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Executive summary

EXECUTIVE SUMMARY
Organization of Employers of Macedonia (ORM)
and Business Confederation of Macedonia
(BCM), with support from the International Labour Organization (ILO) are dedicated to improving the environment for sustainable growth of
enterprises. For this purpose the key actual areas which are limiting the favourable business
environment in Macedonia, were identified and
were further investigated. As key areas were
selected: enabling legal and regulatory environment, rule of law and secure property rights, access to financial services, fair competition and
entrepreneurial culture.
The research “Enabling Environment for Sustai
nable Enterprises” was conducted by the Macedonian Center for International Cooperation
(MCIC) and M - Prospect. The study included a
combined methodological approach. Both organisations of employers identified through focus groups the key areas for current employers in
the country and out of 17 pillars of the ILO framework for the development of enterprises were selected the five mentioned above. For these five
key areas questionnaire as a basis for interviews
with top leaders of 170 Macedonian companies
was developed. Survey results were used together with secondary data. This included research of
previously available and reliable data from the

World Bank, International Monetary Fund, the
International Labour Organization and other institutions. As comparing countries on the basis
of common history, geographic proximity, and
similarity of size selected are: Serbia, Bulgaria,
Croatia and Slovenia, and as a country that had
rapid economic development is chosen Republic
of Ireland.
Running a business in Macedonia is relatively
easy, but companies complain that the quality of regulation is relatively low. Respecting the
regulation is a burden for Macedonian companies in terms of time required to comply with it,
expenses, high fines and frequent changes in
the regulation. Further progress is required in
improving the conditions for enterprises to be
able to exit the market, mainly the bankruptcy
proceedings. Labour legislation is insufficiently
flexible, especially in termination of contracts,
official holidays, types of employment contracts
and overtime. Regulation of health and safety
is a financial burden for most enterprises. Complete depoliticization of labour inspections is
necessary.
The country needs to strengthen the rule of law,
which is related to the transparency of policymaking, the effectiveness of the legal framework, execution of laws, and operation of the
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Executive summary

The growth of
firms is mainly
based on selffinancing of
enterprises

judicial system. Related to this, is the need to
reduce the cost of executing contracts, as well
as to improve the effectiveness of mechanisms
for executing contracts and resolving disputes.
Corruption is a significant obstacle to successful operating of companies. Property rights are
generally protected, although uncertain property
rights have a major negative impact on investment decisions. Changes of detailed urban plans
by municipalities should be in the interest of the
business.
The growth of firms is mainly based on self-financing of enterprises, with a strong preference
of financing with retained earnings or new, private or family capital / capital from friends. Debt
financing is lowest in relation to the compared
countries. Business angels, venture capital and
initial assistance to new businesses are not as
much practiced and available at the same time.
Banks are a key source of external financing. The
top three barriers to access to loans include: excessive interest rates, banks do not want to take
risks, banks require too much documents (information) to approve a loan. External finances
have a significant effect on production. Financial
products are not adapted to the needs of companies of different sizes, and the policies, regulations and services to promote access to financial
services to small and medium enterprises are
not implemented enough.
The unequal treatment of companies and widespread grey economy are harmful to competi-
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tiveness. Macedonian companies invest little
in R&D, although they claim that they use new
technologies. Protecting intellectual property is
not considered a major obstacle to doing business in Macedonia, although this conclusion
may be associated with low levels of innovation,
not the quality of regulation. The perception
of the employers regarding the labour costs in
Macedonia is that they are relatively high due to
high taxes for employees (mainly social security
contributions). Wage growth is not closely linked
to productivity growth nor skills, which may have
harmful effect on the competitiveness of enterprises. System for negotiating salaries should be
improved. There is need for government policies
that support the growth of productivity of enterprises, including training of staff.
The Government of Republic of Macedonia is
continually improving conditions for starting
a business in the country, such as low taxes,
subsidies for investment for foreign investors,
eased procedures for business registration, electronic registration, etc. However, challenges that
need to be overcome for development of entrepreneurship are identified: low entrepreneurial
spirit and culture, difficult access to (innovative)
financing, unavailability of information on starting a business, introducing new regulations with
financial implications for firms, property rights
issues, low level of cooperation between businesses, suppliers of business services and higher education institutions, as well as insufficient
support for the women entrepreneurs.

Recommendations

RECOMMENDATIONS
industries, regions etc. Reports should be
published on web sites and be available to
the public. In addition, quarterly thematic
sessions of the Economic and Social Council focused on inspection work and the fight
against the grey economy should be introduced.

Recommendations for overcoming obstacles to
favourable environment for sustainable enterprises are listed in the relevant chapters. Key
recommendations are listed below.
•

•

Improving the quality and transparency of
regulation by additional consultation with
the business community, with a stronger role
of the Economic and Social Council, timely
publication of revised versions of the laws,
and a long period for adjustment to changed/
new regulations.
For improvement of labour legislation and
administration, a plan should be prepared for
gradual flexibilization of labour law in the area
of termination of labour contracts, holidays,
types of employment contracts and overtime. Flexibilization needs to be combined
with measures for increasing the health and
safety at work. At the same time, the capacity of the State Labour Inspectorate should be
improved and labour inspections completely
depoliticized. The principle “Warning before
punishment” should be applied in the penalty legislation and inspections.

• It is necessary to improve the cooperation in-

spections - enterprises. An obligation should
be introduced to all inspection body to inform
quarterly for conducted inspections, covered

• All public institutions should analyse the ar-

eas of their operation where there is a high
potential for corruption and to propose measures for prevention of corruption.
•

Access to finance for the private sector to
be increased, with measures of the National
Bank of the Republic of Macedonia (Central
Bank), with availability of investment loans,
with government subsidies for interest rates,
with development of new financial products,
as well as strengthening of financial information and knowledge.

• To introduce “Think small first” principle at all

levels of government and all stages of policy
creation. To conduct a detailed assessment
of the expenses of regulation on micro and
small companies. The government should
implement policies, regulation and measures
to encourage financial institutions to provide
loans to small and medium enterprises.
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Recommendations
• To align wage growth with productivity

• To continue with intensive promotion of en-

growth, so that wage growth to be slightly below the growth of productivity.

trepreneurial culture, and further increase
of the flow of information about starting a
business, introducing innovative financing
and new tax incentives for starting up business. For greater involvement of women who
run business or are employed, social services
for families should be strengthened and expanded.

• Continue the reform of the system of voca-

tional education and training, and continuous improvement of the quality of adults’
education system. To increase the cooperation between the education institutions and
business sector ensuring transfer of practical
knowledge and innovation that will result in
increased matching between supply and demand in the labour market and greater business innovation.
• To promote workers’ training, which is cur-

rently at low level, through establishment of
fund for co-financing of training of employees. Moreover, to introduce obligation for
managers, proportionate to the size of firms,
to attend management training either in the
country or abroad.

8

• Regular monitoring of implementation and

impact of the strategies related to research
and development, and progress reports to
be made available to the general public.
Special financial funds for investment in new
technologies and establishment of domestic
brands to be provided.
• To increase the internationalization of busi-

nesses, focusing on the region, but with key
role of business organizations who need to
facilitate this process and to connect businesses with quality providers of business
services.

Introduction

The face to face
surveys were
conducted
with the top
management of
each company.

INTRODUCTION
Organization of Employers of Macedonia (ORM)
and Business Confederation of Macedonia
(BCM), with support from the International Labour Organization (ILO) implemented a project
for improving the environment for sustainable
growth of enterprises. For this purpose the key
areas which are limiting the favourable business
environment in Macedonia, were identified and
were further investigated. As key areas were
selected: enabling legal and regulatory environment, rule of law and secure property rights, access to financial services, fair competition and
entrepreneurial culture. The study “Enabling
Environment for Sustainable Enterprises” was
conducted by the Macedonian Center for International Cooperation (MCIC) and M - Prospect.

Methodology
The research involved combined method approach. At the beginning of the study, four focus groups were organized in order to ‘narrow
down’ and identify critical issues and relevant
areas for the employers in the country. The participants of the focus groups were part of the top
management in companies that are members of
the Employers Organization of Macedonia and
the Business Confederation of Macedonia. After
the discussions, five out of 17 pillars of the ILO

framework were selected. A questionnaire was
then developed based on these five pillars for
the face-to-face survey interviews phase.
The format of the questionnaire and the measurement was based on ILO EESE Toolkit. The survey
was conducted on a sample of 170 companies
(Annex 1) and is representative of the national
distribution of companies based on industry and
size of company (number of employees). In each
of the segments, companies were selected randomly from the EOs database of companies. The
face to face surveys were conducted with the top
management of each company.
The survey results were used in preparation of
the final EESE report in combination with secondary data gathered with desk research. The
latter included exploring previously available
and reliable data from the World Bank, International Monetary Fund, the International Labour
Organization and other institutions. As comparing countries on the basis of common history,
geographic proximity, and similarity of size selected are: Serbia, Bulgaria, Croatia and Slovenia, and as a country that had rapid economic
development is chosen Republic of Ireland.
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Enabling legal and regulatoryenvironment

Companies
deserve quality
regulation and
its fair implementation

1

ENABLING LEGAL AND REGULATORY
ENVIRONMENT

In market economies, the economic activity is
mainly driven by the private sector. Companies
are main suppliers of jobs, incomes, goods and
services. In such an environment, governments
have a role in ensuring that the markets are efficient and well-functioning, and that market
failures are corrected. This role, inter alia, entails
an enabling legal and regulatory environment,
given that regulations affect the behaviour of
the private sector including companies. Indeed,
the “enabling legal and regulatory environment”
is one of the 17 pillars in the Enabling Environment for Sustainable Enterprise (EESE) study
of the International Labour Organization (ILO),
and is among the five most important pillars in
Table 1.1. Ranking in the Ease of Doing Business
Country

2011

2012

Macedonia

22

23

Ireland

16

15

Slovenia

35

35

Bulgaria

64

66

Croatia

80

84

Serbia

95

86

Source: World Bank, Doing Business, databank
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Macedonia that were identified by the Business
Confederation of Macedonia (BCM) and the Organisation of Employers of Macedonia (ORM).
This particular pillar consists of seven sub-areas:
general regulation, taxation, bankruptcy laws, labour laws, labour administration, planning laws
and occupational health and safety at work (the
latter two have not been identified as critically
important issues by the companies). We proceed
with providing an assessment on how enabling
Macedonia’s legal and regulatory environment is
for the companies, followed by an analysis of the
primary data gathered by the EESE study (interviews).

1.1. General Regulation
The World Bank’s Doing Business (DB) study
provides a quantitative assessment of the overall business environment and the protection of
property rights for the small and medium enterprises (SMEs) by analysing the regulations that
affect 11 areas of a company’s life. Based on
the latest data for 2012, the Macedonian economy is ranked 23rd place in terms of ease of doing business out of 185 economies around the
world. As Table 1.1 shows, between 2011 and
2012 the ranking of the country has been moderately worsened. In previous years, Macedonia
was three times among the top 5 reformers (in

General Regulation
2008, 2010 and 2012). In comparison, only in
Ireland doing business is easier than in Macedonia, whereas in Slovenia, Bulgaria, Croatia and
Serbia, firms experience greater difficulties and
burden in their business operations.
Within the 11 areas/sub-indicators, Macedonia
is ranked worse in the “getting electricity” area,
at 101st place, and in “trading across borders”,
at 76st position. Still, these two areas were not
raised as priority areas for improvement within
the EESE survey of Macedonian companies.
A more specific indicator of the overall regulation
is the Regulatory Quality Index of the World Bank.
This index measures the ability of governments to
provide sound policies and regulations that enable and promote private sector development.
According to this index, Macedonia, along with
Serbia, has a relatively low quality of the regulatory environment (see Table 1.2).1 Ireland has best
ranking compared to the listed economies, at the
95th percentile across all countries.2
Table 1.2. Regulatory quality index, 2011
Percentile
Rank (0-100)

Governance
Score
(-2.5 to +2.5)2

Macedonia

59.7

0.33

Ireland

95.3

1.65

Slovenia

73

0.63

Bulgaria

70.6

0.56

Croatia

70.1

0.56

Serbia

53.1

0.01

Country

Source: World Bank, Governance matters database

An additional valuable source of data and assessment of the regulatory environment is provided by the Global Competitiveness Index (GCI)
1 The Worldwide Governance Indicators (WGI) are a
research dataset summarizing the views on the quality
of governance provided by a large number of enterprises,
citizens and expert survey respondents. These data
are gathered from a number of survey institutes, think
tanks, non-governmental organizations, international
organizations, and private sector firms.
2 The estimate of the governance is measured on a scale
from app. -2.5 to 2.5. Higher values indicate better
governance

of the World Economic Forum (WEF).3 Table 1.2
shows country’s ranking in terms of the burden
of government regulation on firms (a sub-index
of 1st pillar: Institutions, 1.A. Public institutions).
On a scale of 1-7 (where 1 is the largest burden
and 7 is the lowest burden), data for Macedonia
show that the burden of the government regulation is perceived at the level of 3.5, a second
best result next to Ireland. Bulgaria, Slovenia,
Serbia and Croatia all have worse government
regulation assessed by the burden it causes to
the businesses.
Table 1.3. Burden of government regulation, (1-7,
7 being the best), 2012 (edition 2013-2014)
Country

Value

Rank

Macedonia

3.5

54

Ireland

3.8

46

Slovenia

3.0

109

Bulgaria

2.7

124

Croatia

2.4

136

Serbia

2.3

139

Source: World Economic Forum, Global Competitiveness
Index, data platform.

According to the ES, general regulation in Macedonia presents a large burden to companies. In
particular, as Figure 1.1. shows, a large majority
of respondents (over 80%) agree that conforming to general regulation takes much of the company’s time. Moreover firms report challenges in
complying with the frequent legislative changes.
Thus, frequent legislative changes seem to be
the major concern and obstacle for Macedonian
companies. About 84% of companies think that
regulations serve the purpose of filling the state
budget.

3 The World Economic Forum draws its data from two
sources: i) international organizations and national
sources, and ii) its own annual Executive Opinion Survey.
Data that are derived from the World Bank database on
Doing Business are focused on SMEs.
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General Regulation / Taxes
Figure 1.1. General regulation as a constraint and burden to companies
36,5

Frequent legislative changes are major issue

95,9
37,1

Frequent legislative changes constrain
long-term planning

95,3
48,8

Rigorous penalty provision

92,4
48,8

Business community should participate in preparation of legislation

91,2
20,0

Time spent on dealing with regulation

88,2
29,4

Regulations for budget revenues

81,8
0

20

40

Completely agree (% of total)

60

80

100

Agree (% of total)

Source: Employers’ Survey-2013

Conclusion:
Secondary data analysis shows that the country
fares relatively good in terms of the overall ease
of doing business, although the quality of the
regulation is assessed as relatively poor. Government regulation does not pose a great burden to firms, which might be related to the (poor)
implementation. Interestingly enough, the areas
where much improvement is needed in the ease
of doing business (the access to electricity and
trade across borders), as identified in the Doing
Business, were not recognized within the focus
group discussions as important issues.
An additional insight obtained from the primary
data shows that firms feel overburdened with
the regulation in terms of the time needed to
comply with it, costs, high penalties and frequent changes.

1.2. Taxes
Governments mainly rely on collected taxes to
provide services (such as schools, hospitals,
etc.) to the society. Greater revenues from taxes
imply that the citizens and firms would receive
more and/or better services by the Government.
However, excessive taxes represent a burden to
companies (and individuals) and can therefore
lead to either distractive business environment
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or high tax evasion. In the period from 2006 onwards Macedonian companies and citizens have
witnessed few tax reforms. Starting from 2007,
a flat tax system has been introduced with one
marginal tax rate of 12% in 2007 and then 10%
from 2008 onwards (for the profit and personal
income tax), from previous progressive tax rates.
Moreover, in 2007 the Government has introduced zero tax rate on reinvested profits. Clearly,
the Government’s goal is to promote the country
as a low-tax business environment. In addition,
the tax administration has been improved and
simplified, with special services delivered to the
large tax payers, introduction of e-taxes (possibility for on-line tax payment), etc. From 2013,
the payment of the Value added tax (VAT) is mandatorily processed electronically.
Table 1.4. below presents data on the total tax rate
as percent of the companies’ profits. Companies
in Macedonia pay lowest taxes (9.7% of profits),
whereas in the compared countries, taxes are in
range of 26-35% of the profits. This leads to an excellent ranking of Macedonia in the area of taxes,
at 2nd place in the GCI, and 9th according to the DB
ranking.
In addition, the GCI provides information on the
impact of the level of taxes on the incentives to
work or invest. As expected, based on the level

Taxes
Table 1.4. Total tax rate, %, 2012 (edition 2013-2014)

More than half

Value

Rank GCI

Rank DB

of the surveyed

Macedonia

9.7

2

9

companies

Ireland

26.3

24

26

Bulgaria

28.1

29

29

insensitive,

Croatia

32.3

45

33

meaning they

Serbia

34.0

50

34

have to pay

Slovenia

34.7

55

35

taxes regard-

Country

Source: World Economic Forum, Global Competitiveness Index, data platform, and World Bank, Doing Business.
Note: This variable is a combination of profit tax (% of profits), labour tax and contribution (% of profits), and other
taxes (% of profits).

of tax rates, Macedonia is ranked best on these
indicators (ranked 26th), meaning that least respondents perceive the level of taxes as an impediment to work or invest. The average value is
4, on scale of 1-7, where 7 means no impact at all.
Similarly, the Global Entrepreneurship Monitor
(GEM) data show that on a scale of 1-5 (least burden), firms in Macedonia value the burden of the
amount of taxes on new and growing firms at 3,
which is slightly worse than in Ireland (at 3.05),
though much better than in Slovenia (1.94).
Table 1.5. Time to prepare and pay taxes, 2012
(2013 edition)
Country

Hours

Macedonia

119

Ireland

80

Bulgaria

196

Croatia

260

Serbia

279

Slovenia

454

Source: World Bank, Doing Business.

Besides the level of taxes, the administrative
procedures related to paying the taxes can be a
burden to firms. In this regard, the DB also assesses the time that it takes to firms to prepare
and pay taxes (expressed in hours), as a measure of the administrative burden of firms in pay-

ing the taxes. Based on this indicator, firms in
Ireland need the least hours to prepare and pay
taxes (80 hours), followed by Macedonia (119
hours) (see Table 1.5.).

object that the
taxes are profit-

less of whether
a firm is making profits or
not.

Despite the low comparative level of taxation in
Macedonia, majority of surveyed firms (80%)
agree that tax burden is a major investment constraint for the firms. As Figure 1.2. shows, firms
rank the “average time to comply with tax laws”
and “cost percentage of payroll taxes” being a major issue for companies, related to the taxation. It
appears that firms complain both in terms of the
level of taxation and the administrative requirements related to the taxation. This seems to be at
odds with the analysis based on other sources of
information, mainly data drawn from international
comparison. On the other hand, the high percentage of payroll taxes is related to the high rates of
social contributions. These were reduced with the
gross wage reform implemented from 2009, but
the planned gradual reduction of rates was postponed with the start of the global financial and
economic crises4.
More than half of the surveyed companies object
that the taxes are profit-insensitive, meaning
they have to pay taxes regardless of whether a
firm is making profits or not.
4 Until 2009, the combined rate of social contributions
(pension and disability, health and unemployment
contribution) was 32% of the gross wage. Although
initially the overall social contributions rate was planned
to be reduced to 22% until 2011 (gradually, in three years’
time), the reduction schedule was more modest (to
27%), i.e. only the planned reduction in the first year was
implemented.

13

General Regulation / Bankruptcy laws
Figure 1.2. Major issue for firms related to the taxation and tax regulation
34,3

Тhe average time for firms to comply with tax laws
29,6

Тhe cost percentage of payroll taxes
12,4

Тhe reporting requirements to comply with taxation frameworks

18,9

Do not know
4,7

No answer
0

5

10

15

20

25

30

35

40

Source: Employers’ Survey-2013.

Conclusion:
International data and cross-country rankings
show that while the tax level is not perceived
as a burden to Macedonian companies, there is
much room for improvement in administration of
the taxes, particularly the time needed for firms
to prepare and pay taxes. Recent introduction of
e-taxes might lead to improvement in this area
as well (as these changes were not included in
the latest DB and GCI reports).
Data collected through the ES show contradictory picture. In particular, firms complain about
the administrative requirements related to taxes, and the level of payroll taxes (related to the
social contributions’ rates). The major issue is,
however, that taxes are profit-insensitive which
can be a large burden to firms.
Table 1.6. Resolving insolvency indicators, 2012 (edition 2013)
Rank

Time
(years)

Cost
(% of estate)

Recovery rate
(cents on the
dollar)

Macedonia

60

2

10

42.2

Ireland

9

0.4

9

86.9

Slovenia

42

2

4

49.8

Bulgaria

93

3.3

9

31.7

Croatia

97

3.1

15

30.1

Serbia

103

2

20

29.1

Country

Source: World Bank, Doing Business, databank.
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1.3. Bankruptcy laws
Besides the ease of the entry into the market,
market efficiency depends on the ease of exit
from the market. Although Macedonia in the
past has been ranked several times among the
best reformers according to the DB, its performance in terms of the exit from the market has
improved only recently. Table 1.6 shows the DB
ranking related to the time, cost and recovery
rate for insolvent companies. In 2013 (data for
2012), Macedonia was ranked 60th, out of 184
countries. Based on this data, it takes two years
for an insolvent firm to be closed down, the cost
is at 10% of the value of the estate, and business
owners are able to recover 42% of the company’s
value. Ireland and Slovenia are ranked much
better than Macedonia, with less time, cost and
greater recovery rate.
Figure 1.3. shows several indicators of business
discontinuation in selected economies (there
are no available data for the other three economies of interest). It shows that in Macedonia the
most important reason for closing the business
is non-profitability of the business, followed by
problems with getting finance. About 27% of the
businesses face problems with getting the needed finance, which is higher percentage than in
Ireland or Slovenia (though it is the single most
important reason for closing a business in Slovenia). We come back to the issue of access to
finance in section 3 of the report.
The primary research showed that majority
of companies (54.1%) have confidence in the
bankruptcy legislation and its implementation,

Bankruptcy laws / Labour law
Figure 1.3. Indicators on business discontinuation, 2012 (in %)
36,8
11,4

Business not Profitable

42,2

29,6

26,7
21,2

Problems getting Finance
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2,0

Retirement

11,2
2,2
13,0
11,9

Personal Reasons

20,1
3,6
9,8

Incident
5,5
4,4
Opportunity to Sell

3,6
0,0
2,7
7,5
7,3

Other job or Business Opportunity

3,8
7,1
3,0

Exit planned in Advance
0

20
Macedonia		

40
Slovenia		

60
Ireland

Source: data from Global Entrepreneurship Monitor, 2012.

though a large proportion (35.3%) answered that
they are not familiar with the bankruptcy legislation.

Conclusion:
The country needs to further improve the condi
tions for firms to exit the market, mainly the ba
n
k
ruptcy procedures (time, cost and recovery
rate).

1.4. Labour law
Well-functioning and efficient labour market is
an important ingredient into enabling business
environment. Moreover, quality labour regulation and its proper implementation can also
contribute to higher employment by positively
affecting both labour demand and labour sup-

ply, through reduction of transaction costs and
better allocation of labour5. This is particularly
important in an economy with unemployment
rate of 30% (in Q1-2013) and employment rate of
40%. Moreover, every one in four workers in the
country are engaged informally. The WEF calculates data on the labour market efficiency as a
composite index for which data are mainly collected through the Executive Opinion Survey of
the WEF.6 Table 1.7. presents data on the labour
market efficiency showing that Ireland is best
5

ILO, 2011; Mojsoska-Blazevski and Kurtisi, 2012.

6 It is a composite indicator that consists of several indi
cators: cooperation in labour-employer relations, flexi
bility of wage determination, pay and productivity, ri
gidity of employment index, hiring and firing practices,
redundancy costs, reliance on professional management,
brain drain and women in labour force.
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Labour law
Table 1.7. Labour market efficiency, selected indicators, edition 2013-2014 (data for 2012)
Labour market
efficiency, 1-7
(best)

LM efficiency,
rank

Cooperation in
labour-employer
relations

Flexibility of
wage
determination

Hiring and
firing practices

Redundancy
costs, weeks
of salary

Macedonia

4.1

94

112

28

43

55

Ireland

5.0

16

14

106

75

18

Slovenia

4.5

49

103

59

49

20

Bulgaria

4.2

91

114

124

142

47

Croatia

4.0

100

139

41

98

21

Serbia

4.0

106

133

65

124

71

Country

Source; World Economic Forum, GCI, database.
Note: For all other indicators than the labour market efficiency, presented data are ranks.

ranked among these economies, placed 16th in
the overall ranking. Macedonia fares relatively
poor, being ranked 94thin the overall competition. The poor ranking of the country is mainly in
the area of “cooperation in labour-employer relations” (the question asked is: How would you
characterize labour-employer relations in your
country? [1=generally confrontational; 7=generally cooperative]) as well as in the area of “redundancy costs“.
This analysis entails that the country should
continue on its reform path to improve the functioning of the labour market, as a necessary precondition for establishing full market economy.
In 2012, the country has established a statutory
minimum wage with the aim to improve the living
standard of low-wage workers. Still, in a country
with a relatively high informal sector, high mini-

mum wage might initiate transfers from formal to
informal jobs. The initial assessments of the effect of the minimum age show that the minimum
wage has influenced workers’ wages positively
(especially for workers with lower salary).
The primary research has shown that, in general, firms have positive views on the labour legislation (see Figure 1.4). However, most of the
positive statements (agree) are in the category
“somewhat agree” rather than “agree” or “completely agree”. Companies are least satisfied
with the short time period required for adoption
of new legislation, required for its application by
the companies.
Table 1.8. presents the five most important aspects of the current labour legislation that are
mostly non-conducive to enterprises. Apparently, most of the firms (13.2%) declare that termi-

Figure 1.4. Firms’ views on different aspects of the labour legislation (data in %)
86,5
Laws on worker entitlements are clearly formulated 10,0
80,6

Labour laws compatible with one another

9,4

The period between adoption of Laws and their
entrance into force adequate

54,1
28,2
0

20
Agree		

40

60

80

Disagree

Source: Employers’ Survey-2013. Note: the difference between 100% and the sum of disagree and agree percentages
are due to the “don’t know/does not apply” responses.
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Labour law / Labour administration
nation of work contracts is the major aspect of
the labour legislation which is not conducive to
enterprises. This is followed by the legislation on
official holidays (for 11.1% of firms), legislation
on the types of working contracts (10%), overtime work, recruitment, etc. The legislation on
collective bargaining, trade unions and pensions
seems to be much more conducive to enterprises in Macedonia.
Table 1.8. The 5 most burdensome aspects of the
labour legislation
Aspects of the labour legislation

% of firms responding
that the particular aspect is major burden

Termination of
employment contract

13.2%

Official holidays

11.1%

Legislation on types
of employment
contracts

10.0%

Overtime work

9.5%

Recruitment

7.9%

Dismissals

7.9%

Source: ES.

For most firms (45%), the health and safety
regulation presents a financial burden (see Figure 1.4.), whereas for 34% it is workable. About
20.6% of them do not know if the legislation on
health and safety is financial burden to firms.

Figure 1.5. Respondents’ views on the health and safety regulation
Financial burden for firms

44,7

Workable

34,1

Other

0,6

I don’t know

20,6
0

10

20

30

40

Source: Employers’ Survey-2013.

showed that more than one third of enterprises
have never had an experience where interference by inspectorates has negatively affected
their operations. Still, about 11% of companies
complain that they often experience such problems (Figure 1.6.a). Figure 1.6.b, shows that half
of the respondent think that labour administration services (thatis to say the inspections from
the State Labour Inspectorate) are politically motivated (for 26.5% of respondents this happens
sometimes, whereas for 17.1%, this is often the
case).
Figure 1.6. The impact of labour administration on enterprises
a) Interference of inspectorates has impacted unfairly
on operations
Often 10,6%
Sometimes 23,5%
Rarely 23,5%
Never 31,2%
DK/NA 11,2%

Conclusion:
There is a need for further reforms to increase
the functioning of the labour market in Macedonia, especially related to cooperation in labouremployer relations. The primary research has
shown that employers prefer more flexibility in
the labour legislation (mainly related to termination, official holidays, types of employment contracts and overtime work). The OSH legislation is
a financial burden to most firms.

1.5. Labour
administration
There is no specific secondary data available
related to the labour administration. The ES

b) Labour administration services politically motivated
Often 17,5%
Sometimes 26,1%
Rarely 13,5%
Never 8,8%
DK/NA 13,5%

Source: Employers’ Survey-2013.
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Labour law / Recommendations

Government

Conclusion:

institutions

Firms report that the labour inspections are politically motivated. Moreover, for the majority of
companies inspectorates unfairly influence their
operations.

should have
an obligation
to provide an
explanation to
the business
community for
the rejected
proposals
related to the
new or amendments to the
legislation

1.6. Recommendations
Based on the analyses performed in this section
using the primary and secondary data available,
related to the Enabling Legal and Regulatory Framework in Macedonia, we draw the following recommendations for improvement:
• the quality of regulation should be improved by
increasing the time available for consultations
with the business community;
• Government institutions should have an obligation to provide an explanation to the business
community for the rejected proposals related to
the new or amendments to the legislation;
• A clear responsibility given to a certain government body for providing a refined version of the
law 3 days after the law becomes into force;
• Implementation of the “Think small first” principle at all levels of government and all stages
of policy-making;
• Speed up the regulatory guillotine project and
implement the “silence is consent” principle on
a broader scale;
• Establishment of a formal web portal which
would provide database of all laws, in a timely
manner;
• Abolition of the non-deductible expenses that
would make the profit law become profit-sensitive;
• To sign agreements for alleviation from double
taxation with all neighbouring countries;
• A detailed analysis of the impact of the tax regulation on companies differentiated by size. This
will show if adjustments are needed in the taxation system conducive to micro and small firms;
• Selective reduction of the rates of social contributions, as planned in the Law on mandatory
Social Contributions (but is postponed each
year), but only for wages which are below 50
percent of the average wage. Alternatively, align
the minimum base for payment of social contributions with the minimum wage. Increase the
monthly tax exemption for the personal income
tax to the level of the minimum wage;
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• The exemption from payment of tax on personal
income for foreign investors who work in the
Technological-Industrial zones to be applied
only for new employments from the register
of the Employment Agency of the Republic of
Macedonia, since within the present situation
there is unfair competition with the domestic
investors in recruiting and preserving workers.
• Prepare a plan for gradual flexibilization of the
labour law in the area of termination of work
contracts, official holidays, types of employment contracts and overtime work. Combine
flexibilization with measures for greater workers’ security.
• Prepare a detailed analysis of the costs of companies for the implementation of the OSH legislation and consequently find ways how to still
protect workers but at lower costs for employers;
• Form a committee/body for interpretation of
unclear elements in the labour legislation, as
the interpretation of different courts and judges
varies;
• Further improve the bankruptcy procedure, by
reducing the time and costs of the procedure,
and increasing the recovery rate. Set a maximum time in which the case should be closed;
• Establish a quick bankruptcy procedure;
• Give more time for to companies to comply
with new or amended labour laws, with strong
informative campaigns before major legislative
changes;
• Improve further the partnership relationship
between the government and employers’ and
employees’ organizations, mainly within the
Economic-Social Council;
• Change the view or general perception about the
private sector among the public administration
– companies are partners and main contributors
to the budget, and not cheaters;
• Improve the capacity of the State Labour Inspectorate (SLI) (a new IPA project is starting
related to reduction of the grey economy and
building the capacity of the SLI);
• Form a committee within the Economic-Social
Council (ESC) from representatives from the
three parties that will continuously, by random
choice, check the files and reports from labour
inspections and oversee if their work is fair or
politically motivated – publish their reports.

Rule of law and secure property rights

The rule of
law and
secure property
rights create
predictable,
stable and safe
environment
for firms to be

2

established
and to grow.

RULE OF LAW AND SECURE
PROPERTY RIGHTS

The second pillar of the EESE study which was
also identified by Macedonian companies as
an important element of enabling business environment is the “rule of law and secure property rights”. The rule of law and secure property
rights create predictable, stable and safe environment for firms to be established and to grow.
This area/pillar incorporates four sub-elements,
which are: legal framework, commercial protection, property rights and rule of law.

2.1. Legal Framework
World Bank data presented in Table 2.1. shows that
Macedonia is characterized with a relatively low
rule of law, at the bottom of the ranking, compared
with the reference countries, with an exception of
Serbia. This is an important obstacle for the firms,
as the improper and sporadic implementation of
law creates unfair competition and insecure environment.
Transparent policymaking positively affects the
business environment as it allows the companies
and the public to have accurate and timely information on the future legislative or policy changes, as well as to potentially contribute towards
better legislation/measures. Table 2.2. shows
that Macedonia is ranked 76th on transparency

Table 2.1. Rule of Law Index, 2011
Percentile
Rank (0-100)

Governance
Score
(-2.5 to +2.5)2

Macedonia

48.4

-0.25

Ireland

95.8

1.76

Slovenia

83.6

1.07

Bulgaria

60.6

0.18

Croatia

51.6

-0.09

Serbia

46.5

-0.33

Country

Source: World Bank, Governance Matters.

of the government policymaking, as assessed in
the GCI. Ireland and Slovenia are ranked much
better, whereas Croatia, Serbia and Bulgaria are
at the lower end of the ranking. Moreover, the
ranking of the Macedonian business environment is worse with reference to the efficiency of
the legal framework. It follows that in case of a
dispute, firms spend much resources, including
time to settle the dispute which is related to the
inefficient legal framework. This is likely to be related to the judicial system and the long average
duration of court procedures.
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Legal Framework
Table 2.2. Policymaking and quality of legal environment, 2013-2014 (data for 2012)
Transparency of
government
policymaking

Efficiency of legal
framework in settling
disputes

Strength of legal rights
index (0=weak to
10=strong)

Cost to enforce a
contract (% of claim)

Macedonia

76

108

7

31

Ireland

28

29

9

27

Slovenia

38

126

4

13

Bulgaria

128

122

8

24

Croatia

94

137

7

14

Serbia

111

138

7

31

Country

Source: WEF, GCI (for the left panel) and World Bank, Doing Business (right panel).

The DB index of the strength of legal rights
shows somewhat different situation, as in Slovenia a very weak strength of legal rights is found,
at 4 (on scale of 1-10, 10 is strongest). However,
when using this index as a basis for assessment,
Ireland again registers high protection of legal
rights. The cost of enforcing a contract is in a
range of 13% of the claim (in Slovenia) to 31% in
Macedonia and Serbia.
Table 2.3. Secure property rights indicator, 20132014 (data for 2012)
Property
rights

Strength of investor
protection, 0–10
(best)

Macedonia

84

17

Ireland

16

5

Slovenia

60

24

Bulgaria

115

39

Croatia

100

110

Serbia

130

65

Country

Source: WEF, GCI.

Secure property rights are important in any investment decision of companies, either for startups or for growing companies. Hence, governments have to ensure that the property rights
are protected, for the investment activity to be
promoted. Data from the WEF show that Mace-
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donia does not provide high security of property rights. It is ranked 84th based on GCI, with
Ireland being the leader among the referential
countries, ranked16th, and Slovenia ranked 60th
position (see Table 2.3.). Croatia, Bulgaria and
Serbia have more insecure property rights. The
strengths of investor protection on the other
hand is assessed as relatively good in Macedonia, so that the country is ranked 17th, after Ireland (ranked 5th). Investors are least protected
in Croatia, as assessed by the Executive Opinion
Survey of WEF.
In the ES, Macedonian enterprises show moderate positive assessment of the legal framework
for protecting property rights and the state of
the rule of law. In particular, around 60% of surveyed enterprises agree that there are effective
legal institutions in Macedonia which can assist in resolving commercial disputes, although
majority of them (49%) agree only somewhat.
Most of the companies hold a view that there is
no equal treatment and equal level-playing field
for all enterprises in the country. About 39% of
the surveyed firms disagree that the “laws are
applied even-handedly and ubiquitously”. Large
share of firms agree with the statement, but only
somewhat.

Conclusion:
The country needs to strengthen the rule of law,
which is related to the transparency of policymaking, efficiency of the legal framework, imple-

Commercial protection / Property rights
Figure 2.1. Views on the statement “laws are applied even-handedly and ubiquitously” (%)
38,8

Disagree

49,4

Somewhat Agree
5,9

Agree

Completely agree

1,2

Don’t know/ Does not apply

4,7
0

10

20

30

40

50

Source: Employers’ Survey-2013.

mentation of the legislation, and functioning
of the judicial system. Investor protection is
quite strong. There is also room for reducing the
cost for enforcing a contract. The field research
showed that companies are not treated equally
which may harm competition.

2.2. Commercial
protection
Primary data collected show that for majority of
companies (76.4%) the available contract enforcement and dispute resolution mechanisms
are effective in terms of waiting periods and
costs. Though, within these companies, only
13.5% mostly or completely agree with the statement. For 13.5% of the companies, the effectiveness of the mechanisms for contract enforcement and dispute resolution is low.

Figure 2.2. Available contract enforcement and dispute resolution
mechanismss
Completely 4,1%
Mostly 9,4%
Somewhat 62,9%
No, not at all 13,5%
DK/NA 10,0%

Source: Employers’ Survey-2013.

maintaining a register of applications and granted certificates; promotion of industrial property
rights; provision of information to interested enterprises, etc.
Figure 2.3. Confidence that property rights are respected and secure

Conclusion:

Completely 4,7%

There is room for improvement of the commercial protection in terms of effectiveness of the
contract enforcement and dispute resolution
mechanisms.

Mostly 31,2%
Somewhat 45,3%
No, not at all 4,7%
DK/NA 14,1%

2.3. Property rights
The State Office for Industrial Property was established upon independence of Macedonia (in
1992). From March 2009 it is an independent
state body (it has been previously a body within
the Ministry of Economy, recognized as Bureau
for Protection of Industrial Property). Its main
responsibilities are: assessment and recognition of property rights on the domestic market;

Companies in general hold the view that the property rights are
protected, with 81.2% of them stating that they have confidence
that property rights are respected and secure, see Figure 2.3.
Though, 45.3% of companies only somewhat agree with that
statement.
Source: Employers’ Survey-2013.
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Property rights / Rule of law
Figure 2.4. The threat to property rights
All have 1,2%
Most have 7,1%
Some have 38,8%
No, none have 4,7%
DK/NA 48,2%

Still, 39% of the surveyed companies acknowledge that in their
opinion many firms have experienced some threat to their property rights. In addition, 8% of the respondents believe that all
or most companies experience some threats to their property
rights. High share of the respondents (74.6%) agree with the
statement that threats to the integrity of property right have postponed the investment decision of companies.
Source: Employers’ Survey-2013. Note: Answers to the question “In your view,
have many firms experienced recent threats to their property rights?”

Figure 2.5. Changes to detailed urban plans adopted by municipalities
Completely agree 15,3%
Agree 25,3%
Somewhat Agree 30,0%
Disagree 8,8%
DK/NA 20,6%

Data collected from the enterprises show that changes to detailed urban plans adopted by municipalities are constraint to
businesses. About 70% of the surveyed companies agree with
the statement that changes to detailed urban plans present an
obstacle to Macedonian companies. Only small share of the respondents (9%) disagree with that (remaining 20% of companies don’t know/does not apply).
Source: Employers’ Survey-2013.

Conclusion:
Property rights are mainly protected. However,
insecure property rights have large negative impact on investment decisions. Changes to detailed urban plans by municipalities harm businesses.
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2.4. Rule of law
Corruption makes society and economy ill. It distorts markets, increases cost of doing business
and creates unfair environment. The State Commission for Prevention of Corruption (SCPC) was
established in 2002, with the adoption of the Law
for Prevention of Corruption (Official Gazette, No.
28/2002). Its responsibilities are related to: undertaking measures and activities for prevention
of corruption of government officials; prevention
of conflict of interests; prevention of corruption
of legal entities while performing activities of
public interest; measures for prevention of corruption of companies, etc. The Commission regularly informs (through media press, its website,
ad-hoc and annual reports, etc.) about the cases
of breach of the anti-corruption legislation.
The World Bank Enterprise Survey provides several measures on the extent of corruption and
bribe in the society (see Table 2.4.). It shows that
the bribery depth in Macedonia is 9.5%, meaning
that in 9.5% of the public transactions in Macedonia, a gift or informal payment was requested
from companies. Both according to this indicator and the indicator on the percent of firms that
experienced at least one bribe payment request
(about 15%), Macedonia fares worse across the
reference countries. Nevertheless, fewer firms in
Macedonia than in Bulgaria and Serbia consider
corruption as a major constraint. This might be related to the widely accepted notion of corruption
and bribe and/or with some other issues being of
greater concern for businesses in Macedonia. Ireland, Slovenia and Croatia are performing much
better in terms of registering lower levels of corruption.
Data from the Transparency International presented in Table 2.5 show that Macedonia is
ranked 69th out of 176 participating countries in
2012. It is ranked below Ireland and Slovenia,
close to Croatia. The perceptions about the presence of corruption are higher in Bulgaria and Serbia. Among the institutions under consideration,
the political parties and judiciary are perceived
as most corrupted in Macedonia.

Rule of law
Table 2.4. Corruption and bribe as an impediment to businesses, 2009
Bribery depth (% of public
transactions where a gift
or informal payment was
requested)

% of firms experiencing
at least one bribe payment request

% of firms identifying
corruption as a major
constraint

9.5

14.7

27.1

Ireland

-

-

3

Bulgaria

1.7

2.3

9.8

Croatia

2.9

4.9

18.9

Serbia

7

10.9

33.5

8.2

11.9

35.6

Country

Macedonia

Slovenia

Source: World Bank, Enterprise survey;
Note: Most data apply for 2009, except for Croatia, 2007.

Table 2.5. Corruption Perception Index, 2012
Country

Ranking
2012

Score

Ranking
2011

Figure 2.6. Level of corruption
Completely 22,4%
Mostly 44,1%

Macedonia

69

43

69

Ireland

25

69

19

Slovenia

37

61

35

Croatia

62

46

66

Bulgaria

75

41

86

Serbia

80

39

86

Source: Transparency International, Corruption Perception Index
Note: The score ranks from 0 to 100 (very clean of corruption).

Somewhat 15,9%
No, not at all 7,6%
DK/NA 10,0%

Contrary to the findings from the secondary data, primary data
collected show that corruption is one of the main constraints to
Macedonian companies. Around 66.5% of the surveyed companies acknowledged that corruption poses an obstacle to businesses, with 22.4% of the respondents completely agreeing with
the statement. Only 7.6% of the respondents disagree with the
statement.
Source: Employers’ Survey-2013; Note: category “mostly” plus” completely” combines 65.5%.

Conclusion:
Corruption and bribes are still quite widespread
in the society. However, according to the World
Bank Enterprise Survey, companies do not view
them as a major constraint to doing business.
Further reforms are needed to reduce the red
tape and secure efficient business environment
for firms. On the other hand, the primary data
show that corruption is an obstacle to businesses. The capacity and independence of the SCPC
should be strengthened.
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Recommendations

2.5. Recommendations
Based on the analyses performed in this section
using the primary and secondary data available,
related to the Rule of Law and Secure Property
Rights, we draw the following recommendations for
improvement:
• Increase the transparency of the State Labour
Inspectorate, including greater flow of information in the public;
• Regular reporting of each inspection body on
the inspections performed, industries covered,
regions, etc. (publish report quarterly on the
web site);
• Municipalities to oblige for less frequent changes in detailed urban plans, except in cases of
public interest;
• All public institutions to carry out an analyses
of the areas of their operation which have high
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potential to lead to corruption and propose preemptive measures for avoiding corruption;
• Start publishing a Public Procurement bulletin
to provide to the general public a comprehensive, organized and structured source of public
procurement information;
• Introduce quarterly thematic sessions of the
ESC focused on fight against grey economy;
• Strengthen the internal and external financial
control mechanisms in order to prevent or penalize misuse or fraud in the use of public funds
of the state institutions;
• If possible, reduce the size of bank guarantees
in the public procurement procedures;
• Provide special measures and protection for
whistle-blowers;
• Hold training sessions for pupils and students
on the harmfulness of corruption, with specific
examples and vide

Access to financial services

The firms’
growth is
limited by the
levels that they
can finance
internally or
through
informal
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networks.

ACCESS TO FINANCIAL SERVICES

The firms’ growth is limited by the levels that
they can finance internally or through informal
networks. Firms’ full growth potential, and the
economic growth of a country as a whole, cannot
be realized without adequate external financing.
This particular pillar consists of three sub-areas:
affordability and access, facilitative environment
and small and medium enterprises’ finance. We
proceed with providing an assessment of the
gathered secondary and primary data.

3.1. Affordability and
access
In this section, firms’ access to financial services
is assessed, namely, how much firms base their
work on internal finance, whether the access
to external finance is adequate to the needs of
firms, what the firms’ preferences are regarding
work and investment capital, what constraints
firms face when accessing financial services.

Table 3.1. Domestic credit to the private sector (% of GDP)
Countries

2008

2009

2010

2011

2012

Macedonia

42.4

43.9

44.5

45.1

47.3

sector
Ireland

221.6

233.5

214.4

204.3

186.1

Slovenia

85.3

92.9

94.4

90.0

87.1

Croatia

64.7

67.2

69.3

70.8

68.0

Bulgaria

71.7

75.5

74.1

72.1

71.9

Serbia

40.2

45.1

53.2

51.0

53.9

Source: World Bank, World Development Indicators

with the reference countries. Also, the growth is
slower than the one in Serbia, a country that was
at the same level as Macedonia in 2008.

Domestic credit for private sector refers to the financial resources provided to the private sector.
In addition, an indicator for access to financial
services, it is presented in Table 3.1.

Interest rate spread is the interest rate charged
by banks on loans to private sector customers
minus the interest rate paid by commercial or
similar banks for demand, time, or savings deposits. The interest rate spread can be used as
an indicator of the efficiency of the banks in re-

As Table 3.1. shows, although the availability of
credit in Macedonia measured with “Credit to
Private Sector” is improving, it is lower compared

allocation of finance, specifically because of the
importance of the cost of financial services as a
factor for the access to finance.
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Affordability and access
Table 3.2. Interest rate spread (lending rate minus deposit rate, %)
2008

2009

2010

2011

2012

3.8

3.0

2.4

3.0

3.4

-

-

-

-

-

Slovenia

2.6

4.5

-

-

-

As the “interest rate spread” shows, the financial services in Macedonia are disbursed in a
rather efficient way. That means that banks are
adding less cost on credit compared to chosen
countries. This is still not implying that the businesses do not consider lending interest rates to
be high, because that also depends on the deposit rates.

Croatia

7.2

8.4

8.6

8.0

7.6

The Credit Depth of Information Index measures

Bulgaria

6.4

5.2

7.1

7.3

6.6

Serbia

8.8

6.7

6.0

7.4

6.8

Countries
Macedonia
Ireland

Source: World Bank, World Development Indicators

Table 3.3. Credit depth of information index (0=low, 6=high)
Countries

2008

2009

2010

2011

2012

Macedonia

4

4

4

6

6

Ireland

5

5

5

5

5

Slovenia

4

4

4

4

4

Croatia

3

4

4

5

5

Bulgaria

6

6

6

4

4

Serbia

4

5

5

5

5

Source: World Bank, World Development Indicators

rules affecting the scope, accessibility, and quality of credit information available through public
or private credit registries. Availability of credit
information should result in easy credit assessment by the banks and with that access to finance to firms with good credit history could be
made easier.
As presented in Table 3.3, the credit information
available through public or private credit registries improved in Macedonia and in 2012 it is
better than the countries to which Macedonia is
being compered.
The opinions of national experts on access to finance have been part of a study conducted by
GEM, and are presented in Table 3.4.
According to Table 3.4., the average score for access to financial services in Macedonia is lower
than in Slovenia and Ireland (no data for Bulgaria

Table 3.4. Opinions of national experts on access to finance (1= completely false, 5= completely truth)
Statement

MK

IE

SI

HR

There is sufficient equity-based funding available for
new and growing firms.

2.11

2.97

2.28

2.18

There is sufficient debt funding available for new and
growing firms.

2.86

1.78

2.33

2.58

There are sufficient government subsidies available for
new and growing firms.

2.61

3.17

2.89

2.73

There is sufficient funding available from private
individuals (other than founders) for new and growing
firms.

2.12

2.54

2.26

1.82

There is sufficient venture capitalist’s funding available for new and growing firm

1.53

2.78

2.37

1.8

There is sufficient funding available through initial
public offerings (IPOs) for new and growing firms

1.64

2

1.66

1.78

Average

2.15

2.54

2.30

2.15

Source: GEM 2012
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Access to financial services
and Serbia is available), and same with Croatia.
That is interesting taking in consideration that
Macedonia’ credit to private sector is 47.3 and
Croatian is 68. While experts think that there is
sufficient debt funding available, the perception
for government subsidies, business angels and
venture capital same as initial public offerings
(IPOs) for new and growing firms is worse than
the compared countries.
Furthermore, the perceptions of the experts are
confirmed by the entrepreneurs. Table 3.5. presents the existence of business angels in the
countries under comparison. It seems that there
is more informal financing of smaller average
size in Macedonia than in Slovenia and Ireland.
Nevertheless, unlike in Ireland, nearly all the investments in Macedonia are family & friends, and
consequently, there is lack of business angels –
type of investments.

According to the ES, there is perception that
firms rely on self-financing.
Figure 3.1. Firms relying on self - financing (In your view, do many
firms rely on self-financing?)
8,2

All do

64,1

Most do
22,9

Some do
None do

1,8

Don’t know/
Does not apply

2,9
0

10

20

30

40

50

60

70

80

Source: Employers’ Survey-2013.

That most firms rely on self-financing is opinion
of 64% of respondents. This is supported with

Table 3.5. Existence of ‘Business Angels’ in Macedonia, Slovenia and Ireland
Business angels

MK

IE

SI

Have you, in the past three years, personally provided
funds for a new business started by someone else, excluding any purchases of stocks or mutual funds? (as %
18-64 population who provided funds for new business in
past 3 years exc. stocks & funds)

5.7%

3.75%

3.83%

Approximately how much, in total, have you personally
provided to these business start-ups in the past three
years, without counting any investments in publicly traded
stocks or mutual funds (average in USD)

25,822
USD

37,394
USD

26,693
USD

Source: GEM 2012

Table 3.6. Relationship between the provider of investment and its receiver in percentage
Relation with the person to whom money were invested
(in %)

MK

IE

SI

Close family member, such as a spouse, brother, child,
parent, or grandchild

52.0

81.0

n/a

Some other relative, kin, or blood relation

6.9

-

-

A work colleague

9.8

-

-

A friend or neighbour

29.4

-

-

1.0

19.0

-

A stranger with a good business idea
Source: GEM 2012
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Affordability and access
42,4% of the respondents who think that most of
the firms cover working capital needs from their
own funds as well as with the responses presented in table 3.7.
In table 3.7. respondents’ perceptions on sources of finance for firms are presented.
Table 3.7. Perception of respondents on firms sources of finance

payments (12,7%), debt from other firms (3,2%)
and leasing firms (3,2%).
In the focus groups and workshop with the employers, part of the participants emphasized that
bank fees on transactions are too high.
In figure 3.2. respondents’ perception on firms
financing adequacy are presented.
In table 3.8. the extent of use of short/long term
debt to finance the business (debt to total assets) of Macedonia’s companies is presented.

Yes

No

Total

In your view, do most of the firms
cover working capital needs from
their own funds?

42.4 %

57.6 %

100.0 %

Table 3.8. Extent of use of short/long term debt
to finance the business (debt to total assets)

In your view, do many firms use
investment funds?

16.5 %

83.5 %

100.0 %

In your view, do many firms use
fees from lenders and borrowers?

Short term
debt

Long term
debt

33.5 %

66.5 %

100.0 %

No debt

32.9 %

40.0 %

In your view, do many firms use
bank loans?

87.6 %

12.4 %

100.0 %

<20%

30.6 %

26.5 %

20.1-40%

15.3 %

15.3 %

40.1-60%

5.3 %

3.5 %

60.1-80%

4.7 %

3.5 %

80.1-100%

1.2 %

0.6 %

Don’t know

10.0 %

10.6 %

Total

100.0 %

100.0 %

Source: Employers’ Survey-2013

Even with strong perception that firms rely on
self-financing, large majority of the respondents
(87.6%) think that many firms use bank loans.
Opposite to that are investments funds, for
which large majority of respondents think that
are not used by many firms.
Respondents in the survey usually use banks
(67,1%) as external source of funding, advance
Figure 3.2. Firms financing adequacy (To what extent do you agree
with the statement “firm financing is adequate according your
needs?”)

Completely agree 4,7%
Agree 23,5%
Somewhat Agree 48,2%
Disagree 8,2%
DK/NA 15,3%

Majority of the respondents – 56% do not consider that firm
financing is adequate according to their needs. 29% of the respondents consider that firm financing is adequate.
Source: Employers’ Survey-2013.
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Source: Employers’ Survey-2013

One third (32.9%) of respondents said that they
don’t have short term debt, while 40% of respondents said that they don’t have long-term debt.
It is significant that four out of five respondents
(short term debt 78.8%, long term debt 81.8%),
say that they don’t have debt or have up to 40%
debt to total assets.
In table 3.9. the financing preferences for investments and working capital are presented. Among
the respondents there is strong preference for
equity reserves (retained profit) for financing investment (45.3%) and working capital (53.5%).
New equity, outside family and friends, is least
preferred financing option.

Access to financial services

The majority of

Table 3.9. Financing preferences for investments and working capital
What are yours financing
preferences for
investments?

What are yours financing
preferences for working
capital?

Equity reserves (retained profit)

45.3 %

53.5 %

New equity, own and from family, friends

12.4 %

7.6 %

New equity, outside family and friends

2.4 %

3.5 %

Short term loan

20.6 %

21.8 %

Long term loan

13.5 %

5.9 %

Don’t know/ Does not apply

5.9 %

7.6 %

100.0 %

100.0 %

respondents
see access to
debt today as
a constraint
(69.4%), while
minority
disagree
(25.3%)

Total
Source: Employers’ Survey-2013

The majority of respondents see access to debt
today as a constraint (69.4%), while minority
disagree (25.3%). Asked to compare the situation today to the situation five years ago, 31.2%
see improvement while 57.7% think that there
has not been improvement of the access to debt.
There is need for further research on the relation between firms’ strong preference for financing with equity reserves and the perception that

firms consider access to debt as a constraint,
with small improvement in the last five years.
In figure 3.3, respondents’ perceptions of obstacles for debt financing are presented.
The top three obstacles are: interest rates too
high (42%), banks are not willing to bear the
risks (16%), banks ask too much information in
order to approve a loan (12%).

Figure 3.3. Obstacles to debt financing (in %)

Interest rates to high

42,4

Banks are not willing to bear the risks

15,9

Banks ask to much information to approve a loan

11,8

Loan procedures are exaggerating

11,2

No attractive financial products

6,5

To high collateral to approve loan

6,5

Loan procedure is taking to long time

4,1
1,8

Don’t know/ Does not apply
0

10

20

30

40

50

Source: Employers’ Survey-2013.
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Affordability and access / Facilitative environment
The strong preference of financing with equity
reserves, relation with seeing the information
required by the banks as obstacle, may indicate
firms not willing to share business information.
On positive side, majority of respondents (54.1%)
consider that firms positive credit history help
firms access to loans. This confirms the data
presented in Table 3.3. Credit Depth of Information Index, where Macedonia has the best credit
information compared with the other countries.
Perceptions about availability of affordable financial products and services that enterprises
need at each stage of their evolution are divided,
35.3% respondents think that they are available,
while 22.4% that they are not available. But
47.1% of respondents do not know if there are
financial services, such as venture capital, available for development of innovative enterprises,
28.2% responded that they are not available,
and only 5.9% responded affirmatively.
When asked to single out one law related to access to finance, which is a major constraint 57.1%
of respondents had no answer, 33% answered
that they do not know such a law, 3% consider
collateral regulation a major constraint and 1.2%
consider regulation on affiliated firms as a major
constraint.

Conclusion:
Firms’ growth is mostly based on firms selffinancing with two out five firms stating that
they do not have debt, and nearly three out of
five firms preferring equity reserves (retained

profit) or new own or family/friends’ equity. The
next preference is debt financing, which one
seen through credit to private sector is lowest
from the compered countries. Business angels,
venture capital and IPO’s are not as preferred
and/or available at same time. The banks are
key external source of funding. The top three obstacles for access to loans are: interest rates are
too high, banks are not willing to bear the risks
and banks ask too much information to approve
a loan. The relation between the preference of
self-financing and low level of credit should be
further researched.

3.2. Facilitative
environment
In this section the availability of information for
financial services is assessed.
Majority of respondents (65.3%) of the Employers survey think that the information about financial services is not well disseminated among
the business sector, while 32.3% think that information is well disseminated. These responds
are similar to the responds that majority of respondents feel that firms consider access to
debt today as a constraint (69,4%), while minority of respondents do not perceive it as a
constraint (25,3%) and to percentage of firms
preferring debt for their financing of investment
(34,1%) and working capital (27,7) presented in
table 3.9. On the other hand, complaints on lack
of information on financial services is in contrast

Figure 3.4. Financial products adapted to the needs of enterprises of different sizes (Have financial
products been adapted to the needs of enterprises of differing sizes?) (in %)
Completely 3%
Mostly 24,3%
Some what 53,8%
No 16%
DK/NA 3%

Source: Employers’ Survey-2013.
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In box,. perception about adaptation of the financial products
to the needs of enterprises of
different sizes is presented. Large
majority of respondents (70%)
think that financial products
are not adapted to the needs of
enterprises of different
sizes.

Facilitative environment / Small and medium enterprises’ finance
Figure 3.5. Firm’s ability to raise capital effect on production (in %)
In boxperception about
how firm’s ability to raise
capital effect on production is presented.
Majority of respondents
(59%) consider that
firm’s ability to raise
capital has an effect on
the production.

Very Significant 19,4%
Significant 40%
Somewhat Significant
20%
Not Significant 8,8%
DK/NA 11,8%

Source: Employers’ Survey-2013;
Note: Does your firm’s ability to raise capital have a significant effect on production?

with 67,1% of the respondents who usually use
banks and that large majority of the respondents
(87,6%) think that many firms use bank loans
(table 3.7).

Conclusion:
The perception of lack of information about financial services is overlapping with the perception of access to debt as constraint and the preference of own equity as finance source. This is
perhaps related to the perception that financial
products are not adapted to the needs of enterprises of different sizes. The issue of external finance (to raise capital) should be a priority as
it is seen as having significant effect on production.

3.3. Small and medium
enterprises’ finance
Small and medium enterprises’ access to finance
is of particular interest. The Employers survey
focused on policy incentive to financial institutions, support in form of advisory services and
effectiveness to short term finance.
Policy and regulatory incentives to encourage
financial institutions to lend to SMEs is area
where the respondents see that little effort is
done – only 12.1% think that there are sufficient
policy and regulatory incentives.
The same is with the perceptions that is there
sufficient support for SMEs such as advisory services and programmes to assist them in preparing bankable loan proposals – only 8,9% think
that there is sufficient support.
In relation to the effectiveness of the short-term
finance, minority of respondents (19.1%) see access to short-term finance as effective.

Conclusion:
The perception that financial products are not
adapted to the needs of enterprises of different
sizes is further strengthened with strong perception that there are no policy and regulatory
incentives to encourage financial institutions to
lend to SMEs, and that there is no sufficient support for SMEs such as advisory services and programmes to assist them in preparing bankable
loan proposals.
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Recommendations

3.4. Recommendations
Based on the analyses performed in this section
using the primary and secondary data available,
related to the Access to Financial Services, we
draw the following recommendations for improvement:
• There is need for increasing the access to ex-

ternal finance to private sector.
• The first priority is further to increase credit to

private sector, with measures from National
Bank of Republic of Macedonia (NBRM) aiming to decrease the cost of credit and with
further availability of investment credits with
government subsidies for interest rates.
• There is need for further development of the

financial sector, stimula ting larger banks and
possible specialisation with development of
investment banking.
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• The government should implement policy

and regulatory incentives to encourage financial institutions to lend to SMEs. The government should support banks focusing on
SME’s.
• There is need for finance training for firm’s

management, and advisory services and programmes.
• There is need to develop affordable financial

services for firms through public-private partnership, in different stages of development
and different sizes of companies.
• There is need to work both on side of de-

mand and side of service on equity funding
e.g. business angels or venture capital. Good
step is foundation of the Public Innovation
Fund, and the Fund should be made operational as soon as possible.

Fair Competition

Fair
competition
is healthy for
a society and
businesses

4
4.1. Competition
Fair competition is healthy for a society and
businesses. It ensures continuous improvement
among the competitors, new investments into
technology and/or the human capital, and continuous struggle to improve. This area has been
identified by Macedonian companies as indeed
contributing or restraining the enabling business
environment. The area itself consists of several
sub-elements: competition, R&D, intellectual
property rights, wages and productivity.
Data in Table 4.1. show the extent of local competition in the countries of interest, as well as the
effectiveness of the government policy towards
ensuring level-playing field for all companies. Local competition in Macedonia seems quite low,
with the country being ranked 119th. The average
score is 4, on a scale of 1-7 (7 is the best, i.e.
most intense competition). Ireland and Slovenia
show much more intense competition. Low competition may hinder the motivation of companies
to implement strategies to improve and beat
their competition, such as new investments,
price reduction, quality improvements, etc. The
local intensity of competition might also be related to the low degree of customer orientation,
as without the competition firms do not have an
incentive to adapt to the customer’ needs (column 3, Table 4.1.).

FAIR COMPETITION
Table 4.1. Competition and anti-monopoly policy indicators, 2012 (Rank
of Countries)
Intensity of
local
competition

Effectiveness of
anti-monopoly
policy

Degree of
customer
orientation

Macedonia

119

96

92

Ireland

40

22

11

Slovenia

41

64

52

Croatia

120

90

107

Bulgaria

101

108

69

Serbia

137

142

135

Country

Source: WEF, GCI 2013-2014.

Monopolies and monopoly practices which are
usually related to the market entry barriers and
special licenses and permits for operation (apart
from the natural monopolies) lead to lower quantities being produced, at higher prices. At the same
time, they ensure supernormal profits to the monopoly companies. Hence, the importance of the
government policy for preventing rather than protecting the monopolies. The main national body
responsible for ensuring fair competition is the
Commission for Protection of the Competition established in 2005, according to the Law on Protec-
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tion of Competition (Official Gazette, No. 04/2005
which was abolished afterwards and new Law
has been enacted published in Official Gazette,
No.145/2010 and recent changes in 136/2011).7
The activity of the Commission is however rather
low, as the fair competition is not among the priority public interests.
Regarding the effectiveness of the anti-monopoly policy, Macedonia is ranked 96th in the GCI
2012-2013 ranking. The average score is 3.6 (on
a scale of 1-7). This implies that there is large
room for improvement. Ireland, Slovenia and
Croatia have more effective anti-monopoly policies compared to Macedonia.
Only small proportion of surveyed companies
(22.4%) report that they face monopolies or monopolistic practices in their sector of operation.
A 30.8% of these companies believe that the anti-trust legislation is not effective in breaking the
monopolies and protecting the fair competition.
One quarter of the companies make use of some
form of direct support from the government, but
most of them report to be using it very rarely.

Conclusion:

The extent of the competition can also be assessed by the responsiveness of companies to
price reductions of their competitors. Figure 4.2.
shows the pricing policies of companies when

es, and high political interference.

Figure 4.1. Pricing policies of domestic companies in response of competition (in %)
26,5

Significantly

40,6
22,4
26,5

Somewhat Significantly

33,5

No, Not at All

24,7
17,6

Don’t know/Does not apply

8,2
0

10
Agree		

20

30

40

Disagree

Source: Employers’ Survey-2013.
Note: category “significantly” combines two
7 From 2010, the Commission is also tasked to oversee
the state aid, according to the Law on Control of
the State Aid (Official gazette, No. 145/2010). The
Commission published annual reports with data and
detailed examination of all cases of fraud in the area of
anti-competitive behaviour of companies and public
enterprises.
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their competitors, domestic and foreign, reduce
prices. Following a reduction of a price by a domestic company, 30% of surveyed companies would
respond by reducing their prices significantly.
An additional 26.5% would reduce their prices
somewhat significantly. Still, one quarter of companies would not respond to the price reduction.
Data from the respondents, however, show that
the price sensitivity of Macedonian companies is
smaller following a reduction of price by foreign
competitors. In such circumstances, 51.1% of enterprises would not respond (33.5% would not
change the price at all, and 17.6% responded with
“don’t know/does not apply”). For a large share
of enterprises (44.7%), there is a political interference into the commercial activities which create
an environment of unfair competition. Only 6% of
enterprises disagree with such a view.

There is room for improvement in terms of ensuring level-playing field for all companies in Macedonia. Anti-monopoly policies and practices
have to be strengthened. Surveyed companies
point to a limited competition and price respons-

4.2. Innovations
Innovations are a driving force towards greater
growth and living standard. In the last couple of
years, the Government has developed few strategies aimed at promoting R&D and innovations.
These include the National Strategy for Innovations 2012-2020, National programme for R&D
2012-2016, Programme for Promotion and Support of Technological development 2012-2015,
etc. However, the level of investment in R&D in
Macedonia is quite low, at less than 0.2% of
GDP. In addition, companies themselves invest
very little in new technologies and innovations.
For instance, in 2010 (the latest available data),
50% of the revenues of the research institutions
in Macedonia came from government sources,
only 0.2% from private companies, and about
17% from private non-for-profit companies (State
Statistical Office, 2013, Research and Development Activity, 2010). The National programme
for R&D 2012-2016 envisages that the spending
on R&D increase to 1% of GDP (more than fivefold) in five years’ time, and to 1.8% by 2020.

Innovations
Moreover, half of these spending is foreseen
to come from the business sector. According to
the Government plans, an Agency for technology
and innovation should be established in 2013.
Within the Government, there is a special body,
the Committee for entrepreneurship and innovations that has a role in overseeing the implementation of the strategies in this area and coordination of policies and programs across different
government departments.
Table 4.2. shows the assessment of the Executive Managers’ Survey of the WEF on spending on
R&D within the companies. Clearly, Macedonia
and Serbia are performing very poor in this area,
ranked 123rd and 132nd, respectively (out of 144
participating countries). This is one the worst
ranking on any indicators that Macedonia has
within the GCI. In addition, Macedonia is ranked
133rd in the firm-level technology absorption.

the availability of information on new technologies to the managers in Macedonia.
Additional information from GEM (NES) shows
that there is a relatively good-research and innovation conducive environment in Macedonia,
similar to that in Ireland and Slovenia.
Figure 4.2. Technology use of established companies (% reporting to
use the specific technology)
76,1
Uses very latest
technology

87,4
87,1
18,7

“Uses new technology
(1 tо 5 years)”

8,1
11,2
5,2

Uses no new
technology

4,5
1,7

Table 4.2. Company Spending on R&D, 2012
Rank

Value
(1-7, 7 is best)

Macedonia

123

2.5

Ireland

21

4.3

Slovenia

47

3.4

Croatia

76

3.0

Bulgaria

92

2.9

Serbia

132

2.3

Country

Source: WEF, GCI 2013-2014

WEF data show that there are 1.5 patents/applications per million citizens in Macedonia, which
ranks the country 59th in the overall ranking.
However, data from the Global Entrepreneurship
Monitor (GEM) show slightly different results.
In particular, the share of Macedonian companies reporting that they use latest technology is
higher than in Ireland and Slovenia (for which
data are available). The difference is even higher
when considering new companies, where 38%
report that the technology is newest (as oppose
to 8% in Ireland and 6% in Slovenia. These unexpected results might be related to the common
problems in measuring perceptions and/or to

0

20
Macedonia

40

60
Slovenia

80

100
Ireland

Source: GEM, APS.

Most respondents of the ES (37.6%) believe
that companies in Macedonia do not engage in
R&D at all. Additional 36% reported that in their
view some of companies are involved in R&D
activities. One quarter of the respondents state
that most or all companies engage in R&D. On
other hand, GEM findings are that majority of
companies use latest technologies. Majority of
respondents acknowledge that the government
provides occasionally (30% of responses), sometimes (22.4%) or often (1.8%) assistance to firms
to invest in R&D. This is in line with the official
national data showing that most of the financing
for R&D comes from government sources.

Conclusion:
Firms in Macedonia invest very little in R&D. This
implies that the government: i) needs to substitute to a certain extent the low level of investments by private companies, ii) has to device
policies for increasing the incentives of private
companies to innovate.
Data are also somewhat contradictory. Data from
WEF show that firms spend very little on R&D, as
well as that the firms are not ready to accept new
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Innovations / Intellectual property rights
technologies, though the situation with patents
per capita is relatively good. On the other hand,
GEM shows that Macedonian companies use the
latest technology.

4.3. Intellectual
property rights
Strong intellectual property rights (IPR) provide
economic growth and competitiveness, create and support high-productivity jobs, protect
consumers, etc. In this regard, the degree of respect of the intellectual property rights affects
the quality of the overall business environment.
The State Office for Industrial Property was established upon independence of Macedonia (in
1992). From March 2009 it is an independent
state body (it has been previously a body within
the Ministry of Economy, recognized as Bureau
for Protection of Industrial Property). Its main responsibilities are: assessment and undertaking
the procedure for recognition of property rights
of domestic companies; maintaining a register of
applications and granted certificates; promotion
of industrial property rights; provision of information to interested enterprises, etc.
According to the findings of GEM, the IPR legislation in Macedonia is not as comprehensive
as Ireland, and Slovenia. Also, the legislation
in Macedonia is comparatively less enforced
though the difference is very small. Companies
in Macedonia can trust that their patents, trademarks and copyrights will be respected to a simi-

lar extent as in Ireland and Slovenia, and there is
comparable consciousness that inventor’s rights
should be respected. These findings for Macedonia seem odd, but are probably in line with the
low level of R&D and innovations, so that the
companies do not consider IPR legislation and
its implementation as an important issue.
In the employers’ survey-2013, almost half of
the respondents report that their companies
are not facing any problem with the protection
of the intellectual property rights. Of those that
experience some problems in this area (around
42.4%), most complain about the capacity of the
Bureau for Intellectual Property Rights, slow procedures, low protection form the Bureau in case
competitors fail to respect the intellectual property rights (use of same colours, concepts), etc.

Conclusion:
The protection of intellectual property rights is not
seen as a major obstacle for doing business in
Macedonia. However, this finding might be related
to the low level of R&D and innovations, rather
than a good quality of the legislation and practice
in this area.

4.4. Wages
Macedonian wages are relatively low in comparison with the countries in the region. However, some aspects of the labour legislation and
workers’ rights contribute to high labour costs.
The latter cover not only wages but also social
contributions paid by the employer, vocational
training costs, etc.

Table 4.3. Intellectual property rights
Statement

MK

IE

SI

HR

The Intellectual Property Rights (IPR) legislation is comprehensive.

3.26

3.91

3.72

3.31

The Intellectual Property Rights (IPR) legislation is efficiently enforced.

2.71

3.75

3.06

2.71

The illegal sales of ’pirated’ software, videos, CDs, and other copyrighted or trademarked products is not extensive.

2.49

2.86

2.83

2.05

New and growing firms can trust that their patents, copyrights, and trademarks will be
respected.

3

3.38

3.22

2.5

It is widely recognized that inventors’ rights for their inventions should be respected.

3.57

4

3.42

2.44

Average

3.01

3.58

3.25

2.60

Source: GEM, NES 2012; Note: The scale of possible answers is from 1 to 5 where 1 denotes completes disagreement with the statement whilst 5
signifies complete agreement with the statement.
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Intellectual property rights
Figure 4.3. Wage and productivity growth (%)
Majority of companies in the ES (80%) report that
wage increases at their company have exceeded
productivity growth. For half of those companies,
wages completely or mostly exceed the productivity growth. If the increase in labour costs surpasses the rise in productivity, firm’s competitiveness
declines.

Completely 4,1%
Mostly 30,6%
Some what 44,7%
No 14,7%
DK/NA 5,9%

Source: Employers’ Survey-2013.

Figure 4.4. The effectiveness of negotiations for maintain firm competitiveness
Very efective 2,4%

When asked if the wage negotiations are effective
at maintaining firm competitiveness and productivity levels, one third of the surveyed enterprises
responded that they believe that wage negotiations are effective, 27% that they are not effective
and the remaining 39.4% do not have a stand on
this issue. .

Efective 12,9%
Some efective 18,2%
No 27,1%
DK/NA 39,4%

Source: Employers’ Survey-2013

Figure 4.5. Linking the wages with skills
As a worker possesses higher skills, s/he is more
productive and hence we except that the wage assigned to that worker would be higher. About 74%
of respondents to our survey confirm that skills influence wages. Some respondents (12%) argue that
skills do not affect wages, and 14% don’t know/
does not apply. Given the relatively large horizontal
(skills) and vertical (levels of education) mismatch
in the Macedonian labour market, one can except
that skills influence wages only to a certain extent.

Very efective 42,9%
Moderately significant
10,6%
Sifnificant 20,6%
No 11,8%
DK/NA 14,1%

Source: Employers’ Survey-2013

Such outcome might be related to the ineffective wage-negotiations system. Indeed, 60% of
enterprises responded that they never negotiate wages directly with the trade union, and additional 12% that they rarely do that. Moreover,
given that micro and small firms dominate the
Macedonian economy, the provisions of the collective agreements do not apply for majority of
Macedonian workers.8
8 According to the official data, trade union density in
the private sector is at about 30%. Union density in the
public sector is higher, at slightly above 50%. MojsoskaBlazevski, 2011

Conclusion:
Labour costs in Macedonia are relatively high
due to high payroll taxes. Growth of the wages is
not closely aligned with the productivity growth
which is likely to hamper the competitiveness of
companies. The wage negotiation system should
be improved with greater emphasis on the direct
wage negotiation between employers and trade
union. Skills only moderately influence wages.

9

Mojsoska-Blazevski and Ristovska, 2012
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Productivity

4.5. Productivity
Wages should follow the productivity growth.
Otherwise, labour becomes relatively expensive
which can lead to reduced employment through
a substitution of capital (technology) for labour.
This is even more prominent in countries with
high unemployment, as Macedonia is. Moreover,
high labour costs hinder the international competitiveness of companies.
The GCI provides few measures of the wage and
productivity and their link in the 144 participating countries. Table shows that in the countries
under observation, Macedonia is ranked best in
terms of the flexibility of wage determination:
the average value is 5.5, on a scale to 7, and the
country is ranked 28th overall. Serbia and Bulgaria are also better performers than the rest of
the countries. This is likely to be related to the
decentralized process of wage determination, as
well as with the relatively low union density in
Macedonia, Serbia and Bulgaria.
However, Ireland and Bulgaria are ranked well in
terms of the link between wages and productivity. If wages rise over the productivity increase,
as already argued, labour costs of firms increase
and their profitability and competitiveness decline. Given that productivity is linked with the
skills and knowledge of workers, skills and worker training are an important factor of productivity

growth. However, data from WEF show that workers in Macedonia receive very little training, so
that the country is ranked 126th pertinent to the
indicator “extent of staff training”.
Most of the surveyed enterprises (26.5%) report
that there is no government support for firms to
increase their productivity. Only 1.2% believe
that there is widespread support. Large share of
firms (29%) do not know if there are such programs. Of those firms that responded that there
are such programs (about 25% believe that the
programs are effective/very effective in rising
the productivity), almost 40% believe that the
programs are somewhat effective, whereas less
than 10% find them ineffective. The remaining
respondents have no answer (either do not know
or the question does not apply).

Conclusion:
The link between wages and productivity needs
to be improved. There is a need for government
policies that support productivity growth of
companies (but which are not at the expense
of the enterprises i.e. employers, but supported
through Government’s policies), including staff
support through trainings, following their career
development. Through these measures the competence of the employees will be advanced and
the companies may count on a quality (appropriately trained) labour force.

Table 4.4. Indicators on wages and productivity, 2012
Flexibility of wage
determination,
1-7 (best)

Flexibility of wage
determination, rank

Pay and
productivity,
1-7 (best)

Pay and
productivity,
rank

Macedonia

5.5

28

3.8

75

Ireland

4.5

106

4.4

32

Bulgaria

5.2

59

4.3

37

Croatia

5.1

65

3.6

101

Slovenia

4.0

124

3.5

104

Serbia

5.4

41

3.5

106

Country

Source: WEF, GCI, 2013-2014.
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Informal economic activity

4.6. Informal economic
activity
Informal economic activity and informal employment create unfair competition. Macedonia is a
country with a relatively large informal sector. It
is estimated that about 20% to 40% of GDP is
related to the grey economy (by different sources
of calculations). Moreover, data from the Labour
Force Survey (LFS) show that 25% of workers in
Macedonia in 2011 were employed informally
(without a contract). This share is on a declining
path since 2007. To fight the informal activity,
the government prepares annual action plans.
Since 2013, the obligation to prepare the action
plan and to oversee the implementation of the
policies has been switched from the Ministry of
Economy to the Ministry of Labour and Social
Policy.
Data presented in Table 4.5. clearly show that
informality is larger concern in Macedonia than
in any other reference country (data for Ireland
were out-dated, from 2005, and hence are not
presented here). About 74% of Macedonian
firms say that they compete with informal or unregistered firms, which overall undermines the
fair competition. However, at the same time,
most of the interviewed companies claim to be
registered and formal from the very beginning.
For 55% of Macedonian companies, informality

is viewed as a major concern in running their
businesses.
Primary data collected within the current research confirm that informal economic activity
is quite widespread in the economy and that it
creates unfair competition among firms. More
than 70% of companies reported that they face
competition from informal or unregistered businesses (see Figure 4.6.). Moreover, 40% of all
companies complain that they often or always
compete with informal businesses. For 74.7%
of the companies, competition stemming from
informal firms is a major source of competition,
from which 38.8% reported that is often source
of competition.

Figure 4.6. Competition from informal firms (in % of respodents)
Informal firms are major
competition
7

12

39

36

6,5

Compete against
informal firms
20

Never

26

Rarely

25

Often

Always

21

7,6

Don’t know/Does not apply

Source: Employers’ Survey-2013.

Table 4.5. Indicators on informal economic activity, 2009
Percent of firms competing against
unregistered or
informal firms

Percent of firms
formally registered
when they started
operations in the
country

Number of years firm
operated without
formal
registration

Percent of firms
identifying practices
of competitors in the
informal sector as a
major constraint

Macedonia

73.9

99.2

0

54.9

Serbia

53.6

95

0.2

30.4

Bulgaria

54.1

98.5

0.1

28.1

Croatia

31.7

98.1

0

25

Slovenia

27.4

99.8

0

12.2

Country

Source: World Bank, Enterprise Survey.
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Even when they alone become “victims” of informal firms and competition, firms in Macedonia quite often use informal companies as their
suppliers/subcontractors. In particular, 44.1%
of surveyed companies answered that they use
supplies from informal companies, and only 10%
stated that they never use informal companies
as suppliers or subcontractors. This information shows that the tolerance towards informal
economic activity among companies is relatively
high. In 78.8% of the cases, the use of informal
suppliers is due to lower costs, though it also
happens that informal suppliers/subcontractors
offer higher quality products (6.1%).

Conclusion:
Informality and informal competition seem to be
one of the major concerns of Macedonian companies, with negative impact on fair competition.
However, it seems that there is a wider acceptance of informality, given that those same companies that complain about informality seem to
use a services/supplies from informal companies.

4.7. Recommendations
Based on the analyses performed in this section
using the primary and secondary data available, related to the Fair Competition, we draw the following
recommendations for improvement:
• Ensure that the implementation of the strate-

gies related to the R&D and entrepreneurship
is progressing well and provide bi-annual reports on the implementation progress. Publish the reports to make them available to the
general public;
• Provide special financing to companies for investments in new technologies (no older than
3 years);
• Increase state funding on R&D to meet the objectives stated in the National programme for
R&D 2012-2016;
• Device measures that promote quality competitiveness of Macedonian companies instead of
current price competitiveness;
• Support domestic research institutions in preparation of applications for EU funds available
for research;
• Continuously improve the capacity of the State
Office of Industrial Property and its activities for
awareness rising, given that as the economy
grows firms would be more in need of quality
regulation and practice related to the intellectual rights protection;
• Align the growth of wages with the productivity
growth, such that wages grow slightly below the
growth in the productivity;
• Promote training of workers which is currently
at low levels. Establish a fund for co-financing
the training of workers in companies;
• Improve the effectiveness of the wage negotiation system;
• Improve the link between the vocational schools
and companies to improve workers’ skills;
• Focus on the reforms to secondary education
system and re-direct some funds from higher
education to secondary education;
• Increase the quality of the adult education system.
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Entrepreneurial Culture / Business Start-Ups

Entrepreneurial
spirit is the
main source of
innovations

5

ENTREPRENEURIAL CULTURE

5.1. Business Start-Ups
According to the latest World Bank’s “Doing
Business”10 report, Macedonia has been ranked
among the top 5 countries for the last 7 years with
constantly improving the procedures for doing
business. Macedonia is one of the leading countries in the region which offers best conditions
for business start-ups (ease of doing business).
In comparison, Macedonia is ranked 23rd while
Slovenia and Croatia (members of the European
Union) are ranked 35th and 84th, respectively. Further below are ranked Bulgaria (66th) and Serbia
(86th). One of the last decade’s economic leader
– Ireland (from 1995 to 2008) still offers competitive conditions for future entrepreneurs (ranked
15th).
On the other hand, in the 2013 Index of Economic Freedom11, Macedonia is ranked 43rd from 185
countries in the world, with Economic Freedom
Score of 80 points. The Index shows the extent
to which Macedonia offers to its citizens the
freedom to work, produce, consume and invest
in any way they please. According to the latest
data, Macedonia is ahead of Bulgaria (60th), Slovenia (76th), Croatia (78th) and Serbia (94th) but
all are behind Ireland (11th).
10 Doing Business Report 2013 “Smarter Regulations for
Small and Medium-Size Enterprises”, 2012
11 2013 Index of Economic Freedom, World Heritage
Foundation, 2013

Table 5.1. Ranking of World Bank’s “Doing Business”
Country Name

Ranking

Macedonia

23

Ireland

15

Slovenia

35

Croatia

66

Bulgaria

84

Serbia

86

Source: 2013 Index of Economic Freedom

Table 5.2. World rankings of business freedom by country
World Rank

Economic Freedom
Score

Macedonia

43

68.2

Ireland

11

75.7

Slovenia

76

61.7

Croatia

60

65.0

Bulgaria

78

61.3

Serbia

94

58.6

Country Name

Source: 2013 Index of Economic Freedom
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Despite the positive assessment of the business
climate in international rankings, the number of
business start-ups in Macedonia is diminishing,
despite the ongoing reforms by the Government
of Republic of Macedonia to decrease the obstacles for starting new enterprises. According to
the Global Competitiveness Index 2012–201312
main culprits hindering doing business in Macedonia are mostly related to access to financing (17.1%), inadequately educated workforce
(12.5%), corruption (11.5%), inefficient government bureaucracy (11.4%), inadequate supply of
infrastructure, among others. Namely, the financial support from the Government is insufficient.
For example, according to the Programme for
Development of Entrepreneurship, Competitiveness and Innovation of Small and Medium-Sized
Enterprises for 201313, adopted by the Government, only 70,000 EUR were budgeted for supporting entrepreneurship programmes. Other
reason for low number of business start-ups is
the weak entrepreneurial spirit and culture.
Table 5.3. The most problematic factors for Doing Business
in Macedonia
The most problematic factors for doing
business in Macedonia

% of respondents

Access to financing

17.1

Inadequately educated workforce

12.5

Corruption

11.5

Inefficient government bureaucracy

11.4

Inadequate supply of infrastructure

9.3

Poor work ethic in national labour force

7.5

Policy instability

5.7

Insufficient capacity to innovate

5.4

Tax regulations

3.7

Restrictive labour regulations

3.4

Crime and theft

3

Government instability/coups

2.9

Tax rates

2.7

Inflation

2.2

Poor public health

1.4

Foreign currency regulations

0.2

According to the Adult Population Survey (APS),
within the largest research on entrepreneurship
in the world - Global Entrepreneurship Monitor
(GEM)14, Macedonia’s rate of churning out business start-ups is in line with other countries in
the Balkan region. Namely, 7% of the Macedonian population is included in the total early
stage of entrepreneurial activity (TEA). TEA is defined as either having started business in the last
3.5 years or having allocated resources for imminent business start-up. Specifically, the number
of new businesses in Macedonia opened for the
last three years (2009-2011) is 3.2%. In comparison, the new business establishment in Slovenia
and Ireland is lower, 2.5% and 2.3% respectively.
Table 5.4. Ownership’s rate of new businesses
in percentage of total population
New Businesses
Ownership rate

% of
population

Macedonia

3.2

Ireland

2.3

Slovenia

2.5

Croatia

1.9

Source: Data from Global Entrepreneurship Survey 2012

Yet, according to the National Experts’ Survey
(NES) surveyed within GEM for 2012, the domestic experts find it hard to agree with the statement that the promotion of business start-up is
of high priority to the Government’s policy and
programmes. Namely, the median grade given by
a selection of 36 domestic experts is 2.7 (where
grade 1 denotes complete disagreement with the
statement and grade 5 represents full agreement
with the statement), which is confirmed with
their opinion that the programmes themselves
are not effective (average grade of 2.5).

Source: Data from Global Competitiveness Index 2012–2013
12 Global Competitiveness Index 2012–2013, Klaus Schwab,
World Economic Forum, 2012
13 Programme for Development of Entrepreneurship,
Competitiveness and Innovation of Small and MediumSized Enterprises for 2013, 2012
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14 Global Entrepreneurship Monitor, www.gemconsortium.
org

Business Start-Ups
Table 5.5. Government policies supporting business start-ups
Statement

MK

IE

SI

HR

Government policies (e.g., public procurement) consistently
favour new firms.

1.78

1.51

2.42

2.36

The support for new and growing firms is a high priority for
policy at the national government level.

3.13

2.16

2.4

3.57

The support for new and growing firms is a high priority for
policy at the local government level.

2.5

2.16

2.29

3.16

New firms can get most of the required permits and licenses in
about a week.

3.09

1.67

1.94

2.52

The amount of taxes is NOT a burden for new and growing firms.

3

1.69

1.94

3.05

Taxes and other government regulations are applied to new and
growing firms in a predictable and consistent way.

2.92

1.87

2.39

3.3

Coping with government bureaucracy, regulations, and licensing
requirements it is not unduly difficult for new and growing firms.

2.73

1.58

2.19

2.32

Average

2.74

1.81

2.22

2.90

Source: Data from Global Entrepreneurship Survey 2012
*The scale of possible answers is from 1 to 5 where 1 denotes completes disagreement with the statement whilst 5
signifies complete agreement with the statement.

Table 5.6. Government programmes supporting business start-ups
Statement

MK

IE

SI

HR

A wide range of government assistance for new and growing
firms can be obtained through contact with a single agency.

2.17

1.66

2.4

3.19

Science parks and business incubators provide effective support for new and growing firms.

2.39

2.8

3.03

3.68

There are an adequate number of government programs for new
and growing businesses.

2.64

2.27

2.83

3.33

The people working for government agencies are competent and
effective in supporting new and growing firms.

2.42

2.21

2.5

3.05

Almost anyone who needs help from a government program for
a new or growing business can find what they need.

3.11

2.23

2.43

2.86

Government programs aimed at supporting new and growing
firms are effective.

2.5

2.12

2.51

3.14

Average

2.54

2.22

2.62

3.21

Source: Data from Global Entrepreneurship Survey 2012
*The scale of possible answers is from 1 to 5 where 1 denotes completes disagreement with the statement whilst 5
signifies complete agreement with the statement.

But also worryingly for future business start-up
activities, when it comes to the rate of nascent
entrepreneurial activity i.e. allocation of resources for imminent business start-up, Macedonia is

behind Croatia, which is leading with 6.4% and
Ireland with 3.9%, Macedonia is third with 3.7%
and Slovenia comes last with 2.9% of future
business start-up activity.
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Business Start-Ups
Table 5.7. Rate of nascent entrepreneurship in
percentage of the population
% of
population

Country
Macedonia

3.7

Ireland

3.9

Slovenia

2.9

Croatia

6.4

ties to be taken advantage of (Figure X). Whereas
in 2008, 47% of respondents felt that there are
business opportunities to be explored in Macedonia, in 2012 this number has decreased to
30.79%.
Table 5.9. Fear of business failure
Fear of business failure

2012

Macedonia

44.9*

Source: Data from Global Entrepreneurship Survey 2012

Ireland

41.2*

There is gradual increase of fear of failure of potential would-be entrepreneurs in Macedonia.
Namely, while only 30% from the surveyed in
GEM in 2010 listed fear of failure as reason for
not starting business; in 2012, 45% from the surveyed have listed fear of failure as a reason for
not starting business. This may also be due to
the global economic crisis, which is having particular aggravating effect on the Macedonia’s EUconnected export economy.

Slovenia

41.5*

Croatia

46.3*

Source: Data from Global Entrepreneurship Survey 2012
Note: Percentage of population % 18-64 population
which state that fear of failure would prevent them starting a business

Table 5.10. Business opportunities in Macedonia
in 2008, 2010 and 2012

Table 5.8. Fear of business failure in Macedonia
in 2008, 2010 and 2012
Fear of
business
failure
Macedonia

2008

2010

2012

35*

30.9*

44.91*

Source: Data from Global Entrepreneurship Survey 20082010-2012
Note: Percentage of population % 18-64 population
which state that fear of failure would prevent them starting a business

In comparison, fear of failure is highest in Croatia, while Ireland and Slovenia are on par. On the
other hand, 44.9% of respondents in Macedonia
define fear of failure as the culprit responsible
for preventing them to start a business.
While the western economies faced diminished
growth, the repercussions for the largely exportbased Macedonian economy were significant.
Thus, the perception of both entrepreneurs and
non-entrepreneurs in Macedonia is that the
business opportunities are diminishing. Namely,
there is 4% decrease of surveyed inhabitants in
2012 who feel that there are business opportuni-
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Business
opportunities
in Macedonia

2008

2010

2012

47%

34.3%

30.8%

Source: Data from Global Entrepreneurship Survey 2008,
2010 and 2012

In comparison, respondents in Macedonia are
more optimistic that there will be business opportunities to be explored in the next six months
as compared to Slovenia (19.62%) and Croatia
(17.15%). Ireland is also optimistic on business
opportunities in near future, with 25.55%.
Table 5.11. Business opportunities
Business opportunities

2012

Macedonia

30.8%

Ireland

25.55%

Slovenia

19.62%

Croatia

17.15%

Source: Data from Global Entrepreneurship Survey 2012

Business Start-Ups / Business Development Services

Most of the

Figure 5.1. Adequate support system for starting business
Very Adequate
2,9%
Adequate 25,9%
Somewhat Adequate 50,6%
No, Not at All
6,5%
DK/NA 14,1%

BDS providers
Majority of companies surveyed
in the ES (50%) agree that there
is somewhat adequate support
for starting business in the country, while 25.9% feel that there
is adequate support for starting
business.

Slightly Expensive 32,9%
No, Not Expensive 34,1%
DK/NA 11,8%

subcontractors
or consultants
offering various
and accounting
services.

Figure 5.2. Fee for business registration

Expensive
16,5%

identified as

business, legal

Source: Employers’ Survey-2013.

Very Expensive
4,7%

can be

When asked on the required amount
to register a business, majority
deem it expensive. Namely, 32.9% of
respondents to our survey feel that
the fee is slightly expensive whilst
16.5 deem it expensive and 4.7%
very expensive. On the other hand,
34.1% of respondents feel that the
fee for registering a business is not
extensive (See Figure 5.2.).

Source: Employers’ Survey-2013.

Conclusion:
Macedonia is still ranked high in terms of enabling business environment, as the Government’s ongoing efforts focus on alleviating the
conditions for business start-ups, farmers and
potentially high-growth companies. However,
with the lagged effect of the economic crisis,
especially in the EU, and the insufficient Government subsidies for entrepreneurs, the rate
of new business development is evidently decreasing. Access to (new, innovative) financing
remains the main obstacle for increasing the rate
of new businesses. Respondents in ES are divided on whether the fee for registering business is
expensive or not which point out to unfamiliarity
with the information on registering businesses.

5.2. Business
Development Services
There has been gradual increase of providers of
business development service (BDS) to new and
established businesses. Most of the BDS providers can be identified as subcontractors or consultants offering various business, legal and accounting services. However, banking services are
also included. According to the NES the domestic
experts agree that new and growing companies
in Macedonia can easily get good banking services. In comparison, in Ireland the average grade
given by the domestic experts on this issue is 2.7
(it should be noted that due to the recent banking crisis in Ireland, the confidence in their banks
may influence the opinion on the availability of
good banking services).
Additionally, Macedonian experts feel that the
legal and accounting services for business startups can be found easily and feel that these are
performed with good quality.
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Table 5.12. Business service providers
Statement

MK

IE

SI

HR

In my country, there are enough subcontractors, suppliers, and consultants to
support new and growing firms

3.74

3.86

3.17

2.98

In my country, new and growing firms can afford the cost of using subcontractors, suppliers, and consultants

2.91

2.54

In my country, it is easy for new and growing firms to get good subcontractors,
suppliers, and consultants

3

3.08

2.71

2.38

In my country, it is easy for new and growing firms to get good, professional
legal and accounting services

3.87

3.79

3.36

2.93

In my country, it is easy for new and growing firms to get good banking services
(checking accounts, foreign exchange transactions, letters of credit, and the
like)

4.29

2.7

3.08

3.53

Average

3.56

3.19

2.95

2.80

2.45

2.18

Source: Data from Global Entrepreneurship Survey 2012
Note: The scale of possible answers is from 1 to 5 where 1 denotes completes disagreement with the statement whilst 5 signifies complete agreement with the statement.

Yet, the business service providers’ sector
seems to be fledgling. Namely, according to the
respondents from the APS survey of 2,000 respondents, only 11.67 of new entrepreneurs are
involved in business service provision. This is
particularly low when compared to Croatia and
particularly Slovenia.
Table 5.13. Level of development of business service provision
Companies providing business
services
% of new entrepreneurs

MK

IE

SI

HR

11.67

34.79

41.83

26.66

Source: Data from Global Entrepreneurship Survey 2012

The Government of Macedonia has been seen as
largely involved in enabling improved business
support services to business start-ups. It has
realized number of measures aimed at reducing bureaucracy, cutting expenses and shortening procedures for opening business start-ups.
Some of the more recent changes include promotion of E-business measures where new and
established enterprises complete procedures
in a more convenient and less costly manner.
Some of the specific measures include: starting a company via Internet; cutting the business
registry fee on half for students - entrepreneurs;
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electronic submission of invoices15. Typical example of the efforts made by the Government in
direction of knowledge economy is the set up a
web site wherein all the information needed for
opening or consulting businesses are found:
www.konkurentnost.mk.
Another projects supported by the Government is
matching of business service providers (consultants) with new businesses, offering subsidised
service. The Government support implementation of a programme for Voucher Consulting
wherein the unemployed persons are able to
choose consultants to guide them through the
business-start up process. Although the fee is
fully covered by the Government funds, the Programme has not resulted in significant increase
of self-employment due to very limited funds.
Another obstacle in the Programme is the criterion for obligatory formal self-employment within 6 months from the start of the Programme. If
the unemployed persons fail to register within 6
months from the start of the Programme, they
are liable for covering the costs for the conducted consultancy.
Furthermore, with the latest adoption of Innovation Strategy of Government of Macedonia
15 http://vlada.mk/node/309?language=en-gb

Business Development Services / Cost of Doing Business
2012-2020, for the first time there are incentives
for more meaningful link between research and
business start-ups/established enterprises16.
Together with the National Programme for Scientific Research and Development (2012-2016)17,
the Programme for Promotion of and Support to
Technological Development (2012-2015)18 and
the Industrial Policy of the Republic of Macedonia (2009-2020)19, the corner stones are set
for the new, technologically oriented business
development. For example, the Government of
Macedonia has already established 70 sophisticated laboratories at universities. With the
planned additional laboratories, the matching
between the higher educational institutions and
start-ups/established businesses can be made.

Conclusion:
Government of Macedonia seems to be the largest business service providers to new entrepreneurs in the country, with its involvement in
increasing cooperation between consultants,
higher education institutions and chambers of
commerce. This stance is shared with the majority of the respondents of the ES, despite high percentage of undecided respondents. On the other
hand, the business services providers are less
developed, compared to the included countries.
While legal and banking services are performed
with high quality, there is still need to improve
the quality of other business related service for
the business start-ups and other enterprises.

Figure 5.3. Business services provided by the Government
Completely Agree 1,8%
Agree 11,8%
Somewhat Agree 51,2%
Disagree 11,2%
DK/NA 24,1%

The respondents to ES also give positive opinion on the affordability and quality of the business services offered in Macedonia to the businesses by the Government. Specifically, 51.2%
somewhat agree with the statement whereas 11.8% are in full
agreement. There is question mark on the large percentage of
respondents who are undecided – 24.1% do not know. 11.2% of
respondents disagree that the business services offered by the
Government are affordable and/or with high quality.
Source: Employers’ Survey-2013.

5.3. Cost of Doing
Business
According to the World Doing Business Report for
2013, Macedonia is ranked high for decreasing
costs for doing business. Namely, it received the
recognition from Forbes as “5th Most Tax Friendly
Country in the World” and in PwC and World Bank
Group Study “5th in the Ease of Paying Taxes”. The
Government of Macedonia has reduced taxes in
order to stimulate business growth and decrease
the grey economy. Thus, according to the official
data20, Macedonia boasts one of the lowest Corporate Income Tax and Personal Income Tax.
The lower costs for doing business are confirmed
with the latest report from Price Waterhouse
Coopers and the World Bank, where the total tax
ratе21 is lowest in Macedonia, compared not only
to the neighbouring countries, but wider region
(Central Asia and Eastern Europe).

16 Innovation Strategy for Republic of Macedonia,
Government of Republic of Macedonia, 2012
17 http://www.slvesnik.com.mk/Issues/07B867F187D0964
0A78D06605192A86F.pdf
18 http://www.slvesnik.com.mk/Issues/75E52A39F5C61B4
2880328E82B697CA3.pdf
19 Industrial Policy of Republic of Macedonia, Government
of Republic of Macedonia, 2009

20 http://www.investinmacedonia.com/node/42
21 Total tax rate measures the amount of taxes and
mandatory contributions payable by businesses after
accounting for allowable deductions and exemptions
as a share of commercial profits. Taxes withheld (such
as personal income tax) or collected and remitted to tax
authorities (such as value added taxes, sales taxes or
goods and service taxes) are excluded.
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Cost of Doing Business
Table 5.14. Costs of Doing Business – Taxes and tax rates
Type of Tax

Tax Rate

Corporate Income Tax

10%

Personal Income Tax

10%
General Tax Rate: 18%
*Preferential Tax Rate: 5%

Value Added Tax
Property Tax

0.1% - 0.2%

Inheritance and Gift Tax

**2 - 3% or 4 - 5%

Sales Tax on Real Estate and Rights

2 - 4%

Source: Agency for Promotion of Investment of Republic of Macedonia, 2013
*includes computer software and hardware
** 2-3% for the taxpayer in the 2nd order of succession and 4-5% for the taxpayer in the 3rd order of succession or not
related to the testator

Table 5.15. Different Types of Taxes in Percentage per Country
Country

Profit tax %

Labour tax %

Other taxes %

Macedonia

6.2

0

3.2

Kosovo

9.1

5.6

0.7

Georgia

14.3

0

2.2

Montenegro

7.1

12.8

2.4

Bosnia & Herzegovina

7.2

12.6

4.3

Kazakhstan

15.9

11.2

1.5

Israel

22.1

5.3

3.1

0

30.6

0.6

Croatia

11.3

19.4

2.1

Serbia

11.6

20.2

2.2

Albania

8.6

25.3

4.8

Armenia

15

23

0.8

Azerbaijan

12.9

24.8

2.3

Turkey

17.9

18.8

4.5

Russian Federation

7.1

41.2

5.8

Ukraine

11.6

43.1

0.7

Belarus

20.3

39

1.4

Kyrgyz Republic

6.2

19.5

43.2

0

28.5

56

0.9

28.2

69.4

Moldova

Tajikistan
Uzbekistan

Source: Paying Taxes in 2013, Global Picture, PriceWaterhouseCoopers and the World Bank
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Cost of Doing Business

The low

Table 5.16. Time to comply related to different types of taxes per country (in hours)
Profit tax

Labour tax

Other taxes

taxes and

Macedonia

19

56

44

advanced tax

Kosovo

32

42

90

Russian Federation

60

76

41

good

Kazakhstan

75

70

43

destination

Croatia

60

96

40

for starting

Uzbekistan

66

69

70

business

Kyrgyz Republic

60

71

79

Azerbaijan

60

97

57

Moldova

72

94

54

foreign

Turkey

46

80

97

investments.

Tajikistan

80

48

96

Israel

110

60

65

Serbia

48

126

105

Georgia

109

56

115

Montenegro

43

98

179

Belarus

166

93

79

Albania

119

94

144

Armenia

121

162

97

Bosnia & Herzegovina

68

81

258

Ukraine

109

192

190

Country

reforms make
Macedonia

ventures in
the country,
including

Source: Paying Taxes in 2013, Global Picture, PriceWaterhouseCoopers and the World Bank

Figure 5.5. Costs that influence businesses (in %)
35,3

Wages
Implementation of security and health
standards

19,4

Waste collection
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Insurance
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Other
0
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35

40

Source: Employers’ Survey-2013.
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The average
time for
compliance
with tax
requirements
in Macedonia
is the shortest
among the
surveyed
countries.

The average time for compliance with tax requirements in Macedonia is the shortest among
the surveyed countries. Thus, on average it takes
19 hours to comply with profit tax, 56 hours for
labour tax and 44 hours for other taxes.
The ES respondents are on opinion that the main
cost factor that influences their work is the size
of the wages they pay. Namely, 35.3% of respondents have listed wages as main cost factor that
influences highly their business activities. The
second most listed cost factor influencing business activities of the surveyed respondents is
rent with 20.2%. It is interesting to note that significant costs are incurred, according to the ES
respondents, by the relatively new regulation for
introduction of new safety and health standards.

Conclusion:
The low taxes and advanced tax reforms make
Macedonia good destination for starting business ventures in the country, including foreign
investments. Also, many foreign companies
have excellent opportunities to invest in the
country and have beneficial tax treatment. Still,
the procedures for transfer of property, slow EU
integration and in large part the economic crisis
since 2009, have contributed to fewer investments, both from within the country and abroad.
According to the ES respondents, wages remain
the main cost factor that has the greatest influence on the business activities however, new
regulation on safety and health standards is also
listed as important factor in influencing business
activities and thus business decisions of enterprises.

5.4. Entrepreneurial
Values
In Macedonia, specific context is achieved with
combination of national, ethnic, organizational,
professional and other types of (sub) cultures.
But, values have great influence also over entrepreneurial activity in an economy.
According to the research Macedonian Societal
Values22, most important values for citizens are
human rights (15.6%), peace and non-violence
22 Klekovski, Krzalovski, Stojanova, 2011
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(15.4%), democracy (13.3%), rule of law (10.4%)
and respect for human life. At the bottom of
least important values for Macedonian citizens
are: accountability/transparency (1%) and selfrealization (1.6%). This finding is important
since self-realization as value is usually attributed to enterprising individuals in the country.
Complementary to these values, the research
also surveyed the opinions of citizens on values
they should teach their children. Not surprisingly, good behaviour as value is on the top of the
list (87.8%), while least important values to be
shared to children are imagination (8.5%) and independence (28%). The lack of self-realization,
independence and imagination, as preferred values, provides unfavourable climate for development of entrepreneurship in the country.
One of the main components comprising entrepreneurship are perceptions and attitudes
towards entrepreneurs themselves. But, entrepreneurial perceptions are locked in a feedback
loop with the entrepreneurial activities and aspirations. Together, they define the degree of
development of entrepreneurship in a country.
Some of the indicators of entrepreneurial perceptions and attitudes are identification of business
opportunities, business skills and perception of
business as a full-time carrier. All these may be
enhanced, besides cultural values, by national
conditions such as economic growth, population
growth, and national entrepreneurship policies.
But there are more factors than these at play. As
people see more and more successful entrepreneurs in their direct environment, this may enhance their perception of their own capabilities
without enhancing actual capabilities. Thus, in
order to gauge the exact perception of population related to successful entrepreneurs, GEM
surveys the perceptions and attitudes towards
entrepreneurs.
According to the data above it can be concluded
that there is a decline of the willingness to start
a business, which is followed closely with perception of business as good carrier. On the other
hand, the media coverage of entrepreneurs is
high which is in line with the perception of entrepreneurs as persons with high status in the

Entrepreneurial Values
Table 5.17. Perceptions and attitudes towards entrepreneurs in Macedonia in 2008, 2010 and 2012
Perceptions/Attitudes

2008
%

2010
%

2012
%

Business opportunities

47

34.26

30.79

Fear of failure

35

30.9

44.91

Knows an entrepreneur*

46

41.15

38.16

62.2

59.72

55.11

39

26.7

29.14

Business as carrier

79.76

71.27

69.59

Media coverage

66.18

56.03

64.09

High status of entrepreneur

71.97

66.2

66.73

Has business skills
Has desire to open a business**

Source: Data from Global Entrepreneurship Survey 2008-2010-2012
Notes: *Calculated from the percentage of sample at age of 18-64 population who feel that there are good business
start-up opportunities; **Calculated from the percentage of sample at age of 18-64 population not involved in entrepreneurial activities.

Table 5.18. Perceptions on own Skills Required for Starting Business (in %)
Self - perceptions

Macedonia

Ireland

Slovenia

Croatia

Fear of failure*

44.91

41.22

41.5

46.3

Personally knows an entrepreneur**

31.34

37.33

40.08

23.48

Has business skills

55.11

45.16

51.32

44.06

Has desire to open a business in next 3 years**

29.14

7.97

14.68

23.58

Business as carrier

69.59

45.41

52.73

64.18

Media coverage

64.09

61.45

51.08

39.72

Source: Data from Global Entrepreneurship Survey 2008-2010-2012
Notes: *Calculated from the percentage of sample at age of 18-64 who feels that there are good business start-up opportunities; **Calculated
from the percentage of sample at age of 18-64 not involved in entrepreneurial activities

country. Crucially for the new business start-up
generation, there is decline of desire to open
a business, from 39% in 2008 to 29% in 2012.
What is interesting is the large gap between desire to open business (29.14%) and actual inception business activities (only 7% of respondents
are either new entrepreneurs or have started to
organize resources for business activities).
In comparison with other countries, Macedonians are more confident that they possess the
required skills for starting business than Croatia,
Slovenia and Ireland and have more desire to engage in entrepreneurial activities. On the other
hand, the media coverage in Macedonia of entrepreneurs is high.

On the other hand, the domestic experts in
NES survey feel that Macedonia’s culture is not
highly supportive of individual success through
own personal efforts, which is similar to Croatia
and Slovenia. Ireland, on the other hand, significantly supports creativity and innovativeness.
It seems that experts’ stance on whether the
population encourages entrepreneurial risk taking is different from the observed general values.
Namely, 2.54 is the average grade given from the
experts in Macedonia, denoting neutral stance
on whether Macedonians are encouraged to take
entrepreneurial risks.
Yet, when given opportunity to name constraints
for development of entrepreneurial culture, majority of respondents has not provided clear answer.
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Entrepreneurial Values / Women Entrepreneurship
Table 5.19. Cultural and social norms
Statement

MK

IE

SI

HR

In my country, the national culture is highly supportive of individual success
achieved through own personal efforts

2.86

3.43

2.22

1.98

In my country, the national culture emphasizes self-sufficiency, autonomy, and
personal initiative

2.86

3.03

2.39

1.98

In my country, the national culture encourages entrepreneurial risk-taking

2.54

3.05

1.92

1.82

In my country, the national culture encourages creativity and innovativeness

3.03

3.22

2.5

2.07

In my country, the national culture emphasizes the responsibility that the individual
(rather than the collective) has in managing his or her own life

2.83

2.95

2.22

2.02

Average

2.82

3.14

2.25

1.97

Source: Data from Global Entrepreneurship Survey 2012
*The scale of possible answers is from 1 to 5 where 1 denotes completes disagreement with the statement whilst 5 signifies complete agreement
with the statement.

Figure 5.6. Existence of entrepreneurial culture
Completely
Agree 0,6%
Agree 9,4%
Somewhat
Agree 64,7%
Disagree 19,4%
DK/NA 5,9%

Source: Employers’ Survey-2013.

Conclusion:
There is large gap between entrepreneurial intentions and entrepreneurial activity, resulting
in low number of new or high-growth business
start-ups. This may also be due to entrenched
values that put little emphasis on self-realization, independence and creativity, which represent the hallmarks of successful new or entrepreneurial enterprises. With increasing fear to start
a business due to failure, the number of new enterprises is beginning to decline. Respondents of
ES feel that there is entrepreneurial culture to an
extent; however, they find it difficult to pinpoint
the main constraints for further development of
entrepreneurial culture in the country.
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The ES respondents are even more
supportive than the domestic experts
of a notion of “entrepreneurial culture”
that exists in Macedonia. Namely,
significant majority of 64.7% from
respondents somewhat agree with this
statement, whereas 9.4 agree in full.
However, there is 1/5 from the respondents strongly disagree that there is
entrepreneurial culture in the country.

5.5. Women
Entrepreneurship
Women entrepreneurs in Macedonia face many
obstacles in realizing their entrepreneurial potential. According to the GEM research, most of
them feel that there are less opportunities for
doing business and that they do not possesses
the required skills. In terms of fear of failure of
the business, equal number of women and men
are hesitant to start business due to fear of being unsuccessful. On the other hand, 22% from
female respondents feel that there would be
good opportunities to start business in the next
six months which is slightly less than their male
counterparts. It is interesting to note that although there are similarities between observing
business opportunities by men and women, yet
men are more entrepreneurial in taking advantage of them. This is confirmed with the percentage of total early stage entrepreneurs who iden-

Women Entrepreneurship
tified opportunity in starting business: 9.35%
are from male respondents and 2.83 are female
respondents.
It is difficult to confirm the rates of female entrepreneurship in Macedonia, as the Central Registry of Republic of Macedonia does not provide
reports on the gender of the owner of the business enterprise.

In comparison with the relevant countries, women entrepreneurs in Macedonia receive similar
opportunities for realizing business chances, as
in Croatia, Slovenia and Ireland. Furthermore,
together with Slovenia, female entrepreneurs
seem to possess more level of knowledge and
skills to start a new business, as opposed to Ireland.

Table 5.20. Perceptions on entrepreneurial potential and required skills by gender in Macedonia (%)
Self – Perceptions (Entrepreneurial perceptions)

Male

Female

Business opportunities

32.29

29.22

Fear of failure

44.2

45.64

Personally knows an entrepreneur

38.16

24.37

Has business skills

64.15

45.74

Total early stage entrepreneurs

9.35

4.54

Established businesses

9.19

4.2

Total early stage entrepreneurs who identified opportunity in starting business

4.83

1.64

Total early stage entrepreneurs who started business because of necessity

4.4

2.83

Source: Data from Global Entrepreneurship Survey 2012
Notes: *Calculated from the percentage of sample at age of 18-64 who feels that there are good business start-up opportunities; **Calculated
from the percentage of sample at age of 18-64 not involved in entrepreneurial activities

Table 5.21. Women Support to Start- Ups
Statement*

MK

IE

SI

HR

In my country, there are sufficient social services available so that women can continue to work even after they start a family

2.92

2.51

3.06

2.35

In my country, starting a new business is a socially acceptable career option for
women

3.14

3.95

3.61

2.80

In my country, women are encouraged to become self-employed or start a new business

2.89

2.82

3.08

2.71

In my country, men and women get equally exposed to good opportunities to start a
new business

3.65

3.37

3.69

2.66

In my country, men and women have the same level of knowledge and skills to start
a new business

4.38

3.95

4.63

2.95

Average

3.40

3.32

3.61

2.69

Source: Data from Global Entrepreneurship Survey 2012; Note: The scale of possible answers is from 1 to 5 where 1 denotes completes disagreement with the statement whilst 5 signifies complete agreement with the statement.
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The average
score for
support to
women start-up
in Macedonia
is lower than
Slovenia but
higher than
Croatia.

The average score for support to women start-up
in Macedonia is lower than Slovenia but higher
than Croatia. There is a gap between the perception that “men and women have the same level
of knowledge and skills to start a new business”
and the actual lower start-up business activity by women in the country. Namely, 9.35% of
new entrepreneurs are male whereas only 4.54%
are women. Yet, according to Table 5.16, most
experts concur that both men and women have
equal opportunities for starting business.

Figure 5.7. Existence of women entrepreneurship

Completely Agree 7,6%
Agree 25,3%
Somewhat Agree 39,4%
Disagree 18,2%
DK/NA 9,4%

ES respondents also weighed in on the existence of women entrepreneurship in Macedonia. Majority of ES survey feel that there
is women entrepreneurship in the country. Namely, almost 40%
somewhat agree with the statement whilst 25.3% fully agree with
the statement. Minority of 18.2% believe that there is no women
entrepreneurship in Macedonia.
Source: Employers’ Survey-2013.

Conclusion:
There is consent that women are less represented in entrepreneurial activities in the country.
However, this is the case for most countries in
the world, and is also due to various social and

cultural traditions and norm. For development of
women entrepreneurship, the social aspect is
most important. This foresees improved cooperation and compliance between kindergartens
and institutions that would enable women entrepreneurs (who are mothers as well) to pursue
their professional career and normal functioning
in the business world. On the other hand, more
than half of ES respondents feel that there is, to
an extent, developed women entrepreneurship
in Macedonia.

5.6. Education and
Entrepreneurship
The link between entrepreneurial activity and
economic growth of countries is well documented. It is generally accepted that important links
between education and running business, as
well as between entrepreneurial education and
entrepreneurial activity exist. However, it is difficult to attribute how (entrepreneurship) education is related to new business creation. General conclusions from various surveys, including
GEM, point out to positive impact of education to
business creation process.
Thus, according to GEM research for 2012, 55%
from the respondents claim to possess the required knowledge and skills to start business.
When divided into gender, male respondents
express confidence in their skills in comparison to female respondents. Also, Macedonian
respondents are more confident of having the
necessary knowledge to start a business in comparison to their counterparts in Croatia, Slovenia
and Ireland.

Table 5.22. Required skills and knowledge for starting business by gender
Has required knowledge/ skills to start business

Macedonia

Ireland

Slovenia

Croatia

Male

64.15

54.39

60.97

52.94

Female

45.74

35.74

41.31

35.34

Average

54.95

45.07

51.14

44.14

Source: Data from Global Entrepreneurship Survey 2012
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Education and Entrepreneurship
Table 5.23. Quality of educational institutions
Statement

MK

IE

SI

HR

In my country, teaching in primary and secondary education encourages creativity,
self-sufficiency, and personal initiative

2.17

2.31

2.28

2.13

In my country, teaching in primary and secondary education provides adequate
instruction in market economic principles

2.4

1.91

2.11

2

In my country, teaching in primary and secondary education provides adequate attention to entrepreneurship and new firm creation

2.4

2

2

1.76

In my country, Colleges and universities provide good and adequate preparation for
starting up and growing new firms

2.84

2.5

2.46

2.34

In my country, the level of business and management education provide good and
adequate preparation for starting up and growing new firms

3.05

2.86

2.77

2.86

In my country, the vocational, professional, and continuing education systems provide good and adequate preparation for starting up and growing new firms

2.63

3.06

2.62

2.79

Average

2.58

2.44

2.37

2.31

Source: Data from Global Entrepreneurship Survey 2012
Note: The scale of possible answers is from 1 to 5 where 1 denotes completes disagreement with the statement whilst 5 signifies complete agreement with the statement.

Table 5.24. Higher education and training according to the Global Competitiveness Index
2012 -2013
Country Name

Higher Education
and Training
Score

Ranking

Macedonia

4.04

81

Bulgaria

4.31

63

Serbia

3.97

85

Slovenia

5.20

23

Croatia

4.50

56

Ireland

5.30

20

Source: Global Competitiveness Index 2012–2013

According to the NES survey in GEM, the quality
of the educational system is questionable when
it comes to equipping ready-made human resources as entrepreneurs.
The GCI, developed for the WEF by Columbia University economics professor Xavier Sala-i-Martin,
is based on “12 pillars of competitiveness” – institutions, infrastructure, macroeconomic environment, health and primary education, higher
education and training, goods market efficiency,
labour market efficiency, financial market development, technological readiness, market size,
business sophistication, and innovation. GCI
uses a 1-7 scale (higher average score means

Figure 5.8. Education as most important means for development of entrepreneurial culture

Completely
Agree 21,8%
Agree 38,8%
Somewhat
Agree 27,1%
Disagree 8,8%
DK/NA 3,5%

According to the ES survey respondents,
they also see the link between education and development of entrepreneurial
culture. Namely, majority of respondents
fully agree (21.8%), agree (38.8%) or
somewhat agree (27.1%) that education
is the most important means for development of entrepreneurial culture (see
Figure 5.8.). Only 8.8% of respondents
do not share this view.

Source: Employers’ Survey-2013.
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Education and Entrepreneurship / Recommendations
Table 5.25. Main educational constraints for entrepreneurial culture development
Aspect of education

% of respond.

Quality of formal education

13.6%

Formal education curriculum is not adapted to the needs of the labor market

23.5%

Great number of university graduates

7.7%

Absence of state institution which guarantees the existence of minimum knowledge when certain

7.0%

Great amount of theoretical knowledge, lack of skills gained through participation on trainings/internships during the process of formal education

22.9%

Lack of career counselling/recommendation for students according the talent they possess

11.8%

Lack of short-term courses dedicated to specialization in certain area

6.6%

Low percentage of GDP is dedicated to research and education

3.4%

Problems related to non-formal education

0.5%

Other/don’t ‘know

0.5%

Source: EMPLOYERS’ SURVEY-2013.

higher degree of competitiveness). According to
the Global Competitiveness Index 2012–2013:
basic requirements, Macedonia’s higher education and training (as a required pillar for competitiveness) is ranked 81st out of 144 economies.
Its score is 4.04. Ireland and Slovenia are well
ahead of Macedonia and other countries in the
region, with their more developed higher education system and training.
When asked which 3 aspects of education, training and long-life learning would respondents
emphasize as biggest constraints for development of educational culture, the following answers were given. 23.5% of respondents feel that
“formal education curriculum is not adapted to
the needs of the labour market”, as a major constraint in hindering development of educational
culture. Second constraint that the majority of ES
respondents list is “great amount of theoretical
knowledge, lack of skills gained through participation on trainings/internships during the process of formal education” with 22.9% and the
third most found constraint is “quality of formal
education” with 13.6%.

56

Conclusion:
ES Respondents place great importance of education in developing entrepreneurial culture
in the country. However, the majority feels that
there is great amount of theory which needs to
be closely linked to the labour market, thereby
increasing the entrepreneurial activities and aspirations of individuals. Other surveys show that
there are very few links between the educational
institutions and the business sectors, which also
contributes to mismatch at the labour market between the demand and supply. There seems to
be high confidence in men and women in Macedonia that they possess the required business
skills to start a business. And this is confirmed
from domestic experts as their perception is that
the country’s higher education offers support
to starting businesses. However, the GCI Index
places Macedonia at the bottom of the compared
countries, alongside Serbia. The difference in
perception may be due to lack of staff training
which is also important for vocational and continuous on-the-job training – which is very much
neglected in Macedonia. To develop pools of educated workers, higher education and continuous training is compulsory. Thus, besides the increased reforms in education, Macedonia is still
far from “entrepreneurial” universities.

Recommendations

5.7. Recommendations
Based on the analyses performed in this section
using the primary and secondary data available,
related to the Entrepreneurial Culture in Macedonia, we draw the following recommendations for
improvement:
• Focus on promoting entrepreneurial culture by
allaying fears of failure in business activities.
• Increase favourable funds for would-be entrepreneurs.
• Improve the procedures for closure of business.
• Create a functioning business support agency
mainstreaming the Government’s programmes
for future entrepreneurs, in liaison with representatives of organizations supporting entrepreneurs, CSOs.
• Improve transparency and flow of information
on procedures and costs for registering businesses, with focus on young entrepreneurs
• Include private consultancies in Government’s
programmes supporting business start-ups and
enterprises, thereby assisting the established
institutions such as Agency for Employment,
etc.

additional impetus for entrepreneurs looking to
start business, such as exception from paying
tax on personal income for employees for the
1st year or tax alleviations related to reinvestment of the profit in the ensuing year.
• Continue to support entrepreneurial aspirations
working closely with organizations of entrepreneurs in nurturing business relations with regional businesses.
• Organizations of entrepreneurs should give increased support to networking of businesses as
well as promotion of entrepreneurship, a phenomenon that may lead to increasing entrepreneurial activity.
• Increase awareness of women entrepreneurs,
as a priority for Government’s actions.
• Improve the functioning of the new Vocational
Centre and Adult Education Centre, thus, increasing the match between the demand and
supply (of uneducated and unemployed persons).
• Organizations of employers should also upgrade their networking role and become facilitators of transfer of knowledge to employers and
their employe es.

• Introduce new tax alleviations for business startups and high-growth companies that would give
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ANNEX

1
SAMPLE STRUCTURE
Type of business

Total

10-49

50-249

250+

Agriculture, forestry and fishing

0

0

1

1

Manufacturing

26

14

16

56

Water supply, sewerage, waste management and remediation activity

1

0

0

1

Construction

6

2

1

9

Wholesale and retail trade, repair of motor vehicles and
motorcycling

44

3

4

51

Transportation and storage

3

1

2

6

Accommodation and food service activities

6

0

1

7

Information and communication

4

1

0

5

Financial and insurance activities

3

1

3

7

Real estate activities

2

0

0

2

Professional, scientific and technical activities

8

0

1

9

Administrative and support service activities

4

1

1

6

Arts, entertainment and recreation

1

0

0

1

Other service activities

6

1

2

9

114

24

32

170

Total

60

Number of employees

