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EDITORIAL 

 

Aneta Risteska Jankuloska 

 

Southeast European Review of Business and Economics (SERBE) is a 

peer reviewed academic journal published by the Faculty of Economics-

Prilep, University “St. Kliment Ohridski”-Bitola, Macedonia. It has been 

founded on the rich academic and publishing heritage, including the 

Yearbook of the Faculty of Economics-Prilep and Proceedings from a 

number of international conferences. Based on this tradition, our intention is 

to publish original papers, which have not been previously published or 

submitted for reviewing to other journals. 

The process of transition and the subsequent post-transitional 

development in Southeast Europe have engendered peculiar socio-economic 

phenomena that deserve comprehensive and systematic analysis. In addition, 

the war operations and political crises in many countries, the actual 

environmental, sociological, and health-related circumstances are putting 

substantial pressure on governments, organizations, and enterprises 

throughout the world to respond quickly. To meet the immense problems 

they face, countries, communities, businesses, ecosystems, and even 

individuals must rethink their roles and responsibilities, and rebuild their 

competitiveness. Hence, we encourage experienced scholars, business 

practitioners as well as young researchers to submit their original work on 

various problems in the areas of business and economics. 

In this number of Southeast European Review of Business and 

Economics (SERBE) are presented selected papers from the XII 

International Conference “Economy, Business & Society in Digitalized 

Environment (EBSiDE 2022)” held at the Faculty of Economics - Prilep. 
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CHALLENGES OF THE INTRODUCTION OF THE DIGITAL 

EURO - SEARCH FOR A COMPATIBILITY MODEL FOR NORTH 

MACEDONIA 

 

 
Andrej Ilievski1,  Mario Pečarić2  

 

 

Abstract 

 
The introduction of the digital euro will have an impact on the 

implementation of the financial policy of North Macedonia. Based on an assessment 

of its own interests and capabilities, North Macedonia can decide on a model for 

compatibility with the digital euro. The paper analyses three possible models for 

cross-border system compatibility. Assuming that a digital euro provides a new 

channel for the transmission of domestic monetary policy shocks, the basic cross-

border effects of the introduction of the digital euro can be summarised as an 

increase in euroisation, a reduction in monetary policy independence and a 

reduction in the creditor function of last resort. These effects need to be countered 

with integrated smart features such as automatic remuneration and bilateral 

cooperation with the ECB or a combination of these models. According to the 

analysis, this functionality can be achieved through the model, which is a 

technological bridge between the systems, as opposed to the model, which is a 

separate system, or the model, which is integrated. Although the proposed model is 

the most desirable in terms of potential gains and addressing potential risks, this 

model involves the development of an own digital currency (digital denar). 

 

Keywords: Digital Euro, Compatibility Model for North Macedonia, Digital 

euro Challenges. 
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1. Introduction 

 

Research on the advantages and disadvantages of introducing 

centralised central bank digital currencies (CBDCs) has been particularly 

topical recently. Indeed, numerous advantages are highlighted and a number 

of pilot projects exist, regardless of the degree and size of countries. Due to 

the importance of the euro area and the euro integration process, the 

introduction of the digital euro is of particular importance in research.  

Digital euro might benefit the EU's overall economic policy (EU) by 

providing a secure digital asset with cutting-edge functions alongside 

currency, it might be able to meet the evolving payment needs of a modern 

economy. The public sector may end up being in the greatest position to 

provide the security, scope, level of accessibility, and convenience required 

to permit individuals, companies, and financial institutions to engage in the 

digital payment industry.  

Depending on the model chosen, not only the non-euro countries of 

the EU are affected, but also third countries, especially those in the process 

of European integration, including North Macedonia. Unfortunately, there 

are very few studies of this kind, even in conceptual form, both because of 

the uncertainty about the final model of the digital euro, whose introduction 

is more important especially for retail than for wholesale, and because of the 

passive attitude of small open economies, whose fate is expected sooner or 

later in the Eurozone, so that the strategy of waiting is the most acceptable. 

One of the main objectives of the introduction of the digital euro is to 

expand the international role of the euro. According to ECB the digital euro 

will be introduced alongside cash, and it would not replace it (European Central 

Bank, 2020). Thus, there is one goal of expanding the international importance 

of the euro, which is to be expected to be affected in a certain way in North 

Macedonia. North Macedonia is highly euroized country (high share of 

credit and deposit euroization) with a fixed exchange rate pegged to the euro. 

The issue of currency sovereignty is not crucial for the country. Remittances 

from abroad in euro are a significant source of foreign exchange in the 

country. Additionally, North Macedonia has agreement with the ECB for the 

use of repo agreement which provide exchange rate stability. 

Taking into account the adopted account-based model of the 

introduction of the digital euro on the one hand, and the interests of North 

Macedonia on the other, the paper analyses the strategy and fundamentals of 

a model-based solution approach that would be compatible with the digital 

euro and would allow for rapid integration with minimal adjustment costs. 

The main objective of this paper is to open the conceptual issues of the 

impact of the introduction of the digital euro for North Macedonia, as well as 

to highlight the limitations and obstacles. 
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Macedonia has to rely more on its own development, although this 

implies the use of an interlink model, which implies the use of the positive 

effects of digital currency through a system that will be compatible or linked 

to the ECB.  

The ECB analysis highlights the necessity for a cap on the usage of a 

digital euro outside the eurozone, particularly when considering the cross-

border effects. To be coordinated through international coordination with 

other central banks, such a limit may be required to stop uncontrollable 

capital flows (Report on a digital euro, 2020). To ensure that it does not 

cause unduly volatile money flows or exchange rates, the architecture of the 

digital euro should incorporate certain conditions for access and use by 

citizens outside the euro region. 

The National Bank of North Macedonia cannot, however, be coerced 

into beginning construction on their own CBDC. Nonetheless, the National 

Bank of North Macedonia is still now free to decide whether to become a 

partner in the system's architecture. Later, as the technology gap between the 

Eurozone and North Macedonia widens, it is more likely that North 

Macedonia will have to embrace pre-made EU solutions to maintain control 

over currency flows and its own monetary policy. Therefore, the National 

Bank of North Macedonia would be best served to re-evaluate its position on 

a digital denar and start working aggressively with the EU now to create a 

cross-currency system that is appropriate for its domestic monetary policy 

(Pečarić et al, 2022). 

Within the proposed BIS (2021) models as a theoretical starting 

framework and taking into account the constraints of North Macedonia, an 

active adaptation strategy is proposed. The challenges of the digital euro are 

an opportunity to improve and reform the financial system of North 

Macedonia with the help of FinTech’s in order to make finances more 

efficient. For the case of North Macedonia, we propose Networked CBDC 

systems. It might expand on these potential enhancements and offer more 

protection. 

The contents of the paper are reproduced below: The second part is 

devoted to the possible choice of the digital euro model and the cross-border 

implications of the digital euro. The focus is on the trade-off between the 

choice of model and the expected impact, with financial technologies aimed 

at achieving the objectives. Based on the findings of the second part, the 

possible strategies and models of compatibility with the digital euro in 

Northern Macedonia are analysed in order to select a conceptual model. New 

insights on this topic can be found in the concluding remarks at the end. 
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2. Digital Euro 

 

2.1 The digital Euro probable model 

 

According to Pečarić et al (2022), we can anticipate that the most 

likely design of a digital euro will be legal tender constructed on a hybrid 

account-based system with potential tokenization features at a later stage. 

Cipollone (2021) emphasises that the creation of the digital euro is a very 

complex project from an economic, technical, legal and organisational point 

of view. The choice of an institutional solution is a weighing of the 

advantages and disadvantages of the identified models in the context of 

achieving the set objectives with the introduction of the digital euro. The 

new means of payment must be widely available, even to those who do not 

have a bank account, easy to use, secure and resistant to cyber-attacks or 

network failures. It must also protect privacy while allowing for verification. 

One of the biggest challenges will be to limit bank disintermediation. 

Although this risk is probably overestimated, it is crucial for Europe as 

European businesses, especially SMEs, rely heavily on bank intermediation. 

Papers and publications from ECB list two main models, the account-based 

model and the token-based model. The account-based model is further 

divided into direct retail, indirect retail and hybrid digital euro retail. Each of 

the models has its advantages and disadvantages(Pečarić et al. 2022). 

The analyses show that the objectives of the digital euro are best 

achieved in an account-based model - a hybrid retail form - as it enables 

improved digital efficiency at a very high level, it has similar characteristics 

to cash and it enables competition and digital transformation of the European 

Union and the banking sector. In addition, the security system will be 

fulfilled, the international role of the euro will be significantly strengthened, 

cost savings will be clearly visible and environmental sustainability will also 

be fulfilled. Financial inclusion is much more promoted, financial stability is 

visible, anonymity of transactions is not fulfilled in any model, including this 

one. The main arguments in favour of the account-based model, or more 

precisely the hybrid model, are the use of the infrastructure already in place, 

which allows for lower costs for the introduction of the digital euro, 

technological resilience and resource efficiency. 

 

2.2. Cross-border effects of a digital euro 

 

Through integrated smart features like automatic remuneration, 

bilateral engagement with euro-embedded nations, or a mix of those two 

strategies, cross-border effects, particularly those relating to currency 

substitution and currency hording, will need to be addressed. Without these 
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protections, adverse effects could occur both within the Eurozone and in the 

afflicted counties outside of it. 

The ECB analysis highlights the necessity for a cap on the usage of a 

digital euro outside the eurozone, particularly when considering the cross-

border effects. To be coordinated through international coordination with 

other central banks, such a limit may be required to stop uncontrollable 

capital flows (Report on a digital euro, 2020). To ensure that it does not 

cause unduly volatile money flows or exchange rates, the architecture of the 

digital euro should incorporate certain conditions for access and use by 

citizens outside the euro region. The adoption of a digital euro is projected to 

have several cross-border implications. 

First, by providing a new conduit for the transmission of domestic 

monetary policy shocks, a digital euro might enhance their cross-border 

spillover effects. New digital forms of payments might evade existing capital 

flow management techniques, such as CBDCs, if not prohibited by design or 

policy. Existing transaction verification procedures may be rendered useless 

by new payment instruments and service providers. To guarantee that 

measures to monitor capital flows remain resilient in the digital era, existing 

rules and implementation procedures must develop. CBDCs with careful 

design and modern technology, on the other hand, may be able to aid. 

Second, the availability of a digital euro might lead to currency 

replacement and "erosion" in third countries, especially those with weak 

currencies and weak economic foundations, as well as those with significant 

trade relations to the EU. The cross-border availability of CBDCs might 

minimize the cost of obtaining, holding, and issuing foreign money, 

depending on design and regulation. International currencies already have 

strong network effects, and decreased prices might make existing established 

international currencies even more appealing.  

The issuing of CBDCs by foreign central banks might boost the 

standing of some international currencies while hurting others. This might 

lead to more widespread currency replacement with a foreign CBDC, 

especially in nations where inflation is strong and exchange rates are 

unpredictable. Currency substitution is already widespread and persistent, as 

noted in IMF (2020) (foreign currency deposits exceed 50 percent in more 

than 18 percent of countries worldwide). While a lack of trust in a country's 

own currency is the primary cause of currency replacement, quick currency 

substitution because of domestic issues may jeopardize governments' efforts 

to improve domestic policy. 

Third, broad adoption of a digital euro outside of the euro area might 

have a considerable impact on the affected nations' monetary sovereignty. 

Currency substitution on a large scale would jeopardize monetary policy 
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independence and pose hazards to both the originating and receiving 

countries. Shifts in foreign demand for CBDCs might result in major 

changes in capital flows, which could alter monetary policy in the issuing 

nation. This might stifle the monetary transmission mechanism, which is 

how policy-induced changes in monetary instruments like short-term 

nominal interest rates impact macroeconomic variables. Foreign currency 

issued by nations whose business cycles differ from those of the host country 

would result in inadequate monetary policy control and more unpredictable 

inflation in the latter, with a disproportionate impact on poorer and more 

vulnerable families. 

Fourth, currency substitution might jeopardize the domestic central 

bank's capacity to act as a lender of last resort. Because the central bank is 

unable to create foreign currency to provide liquidity support when domestic 

banks have large liabilities denominated in foreign currency, which can 

occur because of large-scale currency substitution, the central bank must rely 

on foreign reserves or liquidity provision by foreign central banks. 

 

 

3. Model for North Macedonia 

  

For CBDCs to promote the improvement of cross-border payments, a 

variety of factors would need to be taken into consideration. The BIS (2021) 

report approaches these issues from two perspectives: first, from a practical 

view on how a cross-border payment infrastructure with CBDCs could be set 

up; and second, from a macro-financial perspective, looking at the potential 

increase in cross-border flows, potential dangers to financial stability and 

currency substitution, as well as reserve currency configurations and 

backstops.  

There are two fundamentally distinct ways to think about cross-border 

payments with CBDCs. The first scenario presupposes that anyone inside 

and outside of a given jurisdiction can purchase a retail CBDC, with little to 

no coordination between the issuing central banks. In this scenario, foreign 

residents would automatically have access to it provided the design supports 

anonymous payments like cash. In reality, though, a small number of central 

banks are taking such systems into consideration. Contrary to cash, the 

CBDC's technology and legal framework might be used to apply a variety of 

cross-border use restrictions. The domestic layout of a CBDC affects this 

first situation. The second scenario implies some level of CBDC 

interoperability based on access and settlement agreements to permit the 

cross-border use of CBDCs from two or more jurisdictions. Such agreements 

can link wholesale and retail CBDCs across international borders, involve 

close coordination between central banks, and include technical, market-
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structure, and regulatory issues. This second scenario, which is the main 

subject of the research, depends on the interoperability infrastructure's design 

decisions. 

Other factors being equal, cheaper, and speedier cross-border 

transactions might raise the likelihood of local banking sector and currency 

runs. Currency substitution, or the exchange of one currency for another, 

might happen swiftly. A run on the banking system in many emerging and 

developing nations is already virtually a run on the national currency as 

money flee the country (Leaven and Valencia, 2018). Furthermore, 

decreased transaction costs in foreign currencies may result in increased 

foreign currency risk for families, businesses, and perhaps institutions, 

posing a danger to financial stability. 

Transaction security, population inclusion on a massive scale, and cost 

effectiveness are only a few of the major advantages of a CBDC system 

(Bindseil, 2020). The risk of the deposit bank going bankrupt is also 

eliminated by a digital euro, making it safer than deposit money. However, 

the advantages of a digital euro must be evaluated against the hazards of its 

implementation, and it should only be implemented in a fashion that is 

tailored to the unique characteristics of the financial system. This creates 

dangers for the Macedonian financial system considering the potential 

issuance of the digital euro. On the other hand, as individuals start relying 

more and more on digital payments and banknote usage finally declines, a 

concentration danger may arise. Due to economies of scale, there will always 

be a higher degree of concentration in this situation; hence, bigger firms 

would likely create oligopolies or monopolies and possibly raise the cost of 

payment services. Consequently, prices for goods and services will rise, 

which could reduce the Macedonian economy's productivity. Second, 

because of the strategic importance of payments to economies, there is a 

danger that larger international actors in the sector might quickly gain 

control of the Macedonian payments industry, putting the country in a 

weakened position where it would be difficult to maintain its own currency 

sovereignty (Pečarić et al, 2022). 

 

3.1 Models of cross-border CBDC system compatibility 

 

Compatible CBDC systems (Model 1) might supplement existing 

central bank money markets as a way of settling cross-border transactions. A 

greater range of cross-border and cross-currency "front-end" payment 

services might be available if open, competitive, and interoperable domestic 

payment systems are developed, allowing a more diversified group of banks 

and non-banks wholesale access to central bank money for payment 
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settlement. This might help to decrease payment fragmentation and 

concentration. 

CBDC systems that are networked (Model 2) might expand on these 

potential gains while also adding security. PvP settlement, in example, might 

be integrated via a technological bridge between household systems. New 

technologies (e.g., Bank of Canada (BOC) and Monetary Authority of 

Singapore (MAS) (2019)) might make this possible. Common clearing 

methods, especially when linked to FX trading venues, might potentially 

improve efficiency. 

Finally, a single mCBDC system (Model 3) might be able to deliver 

the same benefits as connected systems, but with more integration. For 

example, rather than requiring routing or special settlement instructions 

through an interface, all FX settlements would be PvP by default (see 

Glossary). Trading venues might potentially be linked into mCBDC systems, 

reducing complexity, fragmentation, and concentration in FX markets 

(assuming the correct designs) (Bank of Thailand and Hong Kong Monetary 

Authority (2020)). Such a model has been employed for Project Dunbar and 

Project Aber (see SAMA and CBUAE (2019, 2020)), and it even goes a step 

further with the joint issuing of a CBDC used in the 

single mCBDC arrangement (see SAMA and CBUAE (2019, 2020)). The 

issued CBDC was virtually guaranteed a fixed exchange rate to both local 

currencies for the length of the proof of concept because both the Saudi riyal 

and the UAE dirham are tied to the US dollar. 

 

Table 1. Potential improvements of various CBDC arrangements related to 

the current frictions in cross-border payments. 

Frictions 

cross-

border 

Payments 

Model- 1  

mCBDC 

arrangement 

based on 

compatible 

CBDC 

systems 

Model-2 

mCBDC arrangement 

based on interlinked 

CBDC systems 

Model-3  

single mCBDC 

multi-currency 

system 

Legacy 

technology 

platforms 

Compatible 

systems allow 

for efficiency 

gains in 

existing 

banking 

relations 

A common clearing 

mechanism could 

reduce the number of 

relationships and 

provide economies of 

scale 

A single system 

does not require 

such relations 

(however, a 

single system 

may add to 

operational 

costs) 

Limited CBDCs can be open 24/7, eliminating any mismatch of 
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operating 

hours 

operating hours 

Fragmented 

and 

truncated 

data 

formats 

Compatible 

message 

standards 

allow 

payments to 

flow without 

data loss or 

manual 

intervention 

The message standard 

(e.g. ISO 20022) 

adopted by the 

interlinkage would act 

to harmonize standards 

across systems 

Single message 

standard across 

the system 

eliminates 

mismatches 

Unclear FX 

rates and 

unclear 

incoming 

fees 

Compatibility 

requirements 

for wallet 

providers 

could enable 

users to 

calculate fees 

and rates prior 

to a payment 

Common calculation of 

rates and fees for 

transfers using any 

interlinkage would aid 

transparency 

A single system 

would likely be 

designed to 

include options 

for FX 

conversion 

Long 

transaction 

chains 

CBDCs could settle instantly, reducing the need for status 

updates 

Complex 

processing 

of 

compliance 

checks 

Compatible 

compliance 

regimes reduce 

uncertainty 

and costs 

Interlinking systems do 

not impact multiple or 

conflicting compliance 

requirements 

Single set of 

access 

requirements 

means 

compliance 

could be 

equivalent 

across the 

system 

Source: Adapted from Auer R., Haene and Holden (2021), “Multi-CBDC 

arrangements and the future of cross-border payments”, BIS Papers No 115 

 

It's impossible to determine which type of collaboration between 

the other central banks will have with the ECB after the previous 

discussion. It will depend on the level of integration into the European 

financial system. Differences may emerge based on how well a state meets 

the requirements for adopting the euro in general. Later on, as the technology 

gap between the Eurozone and other non-EU countries widens, it becomes 
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more possible that they will be forced to embrace pre-designed EU solutions 

in order to maintain control over monetary flows and its own monetary 

policy. It is thus in the central banks of other countries that are highly 

euroized best interests to actively engaging with the EU at this early stage in 

order to develop a cross-currency system that is suitable for its domestic 

monetary policy. 

 

3.2 Models of cross-border CBDC and North Macedonia 

 

Connecting payment systems is a difficult task and often requires 

compatibility measures. In reality, this can take two forms: (a) a common 

technological interface or (b) a common clearing mechanism (which in the 

case of CBDCs could be through decentralised mutual accounts or a more 

centralised common clearing house or system). Participants in one system 

can send payments to participants in another system thanks to a common 

technical interface supported by contractual arrangements between the 

systems. A common clearing method (Figure 1) follows a different strategy 

and connects systems through specific clearing accounts instead. 

Arrangements for CBDCs could include foreign exchange provided by 

central banks or private companies. A trusted third party could serve as a 

clearing mechanism for participating central banks in a more centralised 

model. For example, if CBDC is provided domestically through a hybrid 

CBDC architecture that allows the private sector to connect to the central 

bank server in a flexible manner, this would favour common technological 

interfaces and a centralised common clearing mechanism. Directly offered 

CBDCs would arguably be better suited to a decentralised approach, with 

central banks providing users with foreign exchange or access to other 

currencies through bilateral arrangements with other central banks. Building 

a robust ecosystem with the right balance of incentives for users to use the 

system safely and efficiently is a significant undertaking with considerable 

risk. In particular, if CBDC is distributed by the private sector, major 

difficulties may arise due to disruption of incumbents' business models (e.g. 

a new connection might require too much investment from participants or 

compete with their existing profitable services). A lack of comprehensive 

compatibility may also entail costs and risks that would make the use of 

interconnection unattractive. In the past, simply linking systems without 

spending money on broader coordination to achieve interoperability has not 

been sufficient to enable effective cross-border payments. However, if 

systems have a high level of interoperability, improvements in security and 

efficiency are possible. Systems that are interconnected can perform various 

functions that are not possible in purely informal arrangements (e.g. PvP 

maintained through a technical interface) (Auer, Haene and Holden, 2021). 
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Figure 1:  mCBDC arrangements based on linking multiple CBDC systems – 

Model 2 

 
Source: Auer, Haene, and Holden (2021). 

 

Interestingly, the BIS survey Auer et al. (2021) findings show that 

more most central banks are undecided regarding to mCBDC. Furthermore, 

model that is feasible for more than a quarter of central banks are 

contemplating incorporating interoperable capabilities to lessen frictions in 

cross-border and cross-currency settlement when constructing their CBDC. 

According to the responses, interlinking the local CBDC system with a 

foreign system is the mCBDC configuration, which is the most favoured 

option. Most central banks are also considering taking on operational 

responsibilities. The level of involvement might possibly range widely, from 

direct liquidity provision to monitoring and facilitating FX conversions. 

Similar, we propose this model because: 

- It is better to work on this issue and to be ready 

- The Macedonian central bank will show that is capable to concept 

own CBDC 

- Having in mind that Macedonian economy is highly dependent 

from the remittances from abroad this will lower the costs and 

lower the percentage of cash transfer across the borders (thefts, 

penalties etc) 

- In the meantime, Macedonia can integrate into the payment 

infrastructure, so later when enter in EU to be ready. In order to 

achieve a higher degree of payment integration with the EU, the 

system for cross-border payments in euros through the connection 
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of the Macedonian Interbank Payment System (MIPS) with the 

payment system TARGET 2 (Trans-European Automated Real-

time Gross settlement) Express Transfer system) should be re-

established. 

- This will encourage the private sector (especially banks but other 

financial institutions as well to promote innovations in the sphere 

of payments) 

 

Through a technical interconnection between domestic systems, PvP 

settlement could be integrated. According to the Bank of Canada (BOC) and 

the Monetary Authority of Singapore (MAS) (2019), new technologies may 

make this possible through creative methods. Additionally, when connected 

to FX trading venues, common clearing processes may offer increased 

efficiency. 

But, on other hand this is optimistic considering the until now the 

behaviour of National Bank of Republic of North Macedonia (NBRNM). 

Namely, although NBRМ was connected through the Central bank of Italy in 

TARGET 2, in 2018 this possibility was terminated and still there is lack of 

will to re-establish. Namely, in early 2017, the National Bank of the 

Republic of Macedonia began operating a system for cross-border payments 

in euros, by connecting the Macedonian Interbank Payment System (MIPS) 

with TARGET 2 of the Eurosystem and for that purpose, the Bank’s MIPS 

was upgraded to making euro payments and connecting to TARGET 2 

through the Bank of Italy and thus MIPS has grown into dual-currency 

system for payments in denars and euros (NBRNM, 2017). Later, with the 

changes made to the Macedonian Interbank Payment System Operating 

Rules, without more detailed explanation except that Central bank of Italy 

increased the fees, NBRNM restricted this channel (NBRNM, 2019). 

 

 

4. Conclusion 

 

North Macedonia, as a small open economy in the process of EU 

integration, must take into account the changes in the Eurozone monetary 

system with the introduction of the digital euro. One of the objectives of the 

introduction of the digital euro is to strengthen the international role of the 

euro as a world reserve currency. Although the model for the introduction of 

the digital euro is likely to take the form of a hybrid account base model, 

which primarily concerns the retail sector, the need to develop a strategy or 

compatible model arises due to the cooperation of North Macedonia and its 

monetary policy with the Eurozone. 
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With regard to the introduction of CBDC, central banks have to choose 

between reactive and inactive or proactive. If the central bank takes a passive 

stance, it draws on the experience of other central banks that were CBDC 

pioneers and follows the development. While this may seem prudent, there 

are a number of unintended consequences, given recent technological 

advances in the financial industry (Ilievski and Delova-Jolevska, 2021). 

Networked CBDC systems (Model 2) could extend these potential benefits 

while enhancing security. For example, PvP settlement could be integrated 

via a technological bridge between household systems. A common clearing 

mechanism could reduce the number of relationships and provide economies 

of scale. The message standard chosen by the link (e.g. ISO 20022) would 

help to unify standards between systems. Transparency would be improved 

through the use of a standard formula for calculating rates and charges for 

transfers. The impact of different or conflicting compliance requirements 

will not be affected by interconnected systems. Economies of scale and a 

common billing system could help reduce linkages. Interconnection would 

help to unify standards between systems as the messaging standard (e.g. ISO 

20022) is accepted by it. Transparency would be improved by adopting 

standardised rates and charges for transfers over any given link. Multiple or 

conflicting compliance standards are not affected by interconnected systems. 

Systems that are interconnected can perform different functions that 

are not possible in purely informal arrangements (e.g. PvP maintained 

through a technical interface) (Auer, Haene and Holden, 2021). However, 

when CBDC is distributed by the private sector, major difficulties may arise 

because incumbents' business models are disrupted (e.g. a new connection 

may require too much investment from subscribers or compete with their 

existing profitable services). Lack of interoperability may also bring costs 

and risks that would make the use of the connection unattractive. However, 

high interoperability of systems can lead to greater security and efficiency. 

 

 

 

 

 

 

 



Southeast European Review of Business and Economics 

22 
 

 

References 

 

Alt R., Beck R. and Smits M. (2018). FinTech and the transformation of the 

financial industry. Article in Electronic Markets · August 2018 

 

Arner DW, Barberis JN, Walker J, Buckley RP, Dahdal AM and Zetzsche 

DA (2020a) Digital finance & the COVID-19 crisis. University of Hong 

Kong Faculty of Law Research Paper No. 2020/017. Available 

at: http://www.ssrn.com/link/U-Hong-Kong-LEG.html (accessed 

12.08.2020). 

 

Auer R., Boar C., Cornelli G., Frost J., Holden H. and Wehrli A. (2021b). 

CBDCs beyond borders: results from a survey of central banks. BIS Papers 

No 116. https://www.bis.org/publ/bppdf/bispap116.pdf (accessed: 

12.08.2022) 

 

Auer, R, P Haene and H Holden (2021a): “Multi-CBDC arrangements and 

the future of cross-border payments”, BIS Papers, no 115, March. 

 

Bijlsma M., van der Cruijsen, C., Jonker, N. and Reijerink, J. (2021). What 

triggers consumer adoption of CBDC? Working Paper No. 709, 

De Nederlandsche Bank NV 

 

Bindseil, U. (2020): “Tiered CBDC and the financial system”, ECB Working 

Paper Series, No 2351 / January 2020 

 

BIS (2021). Central bank digital currencies for cross-border payments. 

Report to the G20, July 2021. https://www.bis.org/publ/othp38.pdf 

(accessed: 12.08.2022) 

 

Caciatori I. and Cherobim APMS (2021).  Defining categories of Fintechs: A 

Categorization Proposal Based on Literature and Empirical Data. FUTURE 

STUDIES RESEARCH JOURNAL SÃO PAULO, V.13, N.3, pp. 386 – 408 

 

Gai KK, Qiu MK, Sun XT (2018a) A survey on FinTech. J NetwComput 

Appl 103, pp. 262–273 

 

Castiglione A, Pizzolante R, De Santis A, Carpentieri B, Castiglione A, 

Palmieri F (2015) Cloud-based adaptive compression and secure 

management services for 3D healthcare data. Future Gener Comput Syst 4, 

pp. 120–134 

http://www.ssrn.com/link/U-Hong-Kong-LEG.html
https://www.bis.org/publ/bppdf/bispap116.pdf
https://www.bis.org/publ/othp38.pdf


Vol.3, Issue 2 

 

23 
 

Castiglione A, De Santis A, Soriente C (2007) Taking advantages of a 

disadvantage: digital forensics and steganography using document metadata. 

J Syst Softw80(5), pp. 750–764 

European Central Bank, Report on a digital euro, October 2020, p. 6, 

available at 

https://www.ecb.europa.eu/pub/pdf/other/Report_on_a_digital_euro~4d7268

b458.en.pdf (accessed: 09.08.2022). 

 

Gai KK, Qiu M, Tao L, Zhu Y (2016) Intrusion detection techniques for 

mobile cloud computing in heterogeneous 5G. Secur Commun Netw 9(16), 

pp. 3049–3058 

 

Ge RY, Feng J, Gu B, Zhang PZ (2017) Predicting and deterring default with 

social media information in peer-to-peer lending. J Manage 

Inform Syst 34(2), pp. 401–424 

 

Gomber P, Kauffman RJ, Parker C, Weber BW (2018) On the FinTech 

revolution: interpreting the forces of innovation, disruption, and 

transformation in financial services. J Manag InfSyst 35(1), pp. 220–265 

 

Ilievski, A and Delova-Jolevska, E (2020). Are we ready for Central Bank 

Digital Currency?. Southeast European Review of Business and Economics 

Volume 1, Issue 2, June 2020, pp. 8-21. 

 

Iman N (2018) Is mobile payment still relevant in the fintechera? Electron 

Commer R A 30, pp. 72-82 

 

KIEP (2020). Financial Inclusion Through Fintech in the Digital Economy. 

KIEP APEC Study Series 20-03. Published December 30, 2020  

 

Lee I, Shin YJ (2018) FinTech: ecosystem, business models, investment 

decisions, and challenges. Bus Horizons 61(1), pp. 35–46 

 

NBRNM (2017). Press release of the NBRM, 28 March 2017. 

https://www.nbrm.mk/ns-newsarticle-press-release-of-the-nbrm-28-march-

2017.nspx (accessed: 12.08.2022) 

 

NBRNM (2019). Mips operating rules No. 20031/1 from 17.06.2019 year. 

https://www.nbrm.mk/mips_operating_rules.nspx (accessed: 12.08.2022) 

 

https://www.ecb.europa.eu/pub/pdf/other/Report_on_a_digital_euro~4d7268b458.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/Report_on_a_digital_euro~4d7268b458.en.pdf
https://www.nbrm.mk/ns-newsarticle-press-release-of-the-nbrm-28-march-2017.nspx
https://www.nbrm.mk/ns-newsarticle-press-release-of-the-nbrm-28-march-2017.nspx
https://www.nbrm.mk/mips_operating_rules.nspx


Southeast European Review of Business and Economics 

24 
 

Pečarić M., Jozipović S. Ilievski A. (2022). The expected impact of a digital 

euro on non-Eurozone EU member’s states and EU candidate countries: The 

case of Croatia and North Macedonia. Proceedings of International Scientific 

Conference Economics of Digital Transformation (EDT) 2021 

DIGITOMICS (Inprint) 

 

Pham, TP., Quddus, A., Asad, AI., Popesko, B., Hussain, S. (2021) 

Conference Paper · January 2021. 

 

Singh S, Sahni MM, Kovid RK (2020) What drives FinTech adoption? A 

multi-method evaluation using an adapted technology acceptance 

model. Manag Decision. 

 

Suryono RR, Budi I, Purwandari B (2021) Detection of Fintech P2P lending 

issues in Indonesia. Heliyon 7(4):e06782 

 

Söylemez Y. (2020). Fintech Ecosystem and Banking: The Case of Turkey. 

Chapter 14. Research Anthology on Concepts, Applications, and Challenges 

of FinTech 

 

The Monetary Authority of Singapore and the Bank of Thailand (2021). 

Media release - Singapore and Thailand Launch World's First Linkage of 

Real-time Payment Systems. Available at: 

https://www.mas.gov.sg/news/media-releases/2021/singapore-and-thailand-

launch-worlds-first-linkage-of-real-time-payment-systems (accessed: 

09.08.2022). 

 

Wamba SF, Kamdjoug JRK, Bawack RE, Keogh JG (2020) Bitcoin, 

blockchain and FinTech: a systematic review and case studies in the supply 

chain. Prod Plan Control 31(2–3), pp. 115–142 

 

Wen S, Zhou W, Zhang J, Xiang Y, Zhou W, Jia W (2013) Modeling 

propagation dynamics of social network worms. IEEE Trans Parallel Distrib 

Syst 24(8), pp. 1633–1643 

 

Yin H, Gai KK (2015) An empirical study on preprocessing high-

dimensional class-imbalanced data for classification. In: Proceedings of the 

IEEE international symposium on big data security on cloud, New York, 

USA, pp. 1314–1319 

 

https://www.igi-global.com/book/research-anthology-concepts-applications-challenges/271365
https://www.igi-global.com/book/research-anthology-concepts-applications-challenges/271365
https://www.mas.gov.sg/news/media-releases/2021/singapore-and-thailand-launch-worlds-first-linkage-of-real-time-payment-systems
https://www.mas.gov.sg/news/media-releases/2021/singapore-and-thailand-launch-worlds-first-linkage-of-real-time-payment-systems


Vol.3, Issue 2 

 

25 
 

Zhang J, Chen C, Xiang Y, Zhou W, Xiang Y (2013) Internet traffic 

classification by aggregating correlated naive Bayes predictions. IEEE 

Trans Inf Forensics Secur 8(1), pp, 5–15 

 

Zhang Y, Soong B (2004) Performance evaluation of GSM/GPRS networks 

with channel re-allocation scheme. IEEE Commun Lett 8(5), pp. 280–282 

 



Southeast European Review of Business and Economics 

26 
 

  DOI: 10.20544/SERBE.06.02.22.P02 

 

 

ANALYSIS OF THE IMPORTANCE OF THE BANK LOANS AS 

FINANCING SOURCE OF SMEs IN KOSOVO AND NORTH 

MACEDONIA 

 

 

Filloreta Kunoviku Demiri1, Qazim Tmava2, Ajtene Avdullahi3  

 

 

Abstract 

 
SMEs financing is one of the most important factors that influence SMEs 

growth and development in every country. Among researchers around the world 

this is always an important topic which needs continual research from different 

approaches. Knowing the importance of SMEs on the economic development of 

every developed and developing country and being aware that without financing the 

SMEs growth and development isn’t possible it is very importance to analyze the 

financing sources of SMEs in both neighbor countries. Bank loans are considered 

as the most important external financing source for SMEs around the globe. In this 

paper we are going to analyze the importance of bank loans as financing sources of 

SMEs based on comparative analysis between Kosovo and North Macedonia. 

Research methodology is compound by primary and secondary data, where, 

primary data was collected through quantitative research conducted on 300 SMEs 

in the Republic of Kosovo and 300 SMEs in the Republic of North Macedonia, 

while, the secondary data we have collected from state institutions, EU reports, 

research reports, etc. The results revealed that in both countries more than 50% of 

SMEs use bank loans as external sources of financing. The findings suggest at the 

end for some future lines of research and provides recommendations for the main 

stakeholders of this field of study. 
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1. Introduction 

 

More than 99% of businesses in Kosovo and North Macedonia are 

SME-s. This percentage shows us that the SME-s development has a key role 

in the economic development of our countries.  

Bank loans are one of the main sources of external financing for SMEs 

in both countries. The   binominal   business - bank relationship   is   critical   

for   the   growth and development of SMEs. Like in the other countries, 

SMEs in Kosovo and North Macedonia when they do not have enough 

internal funds to finance their business activities, they seek external funds, 

which usually are bank loans (Kunoviku Demiri, Tmava & Durguti, 2021). 

The role of finance has been a critical element for the development of 

SMEs. Financial institutions play various roles and multiple functions in an 

economy. Banks main role as intermediary is to provide credit and liquidity, 

moreover, banks are the main source of financing/SMEs amongst others. As 

previous studies have shown that access to available financial resources is 

limited for SMEs to large enterprises and this can have consequences on 

their development (Levy, 1993). More importantly, studies using firm-level 

survey data have shown that one of the factors that constrain SMEs (affect 

their performance) is access to finance and the cost of credit to be greater 

(Beck, Demirgüç-Kunt, and Pería, 2011). 

Like in the other countries, SME-s in Kosovo and in North Macedonia 

when they do not have enough internal funds to finance their business 

activities, they seek for external funds which usually are bank loans. This is 

exactly the reason why we chose to make research in this field, because, it is 

very important to analyze the importance of bank loans as external financing 

sources of SMEs in Kosovo and North Macedonia. 

 

 

2. Literature review 

 

Creating a competitive and integrated economy based on knowledge 

and innovation is a key condition for macroeconomic stability, economic 

growth and employment. In process of generating economic growth and job 

creation especially is important the role of SMEs (Risteska-Jankulloska, 

Sotiroski, Gveroski, Spaseska, & Risteska, 2016). 

Bartlett and Bukvic identify two views about the main barriers to 

growth. The first they call the "finance-first" approach which maintains that 

the key barriers to SME growth are linked to financial constraints. These 

could in principle be overcome by the provision of subsidized or low-cost 

finance, by the creation of credit guarantee agencies, through micro-credit 
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schemes, or through the establishment of venture capital funds. The second 

view, which they call "institutional" approach maintains that non-financial 

barriers are the key barrier to growth, like: unfair competition, corruption, etc 

(Bartlet, Bateman, & Vehovec, 2002, p. 6). 

Numerous studies have been conducted on financing research; the two 

most fundamental sources of financing are debt and equity (Broom et al., 

1983; Longenecker et al. 1994). Debts are described as funds borrowed to be 

paid in future specified time period with interest amount (Anderson & 

Dunkelberg, 1993). Whereas in equity, investment is made in order to get 

share/ownership part in firm and whose profits are essentially in view of the 

benefits. SMEs can be funded internally and externally; internally generated 

funds include investment profits, sales of assets, extended payment terms, 

reduction in working capital and accounts receivable; whereas, external 

sources are firm owners, companions and relatives, banks and financial 

institutes, suppliers and merchants, government and non-government offices 

(Hisrich & Peters, 1995) (Abbasi, Wang, & Abbasi, 2017). 

Access to finance is key to business development. Investment and 

innovation are not possible without adequate financing. A difficulty in 

getting finance is one of the main obstacles to the growth of many 

businesses, particularly small and medium sized enterprises (SMEs). 

Financial flows to SMEs are increasing but remain subdued. Access to 

finance is still perceived as an important problem by several SMEs. 

Comparing different types of enterprises, micro-enterprises and more 

innovative businesses in particular consider their financing as the most 

pressing problem. Bank loans remains the most important source of external 

financing for SMEs in the EU (Commission, Survey on the access to finance 

of enterprises, 2014). 

 

 

3. Research methodology 

 

The research paradigm is quantitative and qualitative. We designed a 

questionnaire for SMEs in Kosovo and North Macedonia which contained 25 

questions. Our targeted population in this research are trading and 

manufacturing SMEs from all the regions in both countries Kosovo and 

North Macedonia. The total population of SMEs in our research is presented 

in the table below. 
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Table 1. The number of the research population, RKS, and RNM 
 Kosovo North Macedonia 

Trading 15,969 21,000 

Manufacturing 4,893 7,447 

Total 20,862 28,447 

Source: Kosovo Statistics Agency, State Statistical Agency of North 

Macedonia 

 

In both countries, we used random samples in selecting SMEs for 

surveys in both sectors because it is considered a fair way of selecting a 

sample from a given population since every member is given equal 

opportunities of being selected. The period of collecting data is from June 

2018 to March 2019. 

Our research sample is explained as below: 

• A survey with 300 SMEs in the Republic of Kosovo. 

• A survey with 300 SMEs in the Republic of North 

Macedonia. 

This study is compound from primary and secondary data. The primary 

data was collected through questionnaires conducted with representatives of 

SMEs, while the secondary data is based on the literature review from 

different authors and also data from institutions of the RKS and North 

Macedonia. 

 

 

4. Discussion of research results 

 

Plentiful research has been done on SME financing through bank and 

documented that banks are the main external source of funding for SMEs in 

both developed and growing economies (Vera &Onji, 2010; Ono &Uesugi, 

2009; Zhou, 2009; Wu et al., 2008; Carey & Flynn, 2005). Bank credit is 

considered to be more expensive as compare to other available sources of 

finance but it generates huge return for SMEs, further SME can perform 

better at all level under bank credit due to being monitored by and 

answerable to banks (Abbasi, Wang & Abbasi, 2017). 

Through our research, SME-s were asked if they have ever financed 

their business through Bank loans, and, from the results we can see that in 

Kosovo 158 or 52.7% of SMEs answered that they have financed their 

business through bank loans, 140 or 46.7% answered that they haven't 

financed their business through bank loans and 2 or 0.7% answered that they 

applied for bank loan but their request was refused. While in North 
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Macedonia, 172 or 57.3% of SMEs answered that they have financed their 

business through bank loans, 112 or 37.3% answered that they haven't 

financed their business through bank loans and 16 or 5.3% answered that 

they applied for bank loan but their request was refused. 

 

Figure 1. The percentage of the SMEs regarding the usage of bank 

loans, RKS and RNM 

 
Source: Author 

 

From the results obtained we can see that more than 50% of the SMEs 

in both countries use bank loans to finance their business activities. 

The SMEs were also asked about the type of loan that they received 

from Bank, and, from the results obtained in Kosovo: 32.9% of the SMEs 

received operating loan4, 66.5.0% of the SMEs received investment loan5 

and 1 or 0.6% of the SMEs received mortgage loan6. 

Regarding the type of loan that the SMEs received from bank in North 

Macedonia, we have the results as: 29.1% of the SMEs received operating 

loan, 33.7% of the SMEs received investment loan and 37.2% of the SMEs 

received mortgage loan. 

 

 
4 A loan that is intended for short-term financing. This type of loan is often used for 

cash flow support or to cover operating expenses from day to day 
5A loan granted by banks for the acquisition of fixed assets such 

as property, equipment and other machinery. The loan can be used for any 

development activity 
6 A loan that is secured by property or real estate is called a mortgage. In exchange 

for funds received by the homebuyer to buy property or a home, a lender gets the 

promise of that buyer to pay back the funds within a certain time frame for a certain 

cost. The mortgage is legally binding and secures the note in giving the lender the 

right to have legal claim against the borrower’s home if the borrower defaults on the 

terms of the note. Basically, the borrower has possession of the property or the home, 

but the lender is the one who owns it until it is completely paid off 

http://www.investorwords.com/401/bank.html
http://www.investorwords.com/80/acquisition.html
http://www.investorwords.com/1988/fixed_asset.html
http://www.investorwords.com/3900/property.html
http://www.investorwords.com/15812/equipment.html
http://www.investorwords.com/2858/loan.html
http://www.investorwords.com/92/activity.html
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Figure 2. Valid percentage of the loan type that the SMEs received, 

RKS and RNM 

 
Source: Author 

 

As we can see from the results obtained in Kosovo the SMEs are more 

oriented on investment loans, while, in North Macedonia the SMEs are more 

oriented on mortgage loans. 

Furthermore, the SMEs were asked about the percentage of the loan 

amount that was destined for investment. 

 

Figure 3. The valid percentage of the SMEs loan destined for 

investment, RKS and RNM 

 
Source: Author 

From the results obtained we can see that in both countries SMEs have 

invested for around approximately more than 70% of the total amount of the 

loan received. 

Through our comparative analysis in both countries, we revealed that 

more than 50% of the SMEs from our sample use bank loans as external 

sources to finance their business. Furthermore, SMEs in Kosovo borrow 

more investment loans, while in North Macedonia are more oriented on 
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mortgage loans. Moreover, results revealed that more than 70% of the total 

amount of the loan received by SMEs in both countries was used for 

investment. 

 

 

5. Conclusion and recommendations 

 

The importance of bank loans as external sources of SMEs financing, 

for years, have been an object of the debate both in developed and 

developing countries. It is important to mention that they have been an object 

of debates not only between academics but also in the business world. In our 

research, we have analyzed the importance of bank loans as external source 

of SMEs financing in the Republic of Kosovo and the Republic of North 

Macedonia, which are part of the Western Balkan Countries. From the 

analysis of the results, we can conclude that in both countries more than 50% 

of the SMEs use bank loans as external sources to finance their business 

activities. Furthermore, we revealed that the SMEs in Kosovo are more 

oriented to borrow investment loans, while in North Macedonia SMEs are 

more oriented to borrow mortgage loans. Moreover, results revealed that 

more than 70% of the loan amount borrowed by SMEs in both countries was 

used for investment purposes. 

Our findings comply with the findings of other authors which state that 

the most commonly used source of external finance for small firms is bank 

loan (see Hughes and Storey 1991; Riinvest 2006). The resources of small 

firm owners are usually limited, especially for new and small businesses. 

Thus, the growth-oriented small firms will need external sources of finance 

supplied by banks (Krasniqi B. A., 2010). 

Accordingly, access to finance is a significant issue for North 

Macedonian SME’s.  Most of the companies have used bank loans, although, 

they have initially suggested that commercial banks are offering banking 

loans with high interest rates (Boshkoska & Lazaroski, 2016). 

The crediting, as an external source for financing small and medium 

enterprises is traditionally most frequent, but at the same time it is an 

expensive way of financing (Risteska, Nikoloski, Gveroski, Spaseska, & 

Risteska, Analysis of SMEs Financing in the Republic of Macedonia - 

Conditions and Perspectives, 2014). 

From the results revealed from our qualitative research, we can 

conclude that bank loans as external sources of SMEs play a key role on the 

SMEs growth and development. 

From the debates of different scholars in this field, we are aware of the 

importance of the bank loans borrowed by SMEs. Therefore, given the 
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importance that SMEs have on employment, innovations, and economic 

growth, we recommend to: 

policymakers to: 

• create policies to fight informality and to stimulate formality 

• increase the competition in the financial market through 

licensing new Banks. 

commercial banks to: 

• decrease the interest rates of SMEs loans  

SMEs to: 

• declare properly the financial statements when applying for 

bank loans 

• pay loan installments on time, considering that good credit 

history and performance, helps SMEs to qualify for lower 

interest rates and fees. 

The topic analyzed as explained is very important for SMEs 

development and economic development of every country. In our research, 

we have analyzed only the bank loans borrowed by SMEs in both countries. 

Moreover, we are aware that other variables must be analyzed which 

influence SMEs financing through bank loans. According to this, we open 

some lines for future research. 
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Abstract 

 

The growth of companies is always a current and challenging topic for 

corporate managers who tend to maximize growth. In order for companies to 

grow they need to undertake investment projects with a positive NPV that 

will increase production capacity, output and sales. But, on the other hand, 

the financing of new assets should be in a way that will not deplete financial 

resources and will enable sustainable growth. In this paper, we investigate 

the internal company-specific determinants of corporate growth in Southeast 

Europe on a sample of 791 companies. We found that SEE companies 

achieved moderate annual growth of 6.73% per year. This is primarily and 

mostly due to the small volume of capital investments, which in turn is a 

result of poor operating performance and low profitability. Retained 

earnings are the primary internal source of investment financing along with 

additional borrowing for these companies that have no other financing 

opportunities available, operating in underdeveloped financial market. The 

growth of the companies in SEE is positively affected by capital investments, 

financial leverage, operating cash flow, ROA, ROE, firm’s size, net profit 

margin and assets turnover. The growth of the companies in SEE is 

negatively affected by non-debt tax shield, tangibility, account receivable 

collection period, inventory conversion period and cash conversion cycle. 

Companies in SEE need to improve working capital management practices, 

to increase its effectiveness and efficiency, in order to generate greater 

profitability and consequently greater company growth.   
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1. Introduction 

 

The growth and growth determinants of companies have been 

researched for a long time, but is still relevant challenging topic for many 

researchers. Successful companies are those that go through predictable 

growth stages, from introduction, accelerated growth, maturity, to decline. 

But not all companies manage to climb to the next scale and reach the final 

stage. There are two sets of thoughts prevailing among researchers, where 

some suggest that the growth path followed by the enterprise is linear or 

predictable, and others suggest that the growth is fairly opportunistic term or 

unpredictable (Gupta et al., 2013). Gibrat's law of proportionate effect states 

that the proportional rate of growth of a firm is independent of its absolute 

size (Samuels, 1965). Hence, firm size distribution is log-normal. However, 

a number of studies have found a negative relationship between company 

growth and size, some have found no relationship, and still others claim that 

small companies are experiencing rapid disproportionate growth. They all 

deny Gibrat's law, as we will see in the literature review section.  

Companies often have different growth rates throughout each stage of 

the business cycle. When companies are just starting, they tend to have high 

growth rates because they are growing from nothing. Businesses can 

experience rapid growth when they launch because they are reaching an 

audience for the first time. As a business matures, its growth rate can 

decrease to a more sustainable rate, even while the business expands. Some 

companies experience multiple phases of rapid growth as they launch new 

products or develop branding initiatives. Finally, a business that is in decline 

will have a low or even negative growth rate. 

The growth of companies is influenced by a number of external and 

internal factors. External factors in the first line are the factors related to the 

industry, macroeconomic environment, the phase of the business cycle, 

inflation, interest rates, the degree of development of financial markets, 

access to capital, availability of resources - financial and material, such as 

government policies, fiscal and monetary policy, policy aimed to support the 

development of companies, growth grants, etc. At the same time a large set 

of internal factors determine the growth of companies. These include 

management related factors such as quality of management, corporate 

governance, business strategy, organization, innovation, strategic 

partnership, human resource management, quality of workers, etc. On the 

other side are the company's operating performance and financial policies. 

The success of the company in the past creates the funds necessary for future 

growth providinging internally generated growth of the company.  
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Company growth can be measured in different ways, through sales 

growth, assets growth, growth in the number of employees, value growth, 

business volume growth, and so on. The most commonly used measure is 

sales growth, which we take in this paper as a definition of company growth. 

In this paper we investigate firm-specific determinants of corporate growth 

in the case of companies from ten Southeast European countries (Bosnia and 

Herzegovina, Bulgaria, Montenegro, Croatia, Greece, Romania, North 

Macedonia, Slovenia, Serbia and Turkey). Based on the data from their 

financial statements for the period 2011-2019, we defined a wide range of 

ratios as independent variables against which we regressed the growth of 

sales.   

Research on the determinants of company growth has so far have been 

conducted to a greater extent in the case of developed countries as well as in 

the case of underdeveloped countries and emerging markets. To our 

knowledge, this is the first paper to be conducted at the level of the entire 

SEE countries. These countries are post-socialist, having been developing a 

market economy for three decades. Operating in emerging markets, these 

companies operate in a completely different economic environment than 

those in developed countries. They operate in underdeveloped financial 

markets that are bank-centered, where primary and seasonal issues of shares 

or other securities are rare, and in some countries do not exist (Naumoski et 

al., 2022). Thus, these companies have limited financial resources of capital 

to undertake investment projects that will provide growth of production 

capacities, growth of output and growth of sales. The growth of the 

companies is largely based on the internally generated sources of retained 

earnings, and the appropriate borrowing from risk averse banks that find it 

difficult to approve new loans without offering attractive investment 

projects. Hence, the growth of companies depends on the good operating 

performance and financial policy of the company. Exactly the indicators 

related to the internal economy of the company were the inspiration for 

research as determinants of the growth of the companies.  

This paper is organized as follows. In addition to the introductory part, 

in part two we give an overview of the results of similar research. In section 

three we explain the data, define the variables used in the analysis and give a 

look at the summary statistics and correlation. In section four we give an 

overview of the regression analysis. Section five concludes and provides an 

overview of the limitations of this research and makes recommendations.   
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2. Literature review 

 

Many authors have explored the determinants of company growth from 

different perspectives, with different depths and different methodologies, in 

the case of small, medium and large companies, in the case of different 

countries. There are many who research company-specific determinants, 

some of which involve external factors. More specifically, within company-

specific determinants, some explore the impact of determinants related to 

corporate governance, management, knowledge, innovation, and so on. 

There are also a number of studies that examine the impact of company 

operating and financial policies, and other accounting variables, as in the 

case of our research. Therefore, we further review other selected studies that 

are similar to our research.    

The determinants of companies' growth differ in different sectors and 

industries in which companies operate. In a most recent study, Vukovic et al. 

(2022) investigated the determinants of the company’s growth in the field of 

agriculture, forestry, and fisheries at the European Market during 2014–2019 

period. They conclude that company size has a negative impact on 

companies’ growth, ROA and leverage have a positive impact on growth, 

while growth is not related with the liquidity measured by current ratio, and 

with the profitability measured by ROE besides internal funds from retained 

earnings are considered main source of financing growth. They finally 

conclude that for the companies of this sector, external determinants are 

eventually more important for the growth, as are the credit and natural 

conditions, agricultural policy measures, and adequate institutional support 

through the provision of financial support and encouragement of exports of 

products. The growth of the food and textile companies in Pakistan is 

positively affected by their profitability and negatively by the leverage, while 

the innovation, liquidity and solvency have no influence of their asstets 

growth (Bashir et al., 2020). The Spanish hotel sector companies’ growth 

depends on profitability, size, age and leverage (Claver et al., 2006). 

Taiwan's manufacturing firm growth is positively related with the firm size, 

age, capital intensity, lagged R&D, export ratio, investment ratio, and profits, 

while high debt-to-equity ratio is associated with low corporation growth 

(Liu and Hsu, 2006). Banks growth in European Union depends on their 

profitability, that is inversely related with the capital–assets and liquidity 

ratios, so as with the growth (Goddard, 2004). Profitability-driven 

management strategy limits Korean construction companies’ growth, and 

profitability in the current period can be stimulated by the high growth of the 

previous period in the conditions of a stable macroeconomic environment 

(Yoo and Kim, 2015). In the restaurant industry, profit creates growth, but 

growth impedes profitability. More precisely, prior year's profitability of 
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restaurant firms had a positive impact on the growth rate of the current year, 

while the current and prior year's growth rates had a negative impact on the 

current year's profitability (Jang and Park, 2011). R&D intensity has a 

positive effect on firm’s growth rate and firm’s size has a mixed relationship 

with sales growth at the upper quantile, thus Gibrat’s law is rejected in the 

Korean pharmaceutical industry (Chung et al., 2019).  

The determinants of growth of the small and medium sized companied 

have been investigated by many authors. Mateev and Anastasov (2010) on a 

sample of 560 fast growing small and medium enterprises from six transition 

economies found that firm size when measured by firm total assets, leverage, 

current liquidity, future growth opportunities, internally generated funds, and 

factor productivity are important factors in determining a firm’s growth and 

performance. Factors that significantly influence manufacturing SMEs 

growth in Greece are profitability, liquidity, reliance on long-term debt, 

employee productivity, fixed assets turnover and restricted sales credit terms 

(Voulgaris et al, 2003). Carvalho et al. (2013) on a sample of 182 fitness 

SMEs in Portugal found that smaller companies grew faster than larger ones, 

so the company size has a statistically significant negative impact on growth, 

while the internal finance, external finance and labour productivity are 

important determinants to increase growth. In a “bank-oriented” financial 

system in which access to external finance is difficult, the growth of the 

SMEs depends crucially on bank loans. Commercial bank loan play 

significant role in SMEs financing and growth of the economy in Nigeria in 

the long run (Alese and Alimi, 2014). Similarly, Becchetti and Trovato 

(2002) investigating a sample of Italian SMEs, also conclude that firms with 

higher availability of external finance (high leverage firms) grow much more 

than low leverage firms. They also present a negative relationship between 

the SMEs growth and the age and firm’s size. Additionally, on a sample of 

22,000 Italian SMEs, Sampagnaro (2013) found that firm size, non-financial 

debt and internal cash flows play important role on their growth. 

Furthermore, Megaravalli and Sampagnaro (2019) on a sample of 45,000 

Italian family business small- and medium-scale enterprises, state that the 

growth of the SMEs mostly rely on liquidity, solvency, firm age, cash flow, 

and efficient and effective working capital management. Honjo and Harada 

(2006) found that cash flow have an impact on the growth of younger 

Japanese SMEs. Cassia et al. (2009) state that European hyper-growth firms 

are younger, more involved in merger and acquisition, have large volume of 

current and future investments, high leverage, lower solvency, rely more 

upon investments in fixed assets and also the ownership plays important role 

for their growth. Serrasqueiro et al. (2010) also confirmed that age, debt, and 

R&D intensity have negative relationship with SMEs growth in 

circumstances when the size of these companies is growing considerably, 
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and there is a negative relationship between cash flow and growth when 

there is a reduction in their size. Heshmati (2001) found that size has 

negative relationship with growth when measured with the number of 

employees and positive when measured with sales and is not related when 

measured with assets. Also, a negative relationship between the age and 

growth of firms is found in the employment model, while a positive in assets 

and sales growth models. Kachlami and Yazdanfar (2016) found positive and 

significant influence of profitability, short-term debt and size on a firm’s 

growth across in Swedish SMEs. In the case of SMEs in Finland, Niskanen 

and Niskanen (2006) note that younger firms exhibit higher growth rates, 

increase in size initially increases growth in the case of smaller firms, but the 

effect is reversed after a certain level, and close lending relationships 

enhance growth. Rafiki (2020) investigated much than financial determinants 

of the SMEs in the Kingdom of Saudi Arabia and found that size, experience 

of the manager, training, financing and the network relationship have a 

significant influence on the growth, while the education and firm’s age do 

not have a significant relationship with the firm’s growth. 

Megaravalli and Sampagnaro (2018) investigating the predictors of 

firm growth in the case of Indian firms, concluded that chances of being 

high-growth firm are higher for young firms and liquidity ratio is one of the 

important predictors of firm growth and also emphasizes the fact that better 

liquidity position of the company reflects higher growth and reduces the 

chances of default. Khaldun and Muda (2014) concluded that the liquidity 

ratios together significantly influence growth of the food and beverages 

sector companies listed on Indonesia stock exchange.  

Potential growth of Canadian firms is influenced by firm size, current 

liquidity, leverage, cash flow, age, and industry (Gill and Mathur, 2011). On 

a sample of 1,450 Indian firms, Mishra and Soumya (2018) point out that 

efficiency in management of current assets and capital (both short- and long-

term) is the most critical factors that determines the firm revenue growth. 

Previously on a sample of 250 Indian companies, for the period 2004-2014, 

Aggarwal (2015) concluded that size, advertising intensity, age, profitability, 

research and development intensity, solvency, leverage, efficiency, 

diversification, and nature of industry are statistically significant in 

determining the growth.  

The growth of sales of Ecuadorian companies is negatively retiled with 

size, innovations and indebtedness and positively related with the age 

(Simbana et al., 2017). Markman and Gartner (2002) found that 

extraordinary high growth (e.g., sales growth rates of 500 percent to 31,000 

percent over five years) is not related to firm profitability. 

On a sample of Central and East European countries Malinić et al. 

(2020) investigated the determinants of firms’ growth in periods of crisis 
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model firm growth as a function of two country-specific variables (inflation 

and capital market liquidity) and four company-specific variables (financial 

leverage, asset turnover, profit margin and ratio between cash flow and 

assets). Their conclusion is different for the different markets. Perić et al. 

(2020) also examining the period of great financial crisis on a sample of 

Croatian firms in the manufacturing and hospitality industries found that 

asset growth is positively associated with the size of the firms.  

Growth of the firm is not significantly related with the company size, 

but investing in new technology, international diversification and 

profitability are more important factors (Hermelo and Vassolo, 2007). 

Leverage and initial financial size have great impact on the growth rates in 

the case of new firms, but leverage has little impact on the economic 

significance of the conditional age and size relationships with firm growth 

(Huynh and Petrunia, 2010). The leverage gave positive impact on the firm’s 

growth (Hameed et al., 2012). Liquidity also plays important role on 

corporate growth, the stronger liquidity constraints, the more size negatively 

affects firm’s growth (Fagiolo and Luzzi, 2006).  

 

 

3. Data description and measurement 

 

The study of the impact of internal company determinants on the 

company growth rate in this paper was done in the case of a large sample of 

companies from South-East Europe. The SEE list includes ten countries: 

Bosnia and Herzegovina, Bulgaria, Montenegro, Croatia, Greece, Romania, 

North Macedonia, Slovenia, Serbia and Turkey. Researching a large sample 

should allow us to draw more reliable conclusions. The data are provided 

from the financial statements of the SEE companies from the Thomson 

Reuters Eikon and Datastream database for the period 2011-2019. The 

sample includes only the companies listed on the national stock exchanges. 

The reason why we focus only on listed companies is because these data are 

the most reliable, since they have to comply with the special requirements 

imposed by stock exchanges to meet corporate governance criteria and 

especially for financial reporting of audited financial statements. The sample 

was calibrated to provide data consistency. More specifically, only 

companies from the real sector were taken in the sample, and we excluded all 

companies from the financial sector as well as utilities, given that they 

operate in conditions of statutory and other legal obligations and have to 

meet a number of regulatory requirements. Moreover, the definitions for 

some accounts are quite different from those of the real sector companies, 

such as inventories. Furthermore, all companies that have inadequate 

accounting data, negative capital, negative assets, negative sales, negative 



Southeast European Review of Business and Economics 

43 
 

operating cycle and other inadequate accounting data were excluded from the 

sample. Finally, we cut the lower and upper 1% extremes. These criteria 

have provided us with a sample of 791 company, and a total of 7,780 firm-

year observations. 

 

3.1 Measure of sales growth rate 

 

The growth of the companies is measured by the actual sales growth. 

Тhe actual sales growth rate is the rate at which the sales growth on an 

annual basis. It is expressed as: 

 
where, g is the Sales Growth Rate, ΔSj,t the absolute annual growth of 

the Sales of the company j at time t, Sj,t is the Sales of the company j at time 

t, and St-1 is the previous year’s Sale of the company j.   

3.2 Exogenous variables 

 

The explanatory variables of the company's growth rate are all those 

internal company variables related to the financial policies and operating 

performance of the company that have an impact on revenue growth. Our 

intention was to include as many variables as possible. Their definition and 

measurement are presented in the following table. 

 

Table 1. Definitions of exogenous variables 
Capital investments = (CAPEXt – Depreciation&Amortizationt) / Total Assets t 

Financial leverage = Total Liabilities t / Total Assets t 

Operating cash flow 
= (Net profit before tax + Depreciation and amortization) t / 

(Total Current Liabilities)t 

Non-debt tax shield = (Depreciation and Amortization) t / (Total Assets)t 

ROA = (Net profit)t / (Total Assets) t 

ROE = (Net profit)t / (Total Equity) t 

Firm size = ln (Total Assets)t 

Net profit margin = (Net profit)t / Salest 

Assets turnover = Salest / (Total Assets) t 

Tangibility = (Tangible fix assets) t / (Total Assets)t 

Account receivable 

period = (Account receivable t / Sales t) x 365 

Inventory conversion 

period = (Inventory t / Cost of Goods Sold t) x 365 

Cash conversion 

cycle 

= Account receivable period + Inventory period – Account 

payables period  
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3.3 Summary statistics and correlation analysis 

 

The summary statistics for the whole sample is presented in Table 2, 

and at the level of individual countries in Table 3. The companies in SEE 

achieved moderate growth in the period 2011-2019, and grew at an average 

actual rate of 6.73% per year. This moderate growth is far from desirable for 

managers. However, at the level of individual countries there are large 

differences in the actual company growth. Leading the growth are companies 

from Turkey with an average actual rate of 12.6%, Bulgaria with 10.5% and 

Serbia with 9.8%. Moderate growth rate was achieved by the companies in 

Bosnia and Herzegovina (4.7%), Croatia (3.4%) and Romania (5.8%), 

anemic growth was achieved by the companies in Greece (1.7%), North 

Macedonia (0.1%) and Slovenia (1.8%), while companies in Montenegro 

achieved a negative growth rate, i.e., on average decreased by –0.3% per 

year.  
 

Table 2. Summary statistics, period 2011 – 2019 

 Variable  Mean 
25th 

percentile 
Median 75th percentile 

Standard 

deviation 

Sales growth rate 0.0673 -0.0864 0.0341 0.1648 0.3666 

Capital investments 0.0078 -0.0205 -0.0055 0.0180 0.0674 

Financial leverage 0.5012 0.2840 0.4805 0.6671 0.3373 

Operating cash flow 0.4409 0.0274 0.1699 0.5050 1.3172 

Non-debt tax shield 0.0350 0.0182 0.0295 0.0437 0.0270 

ROA 0.0105 -0.0205 0.0113 0.0491 0.1244 

ROE 0.0407 -0.0277 0.0274 0.1052 0.3913 

Firm size 19.2 17.8 19.1 20.6 2.0 

Net profit margin 0.0225 -0.0406 0.0164 0.0729 0.3999 

Assets turnover 0.7629 0.3356 0.6036 0.9601 0.8150 

Tangibility 0.5441 0.3765 0.5431 0.7100 0.2237 

Account receivable period 110.1 37.8 69.8 126.2 173.3 

Inventory period 168.4 38.0 84.8 172.2 295.4 

Cash conversion cycle 111.2 8.1 77.2 180.4 403.6 

Source: Author’s own calculations  

 

The actual growth of the companies in SEE is certainly a reflection of 

the economic, political and social environment in which they operate, that 

are external factors outside our analysis. Our research focuses on the impact 

that company-specific determinants, which have an internal nature, have on 

the growth rate of companies. Company-specific determinants show that 

insufficient company growth in SEE is due to poor operating performance 

and inadequate financial policies. The moderate growth was primarily due to 

the weak investment activity of companies in SEE. The growth of companies 

requires investment in new assets of various kinds, increase of production 
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capacities, which will contribute to increased output, sales, which in turn 

leads to increased profitability which is the basis for generating retained 

earnings as internal sources to launch a new investment cycle and sustainable 

growth. Companies in SEE had a very small volume of capital investments, 

which on average annually amount to only 0.78% of the total assets. Exactly 

investing in new production facilities is the basis for generating new 

production which will subsequently lead to growth in sales revenues. Capital 

investments are largest in Turkey, but unfortunately, half of the countries 

have a negative investment rate, i.e. disinvestment process, since 

depreciation is not used to cover capital expenditures but to cover other 

operating expenses. Namely, although the depreciation and amortization is 

3.5% of the total assets (non-debt tax shield), still the capital investments are 

only 0.78% of the total assets. The disinvestment process is present in all 

countries, given that the capital investment ratio is lower than the non-debt 

tax shield in all cases. An additional factor in this context is the low 

tangibility. Namely, the share of fixed assets in the total assets is 54.4%, 

which indicates that the companies in SEE do not have capital intensive 

production.  

 Companies in SEE have poor operating performance. The return on 

total assets is only 1.05%, which is due to the actual negative average profit 

margin of -2.3% and the low total assets turnover ratio (assets utilization) of 

0.76 times.  

Also, working capital management is not at an appropriate level. 

With the long average account receivables collection period of 110.1 days 

and inventory conversion period of 168.4 days, the operating cycle is 278.5 

days which is equivalent to one year according to the number of working 

days. The cash conversion cycle is 111.2 days for which companies should 

provide financing for procurement. However, the large number of days on 

the account receivables collection period should contribute to sales growth. 

In SEE companies this is not the case but is due to insufficient liquidity to 

timely cover due liabilities.   

Companies in SEE also hold large volumes of inventories that can be 

the result of unmarketable and outdated inventories. The large volume of 

inventories and account receivables together held by SEE companies 

contributes to a large current liquidity ratio of 2.7. According to this 

indicator, companies in SEE on average have satisfactory liquidity, and yet 

accont reciavble days and account payables days are still large. Therefore, 

we employ another indicator that is considered more important for measuring 

liquidity, it is the operating cash flow ratio which is 0.44. The operating cash 

flow ratio is a measure of the number of times a company can pay off current 

debts with cash generated within the same period. An operating cash flow 

ratio of less than one indicates the firm has not generated enough cash to 
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cover its current liabilities. The operating cash flow ratio assumes cash flow 

from operations will be used to pay current liabilities. The current ratio, 

meanwhile, assumes current assets will be used.  

In addition, SEE companies have inadequate financial policies in the 

area of capital structure, more specifically in the structure of debts. The 

financial leverage according to the total liabilities ratio is 50.1% from the 

total assets, i.e. the SEE companies finance half of the total assets with 

liabilities. Liabilities without debt is 26.1% of the total assets, which mostly 

refers to trade credit provided by suppliers. Total debt is 23.8% of total 

assets, where long-term debt is only 10.6% of total assets.    

SEE companies operate in underdeveloped financial markets. New 

shares issues are very rare, and in some countries do not occur at all. The 

growth of the companies is financed mostly with equity from retained 

earnings and depreciation, and the borrowing is almost entirely by raising 

bank loans. However, borrowing from banks is very low, especially long-

term borrowing of investment loans, which is necessary to finance new 

capital investments. This is due to the insufficient supply of good investment 

projects that are acceptable for financing by banks, which in turn results in a 

low growth rate of companies.  

Table 4 shows the Pearson’s correlation coefficients. Sales growth 

shows a low correlation with independent variables, with most of them 

having a positive correlation. More importantly, there is a very low 

correlation between the independent variables indicating the absence of the 

multicollinearity problem in the regression analysis.   

 

 

 

 



Southeast European Review of Business and Economics 

47 
 

Table 3. Summary statistics by countries, period 2011 – 2019 

Table 4. Correlation analysis 

  
Sales 

growth rate 

Capital 

investments 

Financial 

leverage 

Operating 

cash flow 

Non-debt 

tax shield 
ROA ROE Firm size 

Net profit 

margin 

Assets 

turnover 
Tangibility 

Account 

receivable 

period 

Inventory 

period 

Cash 

conversion 

cycle 

Sales growth rate 1              

Capital investments 0,109 1             

Financial leverage 0,023 0,015 1            

Operating cash flow 0,063 0,037 -0,264 1           

Non-debt tax shield -0,034 -0,156 0,028 0,073 1          

ROA 0,163 0,102 -0,171 0,358 -0,037 1         

ROE 0,070 0,035 0,074 0,126 0,031 0,120 1        

Firm size 0,043 0,150 0,054 0,051 -0,038 0,121 0,070 1       

Net profit margin 0,102 0,081 -0,211 0,365 -0,009 0,499 0,082 0,107 1      

Assets turnover 0,091 0,040 0,111 -0,033 0,033 0,122 0,057 0,012 0,085 1     

Tangibility -0,055 -0,008 -0,130 0,036 0,079 -0,143 -0,073 0,080 -0,120 -0,361 1    

Account receivable 

period 
-0,067 -0,059 0,049 -0,056 -0,160 -0,058 -0,039 -0,101 -0,132 -0,184 -0,107 1   

Inventory period -0,065 -0,063 -0,085 -0,005 -0,101 -0,060 -0,043 -0,132 -0,102 -0,176 0,024 0,153 1  

Cash conversion cycle -0,093 -0,028 -0,153 0,028 -0,110 0,007 -0,033 -0,083 0,055 -0,069 -0,120 0,298 0,532 1 

 

Source: Author’s own calculations 

  

Sales 

growth 

rate 

Capital 

investments 

Financial 

leverage 

Operating 

cash flow 

DDebt 

tax 

shield 

N

on-debt 

tax 

shield 

ROA ROE 
F

irm size 

Net 

profit 

margin 

A

ssets 

turnover 

Tangibility 

Account 

receivable 

period 

Inventory 

period 

Cash 

conversion 

cycle 

Bosnia and Herzegovina 0.0465 -0.0125 0.3243 0.8120 -0.1646 
0

.0413 
0.0017 -0.0199 

1

8.3 
-0.0396 

0

.4176 
0.7113 134.7 296.7 181.9 

Bulgaria 0.1050 -0.0048 0.4485 0.3787 0.0522 
0

.0373 
0.0087 0.0397 

1

7.1 
-0.0623 

0

.6838 
0.5746 132.2 323.5 170.2 

Croatia 0.0343 0.0120 0.4905 0.4274 0.1198 
0

.0393 
0.0094 0.0254 

2

0.7 
-0.0129 

0

.6807 
0.6296 61.6 81.6 -22.9 

Greece 0.0174 0.0096 0.6301 0.2108 0.2120 
0

.0317 
-0.0130 0.0174 

1

8.7 
-0.0904 

0

.7814 
0.4978 144.1 132.0 131.3 

Montenegro -0.0027 -0.0208 0.4620 0.4126 0.0673 
0

.0478 
-0.0296 0.1139 

1

7.5 
-0.0648 

0

.4001 
0.7384 97.0 371.3 -36.5 

North Macedonia 0.0012 0.0035 0.3810 0.4856 0.0262 
0

.0332 
0.0183 0.0412 

2

0.9 
0.0191 

0

.6239 
0.5891 143.8 263.8 215.7 

Romania 0.0585 0.0073 0.4086 0.5054 0.1228 
0

.0354 
0.0071 0.0355 

1

8.8 
-0.0041 

0

.7253 
0.5743 101.7 190.8 140.6 

Serbia 0.0977 -0.0147 0.4509 0.3455 -3.3398 
0

.0301 
0.0127 0.0302 

2

1.8 
-0.0413 

0

.7079 
0.5334 142.6 212.3 99.1 

Slovenia 0.0177 0.0071 0.4943 0.4745 
-

0.1081 

0

.0452 
0.0087 0.0598 

1

8.5 
0.0025 

0

.8920 
0.6067 56.0 51.8 31.1 

Turkey 0.1259 0.0248 0.5294 0.5988 0.1090 
0

.0331 
0.0376 0.0796 

1

9.7 
0.0513 

0

.9469 
0.4678 75.5 89.0 85.1 



Southeast European Review of Business and Economics 

48 
 

4. Regression analysis 

 

We employed a panel regression model to investigate the determinants 

of corporate growth. We regressed the Sales Growth Rate against the 

exogenous variables that are firm-specific determinants as described above. 

Specifically, we estimate the following equation: 

 

GROWTHt = α + β1 INVESTMENTSt + β2 LEVERAGEt + β3 

CASHFLOWt + β4 NDTSt + β5 ROAt + β6 ROEt + β7 SIZEt + β8 MARGINt + 

β9 TURNOVERt + β10 TANGt + 

+ β11 ARCPt + β12 IPt + β13 CCCt 

 

where, GROWTH is Sales Growth Rate; INVESTMENTS is capital 

investments; LEVERAGE is financial leverage; CASHFLOW is operating 

Cash Flow; NDTS is non-debt tax shield; ROA is the Return on Total Assets; 

ROE is the Return on the Total Equity; SIZE is the firm size measured as 

natural logarithm of the Total Assets; MARGIN is net-profit margin; 

TURNOVER is the total assets turnover; TANG is assets tangibility; ARC is 

the Account receivable collection period; IP is the inventory conversion 

period; CCC is the cash conversion cycle. 

 Using the Hausman test, we examined which regression model was 

most appropriate, the fixed or random effect OLS model. The results showed 

that the fixed effects model is best for the given data sample. According to 

Deloof (2003), fixed effects estimation assumes firm-specific intercepts, 

which capture the effects of those variables that are particular for each firm 

and that are constant over time. A disadvantage of fixed effects estimation is 

that it eliminates anything that is time-invariant from the model. 

The results of the regression analysis are presented in Table 5. All 

independent variables are statistically significant, with most of them at a 

significance level of 1%. The company's growth has a positive relationship 

with capital investment, leverage, liquidity measured by operating cash flow, 

profitability measured by ROA, ROE, net-profit margin, assets utilization 

and firms size. The growth of the company has a negative relationship with 

the elements of working capital - account receivable collection period and 

inventory period, and cash conversion cycle. Also, the relationship is 

negative with non-debt tax shield and tangibility.  

Sales growth is strongly positively influenced by capital investment. 

Sales growth requires investing in more assets of all kinds. Companies need 

to invest in fixed and permanent working capital to increase production 

capacity, output and ultimately increase sales. However, investments in 

working capital have a positive impact on sales growth, given that the 

increase in tangibility i.e.,  investments in fixed assets has a negative impact 
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on sales growth. This can be explained by the insufficient economies of scale 

and low fixed assets productivity that do not generate a large enough 

marginal output for each unit of fixed capital engaged. Production of 

companies in SEE is largely labor-intensive, without a high degree of 

automatizaton and robotization that is characteristic in the case of developed 

market economies.  

 Corporate growth is a formalization of the adage “It takes money to 

make money.” (Higgins et al., 2022). Sales growth requires investing in new 

assets to increase production capacity, and they have to be paid. SEE 

companies operate in underdeveloped financial markets and do not have 

many opportunities to raise investment capital. Capital markets are shallow, 

young and emerging, stock issues are rare in some of these countries, and in 

some countries are completely absent. Hence, the most important source of 

financing for capital investments are the internal sources of retained earnings 

and the accompanying borrowing from banks, which is associated with 

increased retained earnings (Naumoski et al., 2022). Hence, it is clear why 

there is a positive statistically significant relationship between the growth of 

companies and financial leverage. Borrowing by the company is important 

for financing new capital investments.  

Retained earnings and the accompanying new borrowing generate 

money for capital investments, but only in limited amounts. Unless the 

company is willing to sell common stock or borrow excessive amounts, this 

limit sets a growth ceiling that can be achieved without straining its 

resources. Opportunities for new shares issues on their financial markets are 

very limited, and SEE companies are moderately indebted. Long-term 

borrowing, primarily from banks, in these countries is the basis for financing 

capital investments and amounts to only 10.6% of total assets. However, 

short-term liabilities are more important, which, as we have emphasized, 

have a positive impact on growth, rather than investing in fixed assets.  
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Table 5. Regression analysis 

 Dependent variable: 

Sales Growth Rate 

Exogenous variables Coefficient Standard Error 

C -0.9351*** 0.2922 

Capital investments 0.4361*** 0.0879 

Financial leverage 0.1371*** 0.0289 

Operating cash flow 0.0080** 0.0044 

Non-debt tax shield 0.8814*** 0.2970 

ROA 0.3357*** 0.0464 

ROE 0.0397*** 0.0119 

Firm size 0.0509*** 0.0148 

Net profit margin 0.0469*** 0.0155 

Assets turnover 0.1659*** 0.0164 

Tangibility -0.1523*** 0.0535 

Account receivable period -0.0003*** 0.00004 

Inventory period -0.0002*** 0.00003 

Cash conversion cycle -0.000024* 0.00002 

R2 0.2229  

Adjusted R2 0.1177  

F-statistic 2.1180  

Prob(F-statistic) 0.0000  
*** means significant at 1%, ** means significant at 5%, * means significant at 10% 

Source: Author’s own calculations  

 

Operating performances of the SEE companies have positive impact 

on company’s growth. This can be explained in the same line with the above. 

Namely, the retained profit is the most important source for financing of the 

capital investments, which in turn are necessary for the growth of output and 

sales. The more profitable the company is, the more it will be able to 

generate the necessary capital for capital investments. Therefore, there is a 

positive and statistically significant relationship between the company's 

growth and assets utilization (assets turnover ratio) and with the net-profit 

margin, which are indicators of the company's operating performance. 

Hence, according to the DuPont formula, they generate ROA, which also 

shows a positive and statistically significant relationship with the company's 

growth. Given that additional borrowing added to retained earnings is the 

second most important source for generating growth, and ROA multiplied by 

financial leverage (measured by equity multiplier) according to DuPont 

formula gives ROE, the existence of a positive and statically significant 

relationship between ROE and company growth is obvious. This confirms 



Vol.3, Issue 2 

 

51 
 

the thesis that the better the operating performance and profitability of 

companies in SEE, the greater their growth.  

 Companies in SEE experience poor operating performance and low 

profitability, have moderate indebtedness because they do not have attractive 

investment projects acceptable for financing by risk averse banks, which 

together leads to moderate corporate growth.  

 In this context is the existence of a positive impact of liquidity 

measured by the operating cash flow ratio with the growth of companies. 

Total liabilities without debt account for 26.1% of the total resources used by 

companies to finance growth-generating business operations. The most of 

those liabilities are current liabilities related to trade credits provided by 

suppliers. Therefore, the timely payment of those obligations is crucial for 

maintaining good business relations for securing production inputs.  

 Although depreciation, after retained earnings, is the second major 

internal source of funds for capital investments, SEE companies do not 

invest the full amount, as it is explained above. It is a process of 

disinvestment. Therefore, the amount of amortization and depreciation 

expressed through the non-debt tax shield has a negative relationship with 

the company’s growth. 

 The size of the company also has a positive and statistically 

significant relationship with the growth of the company. Larger companies 

are experiencing higher sales growth. In this research the size of the 

company is measured by the size of the total assets. This is another 

confirmation of the thesis that investing in new assets that increase 

production capacity enables increased output and increased sales. Many 

other authors have found a positive relationship between company size and 

sales growth (Mateev and Anastasov, 2010; Kachlami and Yazdanfar, 2016; 

Niskanen and Niskanen, 2006). 

 The management of working capital components has a negative 

impact on the growth of companies in SEE. However, the negative impact of 

working capital components on sales growth is indirect, through their 

negative impact on profitability which is the basis for generating internal 

sources of growth financing.  

 However, in the case of the SEE companies the average account 

receivables collection period is very long and is 110.1 days with a standard 

deviation of 173.3 days. Holding of inventories is also considered necessary 

to increase production and sales, but on the other hand holding large amounts 

of inventories results in high storage costs. The larger the inventories and the 

longer the inventory conversion period, the higher these costs, resulting in 

lower profitability for companies. The average inventory conversion period 

for SEE companies is 168.4 days with a standard deviation of 295.4 days. 
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Additionally, it may also be the result of having outdated inventories. The 

operating cycle as a sum of these two parameters is 278.5 days, which is 

approximately equal to the number of working days in a calendar year. This 

means that companies in SEE have poor working capital management, 

although the account payables period of 167.3 days is larger than the account 

receivable collection period of 110.1. The long operating cycle affects 

companies in SEE to have lower turnover and lower profitability (according 

to the DuPont formula). Additionally in that context is the long cash 

conversion cycle. Cash conversion cycle is the difference between the 

operating cycle and the account payables period. It is actually the period in 

which the company uses money to finance business operations from certain 

sources. This incurs financing costs and further negatively affects 

profitability. Due to the indirect impact they have on profitability, the 

elements of working capital have a negative impact on the growth of 

companies in SEE. SEE corporate managers need to redesign their operating 

policies and improve working capital management practices to ensure greater 

profitability and greater corporate growth.  

  Although all variables in the regression analysis are statistically 

significant, the coefficient of determination is still very low. The selected set 

of variables related to the operating performances and financial policies of 

the company, as well as the control variables, explain the growth of the 

companies to a small extent. There are a number of other company-specific 

variables that affect the growth of companies such as corporate strategy, 

organization, business processes and practices, innovation, managerial 

quality, other management characteristics, quality and other characteristics of 

employees, location, type of ownership, concentration of ownership, 

corporate governance, etc. Also a number of external factors have a major 

impact on corporate growth, such as macroeconomic determinants, interest 

rate, inflation rate, GDP growth rate, level of financial system development, 

access to financing, monetary policy, exchange rate, government subsidies 

and development support policies. It is obvious that the growth of companies 

is a complex issue. These factors are beyond the scope of this paper.   

  

 

5. Conclusion 

 

Among the earliest research on the growth of companies is Gibrat's law 

where it is assumed that the size of the firm has a log-normal distribution 

because the proportional growth rate of a firm is independent of its absolute 

size. However, a number of studies have refuted this claim, and have shown 

that successful companies go through several stages in the life cycle, ranging 

from introduction, rapid growth, maturity to decline. The growth of 
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companies has different intensity in different phases. But the growth of 

companies is determined by a number of factors of external and internal 

nature. In this paper, the growth of companies is defined by the growth of 

sales. In order for a company to grow, it needs investments in fixed and 

current assets, which need to be financed. The research on company-specific 

determinants of corporate growth in this paper was conducted in the case of 

SEE companies using their financial and accounting data for the period 

2011-2019. Given that they operate in emerging markets with undeveloped 

financial markets, they face with limited access to capital for investing in 

new facilities that should generate growth. Shares issuance is rare, and in 

some countries does not exist, so financing their growth is limited to the 

growth of internal sources of retained earnings and additional borrowing 

from banks.  

 Companies in SEE achieved a moderate average annual growth rate 

of 6.73%, for the period 2011 – 2019, which is lower than the satisfactory for 

corporate managers. This insufficient growth was mostly due to the low 

volume of capital investments, which amounted to only 0.78% of the total 

assets. Although depreciation and amortization accounts for 3.54% of total 

assets, meaning that they do not adequately replace spent assets. The ability 

of companies in SEE to invest primarily depends on their profitability, which 

in turn is low given the low operating performances measured according to 

the low asset utilization and low net profit margin. Ineffective and inefficient 

working capital management has an additional impact on low profitability. 

The growth of SEE companies is positively related to capital investments, 

financial leverage, operating cash flow, ROA, ROE, firm size, net profit 

margin, and assets turnover. But it is negatively related to non-debt tax 

shield, tangibility, account receivable collection period, inventory conversion 

period, and cash conversion cycle. 
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Abstract 

 
Digitalization is of vital importance for the development of business in the 

European Union. In today’s dynamic and high-tech environment, digital 

technologies underlie the development, implementation and improvement of 

business models related to maximizing the ability of companies to generate added 

value and achieve positive effects (results). Digitalization is a key differentiating 

factor for improving the way of organization and timely digital transformation of 

business in order to achieve economic sustainability and growth. The aim of this 

paper is to study the level of business digitalization in the European Union and 

derive specific business solutions and practices for its effective implementation. As 

a result of the study, this paper identifies the current state, specifics and dynamics 

in the development of digitalization of business within the European Union. It also 

traces the main trends, highlights the problem areas and outlines the guidelines and 

priorities for increasing the implementation of modern digital technologies and 

innovations. 
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1. Introduction 

 

The implementation and application of information and 

communication technologies is a priority axis for the economies of the 

European Union countries on their way to rapidly recover from COVID-19 

and achieve sustainability on the digital transition horizon. Building and 

developing digital infrastructure for business within the European Union 

(hereinafter EU) depends largely on the effective planning of digitalization 

processes, institutional and corporate cooperation and concentration of 

significant financial resources to meet the specific digital transformation 

goals. Undoubtedly, the speed and scale of digitalization in the separate 

economic regions of the EU and its expected effects may differ as regards 

the specifics, current state and potential for local business development. It 

also must be taken into account that there are both positive results and risks 

that pose challenges to the implementation and use of technological 

innovations by the companies in the Community. The intensity with which 

modern digital technologies are perceived and whether there are enough 

positive processes which prove the benefits of digital progress is key to 

increasing the competitiveness of enterprises operating in the EU. 

The term “digital economy” has become increasingly significant, 

mainly as a result of the obvious need for effective financial support and 

deep structural reforms since the COVID-19 pandemic started. Despite the 

efforts of the European institutions, the rapid digital transition cannot be 

achieved without raising the digital culture of the management and adopting 

digital technologies as the main tool for managerial decision-making. In the 

dynamic environment of digital technology development, the companies 

from EU Member States are facing a serious challenge not only to achieve a 

certain level of digitalization, but also to update their digital progress, taking 

into account the ever-changing economic and social conditions. Combining 

the efforts to digitize economic and social life aims at a higher social 

contribution and overcoming the inconsistencies that may arise in 

implementing Europe’s Digital Decade Strategy. Permanent monitoring of 

business achievements in the area of digitalization is becoming a long-term 

mission of Europe and a political priority for EU Member States. 

This study is fully in line with existing scientific publications, 

corporate practice and EU-approved principles and mechanisms related to 

the digital transformation of the whole Community. The study traces the 

state of the Digital Intensity Index (DII) of SMEs and large companies, 

which provides information on the use of a set of digital technologies in 

2021. The conclusions generated in the study are based on findings from 
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quantitative research and information analysis on the use of specific digital 

technologies by businesses in the Community. Future observations on the 

penetration of digital technologies in entrepreneurship would also be of 

interest, given the plans and measures to overcome the effects of the COVID 

pandemic, which inevitably motivate businesses to seek more effective ways 

to sustain and protect the lives and health of consumers. 

 

 

2. The significance of business digitalization  

 

 Under the modern conditions, not only prosperity but also business 

survival itself depends on the dynamics with which digital technologies are 

gaining ground in entrepreneurship. Adapting to new global challenges 

requires a radical rethinking of business models and adequate development 

of corporate strategies based on measures that improve corporate processes 

through the so-called digital business transformation. There are different 

interpretations of the terms “digital transformation” and “digitalization” in 

the specialized literature and practice. In this regard, digitalization is rather 

more applicable in business through the introduction of various modern 

digital technologies, the number of which is constantly growing, and the 

existing opportunities for automation of certain tasks in the specific 

entrepreneurial activity are also increasing. Some studies in this area define 

„digitalisation involves the introduction of digital technological innovations 

into existing (organisational, industrial, societal) systems in such a way that 

changes how those systems operate“ (Fielke, Taylor, & Jakku, 2020).  

At the same time, the term digital business transformation and 

increasing competitiveness focuses on the transformation of consumer 

requirements and consumption, which is based on digital technologies (Ritter 

& Pedersen, 2020). It is very important that investments in digital 

technologies transform in favour of the company’s business model and 

provide the necessary return on funds planned for digitalization. The 

potential for improving entrepreneurial competitiveness, regardless of the 

type of industry, lies namely in the wide scope of digitalization in the 

enterprises’ supply chains, and the digital business transformation is 

rationalized only after the objective and rational introduction of new digital 

technologies in the companies’ activities aiming at a fundamental change  

(Schwertner, 2017). On the other hand, it is also valid to assume that the 

harmonious integration of digital technologies in business affects not only 

the micro level, but can also have a positive impact on macroeconomic 

indicators (Mićić, 2017).  
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In practice, the real materialization of the effects of using digital 

technologies on business is the availability and implementation of mandatory 

tools, which include easier access to financing from European funds and the 

creation of partnerships between the government and private sector that will 

contribute to saving time and money and higher efficiency of tax payments 

(Trașcă, Ștefan, Sahlian, Hoinaru, & Șerban-Oprescu, 2019). Attempts to 

argue the importance of digital transformation within Industry 4.0 (Schwab, 

2016) and its visible acceleration since the start of the COVID-19 pandemic 

show that the use of digital technologies goes beyond the business context 

and is crucial not only for entrepreneurs, but also for the public sector and 

municipalities, the ecosystem and citizens. The success of the digital 

approach within the framework of corporate social responsibility can 

increase the efficiency of corporate governance, as well as reduce the 

negative impact on the environment (Ionaşcu, Ionaşcu, Nechita, Săcărin, & 

Minu, 2021). On the other hand, the concept of “digital entrepreneurship” is 

becoming a factor in the development of a bio-based economy and improves 

the reputation of socially responsible companies (Nikolova-Alexieva & 

Angelova, 2019). Also, the introduction of artificial intelligence (AI) into 

people’s lives provides significant benefits in environmental policy 

development and environmental management (Iakovidis, et al., 2021).  

It should be taken into account that smart solutions within any business 

are a good way to reduce CO2 emissions, but there are also a number of 

concerns about their negative impact on the environment due to the 

widespread use of some very popular digital activities and services such as 

social media, cryptocurrency trading, digital banking products and the global 

use of mobile devices (Data, Digital Technology, and the Environment, 

2021).  

 

 

3.  Plan for EU business digitalization  

 

 The EU’s ambitious COVID-19 recovery plan aims to address 

imbalances in the Community’s economic and social structures in a timely 

and resourceful manner and to actively support Europe’s green and digital 

transition3. In this regard, the focus is on the dynamics of digitalization, 

which is visualized at four points of reference, forming the core of SMEs 

competitiveness (See Fig. 1). The digital business transformation is one of 

the key areas (pillars) underlying the envisaged “Next Generation EU” 

 
3 See: Recovery and Resilience Facility, established with Regulation (EU) 2021/241 

on 19 February 2021 and NextGenerationEU recovery instrument.  
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recovery instrument with a budget of 806.9 billion Euros (European 

Commission, 2021). The “Digital Europe” strategy predominantly funds the 

integration of digital technologies in small and medium-sized businesses as a 

priority area for the EU’s economic development. 

 

Figure 1. Key trends of EU digital development with a 2030 horizon  

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: Digital Economy and Society Index (DESI) 2021. Thematic 

chapters, European Commission, 2021, https://digital-

strategy.ec.europa.eu/en/policies/desi; An SME Strategy for a sustainable 

and digital Europe. European Commission, Brussels, 10.3.2020, COM 

(2020) 103 final, https://eur-lex.europa.eu/legal-

content/EN/TXT/PDF/?uri=CELEX:52020DC0103&from=BG. 

 

 

 The digital sovereignty of companies in the EU undoubtedly depends 

on the actual use of digital technologies in the companies’ activities. The 

level of digital technology adoption in the EU companies can be traced by 

calculating the “Digital Intensity Index” (DII), the value of which depends 

on the number of digital technologies4 that entrepreneurs actually use in their 

business (See Fig. 2). 

 

 

 

 

 
4 The Digital Intensity index constantly changed its composition over the period 

2015-2021. 
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Figure 2. Digital technologies, included in the DII in 2021 

Source: https://circabc.europa.eu/sd/a/85e9f133-c930-4453-84d0-

2161469b1695/DIGITAL%20INTENSITY%20INDEX.pdf 

 

Europe’s ambition set out in the Strategic Plan for Digital Transition to 

2030 is to achieve a minimum baseline level of digital intensity for over 90% 

of EU enterprises (Commission, 2030 Digital Compass: the European way 

for the Digital Decade, 2021). At the company level, the assessment of the 

intensity with which companies implement digital technologies can vary 

from 0 to 12, i.e. at zero value of DII, the individual business unit does not 

use any of the digital technologies included in the index, and at least “4” of 

the structure of DII is considered to be the baseline level of digital intensity. 

 

 



Vol.3, Issue 2 

 

65 
 

 

3. Investigating EU business digitalization  

 

Increasing the intensity of the use of digital technologies in the 

activities of companies in the EU is undoubtedly one of the main priorities. 

However, the data in Figure 3 show that the percentage of SMEs and large 

companies using digital technology the least is still too high. These 

indications are particularly worrying in Bulgaria and Romania, where about 

80% of SMEs and about 40% of large enterprises have DII below baseline. 

The situation with SMEs in Hungary, Latvia, Greece and Poland is almost 

similar. It should be noted that large companies show higher digital progress 

in all EU Member States5. According to a study by the European 

Commission, most often the set of digital technologies of companies with 

very low DII includes only a few computers and a website of the business 

unit (European Commission, 2019). In countries such as Bulgaria, for 

example, there is no lack of investment in digital technologies, but the 

problem with their actual implementation stems from the lack of awareness 

of their business benefits and the insufficient encouragement of companies to 

use them. Another challenge for the digital transition in almost all EU 

countries is the need to increase the digital skills of employees in companies 

(European Commission, 2021). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
5 There is no data on the percentage of large enterprises in Finland with very low DII. 
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Figure 3. Percentage of SMEs and large companies in EU with DII 

below baseline (2021) 

Source: Eurostat and authors 

 

The percentage of SMEs with DII below the baseline level is 

significantly lower in Sweden, Finland, Denmark, the Netherlands and 

Malta. The reasons for this are the higher percentage of the population in 

these countries with digital skills, including those with ICT education and 

the government policies aimed at the widespread introduction of 5G 

connectivity in the public and private sectors. The superiority of SMEs in 

countries with higher levels of digital intensity lies in the use of cloud 

technologies and social media, unlike other European countries, which do 

not yet realize the full potential of these services. However, European 

companies that are leaders in business digitalization still have a number of 

staffing problems in the area of ICT. The expectations after the restrictions 

on mobility due to the COVID pandemic are for greater attention and 

dissemination of the possibilities of artificial intelligence among SMEs and 

large companies, which will have a positive impact not only on profits but 

also on the environment. 

According to the information visualized in Figure 4, it can be seen that 

the highest percentage of companies which in 2020 manipulated labour 

mobility, allowing more of their employees to have remote access to their 

work emails and other ICT or organized workshops through remote means 
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(online platforms) is in Finland. The second and third place are occupied by 

the companies of Malta and Sweden, which are also striving to actively 

acquire the potential of digital technologies in the context of the COVID 

pandemic.  

 

Figure 4. Total percentage of SMEs and large companies in EU 

Member States that in 2020 increased the percentage of staff with remote 

access to business e-mail, other ICT and the number of online meetings held 

through one of the platforms Skype, Zoom, MS Teams etc. 

 

Note: 8 countries are not included in the study – Czechia, Estonia, 

Romania, Croatia, Ireland, France, Spain and Greece. 

Source: Eurostat and authors 

 

Bulgaria remains last in this ranking, as only 22% of Bulgarian 

companies in 2020 optimized the structure of their employees in favour of 

remote work. The situation is similar in Poland and Lithuania, which rank 

17th and 18th according to these indicators. 

The following main conclusions can be formulated from the above 

analysis and evaluation: 

✓ the percentage of SMEs and large companies in the EU countries 

that use digital technologies the least is still too high;  

✓ SMEs are less digitalized and the digital divide between the 

leading enterprises and those that follow them gets bigger in the different EU 

Member States; 

✓ large companies show higher digital progress in all EU countries; 
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✓ the investment in digital technologies and the capacity of 

enterprises in some countries (especially in SMEs) are still low, which 

requires additional provision of funds; 

✓ the digital skills of the staff in the enterprises become essential, 

which requires that their level is improved in accordance with the new 

requirements of the market and the society; 

✓ the options for labour mobility and greater flexibility for 

organizing employment are increasing; 

✓ there are no policies for the wider implementation of the 5G 

connectivity in the public and private sector. 

 

 

4. Conclusion 

 

 The evolution of information and communication technologies has 

largely enabled EU enterprises to develop flexible and competitive 

behaviour, based on the ideology of the paramount importance of 

digitalization, as a means (tool) to build a positive image and reputation. The 

wider and multifaceted use of modern digital technologies facilitates, 

accelerates and creates greater opportunities for enterprises to realize more 

economic and financial benefits through speed, flexibility and 

competitiveness not only locally but also globally. On the other hand, 

digitalization provides more accurate and faster detection of risk 

circumstances, limitation of difficulties and isolation of weaknesses.  

Digitalization will continue to be a major factor with a multifaceted 

role for modern enterprises in the EU countries. Within the framework of the 

present study, however, problems related to the adaptation of SMEs to 

innovations are outlined, given their current system and technological status. 

Due to objective features and already established traditions in making 

management decisions in some companies, as well as the often insufficient 

budget intended for attracting specialists with digital skills and accelerated 

implementation of ICT, the options for business automation are limited, and 

hence for the increase of its effectiveness. Possible solutions to overcome the 

challenges require the formulation of a common vision not only at the 

strategic level, but also at the operational levels at higher levels of flexibility. 

In addition to organizational optimization, closing the gap in the digital skills 

of staff is also considered a key priority for the digital transformation 

process, which can only be realized through more digital investments. 
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Abstract 

 
The small and medium-sized enterprise sector (SMEs) is considered an 

essential factor for growth and economic development. But despite its economic, 

social and innovative role, the SME sector is confronting with many vulnerabilities. 

Access to finance represent one of the main problems facing the SME sector. The 

new economic context imposed by the pandemic crisis has further highlighted these 

vulnerabilities and imposed new solutions for resilience and post-crisis recovery. 

The paper presents the characteristics and evolutions of the Romanian SMEs, the 

effects generated by the crisis on small and medium enterprises, the main measures 

adopted to support and to provide liquidity for SMEs affected by the crisis. This 

challenge comes both with restrictions and negative aspects, but also with some 

positive aspects, which can be turned into real opportunities for this sector so 

important in the economy. The main sources of finance for the Romanian SME 

sector as well as the major financing programs and instruments at the national and 

European level are analyzed in light of the role that financing plays in supporting 

and developing small and medium-sized enterprises. The measures adopted (greater 

financing flexibility, credit guarantees, public and private investment), the financing 

programs and instruments but also ensuring a stable legal and juridical framework, 

can contribute to the development of SME sector in Romania, after the pandemic 

crisis. 
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1. Introduction 

 

The Small and Medium Enterprises (SMEs) sector is considered the 

engine of the economy and represent an important source of economic 

growth, job creation, entrepreneurship and innovation, in a modern and 

dynamic economy.  

In an interdependent and integrated economies, the SMEs became an 

essential component of the economic growth process. SMEs represent an 

important part of the European economy (99.8% of all enterprises) which 

played an essential role for the economic development (52% of economic 

value added) and job creation (64% of employed persons) in 2021 (EC, 

2022a).  

The SME sector is considered the backbone of the European economy 

and the support for small business and represents for many years one of the 

priorities of the European Commission which adopted many supporting 

measures and pogrammes for this sector. Despite all of these, one of the 

main problem the SMEs have to face is the financing access which is 

releated to the ability of SMEs to obtain the most appropriate source of 

finance for each stage of development. Also, it is related to the supply of 

equity at all stages of business development as well as of a range of 

alternative forms of finance (loans, grants, etc.) for businesses; the quality of 

management; the financial culture and attitude of business owners (Popescu, 

2008).  

The international financial crisis represents another threat for SMEs 

financing and development and has highlighted many structural weaknesses 

in the European economy. The COVID-19 pandemic has affected the SME 

sector and many employees faced the risk of losing their jobs in the firms 

struggling to survive. In this context, financial instruments were essential to 

provide the necessary support to SMEs, thus helping to mitigate the negative 

economic effects of the coronavirus crisis on EU states (EC, 2021a).  

Therefore, all EU Member States adopted measures for softening the 

impact of the Covid-19 pandemic and the imposed restrictions on business. 

Most measures have been aimed to help SMEs to maintain employment and 

get access to finance and there is a necessity for continuous investment, 

integration of research, innovation and smart fiscal consolidation for the 

recovery (Kraemer-Eis et all, 2020).   
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2. Romanian SMEs – an outlook 

 

SMEs from European Union are firms with less than 250 workers and 

an annual turnover below 50 million Euro or a balance sheet total of less than 

43 million Euro.The categories of SMES include micro (less than 10 

employees), small firms (10-49 employees) and medium firms (50-249 

employees) (EC, 2020). 

The sector of small and medium enterprises in Romania recorded a 

fluctuating evolution in the period 2008-2020. Thus, after the 2008 crisis, 

there was a decrease of the number of SMEs (the lowest number of 

companies registered was 450,521 in 2011) but later the number of 

companies recorded a slightly increasing trend (Figure 1). 

Before the Covid 19 crisis, the Romanian small and medium-sized 

enterprise sector was on an upward trend, with and increased number of 

SMEs in 2019 (by 6.9%) compared to 2017. This trend was continued in 

2020 when was registered an increase by 5.8% of the SMEs number 

compared to the previous year (NIS, 2021). But, in terms of SMEs number 

per 1,000 inhabitants, with 29 SMEs per 1,000 inhabitants, Romania is 

below the EU average (58 SMEs per 1,000 inhabitants in 2019) (EC, 2022a). 

 

Figure 1. Evolution of the total number of SMEs in Romania, 2008-

2020 
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Source: National Institute of Statistics - INS (2021), Romanian Statistical 

Yearbook, Time Series 

 

By firm category, the highest increase was recorded by micro-firms 

(14.55% in 2020 compared to 2017) while small firms registered a slight 

increase in the period 2017-2019 (2.2%) so that in 2020 their number 

decreases to 47.9 thousand companies from 49.9 thousand companies in 

2019. Medium-sized companies also registered a downward trend, the 
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number decreasing by 5.57% in 2020 compared to the previous year (table 

1). 

 

Table 1. Evolution of the number of SMEs in Romania, by firm category 

Years Micro % Small % Medium 

sized 

% Total 

SMEs 

2017 494636 89.58% 48835 8.84% 8697 1.58% 552168 

2018 517134 89.95% 49148 8.55% 8613 1.50% 574895 

2019 531232 90.10% 49921 8.47% 8451 1.43% 589604 

2020 566745 91.02% 47905 7.69% 7980 1.28% 622630 

Source: National Institute of Statistics - INS (2021), Romanian Statistical 

Yearbook, Time Series 

 

Considering the structure, the weight is held by micro enterprises 

(approx. 90% of all SMEs, slightly increasing in 2020). Small firms (about 

8.5% of all SMEs in the period 2027-2019) decreased in weight in 2020 

(7.69%) and medium-sized firms (1.5% of all firms) decreased slightly in the 

period 2017- 2020, representing 1.28% of all Romanian SMEs, in 2020. 

By activity, the most active SMEs are in the field of industry, trade and 

services, construction (95.44% from total, in 2020), with a slight upward 

trend, while in the field of agriculture and insurance finance there was a 

slight decrease (table 2). However, Romania has an important potential for 

the development of SMEs in the agricultural sector due to the high 

percentage of the rural population.  

By type of company, there is an orientation of micro companies and 

small companies towards the field of industry, trade and services, 

construction. 
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Table 2. The evolution of SMEs in Romania, by activity 

Year Activity Micro Small Medium 

2017 Industry, construction, trade and 

services 

94.97% 93.83% 96.06% 

Agriculture 3.48% 5.05% 2.70% 

Finance and insurance 1.55% 1.12% 1.24% 

2018 Industry, construction, trade and 

services 

95.02% 93.94% 96.17% 

Agriculture 3.45% 4.97% 2.54% 

Finance and insurance 1.53% 1.08% 1.29% 

2019 Industry, construction, trade and 

services 

95.33% 94.14% 96.15% 

Agriculture 3.21% 4.81% 2.58% 

Finance and insurance 1.46% 1.05% 1.27% 

2020 Industry, construction, trade and 

services 

95.54% 94.21% 96.10% 

Agriculture 3.08% 4.78% 2.49% 

Finance and insurance 1.38% 1.00% 1.40% 

Source: National Institute of Statistics - INS (2021), Romanian Statistical 

Yearbook, Time Series 

 

As can be seen from the developments recorded by the SME sector, 

Romania presents a significant economic and social potential for the 

development of entrepreneurship and the SME sector. However, SMEs in 

Romania have specific strengths and weaknesses that require specific 

measures and policies. That is why, in the last decades, strategic measures, 

programs and projects have been adopted and implemented at the national 

level, important public resources being allocated, thus supporting the 

entrepreneurial spirit and increasing competitiveness on the foreign markets. 

 

 

3. Romanian SMEs during the pandemic crisis – effects and 

implications 

 

Data regarding the dynamics of company incorporations are among the 

tools that can quickly measure the impact of the COVID-19 pandemic on the 

business environment. 
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Therefore, as an effect of the pandemic crisis, the business environment 

in Romania registered a drastic decrease in 2020 compared to the same 

period of the previous year, the number of start-ups reaching the lowest level 

in the last 10 years (figure 2). Accordingly with the data from National Trade 

Register Office (NTRO), the number of new companies decreased by 

18.09% in 2020 compared to 2019. 

Instead, in 2021, the number of newly established companies increased 

by 34.89%, growth trends being recorded in almost all fields of activity. The 

highest growth rate being recorded in the field of production and supply of 

electricity and thermal energy, gas, hot water (218.28%), agriculture, 

forestry and fishing (262.41%), public administration and defense 

(118.18%), information and communications (53.43%), real estate 

transactions (50.84%). The only field that registered a downward trend in 

2021 was the extractive industry (-5.13%) (NTRO, 2022). 

The entrepreneurial environment in 2020 recorded decreases compared 

to 2019, not only in terms of the establishment of new companies, but also in 

terms of dissolutions and suspensions. 

 

Figure2. Evolution of the total number of incorporations (2018-2021) 

 

Source: National Trade Register Office (NTRO), Incorporation of 

natural and legal persons https://www.onrc.ro/index.php/ro/statistici 

 

Regarding the company dissolutions, their number decreased by 

24.09% in 2020 compared to 2019 (figure 3). Accordingly with the data 

from National Trade Register Office, the areas of activity with the highest 

recorded dissolution rates were: public administration and defense (100%) 

while the other fields registered decreases in dissolution rates: extractive 

industry (-45.45%), water distribution; sanitation, waste management (-

36.41%), construction (-35%). 
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In 2021, the dynamics of company dissolutions recorded an upward 

trend, reaching 30,369 compared to a number of 24,172 dissolutions in 2020 

(figure 3).  

Figure 3. Evolution of firms dissolution in the period 2018-2021 

 

Source: National Trade Register Office (NTRO), Dissolutions: 

https://www.onrc.ro/index.php/ro/statistici 

 

By field of activity, the highest growth rates were recorded in the 

extractive industry (129.17%), other service activities (33.08%), hotels and 

restaurants (30.41%), areas that were greatly affected by the pandemic crisis. 

The only field that recorded a decrease in the number of dissolutions in 2021 

was public administration and defense; social insurance from the public 

system (-83.33%) (NTRO, 2022). 

A downward trend is also found in the case of suspensions, their 

number decreased by 22.14% in 2020 compared to the previous year. Thus, 

in 2020, a number of 10,866 suspensions were registered, compared to 

13,956 in 2019. Similar to the evolution of dissolutions, in 2021 the number 

of suspensions increased by 19.8% compared to 2020, registering a number 

of 12,939 suspensions. (NTRO, 2022). 

The COVID-19 pandemic has affected the economy and the SME 

sector, both from a supply and demand point of view. The lack of demand 

represented a growing problem during the crisis period as a result of 

decrease of consumption because the necessary restriction measures imposed 

by the authorities among the population, to prevent the epidemic effects. 

Structurally, the lack of demand is felt as a particularly pressing problem by 

the services and utilities sectors, while the construction and real estate 

sectors are the least affected by the negative demand shocks that have 

occurred at the aggregate level (BNR, 2020).  

On the supply side, almost a quarter of the companies were 

significantly affected by the reduction in sales (CNIPMMR, 2021). At the 
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sectorial level, companies from the services and utilities sectors felt more the 

effects of the pandemic on their turnover. Also, many companies have 

experienced a reduction in labor supply (dismissals, employee health 

affected by pandemy).  

The negative effects of the pandemic were felt also at the level of 

foreign trade companies and importing companies. In fact, the decrease of 

exports and imports took place mainly as a result of the decrease of demand 

for machinery and transport equipment, which has a significant weight in the 

structure of both trade flows. As new technologies and globalization reduce 

the importance of economies of scale in many activities, the potential 

contribution of smaller firms is enhanced.  

 

 

4. Financing SME sector in Romania - challenges and 

opportunities 

 

The crisis generated by the pandemic represented a challenge for all 

fields of the economy but especially for the SME sector. In the emerging 

situation, companies faced new difficulties or an aggravation of the already 

existing ones (lack of financing, production costs, lack of skilled labour, 

technological difficulties, reduced demand, managerial capabilities, low 

productivity, legislative obstacles). Thus, it was necessary to adopt a set of 

measures in order to reduce the negative effects of the pandemic on the 

business of SMEs. 

The most common measures taken by companies, at an aggregate level, 

were the partial reduction of activity, the suspension of activity or technical 

unemployment. Only a small part of SMEs (8%) used the telework regime 

for some or all employees, not having the availability or the necessary 

infrastructure to resort to this solution (BNR, 2020). 

At the opposite side, the least popular measures concerned the 

insolvency or judicial reorganization proceedings, suspending the payment 

of bank installments or dismissing partially or totally the employees. 

The main sources of financing used by companies remained internal, 

becoming more important in this interval than external resources, mainly due 

to the substantial advance recorded by profit reinvestment and asset sales. 

Bank loans remain a much less used option, and the number of companies 

which used trade loans and bank overdrafts continued to decline over the 

crisis period. 

The share of companies which did not use banking credit remained at a 

high level (75% in 2020), however this slightly decreased compared to the 

previous period. The most frequently obstacles for accessing finance from 

banks are the high level of interest and fees charged, requirements regarding 
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the amount or type of collateral, red tape and contractual clauses (BNR, 

2020). 

In addition to the negative aspects generated by the pandemic crisis, 

this challenge also comes with some positive aspects, which can turn into 

real opportunities for this very important sector in the economy of each 

country. 

Thus, the destabilization of import chains led to an increase in sales of 

local products. In order to increase sales, a relaunch of production is 

necessary, correlated with the relaunch of consumption to get out of the 

crisis. In this context, the state should focus on supporting the value chain to 

stimulate consumption and on systemic and support investments (Antonescu, 

2020). 

Relaunching businesses through viable investment plans is another 

objective that should be pursued by SMEs as long as the banking system is 

not facing a shortage of capital. 

The context of the pandemic crisis and the efforts to find treatment 

solutions creates the possibility for SMEs active in these fields to promote 

innovative products and services (medical devices, logistics, etc.). Also, 

pharmaceutical companies have obtained massive capital investments or 

substantial share increases on the stock market. 

SMEs from technological and IT fields could took advantages as a 

result of the increasing needs for remote communication, the role of 

technology components in business and daily activities. There are long-term 

opportunities for technological companies that provide online services or 

facilitate the provision of online services. The crisis had an impact on the 

way of working at the level of companies but also on consumers, who access 

more online services. 

The work from home system has been implemented by most companies 

with office activity and this practice will be able to be maintained in the 

future, which could positively change the dynamics of the work schedule, 

increasing the productivity of employees and reducing the overcrowding of 

cities. These aspects will cause an increase in concern for environmental 

protection and business sustainability with positive consequences on the 

environment. 

In the attempt to support the SME sector during the crisis, a series of 

actions were promoted, at national and community level, as follows: 

payment deferrals, non-refundable aid from the state budget, bank loans, 

national investment funds, European funds. 

Thus, a first measure that was taken to support the Romanian SME 

sector during the medical crisis was the postponement of utility payments 

(electricity, natural gas, water, telephone and internet services), at the same 
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time as rent payments schedules of buildings for registered and secondary 

offices. This delay in payment was also completed by the three-month 

extension of the Declaration on the sole beneficiary (this being suspended 

during the state of emergency). 

A particularly useful tool for companies was the SMEs Invest Romania 

Program through which state guarantees were granted for the following 

categories of loans: loans for making investments and loans or credit lines 

for working capital, at a maximum 80% of the financing value (excluding 

interest, commissions and bank charges related to the guaranteed loan). 

Also, in 2020, programs financed by the state budget were carried out, 

such as: the Start-up Nation Program (credits for approximately 5,000 

SMEs), the Microindustrialization Program 2020 (for industry), the Trade 

Program 2020 (for commercialization of market services), the 

Internationalization Program 2020, for companies in fields such as 

information technology, the food sector, furniture, the textile industry, 

research, scientific and medical innovation. 

Along with the national funding sources, an important role in SMEs 

financing have the allocations from European funds. A special category is 

represented by the community funds allocated through the Regional 

Operational Programme, for micro-enterprises and small/medium-sized 

companies (urban SMEs and rural medium-sized companies), which can 

obtain European funds with a value between 200,000 euros and 1 million 

euros, under certain conditions. 

For the period 2021-2027, Romanian SMEs could access the regional 

operational programs, such as: investments in the digitization of local public 

services, smart city, smart specialization and technological transfer, 

innovation, smart parks, SMEs, robotics, digitization (Antonescu, 2020).  

Also, the operational program Smart growth and digitization for smart 

specialization projects at the national level include: internationalization 

projects, industrial transition, nanotechnologies, robotics, research-

development-innovation infrastructure, as well as financial instruments for 

financing companies. 

Another initiative is the first cooperation agreement between the 

European Investment Bank Group and Deutsche Leasing Romania (February 

2021), representing private sector financing of 370 million Euro in order to 

support small and medium-sized enterprises affected by the pandemic to 

benefit from cheaper leasing financing (EC, 2021b). 

This initiative, guaranteed by the European Fund for Strategic 

Investments, aims to increase financing for investments in agriculture and 

equipment, support borrowers in rural and less developed areas, provide an 

alternative tool for capital management and is intended to strengthen the 
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resilience of Romanian enterprises against the impact of the COVID-19 

pandemic on the economic, social and health sector. 

 

 

5.  Conclusion 

 

In Romania, the SME sector represents 99.7% of the total number of 

enterprises, it is an important source of job creation (65.8%), innovation and 

have an important contribution to Romania's economic development (58% of 

value added) (EC, 2022b). 

The unprecedented COVID-19 pandemic crisis caused challenges for 

the economic, medical and social system in the European countries. For 

these reasons, it is necessary to manage the economic and social problems 

and to find solutions to support the sectors affected by the pandemic crisis. 

One of the sectors heavily affected by the pandemic crisis was the SME 

sector and the evolutions recorded in 2019 and 2020 by SMEs in Romania 

highlighted this trend. However, in 2021, SMEs registered an upward trend, 

they grew by 3.1% in the number of enterprises, 13.3% in value added and 

2.6% in employment (EC, 2022b). 

The Romanian SMEs presents specific strengths and weaknesses that 

require specific measures and policies. As new technologies and 

globalization reduce the importance of economies of scale in many activities, 

the potential contribution of smaller firms is enhanced. However, many of 

the traditional problems faced by SMEs in Romania – lack of financing, 

labor shortages, difficulties in exploiting technology, reduced managerial 

capabilities, low productivity and legislative obstacles – are exacerbated 

during the crisis.  

In that context, measures are needed not only European and state levels 

but also at the company level. Thus, the small companies in Romania must 

improve their managerial skills, informational capacity and technological 

base. For this, the governments must improve SMEs' access to finance, 

information infrastructures and international markets.  

An essential role is played by public policies and the legislative 

framework that supports the development of SMEs in Romania through legal 

and financial regulations that stimulate entrepreneurship and start-ups. It is 

also important to encourage the establishment of a network of business 

support structures to help SMEs (clusters, business incubators). But despite 

certain positive developments in the business environment, related to starting 

a business and taxes payment, there are still difficulties which can be 

eliminated. 
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The developments in the area of access to finance have been mixed. 

The main sources of financing used by SMEs from Romania remained 

internal, becoming more important in this interval than external resources, 

mainly due to the substantial advance recorded by the profit reinvestment 

and asset sales (BNR, 2020). Bank loans remain a much less used option and 

the number of companies opting for trade loans and bank overdrafts 

continued to decline over the analyzed period. On the positive side, the 

funding of Romanian start-ups has become more sustainable and diversified 

(EC, 2022b).  

The measures adopted at the national level must also be complemented 

by the initiatives at the European level to support the SME sector. The 

European Union can provide financial instruments through financial 

intermediaries in the member states to support their policies and programs 

and these take various forms: equity and debt, loan guarantees, venture 

capital, risk-sharing mechanism. 

Financial instruments were essential to provide support to SMEs that 

needed it most, thus helping to mitigate the negative economic effects of the 

pandemic crisis. Thus, financial instruments have proven to be very useful, 

particularly due to the flexibility provided by the Coronavirus Response 

Investment Initiative and the Coronavirus Response Investment Initiative 

plus, which have allowed Member States to allocate resources according to 

the changing needs of beneficiaries. Another essential characteristic of 

financial instruments is their leverage effect, being able to attract additional 

investment from investors but represent also a cost-effective enforcement 

mechanism (EC, 2021a). 

Considering the important share that the SME sector has in the 

Romanian economy and its development potential, this sector should benefit 

from considerable allocations from national and EU funds, but in parallel 

with an increase in allocations, certain steps are necessary for the SME 

sector to have a higher absorbtion rate in the future along with an adequate 

framework to support entrepreneurial initiatives and small business 

development. 
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Abstract 

 

The main purpose of this paper is to examine the pay perception 

among the employees in the non-banking financial institutions in North 

Macedonia and its correlation with employees’ intent to leave their current 

positions. The data to be analyzed was gathered through anonymous on line 

questioner consisting of Likert-scale measures. 

The results show that familiarity with pay differences does not 

significantly affect employees’ intent to leave. The findings indicate that 

majority of employees within the Macedonian non-banking financial 

institutions claim to understand how their pay and pay raises are 

determined, usually compare salaries and are aware of the industry pay 

ranges for their job positions. In addition, the majority of employees are 

neutral on the questions related to pay differences. Nonetheless, this lack of 

understanding of the pay system does not significantly influence their 

intention to leave the company they work for.  

There is no study on the pay perception and employee intention to 

leave among nonbanking financial institutions in North Macedonia. On the 

other hand, there is a need of finding the crucial factors for employees’ 
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intent to leave, in order to be able to retain well-trained and trustworthy 

team, especially taking into consideration the fact that these institutions are 

frequently facing challenges where employees are leaving their current jobs 

to join competitors from the same industry. 

 

Keywords: Pay perception; Intent to Leave; Non-Banking financial 

institutions; North Macedonia 

 

 

1. Introduction 

 

According to the Macedonian Law on Financial Institutions (Official 

Guazzete of RNM No. 158/10, 53/11, 112/14, 153/15 and 23/16), non-

banking financial institution is an institution that performs one or more of the 

following activities: crediting, issuing and administrating credit cards, 

factoring, issuing letters of guarantee, financial consulting, renting movable 

and improvable property, including operating lease.   

As of April 2021, there were total of 32 non-banking financial 

institutions registered in the North Macedonia, since the beginning of the 

enforcement of the Law of Financial Institutions, starting from December 17, 

2010. Most of these institutions were registered with foreign capital and are 

using foreign investments for lending through investment platforms.  

Initially these institutions started recruiting people with a finance 

background for the top management positions and people without 

professional experience for the junior specialist positions. Employing people 

without financial knowledge was an idea for providing detailed training for 

the newly established industry and targeting young people to develop 

together with the businesses and the industry. The first employees of these 

institutions were responsible for establishing every process of the business 

from getting a license to creating and visualizing a customer relationship 

system.  

Employees were recruited with a very competitive compensation 

programs, high average salaries and were offered very promising career 

paths. As time went by and the markets became familiar with the fast and 

easy products, these institutions started recruiting people from banks and 

other specialized sectors in order to respond to the frequent customer needs. 

As a result, the level of the average salary in these institutions started 

decreasing. The turnover of the employees was evident, especially 

movements within the same sector.  

There is no study on the pay perception and employee intention to 

leave among nonbanking financial institutions in North Macedonia. On the 

other hand, there is a need of finding the crucial factors for employees’ intent 
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to leave, in order to be able to retain well-trained and trustworthy team, 

especially taking into consideration the fact that these institutions are 

frequently facing challenges where employees are leaving their current jobs 

just to join institutions in the same industry. Such actions may be provoked 

by unfitted organizational culture, structure and/or processes or payment 

incentives employees are seeking.   

In view of this, it is interesting to research whether the pay perception 

has significant influence on these reoccurring challenges in the Macedonian 

non-banking financial sector. This paper has the following objectives: 

● To develop comprehensive literature review about pay, pay 

perception, pay differences, pay understanding and intention to leave. 

● To provide an empirical analysis of the current situation in the non-

banking financial sector in North Macedonia by assessing and 

correlating between pay perception, through awareness about pay 

differences and pay understanding with intent to leave.  

● To propose recommendations for improving the current situation on 

basis of the gathered information and analyzed results. 

 

 

2. Literature Review 

 

2.1. Pay 

 

It is logical to assume that salaries are an important tool for employee’s 

retention, and that more competitive salaries should give workers less 

reasons to leave for another job. However, is this undoubtedly true? 

According to Halvorson (2018) employees who earn a reasonable salary are 

more likely to feel appreciated by an employer, consequently may be less 

inclined to leave their current employers.  

 Significant number of studies have attempted to determine the 

importance of pay to employees, connected to other potential motivators 

(Rynes, Gerhart, & Minette, 2004; Adkins, 2006; Olafsen, Halvari, Forest, & 

Dec, 2015). When people are asked directly about the importance of pay, 

they tend to give answers that are placing pay on a fifth place ranging from a 

list of eight potential motivators. In contrast, studying actual behaviors in 

response to motivational initiatives usually select pay as the most effective 

motivator (Rynes et al., 2004). Locke et al., 1980 have concluded similarly 

that money is the main incentive and different incentives or motivational 

tools cannot be compared to money’s instrumental value. 

In today’s world, every employer is emphasizing their compensation 

and benefits strategies. As high-performing talent is limited, companies are 

https://onlinelibrary.wiley.com/action/doSearch?ContribAuthorRaw=Olafsen%2C+Anja+H
https://onlinelibrary.wiley.com/action/doSearch?ContribAuthorRaw=Halvari%2C+Hallgeir
https://onlinelibrary.wiley.com/action/doSearch?ContribAuthorRaw=Forest%2C+Jacques
https://onlinelibrary.wiley.com/action/doSearch?ContribAuthorRaw=Deci%2C+Edward+L


Southeast European Review of Business and Economics 

88 
 

fighting for the same and by changes in their compensation strategies 

employers could benefit from good deals with high-performing talent. 

According to Rynes et al. (2004), employees nowadays are more likely to go 

to some other corporation with higher compensation offerings. This is even 

more increased with the age of digitalization, where all the information is 

easily available, on one click.  

 

2.2. Pay Perception 

 

People have individual perception about their pay. Employees pay 

perception is subjective and it changes from individual to individual due to 

the influence of vast factors. Nonetheless, the pay perception is the basis of 

many behavioral outcomes of employees such as pay satisfaction, job 

satisfaction, organization commitment, intention to leave, etc. (Peluso, 

Innocenti, & Pilati, 2017). It is vital to understand the determinants of pay 

perception, or the factors that influence pay perception, in order to fully 

understand it (Kumari, 2018). 

There are companies that choose to make pay practices transparent and 

those who choose to keep it private, thinking it is the best approach. Pay for 

performance programs are implemented often, however when there is a small 

pay difference between outstanding performance and average performance 

the quality of the approach is doubtful (Mc Knight, 2017). Research 

investigating pay perceptions and pay communication in companies in two 

cities in the Midwestern United States, in 2014, concluded that employees 

had insubstantial pay perception, i.e. insufficient knowledge on how pay 

works and the connection between pay and performance. The research has 

confirmed that insufficient information about pay is restricting the 

employees from getting the right pay perception (Diekmann, 2015).   

A study conducted by Bolden-Barrett (2017), discovered on the other 

hand that employees seemed to be more concerned about feeling valued and 

having development chances as a reason to change an employer.   

 

2.3. Pay Understanding 

 

Whether employees understand how their pay is determined and how 

they can achieve certain pay levels depends a lot on the communication of 

the pay scheme by the management. (Stewart, 2020). 

 Research shows that employees working in companies where there is 

an open communication were more likely to understand the pay practices. In 

cases when companies practiced open communication of pay schemes, 81% 

of employees have said they had a good understanding of how pay is 

determined. In organizations where closed communications ware practiced, 

https://www.payscale.com/author/amy-stewartpayscale-com/


Vol.3, Issue 2 

 

89 
 

only 56% of employees reported they understand how pay was determined 

(Diekmann, 2015). According to Pogge (2005), an understanding of the pay 

system provokes feelings that the pay system is fair and inspires acceptance 

of pay outcomes.  

Providing the principles as to why the pay structure is designed the 

way that it is, may increase acceptance of the structure and enhance the 

belief that pay outcomes are fair in relation both to individual contribution, 

and positively influence the company loyalty and the determination to stay 

(Shields, Scott, Bishop, & Goelzer, 2012). 

 

2.4. Pay Perception in Correlation to Intention to Leave 
 

Turnover is defined as rate of the entry of new employees in the 

organization and the exit of the existing employees from the organization 

(Price, 1989). Comparable definition of the turnover is employee’s voluntary 

termination of the employment from an organization (Muchinsky & Morrow, 

1980). Three components appear in the exit process and those are the 

thoughts of leaving, the intention to look for different job positions in other 

organizations and the intention to leave. When onboarding employees and 

throughout the work life employers invest a high amount of money in terms 

of introduction, training, and development of the same employees within the 

organization. As a result of this, employers are trying at any cost to minimize 

employee’s turnover within an organization.  

Employee turnover in literature is categorized as either voluntary or 

involuntary (Sutherland & Jordaan, 2004). Only voluntary turnover is focus 

of this research and it is defined as initiated by the employee in cases when 

the employee is looking for a better workplace or better job position. 

According to Firth, Mellor, Moore, and Loquet, 2004, employee’s intention 

to quit is influenced largely by job dissatisfaction, feelings of stress and lack 

of commitment to the company. There are other reasons for employee 

turnover already discovered in studies. Additionally, intention to quit has 

been identified as an indicator for quitting behavior (Firth et al., 2004). 

According to Nawaz and Pangil (2016), there is a negative connection 

between positive organizational support and an employee's intention to leave 

the organization. Employees who feel appreciated and supported by their 

employers are less likely to leave the organization and look for better job 

opportunities outside the organization. Consequently, strong negative 

relationship between pay and employee turnover intention is also identified.  

Literature contains different views about the relationship between pay 

and actual turnover. According to Huselid (1995), pay is identified as an 

important determinant of employee turnover. Findings in literature present 
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that pay is one of the most important determinants of job satisfaction, which 

in turn decreases the turnover rates and consequently it is negatively related 

to intention to quit (Alam, Aliya & Asim, 2019). Wage was found to be 

associated with turnover intention in studies such as Albattat and Som, 2013; 

Carbery et al., 2003; Ghiselli et al., 2001; Pizam and Thornburg, 2000, as 

cited in Emiroğlu, B. D., Akova, O., & Tanriverdi, H. (2015), where it was 

concluded that low wage strengthens turnover intention. On the other hand, a 

study has revealed that in the USA, pay is not a significant reason for 

employees to leave (Kim et al., 2019), while in other study it is revealed that 

pay alone was not be enough to retain the best employees (Chew and Chan, 

2008). 

In relation to pay understanding, it has been discovered that 

organizations that clearly communicate compensation have a competitive 

advantage in attracting and retaining talent. If employees are not familiar 

with what behaviors lead to higher levels of pay, or observe inconsistency in 

the distribution or rewards, dissatisfaction increases and it can result in lower 

morale, reduced productivity and increase turnover (Diekmann, 2015). 

 

 

3. Method 

 

3.1. Sample 
 

The methodology used to come to the conclusions in this paper 

consists of an anonymous questionnaire, sent in electronic form to full-time 

employees in the targeted companies, from the nonbanking financial sector 

in North Macedonia.  

Respondents were of both genders (male and female), different age 

groups (at the age of 21 - 50), with no experience or up to 10 years’ 

experience in the financial industry and different job positions.  

The importance of the survey was emphasized by top managers 

encouraging them to cooperate. The questionnaire received response rate of 

73%, i.e. one hundred employees were targeted and 73 of them have 

provided answers. The survey was carried out April 2020, in a period of 

three weeks, using Google Forms, survey administration software. 

The respondents were employees of ten nonbanking financial 

institutions, which is 36% from of all non-banking institutions registered in 

the time when the questionnaire was conducted.  

The respondents were holding different positions in five non-banking 

financial institutions in North Macedonia, which offered a unique 

opportunity to examine how pay differences are related to employee attitudes 

in a multi workplace context. The job positions held among the participants 
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were the following: Customer Service Specialists/Sales Agents; Head of 

Customer Service and Sales; Debt Collection Specialists; Head of Debt 

Collection; Accounting and Financial Specialists; Business Controllers; 

Marketing Managers; Human Resources Managers; Public Relations 

Managers, Chief Operating Officers and Chief Executive Officers. Given 

that, these hierarchical categorizations are not necessarily consistent across 

the sample; the sample is regarded as a single grouping of full-time 

department-level employees.  

Out of 73 respondents 40 are female respondents (54.80%) and 33 are 

male respondents (45.20%). Most of the respondents (45 or 61.65%) belong 

to the age group 21 – 35, followed by respondents (28 or 38.35%) from the 

age group 36 – 50. Respondents at managerial positions (15) represent 

(20.55%) of the total number of respondents, while respondents at 

administrative job positions are the larger group of respondents in total 

number of 58 (79.45%).  

 

3.2. Variable Measures 
 

The questionnaire survey consists of Likert-scale measures of the 

constructs of interest. In 2012, John Shields, Dow Scott, James W. Bishop, 

and Paulo Goelzer created the sixth construct in the previously five construct 

scale, related to pay differences (Shields et al., 2012).  

To measure pay understanding a measure was adapted from Mulvey, 

LeBlanc, Heneman, and McInerney (2002) a four-item test. This scale 

focuses more on understanding how decisions are to be taken regarding 

paying workers at different levels.  

The results were measured by an average grade of six proposed choices 

of answers, ranging from "strongly disagree" to "strongly agree", as follows: 

1- Strongly disagree  

2 - Disagree 

3 – Partly disagree 

4 – Partly agree 

5 - Agree 

6 – Strongly agree 

 

 

4. Results 

 

The results will be presented taking into account the order of the 

sections in the questionnaire as they follow: 

a) Intent to leave 
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b) Pay differences 

c) Pay understanding 

According to the analysis of a data set based on a sample of 73 

employees, the following results were computed as presented in six sections 

and thirty tables (see Table 1 – Table 9): 

a. The average of the variable: Intent to leave is 2.2, given the minimum 

scale of 1 and maximum scale of 6. ("strongly disagree" to "strongly 

agree") 

b. The average of the variable: Pay differences is 3.6, given the 

minimum scale of 1 and maximum scale of 6. ("strongly disagree" to 

"strongly agree") 

c. The average of the variable: Pay understanding is 4.5, given the 

minimum scale of 1 and maximum scale of 6. ("strongly disagree" to 

"strongly agree") 

 

4.1. Intent to leave 
 

In the set of questions for gathering information about the employees’ 

intent to leave participants ware asked to answer if in the near future they see 

themselves within or outside of the current company (see Table 1 – Table 3). 

The results show that the intent to leave among the respondents is on a very 

low average of 2.2. 

The majority of total respondents (67.12%) disagree with the statement 

that they have an intent to look for a new job in the next 12 months. 21.92% 

of the total respondents are neutral, while 10.96% agree they have intent to 

search for a new job in the next 12 months. The breakdown of the answers 

can be seen in Table 1. 

Table 1. Answers on the question: I intend to look for a new job in the 

next 12 months 

I intend to look for a new job in the next 12 months 

Scale 
Number of 

Respondents 

% of Total 

Respondents 

1-Strongly disagree 40 54.79% 

2-Disagree 9 12.33% 

3-Partly disagree 8 10.96% 

4-Partly agree 8 10.96% 

5-Agree 3 4.11% 

6-Strongly agree 5 6.85% 

Total 73 100% 

Average 2.2 
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Asked about whether they think about quitting their jobs, majority of 

employees (65.76%) within nonbanking financial institutions in North 

Macedonia do not often think about quitting their jobs. Employees who are 

neutral to this statement are 26.03% from the total respondents; while 8.22% 

of total respondents answered they agree they often think about quitting their 

job. This finding aligns with the previous finding for the low intent of the 

employees to look for a new job in the next 12 months. A breakdown of the 

findings is displayed in Table 2. 

 

Table 2. Answers on the question: I often think about quitting my job 

I often think about quitting my job 

Scale 
Number of 

Respondents 

% of Total 

Respondents 

1-Strongly disagree 35 47.95% 

2-Disagree 13 17.81% 

3-Partly disagree 8 10.96% 

4-Partly agree 11 15.07% 

5-Agree 2 2.74% 

6-Strongly agree 4 5.48% 

Total 73 100% 

Average 2.2 

 

The last summary of results from the section “Intent to leave” is 

aligned with the previous findings in this section and confirm the low level 

of intent to leave among employees’ in the nonbanking financial institutions 

in North Macedonia, with an average rate of 2.2. Majority of total 

respondents 67.13% disagree with the statement that if they could, they 

would get a job with another company, 24.66% of total respondents do not 

have an exact answer and 8.22% agree they would get a new job outside of 

the company if they could. The breakdown of the answers can be seen in 

Table 3. 
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Table 3. Answers on the question: If I could, I would get a job with 

another company 

If I could, I would get a job with another company 

Scale 
Number of 

Respondents 

% of Total 

Respondents 

1-Strongly disagree 33 45.21% 

2-Disagree 16 21.92% 

3-Partly disagree 10 13.70% 

4-Partly agree 8 10.96% 

5-Agree 2 2.74% 

6-Strongly agree 4 5.48% 

Total 73 100% 

Average 2.2 

 

4.2. Pay Differences 
 

In the Pay differences section the respondents were given three 

questions, in order to determine whether they are aware of pay differences 

and if this possibly correlates to the intent to leave. The given questions 

were: There are large pay differences among full-time employees, all full-

time employees at this company are paid about the same and Full-time 

employees at the same level get paid about the same. It was interesting to 

find that in all of the questions the percentage of neutral respondents was 

significantly over the ones that were strongly agreeing or disagreeing with 

the statement, i.e. 47.95%, 53.43% and 45.21% respectively. This, together 

with the average rate of 3.6 on the three questions, leads to a conclusion that 

this variable does not significantly affect the intent to leave. Breakdown of 

the answers is displayed in Tables 4–6. 
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Table 4. Answers on the question: There are large pay differences 

among full-time employees 

There are large pay differences among full-time 

employees 

Scale 
Number of 

Respondents 

% of Total 

Respondents 

1-Strongly 

disagree 5 6.85% 

2-Disagree 9 12.33% 

3-Partly disagree 18 24.66% 

4-Partly agree 17 23.29% 

5-Agree 10 13.70% 

6-Strongly agree 14 19.18% 

Total 73 100% 

Average 3.8 

 

Table 5. Answers on the question: All full-time employees at this 

company are paid about the same 

All full-time employees at this company are paid about 

the same 

Scale 
Number of 

Respondents 

% of Total 

Respondents 

1-Strongly 

disagree 13 17.81% 

2-Disagree 10 13.70% 

3-Partly disagree 20 27.40% 

4-Partly agree 19 26.03% 

5-Agree 8 10.96% 

6-Strongly agree 3 4.11% 

Total 73 100% 

Average 3.1 
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Table 6. Answers on the question: Full-time employees at the same 

level get paid about the same 

Full-time employees at the same level get paid about 

the same 

Scale 
Number of 

Respondents 

% of Total 

Respondents 

1-Strongly 

disagree 7 9.59% 

2-Disagree 7 9.59% 

3-Partly disagree 12 16.44% 

4-Partly agree 21 28.77% 

5-Agree 19 26.03% 

6-Strongly agree 7 9.59% 

Total 73 100% 

Average 3.8 

 

4.3. Pay Understanding 
 

Pay understanding among employees in the nonbanking financial 

sector in North Macedonia has an average response rate of 4.5 that indicates 

that majority of employees fully understand how their pay is defined and 

how the same varies in other companies in the same industry. The highest 

number of respondents have answered they fully agree they understand how 

their salary is determined, how their company’s pay rates compare with what 

employees are paid in other companies in the industry and what are the pay 

ranges for their job position.  

Majority of the employees (643.9%) agree that they understand how 

their pay is determined (as shown in Table 7), majority of 50.69% of total 

respondent’s agree that they know how their company’s pay rates compare 

with what employees’ are paid in other competitive companies (as shown in 

Table 8), and majority of 65.76% the employees understand the pay ranges 

for their job (as shown in Table 9). 
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Table 7. Answers on the question: I understand how my base salary or 

wage is determined 

 

I understand how my base salary or wage is determined 

Scale 
Number of 

Respondents 

% of Total 

Respondents 

1-Strongly 

disagree 4 5.48% 

2-Disagree 4 5.48% 

3-Partly disagree 6 8.22% 

4-Partly agree 12 16.44% 

5-Agree 24 32.88% 

6-Strongly agree 23 31.51% 

Total 73 100% 

Average 4.6 

 

Table 8. Answers on the question: I know how my company’s pay rates 

compare with what people are paid in other companies in the area 

 

I know how my company’s pay rates compare with what 

people are paid in other companies in the area 

Scale 
Number of 

Respondents 

% of Total 

Respondents 

1-Strongly 

disagree 8 10.96% 

2-Disagree 5 6.85% 

3-Partly disagree 8 10.96% 

4-Partly agree 15 20.55% 

5-Agree 19 26.03% 

6-Strongly agree 18 24.66% 

Total 73 100% 

Average 4.2 
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Table 9. Answers on the question: I know the pay range for my job 

(maximum and minimum amounts my job is paid) 

I know the pay range for my job (maximum and 

minimum amounts my job is paid) 

Scale 
Number of 

Respondents 

% of Total 

Respondents 

1-Strongly 

disagree 4 5.48% 

2-Disagree 4 5.48% 

3-Partly disagree 3 4.11% 

4-Partly agree 14 19.18% 

5-Agree 30 41.10% 

6-Strongly agree 18 24.66% 

Total 73 100% 

Average 4.6 

 

 

5. Limitations of the Research 

 

Limitation of this research is the sample size. It is a relatively small 

sample. Performing the study on a larger sample could generate more 

accurate results.  

The second limitation is connected to the first one and is related to the 

fact that the researched industry is young, and that the number of institutions 

registered within this industry is ongoingly increasing, which potentially in 

the future can result in bigger sample, and possibly different findings.  Third 

limitation is the lack of previous studies on the topic conducted in North 

Macedonia, so the data can be compared. Last limitation relates to 

employees objectivity, or possibility of their answers being influenced by the 

involvement of the top management in the study and/or the lack of other job 

opportunities in the country as a whole.      

 

 

6. Conclusion 

 

The research conducted on the employees in the nonbanking financial 

institutions in North Macedonia found that pay perception, viewed through 

awareness on pay differences and pay understanding, does not affect 

employees intent to leave.  

The research found that majority of the employees had understanding 

of how their pays are determined and were unaware or not interested in data 
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about pay differences, but at the same time, they had very low level of intent 

to leave. They did not think of leaving the company they work for in the near 

future and even if they could, they would not get a job with another 

company.  

A recommendation from this research is that even though according to 

the data the intent to leave of the employees in the nonbanking financial 

sector is low, in practice employees leaving for a competition is a 

reoccurring problem. Thus, although most of the employees have an 

understanding of how their pay and pay raises are determined, and they 

compare pays within the industry, still there is significant percentage of 

employees that do not know or are neutral to this information. Educating 

these neutral or indifferent employees about the pay system may result in 

decreasing currently significant employee turnover. 
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