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1. Overall policy framework and objectives 
The  Economic reform program is part of the European Semester Light process for candidate countries, inspired by 
the European Semester for EU member states. The process, introduced with the Enlargement Strategy in 2013, implies 
the improvement of economic governance and the coordination of economic policies in order to ensure long-term 
economic growth and competitiveness in accordance with the requirements of the Copenhagen criteria for EU 
membership.  

The Economic Reform Program (ERP) for 2024-2026 presents the medium-term macroeconomic and fiscal framework 
(chapters 3 and 4), as well as structural reform measures (chapter 5), while chapter 2 provides the status of 
implementation of the recommendations from the Joint Conclusions of the Economic and Financial (ECOFIN) dialogue 
of May 16, 2023 between the EU and the countries of the Western Balkans and Türkiye. ERP 2024-2026 is prepared 
on the basis of the Revised Fiscal Strategy 2024-2028, Revised Public Debt Management Strategy 2024-2026 (with 
prospects until 2028), the medium-term budget framework for the period 2024-2028 and national sector strategies, 
regional strategies and documents , and is closely linked to the recommendations in the EC Country Progress Report 
of October 2023, the EC Evaluation of the ERP 2023-2025, as well as the EU Economic Investment Plan for the 
Western Balkans. In Annex 2a, an overview of investment projects related to the structural reforms contained in chapter 
5 of the ERP is given. The program is also a basis for the preparation of the reform agenda in accordance with the 
recently announced Growth Plan for the countries of the Western Balkans by the EU, which aims to support and 
accelerate the process of access of the countries of the region to the EU single market by implementing the necessary 
reforms in the country in that direction. During the preparation of the ERP, the appropriate EU Guide for the preparation 
of the ERP 2024-2026 was followed. 

The EC assessment of ERP 2023-2025, as well as the recommendations from the Joint Conclusions of the ECOFIN 
dialogue in 2023, point to several challenges that should be taken into account when preparing the next program. 
Namely, the EC points to the provision of targeted and temporary support to vulnerable groups and companies if 
needed, with simultaneous gradual fiscal consolidation and strengthening of fiscal management, better implementation 
of capital investments and careful monitoring of price movements and implementation of an appropriate monetary 
policy. Furthermore, the EC states that it is necessary to deal with the informal economy, the lack of skills, the lack of 
innovation and technological development in companies and the acceleration of the digital transition. The need to 
increase energy independence through modernization of the energy sector and transition to clean energy is particularly 
emphasized. 

Dealing with the above-mentioned challenges is a challenge in itself in the context of an external environment with 
geopolitical tensions, global geo-economic restructuring, a slower than expected reduction in inflation and tight financial 
conditions. With that in mind, the domestic economy in the first nine months of 2023 proved resilient and remained on 
the growth path. With slowed activity and negative growth rates in the economies that are the country's main trading 
partners, the gross domestic product in the first nine months of 2023 recorded a growth of 1,2%. The growth of 
economic activity in this period is due to the positive contribution of net exports, and private consumption, which despite 
inflationary pressures and increased financing costs, increased by 2,1% on a real basis. In 2024, economic growth is 
expected to accelerate and reach 3,4%, primarily as a result of the intensification of the realization of large infrastructure 
projects financed by the state. The economic policies and measures translated into the Plan for fiscal sustainability and 
support of economic growth, the Plan for public investments and the Plan for accelerated economic growth ("Growth 
Acceleration Plan") as a general framework, will contribute to increasing the potential for growth and realizing higher 
rates of growth in the medium term, whereby the average growth of economic activity in the period 2024-2028 is 
expected to reach 5,1%. 

In response to subsequent shocks caused by global factors, the Government recently adopted the ninth package of 
targeted anti-crisis measures to support vulnerable categories of citizens and the liquidity of companies, primarily small 
and medium-sized enterprises (SMEs). Also, favorable credit lines are foreseen to support the competitiveness, above 
all of SMEs, green transition and women's entrepreneurship. The measures should ensure social and economic 
stability, as well as contribute to the recovery of the economy and acceleration of growth, and will be implemented 
during two fiscal years, with the aim of ensuring fiscal stability. 
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According to the revised fiscal strategy 2024-2028, a gradual fiscal consolidation is foreseen with a reduced budget 
deficit as a percentage of GDP, namely: 3,4% in 2024, 3,0% in 2025, 3,0% in 2026, 2,8% in 2027 and 2,5% in 2028, 
as well as the improved structure of public finances with a significant share of capital expenditures of 5% in GDP 
annually. In 2024, the public debt will exceed the maximum threshold of 60%, but as a result of the fiscal consolidation 
measures, from 2025 to 2028 it is predicted to return to the prescribed framework below 60% of GDP. 

Since November 2022, according to the developments on the global markets and the measures taken, the annual 
inflation rate has been gradually decelerating, from 19,8% in October 2022 to 6,6% in September 2023. In the first nine 
months of 2023, the average annual inflation decreased to 11,5%, and is mainly conditioned by the reduced contribution 
of food and energy prices, in line with the movements of these prices in the world market. Average annual inflation in 
2023 is estimated at 9,5% (versus 14,2% in the previous year), while over the next three years, average annual price 
growth is estimated to reduce to 3,5% - 4% in 2024 and to about 2% in 2025 - 2026. Amid disturbed global environment 
and growth in the world prices of primary products that led to the acceleration of inflation, towards the end of 2021 the 
National Bank started with the gradual tightening of the monetary policy, first by withdrawing liquidity through foreign 
exchange market operations. From April 2022, the National Bank has started to gradually increase its policy rate, as a 
preventive response to inflationary expectations, in conditions of increased global uncertainty. In the period April-
December 2022, the base interest rate was increased from 1,25% to 4,75%, a trend which continued throughout 2023, 
up to 6,3% in September 2023. The monetary policy will also maintain price stability in the next three-year period, by 
maintaining a stable exchange rate of the denar in relation to the euro. The consequences of the global energy crisis 
led to the expansion of the current account deficit in 2022, whereby already in 2023 it narrowed, and the latest estimates 
of the external sector indicate that in the next two years it would stabilize at the level of around 2,4% of GDP. 

While simultaneously dealing with several subsequent crises, the government continued to work on reforms. In the 
area of improving public finance management, and in accordance with the new Budget Law, an independent Fiscal 
Council was established. The Department for Public Investment Management within the MoF has been established, 
and work is currently underway to finalize the Decree on Public Investment Management with guidelines and 
methodology. The government adopted the Strategy for the Formalization of the Informal Economy 2023-2027, with 
an Action Plan for 2023-2025, and decisions were made and published in the official gazette to establish a National 
Council for the Formalization of the Informal Economy at a high political level, as well as an interdepartmental body for 
coordination of activities for the implementation of the Strategy. The Strategy for Smart Specialization was adopted, 
which will enable further economic development by strengthening research and innovation potentials, strengthening 
competitiveness based on knowledge and cooperation between academia and business, as well as stimulating the 
green and digital transition. Laws on secondary, vocational and adult education are in the process of being adopted. 
Of particular importance, with the aim of reducing the country's vulnerability to external shocks and increasing energy 
security, is the continuation of activities to improve energy efficiency, establishment of the Energy Efficiency Fund, 
increased use of renewable energy sources and transition to clean energy . 

According to the guidelines of the EU Guidance for the ERP 2024-2026 of Western Balkan and Türkiye, the proposed 
structural reforms were shared with the interested parties. Annex 3 to the Program includes the opinions of interested 
parties regarding the proposed reform measures. 
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2. Implementation of the policy guidance 
Joint conclusions - Policy 

guidance with 
recommendations 

Activity and stage of implementation 

Policy Guidance 1: 
P 1: Continue to provide 
targeted and temporary 
support to vulnerable 
households and firms to 
cushion the impact of the 
energy crisis, if needed, 
and at the same time start 
to phase out untargeted 
subsidies to the energy 
sector.  

With the beginning of the crisis situation in the energy sector, from 2021 the Government 
reacted in a timely manner with direct financial support from the Budget of the domestic state 
companies to ensure the domestic production of electricity, with the aim of uninterrupted 
supply of energy to the population and the economy. For this purpose, approximately EUR 
86 million were paid in 2021, EUR 230 million were paid in 2022 (1.8% of GDP) and EUR 
91.4 million were paid in 2023 (EUR 78.7 were used to overcome crisis situations in the 
energy sector and EUR 12.6 million were paid to support vulnerable households and 
companies). In the Budget for 2024, funds of approximately EUR 60.5 million have been 
allocated to overcome certain unforeseen situations and targeted measures to support the 
most vulnerable categories of citizens and companies. 

P2: Use any revenue 
overperformance or 
spending under-execution 
compared to the 2023 
budget to reduce the deficit.  

The budget for 2023 has been realized according to the plan, with the realization of total 
revenues being 98.3% and expenditures being 98.1%. The budget deficit is at the level of 
4.67%, which is lower than projected (4.8% of GDP). 

P3: Foresee in the medium-
term fiscal plan 
accompanying the 2024 
budget a gradual reduction 
of the primary deficit-to-
GDP ratio to its pre-crisis 
(2019) level by the end of 
the ERP period.  

Fiscal consolidation through reduction of the budget deficit is a priority of the Revised 
Medium-Term Fiscal Strategy 2024-2028, which foresees a reduction of the budget deficit 
of: 3.4% in 2024, 3.0% in 2025, 3.0% in 2026, 2.8% in 2027 and 2.5% in 2028. At the same 
time, a decrease in the primary budget balance is also predicted from 1.7% in 2024, 1.1% 
in 2025, 1.0% in 2026, 0 .7% in 2027 and 0.5% in 2028. 

Policy Guidance 2: 

P4: Accelerate the 
implementation of the 
Public Investment 
Management Action Plan, 
in particular by ensuring the 
new Department for Public 
Investment Management in 
the Ministry of Finance 
becomes fully staffed and 
operational, and submit the 
new public-private 
partnership (PPP) law and 
the Law on concessions of 
goods of general interest to 
the Parliament for adoption. 

During 2023 continued the implementation of the Action Plan for management of public 
investments. The Department for Public Investment Management in the Ministry of Finance 
(PIM Department) is fully staffed and operational. Namely, as of 1st Dec. 2023 the PIM 
Department is staffed with a total of 6 employees (of which 1 person is assigned to another 
department but works in the PIM Department). The PIM Department prepared a first draft of 
the Decree on the Management of Public Investments with Guidelines for the processes of 
public investment management and submitted it for comments to the EU, the World Bank 
and the IMF. A project assessment methodology is being developed with technical 
assistance from the World Bank. Training for employees has not started, yet. The training 
will start during 2024, after the completion of the preparation of the methodology. 
A draft of the Law on Public Private Partnership has been finalized and has been submitted 
to the relevant institutions for obtaining an opinion before entering into a governmental 
procedure. It is correlated with the draft Law on Concessions of Goods of General Interest 
which is also in the final stage and has been submitted to the relevant institutions for 
obtaining an opinion before entering the government procedure. It is planned that the two 
draft laws will be simultaneously submitted to the government procedure in early 2024 to be 
adopted by the government by the end of January 2024. 

P5: Adopt and submit to the 
parliament the next set of 
revenue-enhancing 
measures, as announced 
by the Concept for Tax 
Policy Reforms.  

Planned activities for enhancing revenues have been fully implemented. Namely, the 
amendments to the Law on excise duties have been adopted by the Parliament and are 
published in Official Gazette No. 209/23, as well as the Decree amending and supplementing 
the Decree on the method of calculating the tax on motor vehicles and the amounts required 
for calculating the tax on motor vehicles, which was adopted by the Government and 
published in the Official Gazette No. 220/23. 
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P6: Take the necessary 
legislative and 
organisational steps to 
enable the new Fiscal 
Council to take up 
operations with regard to 
the 2024 budget and the 
new fiscal strategy, in 
particular by swift 
appointment of its three 
members and provision of 
premises and administrative 
services. 

According to the Law on Budgets, the Fiscal Council is an independent authority and 
independent budget user, for whose operation funds have been provided already with the 
2023 Budget. It is responsible for his work to the Parliament. The Parliament has already 
appointed the members of the Fiscal Council. In addition, with international technical 
assistance, the Rules of Procedure of the Fiscal Council have been prepared. The Fiscal 
Council started work and participated with its opinion in the work of the Committee on 
Financing and Budget in the Parliament, during the adoption of the Budget for 2024. 

Policy Guidance 3: 
P7: Continue to carefully 
assess and analyse price 
developments and ensure a 
sufficiently tight monetary 
policy stance to preserve 
price stability in the medium 
term, including by further 
tightening monetary policy, 
if needed.  

During 2023, the regular monitoring of the developments and regular reassessment of the 
monetary policy stance continued, according to pre-announced calendar. Since April 2022 
up to September 2023, the policy rate has been increased to 6.3% (in 14 steps in total). 
Such monetary setup is supported and strengthened by several changes in the reserve 
requirement aimed at reducing euroization, systemic measures, i.e. by introducing a 
countercyclical capital buffer which further strengthens the protective mechanisms in the 
banking system as well as by macro-prudential measures for quality of credit demand. The 
current level of the policy rate, combined with the changes in reserve requirement, as well 
as with the macro-prudential measures undertaken so far, will contribute to further slowdown 
of inflation and maintenance of the exchange rate stability. 

P8: Strengthen further the 
reporting and risk 
management frameworks 
across the banking system 
to ensure an accurate 
reporting of asset quality, 
further reduce institutional 
and legal obstacles to swift 
and effective NPL 
resolution, continue to 
reduce data gaps in 
particular as regards the 
real estate sector and 
further implement measures 
to promote the role of the 
domestic currency, 
involving all relevant 
stakeholders.  

In June 2022, the amendments to the Decision on the methodology for credit risk 
management started to be applied, which introduced provisions for the sale of non-
performing claims by banks. On 1 Jan. 2024, the new Decision on the methodology for credit 
risk management will start to be applied, which introduced a new definition of non-performing 
loans, which is fully harmonized with the definition applied in the EU;  
Macro-prudential measures for the quality of credit demand have been adopted, whereby in 
addition to other ratios, the DSTI ratio (debt service-to-income) has also been introduced, 
whose level does not differ for loans in denars and in foreign currency/foreign exchange 
clause (the application started from July 2023); 
During 2023, the gradual differentiation of the banks' reserve requirement rates continued, 
in favour of the savings in denars versus the savings in foreign currency. The abolition of the 
auctions of foreign currency deposits of commercial banks with the National Bank in May 
2023 was also in favour of denarization. 
From 1 August 2023, a countercyclical capital buffer rate for the exposures to clients from 
the Republic of North Macedonia of 0.5% started to be applied, which from 1 January 2024 
to 30 June 2024 will equal 0.75%, from 1 July to 30 October the rate will equal 1%, and from 
1 November 2024, 1.25%. 
In October 2023, the Law on Bank Resolution was adopted, which transferred the provisions 
of the Directive 2014/59 (BRRD) to the domestic legislation. The Law has a deferred 
enforcement - from October 2025, and in the meantime, the National Bank will work on the 
preparation of the bylaws, as well as on the necessary amendments to other laws. 
The State Statistical Office works on the improvement of the quality of the real estate price 
index on the basis of establishing new validations of data from administrative source (Real 
Estate Cadastre Agency). Data are still in the experimental stage. The latest updated 
calculations for the period 2016-2022 will be submitted to Eurostat together with the final 
report of the IPA project (on HICP and HPI). At the same time, starting from 2021, the 
Financial Stability Report of the National Bank includes the analysis of the real estate market 
with data obtained from the Cadastre Agency, while the real estate index calculated by the 
National Bank (Hedonic price index) is monitored on a regular quarterly basis. 
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P9: Safeguard the National 
bank’s independence in its 
key statutory tasks, 
including in staffing and 
wage issues, by adopting 
the amended law on the 
National bank, and 
excluding the National bank 
from the scope of all related 
laws on administrative 
servants and public sector 
employees.  

 
The amendments to the Law on the National Bank, with which Article 58-a will be deleted, 
according to which the employees of the National Bank had the status of administrative 
servants, have been adopted by the Government of RNM and are in parliamentary 
procedure. 

Policy Guidance 4: 

P10: Adopt and commence 
with the implementation of 
the new Strategy for 
formalizing the informal 
economy 2023-2025, with 
an action plan and ensure 
high-level political 
commitment.  

The strategy for the formalization of the informal economy 2023-2027 with the Action Plan 
for the period 2023-2025 were adopted by the Government on 12th Sep. 2023. A high political 
level of commitment was ensured by making two decisions of the Government on 3th Oct. 
2023, which were published in Official  Gazette 213/23, namely the Decision to establish a 
National Council for the Formalization of the Informal Economy and the Decision to Establish 
an Interdepartmental Body for the Coordination of Activities for the Implementation of the 
Strategy for the Formalization of the Informal Economy 2023-2027 with the Action Plan for 
the Period 2023-2025. In addition, on 10th Oct. 2023, the Government passed a Decision on 
the appointment of the president, deputy president, members and deputy members of the 
interdepartmental body for coordination of activities. The interdepartmental body held the 
constitutive session on 19th Oct. 2023, and the National Council held a session on 27th Oct. 
2023 

P11: Adopt and start 
implementing the Export 
Promotion Strategy and 
Smart Specialisation 
Strategy/Action Plan to 
enhance competitiveness 
and integration in global 
value chains of domestic 
companies.  

The draft Export Promotion Strategy of the Republic of North Macedonia 2024-2027, with 
the Action Plan 2024-2025, was submitted to the Government on 04.10.2023 and has been 
reviewed by the Economic System Commission. The Strategy for Smart Specialization with 
the accompanying Action Plan was adopted by the Government of the Republic of North 
Macedonia on 12th Dec. 2023. 

P12: Continue the 
digitalisation of public 
services for businesses and 
citizens by upgrading the e-
portal for services.  

The specific e-services available on the National e-Services Portal (uslugi.gov.mk), include 
enrolment in primary education, employment and pension statements, certificates of non-
conviction, population register statement, various social insurance certificates, labour and 
employment data, recognition of diplomas and others. The establishment of the e-portal was 
part of the previous ERP and its further development can be considered as a continuous 
effort to upgrade the portal according to the development of public services. At the same 
time, the number of institutions connected to the interoperability platform increased to 56 
institutions/ instances (communication clients). 

Policy Guidance 5: 
P13: To enhance energy 
resilience and transition 
towards implementing the 
Green Agenda, re-organise 
and strengthen state 
institutions dealing with 
energy policy and in 
particular increase the 
technical/engineering 
capacity of the Energy 
Department in the Ministry 
of Economy and the Energy 
Agency.  

In November 2023, one person with the title Junior associate for liquid and solid fuels was 
employed in the Department of Energy at the Ministry of Economy. 
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P14: Adopt the law on 
biofuels, secondary 
legislation to the energy 
efficiency law, the long term 
buildings renovation 
strategy and the legal and 
regulatory framework for 
the establishment of the 
Energy Efficiency Fund as 
well as establish a 
Renewable Energy 
Guarantee of Origin 
scheme.  

Before approaching the preparation of the Law on Biofuels, it is necessary to analyse the 
prices on the energy market and that law also should be harmonized with the Law on Climate 
Action. In the Screening process the EC was duly informed that the adoption of the Law on 
Biofuels will be postponed and will be adopted within 3 years after the adoption of the Law 
on Climate Action. 
he by-laws of the Law on Energy Efficiency are not ready because technical assistance for 
their preparation has not been provided so far. 
For the preparation of the Building Renovation Strategy technical assistance was requested 
from the World Bank through one of the components of the Project for Energy Efficiency in 
Public Buildings. 
A Law was passed to amend the Law on the Development Bank, which enables the 
establishment of the Energy Efficiency Fund intended for investments in the public sector. 
The law is published in Official Gazette No. 209/23. It remains for the Development Bank to 
adopt its internal documents for the establishment of the Fund. 
The Ministry of Economy will submit the Decree on Guarantees of Origin of Renewable 
Energy Sources to the Government for adoption in January 2024. 

P15: Establish a 
governance mechanism for 
Just Transition from Coal, 
including an operational 
Inter-ministerial Committee 
with involvement of local 
actors.  

This activity is fully implemented. Namely, the Government adopted a Decision on the 
establishment of the Council of Ministers for Just Transition and three working groups were 
formed. Then the constitutive meetings were held. 

Policy Guidance 6:  

P16: Finalise the new Law 
on vocational education and 
training (VET), Law on 
secondary education and 
the Law on adult education 
as well as provide a yearly 
report for improving higher 
education, including 
recommendations for a new 
formula for the financing of 
higher education.  

A draft Decree for the determination of third-level scientific research fields, according to the 
International Frascati classification, has been prepared by the National Council for Higher 
Education and Scientific Research, and it has been entered into a governmental procedure 
for adoption. 
The National Council for Higher Education and Scientific Research has initiated the 
procedure for the preparation of the draft Programme for higher education and the draft 
Decree for financing higher education, through the review and analysis of existing 
documentation. Two commissions have been formed that will coordinate the work for drafting 
the program and decree. In relation to this problem, the National Council organized an expert 
discussion on 3 November 2023 to which all relevant stakeholders were invited who are in 
charge of improving and raising the quality in higher education. 
The National Council submits a report to the Parliament, the Government and the Ministry 
of Education and Culture every 6 months on its work and the preparation of documentation 
aimed at improving higher education. 
The proposal of the Law on Adult Education was determined by the Government of North 
Macedonia at the session on July 25, 2023 and submitted to the Assembly for adoption on 
September 4, 2023. 
The proposal of the Law on Vocational Education and Training has been reviewed and 
adopted with a positive opinion by the committees under the Government of North 
Macedonia, with a note to be reviewed and determined at a session of the Government 
together with the new Law on Secondary Education. 
The draft Law on secondary education was reviewed at the 96th session of the College of 
State Secretaries together with the Draft Law on vocational education and training. Both 
laws are expected to be adopted by the Government by the end of January 2024. 
Proposed amendments to the Law on the National Qualification Framework have been 
prepared, but have not been submitted to the Government of the Republic of North 
Macedonia. 

P 17: Building on the steps 
taken, strengthen access to 
active labour market 
policies, in particular for 

A Plan for the activation of users of the Guaranteed Minimum Income (GMI) for the period 
2024-2026 has been developed, which will be finalized in the beginning of 2024 and should 
then be adopted by the Government of North Macedonia in the first quarter of 2024. 
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low-skilled unemployed and 
people in vulnerable 
situations.  

Trainings to further increase the capacities of employees in employment centres and social 
work centres to improve the labour market inclusion of GMI users will be conducted in the 
first half of 2024. The employment agency is preparing tender documentation for the 
organization of the trainings. [This activity continues in P 18] 
The Ministry of Labour and Social Policy prepared a Law on employment of persons who 
perform seasonal, temporary and occasional work. Public debates on the law were held in 
November, and from December the draft law has been in government procedure. 

P 18:  
Continue to increase the 
capacity of and cooperation 
between the employment 
agencies and centres for 
social work as well as 
education and training 
institutions to provide 
integrated services and 
measures for improvement 
of inclusion in the labour 
market.  

In order to continue the activities aimed at increasing the capacities and cooperation of the 
employment centres and social work centres, the Employment Agency within the framework 
of the IPA project for "Activation of vulnerable groups on the labour market" is preparing 
documentation for the selection of external experts who, after an analysis, will provide 
guidelines for improving the Cooperation Platform and monitoring the activation processes. 
The activity will be carried out in the first half of 2024. The employment agency within the 
framework of the IPA project for "Activation of vulnerable groups on the labour market" is 
preparing documentation for the selection of external experts who, after an analysis, will 
provide proposals for amendments and additions to the protocols for coordination and the 
way of cooperation between social work centres and employment centres. The activity will 
be carried out in the first half of 2024 

3. Macroeconomic Framework 

3.1 Recent Economic Developments  

International Economic Environment1. Global economy throughout 2023 continued to recover from shocks related 
to the pandemic, the Russian invasion of Ukraine, and double-digit inflation. Additional problems are the lack of fiscal 
support in conditions of high levels of public debt, increased geopolitical and geo-economics fragmentation, as well as 
climate change. Given these circumstances, the global economy has shown high resilience. Despite disruptions in 
energy and food markets caused by climate change and the war in Ukraine, as well as a significant tightening of 
monetary policy, the growth of the global economy has slowed, but not stopped. Global economic activity reached its 
lowest level at the end of last year, while inflation (both overall and core) is gradually coming under control. 

According to IMF projections from October 
2023, the growth of the global economy is 
expected to slow down from 3.5% in 2022 to 
3.0% this year and 2.9% in 2024. Growth in 
developed countries is expected to slow down 
significantly from 2.6% in 2022 to 1.5% in 2023, 
and 1.4% in 2024, amid stronger-than-
expected economic activity in the US and 
slower than expected economic growth activity 
in the Eurozone. Growth in developing 
countries is expected to moderate from 4.1% in 
2022 to 4.0% in 2023 and 2024, amid a crisis in 
the real estate market in China. In the medium 
term, global economic activity is expected to 
recover and an average annual growth of 3.2% 
is projected for the period 2025-2028. 
Economic activity in the EU in 2023 is expected to be weak and record growth of 0.7%, while in 2024 growth is projected 
at 1.5%, which represents a slight downward revision compared to previous expectations. In the period 2025-2028, the 
average economic growth in the EU is projected at 1.9% per year. Germany, the country where most of the exports of 
domestic companies are directed, is expected to recover and record growth of 0.9% in 2024, after a projected decline 

                                                           
1 International Monetary Fund “World Economic Outlook”, October 2023. 

Chart 3.1.Global economic growth (in %) 

Source: International Monetary Fund, October 2023 (forecast) 
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of 0.5% in 2023, and in the medium term, that is, in the period 2025-2028, an average annual growth of 1.5% is 
projected (Chart 3.1). 

Gross Domestic Product. Economic activity in 
the Republic of North Macedonia in 2023 in 
conditions of continuous crisis and uncertainty 
caused by unfavorable external factors, proved to 
be resilient and remained on the path of growth. 

With slowed down economic activity and negative 
growth rates in the economies that are the main 
trading partners, the economic activity in the third 
quarter of 2023 recorded a growth of 1.2%, after 
the growth of 1.5% in the first and 1.1% in the 
second quarter, thus the growth in the first nine 
months of the year is 1.2%. 

Analyzed by sectors, the main driver of growth in 
the first three quarters of 2023 was the service 
sector, supported by agriculture and industry, which 
had a positive contribution. Activity in the service 
sector increased by 2.8%, with trade, transport and 
catering activities having the greatest contribution 
to growth. Significant growth was also observed in 
the activities of information and communications, 
financial activities and activities related to real 
estate. Agricultural production recovered in the 
second and third quarters and achieved an average 
growth of 0.8%. The only exception is construction, 
which, after growth in the first quarter, recorded a 
decrease in the second and third quarter, with a 
cumulative drop of 6.5% in the first nine months, in 
conditions of reduced activity in both segments, 
construction and civil engineering, movements that are expected to be corrected by the dynamization of infrastructure 
projects. 

Industrial production, which recovered in the first 
half of the year, registered a moderate decline of 
0.8% in the third quarter, thus a minimal growth of 
0.1% was recorded in the first nine months. At the 
same time, in conditions of growth in most 
branches, the biggest limiting factor for 
dynamizing the growth is the drop in metal 
production due to the impact of the energy crisis. 
Support measures for the full utilization of 
domestic electricity generation capacities 
contributed to an 18.6% growth in production in 
the first nine months. According to monthly data, 
industrial production in October registered a 
significant growth of 9.9% on an annual basis 
(after the growth of 4.5% in September), in 
conditions of strong growth in all sectors. 

Chart 3.2. Economic growth structure by production approach 
(contribution to growth, p.p.) 

 
Source: SSO and MoF calculations  

Chart 3.3.Annual growth of industrial production (in %) 

 
Source: SSO 

 

Chart 3.4. Economic growth by expenditure approach 
(contribution to growth, p.p.) 

Source: SSO and MoF calculations 
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Analyzed by the expenditure side, the growth of economic activity, in this period is due to the positive contribution of 
net exports, while domestic demand decreased in conditions of divergent growth of private consumption and decline 
in gross investments. (Chart 3.4). 

Private consumption, despite inflationary pressures and rising financing costs, increased by 2.1% on a real basis, with 
growth accelerating in the second and third quarters, supported by rising wages above the rising cost of living, 
increased remittances from abroad, growth in lending and government measures to support the economy and support 
the standard of living of the population. Public consumption decreased by 2.8%, as a result of the policy of cutting non-
priority expenses. Gross investment in the first nine months of the year fell by 14.5% y/y as a result of the reduction in 
inventories, which increased significantly last year due to the overcoming of the situation caused by the war in Ukraine 
and the uncertainty regarding the availability and prices of raw materials and energy. At the same time, the decline of 
gross investments, which significantly slowed down in the second quarter, deepened again in the third quarter. 

As a result of the deteriorating external environment and the slowdown in foreign demand, but also the high 
comparative base (growth of 16.3% in the third quarter of 2022), the decrease in the export of goods and services, 
which began in the second quarter, continued in the third quarter with real drop of 5.0%, so that the average export of 
goods and services in the first nine months recorded a minimal real drop of 0.2%. According to the monthly data on 
foreign trade, the largest positive contribution is the export of machinery and transport devices, while the largest 
negative contribution is the export of metals and 
metal products. At the same time, the import of 
goods and services decreased with a stronger 
dynamic, and in the first nine months recorded a 
decrease of 5.6% on a real basis, with the decrease 
entirely due to the decrease in the import of 
intermediate products, while capital products and 
products for consumer spending is growing. Hence, 
net exports made a significant contribution to 
growth in the first nine months of 2023.  

2023 estimate. In 2023, GDP growth is expected to 
be 2.3% on a real basis, mainly supported by the 
growth of private consumption and the positive 
contribution of net exports. 

Labour market. The positive trend in the labour market continued in conditions of a decrease in unemployment and 
an increase in employment. According to the data of the SSO, the unemployment rate in the third quarter of 2023 in 
the 15-74 years category is 12.8% and it has decreased by 0.3 p.p. compared to the previous quarter. The 
unemployment rate in the 15-64 years category is 12.9%, while among young people (15-29 years) it is 24.0% and 
compared to the previous quarter of the year, they have decreased by 0.3 p.p. and 0.5 p.p., respectively. The total 
number of unemployed persons aged 15 to 74 years  in Q3 2023 is 102,134 persons, which is 1.7% lower (1,754 
persons). 

The employment rate in the third quarter of 2023 in the 15-89 years category is 45.7%, and in the 15-64 years category 
it is 57.1%. Compared to the previous quarter, the employment rate for the above-mentioned groups increased by 0.2 
p.p. and 0.3 p.p., respectively. Moreover, the number of employed persons aged 15-64 years in the third quarter 
increased by 0.9% compared to the second, i.e. by 1.6% compared to the first quarter, while the number of employed 
persons in the 15-89  years category has increased by 0.4% compared to the second and 1.4% compared to the first 
quarter of 2023. Among persons aged 15 to 29 years, the employment rate is 33.0% and it has decreased by 1.8 pp. 
compared to the previous quarter. 

In terms of activity, the total active population aged 15 to 89 years is 794,902 people, that is, 52.4% of the total able-
bodied population. In the 15-64 years category, the activity rate is 65.6%, while among young people from 15 to 29 
years old, it is 43.3%. 

Chart 3.5.Average net wage growth (in %) 

 
Source: SSO 
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The average net salary in the period January - September 2023 increased by 14.3% compared to the same period the 
previous year, i.e. 2.5% on a real basis. An increase in the net salary was recorded in all sectors, with the highest 
growth  was in construction, administrative activities and the manufacturing industry 

External Sector. In the first three quarters of 2023, the deficit on the balance of payments' current account registered 
a surplus of 1.7% of GDP (as opposed to the deficit of 4.1% of GDP in the same period last year). By components, the 
significant improvement stems from the reduced trade deficit (mainly as a result of the energy trade deficit), as well as 
increased net inflows in the secondary income, thus fully neutralizing the slightly smaller surplus in services and slightly 
higher deficit in the primary income. Within the secondary income, the net inflows based on purchased cash foreign 
currency on the currency exchange market (used as an indicator of the cash private transfers) was higher by 8.5% 
compared to the same period last year.  

In the first three quarters of 2023, net inflows in 
the financial account were realized, mainly 
based on foreign direct investments, which 
amounted to Euro 285 million, or 2% of GDP, 
which is moderately less compared to the same 
period last year. These inflows were registered 
as a result of positive developments in the equity 
and reinvested earnings, given a net outflow 
based on intercompany loans. In the case of 
portfolio investments, in contrast to the inflow 
based on the Eurobond issued by the 
Government on the international market, during 
the year previous Eurobond was repaid, as well.  

At the end of September 2023, the gross foreign 
reserves equaled Euro 3,902 million, which is an increase of 1% compared to the end of 2022. Cumulatively, the 
increase in the foreign reserves mainly results from the National Bank’s net purchase on the foreign exchange market, 
with the operations for managing foreign reserves and reserve requirement in euros having also a positive contribution. 
Foreign reserves are maintained at an adequate level, providing an average coverage of the import of goods and 
services of the next year of about 3.8 months. 

Inflation. Since November 2022, according to the developments on the global markets and the measures taken, the 
annual inflation rate has been gradually decelerating, from 19.8% in October, to 6.6% in September 2023.  In the first 
nine months of 2023, the average annual inflation reduced to 11.5% and is mainly conditioned by the reduced 
contribution of food and energy prices, in line with the movements of these prices on the world market. The reduced 
pressure of the energy cost on the operating costs in the food industry, the deceleration of the foreign imported inflation, 
as well as the gradual monetary policy tightening and other regulatory measures made room for downward movement 
of the domestic food prices. The electricity 
price for households was the main cause for 
the price growth in the energy component, in 
line with their rise during the year, with the 
transmission effect of the increase in the 
firewood prices having additional 
contribution. In the period January - 
September 2023, the core inflation 
(excluding food and energy) equaled 8.7%, 
on average, while the annual core inflation in 
September continued to decelerate and 
equaled 6.3% (according to the NBRNM 
calculations). The main contribution to the 
average core inflation arises from the higher 

Chart 3.6. Inflation (annual changes, in %) 

 
 
Source: SSO and NBRNM calculations 
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Table 3.1. Balance of Payments 
 

 
 
Source: NBRNM, SSO; NBRNM forecast for GDP in 2023. 

(% of GDP) 2016 2017 2018 2019 2020 2021 2022 I-IX.2023

Current account deficit -2.6 -0.8 0.2 -3 -2.9 -2.8 -6.2 1.7

   Goods, net -18.8 -17.8 -16.2 -17.3 -16.6 -20.0 -27.0 -12.8

   Services, net 3.5 3.7 3.5 3 3.9 4.3 5.8 4

   Primary income, net -4 -4 -4.2 -4.6 -3.8 -4.4 -4.4 -3.7

   Secondary income, net 16.6 17.3 17.1 16 13.6 17.4 19.4 14.3

Financial account, net

(without foreign reserves) 5.8 -0.9 4.5 5.6 3.9 4.9 7.9 1.9

   FDI, net 3.3 1.8 5.6 3.2 1.4 3.3 5.1 2

   Portfolio investments, net 4.4 -0.2 3 -1.3 2.6 1.0 0.4 0
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prices in “furnishings, household equipment and maintenance of the house” category and “restaurants and hotels” 
category, amid additional contribution also of other items within the index and one-time effects of non-market price 
changes (higher excises on tobacco). Simultaneously with the domestic inflation slowdown, a trend of narrowing of the 
spread in relation to the inflation in the euro area, from 9 percentage points in November 2022 to 2.2 percentage points 
in September 2023 was registered. 

Monetary Developments and Exchange Rate. Amid disturbed global environment and growth of the world prices of 
the primary products, which led to inflation acceleration, at the end of 2021 the National Bank started to gradually 
tighten the monetary policy, first by withdrawing liquidity through the foreign exchange market operations. Since April 
2022, the National Bank has started to gradually increase its policy rate, as a preventive response to inflation 
expectations, in conditions of global uncertainty. In the period April-December 2022, the policy rate increased from 
1.25% to 4.75%, a trend which continued throughout 2023, up to 6.3% in September 20232. 

In August 2020, the ECB announced that for the first time it granted the National Bank of the Republic of North 
Macedonia a euro repo line, with a possibility of utilization initially until June 2021, then prolonged until March 2022, 
but taking into account the global effects of the Russian-Ukrainian crisis, the utilization was again prolonged until 
January 2023, while the latest prolongation is until January 2024. The repo line is intended for providing additional 
foreign currency liquidity in the banking system, if necessary, representing a significant support in dealing with the 
pandemic-related crisis and the consequences of the Russian-Ukrainian conflict (no funds from this line have been 
used so far). 

It should be emphasized that the broad money M4 kept up rising, registering annual increase of 8.8% at the end of 
September 2023 (5.1% at the end of 2022), with a moderate growth slowdown in the third quarter. In September 2023, 
total private sector deposits were higher by 8.9% on an annual basis (compared to 4.9% at the end of 2022). Analyzing 
by sector, in September 2023 household deposits increased by 6.8% (by 5.8% at the end of 2022), whereby 
simultaneously, the growth in corporate deposits equaled 15.7% (by 3.7% at the end of 2022). At the end of September, 
51% of the annual growth of total deposits resulted from the growth of household deposits. By structure, the annual 
growth of the total deposits mostly stems from the long-term deposits, followed by the demand deposits and short-term 
deposits.    

Analysing by currency, denar deposits, including demand deposits, have been recording positive annual changes since 
November 2022, registering an annual increase of 9.9% at the end of September 2023, while the increase in foreign 
currency deposits, including deposits with currency clause, registered a moderate slowdown and in September it was 
7.5%, thus indicating a certain normalization in the currency preference of the economic entities, after the initiation of 
the last crisis episode. Consequently, the share of deposits with currency component (foreign currency and currency 
clause) in total deposits at the end of the third 
quarter of 2023 was 44.6%, which is almost 
unchanged compared to the end of 2022 (44.5%), 
but lower relative to mid-2022 (46%) and also 
significantly lower compared to the level at the 
onset of the global financial crisis (of about 60%).  

In 2023, in conditions of global uncertainty, the 
deceleration of the economic activity and tightening 
of the credit conditions, the bank lending to private 
sector moderately decelerated. In September 
2023, the annual credit growth equaled 5.8% (as 
opposed to 9.4% at the end of 2022). However, the 
corporate lending registered annual increase by 
5.1%, while the household loans are higher by 
6.4%, annually. In September, about 56% of the 

                                                           
2 In October 2023, the policy rate of the National Bank remained unchanged. 

Chart 3.7.Bank deposits and loans 
 

 
 
Source: NBRNM. 
* In the period VI.2016-VI.2017 and in Q3.2019 corrected for the write-offs. 

 

0.0
2.0
4.0
6.0
8.0

10.0
12.0
14.0
16.0

III
. 2

01
0 IX

III
. 2

01
1 IX

III
. 2

01
2 IX

III
. 2

01
3 IX

III
. 2

01
4 IX

III
. 2

01
5 IX

III
. 2

01
6 IX

III
. 2

01
7 IX

III
. 2

01
8 IX

III
. 2

01
9 IX

III
. 2

02
0 IX

III
. 2

02
1 IX

III
. 2

02
2 IX

III
. 2

02
3 IX

Annual change of total deposits, %

Annual change of total credits, %



18 
 

annual growth of total loans resulted from the growth of household loans. According to the Lending Survey, in the first 
three quarters of the year, the banks reported moderate net tightening of the credit conditions for enterprises, which 
was smaller according to the banks' responses compared to the second half of the previous year. As for the household 
lending, the net tightening of the credit conditions was mainly evident in the first and in the third quarter. In both sectors, 
the banks have assessed a net decrease in the demand for loans, during the past three quarters of 2023. 

The interest rates of the banking sector have risen 
moderately since mid-2022. The average weighted 
interest rates on denar loans and denar deposits 
equaled 5.7% and 2% in September 2022 and 
compared to December 2022 they increased by 1 
and 0.8 percentage points. Interest rate spread 
between denar lending and denar deposit interest 
rate increased by 0.2 percentage points compared 
to the end of 2022, and equaled 3.7 percentage 
points. The average interest rates on foreign 
currency loans and foreign currency deposits 
equaled 5.2% and 1.2% in September 2023, which 
is by 1.1 and 0.7 percentage points more compared 
to the end of the preceding year, whereby the 
interest rate spread widened by 0.4 percentage points compared to December 2022, and reached 4 percentage points. 
The interest rate differential between total denar and foreign currency deposit interest rate marginally increased by 0.1 
percentage point compared to the end of 2022, and equaled 0.8 percentage points in September 2023. The interest 
rates on the newly received denar deposits in banks in the first nine months increased by 1 percentage point compared 
to the end of the previous year, amid a simultaneous increase in foreign currency deposits of 0.6 percentage points, 
whereby the interest rate differential in the newly received denar and foreign currency deposits increased by 0.4 
percentage points and equaled 0.9 percentage points.  

Banking System. The banking sector has 
key importance for the stability of the financial 
sector, as its largest segment, in which the 
non-financial sector savings are 
concentrated, but also the assets of other 
financial institutions, which makes the 
stability of the banking sector a key segment 
for the overall financial stability. The share of 
the banking system in the financial system, 
as measured by the amount of assets, has 
been gradually declining over the years, but 
is at the level of 79.2% as of 31.12.20223. As 
of 30.9.2022, the number of banks in the 
Republic of North Macedonia is thirteen. 
From them, nine banks are in predominant 
foreign ownership, five of which are 
subsidiaries of foreign banks. Foreign banks (mainly EU) dominate almost all the important positions of the banking 
system's balance sheets.  

During 2023, the environment in which banks operate is characterized by the gradual stabilization of price increase 
and favorable foreign exchange market, however there are still risks and uncertainties influenced by external factors, 
which are still unfavorable and further emphasized in conditions of geopolitical turmoil mainly related to the war in 

                                                           
3 Source: Financial Stability Report for the Republic of North Macedonia in 2022, National Bank of the Republic of North Macedonia. 
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Ukraine and Middle East. The banking system is coping well with challenges and shows resilience and capacity for 
coping with crises. Indicators of the banking sector risk exposure are stable and further improved, and stress tests 
point to a good capacity to absorb potential shocks. The banking system remained capitalized and liquid, providing 
banks with the capacity for continuous credit support to companies and households, but also for absorption of possible 
unexpected losses from their operations. The non-performing loans remained stable, the bank profitability additionally 
improved, whereby the profit remained the main source to further boost their capital. The results of the latest stress 
testing cycles showed solid resilience of the banking system to the assumed shocks. However, although the 
macroeconomic framework in the first three quarters of 2023 mainly matches the expectations, the risks arising from 
the uncertain and volatile external environment remains pronounced, affecting adequately the environment in which 
the banking system operates, its activities and risk profile.  As of the third quarter of 2023, the balance sheet of the 
banking system registered a solid increase with an annual growth rate of 7.1%. The increase is mostly a result of the 
deposits of non-financial entities, at favorable changes in maturity and currency structure of savings (faster growth in 
long-term and denar deposits), reflecting the effects of the measures taken by the National Bank and stabilized 
expectations of economic agents. On the assets side, the banks were careful and increased the liquid assets, as well 
as the loans. As of 30.9.2023, the shares of total assets of the banking system, loans and deposits in GDP equaled 
83.8%, 51.5% and 61.5%4, respectively. 

Credit risk. Credit risk is the most prevalent risk in the bank operations, while the exposure to this risk is still moderate. 
The level of non-performing loans has reached its historical lowest values. Thus, the rate of non-performing loans as 
of 30 September 2023 is 2.8% (3.8% for the corporate portfolio and 1.8% for households). The potential solvency and 
stability risks of the banking system, amid assumption for complete default to non-performing loans, are limited due to 
relatively high coverage of non-performing loans with impairment for the expected credit losses, which enables the 
non-provisioned portion of non-performing loans to absorb only 4% of banking system own funds. The restructured 
loans continued its downward trend on a quarterly basis and currently do not represent a significant risk factor for 
deterioration in the credit portfolio quality. However, the uncertain environment, together with the tightening of financial 
conditions, increase the significance of the credit risk and the need for further careful monitoring of this risk.  

The banks’ exposure to interest rate risk in the banking book is within the prescribed limits (20%) and as of 
30.9.2023 it equals 9.6% of own funds. The rising trend of interest rates, which started last year and continued in 2023, 
coupled with the fact that the share of loans with variable and adjustable interest rate is significant in the banking book, 
adds to the importance of banks’ exposure to indirect interest rate risk via borrowers, since their creditworthiness can 
be possibly reduced amid growth in interest debt. In order to assess the bank exposure to the indirect credit risk that 
may arise from the increase in the interest rates, the National Bank together with the banks made additional analyses 
by simulating shocks to the growth of interest rates and evaluating the effects of those shocks on the largest clients 
from the corporate sector of each bank, as well as an assessment of banks' resilience to such shocks. This exercise 
showed that each bank's largest customers have the capacity to deal with the shock of higher interest rate growth. 
Also, the results show that the banks are resilient, i.e. they have the capacity to deal with the risk of interest rate 
changes of the total credit portfolio, for which the realized operating profit is particularly important, through which the 
simulated losses are absorbed and the effect of the simulated shocks on the bank solvency is amortized. 

Profitability. The banking system is profitable and registers high rates of profit growth. In the first nine months of 2023, 
the profit of the domestic banking system increased by 50.5%, compared to the same period last year. The increased 
profit mostly results from the growth in net interest income. The ROAA and ROAE equal 2.3% and 18.3%, respectively, 
which is a better performance compared to the same period last year (1.7% and 13.7%, respectively). The operational 
efficiency indicators generally improved, despite the increase in the operating costs. Following the decline in net interest 
margin in the first nine months of 2020 and 2021 and its stagnation in the same period of 2022, in the first nine months 
of 2023, the net interest margin grew by 1 percentage point, reaching 4%. 

Liquidity risk. The banking system traditionally maintains a high volume of liquid assets, which enable its high 
resilience to shocks, but also satisfactory capacity for timely and regular servicing of liabilities. In the third quarter of 
2023, the increase in liquid assets of the banking system contributed for improved the liquidity indicators, which 

                                                           
4 The data for September 2023 are calculated using the latest available GDP data for the second quarter of 2023. 
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remained within their stable, satisfactory levels. Thus, as of 30.9.2023, the liquid assets account for 30.6% of the total 
bank’s assets, while the coverage of short-term liabilities and household deposits with liquid assets amounts to 50.5% 
and 61.9%, respectively. The Liquidity Coverage Ratio of the banking system equals 268.4%, which is significantly 
higher than the regulatory minimum (100%), thus confirming that there is sufficient liquidity available to the banking 
system. The results of the stress tests indicate satisfactory resilience of the banking system to the assumed extreme, 
individual and combined liquidity outflows. 
Table 3.2 Main banking system indicators (in %)  

 
Source: National Bank of the Republic of North Macedonia 

Insolvency Risk. The banking system is well capitalized and the solvency registers an improvement in the first nine 
months of 2023, which is mostly due to the reinvestment of bank earnings, as well as new issue of common shares. 
The capital adequacy ratio reached 18.4%, which is the highest value in the last seventeen years. About 11% of own 
funds remain free after their use for meeting the regulatory and supervisory capital requirements. This excess of own 
funds, together with the capital buffers, accounts for around 35% of total own funds of the banking system, which are 
especially important in conditions of crisis episodes, when they can be used to deal with challenges of different nature 
and intensity. 

Stress testing. The resilience of the banking sector to shocks is also verified by the conducted stress-tests, which 
show good capacity of banks to absorb credit losses, even in case of extreme and slightly plausible shocks, which 
would mean more pronounced materialization of the credit risk. The stress test results in the third quarter of 2023 show 
that the banking system is more resilient to shocks compared to the previous quarter. The hypothetical shocks on the 
part of the credit risk have the greatest impact on the stability of the banking system, and the results of the stress test 
simulations for the credit risk materialization indicate that it takes 18.8% of the regular credit exposure to the non-
financial sector to receive a non-performing status, i.e. an increase of 577.6% of the non-performing credit exposure, 
for the capital adequacy of the banking system to be reduced to 8%. These are rather extreme and less likely 
simulations, especially in the short run, given that in the third quarter of 2023, only 0.4% of the regular credit exposure 
to non-financial sector received a non-performing status, while the non-performing credit exposure decreased by 1.5%. 

Besides the regular quarterly stress testing, in May 2023 macro stress test was also conducted, i.e. stress testing of 
the banking system by applying a scenario analysis, which simulates extreme, but theoretically feasible shocks in the 
macroeconomic environment, in order to assess the capacity for management and resilience of the banking system to 
shocks. For the purposes of this stress test, two stress scenarios were prepared. The first stress scenario assumes 
stagflation in 2023, with a slow recovery of the economy in the next, 2024, while the second, even more extreme, stress 
scenario assumes a sharp recession in two consecutive years, given the maintenance of the inflation rate at a higher 
level compared to the first stress scenario. Thus, in case of first stress scenario (assumed stagflation with slow 
recovery), the share of non-performing loans in total loans would reach the level of 4.2%, while in 2024 this share 
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would rise to 4.6%, while the average level of risk of total loans from the initial 4.3% would equal 5.3% in 2023 and 
5.8% in 2024. Moreover, in the first year, the banking system would operate at a loss, mainly caused by the 
materialization of the credit risk, as well as partly due to the decline in the banks operating result, the share of which in 
the average assets for 2023 is 0.5%. According to this scenario, in 2024 the banking system would record a profit of 
0.2% of average assets for 2024. The capital adequacy ratio in 2023 would slightly decline for both forecast years to 
the level of 17%. Finally, the indicator of the coverage of short-term liabilities of the banking system with liquid assets 
would drop to the level of 45%, while the coverage of household deposits with liquid assets would decrease to 43.2%. 
In the second stress scenario, which assumes recession in two consecutive years, significant increase in the 
unemployment and decrease in the inflation rate at somewhat slower dynamics compared to the first scenario, the 
indicator for the share of non-performing loans in total loans would reach a level of 4.4% at the end of 2023 and 5.8% 
at the end of 2024. The average level of risk of the total loans from the initial 4.3% would rise to 5.4% and 6.9%, 
respectively. The capital adequacy ratio of the banking system is decreasing, with the effect being more pronounced 
in the second year, when it reaches 15.3%. As opposed to the first stress scenario, in case of the second more 
unfavorable scenario, the banking system operates with a loss in both years, which would equal -0.9% of the average 
assets in 2023 and -1.1% in 2024.  In case of this scenario, the coverage of the short-term liabilities with liquid assets 
at the level of the banking system, from the initial 47.7%, would equal 42.2% at the end of 2024.  

Macro-prudential framework. After the enforcement of the new Law on Financial Stability in August 2022, the 
Financial Stability Committee and the two subcommittees acting as auxiliary bodies of the Committee (Subcommittee 
for Monitoring Systemic Risks and Proposing Macro Prudential Measures and Subcommittee for Financial Crisis 
Management), have been holding regular meetings more frequently than legally prescribed, with the issues that are 
within the competence of these bodies in accordance with the Law being discussed at these meetings. 

On the basis of this Law, as well as according to the Banking Law, the National Bank so far has undertook several 
macro prudential measures: 

 capital conservation buffer, set at 2.5% of the risk-weighted assets, effective since 2017 and applicable to all 
banks;  

 capital buffer for systemically important banks - according to the latest calculations based on the data for 
2022, 7 systemically important banks have been determined, which until 31 March 2024, should achieve and 
maintain a rate of the capital buffer for systemic importance that ranges between 1% and 2.5% of risk-
weighted assets; 

 a countercyclical capital buffer of 0.5% applicable from August 2023, aimed to respond to the estimated 
gradual accumulation of cyclical systemic risks arising from the environment, housing loans and housing 
prices. Subsequently, the amount of this capital buffer has increased in several occasions, so that from 1 
January 2024, it is scheduled to be 0.75%, from 1 September 2024  to be 1%, from 1 November 2024 to be 
1.25%  and  from January 1, 2025 the ratio will be 1.5%. 

 the capital buffer for systemic risk equaled 0%, and the National Bank continuously monitors the developments 
and evaluates the need for its introduction; 

 Macro prudential measures for the credit demand quality have been introduced, being effective from 1 July 
2023, namely:  

o DSTI (debt service to income ratio) in the amount of 55% for denar loans to individuals and 50% for 
loans with a currency component to individuals, 

o LTV (loan to value) in the amount of 85%, 
o Limiting the maturity of housing loans and other mortgage loans to 30 and 20 years, respectively, 
o Defining the DTI (debt to income) indicator, the level of which has not been prescribed for now, 
o 10% permissible exception from the prescribed values of these indicators. 

Performance of the non-financial sector. The risks to the financial stability of the household sector are currently 
limited, given the growth of disposable income that contributes to maintain the solid ability for regular settlement of the 
liabilities. Household debt is growing at a slower pace, and is still moderate and below international vulnerability 
thresholds. The household debt ratio measured by the share of the total household debt in GDP decreased by 0.8 
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percentage points relative to the end of 2021 and equaled 29.7% at the end of 2022. The households’ solvency and 
liquidity ratios for now indicate a relatively limited systemic vulnerability of this sector. However, the risks are highlighted 
by higher inflation affecting real income and exposure to interest rate risk. The borrower based macro prudential 
measures, which the National Bank took in 2023 with regard to the quality of credit demand, contribute to the prevention 
of the risks of high indebtedness and the occurrence of over-indebtedness among households, thereby mitigating the 
risks for the banking sector. 

The indebtedness of the corporate sector continued to increase, but it is still within moderate frames and currently 
does not point to risks for debt sustainability. Non-resident sector remains the main creditor of the domestic corporate 
sector, with the debt to domestic banks also being increased in conditions of increased liquidity needs of companies at 
higher energy prices and in general, increased operating costs. A significant part of the debt portfolio has variable 
interest rates indicating an exposure to interest risk, which becomes particularly important in the current environment 
of increased interest rates. The corporate sector is exposed to currency risk, in conditions of increased debt with 
currency component, which is limited due to the exchange rate targeting strategy. Important for the sustainability of the 
corporate sector debt is maintenance of the adequate capacity for repayment of the liabilities, to which the improved 
profitability contributed as well. The strong post-pandemic recovery contributed to revenue growth that mitigated the 
effects of increased operating costs due to the price shock, and as a result the corporate sector net operating profit 
kept growing, but at a slower pace compared to the previous year. The corporate sector has maintained its liquidity 
position at a relatively stable level, although 
traditionally it is low, with further improvement of 
financial discipline and regularity in the liabilities 
repayment being registered. However, uncertainty 
remains high, which together with rising funding 
costs may increase the vulnerability of the 
corporate sector. This points to the need for greater 
vigilance in debt management and planning of new 
borrowings in accordance with the companies' 
financial ability. The risks are particularly 
emphasized for micro entities, which are still the 
most vulnerable group of entities with the highest 
level of indebtedness and low operational 
efficiency, as well as for those companies that are 
highly indebted. 

3.2 Medium-Term Macroeconomic Scenario 

The tightening of international economic and political relations, caused by the war in Ukraine, followed by intensified 
and long-lasting inflationary pressures, expectations of a decrease in global trade and external demand, as well as the 
tightening of global financing conditions, worsen the global environment and further increase uncertainty about the 
economic outlook. These factors contribute to a slow post-pandemic recovery. Expectations for the growth of global 
economic activity and especially economic activity in EU have decreased compared to previous projections. At the 
same time, in Germany, as the largest European economy and our most important trading partner, a greater slowdown 
in economic activity is expected than before. Such phenomena are expected to adversely affect external demand, as 
well as domestic demand, i.e. investments in fixed assets and consumption. 

Gross Domestic Product. According to the baseline macroeconomic scenario, economic growth in 2024 is projected 
at 3.4%, (against the expected growth of 4.0% according to previous projections). The growth of economic activity will 
continue to be driven by domestic demand, while net exports are expected to have a negative contribution, in conditions 
of more moderate growth of exports and imports of goods and services. 

The economic policies and measures translated into the Plan for fiscal sustainability and support of economic growth, 
the Public Investments Plan and the Plan for accelerated economic growth ("Growth Acceleration Plan") as a general 
framework, will contribute to increasing the potential for growth and realizing higher rates of growth in the medium term, 

Chart 3.10.Expenditure structure of GDP growth (contribution 
to GDP, p.p.) 
 

Source: MoF calculations based on SSO data (* - forecast) 
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i.e. a doubling of economic growth compared to the average of 2.5% in the past decade, while the average growth of 
economic activity in the period 2024-2028 is expected to reach 5.1%. In addition to economic policies and measures, 
the normalization of global movements in the medium term, the reduction of inflationary pressures and the increase in 
the confidence of business entities are expected to contribute to the growth of private investments, as well as the state 
support for the promotion of the private sector and the strengthening of competitiveness, innovation and the 
technological development of enterprises by providing alternative sources and instruments of financing which is one of 
the key aspects of the Growth Acceleration Plan. The redesign of public expenditures, through strengthening the cycle 
of public investments and measures aimed at achieving accelerated, inclusive and sustainable economic growth, will 
have a significant impact on investment demand and the potential for economic growth. 

An additional impetus to the dynamization of economic growth is also expected from the "Plan for growth in the Western 
Balkans" promoted by the European Union. The plan, which consists of four pillars, envisages: 1) increasing economic 
integration with the single market of the European Union, 2) encouraging regional economic integration in the Western 
Balkans, 3) accelerating structural reforms and supporting the European integration process, and 4) increasing financial 
support for reforms and growth of countries, ie investments. The implementation of the Plan should accelerate the 
growth in the region and the convergence towards the EU and double the GDP per capita in the next ten years. 

Investments will play a significant role in maintaining economic activity and intensifying it in the medium term. In addition 
to the limiting factors arising from the challenges and uncertainty at the global level on investment decisions, the biggest 
contribution to growth in 2024 is expected to be gross investments with a growth of 8.4% primarily as a result of the 
intensification of the implementation of large infrastructure projects financed from the state (corridor 8 and 10 and the 
railway infrastructure), accompanied by measures and activities for greater realization of capital investments. In the 
period 2025-2028, investments are expected to record an average annual growth of 8.8% as a result of the expected 
growth of private investments, a more intense inflow of foreign investments and the realization of the announced 
investments for the expansion and construction of new capacities in the technological-industrial zones, increased 
capital expenditures, the continuous support for the development of the private sector and strengthening the 
competitiveness and technological development of enterprises, but also the structural reform measures such as 
Support to Development of the Innovation Eco System (Measure 5.1.1(2)). The announced Plan for the growth of the 
Western Balkans, where the focus is on accelerating the reform processes in the country in the coming period 2024-
2027, will provide increased support for investments and further improve the confidence among investors. The 
favorable conditions in the country as well as the increased interest and support for investments in renewable energy 
sources will further support the investment activity. 

Private consumption is predicted to record a real growth of 3.1% in 2024, in conditions of reduced inflationary 
pressures, further real growth of wages and employment, credit growth and maintaining a solid level of remittances 
from abroad. Favorable trends in private consumption are expected to continue in the period 2025-2028 with an 
average annual growth of 3.5%, supported by expectations for further improvement in the labor market, an increase in 
private transfers and growth in the disposable income of households. Consumption during this period is expected to 
be also underpinned by enhancing the system for social inclusion of vulnerable groups (Measure 5.3.2(17)).  

Public consumption is expected to experience a moderate growth of 0.8% in 2023, in line with the efforts to reduce the 
non-priority budget expenditures, all to the end of ensuring additional space for private sector support, as well as 
implementation of the fiscal consolidation process by redesigning the public expenditures contained in the Fiscal 
Sustainability and Economic Growth Plan. Public consumption in the period 2024-2027 is expected to grow with a 
similar pace, i.e. 1% average annual growth is projected. 

Public consumption is expected to achieve a moderate growth of 1.0% in 2024, as a result of the determination to 
reduce non-priority expenditures and their rationalization, as well as the implementation of a process of fiscal 
consolidation through the redesign of public expenditures contained in the Fiscal Sustainability Plan and supporting 
economic growth. In the period 2025-2028, public consumption is expected to grow at a similar pace, that is, an average 
annual growth of 1% is projected. 

The recovery of economic activity among our largest trade partners (EU and Germany) and the further stabilization of 
global production chains are expected to have a positive impact on external demand and the dynamism of foreign 
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trade. The export activity of domestic companies is projected to register a growth of 4.6% in 2024, driven by 
expectations of further growth of companies in industrial zones and the announcement of new investments. In the 
medium term, by exhausting the unfavorable shocks on the global economy, stabilizing external demand and 
increasing the export potential in the country through an inflow of foreign investments, exports are expected to have a 
solid contribution to economic growth, i.e. it is 
expected to record an average annual growth of 
7.7% in the period 2025-2028. Following structural 
reform measures (Chapter 5): Implementation of 
Intelligent Transport System along Corridor 10 
(Measure 5.2.2(10)) and Higher compliance to the 
EU Acquis in the area of single market (Measure 
5.1.1(3)) are aimed at supporting the export of goods 
and services in the longer term, as well as the overall 
volume of foreign trade of goods and services in 
general. 

Increased domestic demand and the growth of 
export activity in 2024 are expected to contribute to 
increased imports of intermediate, investment and 
consumer goods, with which the real growth of 
imports of goods and services is projected at 5.5%, with which net exports would have negative contribution to growth. 
In the medium term, the import demand is expected to stabilize, with an average annual growth of the import of goods 
and services projected at 6.5% in the period 2025-2028, which will contribute to the gradual narrowing of the negative 
contribution of net exports to the economic growth (chart 3.10). 

Labour Market. Positive trends in the labour market are expected to continue in 2024, as a result of increased 
investments and the need for labor force, active measures and programs for employment and the support of domestic 
and foreign enterprises for the creation of new jobs. Thus, in 2024, the number of employees is expected to grow by 
2.0%, which will result in a further decrease in the unemployment rate to the level of 11.9%. With the measures for the 
development of human capital in the field of education, health and social protection, it is expected to contribute to a 
more sustainable and inclusive economic growth and development, as well as to deal with the challenges related to 
productivity, inclusion in the labor market and the aging of the population.  

With the increase of economic activity in the period 2025-2028, employment is expected to grow at a higher pace and 
an average annual growth of 3.1% is projected. Such movements in the labour market will contribute to the average 
unemployment rate in 2028 to decrease to 8.3%, while the average employment rate to increase to 51.3%. In the next 
period, the trend of salary growth is expected to continue and in 2024, a growth of 8.4% is projected, in conditions of 
an increase in the minimum wage in March, as well as the harmonization of wages with the minimum wage. As a result, 
it is expected that the growth of salaries in industrial and service activities will continue, especially in highly productive 
activities, such as information and communication activities, professional, scientific and technical activities. In the 
medium term, in the period 2025-2028, the nominal growth of the average salary is expected to be 6.1% per year. 

Sources of growth. In 2024, it is expected a positive growth contribution from both the growth of fixed assets (capital) 
and labor, due to the recovery of the economy, increased activity rate and reduced unemployment rate, while growth 
in total factor productivity (TFP) is not expects now, but in the next period. Graph 3.11 shows the projections for labor 
productivity and GDP until 2028. In the period 2024–2028, productivity of production factors is expected to remain 
significant source of growth, that is, approximately one quarter (23%) of the contribution to economic growth in this 
period refers to GDP. Physical capital, according to the projections on investment growth, in the analyzed period is 
expected to record an annual average growth of 5%, contributing about 50% to the total economic growth Labour is 
expected to contribute to economic growth around 30%. 

Potential growth and production gap. Calculation of potential output is the basis for estimating the cyclical position 
of the economy. Two groups of methods have been used to calculate the potential output. The first group of methods 

Chart 3.11. Growth of number of employees and 
unemployment rate 

 

 
Source: SSO and MoF forecast (* - forecast) 
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is based solely on historical data on real GDP, i.e. group of statistical methods (a-theoretical), whereby Hodrick-Prescott 
(HP) filter and Christiano-Fitzgerald (CF) filter are applied, while the second group, structural methods, applies the 
Production Function Approach (PFA). Results from the calculation of potential output are presented in the charts below, 
as well as in Table 5 in Annex 1. 

According to the projections on real GDP growth in the upcoming medium-term period and the estimations on the 
trends of the potential output, amid recovery of the economy from external shocks, the cyclical component of output is 
still in the negative zone in 2023, according to the production function and HP - the filter. By applying the CF filter in 
2023, a relatively small (and temporary) positive production gap is observed. In 2024, the output gap is expected to 
move into the negative zone due to the slowdown in economic activity in the EU. By 2028, both types of methods show 
a production gap moving towards positive values (graph 3.12). The same graph presents the decomposition of real 
growth according to the production function method. GDP growth also includes the cyclical component, as is the case 
in 2020 when it participates in the negative 
cyclical factor. 

Potential growth, after the slowed down 
dynamics in 2023, is estimated to gradually 
intensify in the coming period, supported by 
accelerated employment growth, faster increase 
in physical capital and gradual increase in GDP 
growth (Graph 3.12). The sources of growth 
derive from the Growth Acceleration Plan and 
the Public Investments Plan. 

Inflation. The global supply factors accelerated 
the global inflation in 2022, while, in line with the 
expectations, in 2023 it slowed down. Foreign 
effective inflation5 in 2023 is estimated at a level 
of 7.5% (versus 6% in last year's scenario). It is 
expected to slow down in 2024, when it is estimated at 3.3%, while in 2025 it would decelerate additionally to 2.5%. 

From the end of 2021 and during 2022, there was an acceleration in the inflation rate in the domestic economy, mainly 
conditioned by the fast growth of import prices, especially in food and energy. It is important to emphasize the high 
openness and import dependence of the economy, as well as the structure of the inflation index in which these two 

                                                           
5 The foreign effective inflation is calculated as the weighted sum of consumer price indices of the countries that are major partners of the Republic 
of North Macedonia in the field of import of consumer goods. The calculation of this indicator includes Bulgaria, Germany, Greece, Spain, France, 
Italy, Austria, Poland, Slovenia, Croatia and Serbia. Inflation in Poland and Serbia has been adjusted for the changes in the exchange rate. 

Chart 3.12. Production gap, % of potential product (left) and contribution to growth of factors of production, in p.p. 
(right) 

 

Source: MoF calculations 

-6

-4

-2

0

2

4

6
Production gap (% of potential product )

PFA HP CF

Chart 3.13. Inflation rate (in %, on annual basis) 
 

 
 
Source: SSO; forecast by NBRNM  
 
 

-2

0

2

4

6

8

10

12

14

16

18

20

22

Q1
2020

Q3 Q1
2021

Q3 Q1
2022

Q3 Q1
2023

Q3 Q1
2024

Q3 Q1
2025

Q3



26 
 

categories have a relatively high share. From November 2022 onwards, the annual inflation rate started to slow down, 
reducing to 6.6% in September and 3.5% annually in October 2023. The average annual inflation rate in 2023 is 
estimated at 9.5% (versus 14.2% in the previous year), amid estimated annual deceleration in the growth of food and 
energy prices, and only in core inflation estimated moderate acceleration. The inflation forecast in 2023 in this scenario 
is close to last year's scenario (expected inflation of 8-9%). The strong decline in the world prices of primary products, 
the slower growth of foreign effective inflation, the continuous gradual tightening of the monetary policy, as well as the 
measures of the Government, contribute to a downward adjustment of domestic prices, especially of food and energy. 
Core inflation also registered a trend of deceleration in the annual growth rates, with a late start of the downward 
adjustment. 

Inflation would slow down also in the following three years and it is estimated that the average annual price growth will 
reduce to 3.5% - 4% in 2024 and to around 2% in 2025 - 2026. Moreover, downward price adjustment is expected in 
all three components, amid assessments for predominantly further decline in global market prices of food and oil, 
further slowdown in foreign effective inflation and absence of significant pressures through the domestic demand 
channel. Risks to the inflation forecast from the external environment are upward and are associated with the future 
movements in energy and food prices due to the uncertainty about the development of the war in Ukraine and the 
Middle East. From the domestic factors, the upward risks are associated with the possible stronger wage growth than 
expected, with the uncertain dynamics of further increase in the regulated prices of electricity, as well as with the 
behavior of the domestic companies regarding production and trade with food products after the discontinuation of the 
government measures. 

Monetary and exchange rate policies. Monetary policy is oriented towards preserving price stability by maintaining 
a stable exchange rate of the denar against the euro. In conditions of gradual inflation acceleration, under the influence 
of global factors on the supply side, from the end of 2021 the National Bank started to gradually tighten the monetary 
policy, primarily by withdrawing liquidity through foreign exchange market operations. Gradual increase in the policy 
rate began in April 2022, which was raised on several occasions from a historic low of 1.25% to 4.75% in December. 
During 2023, the gradual increase in the policy rate continued, to a level of 6.3% in September, and it was maintained 
at this level also in October. Although to a large extent the inflation growth was conditioned by factors on the supply 
side, the tightening of the policy rate was motivated 
by the need to stabilize inflation expectations and 
the secondary effects of food and energy prices on 
other prices. Given the monetary strategy of a 
stable exchange rate of the denar against the euro, 
the changes in the domestic monetary policy were 
in line with the changes in the monetary policy of 
the European Central Bank, which were also aimed 
at further tightening. 

In addition to the increase in the policy rate, the 
National Bank on several occasions during 2022 
also made changes in the reserve requirement 
rates towards reduction in the allocation of reserve 
requirement for denar liabilities (from 8% to 5%) 
and increasing the allocation for the banks' foreign currency liabilities (from 15% to 18%). During 2023, several 
additional changes were made in the reserve requirement rates, whereby the reserve requirement rate for the banks' 
foreign currency liabilities increased to 19%, and the additional changes in the same direction entered into force at the 
end of the year6. The COVID crisis and the global energy crisis that followed immediately after, were met with a high 

                                                           
6 In order to further support the process of denarization of the banks' balance sheets, as well as to support the process of monetary transmission, 
the National Bank during the third quarter of 2023, on two occasions, further increased the reserve requirement rate of the banks' foreign currency 
liabilities, first from 19% to 20% (effective from November 2023), and then to 21% (from December 2023), and the percentage of maintenance 
of the reserve requirement from foreign currency liabilities that is done in euros, also increased from 77% to 80%, and then to 81%. Also, the rate 
that is applied to liabilities in denars with foreign exchange clause increased from 50% to 100%. 

Chart 3.14. Foreign reserves adequacy indicators 

Source; NBRNM calculations 
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and adequate level of foreign reserves, which had constantly high growth in the previous few pre-crisis years, as well 
as generally stronger fundamentals of the economy, which made it easier to face the new crises. Given the already 
developed analytical and forecasting capacity, as well as the availability of the already prepared non-conventional 
package of tools, the monetary response of the National Bank also this time was adequate. At the end of 2022, the 
undertaken monetary measures started to give certain effects, first visible in the deposit interest rates on newly received 
bank deposits, improvements in the maturity and currency structure of deposits, as well as the slowdown in inflation 
which continued during 2023, when there was also a slowdown in the growth of lending activity. In addition, to further 
deal with the consequences of the crisis it is especially important to emphasize the access to foreign currency liquidity 
in euros which was granted to the National Bank by the European Central Bank, initially until June 2021, and then 
through three prolongations extended until January 2024.  

In line with the implemented strategy of targeting the denar exchange rate, the National Bank constantly monitors the 
movements of the interest differential for instruments in domestic and foreign currency, as well as the currency structure 
of deposits and loans. The interest differential on deposits in domestic and foreign currency in the previous few years 
was mainly in decline, as a reflection of the relaxed domestic and global financial conditions, and in the conditions of 
monetary tightening, towards the end of 2022 and during 2023, it registered a slight increase. The multi-year trend of 
denarization (in the period from 2009 - 2015, the share of deposits with a currency component in total deposits 
decreased by about 18 percentage points, and the share of loans in a currency component in total loans decreased by 
about 12 percentage points), also supported through an appropriate differentiation of the reserve requirement ratios 
from a currency perspective, was briefly suspended in 2016 influenced by greater internal uncertainty, after which the 
next three years were marked by moderate downward changes. Maintaining the benefits from deeuroization in recent 
years in turn increases the credibility of the monetary policy that aims towards stability of the exchange rate of the 
denar against the euro. In the period 2020-22, as a reflection of the uncertainty arising from the pandemic-driven crisis, 
and then the increased inflation expectations 
due to the global energy crisis and uncertainty, 
there was a moderate upward movement of the 
share of deposits with a currency component (by 
6.7 percentage points in September 2022 
compared to the end of 2019). In the last quarter 
of 2022 and during 2023, there was a moderate 
reduction of the share of foreign currency in total 
deposits of the private sector.   

The process of denarization in the banks' 
balance sheets during 2022 and 2023, was 
supported through the gradual changes made in 
the reserve requirement aimed at supporting the 
savings in domestic currency, which is in line 
with the Denarization Strategy. The abolition of 
the auctions of foreign currency deposits of commercial banks with the National Bank in May 2023 also acted in the 
same direction. Also, the currency aspect was taken into consideration in the macro-prudential measures for the quality 
of credit demand, which became effective from 1 July 2023. In addition to other ratios, the DSTI ratio (debt service-to-
income) has also been introduced, whose level differs for loans in denars and in foreign currency/foreign exchange 
clause.  

In terms of the set of monetary instruments, in order to face the challenges from the energy crisis, the measure for the 
release of banks from the reserve requirement for newly approved loans for green finance is applied from August 2022, 
in order to encourage both lending and the transformation of the economy toward greater use of renewable energy 
sources. Most of the approved loans from the beginning of the implemention of the measure are long-term and are 
intended for constructing new facilities. 

Chart 3.15. Currency structure of bank deposits and credits and 
interest rate spread 

 
Source: NBRNM Calculations 
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In the next three years, the monetary policy will keep the price stability, by maintaining a stable exchange rate of the 
denar against the euro. The results of the estimation models of the equilibrium denar real effective exchange rate7 as 
of the last quarter of 2022, did not indicate major deviations from the equilibrium, and were maintained within acceptable 
range of +/-5% in the period 2004-20228. Regarding the monetary policy implementation, it is important to indicate the 
results of the models for analysis of the monetary transmission, which with the latest update as of 2022 point to a 
relatively stable transmission in total interest rates, and the findings are similar to the previous analyses. Compared to 
the previous estimates, the transmission of the monetary signals is slightly intensified with the lending denar corporate 
interest rate. Also, there is a narrowing of the asymmetry in the transmission, i.e. with the new estimates, the coefficient 
of the lending denar interest rate moves to that of the deposit denar interest rate. In addition, in the specification for 
denar interest rates, the change in the reserve requirement rate proved statistically significant regarding the interest 
rate on denar deposits, unlike the analyses in previous years when it was statistically insignificant, which is in line with 
the expected effects of the changes made in this instrument. 

Generally, the macroeconomic indicators point to strong effects of the global uncertainty arising from the Russian-
Ukrainian military conflict, the energy crisis and the global inflation on the global and domestic economy, and the 
dynamics of the recovery is accompanied by risks. The recovery of the domestic economy is expected to continue, and 
after the acceleration of the inflation in 2022 influenced by global factors on the supply side, in 2023 it slowed down, 
and in the medium term it is expected to gradually reduce to 2%. The external position remains stable, amid narrowing 
of the current account deficit in 2023, expected inflows of FDIs and further access to capital markets. Consequently, 
foreign reserves will remain in the safe zone in the next period as well. Further credit support of the domestic economy 
by banks is expected. The estimates are accompanied by high uncertainty, where the risks are mostly downward and 
are primarily related to the further development of the global situation, the confidence of consumers and investors, the 
current mismatches of supply and demand, the global price movements.  

Inflation and inflation expectations, external sector developments, import structure and effects on the foreign exchange 
market and foreign reserves, will be crucial for the monetary setup in future. There will be regular monitoring of the 
pace and structure of credit growth as well as the movement of deposits and interest rate spreads. The coordination of 
the monetary and fiscal policy remains crucial for the following period as well. In the period ahead, the National Bank 
will continue to carefully monitor the trends and potential risks from the domestic and external surrounding in the context 
of the monetary policy setup. 

Bank deposit and loan forecast9 As a result of the global uncertainty, inflation expectations and energy crisis, the 
deposit growth in 2022 is estimated at a more moderate level of 3.9% annually at the end of 2022 (7.5% in 2021). In 
2023 the deposit growth is expected to moderately accelerate and reach 6.5%. The solid growth of total deposits will 
continue also in the coming period, amid a forecasted average rate of annual growth of 8% in the period 2024 -2025. 

The developments on the credit market indicate moderate acceleration in the credit activity in 2022, amid expectations 
for moderate slowdown of the growth rates in the next three years. Namely, the solid growth of loans in the first three 
quarters, supported by the measures taken by the National Bank to mitigate the adverse effects on the economy caused 
by the energy crisis, is expected to continue until the end of the year. It is estimated that at the end of 2022 the growth 
rate of loans will reach 9.2% (8.3% at the end of 2021). In the forthcoming period, a slightly more moderate lending 
activity is expected, with an average growth rate of slightly above 7% in the period 2023 - 2025, in conditions of 
moderate growth in the domestic economy, stabilisation of the expectations, increased demand for loans by 

                                                           
7 Source: NBRNM. According to the BEER (behavioral equilibrium exchange rate) approach for assessment of the equilibrium denar exchange 

rate, which is based on a narrower definition of the real effective exchange rate and is designed on the basis of the five EU major trading 
partners of the Republic of North Macedonia. Models (set by different specification and evaluated by various techniques), include productivity 
differential, trade openness, public consumption and total net foreign assets, as independent variables.   

8  IMF's analyses also indicate no significant deviation in the real exchange rate (IMF Staff Report 2021 Article IV Consultation, February 2022, 
p.8). According to the IMF methodology, deviations from the equilibrium level of +/- 5% indicate that the external position is generally consistent 
with the fundamentals and there is adequate policy nexus.    

9 The National Bank’s external and monetary sectors forecasts relies on data from the 2022 Budget Revision from July 2022, the draft budget 
for 2023 and the Fiscal Strategy 2023-2025 (with prospects to 2027) from May 2022. 
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households and the corporate sectors, as well as 
sound solvency and liquidity position of banks. As 
until now, the credit growth will be supported by 
gradual strengthening of the deposit growth as the 
main source and financing.  

External Sector Structural changes in the 
economy over the last few years has underpinned 
the export sector and improved the current account 
balance. The current account deficit in the period 
2012-2022 averaged 2.3% of GDP. An exception 
relative to the average is the deficit of 6.2% of GDP 
in 2022, which is due to the global energy crisis and 
the widened energy trade deficit. The solid current 
account performances for a longer period already, 
point to strengthened economic fundamentals and greater external sector resilience to domestic and external shocks. 

According to the developments and estimates for the last quarter of 2023, the current account deficit for 2023 is 
estimated at 1.2% of GDP, which would mean a narrowing compared to the previous year, when the consequences of 
the global energy crisis were felt.  The estimated deficit for 2023 is significantly lower than the expectations in last 
year's macroeconomic scenario, shown in last 
year's ERP (5.6% of GDP), as a result of the 
reduction of energy imports amid lower import 
prices.  

In the period January - September 2023, the total 
trade deficit10 decreased by 29.4% given the 
annual increase in the exports of 1.4% and 
simultaneous decrease in imports of 8.4%. Exp orts 
increase mainly reflects the higher export of 
machinery and transport equipment category 
(electrical machines and spare parts and road 
vehicles), which mainly arises from the export-
based facilities with foreign capital, given their 
prevalence in total exports. Compared to last year 
when the energy trade deficit resulted in a significant expansion of the total trade deficit, this year most of the decrease 
in imports is due to the reduced energy imports (about 66%). The decrease in energy imports was registered as a 
result of the decrease in the import prices of petroleum products and increased domestic production of electricity. In 
addition, according to the economic dynamics, a reduced import of raw materials has also been registered. The highest 
trade deficit in goods in the period under observation was registered in the trade with the Great Britain, while the highest 
surplus was reported in the trade with Germany. 

Analyzing the structure, as a result of the new facilities with foreign capital in the economy, in recent years, export 
structure has significantly improved. It is due to the gradual increase in the share of products with higher value added 
in exports, mainly chemicals, and machinery and transport equipment, which reached about 57% at the end of 2022. 
Changes in export structure correspond with the foreign direct investments, which in recent years, have been mainly 
concentrated in these sectors. On the other hand, there was a decrease in the share of traditional export products - 
iron and steel, and textile products, with their joint share decreasing from the dominant 40% in 2010 to about 14% at 
the end of 2022, which confirms the larger production dispersion and the modernization of export structure (additionally, 
the export of iron and steel is influenced by the fluctuation of the world prices).  

                                                           
10 According to the foreign trade statistics, where the imports are presented on c.i.f. basis. 

Chart 3.16. Export structure by products (in %) 

 
Source: SSO 
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During the pandemic, the trade of new foreign-
owned companies remained stable but slightly 
lower compared to the During the pandemic, the 
trade of new foreign-owned companies remained 
stable but slightly less intensive compared to the 
pre-pandemic period (close to 54% on the export 
side and close to 35% on the import side in 2020). 
The share of the exports of these companies in the 
total export of goods in the following period 
remained stable and relatively high, registering 
certain growth in the first nine months of 2023 when 
the share in the total export reached the historical 
peak of 55.9%. Given that these companies import 
raw materials and equipment, the share of the 
imports of these facilities in the total import of goods also varies year by year, yet sustaining at a lower level compared 
to the exports (almost 33% share in total imports in the first nine months of 2023).11 The new foreign-owned companies 
reported a positive net foreign trade balance which averaged 1.5% of GDP in the period 2011- 2013, while in the period 
that followed, it intensified and peaked (5.4% of GDP) in 2018, preserving at 4.7% of GDP in 2019. In the pandemic 
2020 and 2021, amid contracted economy, the positive balance of these companies reduced to 4.3% and 3.2% of 
GDP, respectively, followed by certain stabilization in 2022, when the net export of these companies equaled 4.1% of 
the GDP. In the first nine months of 2023, these companies’ net export equaled 5.6% of the GDP, which is the highest 
historical performance, observed as a share in the GDP and analyzed in absolute amounts. It is estimated that there 
is still room for strengthening the links between foreign companies and local suppliers, which would additionally 
increase the secondary effects of FDI on the economy. 

Chart 3.19. Net FDI per activity (% of total FDI) 

 
Source: NBRNM 

The analysis of geographic distribution of Macedonian exports validates the EU dominance as the major export 
destination, which in the period January-September 2023 imported around 79% of the Macedonian exports, which is a 
significant increase compared to 2008, when about 64% of the Macedonian exports was oriented towards the EU. 

                                                           
11 Source: NBRNM. According to the foreign trade statistics (customs declarations), where export of goods is presented on f.o.b. basis, and 
import of goods on c.i.f. basis.  
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Within the EU, in recent years, the share of exports to Germany has registered a significant growth, with positive trends 
in the exports to Hungary, Romania, Czech Republic, Belgium and Slovakia amid low initial shares, and decreased 
share in the exports to Greece, Italy and Bulgaria. In the period January-September 2023, the total trade with the EU 
accounted for about 62% of the total trade of the 
Republic of North Macedonia, which in conditions of a 
decrease in the import at simultaneous increase in the 
export of goods in the EU, higher surplus (of closely 
50% compared to the same period last year) was 
registered.  

In the period January-September 2023, the real 
effective exchange rate (REER)12 of the denar deflated 
by CPI registered a moderate annual appreciation of 
5.6%, while excluding the primary commodities, the 
denar REER, deflated by the same price index, 
appreciated by 3.5%, compared to the same period last 
year. Such movements in the two indices reflected the 
appreciation of the nominal effective exchange rate of 
the denar against the currencies of some of the trading 
partners, with the increase in the relative prices acting 
also in the same direction.  

The export market share of the economy in world 
exports has been growing since 2013, while in 2020, it 
slowed down due to the pandemic. After the increase in 
the market share accelerated again in 2021, in 2022 this 
share reduced slightly, in the conditions of the global 
energy crisis and a complex global environment. The 
degree of trade openness of the Macedonian economy 
is generally high, with a marked upward trend in the 
period 2014 - 2019. In 2020, there was a short-term 
slowdown in share of the trade in goods and services in 
the GDP due to the pandemic, followed by continuation 
of the growth in the next two years, reaching 170% of 
the GDP in 2022 (the growth was partially due to higher 
prices in trade). In 2023, the share of the trade in the 
GDP is estimated to decelerate to the level of about 
155% of the GDP, and it will be maintained at a similar 
level in the following three years.     

International investment position and external debt. 
At the end of the third quarter of 2023, the net negative 
international investment position (IIP) in nominal terms 
increased by 2.1% compared to the end of 2022, amid 
higher increase in international liabilities compared to 
the increase in international assets. The expansion of 
the negative IIP is mainly due to the increased net 
liabilities of government 13 and the other sectors in the 
economy, contrary to the slightly lower net liabilities of the banking sector and to the increased net assets of the central 

                                                           
12 NBRNM calculations. Within the REER, the calculation of the nominal effective exchange rate and relative prices includes 15 major trade 

partners of the Republic of North Macedonia by their share in foreign trade in the period 2010-2012 and a base period 2015. 
13 Government sector includes central government, local government and social security funds. 

Chart 3.20 Export market share (% of the world export of 
goods and services) 

 
Source: IMF WEO, NBRNM. 
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Source: SSO; NBRNM forecast for the period 2023-2026. 
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bank. In relative indicators, in September 2023 the 
net negative IIP was 58.8% of the estimated GDP, 
and compared to the end of 2022, it decreased by 
3.7 percentage points of GDP. 

Given the significant share of foreign direct 
investment as external liabilities (about 50% in 
recent years), typical for the converging countries, 
the analysis of external position also needs to 
consider other variables, such as net external debt, 
which includes only net debt instruments. At the 
end of the third quarter of 2023, net external debt 
accounted for 27% of the estimated GDP, down by 
3.8 percentage points from the end of 2022, which 
is due to the decreased private and public net debt 
(by 3.1 percentage points and 0.7 percentage 
points of GDP, respectively).  

At the end of the third quarter of 2023, the gross 
external debt accounted for 75.2% of GDP 
(without the NBRNM repo transactions, which 
appear in almost the same amount on both the side 
of the liabilities to and the claims on non-residents). 
Compared to the end of 2022, gross debt 
decreased by 4.2 percentage points of GDP. This 
reduction is mainly due to the reduced debt of the 
public sector (by 2.6 percentage points of GDP), 
amid simultaneous reduction of the debt of the 
private sector (by 1.6 percentage points of GDP). 
The long-term debt, occupying approximately 73%, 
still dominates the debt structure.  

At the end of the third quarter of 2023, the coverage 
of short-term debt by residual maturity with foreign 
reserves was 1.02, which indicates improved 
liquidity in terms of external payments compared to 
the end of the previous year, amid decline in the 
short-term debt by residual maturity and 
simultaneous growth of the foreign reserves 
compared to the end of 2022. The analysis of 
foreign indebtedness14 indicates a low 
indebtedness based on three indicators (gross 
external debt, debt servicing and repayment of 
interest, each relative to export of goods and 
services), whereas only gross debt-to-GDP indicates high indebtedness.  

Forecasts of the Balance of Payments15 After recovering from the pandemic in 2021-22, the global economic growth 
is estimated to have slowed down again in 2023, and in conditions of further global uncertainty, moderate growth levels 

                                                           
14 Tailored use of the World Bank method, where the calculation of the indicators is based on three-year moving averages of GDP and exports 
of goods and services, as denominators. The methodology also defines criteria of indebtedness, as reference values for indebtedness level.  
15 Balance of payments forecasts and monetary and credit aggregates are based on SSO’s GDP estimates for 2021 and the first two quarters of 
2022.  

Chart 3.24. Gross external debt 
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are also expected in the next two years. According to the latest forecasts, the increase in the foreign effective demand16 
for the Macedonian economy is estimated at 0.4% in 2023, and in 2024 it is expected to accelerate to 1% (0.3% and 
1.8%, respectively, in last year's scenario). The downward correction for 2024 is largely due to the downward revisions 
for the expected economic activity of Germany, as our important trading partner. In 2025, the growth rate of foreign 
demand is expected to further accelerate to 1.7%.             

The consequences from the global energy crisis expanded the current account deficit in 2022, whereby already in 2023 
it narrowed, and the latest external sector estimates suggest that in the next two years the current account deficit would 
stabilize at the level of about 2.4% of GDP. In the next three years, the needs for external funding are expected to be 
covered by external borrowing and foreign direct investments. Capital inflows are expected to help maintain adequate 
level of foreign reserves and import coverage of 
about four months of next year.  

After the high growth of export in the period 2021-22 
when it significantly recovered in accordance with 
the gradual global relaxation of preventive 
measures after the pandemic, the strengthening of 
foreign demand and a further positive effect from 
companies with foreign capital, in the past period of 
2023 exports recorded a modest growth. Exports of 
goods and services are expected to continue 
growing moderately in the next three years. The 
import of goods and services in the period 2021-22 
also registered a significant growth, due to the 
recovery of domestic demand and export activity, 
whereby in 2022 further driven by price factors (especially in energy) it exceeded the export growth. In the past period 
of 2023, the reduced energy imports (amid lower energy prices, but also less imported quantities given the inventories 
and the increased domestic energy production) resulted in a decline in the total import, and in the next three years it is 
expected to moderately increase. For 2023, amid modest growth of exports and moderate fall of imports, trade deficit 
in goods and services is expected to narrow to 15.7% of GDP (deficit of 21.2% of GDP in 2022). This assessment is 
based on the estimated significantly lower trade deficit in goods, amid slightly lower surplus in services. The trade 
balance narrowing is due to the significantly smaller deficit in the energy trade balance, amid estimated slight narrowing 
in non-energy trade balance. The estimated deficit in 
2023 is lower than expected in last year's scenario 
(19.9% of GDP). In 2024, the deficit in trade in goods 
and services is estimated at a similar level (15.5% of 
GDP), and in the next two years it would moderately 
narrow (14.6% and 13.7% of GDP in 2025 and 2026, 
respectively). This forecast is based on the 
expectation that after the shock and the 
consequences of the energy crisis, the foreign trade 
would get back on track. In this light, the narrowing 
would mainly result from the expected narrowing of 
the energy trade deficit, while the non-energy deficit 
would remain at similar levels. The surplus in services 
in the next three years would grow moderately (up to 
6.5% of the GDP in 2026), given the solid export 
prospects of the service sector (in particular 
information services and services related to projects in road infrastructure).  

                                                           
16 Foreign effective demand is calculated as the weighted sum of GDP indices of the major trading partners of the Republic of North Macedonia. 
The calculation of this index includes Germany, Greece, Italy, the Netherlands, Belgium, Spain, Serbia, Croatia, Slovenia and Bulgaria. 

Chart 3.26. Balance of payments (in % of GDP) 

 
 
* Source: NBRNM. Estimate for 2023 and forecast for 2024-2026.  
 

-8.0

-6.0

-4.0

-2.0

0.0

2.0

4.0

6.0

8.0

10.0

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

20
26

Current
account
deficit

Capital
and
financial
account,
net

Chart 3.27. Current account components (In % of GDP) 

 
 
* Source: NBRNM. Estimate for 2023 and forecast for 2024-2026.  

-30

-20

-10

0

10

20

30

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

20
26

Goods and
services,
net

Primary
income, net

Secondary
income, net



34 
 

A significant part of the trade deficit will still be financed by inflows of secondary income (which primarily reflects the 
net purchase on the currency exchange market as the main component of private transfers). After the normalization of 
the net inflows from private transfers in 2021, after the pandemic, in 2022 these inflows further accelerated to 18.9% 
of GDP, and in 2023 they are estimated at a similar level of 18.1% of GDP. In the next three years, these inflows are 
expected to register a mild declining tendency (around 16% of GDP in 2026). The primary income deficit for 2023 and 
2024 is estimated at 4.6% of the GDP, identically, while in the following two years slight upward trend is expected up 
to 5.3% of the GDP in 2026, in line with the forecasts for growth in the foreign investors’ capital income.  

With such current account items forecast, in 2023 the current account deficit is estimated to decrease to 1.2% of GDP, 
mainly due to the significantly reduced trade deficit in goods (energy deficit). In the next three years, the current account 
deficit would be maintained at a moderate level of about 2.4% of GDP, amid gradual moderate expansion of the trade 
deficit and expected moderate slowdown in private transfers. Moreover, positive effects are expected from the gradual 
stabilization of the global situation, in terms of both the supply chains and the price pressures especially on the energy 
side, as well as further positive effects from companies with foreign capital. Such circumstances would return the deficit 
of goods and services in the medium run to the pre-pandemic levels of around 13% of GDP.  

The financial account inflows will mainly result from the expected FDIs and the expected external public and private 
debt. In 2023, most inflows came from the FDIs and the external government borrowing (Eurobond and net government 
borrowings). FDIs in 2023 are estimated at 3.5% of GDP. The recovery of the domestic economy after the pandemic 
and the global energy crisis, together with the expected growth of the global economy, are expected to contribute to 
stable investors' perceptions, whereby the FDIs in the next three years are expected to be maintained at a level of 3.6 
- 4% of GDP. This forecast is slightly higher compared to last year's scenario and is due to the continuity of inflows of 
FDIs (including in years of crisis). In addition, such a forecast is supported by the ongoing policies to attract new FDI, 
further reforms towards improvement of the business environment, as well as prerequisites for the expansion of existing 
foreign capacities within the current regrouping of global supply chains towards closer locations. In 2023 and 2024, net 
inflows of around 4% of GDP are estimated on the financial account, respectively. In 2025, the total net inflows would 
slow down to about 3% of GDP (amid expected government deleveraging on the basis of issued Eurobonds), and the 
next year they would rise again to around 4% of GDP. Cumulatively, current and financial account flows forecasts are 
expected to ensure additional accumulation of foreign reserves in the next three years and maintain adequate coverage 
of the average imports of each coming year.  

Financial sector. Maintaining the stability of the financial system, its further development and increasing intermediation 
remain the main priorities in the area of the financial system. For this purpose, the following activities will be undertaken: 

 The Law on Financial Stability was adopted, which brought compliance with Regulation 1092/2010 on 
macroprudential supervision of the financial system and on the establishment of a Systemic Risk Board of the 
European Commission. According to the law, the Committee on Financial Stability was established as a body 
that monitors the implementation of the macroprudential policy in the Republic of North Macedonia and will 
coordinate activities in the identification and monitoring of systemic risks in the individual segments of the 
financial system and in the undertaking of macroprudential measures by the competent authorities in order to 
maintain financial stability in the Republic of North Macedonia. 

 Amendments and additions to the Law on Financial Companies were adopted. With the changes in the Law 
on financial companies, the regulatory framework for the operation of financial companies is strengthened 
with the aim of greater protection of citizens - users of credit from financial companies, increasing the trust of 
the population and companies in financial companies. In addition, the financial activity - factoring is being 
regulated in order to increase the use of factoring as an alternative source of financing for companies. The 
most significant change in the amendments is the provision of the basis for the Ministry of Finance to prescribe 
by-laws, the largest and most significant of which is the basis for prescribing the way of managing the credit 
risk of financial companies, which will prevent the over-indebtedness of citizens - users of loans from financial 
companies. and the method of identification of customers who apply online will be prescribed, which will 
reduce the risk of possible misuse of personal data when applying and withdrawing credit. In addition, by-laws 
will prescribe the procedures, rules and the way of performing the supervision of financial companies, as well 
as the content of the Program for the work of a financial company. 



35 
 

 Amendments to the Law on the Development Bank of North Macedonia were adopted. The law harmonizes 
the deadlines for the fulfillment of monetary obligations established in the Law on Financial Discipline with the 
deadlines established in Directive 2011/7/EU of the European Parliament and of the Council of February 16, 
2011 on the suppression of late payment in commercial transactions, whereby the deadline has been 
shortened for the collection of claims of economic operators from the private sector. The law regulates the 
gradual reduction of the term of payment of the obligations of public sector entities whose accounts are within 
the treasury account of the Ministry of Finance from 60 days to 30 days, as well as the term of payment of the 
obligations of public sector entities whose accounts are within the Treasury account of the Health Insurance 
Fund of Macedonia has been reduced from 90 days to 60 days and the gradual reduction of the deadline for 
payment of funds following an invoice submitted by the Ministry of Finance, i.e. the Health Insurance Fund of 
North Macedonia, has been arranged , on the account of the economic operator from the private sector from 
30 to 15 days, i.e. from 45 to 30 days from the day of submission of the request for payment submitted to the 
Treasury of the Ministry of Finance, i.e. the Treasury of the Health Insurance Fund. 

 Amendments and additions to the Law on Financial Discipline were adopted. The law harmonizes the 
deadlines for the fulfillment of monetary obligations established in the Law on Financial Discipline with the 
deadlines established in Directive 2011/7/EU of the European Parliament and of the Council of February 16, 
2011 on the suppression of late payment in commercial transactions, whereby the deadline has been 
shortened for the collection of claims of economic operators from the private sector. The law regulates the 
gradual reduction of the term of payment of the obligations of public sector entities whose accounts are within 
the treasury account of the Ministry of Finance from 60 days to 30 days, as well as the term of payment of the 
obligations of public sector entities whose accounts are within the Treasury account of the Health Insurance 
Fund of Macedonia has been reduced from 90 days to 60 days and the gradual reduction of the deadline for 
payment of funds following an invoice submitted by the Ministry of Finance, i.e. the Health Insurance Fund of 
North Macedonia, has been arranged , on the account of the economic operator from the private sector from 
30 to 15 days, i.e. from 45 to 30 days from the day of submission of the request for payment submitted to the 
Treasury of the Ministry of Finance, i.e. the Treasury of the Health Insurance Fund. 

 On January 1, 2023, the new Law on Payment Services and Payment Systems enabled the liberalization of 
the market through the entry of new payment service providers. In addition to the banks, commercial 
companies may also appear on the market that, based on a permit from the National Bank of the Republic of 
North Macedonia, started provide payment services. Also, the Law foresees greater protection of the users of 
payment services, by providing timely and clearer information from the payment service providers. The 
increased competition in the market, as a result of the entry of new providers of payment services, also means 
a reduction of costs for users of payment services. In order to ensure greater transparency of the fees, the 
National Bank of the Republic of North Macedonia is obliged to publish the fees for the ten most representative 
payment services on its website, from where citizens can see all the fees in one place and compare them. 
between payment service providers. 

 In October 2023, the Bank Resolution Law was adopted, implementing Directive 2014/59/EU on bank 
recovery and resolution. The Bank Resolution Law will provide establishment of tools for sufficiently early and 
rapid intervention while simultaneously avoiding a significant negative impact on the financial system by 
ensuring the continuity of critical functions of the bank, protection of public assets by reducing to a minimum 
the possibility of using extraordinary state financial assistance, protection of depositors who have secured 
deposits, as well as protection of the assets of the bank's customers. Through this legal decision, the National 
Bank of the Republic of North Macedonia is established as the competent authority for bank resolution and at 
the same time the process, conditions and instruments for bank resolution are determined, as well as the 
establishment, financing and use of funds of the Bank Resolution Fund. This law ensures consistency with 
the legislation of the European Union in the field of financial services.  

 In the course of 2024, a Law on Amendments and Supplements to the Law on the Deposit Insurance Fund 
will be adopted, with which further compliance with Directive 2014/49/EC on deposit insurance schemes will 
be carried out, in the part of increasing the amount of deposits that are subject to compensation, as well as 
compensation of deposits, in addition to natural persons, and legal persons. For the year 2024, a new Law on 
banks is also planned, which will enable further compliance with the EU Directive 2013/36. In addition to this, 
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the new Bank Law will ensure compliance with the provisions and requirements of the Bank Resolution Law 
and Directive 2014/59/EU. 

 by the end of 2023, two new laws will be adopted in the area of the capital market (Law on Financial 
Instruments and Law on Securities Prospectuses and Transparency Obligations for Issuers), which will largely 
be harmonized with the latest European legislation in the area of the capital market. The new legal framework 
will create conditions for the development of new products and services on the financial market in the country, 
introduce new trading markets, ensure a higher level of market stability, strengthen the powers of supervisory 
authorities, strengthen transparency by providing high-quality information and the protection of investors and 
all market participants will be improved. 

 In 2023, the "Law on Amendments and Supplements to the Law on Denationalization Bonds" ("Official Gazette 
of the Republic of North Macedonia" no.288/2022) was passed, which will enable the issuance of three more 
issues of denationalization bonds. 

 by June 2024, the implementation of the Directive 2011/61/EU on managers of alternative investment funds 
in the domestic legislation and the Regulation on funds with risk capital 345/2013 is planned. With the 
implementation of the Directive, the rules and procedures for the operation of private investment funds will be 
strengthened and the procedure for approval of managers of private investment funds will be regulated. For 
this purpose, technical assistance has been provided and consultants have been selected to work on the 
implementation of the Directive. Working meetings have already begun to review the text of the law with the 
consultants working on the text of the law and the working group composed of representatives from the 
Ministry of Finance and the Securities Commission. 

 by the first quarter of 2024, a new Law on Insurance will be adopted. The new Insurance Law will be 
harmonized with Directive 2009/138/EC on the establishment and conduct of business activities for insurance 
40 and reinsurance (Solvency II) and will achieve compatibility and competitiveness of the domestic insurance 
industry with that of EU member states. The Law will increase the reliability and stability of the insurance 
sector and strengthen the protection of policyholders. Capital requirements for the operation of insurance 
companies will be strengthened, supervisory measures appropriate to the established irregularities in the 
operation of the companies will be prescribed, and efficient mechanisms will be established to protect the 
rights of consumers of insurance services. 

Financial companies. Financial companies on the financial market in Republic of North Macedonia operate in 
accordance with the Law on Financial Companies ("Official Gazette of the Republic of Macedonia" no. 158/10, 53/11, 
112/14, 153/15 and 23/16 and "Official Gazette of the Republic of North Macedonia" no. 173/22 and 153/23). According 
to the law, a financial company may perform one or more of the following financial activities: granting loans; issuance 
and administration of credit cards (until the end of 2023); factoring and issuing guarantees. 
As of June 30, 2023, 35 financial companies are actively working on the financial market in the Republic of North 
Macedonia, which represents an increase of two companies compared to the previous year. Domestic capital has the 
largest share of 57.2% in the ownership structure of financial companies. Foreign capital accounts for 42.8%. 

In the structure of total assets in the financial sector in the Republic of North Macedonia, financial companies have a 
small share of about 0.8%. On 30.06.2023, the total assets of financial companies amounted to 8,7 million denars (141 
million euros) and recorded an increase of 25,4% compared to 30.06.2022, mainly as a result of the increase in financial 
placements. 

The number of newly concluded contracts in the first half of 2023 (of which 83.7% are approved loans) is 164,819, 
which represents a decrease of 8.9% compared to the first half of 2022. The value of the concluded contracts, in this 
period, is 5,8 million denars (94.3 million euros) or an increase of 0.3% compared to the first half of 2022. 

In the first six months of 2023, financial companies made a profit of MKD 835 million (first half of 2022: profit of MKD 
553 million). 

In July 2023, the amendments to the Law on financial companies were adopted. With the changes, the regulatory 
framework for the operation of financial companies has been strengthened and greater protection of the citizen-
borrowers from the financial companies is enabled. The basic solutions of the amendments are an increase in the 
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amount of basic capital for the establishment of a financial company from 100.000 to 500.000 euros; strengthening the 
criteria that should be met by persons who intend to establish a financial company; limiting the costs of consumer loans; 
regulation of financial activity – factoring with aim of greater use of factoring as an alternative source of financing for 
companies and strengthening of supervision over financial companies. 

By strengthening the regulatory framework for the operation of financial companies on the market in the Republic of 
North Macedonia their seriousness and approach to work will be emphasized, as well as the confidence of the 
population and companies for the importance of these financial institutions will increase. 

Financial leasing providers. Financial leasing providers (leasing companies) on the financial market in the Republic 
of North Macedonia operate in accordance with the Law on Leasing ("Official Gazette of the Republic of Macedonia" 
no. 04/02, 49/03, 13/06, 88/08, 35/11, 51/11, 148/13, 145/15, 23/16 and 37/16 and "Official Gazette of the Republic of 
North Macedonia" no. 173/22). 

On June 30, 2023, 8 leasing companies are actively operating on the financial leasing market, which is an increase of 
one company compared to the same period of the previous year. Domestic capital has a dominant share of 84.2% in 
the ownership structure of the leasing sector. Foreign capital accounts for 15.8%. 

In the structure of total assets in the financial sector in the Republic of North Macedonia, leasing companies have a 
small share of about 1%. On June 30, 2023, the assets of the leasing sector amounted to MKD 9,7 million (EUR 157 
million), or an increase of 30.5% compared to the same period of the previous year. At the same time, the two largest 
leasing companies share 87,8% of the total assets. 

The number of newly concluded contracts in the first half of 2023 is 1,542 or an increase of 45.9% compared to the 
same period of the previous year. The value of the concluded contracts, during this period, is 3,2 million denars (52.4 
million euros), or an increase of 69.2%. Legal entities maintained the main position in the structure of newly concluded 
contracts (86.8%). Looking at the subject of leasing, most of the newly concluded contracts are contracts for passenger 
vehicles (79%). 

Leasing companies in the first half of 2023 made a profit of 109 million denars (first half of 2022: profit of 108 million 
denars). 

3.3 Alternative Scenarios and Risks 

Alternative Scenarios. Two alternative scenarios will be explained below, being related to some of the below 
mentioned risks. 

The first alternative macroeconomic scenario assumes slower growth of foreign demand during in the period 2024 - 
2028, especially the economic activity in the EU, as our most important trading partner. Such scenario implies slower 
growth of both export activity and industrial production, especially of the activities strongly integrated in the global 
supply chains and closely linked to the international trade flows. Hence, projected real growth of export would be lower 
by 1.8 p.p. on average annually compared to the baseline scenario, i.e. average annual growth of 5.3% is projected in 
the forecasting period.  

Such scenario also assumes unfavourable effects on the inflow of capital in the country in the form of direct investments, 
implying slower growth of gross investments in the medium term, as a result of the lower growth of investments in the 
construction works, as well as machinery and equipment, also implying lower growth of import of capital goods. As 
result thereof, real gross investments would increase by 6.6% on average annually in the forecasting period, compared 
to the projected growth of 8.8% according to the baseline scenario. Lower growth of gross investments is mainly due 
to the slower growth of private investments, and to a lesser extent to the growth of public investments.  

Effects on the consumption, both the private and the public, are also expected. Hence, average real growth of public 
consumption is projected at 0.8%, while real growth of private consumption is by 0.9 p.p. lower in relation to the baseline 
scenario, projected at 2.6% on average annually in the forecasting period. Lower growth of both export and domestic 
demand implies slower growth of import which, in the analysed period, is envisaged to increase by 4.7% on average 
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annually, as opposed to the projected growth of 6.3% according to the baseline scenario. Such adjustments with 
respect to GDP components imply an average economic growth of 3.8% per year in the period 2024-2028.  

The second alternative macroeconomic scenario is related to the risk of weaker contribution of domestic demand to 
the economic growth, amid lower realisation of infrastructure projects and execution of capital expenditures, as well as 
weaker impact from the support to the enterprises’ investment activity. Under such conditions, real growth of gross 
investments is projected at 6.6% on average annually in the forecasting period, being lower by 2.2 p.p. in relation to 
the projection in the baseline scenario, whereby it is estimated that most of this effect is due to public investments. 
Thereby, weaker growth of investments implies lower real growth of imports which, under this scenario, is 6.0% on 
average annually in the forecasting period, 
compared to 6.3% projected growth according to 
the baseline scenario. Effects on the export in this 
period are expected to be somewhat lower, 
whereby contribution of net export to economic 
growth is less negative in the period 2024-2028 
under the baseline scenario. However, more 
favourable net export demand does not offsets the 
negative effect of the weaker growth of investments 
on domestic demand and economic growth. Thus, 
under this scenario, growth of economic activity in 
the period 2024 - 2028 is projected at 4.5% on 
average annually, i.e. by 0.6% lower (Chart 3.28). 

As regards inflation rate, slower economic growth 
according to both alternative scenarios implies that the inflationary pressures by the demand are lower compared to 
the baseline scenario.  

Effects of the alternative scenarios on the budget deficit are presented in section 4.7. Sensitivity Analysis.  

Risks. Baseline macroeconomic scenario is accompanied by risks, which are mainly downward. The risks to the 
forecasted growth rates of the global economy are significant. The war in Ukraine, as well as the ongoing conflict in 
the Middle East, increase the geopolitical tensions that are adversely related to global trade, investment and certain 
economic activity. The flare-up of the conflict in the Middle East region will adversely affect oil price expectations, which 
may disrupt global projects to bring inflation under control and cause financing costs to stay at a high level. 

Among domestic factors, the slowdown in the implementation of large infrastructure projects can slow down growth, 
while the opening of negotiation chapters for EU membership can have a more significant favourable impact on 
investment activity and the implementation of structural and institutional reforms. 

Risks from the external environment, in the short and the medium term, remain unfavorable and further pronounced. 
The geopolitical turmoil, mainly related to the war in Ukraine and most recently in the Middle East, the possible 
intensification of the geoeconomic fragmentation and the more pronounced climate changes with their possible effects 
on the supply chains and the volatility of the world prices of primary products, the possible further tightening of the 
global financial conditions and thus, the increased financial stress for the high indebted countries, are the key global 
risks for the external sector developments.  

Significant risk in relation to the presented exports scenario for the next period is the uncertainty about the recovery 
dynamics of the countries - major trading partners (especially Germany, where over 45% of the Macedonian export is 
oriented). The eventual weaker external demand may have adverse effects on the presence of domestic exporters in 
foreign markets. The weaker global outlook and the potential financial market instability could increase investors’ risk 
aversion and consequently, risks of lower capital inflows of non-debt financing or possible capital outflows for funding 
parent companies. In addition, the movement of the world prices of primary products is accompanied by increased 
uncertainty, with possible effects on both domestic inflation and export prices.  

Chart 3.28. Economic growth, baseline and alternative 
scenarios 

 
Source: MoF forecast 
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The risks from the domestic environment in the short term are associated with the uncertain economic effects of the 
elections in 2024, while the effects of the NATO membership as well as the possible progress in the negotiations for 
EU accession which may accelerate the structural reforms are again assessed as positive risks in the medium term, 
including the positive effects of the EU Growth Plan for the Western Balkans, as well as from the possible utilization of 
the geographical advantage of our economy within the process of adjustment of the global production chains, which 
would increase the growth and the competitiveness of the economy in the medium term. 

The adverse effects of the war in Ukraine and the Middle East, after the initial shock in the primary commodity markets, 
are expected to stabilize, although the risks are still present. In addition, the more efficient and more reasonable use 
of energy and the increased domestic production in 2023 and in the following period, are expected to gradually narrow 
the energy deficit. The assessment and extent of the effects of new export capacities in the economy is crucial for the 
trade balance forecast. In addition, the upward risk remains for the companies with foreign capital which started or 
intensified their activities in the last couple of years. Changes in production structure are expected to further diversify 
exports and improve export performance, which is conducive to strengthening the economic resilience to external 
shocks. After the slowdown in 2020, in the post-pandemic period, there was an expected normalization of net inflows 
from secondary income (within them, net purchased currency on the exchange market), with solid levels of their share 
in GDP being expected in the next three years. After the uncertainty caused by the pandemic, net inflows from FDIs 
returned to the current average moderate levels, with slightly better expectations for the next three years, taking into 
account the continuity of these inflows (at a moderate level, even in the years of crisis), as well as continuation of the 
FDI attracting policies. There are positive impulses in this segment, which primarily refer to the latest trends to supply 
chains movement towards suppliers in closer locations, including from our country, which would increase FDI in the 
following period.     

Risks to the inflation forecast from the external environment are upward and are associated with the future movements 
in energy and food prices due to the uncertainty about the development of the war in Ukraine and the Middle East, and 
in the medium term, the risk of geoeconomic fragmentation and climate changes may jeopardize the supply chains, 
increase the world prices of food and energy and raise the price volatility. From the domestic factors, the upward risks 
are associated with the possible stronger wage growth than expected, with the uncertain dynamics of further increase 
in the regulated prices of electricity, as well as with the behavior of the domestic companies regarding production and 
trade with food products after the discontinuation of the government measures. 

The banks’ expectations for credit growth, the pace of domestic economy, funding sources and the loan portfolio quality 
would, as before, affect the banks' risk perceptions and consequently, lending. The less favorable financial conditions 
are expected to affect the demand for loans, with an unfavorable effect also being expected because of the enduring 
global uncertainty. In the short to medium term, the effects of the prolonged crisis period on the credit portfolio quality 
will be particularly important for the credit growth. The strengthening of capital buffers will also be crucial, in order to 
maintain the banking system resilience to unforeseen shocks.  

The aforementioned risks to the macroeconomic scenario indicate a need for constant monitoring of the changes in 
the external and domestic economic environment in the period ahead and a need for the policy makers to take timely 
and adequate measures. 

4. Fiscal Framework 

4.1 Fiscal Strategy17 and Medium-Term Objectives 

The public finance management system in the Republic of North Macedonia is regulated by the Law on Budgets. With 
this law, in addition to the procedure for drafting, adopting and executing the Budget of the Republic of North Macedonia 
and the budgets of the local self-government units and the City of Skopje, for the first time numerical fiscal rules and 
fiscal principles have been determined, the establishment of a Fiscal Council, the advancement of medium-term budget 

                                                           
17Revised 2024 - 2028 Fiscal Strategy is published on Ministry of Finance website https://finance.gov.mk/wp-

content/uploads/2023/12/Ревидирана-фискална-стратегија-на-Република-Северна-Македонија-за-2024-2028-година-1.pdf 
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planning, fiscal risks, fiscal responsibility and the foundations for establishing an integrated information system for 
financial management. 

Improving the management of public finances and strengthening medium-term budgeting in the next 5 years is one of 
the biggest priorities of the Government of the Republic of North Macedonia, as part of the process for accession to 
the European Union. 

The fiscal strategy was prepared in accordance with the time frame determined by the provisions of the new Law on 
Budgets, and in terms of content, it includes more qualitative and quantitative data obtained through sector analysis of 
expenditures. 

In order to sustain the fiscal policy in the medium term, the fiscal projections provide a framework for achieving the 
numerical fiscal rules, which are designed to be aligned and consistent with the EU fiscal rules. 

The fiscal strategy contains the medium-term directions and objectives of the fiscal policy, the basic macroeconomic 
projections, the amounts for the main categories of estimated revenues and expenditures, as well as the projections 
for the budget deficit and the debt. 

In the medium term, with the exhaustion of the negative effects of subsequent shocks, the normalization of global 
movements, reduction of inflationary pressures and strengthening of economic activity among our main trade partners 
is expected, which will contribute to an increase in external demand and improvement of the investment environment. 

In the past period, the domestic economy showed resistance to subsequent shocks caused by global factors. The 
timely responsiveness of fiscal policy largely limited the impact of these shocks. At the very beginning of the crisis, as 
a continuation of support and recovery measures in the period and after the pandemic, the Government reacted 
promptly, with the aim of slowing down the transfer effect of imported inflation and ensuring a full and stable supply of 
electricity, but also avoiding price shocks. The measures were targeted at the most vulnerable categories of citizens 
affected by the crisis in order to protect the standard of living, but also to maintain the liquidity of companies and support 
investments in energy efficiency and renewable energy sources to ensure energy stability in the long term. 

Fiscal consolidation continues by supporting the economy with investments in infrastructure projects, redesigning the 
structure of public finances through an increased share of capital expenditures, as well as strengthening the process 
of planning, execution and reporting of public finances. 

In the medium term, the fiscal policy envisages staged fiscal consolidation, while according to the new fiscal projections, 
the annual level of the budget deficit is consistent with the projections in the previous Fiscal Strategy. At the same time, 
the budget deficit as a percentage of GDP decreases to 4.8% in 2023, 3.4% in 2024, 3.0% in 2025, 3.0% in 2026, 
2.8% in 2027 year and 2.5% in 2028. At the same time, the primary budget balance has a decreasing trend, namely 
3.3% of GDP in 2023, 1.7% in 2024, 1.1% in 2025, 1.0% in 2026, 0.7% in 2027 and 0.5% in 2028. 

The participation of capital expenditures with an average of about 5% in GDP on an annual level is also essential, 
through which economic growth and development would be generated. 

The main priorities in the area of the tax system are improved efficiency and effectiveness in revenue collection, 
increased tax transparency, better quality of services provided by tax system institutions in a way that simplifies and 
speeds up procedures and reduces the administrative burden through further digitization of services., as well as the 
introduction of environmental (green) taxation in order to stimulate taxpayers through public fees to contribute to less 
pollution. The main objective of the tax policy is to ensure sustainable economic growth and development while 
ensuring legal certainty for taxpayers and regular collection of public revenues. 

In the coming period too, the determination continues that the expenditures should be in function of the realization of 
strategic priorities, to accelerate economic growth, to continue with the priority integration process of the Republic of 
North Macedonia for EU entry and the obligations arising from NATO membership. 

With the process of decentralization, the improvement of public services and enhanced local development continues 
in the interest of citizens, as well as the achievement of balanced regional development. By improving the efficiency of 
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the administration and finding new local revenues, actions will be taken to increase the local government's own 
revenues. 

Table 4.1. General government budget 

 
Source: Ministry of Finance and Ministry of Finance projections (*) 

In order to promote fiscal decentralization, more activities and measures are planned, which are grouped into three 
pillars: I. Improving the fiscal capacity and increasing the revenues of the municipalities, II. Increasing fiscal discipline 
and III. Increasing transparency and accountability in their work. The ultimate goal of this process is to achieve a higher 
quality of public services, a higher degree of economic development and improvement of the standard of living. 

The main objective of the public debt management policy is to provide the necessary funds for financing the budget 
deficit, for the repayment of the debts due as a result of borrowings from previous years and for project financing, 
without causing an unjustified increase in the debt to the level which can threaten the stability of the economy and the 
economic growth of the country. 

4.2 Budget Execution in 2023 

In the period January - November 2023, total revenues of the Budget of the Republic of North Macedonia18 were 
collected in the amount of Denar 248.5 billion or 88.1% of the 2023 Budget, i.e. they were higher by 13.3% compared 
to the ones collected in the same period last year. Denar 141.2 billion out of this amount was tax revenues, being 
higher by 8.9% compared to last year. All types of tax revenues experienced growth compared to the analysed period 
last year. Revenues on the basis of social contributions were collected in the amount of Denar 82.9 billion, being higher 
by 20.1% compared to the ones collected in the respective period in 2022. 

In the period January - November 2023, total expenditures of the Budget of Republic of North Macedonia were 
executed in the amount of Denar 277 billion, or 85.3% of the 2023 Budget, i.e. execution was higher by 13.9% in 
relation to the same period in the previous year.  

Within these frameworks, current expenditures amounted to Denar 245 billion or 87.5% of the projections, i.e. being 
higher by 9.6% compared to the same period in 2022. 

In the period January - November 2023, capital expenditures were executed in the amount of Denar 32 billion (71.1%), 
being higher by Denar 12.4 billion or by 63.1% compared to the same period last year. Under the annual Law on 2023 
Budget Execution, new mechanism has been put into place, being aimed at improving the execution of capital 
expenditures, by which budget users are obliged to execute 15% of capital expenditures as of the first quarter inclusive, 
40% of capital expenditures as of the second quarter inclusive and 65% of the capital expenditures as of the third 
quarter inclusive. Thus, the budget users are encouraged to execute the capital expenditures as projected. Additionally, 

                                                           
18 Pursuant to the 2021 Modifications and Amendments to the Budget of the Republic of North Macedonia (“Official Gazette”, no. 171/21) 

2021 2022 2023* 2024* 2025* 2026* 2027* 2028* 2022 2023 2024 2025 2026 2027 2028
Central Budget

Income 105,443 124,185 148,688 162,354 176,675 192,157 211,394 231,354 15.6 16.6 16.6 16.8 17.0 18.7 20.5
Expenses 146,005 157,700 186,378 193,861 206,242 224,025 243,005 261,521 19.8 20.8 19.8 19.7 19.8 21.5 23.2
Budget balance -40,562 -33,515 -37,690 -31,507 -29,567 -31,868 -31,611 -30,167 -4.2 -4.2 -3.2 -2.8 -2.8 -2.8 -2.7

Budget funds
Income 89,492 101,636 102,846 112,101 118,424 123,592 128,663 133,506 12.8 11.5 11.4 11.3 10.9 11.4 11.8
Expenses 87,815 110,662 107,915 114,106 120,484 125,735 130,994 136,054 13.9 12.1 11.6 11.5 11.1 11.6 12.1
Budget balance 1,677 -9,026 -5,069 -2,005 -2,060 -2,143 -2,331 -2,548 -1.1 -0.6 -0.2 -0.2 -0.2 -0.2 -0.2

RNM budget (Central budget and funds)

Income 194,935 225,821 251,534 274,455 295,099 315,749 340,057 364,860 28.4 28.1 28.0 28.1 28.0 30.1 32.3
Expenses 233,820 268,362 294,293 307,967 326,726 349,760 373,999 397,575 33.8 32.9 31.4 31.2 31.0 33.1 35.2
Budget balance -38,885 -42,541 -42,759 -33,512 -31,627 -34,011 -33,942 -32,715 -5.4 -4.8 -3.4 -3.0 -3.0 -3.0 -2.9

Local government budget
Income 38,366 38,716 49,902 56,003 55,963 57,878 60,788 63,784 4.9 5.6 5.7 5.3 5.1 5.4 5.7
Expenses 38,527 38,911 49,902 56,003 55,963 57,878 60,788 63,784 4.9 5.6 5.7 5.3 5.1 5.4 5.7
Budget balance -161 -195 0 0 0 0 0 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Budget of the general government 
(Consolidated Budget of RNM and 
Budget of municipalities)

Income 233,301 264,537 301,436 330,459 351,063 373,627 400,845 428,644 33.3 33.7 33.7 33.5 33.1 35.5 38.0
Expenses 272,347 307,272 344,195 363,969 382,688 407,637 434,786 461,358 38.7 38.5 37.1 36.5 36.1 38.5 40.9
Budget balance -39,046 -42,736 -42,759 -33,510 -31,625 -34,010 -33,941 -32,714 -5.4 -4.8 -3.4 -3.0 -3.0 -3.0 -2.9

% of GDPDenar million
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at the expense of the budget users having underperformed, their resources can be reallocated to budget users showing 
good performance as regards the capital expenditures in line with the allocated budget. 

Table 4.2. Budget Execution as of November 2023 Inclusive 

 
Source: Ministry of Finance 

During this period, state Budget deficit amounted to Denar 28.5 billion or 3.2% compared to the GDP projected in 2023, 
while primary budget deficit accounted for 1.8% (Table 4.2). 

4.3 Budget Plan for 2024 

The proposed Budget for 2024 foresees the following basic objectives: 

 providing conditions for accelerated, inclusive and sustainable economic development, 
 continuation of fiscal consolidation and strengthening of fiscal sustainability; 
 allocation of funds for targeted support of vulnerable categories of citizens and companies 
 acceleration of European integration and intensification of the convergence of the Republic of North 

Macedonia towards the EU 
 providing finance for the obligations arising from NATO membership. 

Budget 
2023

Reallocation 
I

Realization 
January - 
November 

2023

Realization 
January - 

November 2022

Realization 
January - 

November / 
Budget 2023 (%)

Realization January - 
November 2023 

/Realization January - 
November 2022 (%)

TOTAL REVENUES 282,052 282,052 248,473 219,381 88.1% 13.3%
    Taxes and Contributions 250,689 253,205 224,060 198,703 88.5% 12.8%

              Taxes 162,600 162,235 141,207 129,712 87.0% 8.9%

  Personal Income Tax 26,500 27,635 23,579 20,552 85.3% 14.7%

     Profit Tax 14,700 17,404 15,612 14,571 89.7% 7.1%
     VAT (net) 78,500 72,477 62,798 59,670 86.6% 5.2%
      Excises 29,200 27,736 24,304 23,330 87.6% 4.2%
      Import Duties 10,700 11,348 10,166 9,081 89.6% 11.9%
       Other Taxes 730 3,730 3,108 616 83.3% 404.5%

              Contributions 88,089 90,970 82,853 68,990 91.1% 20.1%
    Non Tax Revenues 19,894 17,962 15,005 15,571 83.5% -3.6%
    Capital Revenues 2,800 2,800 2,002 2,214 71.5% -9.6%
    Foreign Donations 8,669 8,085 7,406 2,893 91.6% 156.0%
TOTAL EXPENDITURES 324,810 324,811 276,936 243,233 85.3% 13.9%
    Current Expenditures 276,059 279,888 245,006 223,655 87.5% 9.5%
                Wages and Allowances 34,880 37,457 33,234 29,164 88.7% 14.0%
                Goods and Services 23,631 23,678 17,724 17,485 74.9% 1.4%
                Transfers to LGUs 26,687 27,685 25,006 21,127 90.3% 18.4%
                 Subcidies and transfers 31,548 26,140 20,538 26,661 78.6% -23.0%
                 Social Transfers 146,390 151,708 136,002 120,410 89.6% 12.9%
                  Interest 12,923 13,220 12,502 8,808 94.6% 41.9%
    Capital Expenditures 48,751 44,923 31,930 19,578 71.1% 63.1%
BUDGET BALANCE -42,759 -42,759 -28,463 -23,852 66.6% 19.3%
BUDGET BALANCE (% of GDP) -4.8% -4.8% -3.2% -3.0%
Primary budget balance (% of GDP) -3.3 -3.3 -1.8 -1.9

FINANCING 42,759 41,966 28,463 23,852
    Inflow 94,876 94,058 71,098 31,450
                    Domestic 33,626 43,011 33,000 12,855
                    Foreign 66,876 65,885 31,997 24,591

                    Deposits -5,626 -14,838 4,909 -6,831

    Outflow 52,117 52,092 42,635 7,598
                    Domestic 15,611 15,664 6,805 2,622
                    Foreign 36,506 36,428 35,830 4,976

во %
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Fiscal consolidation and the redesigned budget policy, through increased capital investments, represent key elements 
of the fiscal policy to support macroeconomic stability, accelerate economic growth, and thereby strengthen the growth 
potential of the domestic economy. 

The budget policy will continue to contribute to maintaining macroeconomic stability through further fiscal consolidation 
in the medium term, optimizing the budget structure and strengthening fiscal sustainability. Moreover, during 2024, the 
support of the economy continues with investments in priority infrastructure projects, redesigning the structure of public 
finances through an increased share of capital expenditures, strengthening the social security network for vulnerable 
categories of citizens and companies, as well as strengthening the process of planning, execution, transparency and 
accountability for public finances. 

The budget for 2024 aims to provide funds for targeted support of vulnerable categories of citizens and companies, in 
the direction of preserving the standard of living, increasing social inclusion and social cohesion, as well as supporting 
the liquidity of vulnerable categories of companies. 

In order to achieve fiscal consolidation, on the expenditure side of the Central budget, the following is foreseen: a policy 
of reducing expenditures for goods and services among budget users, as well as their more realistic planning; 
establishing spending standards; and a policy of improving the structure and realization of capital expenditures. 

In the course of 2024, continuous improvement of the Budget planning system is planned through the redesign of 
expenditures, better control of costs and taking certain proposed measures on the income and expenditure side. 

The total revenues of the Budget of the Republic of North Macedonia for 2024 are planned at the level of 310.1 billion 
denars and are 10% higher than in 2023, while the expenditures are planned at the level of 343.6 billion denars or 
about 5.8% higher than in 2023. 

Thus, the planned revenues and expenses result in a reduced budget deficit compared to 2023 by about 9.2 billion 
denars and it is projected in an absolute amount of 33.5 billion denars or at the level of 3.4% of the planned GDP. The 
projected level of the budget deficit confirms the consistency of the fiscal policy, which is in accordance with the 
medium-term fiscal framework. 

Projections for the revenues of the Budget for 2024 are based on the following assumptions: realization of revenues in 
the current year 2023, expectations for economic growth and improvement of the efficiency and effectiveness of the 
public revenue collection system. 

In order to achieve the revenue projections, measures and activities are planned in the direction of: reducing tax 
evasion through the implementation of measures for the formalization of the informal economy; introduction of 
advanced technologies; modernization and automation of work processes; strengthening the capacities of institutions 
in the direction of increased and more efficient collection of tax revenues; as well as strengthening institutional 
coordination. 

In this way, through the optimization of the tax system, a fair, efficient, transparent and modern tax system is provided, 
which will be based on modern digital technologies and innovations in taxation, in order to achieve accelerated, 
inclusive and sustainable economic growth. 

Tax revenues for 2024 are projected in the amount of 178.1 billion denars, which is about 10% more than the amount 
of revenues planned for 2023. In the structure of the planned tax revenues, the value added tax has the largest share, 
45.3%, while excise taxes account for 17.4%. 

The main goal of the tax policy continues to be the achievement of sustainable economic growth and development and 
fiscal consolidation of public finances in the medium term, while ensuring legal certainty for taxpayers and regular 
collection of public revenues, through the realization of the basic priorities, namely: 

 greater fairness in taxation, in order to ensure that everyone fulfills their social obligation and pays their fair 
share of the tax; 
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 greater efficiency and productivity of the tax system for better revenue collection, through a more effective 
fight against unregistered activities and tax evasion and strengthened institutional capacity, as well as 
reduction of tax arrears; 

Table 4.3. Budget of the Republic of North Macedonia (Denar million) 

 
Source: Ministry of finance 

 increased tax transparency, which includes improving the exchange of information between tax authorities 
and other entities, which will primarily be based on electronic services, which will lead to increased fiscal 
literacy and greater voluntary compliance; 

 better quality of services, in a way that simplifies and speeds up procedures and reduces the administrative 
burden, through more digital services, better management of the issuance of import-export permits, 
elimination of unnecessary non-customs barriers and better internal and tax control, and 

2019 2020 2021 2022 Budget 2023 

Decision 
December 

2023
Budget 

2024

difference 
Budget 

2024- 
Budget 

2023

difference 
Budget 

2023-
Decision 

2023

B 2024/
B 2023 

(%)

B 2023/
Decision 
2023 (%)

203,946 189,554 218,021 243,085 282,052 282,052 310,128 28,076 28,076 10.0 10.0
178,894 173,464 196,317 220,186 250,688 253,205 279,044 28,356 25,839 11.3 10.2

        Taxes 116,728 106,900 125,690 142,567 162,600 162,235 178,067 15,467 15,832 9.5 9.8
Personal income tax 18,706 18,625 20,552 23,852 26,500 27,635 31,116 4,616 3,481 17.4 12.6
Profit tax 11,554 10,497 10,871 15,776 14,700 17,404 19,483 4,783 2,079 32.5 11.9
VAT 52,059 46,893 58,194 64,764 78,500 72,477 80,698 2,198 8,221 2.8 11.3
Excises 26,087 22,450 25,548 25,483 29,200 27,736 30,969 1,769 3,233 6.1 11.7

           Customs 6,033 6,738 8,480 9,973 10,700 11,348 12,124 1,424 776 13.3 6.8
Other taxes 674 510 641 670 730 3,730 1,101 371 -2,629 50.9 -70.5

Tax (own accounts) 1,615 1,187 1,404 2,049 2,270 1,905 2,575 305 670 13.4 35.2
Contributions 62,166 66,564 70,627 77,619 88,088 90,970 100,977 12,889 10,007 14.6 11.0
           Pension insurance contribution 41,921 45,044 47,819 52,509 60,384 63,083 70,064 9,680 6,981 16.0 11.1
           Employment contributions 2,622 2,757 2,918 3,214 3,392 3,300 3,587 195 287 5.7 8.7
           Health insurance contribution 17,623 18,763 19,890 21,896 24,312 24,587 27,326 3,014 2,739 12.4 11.1

18,800 11,173 13,882 17,189 19,894 17,962 20,394 500 2,432 2.5 13.5
2,369 1,846 1,928 2,273 2,800 2,800 3,210 410 410 14.6 14.6
3,883 3,071 5,894 3,437 8,669 8,085 7,479 -1,190 -606 -13.7 -7.5

217,447 243,421 256,906 278,596 324,810 324,811 343,638 18,828 18,827 5.8 5.8
199,634 227,306 233,498 249,959 276,059 279,834 298,459 22,400 18,625 8.1 6.7

Wages and Allowances 27,754 29,775 31,010 32,159 34,880 37,308 41,178 6,298 3,870 18.1 10.4
Goods and Services 16,265 15,423 20,110 21,001 23,631 22,596 25,113 1,482 2,517 6.3 11.1
Transfers to LGUs 19,097 21,373 21,218 23,365 26,687 27,685 29,834 3,147 2,149 11.8 7.8
VAT subsidy 2,216 2,342 2,238 2,910 3,764 3,562 4,349 585 787 15.5 22.1
Subsidy block 16,881 19,031 18,980 20,455 22,923 24,123 25,485 2,562 1,362 11.2 5.6
Subcidies and transfers 20,285 34,905 30,635 32,536 32,987 28,523 23,682 -9,305 -4,841 -28.2 -17.0
Social Transfers 108,131 117,799 121,439 131,758 144,951 150,606 161,842 16,891 11,236 11.7 7.5

Pensions 56,320 60,216 62,289 67,567 75,000 78,187 85,395 10,395 7,208 13.9 9.2
Transition costs 8,859 8,608 9,233 10,827 11,800 12,400 13,600 1,800 1,200 15.3 9.7

        Unemployment benefits 1,472 1,576 1,388 1,282 1,526 1,526 1,526 0 0 0.0 0.0
        Active employment measures 1,267 1,359 1,365 1,420 1,889 1,869 1,962 73 93 3.9 5.0
        Social benefits 9,416 11,347 12,120 12,505 12,672 13,758 13,627 955 -131 7.5 -1.0
        Health care 30,797 34,693 35,044 38,157 42,064 42,866 45,732 3,668 2,866 8.7 6.7
Interest payments 8,102 8,031 9,086 9,140 12,923 13,115 16,810 3,887 3,695 30.1 28.2

17,813 16,115 23,408 28,637 48,751 44,977 45,179 -3,572 202 -7.3 0.4
BUDGET BALANCE -13,501 -53,867 -38,885 -35,511 -42,759 -42,759 -33,510 9,249 9,249 -21.6 -21.6

13,501 53,867 38,885 35,511 42,759 42,759 33,510

Inflow 29,569 95,695 81,480 46,869 94,876 94,974 78,564
Domestic 19,669 37,307 23,689 15,587 33,626 51,124 40,263
Foreign 8,632 65,247 61,258 24,895 66,876 65,978 43,164
Deposits 1,268 -6,859 -3,467 6,387 -5,626 -22,128 -4,863

Outflow 16,068 41,828 42,595 11,358 52,117 52,215 45,054
Domestic 10,314 26,567 6,123 5,571 15,611 15,664 18,625
       continuous Government securities  9,775 6,589 4,680 5,095 12,091 12,091 18,228
Foreign 5,754 15,261 36,472 5,787 36,506 36,551 26,429

Net domestic borrowing 9,345 10,730 17,566 10,016 18,015 35,460 21,638
1,711 22,545 19,009 10,492 21,535 39,033 22,035

Net foreign borrowing 2,578 49,496 24,786 19,108 30,370 29,427 16,735
-5,399 -45,836 -29,799 -26,371 -29,836 -29,643 -16,700

Primary budget balance, % of GDP -0.8 -6.8 -4.1 -3.3 -3.2 -3.3 -1.7
Budget balance, % of GDP -1.9 -8.0 -5.4 -4.5 -4.6 -4.8 -3.4

Net domestic borrowing      (континуирани ДХВ)

Примарно буџетско салдо

Donations
TOTAL EXPENDITURES

Current Expenditures

Capital Expenditures

FINANCING

МЕМОРАНДУМ

TOTAL REVENUES
Taxes and Contributions

Non Tax Revenues
Capital Revenues
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 green taxation, with the aim of stimulating 
taxpayers through public fees to contribute to less 
pollution, that is, to disincentivize them from polluting 
the environment. 

In the Budget for 2024, it is planned to generate about 
20.4 billion denars based on non-tax revenues 
(administrative fees, concessions and other non-tax 
revenues) and 3.2 billion denars as capital revenues 
(based on the sale of agricultural land and social 
apartments, as well as on the basis of a planned 
dividend from AD Makedonski Telecom). 

Social contributions as source income of the pension 
and health insurance funds and the Employment 

Agency are planned in the amount of 101 billion denars or 11% higher than in 2023. 

During the year 2024, on the basis of donations, 7.5 billion denars are planned, which the budget users are planned to 
realize on their own income accounts for specific projects, as well as the withdrawals from the EU pre-accession funds. 

The total expenditures in the Budget for 2024, planned in the amount of 343.6 billion denars, or 5.8% higher than in 
2023. Budget expenditure projections for the coming year are prepared based on the following assumptions: 

 economic recovery and accelerated growth, 
 compliance of the revenue projection with the planned movements in the economy, 
 continuation of the processes for fiscal consolidation, by reducing the level of the budget deficit, as well as 

continuing the determination to implement a disciplined budget policy and strengthened monitoring of the use 
of budget funds, 

 intensification of the convergence of the Republic of North Macedonia towards the EU, through harmonized 
legislation, 

 the priority for obligations arising from NATO membership, 
 regular and smooth performance of all legal obligations, 
 smooth implementation of election activities, 
 support of the domestic economy, the private sector and citizens, 
 increased and accelerated implementation of infrastructure projects, attraction of foreign investments and 

innovation of domestic companies, etc. 

The current expenditures for 2024 are planned in the amount of 298.5 billion denars or 7% more compared to 2023, 
before they are intended for regular payment of salaries to employees in the public sector, timely and regular payment 
of pensions, guaranteed minimum income and other social rights, payment of subsidies in agriculture, support of small 
and medium enterprises, support and subsidization of innovative activities, as well as allocation of funds for targeted 
support of vulnerable categories of citizens and the economy. 

Within the framework of current expenses, the following are foreseen: 

a) The expenses for the payment of salaries are projected at the level of 41.2 billion denars and compared to 2023, 
they are planned at a higher level by about 10%, which reflects the full implementation of the provisions of the General 
Collective Agreement for employees in the public sector. The projected salary scale does not take into account an 
increase in the number of employees in the public administration, i.e. new employment can be realized primarily through 
mobility and taking over of employees from other institutions from the public sector only at the level of the central 
budget or through filling vacancies jobs on all bases. In this way, the adopted government measures and 
recommendations for rationalization and optimization of employees in the public sector have been implemented in the 
salary section based on functional analysis, with the aim of increasing the motivation for professional, quality and 
fulfillment of work tasks. 

Chart 4.1. Expenditures of the Budget of RNM 2024 – 
funcional classification (% of total expenditures) 

 
Source: MoF projections 
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b) Expenditures for goods and services are projected in the amount of 25.1 billion denars, keeping their share of about 
7.3% in the structure of total expenditures, while providing funds for the smooth functioning of the institutions. In 
addition, funds for the implementation of election activities are planned within this category. At the same time, the 
necessary means for fulfilling the obligations arising from NATO standards have been provided. 

c) The current transfers and subsidies are planned at the level of 215.3 billion denars, i.e. more by about 4% compared 
to 2023 and refer to: 

 Social transfers, which are projected in the amount of 161.8 billion denars, namely: 
- for the payment of pensions, 85.4 billion denars are planned, according to the established methodology 

for calculating pensions, according to which the adjustment of pensions is carried out according to the 
movement of the index of the cost of living in the amount of 50% and an increase in the average salary 
paid for all employees in the amount of 50%, and in order to enable a decent standard of living for 
pensioners, 

- funds in the amount of about 13.6 billion denars are intended for the payment of compensations for social 
protection of the most vulnerable layers of the population. Within these frameworks are included 
beneficiaries in the social protection system through a guaranteed minimum income, as well as provision 
of means for social security of the elderly. In addition, in the category of social transfers, about 1.5 billion 
denars are planned for targeted measures for the most vulnerable categories of citizens. 

- funds in the amount of 1.5 billion denars are planned for the payment of monetary compensation in case 
of unemployment, 

- for the implementation of active policies and measures for employment, 1.9 billion denars are planned, 
which are aimed at creating programs, measures and services for employment in order to improve the 
functioning of the labor market, the creation of new jobs, employment of young people persons, support 
for the employment of persons with disabilities, enabling the users of guaranteed minimum assistance 
(GMA), whereby the able-bodied members of the household are included in the active employment 
programs and measures. 

- Health care is planned at the level of about 45.7 billion denars, funds that will be realized through the 
Health Insurance Fund. Most of the planned funds are intended for financing health services, payment 
of obligations of public health institutions, as well as provision of funds for increased salaries for all public 
health employees in accordance with the General Collective Agreement. 

- Agricultural subsidies provide support to the agricultural sector, with the aim of increasing domestic plant 
and animal production, stimulating yields, increasing productivity and competitiveness, as well as 
amortizing the price pressures of basic food products through the Intervention Fund. During 2024, the 
new models for subsidizing agriculture will be implemented with new criteria for granting subsidies (basic 
subsidy and additional support), with the aim of increasing food production, which will be based on the 
achieved yield. With the new model, priority is given to strategically important crops and products for the 
state. 

- Subsidies for the private sector, intended to support small and medium-sized enterprises, increase 
competitiveness, innovative activity, technological development and research, new investments, support 
for exports and the conquest of new markets, support for the creation of new jobs, etc. Attention is also 
paid to gender-responsive budget policies, among others, through financial support for women's 
entrepreneurship, as well as support for women in the agricultural sector. 

- Transfers to LGUs are planned in the amount of 29.8 billion denars intended for financing the transferred 
competences of the municipalities and subsidy to the municipalities. 

- In 2024, on the basis of a planned increase in the percentage of VAT revenues that are distributed to 
municipalities from 4.5% to 6% of the collected VAT in the previous year, an increase in the general 
subsidy to municipalities by 787 million denars has been ensured in comparison by 2023, with the aim 
of increasing the fiscal capacity of the municipalities. They will be distributed in three parts: basic part 
(4.5%), performance part (0.75%) and equalization part (0.75%). The performance section rewards 
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municipalities that have a better realization of own revenues compared to planned own revenues and a 
higher collection of own revenues in the current year compared to the average of realized own revenues 
in the previous three years. The equalization section is intended to overcome the differences according 
to the fiscal capacity of the municipalities due to limited capacity of resources, that is, the municipalities 
that have lower incomes from the personal income tax per inhabitant receive additional funds. 

- Block and dedicated grants to municipalities are intended for financing material expenses and payment 
of salaries to employees in institutions with transferred competences to LGUs, i.e. salaries to employees 
in schools, kindergartens, homes for the elderly, cultural institutions and firefighters. 

- The additional increase of 2.6 billion denars is intended for the financing of increased salaries in 
institutions at the local level, which are financed with block and earmarked grants and the payment of 
annual leave benefits resulting from the General Collective Agreement for employees in the public sector, 
as well as for financing the material expenses of the institutions that are financed through a block grant. 

Capital expenditures are planned at the level of 45.2 billion denars, for the financing of investments, whereby funds 
are provided from several sources, namely: budget funds, IPA funds and loans. They are intended for the realization 
of already started infrastructure projects, i.e. for investments in road and railway infrastructure, energy and communal 
infrastructure, as well as capital investments for improving conditions in the health, educational and social systems, 
agriculture, culture, sports, the protection of environment and justice. 

During 2024, with budget funds in the amount of about 15.1 billion denars, significant investments are planned in the 
field of road infrastructure, related to the design and construction of a part of Corridor 8, the planning, design, 
construction and use of Corridor 8, the Section Tetovo - Gostivar/highway expansion, construction of a new highway 
Trebenishta - Struga - Qafasan, construction of the section Gostivar-Bukojchani and as well as Corridor 10 d, the 
section Prilep - Bitola. In addition, a feasibility study for the construction of the Tetovo-Prizren road will be prepared 
through the Public Enterprise for State Roads in the section of road infrastructure. 

In 2024, in the section of road infrastructure, the construction of the eastern part of road corridor 8 will continue through 
the Rankovce-Kriva Palanka section, financed with a loan from World Bank and the Kriva Palanka section to the border 
with Bulgaria, financed with a loan from the European Bank for Reconstruction and Development - EBRD and grant 
funds from the Investment Framework for the Western Balkans - WBIF instrument. In 2024, the western part of road 
corridor 8 will be financed through the construction of the Kicevo-Bukojcani highway section, with a loan from EBRD 
and the Kicevo-Ohrid section, with a loan from EXIM Bank. 

The projected deficit for 2024 in the amount of 33.5 billion denars as well as the repayment of the debt in the amount 
of 45 billion denars (of which for external debt in the amount of 26.4 billion denars and for domestic debt in the amount 
of 18.6 billion denars) will be financed through domestic and foreign borrowing. 

The repayment of principal on the basis of external debt 
in the amount of 26.4 billion denars includes the regular 
servicing of obligations to foreign creditors: Bond - NSV 
in the amount of 13.8 billion denars, IMF in the amount 
of 5.4 billion denars, IBRD in amount of 2.9 billion 
denars, EBRD in the amount of 1.6 billion denars, IDA 
in the amount of 0.9 billion denars, CEB in the amount 
of 0.6 billion denars, EIB in the amount of 0.5 billion 
denars and the rest of 0.7 billions of denars to other 
bilateral creditors (IFAD, KfV, Japan Bank for 
International Cooperation and others.) 

The repayment of principal on the basis of domestic 
debt in the total amount of 18.6 billion denars refers to 
the repayment of 3-year, 5-year and 10-year 

government bonds in the amount of 18.2 billion denars, and the repayment of bonds for denationalization in the amount 
of 0.4 billion denars. The other long-term bonds with maturities of 2, 15 and 30 years have no maturities in 2024. 

Chart 4.2. Capital expenditures, in millions of denars 

 
Source:MoF 
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Domestic borrowing is planned at the level of Denar 39.7 billion, and will be provided through government securities 
and/or a domestic loan. Borrowing on the domestic market will provide financing under favorable conditions, using 
more favorable interest rates. At the same time, with the aim of optimization of the government securities portfolio, and 
in the direction of reducing the risk for refinancing, the basic commitment of the Ministry of Finance will be to increase 
the maturity of the government securities portfolio. 

Borrowing abroad can be realized by issuing debt securities on the international capital market, through the withdrawal 
of a loan from the EU for macro-financial support, a loan from the Development Bank of the Council of Europe and 
through the withdrawal of funds from soft loans from foreign financial institutions, institutions and credit lines intended 
for financing individual projects and budget deficit. At the same time, the choice of financing source will be based on 
the favorable current conditions of the international capital markets. In order to prudently manage public finances, the 
Ministry of Finance will consider the possibility of active management of the debt portfolio through early debt redemption 
operations and the use of financial derivatives to minimize the risk profile of the debt portfolio. 

In order to constantly improve the financial market of government securities and follow best practices, the Ministry of 
Finance issued Citizen and Green bonds for the first time in 2023, and due to the expressed interest, their issuance 
will continue in 2024. In 2024, we will continue to work on the diversification of funding sources and the introduction of 
new types of financial instruments that will have different applications, namely: 

 "Development Bonds", for more efficient development of the financial markets, with the ultimate goal of 
improving the market of government securities, in the future period it is planned to introduce a new instrument 
in the medium term, so-called "Development Bonds", which will be indexed, thus the financing of the 
development projects in the country will be encouraged, and thus the financial markets in the Republic of 
North Macedonia will be stimulated. This type of financial instrument can carry a certain coupon and will be 
initially intended for the population, i.e. natural persons, with the possibility of being available for banks, 
pension funds and other participants in the financial market. In addition, the introduction of this instrument is 
in accordance with the Denarization Strategy of the Republic of North Macedonia, which will give investors a 
new opportunity to manage their portfolio and protect against risks. 

 "Project bonds", will represent an alternative way of financing projects related to infrastructure. Project bonds 
will offer an opportunity for institutional investors to participate in infrastructure projects through listed, tradable 
securities that can offer superior risk-adjusted returns. 

In the coming medium-term period, fiscal policy will continue towards further consolidation of public expenditures, 
stimulation of economic activity through capital expenditures and infrastructure investments, improvement of business 
conditions and creation of new jobs. At the same time, the determination to implement disciplined budget spending 
with an emphasis on restrictiveness and control of less productive expenses will continue, at the expense of increasing 
investments in capital projects.The established basic postulates of the fiscal policy in the coming period are expected 
to ensure staged fiscal consolidation with a gradual reduction of the deficit level, while supporting economic growth 
and development in accordance with the set goals of the Budget and the realization of the Government's priorities and 
policies for improving quality of citizens' lives. 

4.4 Medium-Term Budgetary Outlook 

The fiscal strategy contains the medium-term directions and objectives of the fiscal policy, the basic macroeconomic 
projections, the amounts for the main categories of estimated revenues and expenditures, as well as the projections 
for the budget deficit and the debt. The fiscal strategy reflects the medium-term fiscal goals and strategic priorities of 
the Government of the Republic of North Macedonia. 

Key elements of the medium-term fiscal policy are the redesign and improved structure of public finances, through an 
increased share of capital expenditures, as well as fiscal consolidation in stages, through a reduction of the budget 
deficit as a percentage share in GDP to 4.8% in 2023, 3.4% in 2024, 3.0% in 2025, 3.0% in 2026, 2.8% in 2027 and 
2.5% in 2028. 
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The main priorities in the area of the tax system are improved efficiency and effectiveness in revenue collection, 
increased tax transparency, better quality of services provided by tax system institutions in a way that simplifies and 
speeds up procedures and reduces the administrative burden through further digitization of services, as well as the 
introduction of environmental (green) taxation in order to stimulate taxpayers through public fees to contribute to less 
pollution. The main objective of the tax policy is to ensure sustainable economic growth and development while 
ensuring legal certainty for taxpayers and regular collection of public revenues. 

The expenditure side of the RNM Budget for the next period is completely created in function of the realization of 
strategic priorities, acceleration of economic growth, the integration processes of the Republic of North Macedonia in 
the EU and the obligations arising from membership in NATO and others. 

The reform for the advancement of fiscal decentralization offers a systemic solution for stable municipal finances that 
will represent responsible municipalities and the delivery of quality and efficient services for citizens. The reform 
consists of three pillars: I. Improving the fiscal capacity and increasing the revenues of the municipalities, II. Increasing 
fiscal discipline and III. Increasing transparency and accountability in their work. 

The main objective of the public debt management policy is to provide the necessary funds for financing the budget 
deficit, for the repayment of the debts due as a result of borrowings from previous years and for project financing, 
without causing an unjustified increase in the debt to the level which can threaten the stability of the economy and the 
economic growth of the country. 

The fiscal policy in the period 2024-2028 is characterized by the determination for further strengthened management 
of public finances and fiscal sustainability, and it should contribute to maintaining macroeconomic stability and staged 
fiscal consolidation. 

The determination for fiscal sustainability, supporting the economy with investments in infrastructure projects, 
redesigning the structure of public finances through increased participation of capital expenditures, as well as 
strengthening the process of planning, execution and reporting of public finances remains. 

In that direction, a gradual reduction of the budget deficit from 4.8% of GDP in 2023 to 2.5% of GDP in 2028 is foreseen. 

The total revenues of the RNM Budget (central budget and funds) for the period 2024 - 2028 are planned at the level 
of about 31.6% of GDP. The projections of the revenues in the next medium-term period are made on the basis of the 
realized revenues of the previous years and the effects of the planned reforms in the tax sphere. 

Namely, after holding two public debates with all stakeholders, during the month of December 2020, the Government 
adopted the Tax System Reform Strategy 2021-2025, which is harmonized with all other strategic documents of the 
Government and the Ministry of Finance. According to it, the main objective of the tax policy is to ensure sustainable 
economic growth and development while providing legal certainty for taxpayers and regular collection of public 
revenues. The main priorities of the strategy are: 

 greater fairness in taxation, in order to ensure that everyone fulfills their social obligation and pays their fair 
share of taxes, 

 greater efficiency and effectiveness of the tax system for better collection of revenues, through a more 
effective fight against unregistered activities and tax evasion and strengthened institutional capacity, as well 
as reduction of tax arrears, 

 increased tax transparency, which includes improving the exchange of information between tax authorities 
and other entities, primarily based on electronic services, which will lead to increased fiscal literacy and greater 
voluntary compliance, 

 better quality of services provided by the institutions of the tax system, in a way that simplifies and speeds up 
the procedures and reduces the administrative burden, through more digital services, better management of 
the issuance of import-export permits, elimination of unnecessary non-tariff barriers and better internal and 
tax control. 
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 introduction of ecological (green) taxation, with the aim of stimulating taxpayers through public fees to 
contribute to less pollution, that is, to disincentivize them from polluting the environment. The effect of this 
priority is expected to be reflected both on the revenues in the budget and on the environment. 

Guided by the goals and priorities identified by the Tax System Reform Strategy (2021 - 2025), during 2022 and 2023, 
the Ministry of Finance launched ambitious tax policy reforms aimed at improving the quality of the tax system and 
increasing the mobilization of tax revenues, and for which reforms extensive public consultations were held with the 
business sector, the academic community and civil society organizations. 

At the same time, a phased approach was applied in the design and implementation of reforms within the framework 
of various tax instruments, starting with tax policy reforms in the segments of profit tax, personal income tax and value 
added tax, followed by reforms in the domain of excise duties and the taxation of motor vehicles. 

The reform package in these tax areas is based on comprehensive analyzes of domestic legislation and tax revenue 
indicators, as well as comparative analyzes of tax practices in EU member states and other Western Balkan countries. 
It also integrates the findings and recommendations of international organizations such as the IMF, the World Bank, 
the OECD and the EU, which indicate the need to ensure greater vertical and horizontal fairness of the tax system and 
expand the tax base by eliminating tax expenditures. In particular, with the reforms of the tax policy in the case of direct 
taxes, unproductive tax reliefs and exemptions (so-called tax expenditures) that violate the neutrality of the tax system 
by favoring the same or similar categories of taxpayers or activities, which negatively affect the fair distribution, have 
been abolished of the tax burden and contribute to increased inequality in society, undermine its robustness, which 
creates a significant space for tax arbitrage and/or tax avoidance and can cause inefficiency in the real economy. 

Namely, the Law on Amendments and Supplements to the Law on Personal Income Tax ("Official Gazette of the 
Republic of North Macedonia" number 274/22 of 20.12.2022) eliminates tax exemptions for premiums for life insurance 
and for private health insurance, as for contributions to a voluntary pension fund that are paid by employers in the 
name and at the expense of employees, and the tax base is adjusted for certain benefits that represent income for 
employees (so-called managerial benefits).In addition, the amendments to the Personal Income Tax Law provide for 
the taxation of capital gains on securities and shares of investment funds acquired after January 1, 2023, while the tax 
base for capital gains from securities and shares from investment funds in case of inheritance or if their purchase price 
cannot be defined is further specified. The Law adjusts the method of calculation and taxation of capital gains with 
personal income tax, and specifies which capital gains from the sale of real estate and securities are exempt from 
personal income tax. At the same time, the amendments to the Law on personal income tax regulate the exemption 
from taxation of interest from term deposits, which will be applied until the day of the accession of the Republic of North 
Macedonia to the European Union. 

The Law on Amendments and Supplements to the Law on Profit Tax ("Official Gazette of the Republic of North 
Macedonia" number 199/23 of 25.09.2023) eliminates the tax exemption for life insurance premiums paid by employers 
on behalf and at the expense of employees), that is, they are expected to be treated as an unrecognized expense for 
tax purposes. In addition, changes are foreseen in the section that refers to the mandatory transfer pricing report, i.e. 
it is prescribed that it be submitted upon request of the tax authority. All with the aim of greater tax discipline, the Law 
foresees an increased penalty for the entities that do not use the designated funds invested from the previous realized 
profits for which the tax exemption for reinvested profit was used and on that basis the tax base was reduced. In 
addition, the law abolished the tax exemption for donations in sports through the voucher system, that is, the tax 
treatment of these donations is equal to donations in other activities of public interest, such as health, education, 
culture, etc. 

The Law on Amendments and Supplements to the Law on Value Added Tax ("Official Gazette of the Republic of North 
Macedonia" number 199/23 of 25.09.2023) foresees compliance with the EU directives regarding the definition of sales 
through the voucher system, arrangement at the point of sale of services and introduction of the term tax representative. 
Also, the Law on Amendments and Additions to the Law on VAT foresees an increase in the VAT tax rate (from 5% to 
10%) for certain products for human consumption that do not represent basic food products, and it is also foreseen to 
adjust the provisions which refer to issuing a VAT number and registration, arranging a special type of tax base and a 
simpler way of issuing invoices in electronic format. 
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With the amendments and additions to the Law on Excise Taxes ("Official Gazette of RSM", no. 209/23 of 05.10.2023), 
harmonization with the European legislation in the field of excise taxes has been carried out. Namely, the Law provides 
for the harmonization of the minimum total excise duty on cigarettes with the minimum amount of excise duty in the 
EU, in accordance with Directive (EU) 2011/64 of the Council of June 21, 2011 on the structure and amount of excise 
duty for tobacco products. At the same time, the harmonization of the minimum amounts of excise duty for tobacco 
products is planned to take place gradually with the introduction of a new excise calendar, with which the amount of 
excise duty on cigarettes and other tobacco products, as well as e-cigarette liquid, will be harmonized with the 
aforementioned Directive by 2030. At the same time, the Law regulates the excise tax on herbal products for smoking 
by heating, regardless of whether they contain nicotine or not. Also, the Law amends the legal provisions in the part of 
the procedure for denaturing ethyl alcohol and its use and facilitates the procedure for issuing a preferential user 
approval, in accordance with Council Directive (EU) 2020/1151 of July 29, 2020 for amending and supplementing 
Directive 92/83/EEC on harmonizing the structures of excise duties on alcohol and alcoholic beverages. In the section 
on conducting misdemeanor proceedings, the offenses related to excise taxes were revised and their separation was 
carried out according to the severity of the offense. 

In the area of motor vehicle taxation, on October 17, 2023, the Government adopted the Decree on amendments and 
additions to the Decree on the calculation of motor vehicle tax and on the amounts required for the calculation of motor 
vehicle tax ("Official Gazette of RSM" no. 220/23) which prescribes increased coefficients of the ecological component 
for taxation of passenger motor vehicles that fall into the categories of the biggest polluters with exhaust CO2 gases. 
At the same time, for the purpose of calculating the environmental component of the tax on motor vehicles, in addition 
to the existing NEDC method (New European Driving Cycle), the application of the new WLTP method (Worldwide 
Harmonized Light Vehicle Test Procedure) is made possible, thus complying with the Regulation 631/2019 EU of the 
European Parliament and the Council of April 17, 2019. The amendments to the Decree are in the direction of fulfilling 
part of the environmental protection measures and the commitments to introduce "green taxation", as part of the tax 
strategy of the Republic of North Macedonia. 

With the adopted legal solutions in the field of direct taxes, value added tax, excise duties and taxation of motor 
vehicles, it is expected that additional tax revenues will be collected in the amount of about 0.7% of GDP, on an annual 
level. 

Tax Expenditure Report 

Tax expenditures are indirect expenditures made through the tax and customs system, based on provisions of material 
tax laws and other laws in the field of state aid, special laws for the employment of disabled persons, etc., which lead 
to a reduction in tax revenues or their delayed collection. Tax expenditures can be in the form of exemptions, 
deductions, preferential tax rates, etc., which are introduced in order to achieve a specific economic or social goal. 

With the adoption of the new Law on Budgets in 2022, the Ministry of Finance is required to prepare and submit a 
report on the impact of tax expenditures on the inflows of funds in the Budget, starting from 2025. This report will be 
submitted to the Assembly of the Republic of North Macedonia on an annual basis, as an integral part of the Final 
Account of the State Budget for the previous budget year. 

The table below provides a summary of total tax expenditures based on personal income tax, profit tax, value added 
tax, excise taxes and customs duties, for which the Ministry of Finance has data for 2022. At the same time, the table 
also contains projections of the noted tax expenditures for the period 2023 - 2028. 
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Table 4.4: Tax expenditures by type of tax (Denar million) 

 
Source: MInistry of Finance, projections of Ministry of Finance (*) 

Profit Tax 

1) Reinvested profit 

The tax base is reduced by the amount of investments made for development purposes from the profit of the previous 
year, that is, investments in tangible and intangible assets (reinvested profit). The value of tax expenses from this 
exemption for 2021 was 1,720 million denars. 

2) Technological industrial development zones 

According to the Law on Profit Tax ("Official Gazette" No. 112/14...151/21), the taxpayer who is a beneficiary of a 
technological-industrial development zone is granted a tax exemption from the profit tax as state aid under conditions 
and in the procedure prescribed in the Law on Technological Industrial Development Zones ("Official Gazette" No. 
14/07...13/23). The value of tax expenses from this exemption for 2021 was 525.5 million denars. 

3) Donations in sports 

According to the Law on Profit Tax ("Official Gazette" No. 14/07...13/23), the taxpayer who donated funds to sports 
entities will have the calculated profit tax reduced in the amount of the donated funds, but not more than 50% of the 
calculated tax. The value of the tax expenses from this exemption for 2021 was MKD 353.1 million. 

4) Annual tax on total income 

According to the Profit Tax Law, small and micro companies are exempt from the obligation to pay annual tax on total 
income, if the total income from all sources in the year for which the tax is determined did not exceed the amount of 3 
million denars per year. The value of the tax expenses from this exemption for 2021 was 354 million denars. 

5) Protection companies 

Pursuant to the Law on Employment of Disabled Persons ("Official Gazette" No. 44/00...103/21), protective companies 
are exempt from paying profit tax. The value of tax expenses from this exemption for 2021 was 284 million denars. 

6) Fiscal systems of equipment 

Reduction of the calculated profit tax for the introduction into use of a fiscal system of equipment for a maximum of ten 
systems purchased, for the obligees who are obliged to introduce and use such systems in accordance with the Law 
on registering cash payments ("Official Gazette" No. 31/01 ...247/22). The value of the tax expenses from this 
exemption for 2021 was MKD 5.2 million. 

Personal Income Tax 

1) Protection companies 

According to the Law on employment of disabled persons, employees of the welfare company who are not disabled 
persons and disabled persons at work are also exempt from paying personal income tax, as well as disabled persons. 
The value of the tax expenses from this exemption for 2021 was MKD 85.3 million. 

2) Technological industrial development zones 
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Exemption from personal income tax on the salary of employees in a technological-industrial development zone for a 
period of ten years from the start of the business activity as state aid in accordance with the Law on technological 
industrial development zones. The estimated value of the tax expenses resulting from the above exemptions from 
personal income tax amounts to MKD 260.8 million. 

3) Capital gains 

Exemption from taxation of capital gains realized from the sale of securities and shares in an investment fund. This 
exemption was repealed by the latest amendments to the Law on Personal Income Tax ("Official Gazette" no. 241/18... 
274/22) which are in effect from January 1, 2023. The estimated value of tax expenditures from this exemption for 2021 
was 155 million denars. 

VAT 
1) Tax exemptions from value added tax in the country, with or without the right of deduction, are regulated 

by articles 23, 24, 24-a and 24-b; 
2) import exemptions are regulated by articles 27, 27-a, 27-b and 27-c; 
3) the application of a preferential tax rate of 5% is prescribed by Article 30. 

These exemptions cover banking and financial transactions; insurance and reinsurance services; health services; 
educational services; turnover of goods and services intended for the implementation of a project financed by funds 
obtained on the basis of a donation agreement concluded between the Republic of North Macedonia and foreign 
donors; tax exemptions during importation, etc., as well as application of the preferential tax rate to certain goods and 
services, such as: products for human consumption; drinking water and irrigation of agricultural land; publications; 
seeds and planting material; fertilizers; agricultural machinery; medicines; computers; thermal solar systems and 
components; medical equipment, transportation of persons and their accompanying luggage; computer software, etc. 

The estimated value of tax expenditure from VAT exemptions on all these bases has been determined using a model 
for estimating VAT tax expenditure developed by experts from the World Bank, using the latest available data for 2019. 
The estimated value for the above tax expenses for 2019 was MKD 24,407 million. 

Table 4.5. Budget of the Republic of North Macedonia 2021-2028 (Denar million) 

 
Source: MoF and MoF projections (*) 
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The expenditure side of the RNM Budget for the next period has been completely created in function of the realization 
of strategic priorities, acceleration of economic growth, integration of the Republic of North Macedonia into the EU and 
the obligations arising from NATO membership. 

When creating the medium-term fiscal framework, the existence of quality medium-term budget planning is of great 
importance. In this direction, it should be taken into account that in the coming period the medium-term fiscal projections 
are based on a medium-term basic scenario, which means that the determination of the fiscal projections results from 
the exercise of the competences of the budget users defined in the existing legislation, the existing obligations and 
tasks, which are the result of already approved multi-year obligations, contracts and current projects. Everything that 
is not covered by the basic scenario and requires the provision of additional funds, is shown through new initiatives. 

The average share of the total expenditures of the Budget of the Republic of North Macedonia in the period 2024 - 
2028 is about 34.2% of the GDP. Budget expenditure projections for the next mid-term period are prepared on the 
basis of three key assumptions: 

 compliance of the revenue projection with the planned economic activities; 
 the projection of the total expenditures of the Budget ensures continuous fiscal consolidation and 
 planned expenditure amounts ensure regular and smooth execution of all legal obligations. 

When projecting the amount and structure of current expenditures for the next period, intended for regular payment of 
salaries to employees in the public sector, timely and regular payment of pensions and other social rights, payment of 
subsidies in agriculture, support of small and medium-sized enterprises, as well as subsidizing innovative activities, 
the following assumptions are taken into account: 

 increasing the efficiency of the operation of the public administration through optimization and rationalization 
of jobs and harmonizing the salaries of the employees of the budget users with the minimum wage; 

 payment of pension income according to the pension calculation methodology, according to which the 
adjustment of pensions is carried out according to the movement of the cost of living index in the amount of 
50% and the increase in the average salary paid to all employees in the amount of 50%; 

 more efficient use of resources for work through improved planning and implementation of operating 
expenses, reduction of non-essential expenses and introduction of spending standards; 

 better quality services in the decentralized responsibilities of the municipalities through redefining the criteria 
for the allocation of funds and more efficient and purposeful use of funds for grants; 

 ensuring a greater positive impact on economic activity through more efficient and targeted use of funds for 
subsidies and transfers; 

 rationalization of expenditures for agricultural subsidies by redefining the agricultural policy for subsidizing 
agriculture with new criteria for granting subsidies (basic subsidy and additional support), in the direction of 

increasing food production, which will be based on the 
achieved yield, increasing productivity, greater 
competitiveness and amortization of the price 
pressures of basic food products through the 
Intervention Fund. With the new model, priority is 
given to the strategically important crops and products 
for the state and to the creation of a system of 
sustainable and competitive agricultural production, 
as well as to the encouragement of employment 
through agricultural businesses and through the 
support of plant and animal production and 
 reduction of poverty through proper targeting 
of the use of social assistance and greater 
participation in the labor market. 

Chart 4.3. Average structure of current expenditures 2024-
2028 (in %) 
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Medium-term fiscal projections have a strong development component, with a significant participation of capital 
expenditures with an average of about 5% in GDP annually and represent key elements of public finances. At the same 

time, in the medium term, the golden rule in public 
finances is observed: capital expenditures will be 
higher than the budget deficit, that is, borrowing will be 
done only for financing investment projects. The 
implementation of the Budget will be managed 
according to the value for money principle, whereby 
care will be taken to ensure that the citizens' money is 
used where it gives the greatest effects in achieving the 
goals for a higher quality of life. 

In the medium term, the focus of fiscal policy remains 
on ensuring a significant level of public investments, 
which are a prerequisite for improving economic 
prospects, as well as a better life for citizens. In that 
direction, significant capital investments are planned 

through the use of funds from the Budget, but also funds secured by loans from international financial institutions and 
bilateral creditors. The planned amounts indicate the intensification of infrastructure projects, i.e. investments in road 
and railway infrastructure, energy and communal infrastructure, as well as capital investments to improve conditions in 
the health, educational and social systems, agriculture, culture, sports, environmental protection and the judiciary. 

In order to ensure sustainable and inclusive growth, in accordance with the priorities of the Program of the Government 
of the Republic of North Macedonia, the Government will focus on the implementation of capital infrastructure projects 
in road and railway infrastructure, energy and communal infrastructure, as well as capital investments to improve 
conditions in the health, education and social system, agriculture and environmental protection. More specifically, 
capital projects in the total amount of about 4 billion euros are planned, financed from budget funds, from donations 
(through IPA funds) and with funds from international financial institutions/bilateral creditors. 

Significant investments are planned with budget funds in the field of road infrastructure, with the aim of designing and 
building a part of Corridor 8, the planning, designing, construction and use of Corridor VIII, expansion of the highway 
section Tetovo - Gostivar, construction of a new highway Trebenishta - Struga - Qafasan, construction of Gostivar - 
Bukojchani and Bukojchani - Kicevo sections, as well as Corridor 10-d, Prilep - Bitola section. In addition, a feasibility 
study for the construction of the road Tetovo - Prizren will be prepared through the Public Enterprise for State Roads. 

In the area of road infrastructure, construction continues on the eastern part of road Corridor 8 through the Rankovce 
- Kriva Palanka section and the Kriva Palanka section to the border with Bulgaria, as well as the western part of road 
Corridor 8 through the construction of the highway section Kicevo - Bukojchani and the section Kicevo - Ohrid, all this 
with credit funds.The construction of the highway section Skopje - Blace (border with Kosovo), the improvement of the 
road infrastructure of the municipalities in the Republic of North Macedonia through the Project for Connecting Local 
Roads, the Program for National Roads and the Project for Facilitating Trade and Transport are also financed with 
credit funds in the Western Balkans. 

From the road infrastructure, the most significant capital projects that will be financed through the IPA 2 programs in 
the period 2020 - 2025 are the construction of the road section Gradsko - Drenovo junction, as part of the road corridor 
10-d, rehabilitation of the regional road A2, Kumanovo section - Stracin (phase 1), construction of a new Prilep 
expressway - Lenishka river bridge and construction of a third lane on the road section from the village of Belovodica 
to the Mavrovo quarry, then replacement of protective fences, according to European standards (EN) on highways, in 
a length of 100 km on Corridor 10, procurement and installation of new signaling at railway crossings and 
implementation of measures to improve road safety along selected road sections. 

In the part of the railway infrastructure, it is planned to finance the three phases of the construction and rehabilitation 
of the eastern part of the railway line of Corridor 8, the part towards Bulgaria, with a 280 million euro grant from the EU 
already provided for the second and third phase, then the beginning of the realization of the Project for the construction 

Chart 4.4. Capital expenditures of the Budget of RNM 
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of the Kicevo - border railway with Albania, as well as the rehabilitation of the Kumanovo - Deljadrovce section. At the 
same time, the construction of a railway border crossing with associated facilities "Tabanovce" is planned, between 
the Republic of North Macedonia and the Republic of Serbia, financed with a loan and a grant from WBIF (Investment 
Framework for the Western Balkans). 

In the field of gasification, the construction of main gas pipeline sections Skopje - Tetovo, Gostivar - Kichevo and Sveti 
Nikole - Veles is planned, construction of an interconnecting gas pipeline between the Republic of North Macedonia 
and the Republic of Kosovo, then construction of an interconnecting gas pipeline between the Republic of North 
Macedonia and the Republic of Serbia, as well as the construction of an interconnecting gas pipeline between the 
Republic of North Macedonia and the Republic of Greece. 

More significant projects that are implemented in the area of municipal and communal infrastructure are the Project for 
improving the water infrastructure of the municipalities in North Macedonia and the Project for energy efficiency in the 
public sector, and in the coming period the implementation of the Project for sustainable development of municipalities 
is also planned. 

Major capital projects in the field of agriculture are the North Macedonia Irrigation Program and the Agricultural 
Modernization Project. 

In the area of the environment, in addition to the above-mentioned large capital project for the construction of a 
wastewater treatment plant in Skopje, of great importance is the Regional project for solid waste, which provides for 
the establishment of management systems, i.e. solid waste stations in the Southwest Region, the Vardar Region, the 
Pelagonian Region, the Southeast Region and in the Polog Region, as well as activities for the establishment of a solid 
waste station in the Skopje Region. 

In the field of establishing infrastructure for the collection and treatment of wastewater and establishing an integrated 
and financially self-sustainable waste management system that meets EU requirements, the most significant capital 
projects that will be financed through the IPA 2 programs in the period 2020 - 2025 are: Rehabilitation and expansion 
of the sewage network in the City of Skopje, Project for the construction of a sewage treatment plant and rehabilitation 
and expansion of the sewage network in the Municipality of Tetovo, rehabilitation and expansion of the sewage network 
in the Municipality of Kicevo, construction of a wastewater treatment plant and rehabilitation and expansion of the 
sewage network in Bitola, Project for closing landfills in the Eastern and North-Eastern regions, construction of a central 
facility for waste management, construction of a factory for sorting, MBT plant, landfill, composting plant, green point 
for the East and North-East Region in St. Nikole, construction of six local waste management facilities, transfer stations, 
composting plants and green points for the East and North-East Region in Sveti Nikole, construction of six local waste 
management facilities, transfer stations, composting facilities and green points for the Eastern and North-Eastern 
regions, support in establishing a regional waste management system, procurement of equipment for the Eastern 
region, support and preparation the necessary documentation for the procurement of water equipment for the 
municipalities of Radovish, Kichevo, Strumica, Bitola, Tetovo, Berovo, Kumanovo and Prilep, preparation of project 
documentation for the improvement of the infrastructure for the collection and treatment of waste water and the water 
supply network in the Municipality of Arachinovo. 

In the area of education, it is planned to continue the implementation of the Project for the construction of gymnasiums 
in primary schools and the rehabilitation of primary and secondary schools in the Republic of North Macedonia, 
financed with a loan from CEB, a grant from WBIF and national co-financing, with the aim of improving physical 
education and improving the overall learning conditions for students in primary and secondary schools. In order to 
improve the learning conditions in primary education in the country, the implementation of the Project for the 
Advancement of Primary Education will continue with a loan from the World Bank. In the area of higher education, the 
reconstruction of student dormitories in the Republic of North Macedonia is being carried out in order to improve the 
living and learning conditions of students. 

In the area of social protection, the implementation of the Project for the promotion of social services will continue, and 
subsequently the implementation of the Second Project for the promotion of social services will also begin, as well as 
the implementation of the Project for the administration of social insurance which will continue, while in the area of 
justice, activities are being carried out for the construction and reconstruction of the Penitentiary Institution "Idrizovo" 
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in order to fulfill international and European prison rules, and in the direction of improving the conditions of stay and 
strengthening the protection of prisoners. 

In the area of fair access to quality inclusive education at all levels, as a more significant capital project that will be 
financed through the IPA 2 program in the period 2020 - 2025 is the reconstruction of public preschool institutions. 

In the energy infrastructure, it is planned to finance the projects implemented by AD ESM and AD MEPSO, namely: 
Bogdanci Wind Park - phase 2, Heating of Bitola, 400kV interconnection Macedonia (Bitola) - Albania (Elbasan), 
Photovoltaic power plant Oslomej, Veteren Miravci Park, Lindane Cleanup Project (OHIS), ESM Project for Transition 
to Solar Photovoltaics (Oslomej 2 Photovoltaic Power Plants and Bitola Photovoltaic Power Plants), as well as 
revitalization of hydroelectric power plants. 

Table 4.6. Overview of loan-financed projects 

 

In the direction of reforms in public finances, improvement of the fiscal framework, strengthening of the process of 
planning and execution of the Budget of the Republic of North Macedonia, improvement of revenue collection, 
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strengthening of the system of public procurement, internal and external control and transparent reporting, the Project 
for building effective, transparent and accountable institutions for managing public finances will be implemented. 

In the past period, in the direction of supporting the private sector and providing fresh capital for its needs, six credit 
lines from the EIB have been successfully secured and realized in a total amount of 550 million euros through the 
Development Bank of North Macedonia. In this area, the implementation of the seventh credit line in the amount of 100 
million euros intended for the financing of the Project for small and medium-sized enterprises, mid-market capitalized 
enterprises and green transition, in accordance with the economic measures of the Government for the protection of 
consumers and companies from the energy crisis. 

Projected deficit and its financing. Financing of the planned deficit, as well as debt repayments, will be provided 
through borrowing from foreign and domestic sources (Table 7). In the period 2024 - 2028, it is expected that the state 
will borrow abroad for the budget deficits, i.e. the borrowing can be realized with funds secured on the international 
capital market through the issuance of debt securities and through the withdrawal of funds from favorable loans from 
foreign financial institutions and credit lines intended to finance individual projects. In doing so, the choice of a specific 
source for external financing will be based on the current and expected conditions of the international capital markets. 
Furthermore, borrowing on the domestic market will be realized through the issuance of government securities or 
domestic loans, which will provide additional financing under favorable conditions. In order to optimize payments and 
reduce the risk of refinancing, the Ministry of Finance will continue to issue government bonds with longer maturities 
and different types of bonds (for example, civil bonds, project bonds, etc.), thereby reducing the risk of refinancing. of 
the debt. In order to efficiently manage the public debt, the Ministry of Finance in the medium term will monitor the 
possibility of possible early repayment of part of the debt, that is, achieving a more favorable maturity, currency and 
interest structure of the debt. In order to continuously strengthen the government securities market and pursue the 
worldwide practice, Ministry of Finance undertakes activities aimed at diversifying the sources of financing and 
introducing new types of financing instruments, such as development bonds, green bond and project bonds, which will 
be used for different purposes. These instruments are elaborated in more details in the 2024 - 2026 Revised Public 
Debt Management Strategy (with 2028 prospects). 

Table 4.7. Deficit financing 

 

Local government budget. One of the priorities listed in the Program of the Government of the Republic of North 
Macedonia for the period 2022-2024 is the continuation of the decentralization process. The aim is to ensure additional 
democratization of society, more efficient and economical provision and delivery of services, but also enhanced local 
development. 

The goal is to transfer the responsibilities to the level of management that is closest to the citizens, so that they are 
effectively carried out, with adequate financial resources and guaranteed involvement of the citizens in making 
decisions. In the coming period, the policies for the development of the municipalities will be continued, that is, fiscal 
decentralization and balanced regional development with the aim of strengthening the financial sources of the 
municipalities, but also increasing the responsibility and transparency of their operations. The government will provide 

Realization 

2021

Realization 

2022
2023* 2024* 2025* 2026* 2027* 2028*

Budget balance -38.885 -35.511 -42.759 -33.510 -31.625 -34.010 -33.940 -32.714

Deficit financing 38.885 35.511 42.759 33.510 31.625 34.010 33.940 32.714

 Inflows 81.480 46.869 94.974 78.564 99.085 109.655 98.778 110.278

 Domestic sources 23.692 15.587 51.124 40.263 35.624 39.503 38.930 38.298

 Foreign sources 61.258 24.895 65.978 43.164 46.350 67.751 62.601 57.451

 Deposits ("-" is account accumulation) -3.470 6.387 -22.128 -4.863 17.111 2.401 -2.753 14.529

 Outflows 42.595 11.358 52.215 45.054 67.460 75.645 64.838 77.564

 Repayment after domestic borrowing 6.123 5.571 15.664 18.625 18.167 15.699 15.022 22.634

 Repayment after foreign borrowing 36.472 5.787 36.551 26.429 49.293 59.946 49.816 54.930

 Memorandum:

 Net domestic borrowing 17.569 10.016 35.460 21.638 17.457 23.804 23.908 15.664

 Net foreign borrowing 24.786 19.108 29.427 16.735 -2.943 7.805 12.785 2.521

Source: Ministry  of Finance and Ministry  of Finance projections (*)
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resources (organizational and financial) to help especially smaller municipalities that do not have sufficient capacity to 
deal with the realization of large projects at once. In that way, it will stimulate local and regional development, especially 
through maximum utilization of the pre-accession and new structural and cohesion funds of the European Union. 

It is expected that the municipalities will continue with better collection of their own revenues, strengthening the 
capacities for developing municipal financing policies and strengthening the capacities for financial management. In 
order to achieve the strategic objectives, the strong commitment to the implementation of encouraging sustainable 
local development, good local governance and creating conditions for a more active, effective and innovative role of 
local authorities in the realization of the national goals for growth and development will continue in the coming period. 

Taking into account the activities undertaken in 2023 related to the completion of the second phase of fiscal 
decentralization, during 2024 it is expected that all activities will be completed for the entry of the municipality of 
Plasnica into the second phase of fiscal decentralization. 

In 2024, the Ministry of Finance will continue the activities related to the initiated reform for the advancement of fiscal 
decentralization, which offers a serious systemic solution for stable municipal finances that will represent responsible 
municipalities and the delivery of quality and efficient services to citizens. The reform consists of three pillars: increasing 
the fiscal capacity of the municipalities and increasing the revenues of the municipalities, increasing the financial 
discipline of the municipalities, reducing debts and household operations and increasing transparency and 
accountability. 

In 2024 and in the medium term, with the aim of advancing fiscal decentralization, more activities and measures are 
foreseen to improve the fiscal capacity and increase the revenues of municipalities, increase fiscal discipline and 
increase transparency and accountability in their work. 

The amendments to the Law on Financing of Local Self-Government Units ensure the improvement of the fiscal 
capacity and increase of the revenues of the municipalities, through a gradual increase in the rate of income from the 
value added tax that is distributed to the municipalities and income from the personal income tax. 

Income from personal income tax gradually increased from 3% to 6% until 2024 and as a result of these changes in 
2024 municipalities will receive 6% of collected income from personal income tax. 

Revenues from the value added tax in 2024 will be provided in the amount of 6% of the collected value added tax 
realized in the previous fiscal year. They are distributed in three parts: basic part - 4.5% of the collected value added 
tax realized in the previous fiscal year, part for performance - 0.75% of the collected value added tax realized in the 
previous fiscal year and part for equalization - 0.75% of the collected value added tax realized in the previous fiscal 
year. The performance section rewards municipalities that have a better realization of own revenues compared to 
planned own revenues and a higher collection of own revenues in the current year compared to the average of realized 
own revenues in the previous three years. The equalization part is intended to overcome differences according to the 
fiscal capacity of municipalities due to limited capacity of resources, that is, municipalities that have lower income from 
personal income tax per inhabitant receive additional funds for 2022 and 2023, in which the criteria are determined 
according to which the funds are distributed in the basic part, the equalization part and the performance part. As a 
result of the changes in the Law for the year 2024, the revenues from the value added tax are planned at 4,349 million 
denars, with a tendency to increase the amount in the next medium-term period. 

In the area of activities related to increasing financial discipline and efficiency, reducing and reprogramming the due 
and unsettled obligations of the local self-government units, the Ministry of Finance will give the municipalities the 
opportunity to use one of the three credit instruments, in order to overcoming the problems with due and unpaid 
obligations and that: 

 use of conditional credit (standby) from the Ministry of Finance. 
 issuance of a municipal bond for a known buyer - Ministry of Finance. 
 issuance of a structural bond by the Ministry of Finance. 
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This way of solving problems with unpaidg obligations is related to fulfilling the conditions for declaring financial 
instability. At the same time, this section strengthens the entire procedure from the moment of announcement to the 
part of overcoming financial instability. 

In order to regulate the issue of unpaid overdue obligations during 2024, it is planned, with technical assistance from 
USAID, to submit the prepared special Law on Municipal Debt Management to the Assembly of the Republic of North 
Macedonia for adoption and to pass by-laws related to the law. 

In the part that refers to the strengthening of the fiscal responsibility of the municipalities with the legal amendments, 
an increase in the transparency of the operations of the municipalities is expected, with which the municipalities have 
the obligation to publish financial data in a transparent manner on their websites, as well as increased accountability 
in the spending of all funds that are allocated by the state.The website of the Ministry of Finance will continue to publish 
data on the execution of the revenues and expenditures of the municipalities and on the arrears reported in the 
Electronic system for reporting and recording obligations on a quarterly level, and in the Annual Report on the Budget 
of the Republic of North Macedonia the Annual report on the budgets of the municipalities is also included. With the 
support of UNDP, the financial indicators from the periodic financial reports will continue to be published on the website 
of the municipalities and on the website of the Ministry of Finance. 

By improving the efficiency of the administration and finding new local revenues, actions will be taken to increase their 
own revenues. 

During 2024, the activities for the adoption of a new Law on the financing of local self-government units will be 
intensified in accordance with the assessment of the existing law prepared with the technical assistance of UNDP 
during 2022, and the conclusions and recommendations obtained will be a good basis for preparation for adoption of 
a new Law. At the same time, the new Law on the financing of local self-government units will be harmonized with the 
new Law on budgets, and by the end of the year, activities will be undertaken to enact by-laws. 

With subsidies from the Budget of the Republic of North Macedonia and from the budgets of the funds, additional 
revenues are provided in the budget of the municipality for financing its competences determined by law. The following 
are distributed from the Budget of the Republic of North Macedonia: block grants for the transferred competences in 
the field of primary and secondary education, culture, kindergartens and homes for the elderly, a dedicated grant for 
fire protection, as well as capital grants from the Central Budget. In the Budget of the Republic North Macedonia for 
the year 2024, an additional 1,362 million denars have been provided for the financing of the transferred trusts.The 
additional increase is intended to finance the increased wages, as well as to finance the increased costs of transport 
and electricity. 

Competent ministries and funds are preparing a methodology for determining the criteria for the allocation of block 
grants, which is based on a formula using appropriate indicators of needs for each program. The Government of the 
Republic of North Macedonia adopts a Decree on the methodology for determining the criteria for the allocation of 
block grants at the proposal of the competent ministry, after prior consent of the Ministry of Finance and the Commission 
for Monitoring the Development of the Municipal Financing System. In the past period, certain problems, unclear criteria 
for distribution, resulting in an uneven distribution of funds according to needs, have been found in certain transferred 
competences. Because of this, in certain municipalities there is a lack of funds from the block grants, which would 
cover all costs in the operation. With the aim of a more equal distribution of subsidies by municipalities, in cooperation 
with the competent ministries that transfer funds as block and dedicated subsidies for the transferred competences in 
the field of primary and secondary education, culture, child protection and protection of the elderly and fire protection, 
it is necessary to make a comprehensive analysis of the criteria according to which funds are allocated for the individual 
transferred competences and to determine a new model of allocation of funds according to needs, which will offer a 
higher quality of services. The Ministry of Education and Science, in cooperation with UNICEF and the World Bank, is 
already working on establishing new criteria for the distribution of the block grant for primary education based on a set 
standard per student, while proposing reforms in the optimization of the school network, reduction of the teaching staff 
and harmonizing the required number of teachers with the number of students, as well as improving conditions in 
primary schools and improving the curriculum. The goal is to improve the efficiency and effectiveness of primary 
education, while at the same time ensuring equality in access to schools. The proposals for the new criteria have 
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already been presented to the Ministry of Finance and the Commission for Monitoring the Development of the Municipal 
Financing System. In the coming period, the criteria for the distribution of the block subsidy for secondary education 
will also be considered. In the coming period, the Ministry of Finance, with technical assistance from SIGMA, will work 
on analyzes of the existing methodologies for the distribution of block grants in culture, kindergartens and the dedicated 
grant for firefighters. It is expected to receive proposals to improve the criteria using the experiences of other countries 
that give positive results. Efforts will be made to introduce criteria that would realistically determine the necessary 
amount of funds that would cover all costs for the transferred competences and improve the quality of services. 

The Government of the Republic of North Macedonia has established an Interdepartmental Working Group for 
overcoming the problems of fire protection and analysis of the situation in this area, in which a dedicated grant is 
awarded. The working group is working on amending the Law on Firefighting, especially in the part of adjusting the 
salaries and allowances of firefighters, determining the required number of firefighters according to the criteria 
established in the Law, as well as solving other problems faced by this transferred authority. 

Through the competent ministries and other state institutions, funds are distributed to the municipalities in the form of 
capital subsidies for the implementation of capital infrastructure projects in the municipalities. The distribution is carried 
out according to the Program which is carried out by the Government at the proposal of the competent ministry, so that 
generally there are no established criteria for the distribution of the capital subsidies that would have been previously 
adopted by the Government. The government will lead a policy of grouping all capital investments for LGUs in one 
place. The funds resulting from the programs of the ministries and agencies and intended for municipal and regional 
projects will be united, while the coordination system for the distribution of funds according to established criteria will 
be carried out by the Council for balanced regional development. For greater certainty in the planning and realization 
of these capital investments, three-year budgeting will be established. In cooperation with the ministries and institutions 
from which capital subsidies are transferred to the local self-government units, it is necessary to develop Decrees for 
the distribution of capital subsidies, in which transparent criteria will be determined based on which each municipality 
would receive a capital subsidy. In order to solve this issue, it is necessary to form an intersectoral working group, 
which will include representatives from the ministries and institutions from which capital subsidies are transferred to 
the municipality, and to conduct a comprehensive analysis of the distribution of capital subsidies and determine criteria 
for the distribution of capital subsidies, that is, adoption of Decree/s for capital grants. During 2023 and 2024, UNDP 
will support the Ministry of Finance in reforming the normative framework for designing a formalized system of capital 
transfers. In doing so, several models will be proposed for the reform of the distribution of capital grants, that is, whether 
a unified model will be accepted for all users of the central budget or whether special models for the distribution of 
capital grants will be proposed. The goal is to reform the system of capital subsidies and provide practical solutions for 
designing transparent and objective criteria for the distribution of capital subsidies.In doing so, it is necessary to develop 
a Methodology for the distribution of capital subsidies, which contains unified, transparent and clear criteria, as well as 
a proposal for the establishment of ex post evaluation of realized projects financed through capital subsidies and 
possible inclusion of the success of the assessment in the distribution criteria. 

Stable incomes are ensured by allocating funds from the rent of agricultural land owned by the Republic of North 
Macedonia to the municipalities in the ratio of 50% for the Budget of the Republic of North Macedonia and 50% for the 
municipalities and municipalities in the city of Skopje, which are distributed from 2018, depending on the location of 
the agricultural land that is subject to leasing, under a condition that the realization of income from real estate tax in 
the previous year is over 80% in relation to the planned income. There is also an increase in their own revenues from 
the funds allocated to the municipalities from the compensation charged from the concession for the use of water 
resources for the production of electricity in the ratio of 50% for the central budget and 50% for the municipalities, 
depending on whose area it is carried out the concession activity. 

The increase in the municipalities' own revenues, especially the revenues from real estate taxes, is ensured by a better 
coverage of the tax base of natural persons and legal entities and a reassessment of the value of real estate. In the 
coming period, it is expected that higher revenues will be achieved by determining the real market value of the real 
estate, especially after the completion of the procedure of recording and legalization of illegally built buildings on 
construction and agricultural land. Taking into account the latest changes in the Law on Property Taxes, in the coming 
period it is foreseen that the revision of the market value of the real estate, which represents the tax base of the property 
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tax by the municipalities, the municipalities of the city of Skopje and the city of Skopje, will be carried out every four 
years for the purpose of harmonization with the actual situation. The property tax rates for real estate that is not used 
by the owner or is not rented for longer than six months during a year, and is owned by the state, the municipalities, 
the municipalities in the city of Skopje, the city of Skopje, as well as physical and legal entities, is increased by three 
times in relation to the performances prescribed by law. Property tax rates on agricultural land that is not used for 
agricultural production are increased by three times in relation to the basic rates. The tax basis for determining real 
estate tax will be the amount of the market value, instead of the estimated value determined in the Methodology for 
determining the market value of real estate. It is also necessary for the municipalities to issue and deliver the tax rulings 
to the taxpayers in a timely manner. An increase in the property tax rate, for high value properties, could be an additional 
source of revenue, as once the rate is increased, it is essential to provide assessment and audit facilities in order to 
avoid reporting the property at a lower value. With technical assistance from SIGMA, opportunities for increasing local 
revenues based on EU best practices will be developed with a focus on increasing own revenues and making a 
comparative analysis of EU best practices, as well as recommendations for increasing current local revenues and 
introducing of new local revenues. 

Furthermore, the municipalities will continue to carry out the transferred competences for the management of 
construction land and the treatment of illegally built structures on construction and agricultural land, for which 
appropriate sources of revenue have been determined for the municipality's budget. At the same time, it is necessary 
to work on strengthening the personnel capacity of the municipalities. 

In the next medium-term period, the implementation of the Law on Balanced Regional Development and the Strategy 
for Balanced Regional Development for the period 2021-2031 is expected. The Government of the Republic of North 
Macedonia  will continue with the activities for balanced regional development and advancement of all regions in the 
country. The implementation of the Strategy for balanced regional development of the Republic of North Macedonia 
2021-2031 in the eight planning regions (Vardar, East, South-West, South-East, Pelagonia, Polog, North-East and 
Skopje) with better vertical and horizontal coordination of national and local policies and integrated development 
projects adapted to local needs and conditions will ensure a more balanced and territorially oriented local development. 
In the Program for the Implementation of the Strategy for Balanced Regional Development of the Republic of North 
Macedonia 2021-2024, a wide body of activities, programs, followed by financial instruments, which will lead to a more 
balanced regional development of the country in the period in question, are presented. The Council for Balanced 
Regional Development will continue to play a significant role as a promoter of the partnership between the 
regions/municipalities and the Government and within its framework will coordinate the use of funds from all sectoral 
programs intended for planning regions and municipalities. Special efforts will be made to support municipalities, by 
encouraging local development by supporting local projects and harmonizing them with national ones. The goal of 
fiscal equalization in the context of the Regional Development Strategy is to ensure an equal supply of public goods 
and services to all units of local self-government, achieving a complementary effect of achieving greater balance in the 
development of separate planning regions. In solidarity, helping the financially weakest municipalities, i.e. the 
municipalities with the lowest revenue collection capacity, positively affects their development, but at the same time, 
the development of the planning region to which they belong. 

The Program for Sustainable Local Development and Decentralization for the period 2021-2026 has been adopted, in 
2023 the activities around the Action Plan for the Program for Sustainable Local Development and Decentralization for 
the period 2021-2026, for the period 2021-2023, will end. The program reflects the continuous interest of all 
stakeholders in the continuous development of local self-government, as the level of government closest to the citizens. 
The Program covers all significant aspects of the decentralization process that contribute to the alignment of the local 
self-government system with the normative, institutional, political and administrative criteria and standards of the EU 
and the achievement of the sustainable development goals of the UN. A Coordinating Body has been established to 
monitor the implementation of the Program and action plans, consisting of 22 representatives from the ministries and 
ZELS. During 2024, a report will be prepared for the implementation of an Action Plan for the Program for Sustainable 
Local Development and Decentralization for the period 2021-2026, for the period 2021-2023, and activities will be 
carried out for the preparation of an Action Plan for the Program for Sustainable local development and decentralization 
for the period 2021-2026, for the period 2024-2026. 
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At the same time, the sectoral working group for regional and local development has the obligation to carry out tasks 
at the expert level, related to the formulation and implementation of national sectoral policies, including those related 
to EU integrations and donor aid in general and the IPA program. 

Municipalities receive a large part of the funds intended for local and regional development from the State Budget 
through the relevant ministries, they receive donations from various sources, funds from the IPA funds and credit lines 
for financing infrastructure projects. Therefore, the municipalities do not always have insight into the possibilities for 
financing capital infrastructure projects, and at the same time, due to limited personnel capacities, they cannot provide 
financial means for the realization of capital investments in the municipality. The working group was formed by 
representatives from the Ministry of Justice, the Ministry of Local Self-Government, the Ministry of Finance, the Bureau 
of Regional Development, the Cabinet of the Deputy Prime Minister for Economic Affairs, the Ministry of Political 
System and Community Relations, the Ministry of Information Society and Administration and ZELS with the aim of 
finding a legal solution for the establishment of the Agency for Regional and Local Development, which would have 
broader powers than those of the Bureau for Regional Development, through which the municipalities will be given the 
opportunity to provide additional financial resources from various sources for financing capital investments, which will 
improve local and regional development. With the existence of this Agency, the funds that would be provided from 
various sources and are intended for regional and local development would be distributed according to established 
criteria and according to the needs of the municipalities and the region. The work of the Agency will be coordinated by 
the Ministry of Local Self-Government. The Ministry of Local Self-Government, based on the information submitted to 
the Government on the models for the transformation of the Bureau for Regional Development into the Agency for 
Local and Regional Development, is tasked with starting the legal procedures and activities during 2024. 

In addition to support in relation to the transfer of responsibilities for collection of part of the public revenues, as well 
as transfers from the central budget, assistance in building municipal capacities is also implemented through central 
government projects financed through international financial institutions. 

In 2023, the implementation of the Municipal Services Improvement Project (MSIP), which is implemented by the 
Ministry of Finance with the support of the World Bank and the European Commission, will be finalized, which started 
a decade ago, its total fund is over 100 million euros and aims to improved municipal services through loans and grants 
to municipalities for the implementation of capital projects for water supply, sewage and waste water disposal, energy 
efficiency (street lighting, insulation of municipal buildings, etc.), local road infrastructure (modernization and 
reconstruction of streets and roads), communal services (purchase of vehicles for public utility companies), as well as 
other municipal services and competences (construction of kindergartens , green markets, infrastructure in industrial 
zones, etc.). 

Through the Local Roads Project, which is part of the current Cooperation Framework with the World Bank and is 
implemented through the Ministry of Transport and Communications, 70 million euros are intended to be distributed to 
all 80 municipalities for the construction and rehabilitation of local roads and streets, as and on other road infrastructure 
in local self-government units. With this direct aid from 500 thousand euros to 2 million euros per municipality 
(depending on the project with which they will apply), action is taken to improve the local infrastructure in the 
municipalities. 

In the next period, the implementation of the Project for energy efficiency in the public sector will continue, which is 
implemented through the Ministry of Finance with the support of the World Bank with a loan agreement in a total fund 
of 10.5 million euros. The project for energy efficiency in the public sector will be implemented through the Project Unit 
for the Improvement of Municipal Services - MSIP. The main goal of the implementation of this project is to reduce 
energy consumption in the public sector, and also to improve the level and quality of public facilities and public lighting. 
All local self-government units have the right to use the funds from this component. The amount of the loan for a local 
self-government can vary from 50 thousand to 750 thousand euros and it depends on the free borrowing capacity of 
the municipality and the estimated value of the proposed municipal project. By signing an agreement with the Ministry 
of Finance, the municipality will receive 80% of these funds as a subloan, while the remaining 20% as a grant. At the 
same time, the Ministry of Finance, within the funds provided for the Project, will also cover the costs for the preparation 
of an energy audit and technical documentation for the projects. 
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Another large project that has been implemented in the past ten years, in the direction of improving the municipal 
infrastructure, is "Water supply and wastewater disposal", financed by the European Investment Bank (EIB), World 
Bank, KfV, IPA and budget funds, and implemented by the Ministry for transport and communications. With funds worth 
100 million euros, all municipalities are supported for the construction of better infrastructure for water supply and 
treatment plants. This project will continue in the future through the Ministry of Environment and physical planning, with 
an additional fund of funds to support the improvement of local infrastructure. 

In the next medium-term period, it is planned to establish indicators for monitoring fiscal decentralization, increasing 
the efficiency in the collection of local taxes, improving the effectiveness and profitability of public enterprises in the 
municipalities, as well as increasing the transparency and accountability of the municipalities. In cooperation with 
foreign donors, work is underway to create a municipal "sustainable development index" that is aligned with the 
Sustainable Development Goals and will serve as an instrument of local development policy, helping authorities at all 
levels to plan and distribute development funds for promote balanced socio-economic growth and facilitate monitoring 
of development progress. 

Increasing the financial discipline of municipalities, reducing debts and household operations will be priorities in the 
coming period, and measures will be taken for real planning of revenues and expenditures of municipalities, 
rationalization in operations and reduction of unnecessary expenditures, regular servicing of obligations, greater 
financial discipline, improvement of procedures for declaring financial instability and analysis of existing obligations of 
municipalities and local public enterprises. 

 In the direction of increasing transparency and accountability and promoting fiscal decentralization, control by the state 
will be increased, especially by the Financial Inspection in the public sector with regard to the Law on reporting and 
recording of obligations and reports of non-compliance with the Law on Financial discipline, measures will be taken to 
increase the transparency of municipalities through the publication of financial reports in a transparent and 
understandable manner, and action will be taken towards greater accountability for the use of budget funds. 

A process of public consultation and discussion with ZELS and other stakeholders regarding the proposals for the 
reform has already begun, in coordination with the Working Group for Continuing the Decentralization Process, 
established by the Government, in which the Ministries of Political System, Finance, for local self-government and 
ZELS. One of the government's priorities is the continuation of the decentralization process in the direction of greater 
democratization, better public services and enhanced local development in the interest of citizens. 

Table 4.8. Medium-Term Projection of Local Government Budget (Denar million) 

Source: MoF and MoF projections (*) 

Public enterprises and trading companies owned by the state 

The operation of public enterprises and state-owned trading companies is regulated by the Law on Public Enterprises, 
the Law on Trading Companies, as well as by other laws that regulate the activity of the enterprise, i.e. the company 
(Law on Energy, Law on the Railway System, Law on Public roads and the like). 

2021* 2022* 2023* 2024* 2025* 2026* 2027* 2028*
Total revenues 38.366 38.716 49.902 56.003 55.963 57.878 60.788 63.784

 Tax revenues 11.280 10.716 12.454 12.873 13.190 13.520 13.870 14.230
 Non-tax income 1.280 1.419 2.644 2.770 2.875 3.000 3.140 3.240
 Capital income 1.744 1.784 2.310 2.340 2.370 2.440 2.500 2.570
 Transfers 23.386 24.105 30.817 35.972 35.480 36.870 39.230 41.696
 Donations 676 692 1.676 2.048 2.048 2.048 2.048 2.048

Total expenses 38.527 38.911 49.902 56.003 55.963 57.878 60.788 63.784
      Wages and allowances 18.847 19.899 22.078 25.055 26.270 27.140 28.070 29.670
     Goods and services 8.145 9.900 12.081 12.420 12.720 13.000 13.620 13.970
     Interest payments 37 37 63 80 80 90 100 100
    Subsidies and transfers 2.654 2.857 2.878 3.880 3.880 3.980 4.180 4.280
    Social transfers 55 67 71 90 90 90 90 90
    Capital expenditure 8.789 6.151 12.731 14.478 12.922 13.578 14.728 15.674
Balance -161 -195 0 0 0 0 0 0
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The Government of the Republic of North Macedonia is the founder of 15 public enterprises and the sole 
shareholder/partner in 15 trading companies. These entities are employers of about 15 thousand workers and they 
represent a significant part of the Macedonian economy. 

The total revenues of public enterprises and state-owned trading companies for 2022, according to the data from the 
annual reports, amount to 78.8 billion denars, the total expenses were realized in the amount of 71.5 billion denars, 
and as a final result in 2022, a profit was made in the amount of about 7.3 billion denars, primarily as a result of 
subsidies from the state budget, paid to energy companies in order to mitigate the price shock caused by the energy 
crisis. 

The financial indicators from the operation of public enterprises and trading companies are presented on a calculation 
basis, according to the prescribed accounting methodology, which differs from the methodology of budget users where 
financial data are presented on a cash basis, taking into account that these entities, the management of accounting, 
the preparation and the submission of the annual account and financial reports is carried out in accordance with the 
Law on Commercial Companies and the adopted international accounting standards and the international standards 
for financial reporting, and not in accordance with the Law on Accounting of Budgets and Budget Users. The loss 
shown in certain public enterprises and state-owned trading companies is the result of the calculated depreciation of 
fixed assets, which basically represents a calculation cost and is shown as an expense of public suffering. 

The revenues of the Budget based on the payment of dividends by commercial companies in which the state is a full 
or partial shareholder and the payment of surplus funds from the operation of public enterprises in state ownership at 
the end of 2022 amount to a total of 1 billion denars, and in 2023 year, the revenues on this basis are expected to 
amount to about 1.1 billion denars. 

On the other hand, although the annual Law on the Execution of the Budget of the Republic of North Macedonia does 
not directly cover public enterprises and state-owned trading companies, they receive transfers through their line 
ministries as budget support for the implementation of certain infrastructure projects, considering that the same perform 
activities of public interest, that is, they are entities that perform activities of essential importance for the Macedonian 
economy. 

With the amendments to the Law on Public Enterprises, and in the direction of promoting transparency, public 
enterprises have the obligation to publish annual and quarterly reports on their websites, which enables timely and 
transparent monitoring of the financial operations of these entities, while at the same time provides an opportunity for 
more realistic forecasting of the fiscal risk in this domain and timely taking of appropriate measures. Starting from 2020, 
the Ministry of Finance publishes on its website consolidated quarterly data on realized revenues and expenditures at 
the level of a public company/commercial company in state ownership. 

Public enterprises and state-owned trading companies, in accordance with the Law on Reporting and Recording of 
Liabilities, have the obligation to report on a monthly basis the assumed and unpaid liabilities and the due and unpaid 
liabilities in the Electronic System for Reporting and Recording of Liabilities, for the management of which the Ministry 
of Finance is responsible. Based on the recorded data on the reported obligations, the Ministry of Finance continuously, 
on a quarterly basis, publishes summary reports on its website, which further contributes to strengthening and 
increasing transparency. 

The Government of the Republic of North Macedonia, as the founder of state-owned public enterprises and trading 
companies, continuously monitors their financial operations through annual accounts and annual reports, quarterly 
reports, financial plans and investment programs, during the review and approval of which indications and remarks are 
given to the competent authorities of the enterprise/company that are in the direction of reducing non-productive 
expenses, taking measures for collection of uncollected claims and timely settlement of obligations. 

And during 2023, public enterprises and state-owned trading companies continued to work in limited and difficult 
conditions, primarily as a result of the energy and economic crisis, which largely contributed to them facing problems 
in the area of collection of claims, maintaining current liquidity and timely settlement of obligations to suppliers, the 
state and employees. 




