controls have been instituted in 
numerous businesses to help give direction and bearing, and open arrangement thinks about worries inside different 
fields of common assets, preservation, and securing the earth. Ecological issues that influence organizations may 
incorporate carelessness and risk, property rights, and essential moral ideas, for example, rights and obligations. For 
instance, what of atomic waste? While current society is depending increasingly on atomic vitality, we presently can't 
seem to decide a legitimate and ensured safe way in which to discard atomic waste. In such cases, resolutions to such 
issues will be left for our youngsters or grandkids to manage. With regards to ecological duties, verbal confrontations 
will proceed with moral contemplations and additionally moral ideas. For instance, a significant number of us may 
tend to lean toward safeguarding indigenous habitats since they are delightful, while others are permitted to be utilized 
and exhausted in light of the fact that they don't offer anything in the method for magnificence, entertainment, or value 
to humanity, as such. Securing jeopardized species is regularly a matter of relative sentiment. For instance, numerous 
Americans are not all that worried about horned owls as they are about saving the environment of the bald eagle. Since 
the bald eagle speaks to American individuals, it is normal and reasonable that an extraordinary proclivity has been 
related to the fledgling. Be that as it may, does that imply that another flying creature species isn't as significant? 
 
2.5. Relationship between Organizational Ethics and Corporate Social Responsibility (CSR) 

 
According to an ethical professor and blogger Chris MacDonald (2017) CSR is a subset, some portion of the bigger 

topic of organizational ethics.  
Organizational ethics is (as a field of study) the investigation of the whole scope of inquiries identified with good 

and bad in the realm of business. CSR is, entirely, just about the duties that enterprises (not people) need to society 
(not people). So, an organization's duties to a client are parts of organizational ethics, but not some part of CSR. Also, 
an organization's obligation to a representative is a piece of business ethics, but not some portion of CSR. In like 
manner, the duties an individual manager has to their representatives, or the other way around, are parts of business 
ethics, yet not some part of CSR.  

It's likewise worth bringing up those numerous individuals who don't regard CSR as all things considered a 
restricted theme. This is an oversight and prompts perplexity. In any case, there are absolutely individuals who regard 
CSR as though it's about the full scope of moral issues — even ones that are not about Corporations, or about Social 
issues, or Responsibilities. (MacDonald, 2017).  

On the other hand, Sinonen (2007) describes it by stating that organizational ethics is profitable for companies. In 
addition, the social responsibility is to increase its profits. He continued by stating that CSR incorporates business 
morals as a key factor. Great morals mean great corporate duty and gainfulness. High morals, high corporate obligation 
and great business would co be able to exist. In other words, he based on the readings from an article titled ‘Business 
and Organization Ethics’ demonstrates that the more ethical a company is, the higher possibility for it to be likewise 
dependable, feasible, and beneficially. The author absolutely agrees that organizations connected more moral which 
implies they would take in charge of the general public more conceivable outcomes. In the event that they couldn't 



 

51 

 

 

care less about moral, they not think about corporate social obligation. From author’s point of view, business moral is 
more fundamental and firms ought to apply business morals. (Sinonen 2007). 

Another author such as Huevel (2009) gives insights on this by giving more concrete examples. The author alludes 
that Organizational ethics covers all morals-related issues including the production network process, showcasing, and 
financing in every aspect of practical business. Be that as it may, CSR is exceptional for corporate duty, which is an 
obligation to society.  

Truth be told, companies have obligations to an assortment of partners including representatives, clients, nearby 
networks, and the earth. On the other hand, CSR is more spotlight on society really. For assist clarifications, business 
morals centers around duties regarding chiefs and representatives inside business specialists. In addition, business 
ethics need to take after related directions and laws. In any case, CSR centers around corporates and the general public. 
Also, CSR is somewhat moral commitment and conduct not related to directives or illicit. For instance, 2008 budgetary 
emergency made commentators challenge the morals of the administrators accountable for U.S. What's more, 
European money-related organizations and budgetary administrative bodies, which are business morals caused 
direction issues. Alternately, CSR won't cause unlawful issues (Huevel, K. et al., 2009). 

 
2.6. Empirical Evidence on CSR advancement in North Macedonia 
 

In 2008, Macedonia was the third country in the EU, after Denmark and Lithuania, to adopt a national CSR Agenda, 
as part of the Ministry’s of Economy ‘Programme for Stimulating Investment (2007-2010). According to EBRD this 
meant that: “the concept of CSR promotes and contributes towards increased competition of business entities and 
strengthening of public private dialogue in this area”.4 Furthermore in 2013, under the project “CORPORATE 
SOCIAL RESPONSIBILITY FOR ALL” the Macedonia National Review Report on CSR was published, which 
represented part of the EU subsidized undertaking (Ref: EuropeAid/132438/C/ACT/Multi) led by the Turkish 
Confederation of Employer Associations (TISK) in organization with:  

 
• The International Organization of Employers (IOE)  
• Business Confederation Macedonia (BCM)  
• Croatian Employers Association (CEA)  
• Montenegrin Employers Federation (MEF) and  
• National Council of Small and Medium Sized Private Enterprises in Romania (CNIPMMR).  
The venture has two particular goals: initially, to assemble mindfulness and limit in association/with a system of 

manager associations in South East Europe in regards to CSR so as to enhance their support in multi-partner exchange 
(and also their effect on open division change process) at national and global levels; furthermore, to make mindfulness 
and construct limit in the system of boss associations in the locale so as to control endeavors to affect society and to 
coordinate social, natural, moral, human rights and buyer worries into their business activities and center technique.  

Keeping in mind the end goal of achieving the particular targets of the venture and to construct the undertaking 
exercises with respect to strong ground, the task involves the arrangement of a National Review Report in each 
accomplice nation. This National Review Report on CSR is one of the essential exercises in this task. Every single 
other action will be formed in view of the discoveries of the national surveys led in five accomplice nations. The 
International Organization of Employers (IOE) gave specialized help with respect to the leading of the National 
Review Studies. The draft system (counting procedure, devices, information gathering procedure and revealing 
blueprint) is set up by IOE.  

The National Review Report involves two primary studies; the nation profile overview and friends’ study. The 
previous depends on assembling accessible data, information and writing while the last depends on applying an 
overview survey to organizations. This Macedonia National audit report has been set up by an autonomous research 
specialist in relationship with the Project Office specialists at the Business Confederation Macedonia (BCM). The 
examination group together with venture office specialists surveyed the draft structure including approach, devices, 
information accumulation process and detailing diagram that IOE provided and made essential changes and 
corrections. In every one of these endeavors nonetheless, we kept the similarity of instruments, information-gathering 

 
4 Document of the European Bank for Reconstruction and Development. “Strategy for the Former Yugoslav Republic of 
Macedonia 2010 – 2013”. June 2010. http://www.ebrd.com/downloads/country/strategy/macedonia.pdf 
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technique and announcing group with that of taking part nations flawless.  
 
 
 

2.6.1. CSR advancement Practices in North Macedonia  
 
The Ministry of Economy of the Republic of Macedonia goes about as a facilitator of CSR advancement exercises 

for state foundations. It has a committed unit for CSR advancement and gives a Secretariat to the National Coordinating 
Body on CSR – which is comprised of 17 institutions foundations and associations.  

 
Figure 1: Composition of the National Coordinating Body on CSR 

 
Source: http://www.cbcsr.mk/Default.aspx?id=bc5400d2-0fc9-4ac5-b3b3-bf57f42df1be 

 
According to the National Report Review Report (2013), the Coordinating Body performs multiple activities such 

as:  
• serves as a multi-partner gathering for strategy discoursed and discussions between different CSR partners;  
• drafts a national CSR strategy and through the Ministry of Economy submits it to the Government for reception;  
• coordinates exercise on advancing CSR among the individuals and different associations working in North 
Macedonia;  
• disseminates learning and best practice cases among individuals and different associations working in North 
Macedonia through starting and getting ready instructive materials on CSR and in addition learning, discourse, and 
backing occasions;  
• advocates for a superior domain for CSR;  
• raises and promotes support and assets for CSR advancement exercises.  

In 2007 and 2008, the Body attempted real interviews to draft North Macedonia's first open strategy archive for 
invigorating CSR – the National CSR Agenda, 2008– 2012. It stipulated 11 measures and 43 exercises for achieving 
three targets: 
• Raising mindfulness on CSR;  
• Developing the limits and capabilities to help standard CSR;  
• Ensuring an empowering situation for CSR.  

As the market motivating forces for socially capable conduct of organizations are still fairly simple in North 
Macedonia's specific situation, people in general area establishments have a key part to play in advancing CSR and in 
making an empowering domain. Along these lines, the most complex measures and exercises identify with crafted by 
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open division foundations require joint exercises and an organized approach between various organizations. Thirteen 
state organizations and other open division controllers have the commitment to lead exercises went for fortifying CSR, 
and the Ministry of Economy is planning their work and assembling data from them for yearly advance preparation to 
the Government. Delegates of employers and business affiliations are most dynamic in pushing forward CSR activities.  

There are various common society lead activities to advance CSR, for example, the yearly honor on altruism and 
social obligation introduced by the Center on Institutional Development, or the universal summer school on CSR 
sorted out by the Faculty of Economics in Skopje and AIESEC.  

In the period 2005 – 2007 a few vital CSR examines and studies were led. The primary review on CSR in North 
Macedonia was composed in 2005 for the motivations behind UNDP's arranging of the advancement of the UN Global 
Compact Network. In 2006 the UNDP embraced an investigation on CSR encounters and needs in the nation. It 
included an organization-level survey, two concentration bunches comprising agents of media and NGOs, and a survey 
directed among delegates of monetary chambers. The outcomes concentrated on the degree of commitment, learning 
and investment in CSR activities, additionally premiums of corporate and non-corporate on-screen characters, 
including boundaries and inspirations that could animate or keep them from participating in additionally activity in 
the circle of CSR.  

In 2007, the UNDP and the European Commission supported a Baseline Study on CSR in North Macedonia. The 
report depended on a far-reaching study including top-level administration of organizations all through Macedonia, 
meetings of state performing artists and different partners, and work area examine. It gave understanding into the 
applicable associations and activities managing CSR countrywide; a diagnostic preview of the CSR circumstance 
among organizations working in the nation; and additionally, valuable proposals for organizations, government and 
common society associations in the CSR circle. This filled in as a reason for building up the institutional setup of 
Macedonia's CSR open approach, and as key investigative hotspot for the arrangement measures that were later 
created. 

 
2.6.2. Fair and Ethical Business Behavior as Part of CSR Priorities and Activities in North Macedonia 

 
According to the research conducted under the project “CSR for ALL” and as presented in the North Macedonia 

National Review Report (see Figure 2), companies were asked to select and rank up to three CSR areas that are of high 
priority. The results have shown that securing jobs, support for culture, science and sports and responsibility towards 
employees are the top three CSR areas of the highest importance, while fair and ethical behavior was rated with 25 %. 

 
Figure 2 Selection and ranking of CSR areas of high priority 

 
Source: http://csrforall.eu/en/icerik/reports/Macedonia-National-Review-Report.pdf 
 
The accompanying content assesses particular CSR practices of organizations. Respondents of the study “CSR for 

all” were also requested to fill in a five-level Likert scale with an arrangement of proclamations in regards to seven 
most basic CSR kinds of exercises:  
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1) commitment towards employees, 
2) respecting human rights,  
3)  community engagement, 
4)  environmental activities,  
5)  engaging with the supply chain,  
6)  fair business behavior and  
7)  providing remedy. 
On the issue of treatment of representatives, organizations exhibited a genuinely solid level of commitment with 

dominant part of organizations showing understanding or solid concurrence with the stipulated CSR exercises. The 
two articulations which accumulated sturdiest understanding among organizations were that the organization has set 
up non-biased approaches (95.5%), and that it advances solid and safe workplace (95.3%). A generally abnormal state 
of difference was noted on the announcement that the organization attempts measures to enlist and utilize incapacitated 
individuals (15.9%), which is additionally portrayed with the most abnormal number of undecided respondents 
(24.3%). The last can be accommodated with the high acknowledgment of non-biased strategies either by the 
commonness of an exceptionally slender comprehension of non-separation, or by logical troubles for organizations to 
participate in labor advertise consideration of people with inability. Another region where extensive opportunity to get 
better exists are organization input systems that enable workers to raise issues of worry, with 12.5% not monitoring 
great practice in their organizations. 

According to the survey findings published on the Macedonia National Review Report (2013) on CSR the 
conclusions are as follows:  
 The first open approach report for invigorating CSR, the National CSR Agenda 2008– 2012, was effectively 

executed, adding to: impressive increment in CSR mindfulness among administrators and the overall population, 
outfitting organizations with learning and devices to aid usage, and making further motivating forces for socially 
capable conduct.  

 A new arrangement archives to animate CSR from 2013 onwards is yet to be produced.  
 The term CSR has turned into a natural one in Macedonia's business network in the previous ten years. Agents of 

bosses and business relationships, and additionally respectful society associations are exceptionally dynamic in 
pushing forward CSR activities, and hold intermittent occasions which bring issues to light of specific fragments 
of CSR or distribute usage apparatuses.  

 Still, a larger part of organizations does not have a division that is unequivocally accountable for CSR endeavors, 
indicating the absence of key approach towards CSR. The prevalence of smaller scale and little endeavors in 
Macedonia's economy is additionally ominous to building up an appropriate hierarchical structure in organizations 
which satisfactorily considers CSR.  

 Companies appear to be seen as being to a great extent focused on the workers, in spite of the fact that strategies 
for selecting and utilizing handicapped individuals and giving organization criticism instruments that enable 
partners to raise issues of concern may offer opportunity to get better.  

 Responsibility to secure human rights is something that most organizations buy in to through open responsibilities, 
however the procedures and standards depicted in the UN Guiding  
Standards on Business and Human Rights appear to be obscure to a significant number of respondents.  

 Support to social activities and instruction are top positioning network commitment exercises.  
 Attracting and persuading workers was most convincing purpose behind taking part in CSR exercises. 

Organizations likewise referred to that associate organizations or contender’s activities have inspired them to get 
more dynamic in the field of CSR. Enthusiasm from clients and the Government additionally appears to assume an 
imperative part in pushing organizations to overhaul their social obligation contemplations and endeavors.  

 Only 6% of organizations guaranteed they utilized one of the comprehensively acclaimed instruments and devices 
while tending to social obligations. Aside from ISO 26000, and the UN Global Minimal it is obvious that other 
CSR instruments are as yet not perceived in Macedonia's business network.  

 Almost 33% of respondents said they have an open duty to CSR, while half expressed they have a set of principles. 
Just 28% referred they freely write about CSR exercises and half counseled outer partners to comprehend duties.  
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 The basic difficulties in the contribution of business elements in CSR exercises appear to be the ominous business 
condition in which enactment isn't implemented, the absence of time and different assets to take after CSR 
improvements and the absence of vital bearing on where to center restricted assets and consideration.  

 A noteworthy number of respondents (22%) conceded they don't recognize what a far-reaching CSR approach 
ought to contain  

 Almost 75% of respondents guaranteed they know about government activities, arrangements or measures to help 
or advance CSR in Macedonia. There is a solid agreement among the business network that CSR strong measures 
are required.  

 47% of respondents communicated enthusiasm to take part in the trainings later on in the undertaking. 
The primary suggestions from the report were as follows:  

 A new mid-term open approach record on fortifying CSR is expected to give advance motivating forces, limit 
building systems, and perceivability for best practice organizations.  

 Improving the business condition for mindful business conduct by advancing guideline of law and changing 
enactment to join CSR concerns and issues.  

 Aspects of CSR commitment which justify advance limit building support are: formulating and actualizing 
strategies for enlisting and utilizing debilitated individuals; squander reusing approaches; distinguishing, surveying 
and overseeing dangers of defilement and irreconcilable situation; consistence, morals and anticorruption programs.  

 Support instruments should be produced to help the take-up of natural administration frameworks.  
 CSR instruments which justify advance limit building backing and great practice illustrations are: creating and 

actualizing a CSR approach and fusing CSR in business technique; archiving and giving an account of CSR 
exercises, execution and effects; organization criticism components that enable partners to raise issues of concern;  

 Capacity to apply all-inclusive acclaimed instruments and apparatuses for tending to social obligations, for example, 
the UN Guiding Principles on Business and Human Rights and ISO 26000, ought to be reinforced through trainings, 
coaching backing and aides in nearby dialects. 
 

2.6.3. Socially Responsible and Ethical-Management Organizations in North Macedonia for 2010 
 

As an additional motivation or acknowledgement for companies that promote Corporate Social Responsobility, the 
CSR Coordinating Body of the Republic of North Macedonia on 26th of October 2011 declared the National CSR 
Awards for 2010. 38 extensive organizations and SMEs connected with 63 ventures. From them, 11 were granted for 
best CSR Practices for 2010. The honors and the plaques for expansive organizations and SMEs were exhibited in five 
classifications:  
 Employee Relations 
 Ethical Management 
 Supplier/Consumer Relations 
 Environment 
 Investment in the Community 
 

Award Winners Large Companies  
Employee Relations Makedonski telekom and T-

Mobile Macedonia, Project: SAP 
Modul and Johnson Controls 
Macedonia DOOEL 

Project: Increase of the 
employee`s satisfaction; 

 

Ethical Management Alkaloid AD Skopje, Project: The FairWild standard 
- crown of the 75-year tradition 
of high values; 

 
Supplier/Consumer Relations FENI Industry AD Project: Transparent and fair 

procurement; 
Environment Cementarnica USJE AD, Project: The biodiversity of the 

artificial ponds in Cement USJE 
AD; 
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Investment in the Community AD Elektrani na Makedonija 
 
 
 

 

Project: CSR Declaration/ 
donation of otorhinolaryngology 
surgical microscope and 
Makedonski Telekom AD, Project: 
5 radio dramas 

 
Award Winners SMEs’  
Ethical Management FARMAHEM –Skopje Project: Management transparency 

and involvement of employees in 
decision making; 
 

Supplier/Consumer Relations Donia DOO Project: E-research of the 
market (opinion of suppliers 
and customers); 

 
Environment Adora Engineering DOOEL Project: We are building the future 

together 
Investment in the Community TTK Bank AD  Project: TTK Bank supporting 

the community. 
 

 
The ceremony of the awards was attended by more than 150 agents from the business network in Macedonia. This 

was a reasonable marker of enthusiasm for socially capable practices.  
The Awards for Best Corporate Social Responsibility Practices in Macedonia are sorted out inside the venture: 

"Corporate social duty in the Republic of Macedonia", which is financed by the European Union and actualized by the 
Ministry of Economy in organization with: The Macedonian Enterprise Development Foundation, the Association of 
Chambers of Commerce of Macedonia and the Association Konekt. 

 
3. CONCLUSION AND RECOMMENDATIONS 
 

In a present day, one of the initial steps for a contemporary business and forward-looking company is to make an 
ideal organizational culture consisting of employees and managers who do follow moral and ethical values and practice 
those rules and guides in business dealings. This is particularly essential for the long keep running of the business 
organizations and their achievement in trying to succeed in the time of globalization and the presence of solid rivalry 
in the worldwide market. In such circumstances, where from all businesses is required to perform in its highest 
potential, an ethical image of the organization is a must. This study contributes to the other extra inquiries to be 
addressed and answered by future researches. It also must be added that this kind of research laid the foundations for 
further studies on the field of ethics because until now has been uncommon in North Macedonia, and it would be the 
best to reproduce a similar report on different employees to give more information about Macedonian representatives 
and their moral qualities and standards on which they base their attitude and behavior. Additionally, future 
considerations toward research topics like this will most likely upgrade the organizations and the educational 
framework to make greater strides in training and trying to open up horizons for the employees in these points and 
make more noteworthy familiarity with the theme and approaches to display right qualities in the younger generations 
so as to be able to increase the levels of awareness and act even more ethically within their working environments.  
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ABSTRACT 

Due to the nature of film production and the market in which the film performs, the consumer is specific and unique. 
In the language of the market economy, "consumer market" and "consumer goods" mean the placement of consumer 
products that satisfy the individual needs of people. This market is heterogeneous and impulsive. Therefore, the main 
hypothesis of this paper is shaping processes through which the principles of competitive advantage and digital 
production determine the contemporary film form. Bearing in mind that the rest of these originate from the 
applicability of methodological principles and theoretical aspects for building competitive advantage in film 
production, including the single hypotheses.  
Hence, different types of narrative can be found within the scope of the term cyberdrama, as the digital form of 
storytelling that is currently being formed encompasses different formats and styles, which nevertheless ultimately 
represent one distinctive entity. That form will not carry the prefix "interactive" film, spot, advertisement, etc. 
regardless of how much it relies on tradition. On the contrary, it is a new way of telling stories suitable for the new 
digital media. 
 

KEYWORDS: Film, production, competitive, cyberdrama, storytelling 

JEL CLASSIFICATION CODES: O34, Z11, O32 

1. INTRODUCTION 

The creative activity is the most important part of a creative economy whose currency is intellectual property. 
The impact of creativity in the economy is not limited to certain sectors. Intellectual property is a key element of 
traditional industries, such as the automotive (patents, design) or agriculture one (whose biotechnological products 
are considered as an integral part of it). In addition to industries based on copyright and related rights and which 
generally conflict with creative activities, there are other industries such as patent and licensing (science, innovation, 
research and development), trademark, and trademark industries in which value is based on design, and form is more 
important than content. 

By its broader definition, creativity and the economy of the creative industry include other industries, while, at 
the same time, the definition of culture has been expanded to include both popular and commercial sources of 
entertainment. 

In the competition for funds and prestige, the cultural sector highlights its economic impact (measured in jobs, 
distribution/export earnings, contribution to the GDP) and economic importance (in the context of promotion of the 
public interest, quality of life, sophistication). The result of these processes is the emergence of the creative economy, 
which prevails as an all-encompassing (complete, rounded, separate) phenomenon. Thus, industrial creativity 
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(dynamic managers who "draw strength from chaos") and the industrialization of creativity (it's not the quality that 
matters, it's the performance that counts) come together in a neoliberalist glorification of the value of the new creative 
economy. According to its proponents in industry, politics and the arts, the creative economy is the beginning of a 
new industrial age based on culture and creativity, not material goods. 

Hence, the factors that dictate the modern economy directly affect the production of the "Andromeda Galaxy". 
The creative economy is associated with a fundamental change in the industrial order - shopping in stores has been 
replaced by online shopping via the Internet. The Andromeda Galaxy production, in addition to the pressure brought 
about by (the absence of) economies of scale, is directly exposed to the rigors of online marketing. 

 
2.1 Factors of the creative economy  

 
The purpose of this paper is to reject arbitrary descriptions of the creative industry and the creative economy, to 

offer an applicable and usable definition of competitive advantage in film production in Macedonia (and the region). 
Namely, research on competitive advantage in film production speaks of its absence and spontaneous response to 
market circumstances. From there, "The Andromeda Galaxy" implies a strategic approach that overcomes the absence 
of a strategic decision, and faces economic factors that immediately limit the exploitation of the film. Namely, the 
small budget of the film (initially only 130,000 Euros from Kosovo and the own contribution of "DMF" from 
Macedonia). On the one hand, this starting position limits the production of the film in terms of implementing the 
most modern technologies. On the other hand, accepting those circumstances implies an appropriate strategy: a 
strategy of focus. The production of The Andromeda Galaxy rethinks the context of the creative industries, treating 
production (of film) as a set of different types of business practice, work models and organization - in which creativity 
is applied and examined. To this end, "The Andromeda Galaxy" is a work whose production (filming) is based on the 
practice of the French new wave - an extremely small crew, many ad hoc locations, excellent acting and a seriously 
synchronized tandem - director and director of photography. Keeping budget constraints in mind, the duo imposes a 
heavily stylized aesthetic that often relies on digital technology. With that, the film acquires a visual narrative 
recognizable to the young audience, which further allows the audience to connect with the work and the film's story. 

Furthermore, all managers, i.e. producers, are looking for a creative approach that would be a solution for 
organizational changes, strategy and marketing. Some of those approaches rest on sterile concepts of creativity and 
are not coherent with the creative processes themselves. The Andromeda Galaxy proves that creativity is more than 
raw risk-taking and unconventional thinking. As mentioned earlier, the production of this film is based on a 
competitive focus strategy. This strategy is completely based on one narrower segment. Namely, in this case, the 
producers first decide to focus on one segment, and then adjust their strategy for working only in that segment, 
excluding the others. Optimizing the strategy in relation to the selected segment, the production of the "Andromeda 
Galaxy" achieves a competitive advantage. More specifically, "DMF" together with "Arena" decided to shoot 
according to a script which in its final form implies a film whose content is current and suitable for distribution to a 
niche audience. Through the subject of the film - which is intimate in itself, director More Racha reaches out to an 
audience that needs new, bold films that transform them from the inside. The creative team with a passion for engaging 
storytelling and jaw-dropping photography offers a unique concept that turns wishes into reality (in the context of 
cinematic action). 

The focus-based strategy generally comes in two varieties. The first variant, which refers to the focus of costs, 
implies that the organization tries to realize the advantage of low costs in the chosen segment, while the second 
variant, which refers to the focus of differentiation, implies building differentiation in the given segment. Both variants 
are based on the differences between the selected segment and the remaining segments. The selected segment must 
either have an audience with unusual needs (high art) as in the present case, or the production and delivery system 
that most effectively meets the needs of the selected segment must be different from the other segments. "The 
Andromeda Galaxy" shot with almost no budget, at first analysis gives the impression that the focus is on low costs. 
However, the written script is cleverly chosen to target a niche audience in a specific segment. The festival awards of 
this film, as well as the participation in renowned festivals, speak for it. The film builds an aesthetic that packs all the 
elements for a contemporary audience that recognizes originality. The form itself, on the other hand, makes the film 
accessible and especially attractive for the festival audience. Cost focus uses the differences in spending behavior of 
some segments, while differentiation focus uses the special needs of the audience in a certain segment, in this case 
the aforementioned audience. Accordingly, an organization that chooses to focus can achieve a competitive advantage 
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only if it devotes itself exclusively to a certain segment, as is the case with the Andromeda Galaxy. 
In order for an organization to achieve above-average results, in addition to the fact that in the specific segment 

it should achieve sustainable leadership in costs or in differentiation, the attractiveness of that segment is of crucial 
importance, because not all segments are equally profitable. In the economic sector, there is often room for more 
sustainable strategies based on focus, provided that the organization decides on different segments. From an economic 
point of view, taking into account the development of the market, "The Andromeda Galaxy" does not represent a 
work from which economic profitability is expected. The economic rationale, which must always exist, for this work, 
is to establish a foundation upon which to produce films following the same strategic principles with greater potential 
for financial retribution. 

Hence, it can be concluded that creative activities and economic policy directly meet in the international arena. 
At a basic level, the internationalization of the world economy is the context in which much of cultural production, 
distribution, and consumption takes place. Globalization is one of the key factors affecting the transformation of the 
international economy in recent years. According to this, the future of economic profitability of digital media is in the 
global market. 

The local context of the "Andromeda Galaxy'' facing the global market is a paradigmatic case of the clash of 
economic and cultural values in decision-making. Thus, in the international market for audiovisual products, on the 
one hand, operating cinemas such as the United States, which have access to economies of scale and which in many 
parts of the world see market penetration, are ready to resist any intervention that would limit their access to that 
market. On the other hand, the cinematography of many countries (including Macedonia) which import those 
products, only suppress their own production and placement both in domestic and even more so in foreign markets. 

 
2.2. Visual-narrative contexts and meanings 
 

Dario Sekulovski, the director of photography of the "Andromeda Galaxy" in his master's thesis "The meaning of 
the frame in the visual film narrative of the film "Andromeda Galaxy5" refers to the definition of Tom Guinness, who 
understands the moving image as rediscovering the wonder of the first audience, while acquiring a wide range of 
connections in which all these gestures, movements, activities, enigmatic objects and flickering light will not form a 
true lexicon, but a spectrum of possibilities, a table of combinations, the raw material of a new artistic form of collage 
and montage. 

Considering the fact that films inevitably create "effects" that are the product of powerful communication 
processes, managed by different viewers in different ways - based on their "formation" and their "competence", it is 
a challenge for any author to predict the exciting dimension of film reaction. Practically, this is the main authorial 
axis along which "The Andromeda Galaxy" is seen. 

This artistic discourse supports the production strategy of the play. Since the film work is a "communication", the 
bearer of the communication exchange, in this case, it is necessary to insist on the precise determination of the visual-
narrative contexts and meanings that clearly function in the interpretation and identification of the author-spectator 
relationship. That, by itself, in the pre-production phase determines numerous film solutions through which 
Sekulovski interprets the aspects that influence them to be perceived as implanted "regulators" in the communication 
process, as "landmarks" that will direct attention in an appropriate and desired direction. 

Given the function they have in scenes where verbal dialogue is foreseen and dominated, non-verbal shots should: 
● To emphasize the verbal dialogue; 
● To substitute the verbal dialogue; 
● to complement the verbal dialogue. 
Before the start of the filming of the movie "Andromeda Galaxy", it is necessary to show skill in devising solutions, 

that is, to manifest "reconnaissance" of various alternative possible solutions, from which the best ones will be chosen. 
The assigned task refers to the creation of a compact visual-narrative context, which shows that the "established" 
directions are universal landmarks in the decoding of the visual narration and are carriers of a precise communication 
exchange, which establishes a clear perception of the author's intention among the viewers. 

The feature film "The Andromeda Galaxy" is produced by "Arena" from Kosovo, and the co-producers are "DMF" 
from Macedonia, "39 Films" from Italy, "Nephilim Producciones" and "No Problem Sonido" from Spain. The director 

 
5 Sekulovski, Dario. (2021).The meaning of the frame in the visual narrative of the film "Andromeda Galaxy". 
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and screenwriter of the film is More Racha. 
The greatest challenge for the producers and the author's team is the preservation of the creative aspects, in 

conditions of a budget deficit that is below expectations and predictions. More developed markets classify these 
projects as "no budget productions". It necessarily imposes a need for adjustment and finding solutions that enable a 
rational, efficient and effective production phase, without concessions in the creative component. That is why, in the 
pre-production phase, a large number of directorial and screenwriting solutions are defined/redefined, which, according 
to the author's expectations and observations, to the greatest extent of the director of photography and the director, 
need to influence the visual-narrative component. They necessarily encourage the ability to think and understand what 
is shown with the help of film rhetoric, and the solutions offered interact with the author's intentions and the "reading" 
of what is offered by the viewers. 

During this process, they keep coming back to the following questions: 
● How will those decisions affect the final product? 
● What will they cause in the viewer? 
● What emotions will arouse them, what information is important for the story and in what way is it placed? 
Thinking in this context, keeping in mind the story, it was decided to shoot the majority of the film with a "hand-

held" camera, with the intention of enhancing the sense of reality and presence, establishing a documentary-veristic 
believability. The same premise is the starting point in the choice of lenses and the way the film is lit, limiting itself to 
a small number of lenses, and those chosen are of normal vision to enhance the sense of reality. Sekulovski and Racha 
successfully "insert" the camera, which is still "invisible", appropriately styled and in function of the story. The limited 
budget and financial margins prove to be crucial in the lighting decisions, that is, the solutions require an exceptional 
creative effort for light-illumination procedures that will not be detrimental to the photographic-recording experience. 
Working with the so-called existing light, it is appropriately upgraded in the locations, but following the style that 
aspects the intentions to approach the spirit of the spatial-temporal dimension and the actions in the film. Diffuse, soft 
and in large parts of the frame overexposed lighting was chosen, with the sole purpose of approaching and interpreting 
the visual component appropriately with feelings, the fate of the main/main characters and events in the film story. In 
other words, all aesthetic decisions are made for functional reasons. 

In the following, examples are indicated that apostrophes the procedures, dilemmas and final solutions that affect 
the definition of the visual narrative of the film and the meaning of the frame/frames. 

A key element in defining the frames in the scenes is the joint approach of the director and the director of 
photography to the visual parameters and the intention to prioritize the latent values of the non-verbal context, which, 
according to them, should interpret and strengthen the emotional experience of the work as a whole. It motivates them 
to condense and rationalize the narrative content, highlighting the visual and creating specific cinematic poetics. 
Considering that such a procedure will contribute to strengthening the narrative flow through layers in the visual-
content film framework. 

 

2. Conclusion 
 

Such a concept is applied in all scenes, substituting the non-verbal context as the pivot of the film and the way of 
framing and construction of the scenes, their arrangement, context and observational sensitivity when following the 
action in the film. In the first two scenes, all unnecessary dialogue lines were removed in pre-production, and the 
emphasis was placed on active grading of information. The overall combination of shots (driving in a car, static shots, 
in-car camera, hand-held camera, etc.) aims to introduce and familiarize us with the main character, but also through 
a visual metaphor (the characters are driving in a car) to suggest the painful life paths of the main character. 

Practically, the financial constraint is the basic aesthetic motive. In the context of competitive strategy, technical 
limitations are not an inhibitor, but on the contrary - a basic element on which the strategic decision to enter a specific 
segment is based. Thus, what initially appears as a disadvantage is actually an aggregator of differentiation. The 
insufficiency of technique and logistical support motivates the entire production team to build a visual narrative that is 
unique and most importantly - desirable and meaningful to the audience. 

A striking example of the solutions that express the strategy is the scene in which Shpetim and the prostitute discuss 
their children. The scene itself has a complex symbolic and informative nature. This scene "presents" the image and 
character of Shpetim, but also of the prostitute, who in the continuation of the film story has a key and significant role. 
By choosing simplicity in the compositional-artistic expressiveness of the shots used and their variation on two planes 



 

62 

 

 

(SKP and SP), the attention is kept on the main character, his masterful and appropriate acting variations that very 
clearly and precisely define the character of the honest, hard-working, but a very unfortunate man who clumsily 
navigates the corrupt and dishonest society. On the other hand, the medium shot of the prostitute is an appropriate 
replica of the work of art "Nude Maya" by Francisco de Goya, which the Inquisition describes as "indecent and harmful 
to the public good", and which for the film's needs shapes the character of the prostitute into "indecent, but because of 
the bad public good.' The intimate approach to her SKP is when she talks about her son, that is, when mutual closeness, 
sincerity and connection are established. 

This section from the film, which is an essential part of Dario Sekulovski master's thesis, talks about the 
implementation of strategic decisions. The artist's discourse and visual-narrative meanings are in favor of focusing the 
strategy towards a specific and limited segment. All film elements are in function of precise and clear communication 
with the audience. A clear message is conveyed with a minimalist manner and strong indications. That combination 
contributes to a sincere and deeper experience on the part of the audience, and that is the audience that needs a clean 
author's manuscript and wants to be exposed to emotional pressure that does not leave them indifferent at the end of 
the cinema show. 
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