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Abstract: The recent political instability in the Republic of Macedonia has taken its toll on the
business sector. During political instability, firms tend to postpone any major decision
regarding future projects or investments as a result of changes in firms’ business perceptions
and lack of predictability of future policies and trends. In this regard, a research was conducted
among small, medium and large firms in the Republic of Macedonia in order to investigate the
main consequences of the political crisis in the past few years on the business sector. The
research findings reveal that the most severe implications of the political instability on
businesses pertain to lack of long-term planning, decline in sales, increased difficulties related
to collection of claims and implementation of ongoing contracts, and reluctance to conduct
planned investments and recruitments. Results have also highlighted major differences between
small and large firms in regard to perceived consequences of the political instability. Research
on the effects of political instability on businesses is rather scarce in literature. Hence, the
findings of this research are of particular importance for improving the knowledge about the
potential implications of political instability on businesses and for identifying the main
challenges that businesses face.
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1. INTRODUCTION

policies. The political instability covers a wide scope of uncertainties on the political

scene from national elections and change of government through riots, protests and even
civil war. The effects that the political instability can have on the economies and the business
sector differs based on the intensity and the duration. However, even in its mildest form as
national elections, the political instability imposes a significant degree of uncertainty about
possible changes in fiscal, monetary or regulatory policies. Thus, the political instability affects
businesses as it changes the environment in which they operate and may affect their corporate
profitability and investments. Such uncertainty affects the decision-making process making
businesses reluctant to take risk and make decisions related to investments or development
activities. For instance, according to IMF [1], the uncertainty about fiscal, monetary and
regulatory policy changes related to the 2008 Global Financial Crisis contributed to a sharp
economic decline and slow recoveries afterwards.

Political instability refers to change of institutional status quo or frequent changes in

The recent political crisis in the Republic of Macedonia, which started in its acute form at the
beginning of 2014, has taken its toll as well. According to the State Statistical Office [2], the
political crisis has resulted in decline of economic growth rate and fall of gross investments by
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4.5%, among other. The business sector has continuously emphasized the consequences of the
political crisis as stagnation of planned development activities and decline of investment
activities that could lead not only to loss of profit and decreased competitiveness but also to the
very survival of firms, especially the small ones. Increase of productivity, firms’ growth
activities, increase of export, new employments and corporate investments are postponed
during periods of uncertainty. All of the above undermines the competitiveness of firms and
hampers future recovery. Political crises are, however, inevitable, and thus it is of outmost

importance to identify the major repercussions they have on business activities.

2. THEORETICAL BACKGROUND

Research on political crisis mainly refers to
the impact on macroeconomic outcomes as
economic growth, investments including
direct investments, capital flows, gross
domestic product and productivity rate,
among others [3] — [6]. Few studies have
investigated the link between political
instability and firm-level outcomes, focusing
mainly on financial indicators. In this context,
several studies [7], [8] found that firms show
a significant decline in their corporate
investments during political elections. Other
studies reveal negative impact of political
instability on capital investments [9], stock
returns [10], technological innovation [11],
asset returns [12], investment-to-stock price
sensitivity [13]. Nonetheless, none of the
studies on political instability have
investigated the specific business activities
that are impacted most by political turmoil.

In addition, political instability was found to
be one of top three obstacles to doing business
in the Western Balkan region. This comes as
no surprise as the region has been
characterized by frequent political instability
since the beginning of 1990s. Namely, the
latest joint European Bank for Reconstruction
and Development and World Bank survey
[14] [15] reveals that firms in the Western
Balkans point to three most severe obstacles
to doing business: competition from informal
sector, political instability and lack of access
to finance. Based on these findings, about
24% of the firms in the region perceive
political instability to be major or very severe
problem to their day-to-day operations. In
particular, 34% of firms in Bosnia and
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Hercegovina, 31% in Serbia and 22% in Macedonia® point to political instability as a severe
obstacle to their business activities.

Considering the above said, it is essential to identify the most affected business activities during
political turmoil. Hence, the main objective of this research was twofold: to assess the degree
of severity of the impact of the latest political instability on businesses and to identify the
business activities that have been mostly affected by the political instability in small and large
firms.

3. MAJOR EFFECTS OF THE POLITICAL CRISIS ON SMALL AND LARGE FIRMS
IN R. MACEDONIA

To meet the objectives of this research, a questionnaire pertaining to firms’ perception of the
political instability impact on business activities was distributed to business owners or senior
managers of private firms in different sectors in R. Macedonia. The questionnaire encompassed
questions related to the latest political instability in R. Macedonia and managers’ perceptions
on its impact on their day-to-day business operations.

The response rate was less than 50%, making the sample smaller than the one anticipated.
Hence, 66 private firms in different sectors in R. Macedonia took part in the survey. The share
of firms based on size more or less reflects the share of firms in R. Macedonia. In particular,
almost 73% of surveyed firms were small, 17% were medium and 10% were large firms (see
Figure 1).

® small firms
B medium firms

= large firms

Figure 1: Firm size

About 80% of the firms in the sample have operated in the market more than five years. Namely,
51% of the surveyed firms were more than ten years in the market, while almost 29% were five
to ten years (see Figure 2). In such sample, managers can clearly make a distinction about any
differences in their day-to-day operations prior and during the political instability. In addition,
the majority of the firms in the sample are firms that operate in the domestic market (77%),
while about 23% of the firms are export-oriented.

% The EBRD/World Bank (BEEPS V) Survey was conducted prior to the latest political instability in R.
Macedonia.
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Figure 2: Firm age

For majority of the firms in the sample the impact of the political instability was severe
regardless of their age. Namely, more than 70% of the firms that operate more than 10 years in
the market reported severe negative impact of the political crisis (Figure 3). Those firms that
operate 1 to 5 years and 5 to 10 years on the market reported either severe (55% and 53%) or
partial impact (18% and 21%, respectively). The partial impact of the crisis noted among
younger firms could be explained by rather limited business activities as opposed to firms that
exist longer on the market.
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Figure 3: The level of political instability impact, based on firm age

Firm size matters when it comes to the impact of the political crisis on the business sector.
Results have revealed that small businesses have suffered most severe impact as perceived by
business owners and managers. About 61% of micro and 77% of small firms reported severe
impact of the political instability (Figure 4). In the same vein, business owners of approximately
55% of medium firms perceive that the political instability has had severe impact on their
business operations. While most of the small firms’ managers reported severe negative impact,
for large firms the impact was either partial or in specific segments. An equal share of large
firms (43%) reported partial impact and impact in specific segments. Hence, the research
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findings have revealed differences between small and large firms regarding the impact of the
most recent political instability in the country. These findings are in line with previous studies
[16] that reveal significantly higher negative impact of political instability on small businesses
rather than the large ones.
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1 ® small
partial H micro
severe
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Figure 4: The level of political instability impact, based on firm size

Although prior research [17] has found that export-oriented firms face more negative effects of
political uncertainty as opposed to domestically-oriented, this research found no such
difference. Indeed, the severity of the impact of the political instability was similar for both
domestic and export-oriented firms. In this context, approximately 67% of export-oriented and
about 61% of firms operating in the domestic market have been severely influenced by the latest
political crisis (Figure 5).
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Figure 5: The level of political instability impact in export- and domestic-oriented firms

Noting the differences in the impact of the political instability between small and large firms,
it is paramount to identify the business activities that had been mostly affected. Hence, the
survey entailed perceptions of business owners and managers on the effects that the political
crisis had on their business operations and day-to-day activities.
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Figure 6: Major effects of political instability on business activities, based on firm size
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Large firms cite claim collection difficulties,
difficulties in working with state institutions
(permits, licenses, and alike), inability of
long-term planning and delaying investment
activities as business activities that have been
mostly affected by the political instability.
These findings also confirm that the impact of
the crisis on large firms was mainly in specific
segments. In particular, 71% of large firms
report difficulties with claim collection and
working with state institutions as major
constraints generated from the political crisis,
whereas 57% of large firms report inability of
long-term planning and a delay in
investments as main consequences of the
crisis (see Figure 6).

The impact on small and medium firms is
however much more diverse. Small firms’
managers perceive negative impact from the
political instability on several business
activities as: inability of long-term planning
(69%), difficulties in signing new contracts
with domestic firms (62%) and in
implementing ongoing contracts (62%),
delaying decisions on new recruitments
(62%), and difficulties with claim collection
(54%), followed by difficulties due to
corruption and decline in sales, among others.
For medium firms, the impact of the political
instability was mainly reflected on decline in
sales and inability of long-term planning
(73%), delaying investment activities and
decisions on new recruitments (63%) and
difficulties in signing new contracts with
domestic firms (54%), followed by
difficulties in working with state institutions,
delaying  development activities and
difficulties with claim collection.

4. CONCLUSION
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The recent political crisis in the Republic of Macedonia has had a severe negative impact on
the business sector in the country. Most of the firms that participated in the research reported
severe consequences in their day-to-day operations as a result of the instability. The research
findings reveal that the most severe implications of the political instability on businesses pertain
to lack of long-term planning, increased difficulties related to collection of claims and
implementation of ongoing contracts or signing new contracts, decline in sales, and reluctance
to conduct planned investments and recruitments.
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Although some of the affected business activities were common for firms regardless of their
size, yet certain major differences in regard to perceived consequences of the political instability
were observed between small and large firms. Indeed, the impact of the political crisis on large
firms, although severe, was found to be only in specific segments. On the other hand, the impact
on small firms was not only severe but much more diverse as well, covering a wide scope of
business activities. The difference in the impact of the political instability between small and
large firms could be partly due to their different market and political power in the economy.
Thus, in times of external influences and potential threats, such as a political turmoil, small
firms are much more fragile than large firms since they have lower bargaining power.
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