Original Scientific Paper School of Business
Broj 2/2016

UDC 005.961:005.914.37:316.334.55(497.7)

DOI 10.5937/skolbiz2-11842

STRENGTHENING THE RURAL
ENTREPRENEURSHIP IN THE REPUBLIC OF
MACEDONIA

Martina Krstevska', Inspection Council Skopje, Republic of Macedonia
Nada Trenceva, Municipality of City of Kavadarci, Republic of Macedonia

Abstract: Entrepreneurship is seen as a main driving force for the economic
development of the Republic of Macedonia in general and particularly for the
development of the rural areas. The purpose of this paper is to present the real situation
with the rural entrepreneurship in the Republic of Macedonia by using the survey,
statistical method and method of deduction.

The studies in this paper point to conclusion that the rural areas in the Republic of
Macedonia are characterized by great abandonment, loneliness, a decade trend of
migration and high unattractiveness on the part of entrepreneurs to conduct business in
the rural areas.

Based on the survey of the entrepreneurs' attitude to start business in rural areas, this
paper provides recommendation for outlining future policies, measures and instruments
that will facilitate the creation of stimulating sustainable rural entrepreneurship in the
Republic of Macedonia.
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JACANJE RURALNOG PREDUZETNISTVA U
REPUBLICI MAKEDONIJI

SaZetak: Preduzetnistvo se vidi kao glavna pokretacka snaga za ekonomski razvoj u
Republici Makedoniji u celini, a narocito za razvoj ruralnih podrucja. Cilj ovog rada je
da pomocu ankete, statistickog metoda i metoda dedukcije predstavi realnu situaciju
ruralnog preduzetnistva u Republici Makedoniji. Studije u ovom radu ukazuju na
zakljucak da ruralna podrucja u Republici Makedoniji karakterise velika napustenost,
usamljenost, decenijski trend migracije i visoke nepriviacnosti od strane preduzetnika
za obavijanje poslova u ruralnim podrucjima.
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Na osnovu ankete o preduzetnickom stavu da zapocnu poslovanje u ruralnim
podrucjima, u ovom radu daju se preporuke za buduce politike, mere i instrumente koji
¢e omoguciti stvaranje stimulativnog odrzivog ruralnog preduzetnistva u Republici
Makedoniji.

Kljucne reci: ruralno preduzetnistvo, politike, mere, instrumenti, preporuke.

1. INTRODUCTION

The importance of entrepreneurship as a factor in accelerating the economic
growth and development has been remarked on European level a long ago. The
entrepreneurship is a key component of the European Union 2020: Strategy for
smart, sustainable and inclusive development.

Entrepreneurship is seen as the most important fundamental characteristics for
the regional development. For this purpose, a lot of government programs are
created aimed at developing entrepreneurship in rural areas and thus enabling
economic and employment growth in these areas.

Rural areas are very often unattractive to entrepreneurs due to their geographic
location that distracts the entrepreneurs and the qualified work force as well
(Dabson, 2001).

Besides the geographical distance the typical characteristics of the rural areas
are: poor transport infrastructure, small size of the local markets, unskilled work
force, lack of information and financial resources (Smallbone, & Welter, 2006).

Rural development and rural entrepreneurship is already incorporated in
Macedonia’s national strategies, but entrepreneurs in Macedonia face a number
of challenges that the rural areas make less attractive when compared to urban
ones. Rural areas in the Republic of Macedonia are mainly characterized by low
population density, inaccessibility, internal and external 1isolation,
underdeveloped basic infrastructure and so on. An additional aggravating factor
for rural entrepreneurs is a small market for products and services, limited
access to financial resources, local labor force that does not suit the
entrepreneurs’ needs, as young and educated people generally leave these
places.

However, despite all these limiting factors for the development of rural
entrepreneurship in Macedonia, it is important to emphasize that rural areas in
Macedonia possess rich natural resources which the innovative entrepreneurs
can turn into products and services with great added value.

Properly designed strategy, policy measures and instruments that support rural
entrepreneurship can stimulate and encourage rural entrepreneurs to take risks
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and start initiative, first using the given natural resources, ensuring a profit for
themselves and their family on the one hand, and creating products and value-
added services on the other, and thus creating vitality in rural areas.

The improved quality of life in rural areas will increase the attractiveness of
these areas and in the long run it may start a trend of migration from urban to
rural areas, just according to this trend in Western European countries. This
trend may balance the territorial distribution of the population in the Republic of
Macedonia, so the urban city centers can rationalize the sizeable layer of
population and the rural areas may revive and participate with great contribution
to the country’s GDP. Following the example of European countries, it may
lead to a change in lifestyle of the population in Macedonia, which is more and
more attractive and popular for the European citizens.

2. RURAL POPULATION IN THE REPUBLIC OF MACEDONIA
— ABANDONMENT OF THE RURAL AREAS

According to the Law on Agriculture and Rural Development, rural areas in
Macedonia are defined as "the area of the municipality in the Republic
Macedonia in which any inhabited place has no more than 30 000 inhabitants
according to the national census of population and housing in the country or
population density less than or equal to 150 inhabitants per kilometer square
area of the municipality" (Law on Agriculture and Rural development, 2010,
Article 63, paragraph 1).

As shown in Picture 1, since the sixties of the last century until today there is a
typical trend of significant decline in the rural population in Macedonia as a
percentage of the total population, from 66% in 1960 to 43% in 2015. Due to
the lack of basic conditions of subsistence in rural areas, ranging from poor
infrastructure of rural areas - bad roads, some areas without access to electricity,
without sewer, the unemployment of rural population and low income from
agriculture, to the lack of basic education and health services, rural areas in
Macedonia are characterized by abandonment, loneliness, inactivity.
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Picture 1. Rural population in the Republic of Macedonia during the years (% of total
population)

Note. Retrieved from World Bank, Rural population (% of total population) (2016)
http://data.worldbank.org/indicator/SP.RUR.TOTL.ZS?end=2015&locations=MK &start
=1960&view=chart

The migration of rural population in Macedonia is a trend that is characteristic
since the second half of the twentieth century but that occurs with different
intensity and directions. At some time migration largely moved on route rural-
urban areas, while in other time period the external migration has been
enhanced.

The process of migration from rural to urban areas has reached its peak in the
sixties and seventies of the twentieth century. The strong intensity of this
process is a result of intensive socio-economic development. Migration process
from rural to urban areas stagnated in eighties of the twentieth century, but in
that period the migration process was not stopped, but the migration was
external when mostly rural people have migrated abroad.

In the last two decades there has been a little migration of population from rural
areas to urban. Namely, the data of the State Statistical Office show that in the
Republic of Macedonia over the last ten years, from 2005 to 2015, a total of
20,763 people migrate from rural to urban areas. 51% of the total is aged from
15 to 29 years, while 42% were aged from 30 to 64 years (State Statistical
Office, 2016).

However, this is mainly due to the previous huge migration and abandonment of
the rural areas (internal migration, rural-urban and external migration, rural-
abroad) as well as the aging of the population in rural areas and the reduction of
the percentage of growth of rural population. As shown in Picture 2, the World
Bank data says that in Macedonia in the period from 2006 to 2015 there is a
trend of steady decrease in the percentage of growth of the rural population and

increase in the percentage of urban population growth.
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Picture 2. Rural population growth in the Republic of Macedonia (annual %)

Note. Retrieved from World Bank, Population growth, Rural population growth, Urban
population growth (%of total population) (2016)
http://databank.worldbank.org/data/reports.aspx ?source=2 &series
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Picture 3. Employment per sectors in the Republic of Macedonia (% of Total
employment)

Note: Retrieved from World Bank, Population growth, Rural population growth, Urban
population growth (% of total population) (2016).
http://databank.worldbank.org/data/reports.aspx?source=2&series

While it is said that the agriculture is the mainstay of the economy of the
Republic of Macedonia, the agriculture in the Republic of Macedonia is
increasingly abandoned. The Picture 3 shows that in 2014, employment in
agriculture amounted to 18%, industry 31%, while in the service sector 51%.

3. RESEARCH METHODOLOGY
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A various scientific methods were used in this paper to present the real situation
with rural entrepreneurship in the Republic of Macedonia as follows:

- Statistical method, using graphical and tabular data presentation;

- Method of deduction (from the general situation in rural areas in the
Republic of Macedonia conclusions are derived about the reasons for
such a situation and

- Quantitative method of research, which is a major method in this paper
where the data are collected on a standardized questionnaire which
measures the reaction of respondents to the specified number of
questions, which facilitates the statistical analysis and comparisons and
allows to generalize findings.

This paper, through a survey of a representative sample that included 40
entrepreneurs of small and medium enterprises (according to the criteria,
number of employees, value of operating assets and annual revenues are defined
as small and medium enterprises) analyze the entrepreneurs' attitude in terms of
starting a business in rural areas. The aim is to give a realistic picture of
entrepreneurial activity in the Republic of Macedonia and to provide a critical
review of the policies, measures and instruments that exist de jure, but de facto
have almost no effect in encouraging entrepreneurs to start a business in rural
areas.

The survey, which is attached to this paper as an appendix contains 10 questions
with up to 3 variants of answers. In the survey there are questions that can give
a broader response depending on the desire of the interviewed person. The
survey contains information on the entrepreneurial attitude about rural areas,
institutional and financial support for rural entrepreneurs etc.

4. RESULTS OF THE RESEARCH

In order to create an entrepreneurial society, especially for the development of
rural entrepreneurship, there is a necessity for integral development of the
overall environment in rural areas in order to encourage entrepreneurs to take
economic activity and to start a business in rural areas (OECD, 2000).

Besides the basic precondition that rural areas need to meet some requirements
in order to encourage entrepreneurs to start business, such as good infrastructure
connections with road transport, water, sewerage, available electricity, there are
also other important ones that are, in most cases, crucial in the decision to start a
business in these areas.

According to the processed data we came to these findings:
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1. 70% of entrepreneurs said they prefer to start entrepreneurial activity in
urban areas, while only 30% of entrepreneurs said they would start their
own business in some rural areas.

The analysis leads to the conclusion that when making decision and choice to
start an entrepreneurial activity between rural and urban areas a lot of factors
influence the decision ranging from infrastructure, the factors of production, and
institutional support, to the awareness of entrepreneurs about the profitability of
rural businesses. The sum of all these factors still make rural areas in
Macedonia unattractive for entrepreneurs when making a choice between
entrepreneurial activity in a rural or urban area.

2. When asked what are the most common businesses in rural areas in
Macedonia most entrepreneurs responded agriculture and tourism.

These responses go side by side with the fact that rural areas in Macedonia are
highly dependent on agriculture. The fact that 76.4% of the farms are located in
predominantly rural regions shows that almost all farms and agricultural labor
are located in rural areas in Macedonia (Ministry of Agriculture, Forestry and
Water Economy, 2015).

The indication of entrepreneurs for rural tourism affirm the strengthening
entrepreneurs awareness about the potential for development of rural tourism in
Macedonia. Still, at the moment, rural tourism in Macedonia is generating a
very small proportion of the national income from tourism.

3. As more important decisive factors that influence the entrepreneurs’
decision to start businesses in rural areas, entrepreneurs specify: the
infrastructure, road, water supply, sewage, electricity, the size of the
market for products and services etc.

Taking into account the fact that some rural areas in Macedonia are not
passable, especially the remote high mountain ones, the infrastructure is a
serious obstacle that discourages entrepreneurs to undertake entrepreneurial
activity in these areas. This is due to the insufficient investment and
maintenance of the rural infrastructure and at the same time it poses a serious
threat to retain the local population and attract entrepreneurial activity in these
areas.

4. When asked “if entrepreneurs start a business in a rural area would the
local people be qualified to be employed”, 77% of entrepreneurs
answered with "no", while 23% answered affirmatively.

As the availability of the overall services in rural areas is very unsatisfactory, so
is the availability of the educational services. Slightly better is the situation with
the availability of primary schools, but not with secondary schools that are
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mostly located in urban areas. The distance has a huge negative impact on the
education of the rural population and often is a reason for internal migration to
urban areas.

5. The analysis shows that 96% of the entrepreneurs believe that
Macedonia has good local natural resources that would be sufficient for
the development of rural entrepreneurship.

The State Statistical Office data show that in 2014 50.1% of the total land area
in Macedonia is utilized agricultural area, 44.3% 1is forest, while 4% is water
and other surfaces. The arable land presents 40% of the total agricultural land,
while 81% of the total arable land belongs to fields and gardens, 3% orchards,
4% vineyards and 11% meadows. The pastures present 60% of the total land in
Macedonia (Ministry of Agriculture, Forestry and Water Management, 2015).

With properly designed policies, measures and instruments, institutional
support, increased investment in physical infrastructure, policy makers may
increase the attractiveness of rural entrepreneurship with regard to the use of the
natural resources that rural areas possess.

6. The question of whether you think that business in the rural area will be
more successful if the entrepreneur lives in rural areas, 81% of
entrepreneurs completely agree, while 19% of entrepreneurs believe
that the place of living is not important when doing a business.

7. Analysis of the representation of women entrepreneurs in rural areas
shows that 98% of entrepreneurs responded negatively, while only 2%
answered positively.

Rural women in Macedonia have lower levels of education than rural men,
especially compared to urban women. Rural women also constitute most
excluded group in the economic life of society compared to rural men or urban
women / men (Center for Research and Policy, 2012).

8. The question whether there is institutional support to start own business
in rural areas 10% of respondents said yes, 50% of respondents
answered "no," while 40% answered "do not know".

These data point to the conclusion that the work on the institutional
infrastructure to support rural entrepreneurship in the country is not sufficiently
effective in the pursuit of their activity. These services do not meet the needs of
rural entrepreneurs and therefore the rural areas tend not to be attractive for the
entrepreneurs.

9. The question whether there are EU grants that provide support for
entrepreneurial activity in rural areas, 60% responded negatively, while
40% answered "do not know".
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The main reason for this entrepreneur’s attitude is a lack of public campaign for
the programs of the European Union that are available to rural entrepreneurs,
resulting in an ignorance of entrepreneurs for these programs. Informal
conversations with entrepreneurs lead to the conclusion that entrepreneurs have
no experience in applying and implementing these programs, taking into
account the complexity of these programs, and actually do not know which
institution to address, which one is the most appropriate.

10. The question whether you have access to affordable financing for start-
ups in rural areas compared with those in urban ones 82% responded
negatively, while 18% answered "do not know".

Although the National Programme for Agriculture and Rural Development
defines the measures to support the rural development in form of direct
payments, rural development, promotion and support of agricultural markets,
technical support measures, the views of the surveyed entrepreneurs put at
question the effectiveness of the implemented measures (Federation of farmers
of the Republic of Macedonia, 2013). Entrepreneurs are not really familiar with
the existence of such support measures for the development of rural
entrepreneurship which leads to the conclusion that entrepreneurial activity is
mainly relied on their own financial resources, not using the available favorable
measures. Considering the fact that the rural area is inhabited by mostly poor
population, the lack of funding is seen as an obstacle for starting entrepreneurial
activity in those areas. Therefore, the lack of funding is a serious threat in the
endeavor to intensify entrepreneurial activity in rural areas.

4. RECOMMENDATIONS FOR CREATING SUSTAINABLE
RURAL ENTREPRENEURSHIP IN THE REPUBLIC OF
MACEDONIA

With the previous analysis of the rural entrepreneurs attitude in terms of rural
entrepreneurship in Macedonia we found out that although the rural
entrepreneurship is already included in national programs and the basic
principles for the development of rural entrepreneurship are being set, it is
necessary to introduce new policies, measures, instruments and further increase
the effectiveness of existing ones, which will lead to the creation of what is
called the rural economy.

a) Recommendations for strengthening rural entrepreneurship by
transforming rural areas in a favorable place to live and work.

In order to prevent the rural population migration to inland urban areas,
especially to retain the young population which is a potential for development
of entrepreneurial ideas, a significant workforce and at the same time a
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significant consumer, it is essential to create vitality in rural areas first by
creating favorable living conditions in those areas.

The distance and high transport costs make the rural areas unattractive both for
the consumers, suppliers and employees. A favorable infrastructure is
particularly important for rural entrepreneurs (Stathopoulou et al., 2004).

Rural development has already been included in the Macedonian national
strategic documents. Thus, the National program for agricultural and rural
development for 2013-2017 as priority areas of rural development policy
specifies: improvement of the life quality in rural areas, diversification of
economic activities in these areas and fostering local development in rural areas.

A part of the rural development measures is funded by the national budget of
the Republic of Macedonia, and part by the EU budget for the measures of
Instruments for pre-accession assistance in rural development (IPARD)
(Ministry of Agriculture, Forestry and Water Economy, 2012). To create a
sustainable rural entrepreneurship it is essential to further increase the findings
and expand the measures related to rural development in Macedonia.

In order to boost agriculture in rural areas, it is necessary for the policies that
support the agriculture to be directed to (Ministry of Agriculture, Forestry and
Water Economy, 2012):

- Providing a market, technology and rural infrastructure in order to
increase the added value and meeting the EU standards.

- Enlargement of the agricultural production.

- Enhance cooperation between primary producers and purchasers with
improved exchange of market information and production planning and
purchase.

- Improved access to the factors of production.
- Improved marketing of agricultural products.

- Further adjustment measures of the Common Agricultural Policy of the
European Union.

Rural tourism, together with agriculture and forestry is one of the six main areas
of the Strategy for Sustainable Development of the Republic of Macedonia for
the period 2009-2030. Although rural tourism is a new terminology in
Macedonia and has a small part in GDP creation, the position of this sector in
the long-term Strategy for sustainable development shows its strategic
importance which should experience progress. In order to achieve these long-
term goals it is necessary for the policymakers to focus on the following
activities (Ministry of Economy of the Republic of Macedonia, 2011):
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- Improvement of road, local infrastructure.

The state of road infrastructure significantly affects the attractiveness of certain
rural tourist spots and has a direct impact on both development of the rural
tourism and increase in the vitality of rural areas in general.

- Introduction of informal training for rural tourism.

Tourism as a separate module is covered in several higher education institutions
in Macedonia, but its massive involvement in the informal training for
entrepreneurs is necessary as well. Rural tourism is usually a family business,
but there is a necessity of professionalism in the management of facilities, as
well as having effective marketing skills in order to increase the attractiveness
of the business.

- Increasing the number of accommodation facilities for tourists in rural
areas.

- Creation of a single coordinating body in Macedonia.

That body will initiate policies for tourism development in Macedonia and
would lead a progressive marketing campaign for tourist destinations in
Macedonia (including rural tourism). Agency for Promotion and Support of
Tourism which coordinate promotional activities was established in 2008, but
the Economics department of the Government of Macedonia continues to
perform the policy making.

Although the agriculture and tourism emerge as a major activity in rural areas,
in order to improve the quality of life in these areas and to keep the local
population from a migration to urban areas it is necessary to diversify the
economic activities in these areas that would include traditional craft activities,
sports, cultural and other recreational activities, gathering wild plants etc.

In order to achieve the long-term goals of creating sustainable rural
development, there is a particular importance of inclusion of women in
economic activities in rural areas. For the time being, their role is marginalized
and they are mainly involved in agricultural production for own consumption.
To strengthen the role of female entrepreneurs, it is essential for the policy-
makers to focus on these activities (Center for Research and Policy, 2012):

- Adopting strategies for strengthening the women gender equality in
rural areas.

- Consultations with rural women about the local infrastructure projects
and initiatives.

- Improved access to education and informal training for rural women.
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- Support initiatives for rural women to start their own business.

- Provision of technical support to rural communities in applications for
financial assistance from international donors.

- Provision of funding for rural women entrepreneurs by banks in
Macedonia.

- Increased awareness of rural women to undertake entrepreneurial
initiative and the need for economic independence.

b) Recommendations for strengthening rural entrepreneurship by
strengthening the institutional infrastructure.

There is already established institutional structure in Macedonia to support the
rural development through state organizations and institutions (Agency for
Promotion of Agricultural Development, the Agency for Financial Support of
Agriculture), universities and various foundations and associations.

The unused advisory and financial services of these institutions and the general
ignorance among entrepreneurs, lead to the conclusion that they do not meet the
needs of rural entrepreneurs and there should be taken far more structural
reforms firstly to provide basic living conditions in rural areas, and then to
improve the measures to support the rural entrepreneurship.

When creating the policy for institutional support of the rural entrepreneurship
it is necessary to base the polices on the examples of best practices of the EU
Member States, by analyzing successful practices that would be applicable in
our conditions.

¢) Recommendations for strengthening rural entrepreneurship by
improving the access to finance.

Considering the fact that finances are serious obstacle to start a business for the
majority of entrepreneurs, the policy creators must improve the access to
finance for rural entrepreneurs following the EU directives and the best
practices and experiences in this regard. For this purpose, first, it is necessary to
create a developed capital market, which will be integrated into the international
capital flows, with developed financial system supported by a number of
commercial, investment and development banks, then to specialized financial
institutions for SME support sector. A development of micro-finance for rural
entrepreneurs is especially important, because the most established enterprises
in rural areas are the micro ones.

For the Republic of Macedonia it is particularly important to accelerate the EU
integration process. Apart from the utmost importance for the economy in
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general, the EU integration will also increase the Macedonian rural
entrepreneurs’ access to the European money.

S. CONCLUSION

Based on the studies on the importance of rural entrepreneurship, the current
situation of rural areas in Macedonia and the attitudes of entrepreneurs to start
businesses in rural areas, based on theoretical research as well as our own
research and practical findings about the needs of the paper, we concluded that
rural areas in Macedonia have rich natural resources. However, they are
underutilized and poorly transferred into a business activity which will
accelerate the economic development in rural areas.

Although there is an awareness among the national authorities about the
importance of the development of rural areas, it is necessary to create the future
policies, measures and programs in direction first to increase the vitality of rural
areas and retention of the rural population and then to create policy for rural
entrepreneurship development.

The results of the research and the survey regarding the attitude of entrepreneurs
starting a business in rural areas in Macedonia represent a rich source of
information, whose analysis provides a realistic perception of the business
environment in rural areas in Macedonia. The analysis in the paper enables
recognition of the need for change, further completion and upgrading the
necessary conditions for creating stimulative rural entrepreneurial environment.
In this term it is particularly important to research the experiences and best
practices of the EU countries, the measures and instruments that would be
applicable to us. The transfer of experiences and knowledge from developed
European countries can serve as a scientific base for profiling policy support for
rural entrepreneurship in Macedonia.
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APPENDIX

QUESTIONNAIRE

1. Do you prefer to operate your own business in urban areas or rural ones?
a) Urban area

b) Rural area

2. According to you what are the most common businesses that are managed in rural
areas?

3. What are for you the most important decisive factors that would affect your decision
to start a business in a rural area in Macedonia?
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4. If you start your own business in a rural area in Macedonia do you think the locals
will be qualified enough to hire?

a) Yes
b) No

5. Do you think that Macedonia has enough local resources would be sufficient for rural
entrepreneurship development?

a) Yes
b) No

6. Do you think that business will be more successful if the entrepreneur lives in the
rural area?

a) Yes, absolutely

b) No

7. Are women entrepreneurs represented in rural areas in Macedonia?
a) Yes

b) No

8. Is there an institutional support to start own business in rural areas?
a) Yes

b) No

¢) Do not know

9. Are there grants from international institutions for the development of entrepreneural
activity in Macedonia?

a) Yes

b) No

10. Do banks in Macedonia offer favorable funding for start-ups in rural areas?
a) Yes

b) Do not know

Primljeno: 20.09.2016.
Odobreno: 15.12.2016.

SCHOOL OF BUSINESS, 2/2016, 14 — 28



