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MACEDONIA

BACKGROUND: Macedonia gained independence from the former Yugoslavia in 1991. The center-right 
VMRO-DPMNE won the most seats in 2016 parliamentary elections but failed to win a majority. Zoran Zaev 
of the center-left Social Democratic Union became prime minister in 2017 after forging a coalition with two 
ethnic Albanian parties. The European Union is Macedonia’s principal trade and investment partner, and 
their economies are intertwined. In a low-turnout September 2018 referendum, voters approved changing 
the country’s name to Republic of North Macedonia, which could end a long-running dispute with Greece 
that has blocked membership in the EU and NATO. Pro-Russia President Gjorge Ivanov sided with oppo-
nents who called the change a betrayal of Macedonian identity.

Macedonia’s economic freedom score is 71.1, making its economy the 
33rd freest in the 2019 Index. Its overall score has decreased by 0.2 

point, with declines in trade freedom, monetary freedom, and business 
freedom exceeding improvements in fiscal health, labor freedom, and 
judicial effectiveness. Macedonia is ranked 17th among 44 countries 
in the Europe region, and its overall score is above the regional and 
world averages.

Macedonia maintained macroeconomic stability after the global financial 
crisis, but its internal political crisis has hampered economic perfor-
mance. Fiscal policy has been lax, with unproductive public expendi-
tures, including subsidies and pension increases, and rising guarantees 
for the debt of state-owned enterprises. Extensive informal economic 
activity may generate income equivalent to between 20 percent and 45 
percent of GDP. Structural reforms are needed to address government 
corruption and a bloated bureaucracy. The legal framework is sound, but 
enforcement is slow and weak.

RELATIVE STRENGTHS:
Tax Burden and Fiscal Health

HISTORICAL INDEX SCORE 
CHANGE (SINCE 2002):

+13.1

CONCERNS:
Government Integrity and 

Financial Freedom

POPULATION: 
2.1 million

GDP (PPP): 
$31.0 billion
0.0% growth in 2017
5-year compound 
annual growth 2.7%
$14,914 per capita

UNEMPLOYMENT: 
22.4%

INFLATION (CPI): 
1.4%

FDI INFLOW: 
$256.3 million

PUBLIC DEBT: 
39.3% of GDP
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Despite the legal basis for movable, intellectual, and 
real property protection, enforcement is inadequate. 
Overall, law enforcement efforts are weak and aimed 
too often at government critics, undermining public 
confidence in official willingness to prosecute cor-
rupt officials. The government has introduced some 
anticorruption measures, but political interference, 
inefficiency, cronyism and nepotism, prolonged 
processes, and corruption are pervasive.

The individual income and corporate tax rates are 
a flat 10 percent. Other taxes include value-added 
and property transfer taxes. The overall tax burden 
equals 24.8 percent of total domestic income. Over 
the past three years, government spending has 
amounted to 31.6 percent of the country’s output 
(GDP), and budget deficits have averaged 3.0 
percent of GDP. Public debt is equivalent to 39.3 
percent of GDP.

Streamlined processes for business formation and 
operation provide an environment that is fairly 
conducive to private investment and production. 
After years of high unemployment, recent reforms 
have focused on greater labor market flexibility. 
Almost half of government spending is allocated to 
social transfers, and in 2018, the government offered 
subsidies to low-cost air carriers willing to introduce 
new service to the country.

The combined value of exports and imports is equal 
to 124.0 percent of GDP. The average applied tariff 
rate is 4.0 percent. As of June 30, 2018, according to 
the WTO, Macedonia had four nontariff measures in 
force. A streamlined regulatory framework facilitates 
investment, but political instability undercuts vibrant 
growth. Bank competition has increased, and about 
82 percent of adult Macedonians have an account 
with a formal banking institution.
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