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Foreword

The impact of the COVID-19 pandemic varies from country to country, but one thing is for certain: its
impact extends far beyond those of a public health crisis. It is already increasing poverty and inequalities
globally. This presents new challenges towards achieving the SDGs, but also makes their achievement
more urgent than ever.
That is why assessing the impacts of the COVID-19 crisis on societies, economies and vulnerable
groups is fundamental to inform and tailor the responses of governments and partners to recover from
the crisis and ensure that no one is left behind in this effort. The United Nations has mobilized the full
capacity of the UN system through its 131 country teams serving 162 countries and territories, to support
national authorities in developing public health preparedness and response plans to the COVID-19 crisis.
As the technical lead for the socio-economic response, UNDP is working to assess the socio-economic
impacts of the COVID-19 pandemic on economies and communities across the world.
As a part of this global effort to provide actionable insights into the impact of this unprecedented
crisis, the UNDP office in Skopje launched a Socio-Economic Impact Assessment of COVID-19’s
in North Macedonia to support the country’s policy response. The Assessment estimates the overall
economic impact, provides disaggregated data about specific vulnerabilities and social groups, as well
as evaluates policy measures and identifies opportunities for improving the recovery at the sectorial and
municipal level.
The document consists of a socio-economic impact assessment with several scenarios, including:
sectorial and local level analysis; policy recommendations to mitigate the impact on the most vulnerable
segments of society, including women; evaluation of adopted and new policy measures; and monitoring
the impact of COVID-19 and policy response through a Needs Assessment Dashboard.
The findings of the Socio-Economic Impact Assessment show that COVID-19 has had a serious
negative impact on the economy of North Macedonia of a magnitude exceeding that of the 2007-2009
global financial crisis. Accordingly, the response requires a larger socio-economic package supported
by good public finance management and fiscal sustainability in financing the economic recovery.
The impact is also different than that of the financial crisis, attacking both the supply and demand
sides of the economy. Certain sectors have been disproportionately affected, especially micro, small,
and medium enterprises. Additionally, socially vulnerable groups need special attention and support to
deal with COVlD-19’s impact on their social wellbeing.
The policy recommendations emphasize the need for evidence-based and comprehensive
policymaking followed by a process of continuous monitoring and accurate policy evaluation. This
approach is at the core of UNDP’s global Beyond Recovery offer and will ensure North Macedonia’s
successful policy response to COVID-19. It will be contributing to a speedy recovery and transition to
the “new normal” with a focus on growth and reforms, as addressed earlier in 2020 in our joint growth
study with the Government of the Republic of North Macedonia: “The European Pathway of the Republic
of North Macedonia: Achieving Faster, More Inclusive and Sustainable Growth.” As we look beyond
recovery, we hope that the lessons learned from this impact assessment will help guide the country’s
approach to policy making in a direction that will make North Macedonia more resilience to future crisis
as it continues to make progress towards achieving the SDGs.
Narine Sahakyan,
UNDP Resident Representative
in North Macedonia
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Highlights
Macroeconomic Impact
Gross Domestic Product

Unemployment

The forecasted decline of real GDP in 2020 vary
in the range from -4.1% (World Bank) to -6.0%
(Standard & Poor’s). The pandemic-induced
economic crisis is larger than the Global
Financial Crisis 2008/09.

According to the Labour Force Survey,
unemployment increased from 16.2% in Q1 to
16.7% in Q2 2020. The Employment Agency
published more concerning data, suggesting
a net addition of 45,543 newly unemployed
persons since the pandemic outbreak.

The largest socio-economic pain is concentrated
in Q2 2020: the loss in economic output is
officially estimated at 12.7%.
A V-shaped economic recovery is becoming
a less likely scenario. Continued and rigorous
health prevention measures and timely and welltargeted fiscal stimulus are necessary to avoid
a prolonged U- or W-shaped recovery. Another
more pessimistic scenario would be that of a
diverse or K-shaped recovery, with few sectors
doing well and most sectors struggling well
below their capacities.
By the end of 2023, the economy will still not be
able to return to the pre-crisis growth trajectory.
Inflation
The inflation rate was initially projected to be
close to zero. However, the regulatory approval
of the electricity price increase by 7.4% in early
August 2020 and the rising food prices led to
a newly revised forecast of 0.9% for 2020. In
recent months, the increase of food prices also
requires very close monitoring, especially in
light of potential disruptions of the regional food
supply chains.
Wages
Average monthly wages in January-July 2020 are
8.0% higher than the same period in 2019. Public
sector wage and minimum wage increases are
not the only factors. Low-paid employees are
losing their jobs, so that countrywide average
wage ends up higher.

UNDP, Skopje, October 30th, 2020

It is expected that the decade-long downward
trend of the unemployment rate will be reversed
in 2020. The most recent forecast is a sharp
increase to the level of 20%.
Women unemployment
Women are hit the hardest by the pandemicinduced recession!
Since the pandemic outbreak, 24,488 women
lost or could not find a job (cut-off date:
September 30th, 2020). In every month since
the pandemic outbreak (except for May 2020),
more women were queuing up to register as
newly unemployed.
Female workforce prevails in the hardest-hit
sectors: textile industry, tourism, and hospitality.
Women also take the burden of childcare and
‘family’ duties, that might cost them a job.
Lastly, women are much more concerned than
men about the effects of the crisis.
Poverty rate
An econometric estimation forecasts that the
pandemic-induced recession will wipe out some
of the pre-crisis development achievements.
According to our forecasts, the poverty rate will
increase to 21.0% by the end of 2020.
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Public finance

External sector

The pandemic is likely to lead to increases in
both public debt and budget deficits beyond
those recorded in the Global Financial Crisis.
The projected fall on the revenue side and the
limited response on the expenditure side will
widen the consolidated central government
budget deficit to 8.5% of GDP in 2020 and will
elevate the public debt level to 61% of GDP.

Exports will contract in 2020 due to weak global
demand. The disruptions in global supply chains
- as evidenced by cancelled and delayed orders
– will lead to an expected fall of the export
volume of 13.8% in real terms. The crisis impact
on the automotive component industry in North
Macedonia is particularly uncertain. Around 50
automotive component suppliers are working
well below their production capacity in a waitand-see attitude, causing a significant downside
risk on the export side.

It is important to avoid a strong and premature
fiscal consolidation in 2021. If the fiscal stimulus
is halted in early 2021, the recovery will be more
prolonged and uncertain. Without fiscal stimulus
in 2021, the debt-to-GDP ratio may be even
higher, because the economic activity could not
pick up.
One of the most important issues is the
appropriate use of the new borrowings.
Simultaneously with the economic recovery,
budget savings should be made, and the level of
indebtedness should be reduced.

The projected fall in imports is 11.6% in real
term. The larger drop in the value of imports
is mainly due to the lower price of oil on the
global oil market, but also depressed private
consumption and reduced production activities.
The contribution of net exports to real GDP
growth is 0.8 percentage points.

Financial Stability
Despite recent turbulences, the financial sector
is fairly resilient to the crisis. Most banks –
especially the systemically important ones –
have exceptionally high capital adequacy ratios
and high liquidity to weather the crisis.
The deposit insurance system must also cover
the deposits held by legal entities (including
business entities). The current legal framework
puts the companies at a disadvantage in relation
to individuals and this systemic flaw must be
overcome.
In near future, banks will have to allocate a
larger percentage of funds (premia) to the
Deposit Insurance Fund to supplement the
fund and to be able to repair a major banking
accident. The formula for calculating the premia
should consider the size of the banks and a risk
measure of their portfolio. Banks with more
prudent policies and less risky portfolio ought
to pay a lower premium. The deposit insurance
threshold should increase from EUR 30,000 to
50,000 in line with regional practices.
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Sectorial Impact
Agriculture

Textile Industry

COVID19 pandemic impact on agriculture is
presently mild and lessened by: (1) the reduced
prices of inputs, mainly energy, fuels, and
lubricants, and (2) the massive agricultural
subsidies from the central budget.

Manufacture of textiles and manufacture of
wearing apparel are moderately to considerately
affected by the health and economic crisis.

Existing subsidies for the agricultural sector
are already above the EU average and a recent
report from the World Bank suggests they do
not improve farm efficiency. They also have
little impact on poverty reduction, calling into
question their planned increase in 2021.
The team proposes a major overhaul of the
system and greater reliance on output-based
(instead of input-based) allocation of the
agricultural subsidies.
Industry
The industrial sector suffered a significant
negative impact since the pandemic outbreak,
with a more pronounced effect on the production
and to a lesser extent on the workforce.
Manufacture of leather and related products,
manufacture of machinery and equipment
n.e.c., manufacture of electrical equipment,
manufacture of motor vehicles, trailers, and
semi-trailers, and repair and installation of
machinery and equipment are the hardest-hit
industries with a drop in the industrial production
between 20% and 40%. These industries also
witnessed significant labour layoffs.
Several industries proved resilient and
experienced a business expansion in times
of Covid-19 pandemic (so far): manufacture
of computer, electronic and optical products
(industry weight: 0.6%; growth: 27.0%),
manufacture of basic pharmaceutical product
and pharmaceutical preparations (industry
weight: 2.9%; growth: 18.0%), and manufacture
of rubber and plastic products (industry weight:
2.2%; growth: 12.8%).

UNDP, Skopje, October 30th, 2020

In the first nine months of 2020, the production
volume of manufacture of textile is down by
16.5%, whereas the employment loss is 7.3%
(Jan-Aug 2020). The production volume of
manufacture of wearing apparel is reduced
by 13.9% in the first nine months, whereas
labour layoffs reduced the workforce by 7.2%.
The recovery of both industries is very fragile.
Manufacture of apparel was less severely hit by
the crisis and its speed of recovery is slightly
higher than that of manufacture of textiles. The
bottom of the crisis was in June 2020, followed
by shy recovery of the production volumes.
The profit margins in both industries are very
low, indicating a limited space for adjustment to
the crisis. Moreover, both industries are a vital
segment of the economy, due to their labourintensive nature (or sizeable employment). Some
textile companies were adaptive and managed
to switch their production into production of
masks and other equipment (USAID, 2020).
The management concerns are related to
cancelled or reduced orders, and occasional
disruption of the production process because
of Covid-19-infected employees. Management
teams believe that it will take 6 to 12 months,
and possibly more, to reach the normal levels
of work. In this case, there is a risk that smaller
companies would not be able to return to their
usual way of working or even survive at all.
Construction
The impact of the coronavirus pandemic on
construction is mild - so far. Real value added
in construction in Q1 2020 was 1.5% higher
compared to Q1 2019, whereas in Q2 2020 it
was 99.5% of the activity in the same period in
2019. Engineering, construction, and building
materials should play a vital role in the postpandemic recovery.
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Wholesale and retail trade
Wholesale and retail trade sectors have the
potential for a fast recovery. The problems
are more on the demand side, relating to the
depressed private consumption. Therefore, the
government response should be not only in form
of wage subsidies for distressed companies, but
also as consumption vouchers for vulnerable
segments of the population.
Tourism and hospitality
Tourism,
hospitality,
and
entertainment
industries are the hardest-hit sectors. In the
first eight months of 2020, the number of nights
spent by domestic tourists is down by 30.8%
and nights spent by foreign tourists by 80.3%.
The destiny of the domestic tourism, hospitality
and entertainment industry heavily depends
on the cross-border controls and international
travel bans. The vouchers for domestic tourism
for low-income individuals and households is a
well-designed measure. However, the payments
should be closely monitored and inspected to
avoid misuse of government funds.

6
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Social Vulnerabilities
A bird’s-eye view

Women hit the hardest!

The hardest-hit segments of the population are
single parents, newly unemployed over 50 years
of age, new entrants on the labour market, longterm unemployed, etc. They must be helped
during 2020 and much of 2021. And not to
forget, women!

For the first time in September 2020, the total
number of unemployed women surpasses the
total number of unemployed men. The highest
number of unemployed women is observed
in Skopje, Tetovo, Kumanovo, and Gostivar.
Unemployment among women is higher among
those in the prime working age, between 25 and
54 years.

Behind the backslash (\) of the V- or W-shaped
recovery lies a downward slippage of the incomes
of thousands of citizens, negative (red) balances
on transaction accounts, credit card minuses,
loans from friends and relatives, forced sales
of property, and sleepless nights. If everyone
would lose 5.4% of the newly created income in
2020, the economic crisis would be bearable.
But when economic hardship is concentrated
among vulnerable and poor individuals, and
in certain economic activities (leather, textile,
automotive, electrical equipment industries,
retail, hotels), income losses are very painful
for many individuals and families. Although the
loss of 5.4% of GDP in 2020 is only seemingly a
small ‘scar’ by the pandemic, these categories
of citizens will suffer a lot due to the pandemicinduced crisis.
The Profile of a Typical Victim of the
Economic Crisis in 2020
44.8% of the respondents reported worsened
financial situation due to the pandemic crisis.
The most endangered from the coronavirusinduced economic crisis are single parents of
one or more children who cannot buy even the
most basic goods.
The purchasing power is limited only to the
necessary products for 71% of the families of a
single parent of two or more children and families
with monthly income below MKD 10,000.
The probability of being socially vulnerable is
much higher for families living outside Skopje.
The situation is particularly dire in the regions
of Pelagonija and Polog. The employees in the
private sector from the Pelagonija region (75%)
and the Polog region (78%) are statistically
significantly more affected by the pandemic
compared to the other statistical regions.

UNDP, Skopje, October 30th, 2020

Covid-19 and female labour participation
Cross-country comparison reveals that female
labour participation in North Macedonia is
among the lowest in Europe. Being out of the
labour market implies economic insecurity and
high vulnerability to economic downturns.
During pandemic times, women are not only
economically vulnerable, but also more likely
to be victimized. There is higher incidence of
domestic-based violence and psychological
sufferings from abusive relationships. Moreover,
much of the extra childcare and the burden of
“family” duties fall on women, therefore making
it even more difficult for them to participate in
the labour market.
Every sixth woman works informally
Every sixth woman - or even more precisely 15
women out of 100 - work informally. The share
of informally employed women in total female
employment is the highest in 65+ age group
(86.2%), 55-64 age group (24.1%) and 15-24
age group (18.8%).
Age and Employability
At late September 2020, the total number of
unemployed persons above 50 years of age
represent 36.5% of the overall number of
registered job applicants.
The age cohort 50+ years of age is the largest
indirect victim of the pandemic-induced
recession: 39.6% of the newly unemployed
since the pandemic outbreak.
Their low employability could make serious scars
and long-term damage on the labour market.
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Education matters
The largest number of newly unemployed
persons since the pandemic outbreak is with
primary education or less (48.2%) and with
secondary education (33.1%). This provides
additional evidence that mainly low-skills jobs
were lost since the pandemic outbreak.
Child poverty
The Covid-19 crisis will most likely put additional
16,000 children below the poverty threshold.
This will increase the relative child poverty rate
from 29.3% to estimated 33.3%, a rate not seen
in the country in the past decade.
The average educational background of adult
family members also matters a lot. Relative
poverty is disproportionately higher among
families whose adult members have primary
education (64.1%), much lower among
households with adult family members having
a secondary education (28.7%) and only 1.1%
among households whose adult members have
a tertiary education or more.
A case for Temporary Basic Income?
Molina and Ortis-Juarez (2020) propose a
Temporary Basic Income (TBI) scheme for
developing and transition countries. The
assistance considered in each scenario of a TBI
comprises cash transfers with homogeneous
amounts across targeted individuals within a
country under three options: (1) top-ups on
existing average incomes in each country;
(2) lump-sum transfers that are sensitive to
cross-country differences in median standard
of living; and (3) lump-sum transfers that are
uniform regardless of the country where the
beneficiary population lives (Molina and OrtisJuarez, 2020).
If it were to introduce TBI, their assessment is
that the general government budget of North
Macedonia would have to allocate 0.64% of
GDP as a monthly cost to provide financing
for the TBI scheme. The temporariness of this
measure implies explicit public announcement
of the duration of this measure.
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Covid-19’s impact on country’s progress
in achieving the Sustainable Development
Goals
UNDP estimates that the global human
development could fall this year for the first time
since 1990, when measurements began (UNDP,
2020). The pandemic could easily obstruct or
even reverse the progress in achieving many
Sustainable Development Goals (SDGs).
Goal 1 No poverty and Goal 2 No Hunger. As
already explained, the pandemic-induced crisis
will increase the poverty rate and wipe out some
of the development achievements until 2019.
According to our forecasts, the poverty rate
will increase to 21.0% by the end of 2020. It will
also have an unfavourable impact on the child
poverty.
Goal 3 Good health and wellbeing. The
pandemic may widen the inequalities in the
health systems. A large citizen survey by Rating
published in August 2020 indicates that 64.2%
of the citizens did not use any health service
during the pandemic crisis in April-June 2020.
Refraining from regular or routine health
checks could harm public health in near future.
Particularly vulnerable are patients diagnosed
with life-threatening illnesses. Moreover,
many vulnerable households cannot afford to
buy immune stimulators (medicaments and
nutrients) in times of global health crisis.
Goal 4 Quality education. Public education
is meant to be an equalizer, not a divider. The
unequal access to technologies in education
is having a sizable effect on communities’
ability to confront Covid-19, especially in light
of the government decision to organize online
education. Children from socially disadvantaged
households are already facing unequal
experience with online learning, as they simply
do not have devices and/or internet access.
Goal 5 Gender inequality. It has already been
highlighted that women suffer more severely
from the ongoing social-economic crisis.
Goal 8 Decent work and economic growth.
Decent work will also be affected by the
pandemic. Many employees have been infected
or rightfully fear of being infected, because of
the low observance of health protocols in the
workplace or the unsafely organized transport.

UNDP, Skopje, October 30th, 2020
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Many textile workers (mostly women) from the
city of Shtip were infected by Covid-19 during
unsafely organized home-work commuting.
Decent work also presumes that the employer
will offer a fair reduction of the wage in case of
financial distress for the firm. The reservation
wage – the lowest wage rate at which a person
would be willing to accept a particular type of job
– is falling during (deep) recessions.
Goal 10 Reduced inequalities. Despite some
losses of shareholders’ wealth of high-income
individuals, the pandemic will worsen the preexisting inequalities.
Goal 16 Peace, justice, and strong
institutions. In many countries, Covid-19
could hamper the provision of public services,
especially if e-Government services are
rudimentary or under-developed.

UNDP, Skopje, October 30th, 2020
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A Citizen Perspective
Major socio-economic problems

Consumption reduced to essentials

The problem of unemployment (30.2% of the
respondents), poverty (30%) and low wages
(29.0%) are the three most significant problems
underscored by the citizens of North Macedonia.
These problems are expected to worsen since
the pandemic outbreak.

44.8% of all surveyed citizens reported worsened
financial situation due to the pandemic crisis.

General concerns
64.2% of the citizens are concerned about the
capacity of institutions to cope with the ensuing
health and economic crisis
61.5% of them are worried about the organization
and quality of the education process. Job security
is the third most important concern: 41.3% of
all respondents are extremely concerned and
22.1% are moderately concerned about losing
the job.
Concerns about sliding incomes
Citizens concerned about sliding incomes:
Nearly half of the citizens (49.5%) can buy only
what they need. However, 6.9% of them cannot
even buy what they need, and 39.9% of the
population can afford to buy only slightly more
than what they need for life (Sample: 1,600
respondents).
The extremely poor individuals (with a monthly
income below 10,000 MKD) are genuinely
concerned about the uncertainty of social
assistance packages and other occasional
informally generated incomes.
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55.4% of the citizens said that they changed
consumption habits, by focusing only on food
and essentials. Every fourth citizen (or 24.6%)
buys less due the pandemic crisis.
Nearly half of the citizens (49.5%) can buy only
what they need. However, 6.9% of them cannot
even buy what they need, and 39.9% of the
population can afford to buy only slightly more
than what they need for life.
Every fourth citizen (or 24.6%) buys less due the
pandemic crisis.
Job Security
Among the employed, 58.1% responded that
their company/organization was affected by the
corona crisis and 44% of them are extremely
concerned about their job positions.
The public sector and the pension
insurance system as safe heavens
The public sector is considered as a safe heaven,
because of the stability and security of wages.
The large citizen survey shows that citizens
prefer employment in public administration
(58.6%), at the expense of employment in the
private sector (22.8%). The pension insurance
system is also a safe place, as the income of
retired persons was not affected during the
pandemic crisis. It is important to note that 35%
of the citizens depend on pensions.

UNDP, Skopje, October 30th, 2020
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A Business Sector Perspective
Business Survey Results

Startups need urgent liquidity lifeline

A business survey was conducted in June
and July 2020 to assess the views and the
expectations of the private (enterprise)
sector. The sample consists of 300 business
representatives (owners, CEOs, or managers).
95% of the interviews were in person, and 5% by
telephone conversation.

Startups (up to five years of enterprise history)
are reporting significantly worsened business
conditions than the long-standing companies
(more than five years). Their liquidity problems
create a highly uncertain outlook.

The most significant pandemic-induced
problems
For the export-oriented companies, the most
significant problem, in 84.6% of cases, is the
cancellation of orders. The procurement of raw
materials (production inputs) is the second
problem reported by 42.3% of the surveyed
exporters. Less common problems are nonpayment or late payments of the invoices by
foreign partners (36.5%) and problems with
transport and logistics (21.2%). The most
significant problem among the importers of
goods and services is transport and logistics
(63.2% of the cases). The second important
problem is the reduced domestic demand for
imported products (52.6% of cases). Reduced
production of foreign partners is a problem
faced by 49.1% of the importers.
Lockdowns and capacity utilization
Business operations stagnated in April 2020:
32.0% of the companies fully suspended their
operations, 40.7% operated with limited capacity,
and only 27.3% operated uninterruptedly. In March
and May 2020, 23.3% of the companies did not
operate at all. Other companies reported gradual
reopening: 42.7% of the companies returned to
the ‘normal’ and 34.3% worked with interruptions.
In June 2020, business operations resumed
even more, so 72% of the companies continued
with the regular operations, and 25% of them
continued with obstacles. Almost one in every
five companies (18.0%) operated with a capacity
utilization of 61-80%, 23% with a utilization of 4160%, 17.0% with a utilization of 21-40% and 9.0%
of the companies use up to 20% of their production
capacity. Tourism and hospitality are the hardesthit sector in terms of capacity utilization, i.e. 27.5%
of companies had a minimum utilization of their
facilities of 0-20%, and other companies in this
industry only partially used their facilities.
UNDP, Skopje, October 30th, 2020

Survival strategies
Companies adjusted differently to the
pandemic-induced crisis: the main survival
strategy of 31.0% of the surveyed companies
was to apply for government financial support,
25.7% of the companies drew down savings
to maintain their business, 15.7% deferred the
investment projects, 10.3% resorted to wage
cuts, 6.7% applied for a bank loan and 2.7%
for a subsidized loan by the Development Bank,
debt rescheduling was demanded by 4.7% of
the companies, whereas 3.3% opted for labour
layoffs. Only 30% of the companies pursued an
orderly adjustment without resorting to external
financing or other radical measures.
Opinion on the government financial
support
A large share of respondents believes that the
government crisis response was successful or
highly successful (42.7%), that the government
financial support was timely (54%) and that
the government subsidies were well targeted
(55%). Somewhat puzzling is the large share of
neutral views on the success of the government
crisis response (30%). Nearly every eighth (out
of ten) respondent believes that there should
be a fourth package of economic measures for
government financial support (77%).
A remarkably high percent (92.2%) of the
respondents expressing satisfaction from the
government financial support cited the wage
subsidies in April-June 2020 as the main source
of relief from the financial distress.
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Challenges ahead
The business community is genuinely concerned
about the depressed private consumption
(81.2% of the respondents). Nearly half of
them have liquidity problems for paying wages,
whereas 34.2% cannot secure stable workforce.
Other important challenges are problems with
procurement of inputs (22.3%), increased prices
of inputs (19.6%), maintaining appropriate net
working capital for organizing the production
(21.2%) and international transport and logistics
(15.8%). It is important to note that multiple
options were allowed in defining the main
challenges ahead. Somewhat encouraging
response is that 41% of the companies do not
consider labour layoffs, 23.3% believe that the
likelihood of labour layoffs is low, whereas 18.7%
cannot assess such a likelihood at the moment.
Most respondents (nearly 60%) believe that the
crisis will be over in between 6 and 12 months,
16.3% are more pessimistic and expect a
recovery within 13 to 24 months. The optimistic
camp consists of 18% of the respondents, who
believe that the crisis will be over in the next five
months. In light of this discussion, in the next
section we present some ideas for supporting
the economic recovery.

12
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Policy Recommendations
We propose(d) numerous policy intermediate
targets and policy measures, some of which
have already been accepted and implemented
by the authorities.
1. Supporting citizens and protecting
socially vulnerable groups

3. Fiscal sustainability, macroeconomic
and financial stability

Containment policies
#1 Healthcare, social distancing, testing,
potential relief measures

3a. Fiscal measures

Unemployment benefits
#2 Relaxing unemployment benefit schemes
Socially vulnerable groups
#3 Cash transfers to socially vulnerable
groups
Informal economy
#4 Subsidies and transfers to farmers and
the informal sector
2. Supporting businesses and saving jobs
Liquidity support
#5 Zero-interest loans
#6 Deferral and reprogramming of credit
payments
#7 Introduction of guarantee schemes
supported by government
Cost reduction measures
#8 Extension of the government support for
minimum wage
#9 Relaxation of criteria for minimum wage
support
#10 Reduction of costs for rents and utilities
Revenues’ recovery		
#11 Government spending and procurements
#12 Export crediting and guarantee schemes
#13 Income for self-employed focus
Focus
#14 Small and Medium Enterprises should
be on focus and with respect to sectors that
are more affected, while micro-entities are
more vulnerable and should have a special
treatment

Evidence-based policy framework
#16 Scenario analysis
#17 Fiscal and socio-economic assessment
of policy measures
#18 Monitoring and evaluations
Size of the fiscal package
#19 According to the socio-economic
assessment of the COVID19 impact should
be higher than during financial crisis (circa
10% of GDP)
Fiscal space (Public financial management)
#20 Reduce non-productive and
unnecessary budget costs
#21 Budget costs re-allocate to finance
socio-economic packages of the
government to protects social vulnerability
groups, support jobs and businesses, as
well as public capital investments with higher
multiplication factor to economy
Tax administration
#22 Improve the efficiency of tax revenue
collection and shorten the VAT refund period
Public debt
#23 Issuing Treasury bills, Eurobond or/and
a COVID Bond; Borrowing from IFIs
Local transfers
#24 Revised formula for the general VAT
grant
Social responsibility awards
#25 Government award for socially
responsible companies to support COVID19
solidarity fund and other similar activities to
help

Crisis management
#15 Crisis management trainings

UNDP, Skopje, October 30th, 2020
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3b. Monetary Stimulus
Interest rates
#26 Lower interest rates (without jeopardizing the price stability)
Central Bank bills
#27 Reduce CB bills stock to inject liquidity in the banking sector
Banking regulation
#28 Relax capital adequacy and reserve requirements (without jeopardizing the banking sector
stability).
Exchange rate
#29 Coordinate additional external financing to maintain adequate foreign reserve coverage
Quantitative easing
#30 Last resort if there are no possibilities to borrow from abroad and there is no fiscal space to
finance the economic packages, but without jeopardizing price and macroeconomic stability.
4. Back to ‘new normal’, post-pandemic economic recovery and growth
New Normal and Opportunities
#31 Environment protection and promotion of carbon-neutral economy
#32 Digital economy, reduction of informal economy and internationalization of business sector (reintegration into global value-chain)
#33 Research and innovations and increased business sector resilience and competitiveness
#34 Science, education, and development of human capital
#35 Healthcare, social development and reduced inequality (income, gender-sensitive vulnerabilities
and budgeting, etc.).
EU Pathway Growth Strategy: Achieving faster, more inclusive, and sustainable growth
#36 Economic recovery (restarting and restructuring - resilience- businesses, investments,
infrastructure)
#37 Sustainable, inclusive, and accelerated growth (governance, economy, human capital,
environment).

Policy Response, Economic Recovery and Growth

Executive Summary
Context
The Covid-19 pandemic is a global scale
human crisis affecting societies at their core.1
Since end-February 2020, the pandemic outbreak
caused an immediate, deep, and enduring health
and socio-economic crisis in nearly all countries.
The Government of North Macedonia vigorously
and in a timely manner responded to the medical
and socio-economic emergencies by designing
and implementing health prevention interventions
and four packages of economic measures.
The fiscal stimulus associated with the first
three economic packages (April, May, and June
2020) is estimated at EUR 550 million (5.25% of
the estimated 2019 GDP). The size of the fourth
package of economic measures announced in
late September 2020 is additional EUR 470 million
(4.5% of the estimated 2019 GDP). Some of the
budget appropriations may not be fully utilized and
some of the fiscal costs will most likely spill over
into 2021.
The immediate government response limited
a more severe socio-economic impact and
protected a large share of vulnerable groups. The
forced lockdowns, international travel bans, and
social distancing measures caused a somewhat
expected reduction of economic activity by 12.7%
in Q2 2020 (year-on-year growth). The emergency
measures directed financial support to affected
companies and individuals and helped keep the
economy alive. The international development
partners – with a notable role played by the
United Nations Development Program – strongly
contributed to the policy-making process by
designing concrete policy-relevant proposals and
providing crisis-related project financing.
Despite the large fiscal stimulus, the recession
in 2020 is inevitable. The pre-pandemic forecast
of real GDP growth of 3.4% is significantly revised
downwards to -5.4% in 2020 (Figure 1). The socioeconomic pain is concentrated in Q2 2020, as
the largest loss in economic output and rise in
unemployment is expected in the second quarter
of 2020 (Figure 2). The output decline in Q3 2020
is likely to be lower. However, the forecasts for Q4
2020 are highly uncertain and conditional upon the
absence of a large pandemic wave.

1

UN (2020a) A UN framework for the immediate a
socio-economic response to COVID-19. April 2020.
New York: United Nations.
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Figure 1. Macroeconomic outlook for 2020

Due to the lower oil prices and reduced private
consumption, the inflation was initially projected
to be close to zero or turn into deflation. However,
the regulatory approval of the electricity price
increase by 7.4% in early August 2020 and rising
food prices led to a new forecast of 0.9% for 2020.
The unemployment was on a declining path for
almost 14 years and was projected to reach 16.0%
this year. Because of the crisis, the job losses
are likely to reverse the trend and increase the
unemployment rate to 18%.
Figure 2. Actual and forecasted quarterly real
GDP growth (2018 q1-2020 q4)

Source: State Statistical Office (August 2020) and
authors’ forecasts.
Unfortunately, due to significant labour
layoffs and limited job creation in 2020, the rate
of unemployment is forecasted to increase to
20% by end-2020. Large-scale minimum-wage
government subsidies and publicly financed social
security contributions prevented even greater
increase in the unemployment rate. According to
our forecasts, the unfavourable developments will
increase the poverty rate to the level of 21.0% by
the end of 2020.
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PROJECT OBJECTIVES
The central objectives of the project titled
“Socio-Economic Impact Assessment to Support
Covid-19 Response in the Republic of North
Macedonia” are to: (1) support policy response by
estimating the overall economic impact, providing
disaggregated data about specific vulnerabilities
and social groups, and (2) evaluate policy
measures and identify opportunities for sustained
recovery at sectorial and municipal level.

The supplementary budget enacted in midMay 2020 expanded healthcare financing by EUR
175 million, an increase of 28.0% compared to the
initially budgeted funds for 2020. The healthcare
system was thereby entitled to 17.3% of the
total (consolidated central government) budget
expenditure for 2020.
Figure 4. Covid-19 Incidence in North Macedonia
(by 100,000 inhabitants)

HEALTH FIRST: PROTECTING HEALTH
SERVICES AND SYSTEMS DURING THE
CRISIS
The initial response by the Government of
North Macedonia to the medical emergency was
successful. International travel bans, occasional
lockdowns, business closures, and social
distancing measures successfully flattened the
health curve and reduced the number of active
cases to only 370 on May 13th, 2020 (Figure 3).
Figure 3. Number of active cases (infected
people) in North Macedonia
Source: https://gdi-sk.maps.arcgis.com (October
29th, 2020).2

Source: Worldometers, October 2020.
Before the early parliamentary elections
in mid-July 2020, there was a relaxation of the
social distancing restrictions. This contributed to
an upward trend of the number of active cases
culminating in over 4,000 cases in late July 2020.
After the favourable developments in August and
the first half of September 2020, a rising trend was
again detected in late September and early October
2020. Leading epidemiologists labelled it as the
start of the second pandemic wave. As of October
29th, 2020, the number of active cases is 7,963
(or 390.3 out of 100,000 inhabitants). Presently,
the number of infected persons is the highest in
Skopje, Strumica, Tetovo, and Kumanovo (Figure
4).
16

Partial lockdowns and social distancing
measures may be the norm for years to come
(see Giannitsarou and Toxvaerd, 2020). Rigorous
and frequent controls of the observance of health
prevention protocols to contain the spread of
Covid-19 are needed in the last quarter of 2020
and throughout 2021. Indicative targets for on-site
inspections of health prevention protocols as well
as penalties for not wearing face masks are also
strongly recommended.

PROTECTING PEOPLE: SOCIAL
PROTECTION AND BASIC SERVICES
Major socio-economic problems
A large citizen survey conducted in July 2020
with 1,600 respondents reaffirms that the high
2

https://gdi-sk.maps.arcgis.com/apps/
opsdashboard/index.html? fbclid=IwAR0Dd9MY7njiNtDkPpPt8R2SeD4pW_6TO12axwKrT4CcegckY4P4Ezt43f4#/2096bd4b051b42948ac3f5747e80c3a5
UNDP, Skopje, October 30th, 2020

Policy Response, Economic Recovery and Growth

unemployment (30.2% of the respondents), the
poverty (30%) and the low wages (29.0%) are
the three most significant problems faced by the
citizens of North Macedonia. Their burden is
expected to worsen in 2020 and 2021. 44.8% of
all surveyed citizens reported worsened financial
situation due to the pandemic crisis and 55.4% of
the citizens said that they changed consumption
habits, by focusing only on food and essentials.
Every fourth citizen (or 24.6%) buys less due the
pandemic crisis.

-

Unemployment perspective. The corona crisis
mainly eroded the hopes of finding employment
among the unemployed (46.3%). Despite the
reduced hope of finding a job, 15.9% of the
unemployed stated that due to the corona
crisis, their family income has decreased.
9.6% of the unemployed have reduced the
hope that the government will help in any way,
and for 10.4% of the unemployed respondents
the crisis has not affected them in any way.

-

Saving perspective. Three out of every four
citizens (75%) cannot save during the crisis:
39.1% of the citizens reported that they surely
cannot save and 35.9% of them that probably
they could not save this year.

-

Investment perspective. A remarkably high
percentage of the surveyed citizens (84.3%)
reported that home-related renovations,
financial investment, or purchase of durable
consumer goods will be postponed for 2021.
Put differently, every eighth out of 10 citizens
will not invest in 2020.

The concerns and the concerned ones
The same citizen survey reveals that there
are several deeply concerned segments of the
society regarding the harsh impact of the Covid19-induced crisis:
-

Gender perspective: Female workforce prevails
in hardest-hit sectors (e.g., textile industry,
tourism, and hospitality). Women also take
the burden of childcare and ‘family’ duties,
that might cost them a job. It is not surprising
therefore that women are more concerned
than men about the effects of the crisis.

-

Income perspective: Individuals with monthly
income below MKD 10,000 (approx. EUR 162)
are genuinely concerned about the uncertainty
of social assistance packages and other
occasional informally generated incomes.

-

Purchasing power perspective. Nearly half of
the citizens (49.5%) can buy only what they
need. However, 6.9% of them cannot even buy
what they need, and 39.9% of the population
can afford to buy only slightly more than what
they need for life.

-

Age perspective: Elderly people, which are
especially worried, because the risk for severe
illness from Covid-19 increases with age.
Young people (especially those of 18 and 19
years) as new entrants on the labour market
are very worried about their employability. Midcareer professionals (30-49) are also overly
concerned about their professional plans and
their economic status.

-

Urban/rural perspective: Citizens of urban areas
fear more of higher contagion risks in offices,
shops, markets, banks, public transportation,
etc.

-

Among
the
Employment
perspective.
employed, 58.1% responded that their
company/organization was affected by the
corona crisis and 44% of them are extremely
concerned about their job positions.

UNDP, Skopje, October 30th, 2020
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The Profile of a Typical Victim of the
Economic Crisis in 2020

Figure 5. Number of registered unemployed
persons at the Employment Agency in 2020

Since the Covid-19 pandemic outbreak, the
highest growth of unemployment was registered
in Gevgelija (104.4%) and Valandovo (85.7%). The
layoffs were concentrated in the entertainment
industry. The majority of cities (incl. rural areas)
experienced a growth of unemployment between
20.1% and 30% compared to February 29th, 2020.

Unemployment on the Rise
The fiscal stimulus – most notably, the wage
subsidies during April-June 2020 for crisis-hit
companies – prevented massive labour-layoffs.
Still, the number of newly registered unemployed
persons increased from 105,816 on February 29th
(the pandemic outbreak) to 151,359 on September
30th, 2020. Put differently, 45,543 individuals
(on net basis) lost their job or could not find one
compared to the pre-crisis situation (Figure 5).
This is an increase of 43% in only seven months of
2020. The small but steady job creation since May
2020 could not reverse this trend.
18
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Figure 6. Growth of regional unemployment since
the pandemic outbreak (Feb 29th - September
30th, 2020)

Figure 7. Newly unemployed persons by their
educational background (March-September
2020)

Source: Authors’ design based on data from the
Employment Agency (October 2020).
The impact of COVID-19 on women
It is important to differentiate between what
comes from being infected and what comes from
being affected.
Mortality. The mortality rate conforms to the
global pattern: more men are dying of Covid-19:
(63.69%) as opposed to women (36.31%) in North
Macedonia (Figure 8).
Infections. Covid-19 seems to infect men at
a higher rate. As of October 9th, 2020, the share
of men in the total number of infected persons is
50.8% (Figure 9).
Source: Authors’ design based on data from the
Employment Agency (October 19th, 2020).
The hardest-hit segments of the labour force
are those with lower educational attainment:
secondary education and primary education or
less (Figure 7) and persons above 50 years (39.6%
of the newly unemployed since the pandemic
outbreak).

Figure 8. Covid-19
Figure 9. Infected
induced deaths by sex (in persons with
percent)
Covid-19 by sex (in
percent)

Source: https://gdi-sk.maps.arcgis.com.
Vulnerability.
Cross-country
comparison
reveals that female labour participation in North
Macedonia is among the lowest in Europe.
Being out of the labour market implies economic
insecurity and high vulnerability to economic
UNDP, Skopje, October 30th, 2020
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downturns. During pandemic times, women are
not only economically vulnerable, but also more
likely to be victimized. There is a higher incidence
of domestic-based violence and psychological
sufferings from abusive relationships. Moreover,
much of the extra childcare and the burden of
“family” duties fall on women, therefore making
it even more difficult for them to participate in the
labour market.
Figure 10. Number of unemployed persons since
the pandemic outbreak by gender and month

women were queuing up to register as newly
unemployed.
Statistical data from the Employment Agency
reveal that women from Skopje, Kumanovo, Bitola
and Tetovo are paying the highest price.
Every sixth woman works informally. Every
sixth woman - or even more precisely 15 women
out of 100 - work informally. The share of informally
employed women in total female employment is
the highest in 65+ age group (86.2%), 55-64 age
group (24.1%) and 15-24 age group (18.8%).
Women are more likely to have low-quality
informal jobs. Women are often found in the
lower parts of the informal employment hierarchy
(domestic workers in private homes, informal
sellers on agricultural products’ markets,
contributing family workers, etc.).
The Covid-19 crisis will most likely put additional
16,000 children below the poverty threshold. This
will increase the relative child poverty rate from
29.3% to estimated 33.3%, a rate not seen in the
country in the past decade.
The average educational background of adult
family members also matters a lot. Relative poverty
is disproportionately higher among families whose
adult members have primary education (64.1%),
much lower among households with adult family
members having a secondary education (28.7%)
and only 1.1% among households whose adult
members have a tertiary education or more.

ECONOMIC RESPONSE AND
RECOVERY: PROTECTING JOBS,
SMALL AND MEDIUM-SIZED
ENTERPRISES, AND INFORMAL
SECTOR WORKERS

Note: Newly unemployed persons in each month
since the pandemic outbreak. Source: Based
on data from the Employment Service Agency,
October 2020.
Women hit the hardest. While women are
overrepresented in fighting the pandemic, they
also suffer more severely from the ongoing socialeconomic crisis. Since the pandemic outbreak,
24,488 women lost their jobs (cut-off date:
September 30th, 2020). In every month since the
pandemic outbreak (except for May 2020), more
20

Micro-entities and small enterprises as the
biggest victims
Statistical data and business surveys indicate
that microenterprises are the most vulnerable
business entities. As illustrated in Figure 10, they
were heavily burdened with loans (68.9% of total
assets), simultaneously struggling with low liquidity
(including negative working capital) and recording
losses (equivalent to 11.8% of their capital). Nearly
50% of them are reporting that their revenues have
halved and 19% are witnessing business closure
(ILO, 2020a).
The ILO (2020a) survey indicates that the
most widespread adjustment measures applied
UNDP, Skopje, October 30th, 2020
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were the reduction of working hours (69%),
providing paid annual leave to employees (43%),
changes in work organization (28%) and access
arrangements for customers and/or suppliers
(28%), and implementation of innovative solutions
(for instance, e-commerce).

Figure 12. Sectoral outlooks

Figure 11. Vulnerabilities in the enterprise sector

Note: As of January 1st, 2020. Source: Authors’
design based on data from the National Bank.
Startups need liquidity lifeline. Our business
survey indicates that startups (up to five years
of enterprise history) are reporting significantly
worsened business conditions compared to the
long-standing companies (more than five years).
Which sectors are hit the hardest?
High frequency indicators suggest the recovery
starting in July - when the economy reopened - will
be very slow; industrial production in August 2020
is still down some 9 percent. The turnover in retail
trade is down by -17.3%, the number of nights spent
by domestic tourists is down by 30.8% and foreign
tourist nights by 80.3%, exports and imports are
reduced by 17.6% and 14.9%, respectively, and
the net inflow of Foreign Direct Foreign direct
investment is still low (Figure 11).

UNDP, Skopje, October 30th, 2020
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Figure 13. Covid-19 pandemic impact on
industries (Jan-Aug 2020 / Jan-Aug 2019)

Source: Based on data from the State Statistical
Office and the National Bank (October 2020).
Only agriculture and construction weathered
the crisis well. So far, the impact on agriculture is
mild. This traditional sector registered a growth of
3.7% in the first half of 2020 compared to the same
period in 2019. Construction fully recovered from
the pandemic-induced crisis reaching the same
level as in the first half of 2019.
22 out of 27 industrial branches comprising
92.8% of the industrial production were negatively
affected by the Covid-19 pandemic. The fall in
industrial production in the first eight months of
2020 was 13.2% compared to the same period in
2019.
The hardest-hit industrial branches (with a
high impact on production and employment)
were manufacture of motor vehicles, trailers, and
semi-trailers (industry share: 12.3); manufacture
of machinery and equipment, elsewhere not
covered (industry share: 8.9%); manufacture of
electrical equipment (industry share: 4.5%) and
manufacture of textiles (industry share: 4.6%)
(Figure 12).

Source: Based on data from the States Statistical
Office (October 2020).
Several industries proved resilient and
experienced a business expansion in times of
Covid-19 pandemic (so far): manufacture of
computer, electronic and optical products (industry
weight: 0.6%; growth: 27.0%), manufacture of
basic pharmaceutical product and pharmaceutical
preparations (industry weight: 2.9%; growth:
18.0%), and manufacture of rubber and plastic
products (industry weight: 2.2%; growth: 12.8%).
Such diverse trends provide some evidence in
favour of a K-shaped recovery, with few sectors
doing well and most sectors struggling well below
their capacities.

22
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MACROECONOMIC RESPONSE AND
MULTILATERAL COLLABORATION

Figure 14. High public support for the
government measures

The government crisis response was timely,
broad-based, and measured. In times of rapidly
declining budget revenues, the fiscal stimulus of
5.25% of country’s 2019 GDP was enabled by a
foreign borrowing (a Eurobond issuance in amount
of EUR 700 million).
Most of the important government measures
to prevent a deeper recession were very well
accepted by the citizens. Most respondents (70%
and more) in a large citizen survey believed that
they were adequately designed. The domestic
payment cards, the minimum-wage subsidies
of 14,500 (net) and cash compensation for
unemployed persons were among the measures
with the highest public support.
The high public support for the government
financial support leads to the conclusion that the
measures are well targeted, i.e. they are aimed at
vulnerable groups of citizens, youth, low-income
people, and other vulnerable groups. In four out of
ten households there is at least one family member
who uses some measure of the fiscal stimulus by
the government.
Impact on Local Governments
Local government budgets are affected both
in terms of their own-source revenue and intergovernmental transfers. The low collection of ownsource revenue is already casing disruption in the
provision of public services. Moreover, the total
amount of the general VAT grant - from the central
to the local government - is based on a prescribed
percentage of the past year’s VAT revenue (net)
collection by the central budget. Assuming no
legislative changes, the general VAT grant to
municipal budgets will not be affected by the
ongoing crisis in 2020. They will be entitled to MKD
2.34 billion in 2020, which would be an important
monetary relief for their budget. However, the
general VAT grant in 2021 will be severely affected
by the ongoing recession, as it will be calculated
on the realization of VAT (net) revenue in 2020.
Municipalities in North Macedonia would be
entitled to MKD 2.16 billion in 2021.

Source: Survey by Rating (August 2020).
The Supplementary Budget for 2020 forecasts
a reduction of the general VAT grant by MKD 83
million compared to 2020, equivalent to 7.8%.
Table 1. Actual and expected VAT grant for local
governments (In millions of denars, 2015-2021)
Percent of General VAT grant to
last year’s local governments
VAT net
Current
Team
revenue situation Proposal

Year

VAT (net
)revenue

2015

41,694

4.0

1,733

2016

45,949

4.5

1,876

2017

47,870

4.5

2,067

2018

49,254

4.5

2,154

p 2019

52,059

4.5

2,211

s 2020

48,000

4.5

2,343

f 2021

56,100

4.5

2,160

2,240

Note: p stands for preliminary, s for the
Supplementary Budget 2020 and f stands for
fiscal forecast.
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We highlight the crucial importance of fiscal
decentralization (and VAT sharing formula) and
local governance in solving some of the socioeconomic problems. To help the negatively affected
local government budgets, the team proposes a
change in the VAT allocation formula. The general
VAT grant should be calculated as a percentage
of the average for the past three years. Revenue
calculated by the revised formula will be less prone
to cyclical factors and will provide a more stable
source of financing of local governments in North
Macedonia.

LESSONS LEARNED
This crisis is really different!
The Covid-19 induced crisis is more severe
than the Global Financial Crisis of 2007-2009. A
simultaneous supply and demand shock hit all
economies and sectors at the same time. The
outlook remains highly uncertain.

THE ROAD TO RECOVERY AND
THE ‘NEW NORMAL’
Policymakers must
begin
considering
how
to
translate
emergency measures
into more sustainable
policies (Khor and
Strauch,
2020).
Health
containment
measures,
fiscal
stimulus and needed
structural
and
institutional can bring
the economy back to
the pre-crisis path no
sooner than end-2023 (Figure 13).
Figure 15. The return to the pre-crisis path under
different scenarios

The likelihood of a U- or W-shaped recovery
must not be ignored
A premature relaxation of the health
containment measures, or an absence of new
fiscal stimulus may easily lead to a W-shaped
recovery and worsening socio-economic situation.
Strict observance of health protocols and health
containment measures, together with a new fiscal
stimulus in the second half of 2020, are needed to
avoid a U- or even a W-shaped recovery. Another
strong pandemic wave in 2020 would seriously
delay or even reverse the already fragile and slow
economic recovery.
The Greatest Optimists
The highest degree of optimism rests among
young people (up to 29 years of age), of whom
33% hope that the situation will improve. In
contrast, among adults over 65 years of age,
only 18% expect improvement.

24

Source: Authors’ calculations based on the
International Futures Model (October 2020).
Evidence-based policy vs. policy-based
evidence
Public health and economic resilience
(business resilience and adaptation, prudent
fiscal policies) must not be compromised for
short-term political gains. The decision-making
process in near future must be based on evidencebased policy proposals, avoiding irresponsible
populist measures. This is particularly important
considering the limited fiscal space and the
elevated public debt, already approaching 60% of
GDP.

UNDP, Skopje, October 30th, 2020
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Integrated and comprehensive policy
framework
Guiding principles
We outline several guiding principles of future
government financial support. Firstly, the support
must be well targeted to vulnerable households
to ensure access to basic goods and services
and to viable businesses to limit unprecedented
layoffs. Secondly, the resources should be
deployed in a temporary and efficient way and
reflect the costs in multi-year fiscal reports. Thirdly,
ex ante assessments of the fiscal and socioeconomic impact of the measures are strongly
recommended. Lastly, ex post monitoring (Needs
Assessment Dashboard and Social Vulnerabilities’
analysis) would inform policymakers about the
most effective design of future measures.

POLICY RECOMMENDATIONS
We propose(d) numerous policy intermediate
targets and policy measures, some of which have
already been accepted and implemented by the
authorities.
1. Supporting citizens and protecting socially
vulnerable groups
Containment policies
#1

Healthcare, social distancing, testing,
potential relief measures

Unemployment benefits
#2

Relaxing unemployment benefit
schemes

Socially vulnerable groups
#3

Pandemic shock response (immediate and
short-term)

Cash transfers to socially vulnerable
groups (incl. Community Works
Programme and Care economy
activities)

•

Containment policies (health, human life
safety)

•

Social care (social vulnerability, unemployed,
poverty)

•

Jobs (protect and subsidy for temporary for
restructuring)

2. Supporting businesses and saving jobs

•

Businesses (liquidity and solvency)

Liquidity support

•

Fiscal sustainability (cash flow, deficit, debt)

#5

Zero-interest loans

•

Macroeconomic and financial stability (prices,
exchange rate, external balance, banking
sector)

#6

Deferral and reprogramming of credit
payments

#7

Introduction of guarantee schemes
supported by government

Post-shock economic recovery and growth
(medium and long-term): ‘Back to a New
Normal’
•

(restarting
and
Economic
recovery
restructuring – resilient - businesses,
investments, infrastructure)

•

Sustainable, inclusive, and accelerated growth
(governance, economy, human capital,
environment)

Informal economy
#4

Subsidies and transfers to farmers and
the informal sector

Cost reduction measures
#8

Extension of the government support for
minimum wage

#9

Relaxation of criteria for minimum wage
support

#10

Reduction of costs for rents and utilities

Revenues’ recovery		
#11

Government spending and procurements

#12

Export crediting and guarantee schemes

#13

Income for self-employed focus

Focus
#14
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Small and Medium Enterprises should
be on focus and with respect to sectors
that are more affected, while micro25
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entities are more vulnerable and should
have a special treatment
Crisis management
#15

Lower interest rates (without jeopardizing
the price stability)

Central Bank bills

Crisis management trainings

#27 Reduce CB bills stock to inject liquidity in
the banking sector

3. Fiscal sustainability, macroeconomic and
financial stability
3a. Fiscal measures
Evidence-based policy framework

Banking regulation
#28 Relax capital adequacy and reserve
requirements (without jeopardizing the
banking sector stability)
Exchange rate

#16

Scenario analysis

#17

Fiscal and socio-economic assessment
of policy measures

#18

Monitoring and evaluations

#29 Coordinate additional external financing
to maintain adequate foreign reserve
coverage
Quantitative easing

Size of the fiscal package
#19

#26

#30

According to the socio-economic
assessment of the COVID19 impact
should be higher than during financial
crisis (circa 10% of GDP)

Last resort if there are no possibilities
to borrow from abroad and there is no
fiscal space to finance the economic
packages, but without jeopardizing price
and macroeconomic stability

Fiscal space (Public financial management)
#20

Reduce
non-productive
unnecessary budget costs

and

#21

Budget costs re-allocate to finance socioeconomic packages of the government
to protects social vulnerability groups,
support jobs and businesses, as well as
public capital investments with higher
multiplication factor to economy

4. Back to the ‘New Normal’, post-pandemic
economic recovery and growth
New Normal and Opportunities
#31

Environment protection and promotion
of carbon-neutral economy

#32

Digital economy, reduction of informal
economy and internationalization of
business sector (re-integration into
global value-chain)

#33

Research and innovations and increased
business
sector
resilience
and
competitiveness

#34

Science, education, and development of
human capital

Tax administration
#22

Improve the efficiency of tax revenue
collection and shorten the VAT refund
period

Public debt
#23

Issuing Treasury bills, Eurobond or/and
a COVID Bond; Borrowing from IFIs

Local transfers
#24

Revised formula for the general VAT
grant

Social responsibility awards
#25

Government award for socially responsible companies to support COVID19 solidarity fund and other similar activities to
help

3b. Monetary Stimulus

#35 Healthcare, social development and
reduced inequality (income, gendersensitive vulnerabilities and budgeting,
etc.).
EU Pathway Growth Strategy: Achieving faster,
more inclusive, and sustainable growth
#36

Economic recovery (restarting and
restructuring – resilient - businesses,
investments, infrastructure)

#37

Sustainable, inclusive, and accelerated
growth (governance, economy, human
capital, environment)

Interest rates
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1. INTRODUCTION

Before the pandemic, the medium-term economic prospects of North Macedonia were encouraging.
Economic growth was solid, and unemployment and poverty rates were on a declining trend. The political
tailwinds were also very favourable. The country became the 30th member of NATO, thereby strengthening
its political stability. In March 2020, the EU agreed to start accession negotiations towards the end of
2020, an important milestone in the country’s independent history.3
However, the rapid spread of the Covid-19 pandemic from early March 2020 onwards interrupted the
growth momentum abruptly. The large-scale health crisis and inevitable pandemic-induced recession
pose a once-in-a-generation threat (Reinhart and Reinhart, 2020). From a socio-economic perspective,
the crisis will cause: (1) a severe short-term economic downturn with prolonged and uncertain recovery;
(2) a strong upward pressure on country’s unemployment and poverty rates in North Macedonia, and (3)
serious social and psychological problems (a rise in the domestic-based violence, anxiety, depression,
etc.). The pandemic-induced recession will also slow down the country’s progress in achieving the
Sustainable Development Goals (SDGs) in 2020 and 2021.
Governments across the world had to make decisions at a very fast pace, without much time to
think (Hausmann, 2020). The timely acknowledgment of the new reality by the Government of North
Macedonia prevented a massive pressure on the health system capacity until September 2020. In
addition to confronting the health crisis, the Government prepared four packages of economic measures
for supporting individuals and businesses. The dramatically reduced private consumption coupled with
forced lockdowns and social distancing measures imposed a large risk for jobs and incomes of thousands
of employees and businesses. Without the government support, more companies would face existential
cash-flow, supply, and operational problems. In light of the prolonged pandemic, a fourth package of
economic measures was announced in late September 2020.
At the very beginning of the pandemic outbreak, the UNDP Office in North Macedonia initiated a rapid
assessment of the socio-economic consequences of the pandemic. The goal is to provide evidencebased recommendations for the central and local government authorities, thereby contributing to the
formulation of forward-thinking policies. The UNDP Office – in close collaboration with the other UN
agencies – was and still is actively participating in the design of policy measures to cushion the socioeconomic impact of the health and economic crisis. The guiding principle is to help the authorities build
economic and social resilience and facilitate orderly adjustment to safeguard the existing development
results.
This socio-economic assessment of the impact of COVID-19 on macroeconomic parameters focuses
on various dimensions of vulnerability and societal groups being severely hit by, or significantly
exposed to the pandemic-induced recession. The document is in a sense a diary of events. It was
revised four times in six months to analyse the new developments and suggest timely policy responses.

3

At end-October 2020, there are indications that Bulgaria might veto the organization of the Inter-Governmental
Conference with the EU. This conference –expected to take place in December 2020 – would be considered
as an official start of the negotiations with the EU.
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2. PROJECT OBJECTIVES

The first important step in mitigating the economic and social impact of the crisis and supporting the
recovery is the socio-economic assessment of the impact of COVID-19 on macroeconomic parameters,
institutional gaps and needs with special focus on the most vulnerable segment of the population.
It comprises of the following activities:
Activity 1.1: Conduct socio-economic impact assessment with several scenarios using traditional
and machine-learning approach
•

Adopt a sectoral perspective and devise a ranking of the hardest-hit economic sectors by the
estimated costs (losses) as a result of the pandemic outbreak

•

Use the macroeconomic estimates to establish the impact to the fiscal capacity of municipalities
to provide services under several scenarios

Activity 1.2: Prepare recommendations based on the calculated econometrics to mitigate the impact
on the most vulnerable segments of the society, including women
•

Identify the most affected segments of the society and develop a framework to quantify the
impact on each group separately

•

Group the proposed recovery/mitigation measures in sequential packages (short, medium,
long-term)

Activity 1.3: Rapid design of a simple and inclusive Needs Assessment Dashboard (NAD)
•

Establish a system to collect and monitor open high-frequency data (on employment,
consumer price index, food price index, domestic trade etc.) that will identify the needs of the
hardest-hit economic sectors by investigating a combination of falling production, employee
layoffs and wage reduction

•

Design a Social Vulnerability analysis through a careful selection of secondary data to monitor
on monthly basis the vulnerability of local communities

•

Develop an interactive online tool for visual presentation of the NAD.

Although not explicitly structured in the same way, this assessment is based on the five pillars of
the United Nations framework for the immediate socio-economic response to COVID-19: (1) health
first: protecting health services and systems during the crisis; (2) protecting people: Social protection
and basic services; (3) economic response and recovery: protecting jobs, small and medium-sized
enterprises, and informal sector workers; (4) macroeconomic response and multilateral collaboration,
and (5) social cohesion and community resilience.
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3. SOCIO-ECONOMIC ASSESSMENT
3.1. Macroeconomic Outlook
Wherever possible, the socio-economic impact assessment relies on high frequency (monthly) data
that give an up-to-date look on the recession in the making in 2020. In other instances, quarterly or
annual data are used to uncover important pre-crisis patterns.
From a macroeconomic perspective, the COVID-19 pandemic will produce multiple strikes on the
circular flow of the domestic economy, which are briefly presented in Table 1 and illustrated in Figure 1:
Table 1. MCOVID19’s multiple strikes
Strike

Brief Description

1

A fall in private consumption, including deterioration in consumer confidence

2

Significant revenue shortfall in collection of indirect taxes (relative to the budgeted
amounts), due to material and rapid decline of company sales

3

Labour layoffs, reduced working hours and wages, or a combination of these

4

Revenue shortfalls in the collection of personal income taxes and social security
contributions

5

)Potential bankruptcies (insolvencies

6

Inter-enterprise arrears due to low liquidity and disruptions in domestic supply chains

7

Difficulties and delays in loan repayments by households and individuals

8

Composition changes: increased precautionary saving by individuals with relatively stable
incomes and borrowing (overdrafts, credit cards, consumer loans) by hardest-hit individuals

9

Difficulties and delays in loan repayments by companies, causing worsening of banks’
portfolios of loans

10

Disruptions in the international supply chains on the export side (cancelled or reduced
)orders, difficulties in collecting the export revenue

11

Disruptions in the international supply chains on the import side (cancelled or reduced
)imports of components/inputs

12

Reduced net inflows of remittances as migrants’ incomes abroad shrink
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Figure 1. COVID-19’s multiple strikes in the circular flow of income diagram

Source: Adaptation of a simpler diagram from Baldwin, Richard (2020), “Keeping the lights on:
Economic medicine for a medical shock”, VoxEU.org, March 13th, 2020.
The disruptions caused by these strikes put a strong upward pressure on the unemployment
and poverty rates in North Macedonia and threaten to wipe out some of the pre-crisis development
achievements. As illustrated in Figure 2, the containment policies have a strong impact on the recession
curve.
Figure 2. Containment policies and the recession curve

Source: Baldwin (2020).
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As presented in Figure 3, the number of active cases infected with Covid-19 is displaying two waves,
the first being in June-July 2020 and the second one as of the end of September 2020. The more radical
government response by occasional lockdowns, international travel bans, and curfews in the second
quarter of 2020 led to a dramatic fall in the general government revenue during this period. The budget
revenue briefly recovered in July, but then fell again in August 2020.
Figure 3. Health and Economic Curves
Panel A. Number of active cases with Covid-19 Panel B. Total Government Revenue
per day
)in millions of denars(

Source: Worldometers (October 20th, 2020) and Ministry of Finance (October 2020).

Real Economy

Output
Regional outlook
The crisis is already having a strong negative impact on the economies of South Eastern Europe.
Montenegro and Croatia are most severely hit because of the unprecedented fall in tourism proceeds.
Their GDP is expected to fall by 12% and 9%, respectively. North Macedonia is in the group of moderately
affected countries, together with Hungary, Romania, and Bulgaria (Figure 4).
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Figure 4. Regional Outlook: Economic Growth in 2020 and 2021 (in percent)

Source: IMF (World Economic Outlook), October 2020.
Real GDP growth
Instead of a real GDP growth of 3.4%, the pandemic will most likely cause a reduction of real GDP
by 5.4% in 2020. This is an unprecedented downward revision of 8.8 percentage points. The October
forecast by the Ministry of Finance is a decline in the real GDP by 4.4% in 2020 (Table 2). Even though
international organizations and domestic experts expect a strong rebound of economic activity, the
economy will not be able to reach the pre-crisis level by 2023. The cumulative output losses for 2020 and
2021 are estimated to reach at least at USD 3.7 billion. The October 2020 forecasts of real GDP growth in
2021 are in the range between 3.0% (EBRD) and 5.5% (IMF).
Table 2. Real GDP forecasts for 2020 by different institutions
Institution
IMF
World Bank
EBRD
Standard & Poor’s
European Commission
Fitch Ratings
National Bank
Ministry of Finance

Latest forecast
September
October
September
September
May
May
May
October

2020
-5.4%
-4.1%
-5.0%
-6.0%
-3.9%
-4.2%
-3.5%
-4.4%

2021
5.5%
3.6%
3.0%
3.5%
4.0%
5.1%
4.7%
4.0%

2022
4.5%
3.5%
.n.a
3.2%
.n.a
.n.a
4.0%
4.2%

2023
4.0%
.n.a
.n.a
3.2%
.n.a
.n.a
.n.a
4.2%

Source: Websites of the respective institutions (2020).
October 2020 vs. April 2020 forecasts
From an October perspective, there was a systematic underestimation of the magnitude of the
economic crisis. A mid-April 2020 survey of 40 macroeconomists and business executives in North
Macedonia displayed a significant variation in the expected real GDP growth with an average estimate of
-3.1% in 2020 (Figure 4). This consensus forecast was less pessimistic than the IMF’s forecast of -4%
(April 2020). The October 2020 forecast by the IMF of -5.4% reveals that the underestimation of the
economic crisis was by at least 2 percentage points of GDP.
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Figure 5. April forecasts for real GDP growth in North Macedonia in 2020 (in percent)

Source: Survey of macroeconomists and business executives, April 10-15th, 2020.
The cumulative output losses compared to the counterfactual scenario without the pandemic are
estimated at USD 2.3 billion only for 2020 and 2021 (Figure 7). The deterioration of the overall economic
outlook is also priced into stock market indices (Figure 8).

Figure 6. Output losses in 2020-2023 (Gross
Domestic Product in Billions of U.S. Dollars)

Figure 7. The Stock Market Indices in 2020 (Jan
1st 2020=100)

Source: Based on IMF’s (2020) forecasts.

Source: Stock Exchanges in Belgrade, Skopje,
Zagreb, and Sofia.

Highlights
By the end of 2023, the economy will still not be able to return to the pre-crisis growth trajectory. The
pandemic-induced economic crisis is larger than the Global Financial Crisis 2008/09 and the 2001
crisis year, witnessing an inter-ethnic conflict.
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The Expenditure Side of Output
The negative GDP growth of -5.4% for 2020 will reflect a reduction of the domestic demand by 6.2
percentage points. Due to the significant decline in imports, the contribution of net exports (the foreign
demand) will be 0.8 percentage points (Figure 5). All expenditure components of GDP are likely to be
negatively impacted.
Private consumption. Never, except in wartime, has consumer demand dropped so far so fast.
A negative real growth of 4.5% is expected in 2020, as a result of the expected labour layoffs, lower
and uncertain incomes, slashed spending on travel, hospitality and entertainment is slashed due to
regulatory restrictions, a general fall in consumer confidence, and lower net inflows of remittances from
abroad. Furthermore, individuals with relative stable incomes may increase their precautionary saving
and postpone current consumption decisions, particularly on durable consumer goods.
Figure 8. Real growth rates of components of GDP (In percent, 2020 and 2021)
Panel A. Private consumption

Panel B. Gross investment

Panel C. Exports of goods and services

Panel D. Imports of goods and services

Source: Authors’ design based on data from IMF (Apr 2020 and Oct 2020) and National Bank (May 2020).
Gross investment. According to the National Bank (May 2020) the fall in gross investment will be
deep (10.4% in real terms). IMF (October 2020) is more cautious: it forecasts a decline in the investment
activity of 8.5% in real terms, reflecting the deferral of private investment towards the end of 2020 and
the low execution of government capital expenditure.
Exports of goods and services. Exports will contract in 2020 due to weak global demand. The
disruptions in global supply chains - as evidenced by cancelled and delayed orders – will lead to an
expected fall of exports of goods and services - the export volume - of 13.8% in real terms. The crisis
impact on the automotive component industry in North Macedonia is particularly uncertain. Around 50
automotive component suppliers are working well below their production capacity in a wait-and-see
attitude, causing a significant downside risk on the export side.
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Imports of goods and services. The projected fall in imports is 11.6% in real terms (IMF October
2020). The larger drop in the value of imports is mainly due to the lower price of oil on the global oil
market, but also depressed private consumption and reduced production activities.

Inflation
Due to the lower oil prices and reduced private consumption, the inflation was initially forecasted
to be hover around zero. However, the regulatory approval of the electricity price increase by 7.4% and
the rising food prices in mid-2020 led to a new forecast for the inflation rate (0.9%) for 2020. From a
compositional perspective, upward movements are observed in all three components (food, energy, and
core components).
The inflation per se will not be a problem in 2020, although some sensitive items are already
experiencing high price increase (Figure 9). We focus on: [1] housing, water, electricity, gas, and other
fuels; [2] alcoholic beverages, tobacco, and narcotics, and [3] food prices.
Figure 9. Consumer prices in 2020
Panel A. September 2020 vs. September 2019

Panel B. Jan-Sep 2020 vs. Jan-Sep 2019

Source: Authors’ design based on data from the State Statistical Office (October 2020).
[1] Housing, water, electricity, gas, and other fuels experienced an extraordinarily strong growth
as of August 2020, due to the regulatory approval of the electricity price of 7.4%.
[2] The strong rise in alcoholic beverages, tobacco, and narcotics is due to the rise of tobacco
prices by 4.6% in January-May 2020 compared to the same period in 2019. The annual increase in the
price of tobacco reflects the increase in cigarette prices in May 2019 and March 2020, in accordance with
the planned annual increase of excise duties on cigarettes by 0.20 Denars per piece, as of July 1st, 2023.
[3] Food prices started to pick up from April 2020 onwards. Their highest annual growth was observed
in June 2020 (5.5%). Compared to food prices abroad, the domestic prices of food experienced a less
steep trend during the pandemic (Figure 10). The movement of world prices of primary products in the
next period remains very uncertain, given the uncertain economic effects of the global pandemic and its
duration.
UNDP, Skopje, October 30th, 2020
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Figure 10. Domestic prices of food vs. food prices in the main trading partners (2005-2020)

Source: National Bank (September 2020).
However, perceptions matter. A large citizen survey by Rating published in August 2020 indicates
that 41.89% of the citizens believe that prices are “actually” higher, especially in the urban areas and
particularly, the food prices.
Highlights
The regulatory approval of electricity price increase of 7.4% led to a strong growth of prices of housing,
water, electricity, gas, and other fuels. This suggests a need for addressing the energy poverty through
targeted subsidies. In recent months, the increase of food prices also requires very close monitoring,
especially in light of potential disruptions of the regional food supply chains.
A comprehensive social package – such as the temporary Basic Income (TBI) scheme – is also a
viable policy option.
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The Unemployment Rate
The unemployment was on a declining path for almost 14 years and was projected to reach an
annual average of 16.0% in 2020. This trend has been accompanied by a rising employment rate and
a mildly increasing activity rate. However, due to significant labour layoffs and limited job creation, the
unemployment rate will rise again. The October 2020 forecast for the unemployment rate for 2020 is
20%. It will take years to reach again the all-time low level of 16.2% in Q1 2020.
It is important to note that the official data from the State Statistical Office comes with a significant
delay. It does not offer an insight into the most recent monthly developments on the labour market
in 2020. The latest figure released for Q2 2020 reveals an increase of the unemployment rate by 0.5
percentage points, to 16.7% (Figure 11).
Figure 11. Activity, employment, and unemployment rates in North Macedonia (2006 Q1-2020 Q2)

Source: State Statistical Office, October 2020.
Therefore, we resort to data from the Employment Service Agency (ESA) which is being regularly
published with a monthly frequency. Even though we are fully aware that this is not the main reference
source, it gives an important clue about the direction and changes in the unemployment dynamics.
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Figure 12. Number of unemployed persons in 2020 (by months)

Note: The dashed line indicates the pandemic outbreak.
Source: Based on data from the Employment Service Agency, October 2020.
Since the pandemic outbreak (between February 29th and September 30th, 2020), 45,543 persons
were registered as newly unemployed on a net basis (Figure 10). This is a 43.0% increase of the total
number of registered unemployed persons in seven months.4 In terms of total numbers, the highest
number of job applicants is registered in Skopje, Kumanovo, Tetovo, Gostivar and Bitola.
Since the Covid-19 pandemic outbreak, the highest growth of unemployment was registered in
Gevgelija (+104.4%) and Valandovo (+85.7%). The layoffs were concentrated in the entertainment
industry. The largest number of cities (incl. rural areas) experienced a growth of unemployment between
30% and 40% compared to the pre-pandemic situation.

4
38

The first person infected with Covid19 was registered on February 26th, 2020.
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Figure 13. Growth of regional unemployment
by month, Jan-Sep 2020

Source: Based on data from the Employment
Service Agency, October 20th, 2020.
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Box 1. Women hit the hardest by the corona economic crisis
The declining trend of the unemployment rate was reversed by Q2 2020, considering the significant
job losses and the limited job creation. Based on the official Labor Force Survey (LFS) data by the
State Statistical Office, the total unemployment rate increased from 16.2% in Q1 to 16.7% in Q2 2020.
Based on this statistical survey, they were 4,192 newly unemployed women between March 31st and
June 30th, 2020 (Figure 14). The data from the Employment Service Agency suggest much higher
increase of 13,031 newly unemployed women in Q2 2020.
Since the pandemic outbreak, 24,488 women lost or could not find a job (cut-off date: September
30th, 2020). In every month since the pandemic outbreak (except for May 2020), more women were
queuing to register as newly unemployed at the Employment Agency.
Figure 14. Number of newly unemployed persons since the pandemic outbreak
Panel A. Newly unemployed persons (net)
(Agency for Employment)			

Panel B. Labor Force Survey
(State Statistical Office)

Note: Newly unemployed persons in each month or quarter since the pandemic outbreak. Source:
Based on data from the Employment Service Agency (October 20th, 2020).
Statistical data from the Employment Agency reveal that women from Skopje, Kumanovo, Bitola, and
Tetovo are paying the highest price.
Another depressing statistic is that September 2020 is the first month when the overall number of
unemployed women surpassed the overall number of unemployed men in the last decade (Figure 15).
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Figure 15. Total number of registered unemployed persons at the Agency for Employment by gender
(Jan 2019-Sep 2020)

Source: Based on data from the Employment Service Agency (October 20th, 2020).

Wages
The monthly nominal net-wages registered growth of 8.0% in the first seven months of 2020 compared
to the same period in 2019 and a year-on-year growth of 8.5% in July 2020.
The wage growth is a combination of several factors:


the increase of the minimum net wage in:
o April 2019 from MKD 12,165 to MKD 12,507
o December 2019 from MKD 12,507 to MKD 14,500, and
o July 2020 from MKD 14,500 to MKD 14,934.



the increase of the wages in the public sector (5% increase for health system employees in
September 2019, increase of the wage of 2,900 employees in culture in April 2019, 16% for
pre-school children’s caregivers in June 2019, 22% increase of the social workers in June 2019
and additional 5% in September, increase of 5% in September 2019 for the employees in the
public sector, and an increase of 10% for the employees in the education sector in January
2020);



the effect of government subsidies for the payment of social security contributions as of
November 2019 (the government subsidy is approved if the wage increase per employee is
more than MKD 600 monthly, but not more than MKD 6,000), and



payment of various allowances to the wage (bonuses) in January 2020.

Given the low increase of costs of living, the economy-wide real net-wage increased by 7.3% in
January-July 2020 compared to the same period last year.
Low-paid employees are also losing their jobs, so that countrywide average wage ends up higher.
An overly concerning crisis-related phenomenon was that 20,977 persons did not receive wage in
April 2020.5

5

https://alsat-m.tv/mk/според-ујп-во-април-плата-не-земале-без/
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Highlights
Average monthly wages in January-July 2020 are 8% higher than the same period in 2019. Public
sector wage and minimum wage increases are not the only factors. Mainly low-paid employees are
losing their jobs, so that countrywide average wage ends up higher.

Financial Sector
Despite recent turbulences, the financial sector is fairly resilient to the crisis. Most banks –
especially the systemically important ones – have exceptionally high capital adequacy ratios and high
liquidity to weather the crisis. However, due to long-standing capital adequacy problems, the National
Bank withdrew the license of a small commercial bank, “Eurostandard Bank”. The bankruptcy court
proceedings started on September 8th, 2020. Until now, 75% of the deponents were compensated from
the national Deposit Insurance Fund as of late October 2020. The central bank governor and independent
financial experts have underscored that the bank assets are only 1.3% of the total banking system assets.
A banking crisis of a larger magnitude is considered an event of a very low probability.
Deposits continue to rise, although more slowly. The total amount of outstanding deposits in the
financial system at end-September 2020 was MKD 418.6 billion, which is 6.1% higher than in September
2019 (Figure 17– Panel A). The increase in large part reflects higher deposits of households, accompanied
by a fall in deposits of the enterprise sector and other sectors. The total deposits at end-September
2020 were also higher by 2.7% compared to end-February 2020, when the first Covid-19 infection was
registered in North Macedonia. The deposits registered a brief fall in August 2020 due to the withdrawal
of the license and initiated insolvency proceedings for a small commercial bank. There is no notable shift
in preferences for foreign currency deposits due to the pandemic crisis (Figure 16 – Panel B).
Figure 16. Total deposits and their currency composition (Jan 2019-Sep 2020)
Panel A. Total amount of deposits
(in millions of denars)

Panel B. Currency composition of deposits
(in percent)

Source: Based on data from the National Bank (October 2020).
Credit activity to households is decelerating. At end-September 2020, the outstanding amount
of loans to households from the entire financial sector were at MKD 181.7 billion, or 9.5% higher than
at end-September 2019 (Figure 17 - Panel A). The credit activity was temporarily decelerating during
March and April 2020. The total amount of new loans approved only in April 2020 to households was –
MKD 179.6 million, implying a net repayment of bank loans by the household sector. This was in sharp
contrast with new loans approved in February 2020 (MKD 1.3 billion). May, June, and July 2020 witnessed
revived loan applications and renewed growth of credit card use and overdrafts on transaction accounts.
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Although it is too soon to declare a trend, there is limited evidence that May 2020 marks the end of the
period of precautionary saving. It could reflect, to a larger extent, forced use of consumer credit for daily
subsistence, and/or to a lesser extent, self-gratification for the forced saving during the lockdowns.
Figure 17. Consumer loans as of July 2020 (in millions of denars)
Panel A. Total outstanding amount of loans to
households

Panel B. New loans to households

Panel C. Outstanding amounts due on credit
cards

Panel D. Overdrafts on the transaction accounts

Source: Based on data from the National Bank (October 2020).
Precautionary saving on the rise until May 2020. The deceleration of outstanding amounts of
consumer loans reflects lower outstanding amounts due on credit cards and lower overdrafts on the
transaction accounts. April 2020 credit card use figures compared to April 2019 were lower by MKD
755.4 million or 6.3% lower. Compared to February 2020, April 2020 figures for the outstanding amounts
due on credit cards are lower by MKD 393.4 million. Moreover, April 2020 figures for the overdrafts on the
transaction accounts are lower by MKD 841.6 million compared to February 2020. Both phenomena were
a strong indication of the deferral of non-essential consumption and a rise in the precautionary saving.
This short phenomenon ended in May 2020, as consumer credit (including overdrafts on transaction
accounts and minuses on credit cards) picked up until the publication of this assessment.

UNDP, Skopje, October 30th, 2020

43

Socio-Economic Assessment of COVID19’s Impact in North Macedonia:

Loan activity intensify. Private sector credit during Q2 2020 plateaued. Banks and other financial
institutions prefer to maintain higher buffers to sustain a potential wave of non-performing loans by
companies and households. However, as of April 2020 onwards the loan activity to non-financial
institutions is experiencing a strong rise.
Figure 18. Loans to the corporate sector as of September 2020 (in millions of denars)
Panel A. Outstanding amounts of loans to private
non-financial enterprises (companies)

Panel B. Year-on-year growth of credit to private
enterprises (month-on-same month previous year)

Source: Based on data from the National Bank (October 2020).

Highlights
The insolvency of a small commercial bank in August 2020 had unfavourable effects on its clients,
especially the legal entities. They are not covered by the nation-wide deposit insurance scheme.
Particularly vulnerable are micro-entities and small enterprises, which suddenly found themselves
cash starved and unable to meet liabilities. While this unfortunate event will not have a significant
macroeconomic effect, the lessons for future are particularly important.
The deposit insurance system must also cover the deposits held by legal entities (including business
entities). The current legal framework puts the companies at a disadvantage in relation to individuals
and this systemic flaw must be overcome.
In near future, banks will have to allocate a larger percentage of funds (premia) to the Deposit
Insurance Fund to supplement the fund and to be able to repair a major banking accident. The formula
for calculating the premia should consider the size of the banks and a risk measure of their portfolio.
Banks with more prudent policies and less risky portfolio ought to pay a lower premium.
The deposit insurance threshold should increase from 30,000 to 50,000 EUR in line with regional
practices.
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Public Finance
Sound and sustainable public finance is a key prerequisite for a timely and measured government
response to protect vulnerable individuals and companies. Therefore, we briefly analyse fiscal
developments throughout 2020.

Budget revenue
Sizeable revenue shortfalls - relative to the initially budgeted amounts - are projected in the two
supplementary budgets, being adopted in May and October 2020 (Figure 19). Compared to the original
budget for 2020, general government revenue is expected to shrink by MKD 26 billion (equivalent to EUR
422.8 million).
As presented in Table 3, this is a reduction of 11.7%. In absolute terms, the largest revenue shortfall
was expected in VAT (net of refunds) revenue (MKD -7.8 billion), revenue from excises (MKD -5.6 billion),
and revenues from corporate income tax (MKD -5.4 billion). In relative terms, the corporate income tax
revenue is forecasted to fall by astonishing 33.8%, indicating deferral of advance payments throughout
2020 and a significant deterioration of profitability.
Figure 19. Fiscal projections in 2020
Panel A. Budget Revenue (in billions of denars)

Panel B. Budget Expenditure (in billions of denars)

Panel C. Budget Deficit (in billions of denars)
0.0
-10.0

-17.4

-20.0
-30.0

-56.6

-26.0

-40.0
-50.0

-13.3

-60.0
2020 (Dec 2019)

Revenue Loss

Expenditure IncreaseS
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Supplementary

Source: Authors’ design based on data from the Ministry of Finance (October 2020).
UNDP, Skopje, October 30th, 2020

45

Socio-Economic Assessment of COVID19’s Impact in North Macedonia:

Table 3. Consolidated central government revenue (in billions of denars)
2020
Type of budget revenue

Final
Statement
2019
]1[

Total budget revenue

Original
First
2020
supplementary
Budget
budget
)Dec 2019(
)May 2020(
]2[

]3[

Second
supplementary
budget
)Oct 2020(

Percent
change

Absolute
change

]4[

/]4[=]5[
]2[

]2[-]4[=]6[

203.9

222.3

196.8

196.3

-11.7

-26.0

116.7

130.1

109.0

109.2

-16.1

-20.9

Personal income tax

18.7

20.3

18.7

18.7

-7.8

-1.6

Corporate income tax

11.6

16.0

10.6

10.6

-33.8

-5.4

)VAT (net

52.1

55.8

48.0

48.0

-13.9

-7.8

Excises

26.1

28.9

23.4

23.4

-19.3

-5.6

Customs duties

6.0

6.2

5.5

5.5

-11.3

-0.7

Other taxes

0.7

0.7

0.6

0.6

-10.8

-0.1

Own-source tax revenue

1.6

2.3

2.3

2.5

7.3

0.2

Social security
contributions

62.2

67.0

63.4

65.0

-3.1

-2.1

Pension and Disability
Insurance

41.9

45.4

42.9

44.0

-3.0

-1.4

Unemployment
insurance contribution

2.6

2.8

2.6

2.7

-3.9

-0.1

Health Insurance

17.6

18.9

17.9

18.3

-3.0

-0.6

Non-tax revenue

18.8

17.3

17.1

15.1

-12.7

-2.2

Capital revenue

2.4

2.2

2.1

2.1

-2.0

0.0

Grants

3.9

5.5

5.2

4.8

-13.2

-0.7

Other revenue

0.0

0.1

0.0

0.0

-100.0

-0.1

Taxes

Notes: [1] Local government revenue is not included. [2] Consolidated central government comprises
of the central government budget and the extra-budgetary funds (pension and disability insurance,
health insurance, and unemployment insurance). Source: Ministry of Finance (October 2020).
Up until end-September 2020, the budget revenue is lower by MKD 11.1 billion compared to the first
nine months in 2019. Such a revenue loss seriously hampers the ability of the government to respond to
the imminent socio-economic crisis caused by the pandemic-induced recession.
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Figure 20. The Great Lockdown and Budget Revenue in North Macedonia (2019 and 2020)

Source: Based on data from the Ministry of Finance (October 2020).
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Figure 20. The Great Lockdown and Budget Revenue in North Macedonia (2019-2020) (continued)

Source: Based on data from the Ministry of Finance (October 2020).
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Budget expenditure
Due to the weak budget execution, the largest cuts in budget expenditure are observed with regards
to capital expenditure (Table 4). The second supplementary budget enacted in late October 2020
foresees a fall in government investment by MKD 5.3 billion or 22.5% on an annual basis. The team
proposes more significant cuts of non-essential and non-priority current expenditure (travel costs, goods
and services, contractual services) to provide room for subsequent economic stimulus packages. This
will also prevent reduction of public administration wages. It will also create a fiscal space for a strong
government response for a new pandemic wave.
A significant portion of budgetary funds are reallocated to transfers (current expenditure). Transfers
are programmed to increase by MKD 21.7 billion or 13.9%, mainly to reflect the fiscal implications of the
four packages of economic measures.
Table 4. Composition of government expenditure in 2020 (In billions of denars)
Final
Statement
2019

Original
2020
Budget
Dec(
)2019

First
supplementary
budget
)May 2020(

Second
supplementary
budget
)Oct 2020(

Percent
change

Absolute
change

]1[

]2[

]3[

]4[

]2[/]4[=]5[

]2[-]4[=]6[

5.5

13.2

Total budget expenditure

217.4

239.7

242.948

252.9

1. Current expenditure

199.6

215.922

223.402

234.5

8.6

18.5

1.1. Wages and
contributions

27.8

30.615

30.244

30.1

-1.5

-0.5

1.2. Goods and services

16.3

20.578

18.761

17.9

-13.2

-2.7

1.3. Transfers

147.5

156.456

166.099

178.2

13.9

21.7

Transfers to
municipalities

19.1

21.375

21,331

21.4

0.3

0.1

Subsidies and
transfers

20.3

19.035

27,858

38.3

101.2

19.3

1.9

2.394

4,803

5.4

124.8

3.0

108.1

116.046

116,910

118.4

2.0

2.4

8.1

8.273

8,299

8.3

0.3

0.03

17.8

23.771

19,546

18.4

-22.5

-5.3

Other subsidies and
transfers
Social transfers and
social allowances
1.4. Interest payments
2. Capital expenditure

Source: Ministry of Finance (October 2020).
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Budget Deficit and Public Debt
The pandemic is likely to lead to increases in both debt and deficits beyond those recorded in the
Global Financial Crisis. The projected fall on the revenue side and the limited response on the expenditure
side would result in a consolidated central government budget deficit of 8.4% of GDP in 2020.
As a result, the public and publicly guaranteed debt (percent of GDP) jumped from 49.4% of GDP in
2019 to 60.3% of GDP in 2020 (Figure 21). New borrowing requirements to mitigate the revenue shortfall
should be financed by a combination of domestic borrowing (T-Bills and T-Bonds) and external sources
(a Eurobond issuance on the international capital market). In the medium-term, the public debt level
must stabilize and start to decline. The team assesses that maintaining a level of public debt below 70%
of GDP would still be a medium risk for the public finance sustainability.
Figure 21. The dynamics of public debt (in percent of GDP)

Source: Ministry of Finance (2020).
One of the most important issues is the appropriate use of the borrowed funds. Simultaneously
with the economic recovery, budget savings should be made, and the level of indebtedness should be
reduced. The favourable situation is that the maturity of the public debt is higher.
Highlights
The country just surpassed the psychological limit of public and publicly guaranteed debt of 60%
of GDP. It is important to note that public debt level below 60% of GDP or level that is satisfactory
declining and approaching 60% of GDP is one of the criteria for accepting the euro as a supranational
currency (so-called Maastricht criteria). Even if the public debt exceeds this threshold, the country will
not enter a zone of over-indebtedness and instability. The area of high risk with regards to the public
debt starts at 70% of GDP.
It is important to avoid a strong and premature fiscal consolidation in 2021. If the fiscal stimulus is
halted in early 2021, the recovery will be more prolonged and uncertain. Without fiscal stimulus in
2021, the debt-to-GDP ratio may be even higher, because the economic activity could not pick up.
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The Impact on Local Finance
A decrease in actual local government revenue in the first half (H-1) of 2020 compared to H-1 2019
in absolute amounts is observed in key own-source revenues (property taxes, taxes on specific services,
user charges or licenses for doing business, entrepreneurial income and property income, fines, court
and administrative fees, taxes and fees, other non-tax revenues, revenue from income sales, capital
grants and grants from international development agencies.
The reduction of own-source revenue of local governments (LGs) by 19.0% led to a reduction of their
share in total LG revenue. In H-1 2020, they constituted only 30.2% of total LG revenue (Figures 22 and
23). The share of intergovernmental grants (transfers) rose to 69.8% and fully compensated for the loss
in LG revenue due to the Covid-19-induced crisis. This fact explains why LG revenue in H-1 2020 are
higher compared to H-1 2019 by 6.8%.
Figure 22. Local government revenue (H-1 2020 compared to H-1 2019, in denars)

Source: Ministry of Finance (September 2020).
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Figure 23. Percent change in municipal revenue (H-1 2020 / H-1 2019)

Source: Ministry of Finance (September 2020).
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We focus on one category of revenue that would significantly affect the local government budgets:
value added tax (VAT).
The general VAT grant. Based on the Law on Financing Local Self-Governments and the Degree on
the methodology of distribution of revenues from the value added tax across municipalities in 2020,6
a general VAT grant is allocated to all municipalities. The total amount of this inter-governmental fiscal
transfer from the central to the local government is based on a prescribed percentage of the past year’s
VAT revenue (net) collection by the central budget. Assuming no legislative changes, the general VAT
grant to municipal budgets will not be affected by the ongoing crisis in 2020. They will be entitled to
MKD 2.34 billion in 2020, which would be an important monetary relief for their budget. However, the
general VAT grant in 2021 will be severely affected by the ongoing recession, as it will be calculated on
the realization of VAT (net) revenue in 2020. As presented in Table 5, municipalities in North Macedonia in
2021 would be entitled to MKD 2.16 billion. The supplementary budget for 2020 suggests a reduction of
the general VAT grant by MKD 183 million [=2160-2343] in 2021 compared to 2020, or by 7.8%.
Table 5. Actual and expected VAT grant for local governments (In millions of denars, 2015-2021)
Year

)VAT (net revenue

Percent of last
year’s VAT revenue
)in percent

Inter-governmental fiscal transfer (VAT
grant) to local governments

2015

41,694

4.0

Current situation
1,733

2016

45,949

4.5

1,876

2017

47,870

4.5

2,067

2018

49,254

4.5

2,154

p 2019

52,059

4.5

2,211

r 2020

48,000

4.5

2,343

f 2021

56,100

4.5

2,160

Team Proposal

2,240

Note: p stands for preliminary, r for the Revised Budget 2020 (Budget Supplement) and f stands for
forecast.

Highlights
To cushion the unfavourable fiscal shocks for the already fragile local government budgets, the team
proposes a change in the Degree on the methodology of distribution of revenues from the value
added tax across municipalities in 2020. The total inter-governmental transfer should be calculated
as a percentage from the past three-year average. Revenue calculated by the revised formula will be
less prone to cyclical factors and will provide a more stable source of financing for the LGs in North
Macedonia. The revised formula would secure MKD 2,240 million for the general VAT grant in 2021.
Increasing the percentage (presently, 4.5%) could also foster fiscal decentralization, although the
team believes it should be made conditional on the progress in own-source revenue collection.

6

Degree on the methodology of distribution of revenues from the value added tax across municipalities in
2020 (Official Gazette 132/2019 from June 28th, 2019), https://dejure.mk/zakon/uredba-za-metodologija-za-raspredelba-na-prihodite-od-danokot-na-dodadena-vrednost-po-opshtini-za-2020-godina (In Macedonian only).
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External Sector

Trade flows
Volume of exports of goods and services in 2020 is projected to decline by 13.8% (Figure 24). The
main crisis impact is expected in the automotive components industry, as the European automotive
industry nearly stopped or significantly reduced the production. Then, a strong recovery of 11.6% is
expected in 2021. However, the National Bank (April 2020) forecasts a more dramatic fall of exports in
2020 (-17.1% in real terms) and an extraordinarily strong recovery in 2021 (25%).
Figure 24. Volume of exports of goods and
services (in percent), 2020 and 2021

Figure 25. Volume of imports of goods and
services (in percent), 2020 and 2021

Source: IMF (2020) and National Bank (2020).
The IMF also predicts that imports of goods and services will decrease in volume (-11.6%) in 2020 and
then rebound in 2021 by 9.3%. The significant fall of imports of goods and services, in fact, will contribute
to a less dramatic reduction of the real GDP growth in 2020. It should not be surprising therefore that the
contribution to real GDP growth is positive (0.8%). These forecasts underline the need for government
support to the export-oriented sector in 2021 to cushion the significant impact on value creation and jobs.
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Remittances are expected to drop by nearly 6%. Global remittances are projected to decline
sharply by about 20 percent in 2020 due to the economic crisis (World Bank, 2020).7 This would be the
sharpest decline in recent world history. In North Macedonia too, remittances and foreign exchange
cash exchanges are expected to fall as migrants’ income abroad shrink (IMF, 2020). Annual inflows of
private transfers are expected to fall by EUR 102 million in 2020 (Figure 26). This will affect disposable
incomes of recipient households and put an upward pressure on the poverty rate. On the positive side,
private transfers are expected to rebound strongly from 2021 onwards. The latest data - published in
September 2020 - reveal a decline of private transfers (remittances) by 23.4% in the first half (H-1) of
2020 compared to H-1 2019.
Figure 26. Private transfers (remittances) in North Macedonia (in millions of euros, 2016-2021)

Source: Based on data from IMF (2020).

7

https://www.worldbank.org/en/news/press-release/2020/04/22/world-bank-predicts-sharpest-decline-of-remittances-in-recent-history?cid=ECR_E_NewsletterWeekly_EN_EXT&deliveryName=DM61330
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3.2. Sectorial Outlook
The assessment of the pandemic impact on the different sectors of the economy rests on the most recent
official data for 2020. Therefore, the relevant period of comparison is dependent on the availability of data.
The economy is facing its deepest recession in the past two decades. From a sectoral perspective,
the pandemic-induced recession affected nearly all sectors. An important exception is the agriculture,
which is the only resilient sector with growth of real value added of 2.8% in Q1 and 4.5% in Q2 2020. The
reduction of economic activity was concentrated in industry (-25.2%) and wholesale and retail trade
(-23.4%). There are variations in industry itself, with an unfavourable outcome for 22 out of 28 industries,
which account for 92.8% of industrial production. The decline is severe in the manufacture of electrical
equipment, the manufacture of other machinery and equipment and the leather industry. On the other
hand, excellent or good results are shown by the pharmaceutical industry, the production of computer,
electronic and optical products and the production of chemicals and chemical products.
Other high-frequency official statistics is also in red colour:
- The industrial production cumulatively fell by 13.2% for the first seven months. The industrial
production in August 2020 is still down some 9 percent (Figure 27).
- The turnover in wholesale trade is down by -42.0% and in retail trade by 17.3% in August 2020. High
frequency and sentiment indicators suggest a shy recovery of retail trade starting in June 2020.
- The hardest-hit sector is tourism and hospitality with number of total tourist nights spent down by
45% in the first eight months in 2020 (compared to the same period in 2019).
- A fairly resilient sector is construction with some signs of fragile recovery in June and July 2020.
Figure 27. Diverse sectoral impact (year-on-year growth rates)

Source: Based on data from the State Statistical Office and the National Bank (October 2020).
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Such diverse sectoral developments and different resilience to the pandemic-induced crisis calls for
more careful sectoral analyses and targeted approach to avoid substantial labour layoffs and dramatic
increase of the poverty rate.
A more detailed assessment and a heat map for the pandemic impact of various economic
activities is offered in Table 6.
Table 6. The impact of the crisis on the production side of GDP in 2020 (year-on-year growth rates)
Value added across economic activities
Agriculture, forestry, and fishing

Q1 2020

Q2 2020

2.8

4.5

Mining and quarrying; Manufacturing; Electricity, gas, steam and air
conditioning supply; Water supply; sewerage, waste management and
remediation activities

-5.1

-25.2

Of which: manufacturing

-1.3

-29.4

1.5

-0.5

Wholesale and retail trade; repair of motor vehicles and motorcycles;
Transportation and storage; Accommodation and food service activities

Construction

-1.3

-23.4

Information and communication

10.4

0.9

Financial and insurance activities

-1.9

-3.1

6.5

0.0

Professional, scientific, and technical activities; Administrative and support
service activities

Real estate activities

-2.8

-3.1

Public administration and defence; compulsory social security; Education;
Human health and social work activities

-0.9

2.2

Arts, entertainment, and recreation; Other service activities; Activities of
households as employers; undifferentiated goods- and services-producing
activities of households for own use

5.2

-0.2

Gross Domestic Product

0.2

-12.7

Source: Based on data from the State Statistical Office, October 2020.
Highlights
A general conclusion is that various sectors and companies were affected differently in this pandemicinduced recession, which continued into the third quarter. The decline in production on the level of
firm is the result of several factors: what condition the company was before the crisis began, whether
consumers considered its products necessary during the crisis, how much it was affected by the
measures for lockdowns, travel bans, and closures, such as crisis management, whether it received
financial help from the budget, etc.
Agriculture and construction are the most resilient sectors, which could pave the way for the postpandemic recovery. The reduction of economic activity was concentrated in industry (-25.2%) and
wholesale and retail trade (-23.4%).
Such diverse trends provide some evidence in favour of a K-shaped recovery, with few sectors doing
well and most sectors struggling well below their capacities.
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Agriculture
Importance. With a share of 8.0% in the formation of 2019 GDP, agriculture is especially important
sector in the Macedonian economy (Figure 28).
Figure 28. Share of agriculture in GDP (in percent, 2000-19)

Source: State Statistical Office, October 2020.
Profitability. Agriculture in North Macedonia is a very profitable business with a net operating surplus
reaching 51.7% of the total gross output. Put differently, out of 1,000 Denars revenue earned, 517 denars
are profit (Figure 29). In contrast, the compensation for employees in agriculture (the total wage bill) in
2017 was only 4.2% of the total gross output. Out of 1,000 Denars revenue earned, only 42 denars will
be compensation of employees.
Figure 29. Structure of gross output in agriculture (2000-2017)
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Such massive profits call for major overhaul of the system of agricultural subsidies, which is very
generous and ill-targeted.
Employment. The total number of employees in agriculture in Q2 2020 is 96,415. This is 14.9% lower
than Q2 2019 and down by 21.4% compared to Q2 2018 (Figure 30). Hence, not only real value added in
agriculture, but also the number of employees is gradually decreasing in recent years.
Wages. Net wage in agriculture, forestry, and fishery is continuously lower than the average
economy-wide net-wage, although the gap decreased in 2020. Presently, the net-wage is 86.3% of the
average economy-wide net-wage (Figure 31).

Figure 30. Number and structure of
employees in agriculture, Q1 2016 - Q2 2020

Figure 31. Average monthly net-wages in
agriculture and in the national economy,
Jan 2005-Sep 2020

Source: Based on data from the State Statistical Office (October 2020).
The purchase and sale of agricultural products in Q1 2020 was MKD 4.3 billion (EUR 69.8 million ).
Compared to Q1 2019 it decreased by 2.9% (Table 7). It mainly reflects the drop in crop production by
4.5% and livestock production by 8.9%.
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Table 7. Purchase and sales of agricultural products (in millions of euros), I-III 2020

Total
Crop production
Cereals
Industrial crops
Vegetables
Fodder
Orchards and vineyards
Fruit
Grapes
Alcoholic beverages
Livestock production
Livestock
Poultry and eggs
Milk
Dairy products
Fish
Other products

2019

I-III 2019

I-III 2020

320.23
162.08
22.33
109.05
30.47
0.23
26.67
5.69
20.97
33.86
93.11
28.04
12.31
50.89
1.86
0.76
3.75

71.88
42.20
3.06
36.49
2.61
0.04
0.89
0.89
0.00
5.87
22.07
6.35
3.18
12.17
0.37
0.25
0.60

69.77
40.32
2.66
35.26
2.37
0.03
0.99
0.99
0.00
7.73
20.10
5.75
2.59
11.36
0.40
0.09
0.54

I-III 2020
----------I-III 2019
97.1
95.5
86.9
96.6
90.7
78.3
111.2
111.3
24.1
131.6
91.1
90.5
81.2
93.4
110.1
36.5
89.7

Source: State Statistical Office (October 2020).
Due to the substantially reduced price of oil and oil derivatives, the prices of inputs in agriculture are
lower compared to input prices in 2019.
The large citizen survey reveals that 21% of the 1,600 respondents reported that they heavily depend
on income from agriculture, with the highest share being registered in the South-Eastern statistical region.
However, the pandemic impact could be delayed to 2021 given potential disruption in supply chains for inputs.
The impact on agriculture is mild. This traditional sector registered a growth of 3.7% in the first half
of 2020 compared to the same period in 2019. In part, the success is due to the massive agricultural
input-based subsidies, which are provided for political economy and social reasons. However, existing
subsidies for the agricultural sector are already above the EU average. For instance, the supplementary
budget for 2020 allocates EUR 117.6 million (1.1% of the estimated 2020 GDP). A recent report from the
World Bank (2018) suggests they do not improve farm efficiency8. They also have little impact on poverty
reduction, calling into question their planned increase in 2021.
Highlights
These findings suggest that the COVID19 pandemic impact on agriculture is presently mild and
lessened by: (1) the reduced prices of inputs, mainly energy, fuels, and lubricants, and (2) the massive
agricultural subsidies from the central budget.
Existing subsidies for the agricultural sector are already above the EU average and a recent report
from the World Bank (2018) suggests they do not improve farm efficiency. They also have little impact
on poverty reduction, calling into question their planned increase in 2021.
The team proposes a major overhaul of the system and greater reliance on output-based (instead of
input-based) allocation of the agricultural subsidies.
8
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A World Bank (2018) study underscores that: “agricultural support policies are distortive and contribute to inefficiency, especially among subsidized farms and for heavily-supported products like tobacco and livestock.
Subsidies both inhibit agricultural productivity and slow structural transformation by encouraging too many
workers to remain in low-productivity agriculture rather than shifting to more productive jobs in agri-business,
manufacturing, or services”.
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Industry
Micro entities (0-9 employees) were very financially weak and vulnerable even before the pandemic
outbreak. They were heavily burdened with loans (71.5% of total assets), simultaneously struggling
with low liquidity (including negative working capital) and recording losses (equivalent to 8.9% of their
capital). The team forecasts that this will be the hardest-hit category (size) of businesses, employing
126,243 persons. A carefully designed government subsidies program for micro enterprises must aim to
cushion significant job losses.
Figure 32. Performance by size and economic activity of enterprises (non-financial sector only), Jan
1st, 2020

Indicators

Micro
[ 0-9 ]

Small
[ 20-49 ]

Medium
[50-249]

Large
[250+]

Agriculture,
Forestry and
ConstrucFishing
Industry
tion

126.243
88.893

activities,
Information and professional,
scholar and
Technology

157.767

145.539

102.808

Тrade, transport,
storage and
tourism

78.685

Number of employees

773

34.402

479

773

7.888
809

479

1.971

71,5%
55,4%

47,9%
49,3%

Level of Indebtedness
(Total debt
ratio=Debt/Assets)

1,34

479

29.977

1,46

39,2%

5.039

55,6%

2.211

7.186

51,6%

47,0%
35,7%

26,4%

1,38

1,35

0,92

1,20

1,46

1,34
0,96

0,64

91.854

82.459

107.646

87.546

50.655
Liquidity
(Net Working Capital,
in million MKD)

14.518

18.582

Number of enterprises

Liquidity
(Current ratio)

46.040

32.765

18.389

26.976
-3.064

6.828

594

-7.685
8,1%
3,9%

4,9%

5,0%
4,5%

Return on Average
Assets (ROA)

3,5%

4,8%
2,4%

0,5%
-2,5%
12,6%
8,8%

Return on Average
Equity (ROE)

9,6%

8,1%

8,6%

8,0%

9,0%
5,0%

0,7%
-8,9%

Note: The number of employees in agriculture, forestry and fishing does not include individual (selfemployed) producers. Source: Authors’ design based on data from the National Bank and the State
Statistical Office, October 2020.
Overall, the industrial sector suffered a significant negative impact from February 2020 onwards
(Figure 33). with a more pronounced effect on the production (-13.2%) and to a lesser extent on the
workforce (-4.7%). The relevant period of comparison is January-August 2020 with respect to the same
period in 2019.
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Figure 33. The decline in the industrial production and number of workers in 2020

Source: Authors’ calculations based on data from the State Statistical Office (October 2020).
Due to the substantial impact on employment and exports, we devote a separate section on the
textile industry within the industrial sector.
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Focus #1: Textile Industry
From a broader perspective, the textile industry consists of Manufacture of textiles (NACE Code 13)
and Manufacture of wearing apparel (NACE Code 14). These two industrial branches display divergent
patterns and trends, justifying a separate investigation. The time horizon of the analysis is 20 years to
uncover long-term trends. Figure 34 presents the ID card of the textile industry.
Figure 34. The ID card of the textile industry in North Macedonia

Manufacture of Textile
Figure 35. Production volume in manufacture of
textiles, 2015=100 (Jan 2000-Sep 2020)

Production. After reaching the bottom in
2010, the production volume of manufacture
of textile made a surprising turning point and
rebounded strongly afterwards. The trend
was encouragingly upward until the pandemic
outbreak. The pandemic-induced lockdowns,
the cancellation of orders and delayed payments
caused a sharp reduction of the production
in April and May. After the initial shock, the
manufacture of textile somewhat recovered
from June 2020 onwards, but the future is highly
uncertain (Figure 35).
Sales. The main revenue from the textile
industry primarily comes from the foreign markets
(Figure 36). Put differently, only a small portion
of the production is allocated to the domestic
market. Until the pandemic outbreak, sales was
very strong. However, even with previously agreed
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Figure 36. Total sales, sales on domestic and foreign
markets of textiles in 2020 (2015=100)

orders, the sales of the manufacture of textile
was heavily hit during March, April, and May.
Since June 2020, the sales recovered almost to
the pre-crisis levels.
In 2019, the largest demand for textile came
from Germany (45.1%), Greece (29.4%), and
Italy (6.4%) (Figure 37).

Source: Authors’ calculations based on data from the
State Statistical Office (October 2020).

Figure 37. Geographical destination of exports of textile in 2019 (in percent)

Foreign trade. The manufacture of textile consists of 45 exporters and 73 importing enterprises. If
assessed only by their size, micro entities (1-9 employees) and small enterprises (10-49) dominate the
business landscape (Figure 38).
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Figure 38. Number of exporters and importers of textile by their size

Source: State Statistical Office (October 2020).
Employment. The textile industry as a labour-intensive industry is a large employer. According to
Labor Force Survey data, the entire textile industry engages 40,057 workers (Table 8).
Table 8. Employees in the textile industry
Employees by divisions
of activity

2015

2016

2017

2018

2019

Jan
2020

Feb
2020

Mar
2020

Manufacture of
textiles

5135

5286

6027

7519

6311

6203

6070

5993

31742

30919

30243

28232

26444

25108

25108

24949

36877

36205

36270

35751

32755

31311

31178

30942

39795

41429

42380

40057

13

Manufacture of
wearing apparel
Textile industry
)National Accounts data(
Textile industry
)Labor Force Survey data(
14

The number of employees very closely follows the production cycles (Figure 39). However, this is not
the case with the net wage. As illustrated in Figure 25, the price competitiveness of domestic companies
was maintained by lowering the net wage for the employees. The average net wage in manufacture of
textiles at the end of August 2020 was MKD 22,097, or 14.2% lower than the all-time high net wage at
end-2017 (MKD 25,758).
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Figure 39. Number of employees in manufacture
of textiles, 2015=100 (Jan 2005-Aug 2020)

Figure 40. Average monthly net wage paid
per employee in manufacture of textiles in
2010-August 2020 (end of period, in denars)

Source: Authors’ calculations based on data from the State Statistical Office (April 2020).

Figure 41. Structure of gross output in manufacture of textiles, 2000-2017 (In millions of denars)

Source: Authors’ calculations based on data from the State Statistical Office (April 2020).
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Manufacture of Wearing Apparel
In contrast, the manufacture of wearing apparel is an industry in a structural decline. This “sunset”
industry is struggling with difficulties with the fierce international competition and is having more uncertain
prospects.
Figure 42. Production volume in manufacture
of wearing apparel, 2015=100 (Jan 2000-Sep
2020)

Figure 43. Total sales, sales on domestic and
foreign markets of wearing apparel in 2020,
2015=100

Source: Authors’ calculations based on data from the State Statistical Office (October 2020).
Production. The manufacture of wearing apparel experienced a downward trend in the past two
decades. More recently (2019 and 2020), the production volume was stagnating at around 70% of the
levels observed in 2015 (Figure 33).
Sales. Nearly identical as manufacture of textiles, this sub-industry is primarily serving foreign
markets (Figure 28). The sales on the domestic market is exceptionally low and depressed.
This sub-industry is even more heavily dependent on the German economy, which constitutes 61.6%
of the external demand in 2019.
Figure 44. Geographical destination of exports
of textile in 2019 (in percent)

Figure 45. Number of exporters and importers of
wearing apparel by their size

Source: Authors’ calculations based on data from the State Statistical Office (October 2020).
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Foreign trade. The manufacture of wearing apparel consists of 164 exporters and 220 importing
enterprises. If assessed only by their size, medium-sized enterprises (50-249) dominate the business
landscape.
Employment. The number of employees has been steadily falling, even before minimum wage was
increased.

Figure 46. Number of employees in manufacture Figure 47. Average monthly net wage paid per
of wearing apparel, 2015=100
employee in manufacture of textiles (in denars)

Source: Authors’ calculations based on data from the State Statistical October (October 2020).
Profitability. Based on the official statistical data, the profitability (net-operating surplus) in this
sub-sector is much lower. This is another indicator that the industry is struggling.
Figure 48. Structure of gross output in manufacture of wearing apparel, 2000-2017 (In millions of denars)

Source: Authors’ calculations based on data from the State Statistical Office (October 2020).
General assessment. The production volumes are declining, but as of July 2020 the prospects are
mildly improved. In the first nine months of 2020, the manufacture of textile is down by 16.5% and the
manufacture of wearing apparel is down by 13.9%. The employment losses are slightly above 7% for
both industries, compared to 2019 levels.
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Figure 49. Employment and production in
manufacture of textiles in 2020

Figure 50. Employment and production in
manufacture of wearing apparel in 2020

Source: Authors’ calculations based on data from the State Statistical Office (October 2020).
The textile industry exported goods in total value of EUR 429.6 million in 2019, which was 2.9% of
country’s total exports of goods in that year.
Figure 51. Exports of articles of apparel and clothing accessories according to the Harmonized
System (HS-2017) (Jan 2017-May 2020, in Euros)

Source: Authors’ calculations based on data from the State Statistical Office (October 2020).
The textile industry should diversify its client (buyers’) portfolio. Even though Germany is a strong
and resilient economy, a high degree of geographical concentration of textile exports is considered as a
sign of vulnerability.
In that sense, the Government measure to finance and promote a digital platform Marketspace for
global sales of textile products could be important, but certainly not sufficient step in helping the textile
industry. Support for branding strategies, creation of higher value added, and non-price competitiveness
should rank high among industry’s strategic priorities. Otherwise, the labour force will be absorbed by
the faster-growing industries paying higher wages.
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Highlights
Manufacture of textiles and manufacture of wearing apparel are moderately to considerately affected
by the health and economic crisis.
In the first nine months of 2020, the production volume of manufacture of textile is down by 16.5%,
whereas the employment loss is 7.3% (Jan-Aug 2020). The production volume of manufacture of
wearing apparel is reduced by 13.9% in the first nine months, whereas labour layoffs reduced the
workforce by 7.2%. The recovery of both industries is very fragile. Manufacture of apparel was less
severely hit by the crisis and its speed of recovery is slightly higher than that of manufacture of textiles.
The bottom of the crisis was in June 2020, followed by shy recovery of the production volumes.
The profit margins in both industries are very low, indicating a limited space for adjustment to the
crisis. Moreover, both industries are a vital segment of the economy, due to their labour-intensive
nature (or sizeable employment). Some textile companies were adaptive and managed to switch their
production into production of masks and other equipment (USAID, 2020).
The management concerns are related to cancelled or reduced orders, and occasional disruption of
the production process because of Covid-19-infected employees. The management teams believe
that it will take 6 to 12 months, and possibly more, to reach the normal levels of work. In this case,
there is a risk that smaller companies would not be able to return to their usual way of working or even
survive at all (USAID, 2020).

Focus #2: Automotive industry
Bank of America (2020) forecasts a 20% fall in the global demand for automobiles in 2020. Afterpandemic market demand may take years to recover to 2019 levels (McKinsey, 2020). The European
automotive industry stopped the production affecting around 50 automotive components suppliers
from North Macedonia (e.g., Dräxlmaier Group, Kostal, Kromberg and Schubert, Telamon). EU-wide
production losses from factory shutdowns amount to 1.23 million vehicles as of April 1st, 2020, with some
1.11 million workers affected, not including the supply chain.
The car sales among European countries is witnessing a dramatic fall (Italy, Spain and United
Kingdom reported a decline of 96-97%, France a decline of 89%, Germany 61% and the production of
automobiles registered a collapse of 97% (Viktor Mizo, 2020). These numbers are without a precedent
in the modern history. CEOs from the industry (Telamon Corporation and Kostal Macedonia predict an
annual decline in the production of the automobile components industry between by 25% and 35%.
The reduced production volumes and number of orders in this industry will cause the most serious
impact on country’s exports of goods.
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Other industries
A disaggregated industrial perspective uncovers important developments during 2020. On average,
the industrial production in January-August 2020 declined by 13.2% compared to the same period in
2019. 22 out of 27 industrial branches comprising 92.8% of the total industrial production registered a
fall. It is important to closely monitor the manufacture of textiles and manufacture of wearing apparel, as
these industries employ a lot of workers.
Figure 52. Production by industrial branches (Jan-Aug 2020 / Jan-Aug 2019)

Source: Authors’ design based on data from the State Statistical Office (October 2020).
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Figure 53. Another perspective on the Covid-19 impact on the industry (Decline in Jan-Aug 2020 vs.
the weight of the industry)

Note: The impact refers to January-August 2020 compared to January-August 2019.
Source: Authors’ design based on data from the State Statistical Office (October 2020).
The hardest-hit industrial branches (with a high impact on production and employment) were
manufacture of motor vehicles, trailers, and semi-trailers (industry share: 12.3); manufacture of
machinery and equipment, elsewhere not covered (industry share: 8.9%); manufacture of electrical
equipment (industry share: 4.5%) and manufacture of textiles (industry share: 4.6%). They experienced
a decline in production between 20% and 40%.
Several industries proved resilient and experienced a business expansion in times of Covid-19
pandemic (so far): manufacture of computer, electronic and optical products (industry weight: 0.6%;
growth: 27.0%), manufacture of basic pharmaceutical product and pharmaceutical preparations
(industry weight: 2.9%; growth: 18.0%), and manufacture of rubber and plastic products (industry
weight: 2.2%; growth: 12.8%).
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Figure 54. Production and number of employees by industry (Jan-Aug 2020 / Jan-Aug 2019)
Panel A – Industries experiencing a production growth

Panel B – Industries with a drop in production up to -10%

Panel C – Industries with a drop in production between -10.1% and -20.0%
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Panel D – Industries with a drop in production between -20.1% and -40.0%

Source: Authors’ design based on data from the State Statistical Office (October 2020).
Highlights
Manufacture of leather and related products, manufacture of machinery and equipment n.e.c.,
manufacture of electrical equipment, manufacture of motor vehicles, trailers, and semi-trailers, and
repair and installation of machinery and equipment are the hardest-hit industries with a drop in the
industrial production between 20% and 40%. Except for manufacture of machinery and equipment
n.e.c., these industries also witnessed significant labour layoffs.

74

UNDP, Skopje, October 30th, 2020

Policy Response, Economic Recovery and Growth

Wholesale and retail trade
The forced lockdowns, curfews, and social distancing measures led to a dramatic fall in both wholesale
and retail trade. Apart from the restricted physical access, the sharp drop of private consumption
severely affected the turnover of many stores and shops. This also had an immediate negative impact
on the budget revenue collection, particularly the revenue from excises and VAT. The value of turnover
in wholesale trade, except of motor vehicles and motorcycles and retail trade of automotive fuel (G473)
could not recover by the end of August 2020, the latter being affected by the low oil prices (Figure 55
– Panel A). After the collapse in February-June 2020, wholesale and retail trade and repair of motor
vehicles and motorcycles; retail trade, except of motor vehicles and motorcycles; retail sale of food,
beverages and tobacco; retail sale of non-food products (except fuel), and retail trade (except fuel)
strongly recovered. However, August 2020 was a very disappointing setback, as also evidence by the fall
of budget revenue in the same month.
Figure 55. Wholesale and retail trade turnover (January 2019-August 2020)
Panel A. Slow recovery

Panel B. Fast recovery

Source: Based on data from the State Statistical Office (October 2020).

Highlights
Wholesale and retail trade sectors have the potential for a fast recovery. The problems are more on the
demand side, relating to the depressed private consumption. Therefore, the government response
should be not only in form of wage subsidies for distressed companies, but also as consumption
vouchers for vulnerable segments of the population. Low-income individuals also have a higher
marginal propensity to spend, with an immediate effect on the turnover in the wholesale and retail
trade sectors.
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Construction
The impact of the coronavirus pandemic on construction is mild - so far. Real value added in
construction in Q1 2020 was 1.5% higher compared to Q1 2019, whereas in Q2 2020 it was 99.5% of
the activity in the same period in 2019. On the risk side, operational restrictions (lockdowns, curfews,
etc.) and disruptions in the supply chains caused some delays. Many construction projects also involve
considerable financing, and their deferral is costly. On the positive side, significant portion of construction
is open air, involving a lower risk of virus transmission. It is not surprising therefore that the impact of
Covid-19 on construction in North Macedonia is limited.
The value of contracted construction works abroad was reduced by 16.1% in the first half of 2020
compared to the same period of 2019, whereas the value of completed construction was down by 31.8%.
Despite the unfavourable developments, the implications for the economy are not that significant.
Figure 56. Value added in construction by quarter (2017-2020, reference year 2005=100)

Source: State Statistical Office (October 2020).

Highlights
Engineering, construction, and building materials should play a vital role in the post-pandemic
recovery. A key factor would be the revival of the consumer confidence and its favourable impact on
the demand for housing construction or refurbishment.
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Tourism
Tourism and hospitality industry were severely affected during the lockdown. The unprecedented
fall in the number of tourists in March 2020 of 67.3% (compared to March 2019) and the number of
nights spent (-62.8%) painted a grim picture for the tourist, hospitality, and entertainment industry. It
also affected the overall figures for Q1 2020, given that the decline of the number of tourists in the first
three months was down by 18.3% and of the number of nights spent by -19.7%.
Domestic tourism fully recovered: the number of overnight domestic tourists in August 2020 was even
1.5% higher than the same month in 2019 (Figure 57 – Panel A). However, international travel bans, and
restricted cross-border movements resulted in an unprecedented collapse of foreign tourists’ nights:
down by 91.3% even in August 2020. According to a recent UNWTO World Tourism Barometer in October
2020, international arrivals dropped 81% in July and 79% in August, traditionally the two busiest months
of the year and the peak of the Northern Hemisphere summer season. The world witnessed a 70% fall in
international arrivals for the first eight months of 2020.
Hence, the pandemic impact on the tourism industry left a profoundly negative impact on cashstarved hotels and other tourist accommodations. The destiny of the domestic tourism, hospitality and
entertainment industry depends on the cross-border controls as well as the generosity of the government
financial support to compensate for their capacity under-utilization.
Figure 57. Number of nights spent by tourists (Jan 2019- August 2020, year-on-year percent change)
Panel A - Domestic tourists’ nights spent

Panel B - Foreign tourists’ nights spent

Source: Based on data from the State Statistical Office (2020).
The total number of tourist nights spent is down by 45% for the first eight months and only in August
2020 down by 24.3% (Figure 58). This unprecedented decline is having dramatic social and economic
consequences and puts thousands of jobs at risk.
The Tbilisi Declaration for Sustainable Tourism
The members of the Executive Council of the World Tourism Organization (UNWTO) in September 2020
adopted the ‘Tbilisi Declaration: Actions for Sustainable Recovery’. It recognizes tourism as one of the
worst-affected of all sectors by the pandemic and identifies the global standstill as a chance to realign
the sector towards a more sustainable and inclusive future. The declaration also underscores that:
“the crisis is an opportunity to rethink how tourism interacts with our societies, other economic sectors
and our natural and cultural resources and ecosystems, to measure and manage it better, ensuring a
fair distribution of its benefits, to advance the transition towards a carbon-neutral, more resilient and
inclusive tourism economy.”
UNDP, Skopje, October 30th, 2020
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Figure 58. Total number of tourist nights spent and tourists in Jan 2018- Aug 2020
Panel A – Number of tourist nights spent
(year-on-year growth rates)

Panel B – Number of tourists
(year-on-year growth rates)

Source: Based on data from the State Statistical Office (2020).

Highlights
The vouchers for domestic tourism for low-income individuals and households is a well-designed
measure. However, the payments should be closely monitored and inspected to avoid misuse of
government funds. For instance, there is a risk that some hotels or owners of apartments may declare
fictitious tourist nights and then split the cash equivalent of the voucher with the “guests”. Nevertheless,
if properly scrutinized the government financial support may be well justified.
The destiny of the domestic tourism, hospitality and entertainment industry also depends on the
cross-border controls and international travel bans. It is also important to note that 8 out of 10 citizens
avoid restaurants, bars, and crowded places as a health prevention strategy (Rating, August 2020).
If the crisis lasts until the end of 2020, historical record losses are expected in the hospitality and
tourism sector. The decline in the tourist inflow will be over 80% and the recovery may last until the end
of 2027, according to a May 2020 survey by the Union of Chambers of Commerce.9
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3.3. Social Aspects of the Crisis
A Deeper Look into the Unemployment Rate
We conduct a more detailed assessment of unemployment numbers to detect social vulnerabilities.
We focus on gender, age, and educational background of unemployed persons.
Gender perspective. It has already been underscored that women are hit hardest by the ongoing
health and economic crisis. While women are overrepresented in fighting the pandemic, they also
suffer more severely from the ongoing social-economic crisis. The sectors that are the most affected
- for example, the restaurants, the travel sector, the textile industry — have high female employment.
Therefore, more women tend to lose jobs. More important for most people who live with children is the
extra childcare needs - everybody with young kids must provide all the childcare suddenly. Much of this
extra work falls on women, therefore making it difficult for them to work as usual. Grandparent-provided
childcare is now discouraged due to the higher mortality rate for the elderly.
From a gender perspective, we detect significant vulnerabilities among female job applicants (Table
9). For the first time in September 2020, the total number of unemployed women surpasses the total
number of unemployed men. The highest number of unemployed women is observed in Skopje, Tetovo,
Kumanovo, and Gostivar. Unemployment among women is higher among those in the prime working
age, between 25 and 54 years.
Table 9. Number of unemployed women and their share in total unemployment

Note: Data coloured with
unemployment.

indicate regional branches and age groups with dominant female

Source: Designed by using data from the Employment Service Agency, October 2020.
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Age perspective. A worrisome fact is that unemployed persons above 50 years of age constitute
36.5% of the overall number of registered job applicants (Figure 58). Their low employability could make
serious scars and long-term damage on the labour market. The age cohort 50+ years of age is the largest
indirect victim of the pandemic-induced recession: 39.6% of the newly unemployed since the pandemic
outbreak.
Figure 59. Age composition of unemployed persons

Note: Unemployed since the pandemic outbreak refers to the newly unemployed persons between
September 30st and February 29th, 2020. Source: Based on data from the Employment Agency
(October 2020).
Education. Based on data from the Employment Agency (Figure 59), the largest number of newly
unemployed persons since the pandemic outbreak is with primary education or less (48.2%) and with
secondary education (33.1%). This provides additional evidence that mainly low-skills jobs were lost
since the pandemic outbreak.
Figure 60. Newly unemployed persons since the pandemic outbreak by education (March-September 2020)

Note: Only the newly unemployed persons between August 31st and February 29th, 2020 are
considered. Source: Based on data from the Employment Agency (October 2020).
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Highlights
From an unemployment perspective, the largest victims of the pandemic-induced crisis are:
(1) women, who are disproportionately hit harder by the pandemic-induced crisis;
(2) people of 50+ years of age (39.6%), and
(3) low-skill - and low-paid - individuals with primary education or less (48.2%) and with secondary
education (33.1%).

Female labour participation
Being economically insecure, women are very vulnerable to economic downturns. Their economic
dependency is also linked with the low female participation rate in North Macedonia. Cross-country
comparison reveals that female labour participation is among the lowest in Europe (Figure 61). Their
decision or the family decision is to remain inactive rather than register with the unemployment bureau.
In such circumstances, women are also more likely to be victimized, i.e. suffer domestic violence, stay in
an abusive relationship, etc.
Figure 61. Female labour participation rate in Europe in 2020 (ILO modelled estimates)

Source: ILO statistical database (October 2020).
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The Informal Economy
The informal economy in North Macedonia involves economic activities generating output equivalent
to 17.4% of GDP.10 The largest value added is generated by N3 – Informal production (Producers not
required to register) and N6 - Producers deliberately misreporting (Table 11).
Table 11. Activities of and indicators associated with the informal economy (2009-2020)
SepActivities in the
tember
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
informal economy
30th
2020
Total value added
generated by the 21.0 19.6 20.0 19.2 18.2 17.2 17.0 17.4
informal sector

/

/

/

/

N1 - Underground
hidden production
(legal activities not
)being reported

2.2

1.1

0.9

0.7

1.6

1.2

1.1

1.1

/

/

/

/

N2 - Illegal production

0.4

0.3

0.3

0.3

0.4

0.4

0.4

0.4

/

/

/

/

N3 – Informal
production (Producers
not required to
)register

12.1

12.4

11.8

11.4

11.3

10.7

10.1

9.8

/

/

/

/

N4 - Legal persons not
surveyed

0

0

0

0

0

0

0

0

/

/

/

/

N5 - Registered
entrepreneurs not
surveyed

0.7

0.7

0.8

0.7

0.6

0.7

0.7

0.6

/

/

/

/

N6 - Producers
deliberately
misreporting

5.5

4.9

6

6

4.1

4

4.5

5.3

/

/

/

/

N7 - Other statistical
deficiencies

0.2

0.2

0.2

0.2

0.2

0.2

0.2

0.2

/

/

/

/

29.8

28.3

30.3

29.5

28.7

26.3

25.2

24.6

23.7

21.5

20.6

21.8

Other indicators of
informal economic
activities
Cash in circulation
(in percent of money
)supply M1

Source: State Statistical Office, National Bank (October 2020), and authors’ calculations.
Less cash, less informal. The currency demand model for estimating the shadow economy
assumes that shadow or hidden transactions are undertaken in the form of cash payments. Therefore, no
observable traces for the authorities are left. Although the time series is short, the correlation coefficient
between value added in the informal economy and cash in circulation (in percent of money supply M1)
is 0.87. This suggests that the reduced use of cash in circulation is indeed strongly correlated with the
reduction of the grey economy.
Men are overrepresented in the informal workforce. In most countries, the share of women in
informal employment exceeds that of men (OECD/ILO, 2019). However, official data reveal that North
10 An estimate by the State Statistical Office based on the discrepancy method in the System of National Accounts Statistics: SSO (2018) Gross Domestic Product in 2016, 3.4.18.01903. According to the European
Commission (2010), the non-observed part of the economy consists of: (1) illegal activities where the parties
are willing partners in economic transactions, (2) hidden and underground activities where the transactions
themselves are not against the law, but are unreported to avoid official scrutiny, and (3) informal activities
where typically no records are kept.
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Macedonia differs from the global pattern: men dominate the informal workforce in North Macedonia
(Figure 62 and Figure 63).

Figure 62. Number of men and women in the
informal workforce (2007-2018)

Figure 63. Share of men and women in the
informal workforce (2007-2018, in percent)

Source: State Statistical Office (October 2020).

Figure 64. Share of informally employed women
in total female employment by age group (2019)

The share of informal employment in nonagriculture employment in 2018 was 12.6% for
men and 3.6% for women.
Every sixth woman works informally.
Every sixth woman - or even more precisely
15 women out of 100 - work informally. As
presented in Figure 65, the share of informally
employed women in total female employment
is the highest in 65+ age group (86.2%), 5564 age group (24.1%) and 15-24 age group
(18.8%).

Source: State Statistical Office (October 2020).
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Women are highly exposed to lowquality informal jobs. Women are often found
in the lower parts of the informal employment
hierarchy (domestic workers in private homes,
informal sellers on agricultural products’
markets, contributing family workers, etc.).
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Highlights
The hardest-hit segments of the population are single parents, newly unemployed over 50 years of
age, new entrants on the labour market, long-term unemployed, etc. They must be helped during
2020 and much of 2021.
Behind the backslash (\) of the V- or W-shaped recovery lies a downward slippage of the incomes of
thousands of citizens, negative (red) balances on transaction accounts, credit card minuses, loans
from friends and relatives, forced sales of property, and sleepless nights. If everyone would lose 5.4%
of the newly created income in 2020, the economic crisis would be bearable. But when economic
hardship is concentrated among vulnerable and poor individuals, and in certain economic activities
(leather, textile, automotive, electrical equipment industries, retail, hotels), income losses are very
painful for many individuals and families. Although the loss of 5.4% of GDP in 2020 is only seemingly
a small ‘scar’ by the pandemic, these categories of citizens will suffer a lot due to the pandemicinduced crisis.
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3.4. Empirical Assessments
Our forecasts of the unemployment and the poverty rates are derived through Machine Learning
Algorithms (MLAs) and econometric techniques (a dynamic panel model also known as system GMM).
Due to the policy nature of the document, we do not provide a detailed technical account of the empirical
procedure.
The unemployment rate. The list of potentially relevant predictors of the quarterly unemployment
rate (based on the Labor Force Survey) include: real GDP growth, ln (GDP per capita), quarterly change
in the volume of exports, consolidated central government budget expenditures, social benefits transfers
to households, value added in agriculture, forestry and fishing (A), value added in industry (C-E); total
investment, net capital inflows, foreign direct investment and remittances, all expressed as a percentage
of GDP, and enrolment rates in primary and secondary education.
Fitting a regression tree on the unemployment rate reveals that GDP (constant prices) and seasonally
adjusted series of exports of goods are the best predictors. Based on econometric estimation, our
forecast for the unemployment rate in 2020 is 20%.
Figure 65. Fitting a regression tree for the unemployment rate
The poverty rate. Poverty data
is among the scarcest data with
significant gaps between years and
substantial delays in their publication.
Due to the limited number of
observations for the poverty rate
in North Macedonia, we decided
to pursue a regional approach and
include data on poverty rates for
Albania, Bosnia and Herzegovina,
Bulgaria,
Croatia,
Kosovo,
Montenegro, North Macedonia and
Serbia between 1991 and 2019. The
list of potentially relevant explanatory
variables / predictors of poverty
include: real GDP growth, ln (GDP per
capita), budget expenditures, social
benefits transfers to households,
value added in agriculture, forestry
and fishing (A), value added in
industry (C-E); total investment,
net capital inflows, foreign direct
investment and remittances, all
expressed as a percentage of GDP,
and enrolment rates in primary and
secondary education.
We fitted a regression tree for the poverty rate defined as poverty headcount ratio at national poverty
lines (percent of population). By using this Machine Learning Algorithm, we uncovered the following
regression tree (Figure 66).
The split at the top of the tree results in two large branches. The left-hand branch corresponds to GDP
per capita < USD 12,537.7, and the right-hand branch corresponds to GDP per capita ≥ USD 12,537.7.
The tree has two internal nodes and three terminal nodes, or leaves. The number in each leaf is the mean of
the response for the observations that fall there. Country-year observations below this income threshold
are expected to have a mean annual poverty rate of 17.3%. Country-year observations equal to or above
this threshold are then further split based on their unemployment rate. Those with an unemployment rate
below 13.2% have a mean poverty rate of 20.3%, and those with higher unemployment rate than 13.2%
tend to have higher poverty rate (22.5%).
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Figure 66. Fitting a regression tree for the national poverty rate
Hence, out of the list of potentially
relevant predictors of the country’s
poverty rate, the algorithm suggests
the level of economic development
(GDP per capita) and the rate of
unemployment. Before we proceed
with examining the relationship
between these two variables, we
plot the poverty rates against the
GDP per capita in South Eastern
Europe. As Figure 67 suggest, the
relationship might be non-linear.11
Poverty rates appear to be highest
for the country-year observations
concentrated in the middle of the
range.

Figure 67. Nonlinearities between poverty rates and income per capita in South Eastern Europe

Notes: Data refer to countries from South Eastern Europe only: Albania, Bosnia and Herzegovina,
Bulgaria, Croatia, Kosovo, Montenegro, North Macedonia, and Serbia. Source: Based on data from
World Development Indicators and IMF World Economic Outlook Database (May 2020).
For this reason, we apply a dynamic model and estimate the impact of the level of economic
development and the unemployment rate, but because of the non-linearities we also include a squared
term for the GDP per capita. What are the main results?

11 The Kuznets inverted U-curve hypothesis that posits the relationship between income and income inequality
has met varying degrees of acceptance in the academic circles.
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Table 11. Dynamic panel-data estimation, system GMM
Dependent variable: Poverty rate
Poverty rate in the previous year
GDP per capita
GDP per capita, squared term
Unemployment rate

Coefficient
0.788
6.537
-0.339
-0.005

z
8.65
3.91
-3.97
-0.18

|P>|z
0.000
0.000
0.000
0.857

Note: All terms are expressed in a natural logarithmic form.
The results support the well-known fact that the poverty is a very persistent phenomenon, or put
differently, difficult to eradicate. Having a high poverty rate last year increases the probability to register
high poverty rate this year too. The forecasted decline of GDP per capita by 4% in 2020 is expected to
increase the poverty rate by 1 percentage point in 2020.12
It seems that a simple linear model yields the same conclusions. The estimated impact of GDP per
capita from the linear OLS model is remarkably similar to the system GMM estimation, leading to an
estimated poverty rate of 19.8% in 2019 and 21.0% in 2020.

Figure 68. Poverty rate versus natural logarithm
of GDP per capita in North Macedonia

Figure 69. Estimate and forecast of the poverty
rate in North Macedonia (2010-2020)

Note: Poverty rate is defined as poverty headcount ratio at national poverty lines (percent of
population). Source: Based on data from the State Statistical Office (October 2020).

12

=0.99 percentage points.
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3.5. Findings
3.5.1. General findings
This crisis really is different. The COVID19 induced crisis is more severe than the Global Financial
Crisis of 2007-2009 as well as 2001, the year of internal armed conflict. A simultaneous supply and
demand shock hit all economies and sectors at the same time.
Long, uncertain, and difficult recovery. A V-shaped economic recovery is becoming a less likely
scenario. Continued and rigorous health prevention measures and timely and well-targeted fiscal stimulus are
necessary to avoid a prolonged U- or W-shaped recovery. Another more pessimistic scenario would be that
of a diverse or K-shaped recovery, with few sectors doing well and most sectors struggling well below their
capacities. By the end of 2023, the economy will still not be able to return to the pre-crisis growth trajectory.
The socio-economic pain is concentrated in Q2 2020. The largest loss in economic output
is expected in the second quarter of 2020. A smaller decline is expected in the second half of 2020.
However, a premature relaxation of health containment measures or the fiscal stimulus would easily lead
to a W-shaped recovery.
Size matters. In the case of North Macedonia, micro entities and small enterprises were very
vulnerable even before the pandemic outbreak. This segment of the economy is highly indebted, with
low liquidity (negative net working capital) and loss-making and is likely to suffer the most.
Unemployment rate. It is expected that the decade-long downward trend of the unemployment rate
will be reversed in 2020. The most recent forecast is a sharp increase to the level of 20%.
Poverty rate. An econometric estimation forecasts that the pandemic-induced recession will wipe
out some of the pre-crisis development achievements. According to our forecasts, the poverty rate will
increase to 21.0% by the end of 2020.
Public finance. The pandemic is likely to lead to increases in both public debt and budget deficits
beyond those recorded in the Global Financial Crisis. The projected fall on the revenue side and the
limited response on the expenditure side will widen the consolidated central government budget deficit
to 8.5% of GDP in 2020 and will elevate the public debt level to 61% of GDP.
Financial Stability. Despite recent turbulences, the financial sector is fairly resilient to the crisis.
Most banks – especially the systemically important ones – have exceptionally high capital adequacy
ratios and high liquidity to weather the crisis.
Precautionary saving. Even if the employers restart production by fully observing the national
health prevention measures, it will take time for the demand to pick up. Consumers are concerned about
the uncertain incomes in near future and postpone non-essential consumption. The slowly responding
demand will prolong the economic recovery phase.
Women hit hardest by the crisis. Since the pandemic outbreak, women dominate among the
newly unemployed persons in March-September 2020, as reported by the Employment Agency. Female
workforce prevails in the hardest-hit sectors: textile industry, tourism, and hospitality. Women also
take the burden of childcare and ‘family’ duties, that might cost them a job. Lastly, women are much
more concerned than men about the effects of the crisis. This calls for a gender-sensitive approach in
designing the government financial support.
The automotive components industry is the new vulnerability. Although financially sound, the
suppliers from the automotive components industry are facing worsening prospects. The statistical
data and structured interviews with representatives from this industry reveal reduced orders, limited
substitution of buyers from People’s Republic of China and an expected reduction of the production
volume by between by 25% and 35%. This is a significant downward risk for both creation of value added
and exports of goods.
Textile industry can have a massive unemployment effect. Textile industry, and especially the
manufacture of wearing apparel, are experiencing a significant downturn. As a labour-intensive industry,
these layoffs may have a massive unemployment impact.
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3.5.2. Reflections on the Pandemic
To illustrate the magnitude of the crisis and the thoughts on its implications, we gathered thoughts by
the business and civil society representatives:
“When it comes to small and medium-sized enterprises, the speed with which they receive the necessary
support is often one of the most important factors for survival. Although most entrepreneurs often try
again after a failure, the available data suggest that about 60 percent of small businesses never reopen
after a severe crisis.”
Danela Arsovska, President of the Union of Chambers of Commerce (Sloboden pechat, May 18th, 2020)

“Although the state of the economy is changing daily, economic policy makers will need to come up with
a vision and strategy to overcome the economic crisis and rebuild economic growth.”
Gligor Bishev, CEO of Sparkasse Bank (Faktor, April 24th, 2020)

“We design education around schools. Perhaps this is our chance to design education around the student.”
Viktor Novakovski, Director of NOVA International School

“The ever-changing critical situation in the automotive industry requires a standing partnership with the
Government. Let us try to save the jobs; Business will recover.”
Georgi Trenkoski, CEO of Telamon Corporation (subsidiary in Skopje)

“Some of us are being directly affected by the pandemic, while the rest are preparing their best lunches,
staying at home. After the end of the pandemic, all of us will be affected, a lot of us will not have lunch at
all... That will be the real fight without a named virus, without a vaccine and without the opportunity to be
counted on TV as a “real victim”. It is a utopia to count on government support because the government
budget will be one of the first victims. To be clever and count on your own capacity and performances
is the best strategy to survive and stay in a normal mental state.”
Angelka Peeva Laurencic, ImagePR Managing Director

“We will survive the competition, but I am afraid that we will not be able to survive the impact of the
pandemic.”
Petar Tashev, Independent artist from Veles (National Radio, May 20th, 2020)

“The government should give us at least a glass of water now. It will be too late to receive several bottles
of water, after we shut down the business.”
Petar Drobov, Owner of an automotive components store “Autofilter”

“We will accept any health protocol for serving food in our restaurant. If necessary, we will make a
distance of five meters between the tables. We just need a chance to reopen”.
Efto Pejovski, Owner of the restaurant “Balkanika” (April 20th, 2020)

“I am afraid that this crisis has increased the gender inequality, and the women are facing multiple
forms of discrimination while they are in the frontlines of the workforce and in the homes. The number
of women facing discrimination or hate speech, losing jobs, being victims of domestic violence has
increased during this crisis. These numbers will increase even after this crisis, unless the governments
are starting to operate in a quick, responsible and intersectoral manner. We need gender sensitivity
when creating aid programs, budgets, government subsidies. This is an “opportunity” for most people
to see that many are still not able to satisfy fundamental needs. The pandemic crisis is a great chance
for all of us to start fulfilling the gaps and reconstruct a better society for all of us.”
Ines Amet, Roma Women and Youth Association “Luludi”, Non-governmental organization, Skopje.
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“The coronavirus crisis is a chance to introduce new policies and innovations into the daily lives of
citizens. We must not go back to the previous ‘normal’ which meant thousands of deaths a year due
to air pollution. Every Wednesday should be a car-free day, and every Friday a work-from-home day.”
Skopje Smog Alarm, Non-Governmental Association

“Workers are often accustomed to working for a daily subsistence. Cash-in-hand payment - after each
working day, also known as “day-by-day” style of working - should not be tolerated by a responsible
government”.
Slavica Ilijeska

“We are looking for a way to ensure that all workers in our sectors are safe. The guilt that we are not
formally registered and cannot exercise our rights now is not only ours, but also yours, because the
control system, i.e. the inspectorates, has failed”.
Vlatko Nikolovski, Trade Union for Hospitality and Tourism (May 20th, 2020)
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4. ADDRESSING THE SOCIAL VULNERABILITIES
Identifying and addressing social vulnerabilities requires timely and disaggregated statistical data.
This requires a dashboard of socio-economic indicators, trend analysis and forecasts that should signal
structural weaknesses and social vulnerabilities. To monitor socio-economic developments monthly, we
constructed a Needs Assessment Dashboard (NAD). It consists of many indicators with a monthly or
quarterly frequency to capture key socio-economic and selected sectoral developments in a remote
access ‘situation room’. Additional insights are obtained from a large citizen survey of 1,600 respondents,
which also identifies a number of problems and vulnerable societal groups.

4.1. Needs Assessment Dashboard: Tracking the Reopening from
a Remote-Access ‘Situation Room’
NAD consists of two large sections: macroeconomic and sectorial outlook. The macroeconomic
outlook tracks developments in the real, fiscal, financial, and external sectors. The red colour indicates
very unfavourable outlook, the yellow colour slightly worsened outlook, whereas the green colour
indicates favourable developments in a particular month. The monitoring period starts from January
2018, but for convenience of presentation, we only display data from January 2019 onwards. The sectoral
outlook tracks the developments in agriculture, industry, trade, construction, tourism, etc. by monitoring
the high-frequency indicators.
The use of NAD is to indicate the hardest-hit sectors of the economy (Table 12). For instance,
industrial production was severely hit by the pandemic-induced crisis in April and May 2020. The hardesthit industrial branches (with a high impact on production and employment) were manufacture of motor
vehicles, trailers, and semi-trailers (industry share: 12.3%; reduction: 21.1%); manufacture of machinery
and equipment, elsewhere not covered (industry share: 8.9%; reduction: 41.6%); manufacture of
electrical equipment (industry share: 4.5%; reduction: 31.8%) and manufacture of textiles (industry
share: 4.6%; reduction: 20.3%).
NAD gives a convenient overview of macroeconomic and sectorial developments. It is a robust
response to macro-economic policy issues, but unfortunately, it is less focused on the social issues. The
main reason is the substantial delays in the publication of official data on social indicators. And one of the
key themes that is coming out of the pandemic across countries is two perspectives: 1) disproportionate
impacts on vulnerable groups and households, and 2) disproportionate impacts in a geographical sense.
What we can deduce is that the main businesses being hit are micro-entities and small enterprises (also
those where contact is occurring). Sectors such as the agricultural sector seem to be able to continue
although maybe these impacts will be delayed to 2021 given potential disruption in supply chains for
inputs.
It is also particularly important to underline that local governance and solutions are needed to
overcome the long-term impacts that are being experienced.
To complement the macroeconomic analysis, in the next section we explore the social vulnerabilities.
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An important component of the project is the launching of a project-related website for presenting
on a monthly basis the new macroeconomic and sectorial developments and findings from the SocioEconomic Impact Assessment.
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4.2. Social Vulnerabilities

“

Gender inequality is not one problem, it’s a
collection of problems,
			

Amartya Sen

4.2.1. Context
In light of substantially delayed official statistics on social vulnerabilities, important insights can
be derived from a large citizen survey.13 It has been jointly designed by the Rating agency and UNDP team
and conducted during June and July 2020. The representative sample of 1,600 respondents in all aspects
closely tracks the structure of the Macedonian society (gender, age distribution, educational status,
economic status, family status, geographical distribution, etc.). The insights on social vulnerabilities can
be obtained from the dissatisfaction, concerns, and expectations by the marginalized and disadvantaged
groups in the society.
Major socio-economic problems. The problem of unemployment (30.2% of the respondents),
poverty (30%) and low wages (29.0%) are the three most significant problems faced by the citizens of
North Macedonia. These problems are expected to worsen after the pandemic outbreak. From an ethnic
perspective, there are significant differences among the major ethnic groups: the unemployment is still
a dominant problem underscored by the ethnic Albanians, while for the ethnic Macedonians it is the low
standard of living.
The concerned ones. The large citizen survey reveals that there are several deeply concerned
segments of the society regarding the harsh impact of the Covid-19-induced crisis:
- Gender perspective: women. Female workforce prevails in the sectors that are hardesthit, such as the textile industry, tourism, and hospitality. Women also take the burden of
childcare and ‘family’ duties, that might cost them a job. It is not surprising therefore that
women are more concerned than men about the effects of the crisis.
- Income perspective: Individuals with monthly income below MKD 10,000 (approx. 162 UR).
The extremely poor individuals are genuinely concerned about the uncertainty of social
assistance packages or other incomes.
- Purchasing power perspective. Nearly half of the citizens (49.5%) can buy only what they
need. However, 6.9% of them cannot even buy what they need, and 39.9% of the population
can afford to buy only slightly more than what they need for life.
- Age perspective: Elderly people, which are especially worried, because the risk for severe
illness from Covid-19 increases with age. Young people (especially those of 18 and 19 years)
and mid-career professionals (30-49) are also overly concerned about their professional
plans and their economic status.
- Urban/rural perspective: Citizens of urban areas fear of higher contagion risks in offices,
markets, banks, public transportation, etc.
- Employment perspective. Among the employed, 58.1% responded that their company/
organization was affected by the corona crisis and 44% of them are extremely concerned
about their job positions.
- Unemployment perspective. The corona crisis mainly eroded the hopes of finding
employment among the unemployed (46.3%). Despite the reduced hope of finding a job,
15.9% of the unemployed stated that due to the corona crisis, their family income has
13 For example, as of August 25th, 2020, the Agency for Employment Services did not publish the unemployment
figures for June 2020, let alone for July 2020.
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decreased. 9.6% of the unemployed have reduced the hope that the government will help in
any way, and for 10.4% of the unemployed respondents the crisis has not affected them in
any way.
General concerns. 64.2% of the citizens are concerned about the capacity of institutions to cope
with the ensuing health and economic crisis and 61.5% of them are worried about the organization
and quality of the education process. Job security is the third most important concern: 41.3% of the
respondents are extremely concerned and 22.1% are moderately concerned about losing the job.
The real victims of the crisis. As Cobham (2019) highlights, we have a limited knowledge of
significant categories of disadvantaged people, including the homeless, the disabled and many aspects
of the lives of women. Statistical data occasionally touches upon their problems, but with significant delay
in terms of the date of publication. For this reason, the main findings of the citizen survey are precious.
The Profile of a Typical Victim of the Economic Crisis in 2020
44.8% of the respondents reported worsened financial situation due to the pandemic crisis.
The most endangered from the coronavirus-induced economic crisis are single parents of one or more
children who cannot buy even the most basic goods.
The purchasing power is limited only to the necessary products for 71% of the families of a single
parent of two or more children and families with monthly income below MKD 10,000.
The probability of being socially vulnerable is much higher for families living outside Skopje. The
situation is particularly dire in the regions of Pelagonija and Polog. The employees in the private
sector from the Pelagonija region (75%) and the Polog region (78%) are statistically significantly more
affected by the pandemic compared to the other statistical regions.

The Public Sector as a Safe Heaven. The public sector is considered as a safe heaven, because
of the stability and security of wages (Figure 70). The large citizen survey shows that citizens prefer
employment in public administration (58.6%), at the expense of employment in the private sector (22.8%).
It is worrying that an extremely high percentage of young people (aged 18-29) prefer employment in the
public sector. As many as 63% of them would choose the public sector versus 23% who would choose
the private sector.
Figure 70. Preference for employment

Another safe place. The pension insurance system is also a safe place, as the income of retired
persons was not affected during the pandemic crisis. It is important to note that 35% of the citizens
depend on pensions.
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4.2.2. Covid-19’s impact on child poverty
A complementary UNICEF-USAID (2020) analysis conducted by Finance Think found that Covid-19
has exacerbated child poverty in North Macedonia. Most likely, it would put additional 16,000 children
below the poverty threshold increasing the relative child poverty rate from 29.3% to the estimated
33.3%, a rate not seen in the country in the past decade. The projected increase is stronger than the one
observed during the Global Financial Crisis of 2009/10. In terms of age, Covid-19’s effect is felt among all
the age categories (Table 13). The relative poverty surges by 3 to 4 percentage points, while the absolute
poverty rate at the upper-middle-income threshold declines for the 0-5 and 15-17 sub-groups.
Table 13. Covid-19’s effect on child poverty, by gender and age
Gender
Male
Female

0-5

Age
6-14

15-17

Pre-Covid-19
Relative poverty (below 60% of the
)equiv. income median

28.70%

29.80%

27.10%

28.50%

35.60%

Absolute poverty, below extreme lowincome threshold

3%

2.90%

2.10%

2.90%

4.20%

Absolute poverty, below upper middleincome threshold

11.50%

11.10%

10.00%

11.30%

12.90%

)During the Pandemic (September 2020
Relative poverty (below 60% of the
)equiv. income median

32.80%

33.90%

31.80%

31.60%

38.00%

Absolute poverty, below extreme lowincome threshold

2.30%

2.40%

1.30%

3.10%

2.10%

Absolute poverty, below upper middleincome threshold

11.30%

11.60%

9.40%

12.40%

12.40%

Source: “The Social and Economic Effects of Covid-19 on Children in North Macedonia”, Finance
Think, 2020, p. 74.
The average educational background of adult family members also matters a lot. Relative poverty is
disproportionately higher among families whose adult members have primary education (64.1%), much
lower among households with adult family members having a secondary education (28.7%) and only
1.1% among households whose adult members have a tertiary education or more (Table 14). Again, this
is a strong evidence in favour of (high-quality) education as an important factor in combatting poverty
and child poverty, in particular. Post-Covid-19 impact is unfavourable for the households with lower
educational background.
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Table 14. Covid-19’s effect on child poverty, by average education of adult family members
Number of children in
household
or fewer 2

or more 3

Average education of adult family
members
Primary

Secondary

Tertiary or
more

Pre-Covid-19
Relative poverty (below 60% of the
)equiv. income median

23.90%

42.00%

64.10%

28.70%

1.10%

Absolute poverty, below extreme
low-income threshold

2.8%

3.20%

8.00%

2.70%

0.00%

Absolute poverty, below upper
middle-income threshold

8.50%

17.00%

28.70%

10.40%

0.00%

)During the Pandemic (September 2020
Relative poverty (below 60% of the
)equiv. income median

24.90%

50.30%

70.10%

32.20%

0.90%

Absolute poverty, below extreme
low-income threshold

1.10%

4.70%

7.00%

2.00%

0.00%

Absolute poverty, below upper
middle-income threshold

8.50%

17.50%

30.30%

10.40%

0.00%

Source: The Social and Economic Effects of Covid-19 on Children in North Macedonia, Finance Think,
2020, p. 75.

4.2.3. A case for Temporary Basic Income (TBI)?
There are several ways to address potentially devastating disruptions on the labour market.
Molina and Ortis-Juarez (2020) propose a Temporary Basic Income (TBI) scheme for developing and
transition countries. The assistance considered in each scenario of a TBI comprises cash transfers
with homogeneous amounts across targeted individuals within a country under three options: (1)
top-ups on existing average incomes in each country; (2) lump-sum transfers that are sensitive
to cross-country differences in median standard of living; and (3) lump-sum transfers that are uniform
regardless of the country where the beneficiary population lives (Molina and Ortis-Juarez, 2020). If
the country introduces TBI, their assessment is that the general government budget of North Macedonia
would have to allocate 0.64%-0.65% of GDP as a monthly cost to provide financing for the TBI scheme.
The temporariness of this measure implies ex ante public announcement of the duration of this measure.
The authorities should carefully analyse the idea and inspect the fiscal space for an implementation of
a potential TBI scheme. If accepted and implemented, it will also require an overhaul of the pre-existing
social assistance programs.
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4.3. The impact on achieving the Sustainable Development Goals
(SDGs)
UNDP estimates that the global human development could fall this year for the first time since 1990,
when measurements began (UNDP, 2020). The pandemic could easily obstruct or even reverse the
progress in achieving many Sustainable Development Goals (SDGs). We limit the discussion to a selection
of SDGs, the ones that are more deeply intertwined with our socio-economic impact assessment.
Goal 1 – No poverty and Goal 2 – No Hunger. As we already explained, the pandemic-induced
crisis will increase the poverty rate and wipe out some of the development achievements until 2019.
According to our forecasts, the poverty rate will increase to 21.0% by the end of 2020. It will also have
an unfavourable impact on the child poverty. The government-sponsored domestic payment cards for
subsidizing private consumption have been an important relief for many households during July and
August 2020. Moreover, the minimum-wage subsidy has preserved many jobs and prevented thousands
from falling into a poverty trap. These policies could continue in the case of a prolonged or reversed
recovery with slightly better targeting of those in need.
Goal 3 – Good health and wellbeing. The pandemic may widen the inequalities in the health
systems. A large citizen survey by Rating published in August 2020 indicates that 64.2% of the citizens
did not use any health service during the pandemic crisis in April-June 2020. Refraining from regular
or routine health checks could harm public health in near future. Particularly vulnerable are patients
diagnosed with cancer or other life-threatening illnesses, who occasionally cannot receive their
therapy due to disrupted imports. Moreover, many vulnerable households cannot afford to buy immune
stimulators (medicaments and nutrients) in times of global health crisis. A reduced price of selected
products for socially vulnerable groups would bring large benefits to the public health. These households
must also be offered an access to life-saving medicaments (at a reduced price), such as the forthcoming
and clinically approved Covid-19 vaccine.
Goal 4 – Quality education. Public education is meant to be an equalizer, not a divider. The
unequal access to technologies in education is having a sizable effect on communities’ ability to confront
Covid-19, especially in light of the government decision to organize online education. Children from
socially disadvantaged households are already facing unequal experience with online learning, as they
simply do not have devices and/or internet access. The lack of parent involvement is also a serious issue
for many children. Even small-scale local government programs to subsidize procurement of tablets for
organizing online learning for children from socially vulnerable households will have a beneficial impact
on country’s production capacity in the long term. A necessary (but not sufficient) condition for quality
education is to reconnect the pupils and students with their professors. Otherwise, many school-going
children and teenagers will suffer long-term harmful consequences for their potential.
Goal 5 – Gender inequality. While women are overrepresented in fighting the pandemic, they also
suffer more severely from the ongoing social-economic crisis. Being economically insecure and less
active on the labour market, women are more vulnerable to economic downturns. They are also more
likely to be victimized, i.e. suffer domestic violence, stay in an abusive relationship, etc. Moreover, much
of the extra childcare and the burden of “family” duties fall on women, therefore making it difficult for
them to work as usual. It is not surprising that unemployment figures indicate that women are hit the
hardest. Hence, the pandemic will have an unfavourable impact on country’s efforts to further reduce
gender inequality.
Goal 8 – Decent work and economic growth. Decent work will also be affected by the pandemic.
Many employees have been infected or rightfully fear of being infected, because of the low observance
of health protocols in the workplace or the unsafely organized transport. Many textile workers (mostly,
women) from the city of Shtip were infected by Covid-19 during the unsafely organized home-work
commuting. Decent work also presumes that the employer will offer a fair reduction of the wage in case
of financial distress for the firm. The reservation wage – the lowest wage rate at which a person would
be willing to accept a particular type of job – is falling during (deep) recessions. There is no benefit in
appealing to ethics if employers take the advantage of reduced negotiating power of weakly unionized
workers. With or without the pandemic, the labour inspectorate must play a more prominent role in
ensuring decent work environment. Economic growth will be negative in most countries, including North
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Macedonia. In a V-shaped scenario of weak recovery, it is forecasted that a reduction of GDP of 4% will
occur in 2020. Slightly less probable scenario – one in which a second wave of infections, with renewed
lockdowns, hits before the end of 2020 – would deepen the recession in 2020. In this case of a W-shaped
recovery
Goal 10 – Reduced inequalities. Despite some losses of shareholders’ wealth of high-income
individuals, the pandemic will worsen the pre-existing inequalities. Single parents with two or more
children, low-income families living outside the Skopje region, particularly in the regions of Pelagonija
and Polog, individuals close to the retirement-age and low-skilled employees (particularly, women) are
severely hit by the pandemic-induced economic crisis in North Macedonia. It is highly likely that – without
government intervention – inequalities could widen and wipe out some of the previous development
achievements.
Goal 16 – Peace, justice, and strong institutions. In many countries, Covid-19 could hamper
the provision of public services, especially if e-Government services are rudimentary or under-developed.
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5. POLICY EVALUATION AND MONITORING OF 		
POLICY MEASURES
Both international financial institutions and national authorities
expect an inevitable recession in South Eastern Europe in 2020 (Q2
and Q3) and a strong recovery in 2021. Preferably, it would be a
V-shaped recovery, but a possible second pandemic wave in the
second half of 2020 could make it a W-shaped recovery. Prolonged
stagnation (U), and stagnation without a recovery (L) are also
possible scenarios, but with a much lower likelihood.
It is always tempting to propose a more generous economic
package to cushion the crisis impact, but this requires larger
fiscal space and low/moderate level of public debt. Some of the
radical fiscal measures implemented by advanced economies
cannot be replicated in North Macedonia. For example, the Danish
government committed to provide 90% of the wage of laid off
workers due to the COVID-19 crisis. Similarly, the Government of
the Netherlands introduced compensation of up to 90% of labour
costs for companies expecting a reduction in revenues of 20
percent or more).
Guiding principles. The guiding principle must be to target support to households to ensure access
to basic goods and services and to viable businesses to limit unprecedented layoffs. Another important
guiding principle is to deploy resources in a temporary and efficient way and reflect the costs in multiyear fiscal reports.
Likelihood of a U- or W-shaped recovery not to be ignored. Vigilance in terms of continued
health prevention (containment) measures and timely and well-targeted fiscal stimulus are necessary
to avoid a U- or W-shaped recovery. International Financial Institutions are currently not forecasting a
significant second wave that would prompt shelter-at-home policies to return. However, this scenario
must not be ignored if premature relaxation of containment measures and/or fiscal stimulus takes place.
Evidence-based policy vs. policy-based evidence. Public health and economic resilience
(business resilience and adaptation, prudent fiscal policies) must not be compromised for short-term
political gains. All political parties should contribute to the policy formulation with evidence-based policy
proposals, avoiding irresponsible populist measures inviting a high fiscal burden in near future.
Size matters. As already explained, micro entities in North Macedonia were very vulnerable even
before the pandemic outbreak. Their high indebtedness, low liquidity (negative net working capital) and
loss-making history require special government emphasis. They account for a disproportionate share of
the vulnerable jobs.
Public debt sustainability. Building substantial fiscal buffers from 2021 onwards to combat future
non-economic or economic crises and strengthen the public debt sustainability.
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Figure 71. Ability to work remotely and necessity to work
remotely

Much higher penetration of
e-commerce is to be expected. Online
purchases, health consultations online,
use of remote technology by private and
some state universities, will be the new
normal.
Remote working. The shift to
working online and from home has now
been given a boost. This could be a costsaving option for some businesses. The
ability of different industries to organize
work remotely is illustrated in Figure 60.
Obviously, for some industries (e.g.,
hospitality, construction, food, textiles)
the location is fixed, and they cannot
adapt easily.
Efficiency plus Resilience. Focusing
solely on efficiency - as conventionally
defined - will not be enough in near
future. Investors, creditors, and other
stakeholders will also appreciate the
resilience of a company. The resilience will
be understood as an additional dimension
of efficiency in the long run. Geographical
and product/service diversification are
only one aspect of the resilience.

Note: Index (0=no need or ability).
Source: McKinsey (2020, p. 10).

According to ILO (2020), the teleworkability in North Macedonia is estimated between 5% and 10%.
Figure 72. Ability to work remotely

Source: ILO (forthcoming).
Technology reliant institutions. The institutions will have to become more technology reliant and
perform many public services by using digital platforms. An ambitious agenda for digitalization of the
public services and institutional processes is the right step in this direction.
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5.1.

Key Policy Responses as of October 31st, 2020

In addition to the continuous measures to address public health concerns, the Government of North
Macedonia designed and implemented four comprehensive packages of economic measures since the
pandemic outbreak.
The First Package of Economic Measures
•

Measure #1: Loans in amount of EUR 5.7 million with zero interest rate to support the liquidity of
the micro, small and medium-sized enterprises. Individual loan applications may vary between
EUR 3,000 and 30,000 (grace period of 6 months, and repayment period of 2 years);

•

Measure #2: Government subsidies for the employees in companies from tourism, transport,
catering and other crisis-hit companies for April, May and June 2020 in amount up to 50% of
their average wage in 2019 (condition on no labour layoffs in February 2020);

•

Measure #3: Temporary suspension for advance payments of the personal income tax on
incomes from independent activities and advance payments of profit tax by companies that
suffered the consequences of COVID-19 for March, April, and May 2020

•

Measure #4: Temporary ban (price controls) of main food products (bread, salt, oil, milk and
dairy products, eggs, flour, pasta, medicaments, and disinfectants)

•

Measure #5: Tourism rescue fund of EUR 1.2 million to compensate the tourism sector.

The Second Package of Economic Measures
•

Measure #1: Financial support of 14,500 Denars per employee for April and May 2020, for
crisis-hit companies, if the reduction of the turnover is greater than 30%, Companies paying
wages above 39,900 Denars are entitled to 50% relief of company’s costs for the social security
contributions for each employee. The Government Decree was amended on May 1st 2020 so
that the employer is eligible for financial support, if the labour layoff has not exceeded the
following thresholds: 15% for companies up to 50% employees, 10% for companies between
51 and 250 employees and 5% for companies over 250 employees (for the month when the
financial support is being used).

•

Measure #2: Direct financial support of 14,500 Denars for sportsmen and sport workers for
April and May 2020;

•

Measure #3: Direct financial support of 14,500 Denars for 141 independent artists (minimum
wage plus social security contributions) for April and May 2020

•

Measure #4: Cash compensation for individuals laid off due to the crisis, in amount of 50% of
the last received average net wage. Payment duration dependent on the length of the working
experience.

•

Measure #5: All elected or appointed government officials will receive minimum wage of
14,500 Denars during April and May 2020 (the Constitutional Court has initiated a temporary
suspension of this measure in order to investigate its alignment with the constitution);

•

Measure #6: Zero management fees for presidents and members of management or
supervisory boards of government institutions or public enterprises

•

Measure #7: Remuneration of 7,000 Denars per household for persons that are part of the
informal economy or unemployed. Minimum guaranteed support based on the incomes of all
members of the household.

•

Measure #8: Moratorium for the Payment Enforcement Law until the end of June 2020 (During
the crisis and six months after the crisis it is forbidden to initiate insolvency proceedings)

•

Measure #9: Deferral of loan repayments by the banks. Banks agreed to offer more favourable
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loan conditions, such as deferral of repayments (up to six months), refinancing, grace period,
lower interest rate, etc.
•

Measure #10: Reduction of the loan instalment for loans by the financial companies by 70%,
prolongation of the repayment period by 90 days, reduction of the late payment (default)
interest rate from 51% to 31%, all accompanying costs capped at 20% of the loan.

•

Measure #11: Deferred payment of rent for social housing for individuals.

•

Measure #12: Additional amount of EUR 8 million new interest-free loans for the micro, small
and medium-sized enterprises (based on the number of employees). Maximum amount of
loans: EUR 90,000 and minimum amount of EUR 3,000, grace period of 1 year, and loan
duration of 3 years

•

Measure #13: Loans in amount of EUR 50 million with low interest of 1.5% (a European
Investment Bank credit line) by the Development Bank of North Macedonia. The loans will be
extended via the commercial banks to support the liquidity of the companies

•

Measure #14: Ban on initiation of bankruptcy (insolvency) procedures. During the crisis and six
months after the crisis it is forbidden to initiate insolvency proceedings

•

Measure #15: Mandatory use of the first part of the annual holiday

•

Measure #16: Establishment of COVID-19 solidarity fund

•

Measure #17: Employed persons that receive contractual payments (royalties) by government
institutions/public bodies will be entitled only to 50% of the contractual amount

•

Measure #18: Reduction of the interest on the amount due or overpaid amount of taxes and
other tax-related fees to 0.015% for every day of late payment, instead of 0.03% as prescribed
by the law

•

Measure #19: Facilitation of transport of goods, and Measure #20: Simplification of customs
procedures

•

Measure #21: Government subsidies for the employees in companies from tourism, transport,
catering and other crisis-hit companies for April, May, and June 2020 in amount up to 50% of
their average wage in 2019

•

Measure #23: Price controls (freezing) of citrus fruits

•

Measure #24: Ban on exports of wheat and flour

•

Measure #25: Further relaxation of loan conditions (grace period for loan repayments,
rescheduling the repayment period from 180 to 250 months, lower interest rate, possible
refinancing, additional period for classifying the loan as a non-performing one from 90 to 150
days).

Monetary and macro-financial measures by the Central Bank
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•

The National Bank cut is policy rate by 25 basis points to 1.75 percent at an extraordinary
meeting on March 16th, 2020.

•

The fees for withdrawing and returning cash to the National Bank’s central vault have been
abolished to minimize any risk of transmitting the virus infection by coins and bills.

•

In addition, the National Bank reduced by a third the amount of CB bills offered to banks at the
auction held on 15th April 2020.

•

On financial sector measures, the National Bank has revised its credit risk regulation, to
encourage banks to restructure loans temporarily, and has relaxed the loan classification
standards for non-performing loans (NPLs).

•

It has also reduced the base for the reserve requirement by the amount of new loans to
companies in affected sectors and has extended the deadline for banks to submit their first
Internal Liquidity Assessment Report in order to allow them to focus on providing credit while
maintaining the quality of the loan portfolio.
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•

The period for alignment with the key reference rate of the central bank in the contracts will be
shorter than the current six months.

The Third Package of Economic Measures
Pillar #1: Direct financial support for the citizens for supporting consumption with a focus of the
domestically produced goods and services and crisis-hit sectors
•

Measure #1 (1.1): Domestic payment card of MKD 9,000 (EUR 146) for vulnerable categories
and low-income families affected by COVID-19 (Budgeted amount: MKD 1 billion, EUR 16
million by the Government), starting from June-July 2020

•

Measure #2 (1.2): Encouraging domestic tourism through vouchers of MKD 6,000 for citizens
plus domestic payment card of MKD 3,000 (Budgeted amount: EUR 16 million = EUR 11 million
by the Ministry of Economy and EUR 5 million by the Government), starting from June-July
2020

•

Measure #3 (1.3): Vouchers for high school and university students and youth up to 29 years
with a focus on digital and IT skills (MKD 738 million or EUR 12 million, of which EUR 6.6 million
by the Ministry of Education and Science and EUR 5 million by the Government), starting from
June-July 2020;

•

Measure #4 (1.4): Cash award for doctors and medical staff of infectious diseases clinics and
departments (in the amount of 20% of the basic salary for two months), MKD 50 million or EUR
813,000.

•

Measure #5 (1.5): Unemployment benefit for people who have lost their jobs due to Covid-19
(MKD 150 million or EUR 2,500,000), starting from May-June 2020.

Pillar #2: Direct financial support and support for the liquidity of the private sector and the jobs
in the phase of recovery and restarting
•

Measure #6 (2.1): Interest-free loans with 30% grant component for micro and small enterprises
(MMP) through the Development Bank of the Republic of North Macedonia (MKD 1.9 billion or
EUR 31 million, with national co-financing of MKD 60 million), starting from September 2020.

•

Measure #7 (2.2): State guarantee scheme by the Development Bank ([1] State guarantee for
commercial loans to support the private sector through commercial banks (with EUR 10 million
of initial capital, the Development bank can guarantee over EUR 65 million of new loans for
SMEs, assuming that the level of coverage is 50%, and [2] Guarantee scheme through RBSM
- Customs fee guarantee for securing the customs debt, so that EUR 3 million state guarantee
would cover EUR 25 million)

•

Measure #8 (2.3): Financial support for the private sector, the economy and the industry
(Budgeted amount: MKD 1.5 billion or EUR 25 million), Program to strengthen the
competitiveness of companies and industry, according to the law on financial support of
investments or by amending a special program to help companies that lose markets to regain
markets - increase their competitiveness, modernize processes, increase productivity, JuneDecember 2020

•

Measure #9 (2.4): Modernization and new markets (MKD 60 million, approximately EUR
1 million) for a digital platform Marketplace for selected industries with a specific focus on
textile, shoemaking, furniture, and PVC-product industries)

•

Measure #10 (2.5): Program for business development industries (MKD 100 million or EUR 1.6
million), Support for Start-up Companies and SMEs to introduce new processes, innovations,
penetrate new markets, digitalize, and increase competitiveness, June-October 2020

•

Measure #11 (2.6): Rapid Adjustment Tool (MMS Digitization 3.0), (Budgeted amount: MKD
200 million or EUR 3.3 million), To provide initial development support to domestic companies
with track record and potential for successful operation through financial support for rapid
adjustment, June-September 2020
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•

Measure #12 (2.7): Co-financing of events and conferences with 50% financial support from
the government budget up to a maximum amount of MKD 30,000 (EUR 488), (Budgeted
amount: MKD 15 million or EUR 245,000), to help domestic hotels and hospitality industry
through this program, the state will provide co-financing (costing funds) subsidies for the
organization of events, trainings and conferences.

Pillar #3: Direct support for enhancing the competitiveness of the agricultural sector and
farmers
•

Measure #13 (3.1): Support for the agricultural sector through the Development Bank of the
Republic of North Macedonia (Budgeted amount: MKD 307 million or EUR 5 million), loans
with favourable conditions intended for support of micro, small and medium enterprises that
perform primary production, processing and exporting of primary and processed agricultural
products, May-December 2020

•

Measure #14 (3.2): Payment cards for fuel procurement subsidies for the mechanization of
farmers, (Budgeted amount: MKD 280 million or EUR 4.6 million), a subsidy in amount of 50%
of the total costs for fuel procurement, May-December 2020

•

Measure #15 (3.3) Supporting the restructuring of the production of new products in the
processing of grapes (Budgeted amount: MKD 215 million or EUR 3.5 million), government
subsidies to stimulate grape growers (wineries) to produce alcoholic distillate which will later
be used by domestic chemical companies to produce disinfectants needed to prevent another
wave of COVID-19 pandemic, September-December 2020

•

Measure #16 (3.4) Enabling cooperation between the public and private sector, by modelling
public-private partnerships in viticulture and tobacco sector (no fiscal implications),
September-December 2020.

•

Measure #17 (3.5) Reform for efficient use of pastures, pastures for long-term lease, which
will give livestock farmers about 500,000 hectares of pastures for grazing livestock, no fiscal
implications, September-December 2020

•

Measure #18 (3.6) Consolidation of agricultural land - a new opportunity for enhancing the
competitiveness, no fiscal implications, September-December 2020

•

Measure #19 (3.7) Financing of micro-agricultural entities (budgeted amount: MKD 185 million
or EUR 3 million), financing of start-up family wineries and farms registered with the Ministry of
Agriculture, Forestry and Water Economy and the Food and Veterinary Agency through grants
of up to EUR 10,000 for equipment for processing and marketing of plant and meat dairy
products, September-December 2020.

•

Measure #20 (3.8) Modernization of agriculture (Budgeted amount: MKD 3.1 billion or EUR 50
million), A project financed by World Bank loan to build two redemption and distribution centers
and a modern Agri Hub Platform to connect young entrepreneurs, social entrepreneurs, and
farmers to create final value-added products, August-December 2020.

The Fourth Package of Economic Measures
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•

Measure #1 Wage subsidies. This measure continues to be valid for the last quarter of 2020. A
novelty in this measure is that the support will be determined on a scale based on the revenue
fall. The greater the decline in revenues, the greater will be the support from the government
budget for the payment of salaries. It will range between MKD 14,500 and 21,776. It will support
83,000 jobs, on a monthly basis, or a total of 250,000 salaries for the last quarter. The value
of this measure is EUR 70 million. The main condition is that the companies keep the same
number of employees as of July 31st, 2020.

•

Measure #2 Domestic payment cards in the amount of MKD 6,000. These consumption
vouchers will be given to 5,726 single parents, pensioners with pensions up to MKD 15,000
(182,271 citizens), the unemployed who are passive job seekers (85,108 citizens), independent
artists, filmmakers, cultural workers and pop artists whose number is 520 users. 540 students,
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who did not receive these cards in the previous package, are also entitled to these payment
cards.
•

Measure #3 Extension of the grace period for the interest-free loans from COVID-1 credit lines.
With this measure, through the Development Bank, the existing users of credit lines from this
bank will be provided with an additional three-month grace period before starting the payment
of the annuities from the withdrawn loans.

•

Measure #4 New favourable loans of EUR 100 million from the Development Bank of the
Republic of North Macedonia. These favourable loans are provided through the European
Investment Bank and will be offered in January 2021, through commercial banks to support
domestic companies, with exceptionally low interest rates.

•

Measure #5 Salary support for tourist guides. 150 registered tourist guides for October,
November and December 20202 will be paid a minimum gross salary in the amount of MKD
21,776.

•

Measure #6 Refund of the tourist fees for 2019. Around 4,740 entities that organized overnight
stays in 2019, will be reimbursed or refunded EUR 2 million, which is the total amount of tourist
fees collected in that year.

•

Measure #7 Grants for travel agencies. Approximately 500 travel agencies will be beneficiaries
of this measure. The total value is EUR 1.9 million for providing individual grants from EUR
3,000 to 7,000 for all travel agencies depending on the number of employees and the total
turnover in 2019 and depending on whether they are holders of an A or B license.

•

Measure #8 Reduction and/or abolition of quasi-fiscal fees. In cooperation with the chambers
of commerce, a list of priority quasi-fiscal fees will be established, such as fees for licenses.

•

Measure #9 Grants for restaurants organizing weddings. Support will be given to all registered
and licensed entities for this activity, in a total value of EUR 1 million. The individual grants are
in the amounts between EUR 3,000 and 10,000, depending on the turnover in 2019.

•

Measure #10 Extension of licenses to operate discotheques, nightclubs, and companies
from the transport sector. Based on their official registration, about 120 discotheques and
nightclubs will have their work licenses extended in 2021 without a fee. Moreover, around 7000
transporters will be entitled to an extension of their license validity for another year, without a
fee.

•

Measure #11 Grants in the amount of EUR 1,000 to 5,000 for about 1,000 children play stores,
depending on the actual turnover in 2019. The total value of this measure is EUR 2.5 million.

•

Measure #12 Reduction of the VAT rate from 18% to 5% on the services and products
of independent performers of activities. The goal of this measure is to strengthen their
competitiveness in the market. Independent performers of activities, i.e. the craftsmen, still
have at their disposal other measures, such as those for support for payment of salaries or
access to favourable loans from the national Development Bank.

•

Measure #13 Government credit guarantee. With this measure, the state makes available
EUR 10 million of budget resources to support companies for easier access to cheap financial
resources, by taking part of the credit risk. With the state guarantee of EUR 10 million, the
companies will have at its disposal loans worth EUR 65 million.

•

Measure #14 State customs guarantee. This measure aims to enable export growth for
companies and easier access to raw materials. With MKD 3 million of a state customs
guarantee for securing the customs debt, the Government supports the export and import and
facilitates the access of raw materials for processing in the amount of EUR 25 million, through
the Development Bank of Northern Macedonia.

•

Measure #15 Additional deferral of repayment of loans to companies until the end of the year.

•

Measure #16 Reduction of the penalty interest rate for the taxpayers by half from 0.03% to
0.015% by the end of the year. This is essentially an already implemented measure, but with
extended duration.
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•

Measure #17 Postponement of advance payment of income tax. This measure envisages a
postponement of the payment of the advance payments of the profit tax until March 2021 for
companies that have a fall in revenues of more than 40%.

•

Measure #18 Extension of the VAT exemption for donations of a public nature, for another 12
months.

•

Measure #19 Reduction of the VAT rate for restaurant services and food and beverage
services to 10%, instead of the regular rate of 18%. The purpose of this measure is to reduce
the grey economy, lower prices for citizens, as well as increased liquidity of the food and
beverage service sector. Legislative changes are needed for this measure and it will start with
implementation on January 1 next year.

•

Measure #20 Deferred VAT payment. This measure will allow deferred payment of VAT, seven
days after filing the VAT return, without paying interest.

•

Measure #21 Elimination of the condition for collection of points from Continuous Professional
Development (CPU) for renewal of the license for accountants. The beneficiaries of this
measure are 9,360 registered accountants, for whom in 2020 the condition for collecting
points from Continuous Professional Development for renewal of the license of accountants
will not apply.

•

Measure #22 Increasing the period to cover losses on future profits. This measure will abolish
the obligation in the Profit Tax Law to cover losses debited to future profits. At the same time,
the proposed amendments will extend the deadline for the transfer of losses to five years,
instead of the current legal solution which provides for the transfer of losses up to three years.
This measure starts this year and is valid for 2020 and 2021.

•

Measure #23 Increase of the threshold with which the subjects would be part of the regime of
non-taxation with profit tax and increase of the threshold with which the subjects would enter
the regime of total revenue taxation. This measure envisages the threshold to be set at MKD
5 million per year, according to which one can become a taxpayer in the non-tax regime. Also,
the measure envisages raising the threshold with which companies would be part of the total
revenue taxation regime, i.e. legal entities with a total revenue between MKD 5 and 10 million
to be able to choose whether to pay profit tax or to switch to a 1% total income tax regime.

•

Measure #24 Recognition of companies’ costs of private health insurance as a recognized
expense for tax purposes.

•

Measure #25 Recognition of costs for testing the employees for Covid-19 as a recognized
expense for tax purposes.

•

Measure #26 Reduction of import duties for raw materials and raw materials. This measure
provides support for the hardest-hit processing industries, as well as an impetus for the
development of processing capacities. In addition to all autonomous measures for raw
materials, determined on December 24th, 2019, this measure includes the reduction of
imported natural gas suppliers with an ultimate goal to have not only an economic, but also an
environmental effect.

•

Measure #27 Support for human capital development. This measure provides for an exemption
from corporate and personal income tax for employees’ costs related to additional training and
team building. The personal income tax for expenses related to employees related to training,
qualifications, obtaining licenses will be abolished, which will enable the improvement of the
quality of the labour force at the disposal of the companies, but at the same time a legal limit
for these expenses will be prescribed, for example, an average salary per year.

•

Measure #28 Support for the purchase of grapes from the 2020 harvest. A budget allocation of
EUR 6,700,000 is planned, to support wine grape producers who have submitted their grapes
to registered wineries, as well as for covering the transport costs for export. Each exporter
will receive a subsidy according to the quantity of exported wine, which will be paid on a scale
depending on the quantity of exported wine.

•

Measure #29 Exemption in the amount of 2/3 of the legally prescribed amount for organizers
of games of chance. With this measure, the organizers of games of chance, the casinos, will
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pay 1/3 of the fees for AR (auto-roulette) tables and other tables. The team alarmed that
the unemployment rates were strongly rising in Gevgelija and Valandovo, due to the forced
closures of the casinos located on the borderline.
•

Measure #30 Change of the VAT grant formula. The team is proud to have an accepted proposal
for a change of the calculation of the basis for financing of the Local Self-Government Units,
with which instead of only for the previous year as before, the calculation of the general VAT
grant allocation will be with respect to the average for the previous three years.

•

Measure #31 VAT-free weekend. This measure envisages to cover more than 350,000 citizens,
users of the smartphone application “MojDDV”, who during the extended weekend on October
10-11-12 will be able to buy home products and services or computers and other IT equipment
worth at most MKD 30,000. The measure had a mild effect on private consumption, mainly
due to income uncertainty, risks of infections, and limited number of stores working during the
holiday.

The Use of Selected Measures of Government Financial Support


The measure of financial support for payment of salaries for April 2020 was used by 19,350
companies for 127,426 employees, out of which: 42 companies that have over 250 employees
(for 26,680 employees), 300 companies with 51 to 250 employees (for 27,635 employees), as
well as 19,008 companies with 1 to 50 employees (for 73,111 employees).



The Public Revenue Office handled the requests for May 2020, and according to the latest
processing for the measure of financial support for payment of salaries for May 2020, 20,834
requests of companies were accepted, i.e. 5,704 requests of independent performers, and
2,428 requests were accepted for the measure of subsidizing the payment of contributions.



The combination of the financial support measure for salary payment and the subsidy measure
in amount of 50% of the mandatory social security contributions was used by 1,427 companies
with 10,668 employees, of which 516 from the transport industry, 724 from catering and 187
from tourism. Analysed by size: three companies with over 250 employees (for 478 employees),
24 companies with 51 to 250 employees (1,984 employees) and 1,400 companies with 1 to 50
employees (8,206 employees).



Only the subsidy measure of 50% of the mandatory social security contributions was used
by 1,680 companies, covering 12,011 employees: three companies with over 250 employees
(846 employees), 24 companies with 50 to 250 employees (2,082 employees) and 1,653
companies with 1 to 50 employees (for 9,083 employees).



The exemption from the amount for payment of advance payments for personal income tax
was used by 680 taxpayers, and the measure of exemption from payment of advance payments
of income tax 818 taxpayers, as follows: 165 from transport, 126 from catering, 86 from activity
tourism, 441 of other activities.



The available funds for interest-free loans with the public call “COVID-19” (MKD 338 million)
were fully exhausted with the last approved loans from the received applications on April 6th,
2020. During this period, a total of 1,024 credit applications were registered, of which 738
were approved, and 286 applications were rejected due to non-fulfilment of the conditions and
criteria of the public call. The main users were hotels, restaurants, and entertainment industry
representatives (53.6%) and companies from the transport sector (41.8%) (see Figure 73).
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Figure 73. The use of interest-free loans by the crisis-hit sectors (in euros and percentages)

Source: Based on data from the Development Bank of North Macedonia (August 2020).

The Misuse of Selected Measures of Government Financial Support
At a press conference of the Public Revenue Office on July 30th, 2020 it was announced that 281
employers who received financial support for April 2020 in the amount of MKD 9,995,565, did not fulfil
the obligation to pay salaries for 722 employees. Moreover, 427 companies did not pay salaries at all for
984 employees for May 2020, although they received financial support in the amount of MKD 13,698,998.
Through a name-and-shame mechanism, the Government published the list of companies misusing the
government minimum-wage subsidies on its website.14
As the project team warned before, there were attempts to unlawfully resell tourism vouchers (in
amount of MKD 6,000 or EUR 97.65).15 Some citizens advertised them on specialized online stores and
attempted to resell them for MKD 3,000 or 4,000.

14
15
110

https://vlada.mk/sites/default/files/dokumenti/analiza-neplateni_fin_poddrska_finalno_0.pdf
https://360stepeni.mk/turistichki-vaucheri-koi-gi-deleshe-drzhavata-se-prodavaat-na-internet-za-polovina-tsena/
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5.2. Evaluation of the selected new measures
5.2.1. General Remarks
Size of economic stimulus. As of end-March 2020, the fiscal impact of the first two packages of
economic measures was estimated at 2% of 2019 GDP by the World Bank (Figure 70). In May 2020, a
third package of economic measures was announced. The cumulative size of three economic stimulus
packages is estimated at 5.25% of 2019 GDP. A fourth package of economic measure was announced in
late September 2020 in the amount of MKD 470 million or 4.7% of the 2019 GDP.
Figure 74. Size of Economic Stimulus Packages (as of August 31st, 2020, in percent of 2019 GDP)

Source: World Bank (2020) and authors’ calculations in August 2020.
Interest-free loans. The demand for interest-free loans was much higher than the supply by the
Development Bank, as seen by the rapid exhaustion of the available funds by early April 2020. The
additional credit line of EUR 8 million was therefore more than welcomed. The team believes that the
amounts should not be allocated based on the first come-first served basis, but rather based on objective
and transparent examination of the severity of the crisis impact.
Alleviating poverty. To alleviate the Covid 19 pandemic impact, the Government of North Macedonia
introduced direct financial support for several vulnerable categories:16

16

-

Low-income citizens (unemployed and social
assistance beneficiaries). In mid-June 2020,
domestic payment cards were introduced in value
of MKD 9,000 for approximately 100,000 lowincome persons with annual net-income less than
MKD 180,000 in 2019 and less than MKD 60,000 in
Jan-Apr 2020.

-

Low-income citizens (employed persons).
Employed persons with net-income less than
60,000 Denars in Jan-Apr 2020 are entitled to
a one-time direct financial support of 3,000 Denars to be spent on domestic products and
services.

https://kupuvamdomasno.gov.mk/mk/listusers

UNDP, Skopje, October 30th, 2020

111

Socio-Economic Assessment of COVID19’s Impact in North Macedonia:

-

Young people (between 16 and 29 years) who
are part of the public secondary and tertiary
education as of May 22nd, 2020 are entitled
to 3,000 Denars for purchasing domestic
products and services. Young persons are
also entitled to a financial support up to 6,000
Denars to cover tuition fees at the University
or for accommodation in student dormitories
and registered accommodation facilities for
students and high school students coming
from low-income households. They are also
offered vouchers of up to 30,000 Denars for
co-financing of trainings in upgrading IT and
digital skills to increase their employability.

-

Health personnel. Health personnel involved in fighting Covid19 are entitled to an increase of
20% of their basic salary for two months.

-

Support for tourism. Regardless of the monthly income of a household, family members
earning a personal monthly net-income of less than 15,000 Denars are entitled to a domestic
tourist voucher and payment card with a value of 6,000 Denars (nearly 100 euros). The
estimates by the Ministry of Economy and Ministry of Finance are that 117,122 low-income
individuals are entitled to this measure.

The effects are multifold: (1) financial support in the midst of the crisis for the social assistance
beneficiaries and unemployed persons, (2) stimulus for the private consumption, (3) support for
domestic producers of goods and services, and (4) reliance on cashless transactions (fight against the
grey economy).
Evaluation. Although the domestic payment cards will not eradicate poverty, they are welcome
policy measure for poverty alleviation during the period between June and mid-August 2020. These
economic measures target social groups where the virus is taking its highest toll. The team recommends
planning a second round of direct financial support in autumn 2020, since the social hardship caused by
the crisis will continue to linger. A more precise targeting of the financial support can channel funds to
the neediest households and individuals. For instance, not all young people in the public secondary and
tertiary education system need a financial support of 3,000 Denars. These cost savings can be allocated
to increase the financial assistance for the vulnerable groups.
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5.2.2. Public Survey Results
A survey of 1,600 respondents (citizens) was
conducted in June and July 2020 by the public poll
agency Rating. The sample is remarkably representative
of the Macedonian society in terms of gender, age,
education, statistical region, marriage status, family size,
employment status, etc.
Context. According to the survey, living in North
Macedonia in 2020 is hard, but bearable (40%), not bad,
but far from great (33%) and unbearable for 16% of the
respondents (Figure 76). Out of those working in the
private sector, every sixth respondent (58%) said that her/
his employer was affected by the Coronavirus pandemic.
Most respondents have jobs in micro entities (36%), small
(28%) and medium-sized enterprises (16%).

Figure 75. Sample properties
Figure 76. Perceptions of the living standard in July 2020

UNDP, Skopje, October 30th, 2020
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Covid-19 as a threat. Most respondents (between 61% and 75%) believe that the Corona-19
pandemic is a profoundly serious or serious threat for themselves, their families, North Macedonia,
and the world. A high percentage of them are overly concerned or very concerned about the overall
economic situation (68.8%), about the capacity of the institutions to cope with the crisis (64.2%) and the
education of the children (61.5%). Interestingly, security of jobs ranks among the lowest concerns for
the respondents. More than half of the respondents (53%) believe that this human crisis will linger into
the next year.

Figure 77. Is the Covid -19 pandemic a
serious threat?

Figure 78. Concerns regarding specific issues

The helping hand of the Government. Regarding the government response to the Covid-19 crisis,
more than half of the respondents (53%) have an opinion that the measures were greatly beneficial or
beneficial, whereas 27% had a neutral view (Figure 74). Most of the important government measures
to prevent a deeper recession were very well accepted by the citizens, as most respondents (70% and
more) believed that they were adequately designed. The domestic payment cards, the minimum-wage
subsidies of 14,500 (net) and cash compensation for unemployed persons were among the measures
with the highest public support.
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Figure 79. High public support for the government measures

The high public support for the government financial support leads to the conclusion that the
measures are well targeted, i.e. they are aimed at vulnerable groups of citizens, youth, low-income
people, and other vulnerable groups. In four out of ten households there is at least one family member
who uses some measure of the fiscal stimulus by the government.
Figure 80. Opinion on the usefulness of specific anti-crisis measures in 2020

Consequences. 9.7% of the employees answered that their salary was reduced due to the corona
crisis, 9.6% of the employees said that they were deprived of bonuses or dividends, and 7.1% of them
lost the additional income on other grounds.
Expectations. More than half of the respondents (53.1%) do not believe in a rapid economic recovery,
as the Covid-19 pandemic is not even close to being over. Despite the high (overall) public support for
the government measures, the category of citizens with income below MKD 10,000 expresses significant
lower satisfaction with the government crisis-related subsidies. From a geographical perspective, 62% of
the respondents from the North-Eastern region express disappointment from the government response
to the socio-economic problems.
UNDP, Skopje, October 30th, 2020
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Reduced private consumption. 24.6% or every fourth citizen reports that he/she buys less.
Postponed saving. Three out of every four citizens (75%) cannot save during the crisis: 39.1% of
the citizens reported that they surely cannot save and 35.9% of them that probably they could not save
this year.
Deferred investment. A remarkably high percentage of the surveyed citizens (84.3%) reported
that home-related renovations, financial investments, or purchase of durable consumer goods will be
postponed for 2021.

Business Survey Results
A business survey was also conducted in June and July 2020 to assess the views and the expectations
of the private (enterprise) sector. The sample consists of 300 business representatives (owners, CEOs,
or managers). 95% of the interviews were in person, and 5% by telephone conversation.
Sample Properties
The sample includes companies with prevailing activities in wholesale and retail trade (22.0%),
agriculture and food industry (14.3%), tourism and hospitality (13.3%), textile and leather industry
(9.7%) and construction (8.7%). Regarding the years of existence, new companies (up to 5 years)
are represented with 15.0% of the total sample; companies with 6 to 10 years of existence are
represented with 24.7%, and companies with 11 to 15 years of enterprise history with 24.3%. The
most represented companies according to the time of existence are those with 16 or more years of
operations (36.0%). Micro-entities and small enterprises make up the largest share of the sample.
Micro-enterprises employing up to 9 workers make up half of the sample (50.7%). They are followed
by the small enterprises (38.3%), medium-sized enterprises employing 50-249 workers have a 9.3%
share, whereas large enterprises employing over 250 workers have a share of 1.7%.
The most significant pandemic-induced problems. For the export-oriented companies, the most
significant problem, in 84.6% of cases, is the cancellation of orders. The procurement of raw materials
(production inputs) is the second problem reported by 42.3% of the surveyed exporters. Less common
problems are non-payment or late payments of the invoices by foreign partners (36.5%) and problems
with transport and logistics (21.2%). The most significant problem among the importers of goods and
services is transport and logistics (63.2% of the cases). The second important problem is the reduced
domestic demand for imported products (52.6% of cases). Reduced production of foreign partners is a
problem faced by 49.1% of the importers.
Lockdowns and capacity utilization. Business operations stagnated in April 2020: 32.0% of the
companies fully suspended their operations, 40.7% operated with limited capacity, and only 27.3%
operated uninterruptedly. In March and May 2020, 23.3% of the companies did not operate at all.
Other companies reported gradual reopening: 42.7% of the companies returned to the ‘normal’ and
34.3% worked with interruptions. In June 2020, business operations resumed even more, so 72% of the
companies continued with the regular operations, and 25% of them continued with obstacles. Almost one
in every five companies (18.0%) operated with a capacity utilization of 61-80%, 23% with a utilization of
41-60%, 17.0% with a utilization of 21-40% and 9.0% of the companies use up to 20% of their production
capacity. Tourism and hospitality are the hardest-hit sector in terms of capacity utilization, i.e. 27.5% of
companies had a minimum utilization of their facilities of 0-20%, and other companies in this industry
only partially used their facilities.
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Figure 81. Perceived changes of the business environment since the pandemic outbreak

Startups need urgent liquidity lifeline. Startups (up to five years of enterprise history) are reporting
significantly worsened business conditions than the long-standing companies (more than five years).
Their liquidity problems create a highly uncertain outlook.
Survival strategies. Companies adjusted differently to the pandemic-induced crisis: the main
survival strategy of 31.0% of the surveyed companies was to apply for government financial support,
25.7% of the companies drew down savings to maintain their business, 15.7% deferred the investment
projects, 10.3% resorted to wage cuts, 6.7% applied for a bank loan and 2.7% for a subsidized loan by
the national Development Bank / EBRD, debt rescheduling was demanded by 4.7% of the companies,
whereas 3.3% opted for labour layoffs. Only 30% of the companies pursued an orderly adjustment
without resorting to external financing or other radical measures.
Figure 82. The survival strategy

Note: Since multiple options are allowed, the sum of percentages exceeds 100.
Opinion on the government financial support. A large share of respondents believes that the
government crisis response was successful or highly successful (42.7%), that the government financial
support was timely (54%) and that the government subsidies were well targeted (55%). Somewhat
puzzling is the large share of neutral views on the success of the government crisis response (30%).
Nearly every eighth (out of ten) respondent believes that there should be a fourth package of economic
measures for government financial support (77%).
UNDP, Skopje, October 30th, 2020
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Figure 83. Opinion on the government response to the economic crisis

A remarkably high percent (92.2%) of the respondents expressing satisfaction from the government
financial support cited the wage subsidies in April-June 2020 as the main source of relief from the
financial distress.
Challenges ahead. The business community is genuinely concerned about the depressed private
consumption (81.2% of the respondents). Nearly half of them have liquidity problems for paying
wages, whereas 34.2% cannot secure stable workforce. Other important challenges are problems with
procurement of inputs (22.3%), increased prices of inputs (19.6%), maintaining appropriate net working
capital for organizing the production (21.2%) and international transport and logistics (15.8%). It is
important to note that multiple options were allowed in defining the main challenges ahead. Somewhat
encouraging response is that 41% of the companies do not consider labour layoffs, 23.3% believe that
the likelihood of labour layoffs is low, whereas 18.7% cannot assess such a likelihood at the moment.
Figure 84. Main challenges ahead

Note: Since multiple options are allowed, the sum of percentages exceeds 100.
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Figure 85. How likely is a labour layoff by your firm in the next three months?

Most respondents (nearly 60%) believe that the crisis will be over in between 6 and 12 months, 16.3%
are more pessimistic and expect a recovery within 13 to 24 months. The optimistic camp consists of
18% of the respondents, who believe that the crisis will be over in the next five months. In light of this
discussion, in the next section we present some ideas for supporting the economic recovery.
Figure 86. Assessments of the end of the pandemic-induced economic crisis
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5.3. New Ideas for Economic Recovery

“

The crisis demands a comprehensive approach
in which short- and long-term goals are aligned
from the beginning.
Tubiana and Guerin (2020)

When the pandemic is over,
policymakers will inevitably face a
transformed landscape (Cliffe 2020).
Moreover, in building a post-pandemic
policy framework, the socio-economic
policies will need to continue to embed
lessons from other disciplines (Wyplosz
2020). Some of the ideas for postcrisis economic recovery are already
laid in the UNDP 2020 policy study “The
European Pathway of the Republic of
North Macedonia: Achieving Faster, More
Inclusive, and Sustainable Growth”. Here,
we reaffirm some of them and offer new
ones.

Business Recovery
Access to Finance. Instead of piling up huge corporate debts, joint stock companies should aim
for raising new capital through Initial Public Offers (IPOs). Many limited liability partnerships should
also reconsider the net benefits of legal transformation into a joint stock company. Capital base will be
strengthened, high corporate debt burden will be avoided, and liquidity will be improved.

Fighting the Informal economy
The central goal of the authorities should be to make informal activities part of a growing formal
economy, offering decent jobs, productivity gains, and economic growth. If the formalization is only
understood as tax registration and punitive sanctions for non-compliance with the law, the approach will
most likely be counterproductive. The transition to formality requires access to better working and living
conditions, including access to social protection, followed by the transition to another status.

Incentives for formality
Tax exemptions / relief. Newly employed – previously unemployed for so to say, four or five years
– can be exempted from the personal income tax for several years or offered a tax relief of 50% if the
net wage is lower than the average economy-wide wage. In that case, the authorities will avoid massive
labour layoffs for re-employment under the changed tax regime.
Minimum wage. A high minimum wage implies high costs of formalization, and thereby discourages
it (Krstić and Schneider, 2015). This effect is already strong, given that the minimum wage currently
stands at 54.9% of the average economy-wide net wage, exceeding the recommended level by nearly
15 percentage points. The authorities should wait for the higher average level of net wage before they
increase again the minimum wage.
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Cashless transactions. The financial market must work better for the citizens. One possibility is the
central bank to restrict the excessive fees that credit and debit cards charge to merchants that ultimately
get paid by the consumers. This measure will discourage merchants to offer discounts (usually, 5%) for
payments in cash.

Disincentives for remaining informal
Abandoning the envelope wage agreement. In addition to a formal written contract, many
employers reach a verbal agreement with their employees that an additional envelope wage will be paid.
This part of the wage is not declared to the tax authorities.

Governance
Decentralizing more powers may be the way forward. It is time to proceed with the stalled fiscal
decentralization by increasing the intergovernmental transfer, inter alia, conditional upon the success in
own-source collection.

Prompt decision-making process
The decision-making process should be more prompt, based on all available statistical information
and high frequency data, such as the Global Mobility Trends, published by Google. One of the most
important indicators - commuting to workplaces - appears to gradually recover by the end of July 2020
(Figure 87). However, the second pandemic wave from late September 2020 onwards again sent many
employees to work from home, wherever possible.
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Figure 87. Global Mobility Trends in North Macedonia

Source: COVID-19 Community Mobility Reports, Google, October 23rd, 2020.
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6. POLICY RECOMMENDATIONS

“

The path to the next normal is uncertain and will
differ for each country, sector, and company.
There are ways, however, to prepare for the
transition.
McKinsey (2020)

Integrated and comprehensive policy framework
Pandemic shock response
)(immediate and short-term

Principles
•

Evidence-based policy
framework (data
frequency and accuracy)

•

Evaluated policy
measures (fiscal and
socio-economic impact)

•

Containment policies (health,
human life safety)

•

Social care (social vulnerability,
unemployed, poverty)

•

Jobs (protect and subsidy for
temporary for restructuring)

•

Effective targeting design
•
of policy measures

•

Monitoring (needs
•
assessment dashboard
and social vulnerabilities)
•
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Businesses (liquidity and
solvency)

Post-shock economic
recovery and growth
(medium and long-term):
’‘Back to a New Normal
• Economic recovery
(restarting and restructuring
– resilient - businesses,
investments, infrastructure)
•

Sustainable, inclusive,
and accelerated growth
(governance, economy,
human capital, environment)

Fiscal sustainability (cash flow,
deficit, debt)
Macroeconomic and financial
stability (prices, exchange
rate, external balance, banking
sector)
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1. Supporting citizens and protecting socially vulnerable groups
Policy intermediate targets

Policy measures

Containment policies

# 1 Healthcare, social distancing, testing, potential relief
measures

Unemployment benefits

# 2 Relaxing unemployment benefit schemes

Socially vulnerable groups

# 3 Cash transfers to socially vulnerable groups

Informal economy

# 4 Subsidies and transfers to farmers and the informal
sector

2. Supporting businesses and saving jobs
Policy intermediate targets

Policy measures
# 5 Zero-interest loans

Liquidity support

# 6 Deferral and reprogramming of credit payments
# 7 Introduction of guarantee schemes supported by
government
# 8 Extension of the government support for minimum
wage

Cost reduction measures

# 9 Relaxation of criteria for minimum wage support
# 10 Reduction of costs for rents and utilities
# 11 Government spending and procurements

Revenues’ recovery

# 12 Export crediting and guarantee schemes
# 13 Income for self-employed

Focus

# 14 Small and Medium Enterprises should be on focus
and with respect to sectors that are more affected,
while micro-entities are more vulnerable and should
have a special treatment

Crisis management

# 15 Crisis management trainings
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3. Fiscal sustainability, macroeconomic and financial stability
3a. Fiscal measures
Policy intermediate targets

Policy measures
# 16 Scenario analysis

Evidence-based policy
framework

# 17 Fiscal and socio-economic assessment of policy
measures
# 18 Monitoring and evaluations

Size of the fiscal package

# 19 According to the socio-economic assessment of
the COVID19 impact should be higher than during
financial crisis (circa 10% of GDP)
# 20 Reduce non-productive and unnecessary budget
costs

Fiscal space
(Public financial management)

# 21 Budget costs re-allocate to finance socio-economic
packages of the government to protects social
vulnerability groups, support jobs and businesses,
as well as public capital investments with higher
multiplication factor to economy

Tax administration

# 22 Improve the efficiency of tax revenue collection and
shorten the VAT refund period

Public debt

# 23 Issuing Treasury bills, Eurobond or/and a COVID
Bond; Borrowing from IFIs

Inter-governmental transfers

# 24 Revised formula for the general VAT grant

Social responsibility awards

#25 Government award for socially responsible companies
to support COVID19 solidarity fund and other similar
activities to help

3b. Monetary Stimulus
Policy intermediate targets

Policy measures

Interest rates

#26 Lower interest rates (without jeopardizing the price
stability)

Central Bank bills

#27 Reduce CB bills stock to inject liquidity in the banking
sector

Banking regulation

#28 Relax capital adequacy and reserve requirements
(without jeopardizing the banking sector stability)

Exchange rate

# 29 Coordinate additional external financing to maintain
adequate foreign reserve coverage

Quantitative easing

# 30 Last resort if there are no possibilities to borrow from
abroad and there is no fiscal space to finance the
economic packages; but without jeopardizing price
and macroeconomic stability

UNDP, Skopje, October 30th, 2020
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4. Back to ‘new normal’, post-pandemic economic recovery and growth
Policy intermediate targets

Policy measures
# 31 Environment protection and promotion of carbonneutral economy
# 32 Digital economy, reduction of informal economy and
internationalization of business sector (re-integration
into global value-chain)

New Normal and Opportunities

# 33 Research and innovations and increased business
sector resilience and competitiveness;
# 34 Science, education, and development of human
capital
# 35 Healthcare, social development and reduced
inequality (income, gender-sensitive vulnerabilities
and budgeting, etc.).

EU Pathway Growth Strategy:
Achieving faster, more inclusive,
and sustainable growth
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# 36 Economic recovery (restarting and restructuring –
resilient - businesses, investments, infrastructure)
# 37 Sustainable, inclusive, and accelerated growth
(governance, economy, human capital, environment)
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Policy recommendations (Explained)
# 1 Healthcare, social distancing, testing, potential relief measures
•

Increase the financing for the health system. The fiscal policy - through the revised Budget
for 2020 - must ensure adequate funding for the health system. Medical doctors, technical
and administrative personnel should be awarded for their exceptional efforts and entitled to
higher wages at least during 2020.

•

Strict rules and protocols for reopening. The Government can introduce strict rules and
protocols for reopening production facilities and shops. For public health reasons, these
protocols should not be negotiated with the business sector. There must be high penalties for
inobservance of mandatory disinfections, use of respiratory marks, physical distancing, etc.
Premature relaxation of containment measures can be costly.

# 2 Relaxing unemployment benefit schemes
The current system of unemployment benefits is designed as follows:
•

Persons entitled to up to 12 months of unemployment insurance: The monthly unemployment
cash benefit is in the amount of 50% of the average monthly net wage in the past 24 months
of employment history of the person. Persons with less than 25 years of employment history
receive the unemployment benefit for fewer months (e.g., only a month if the person has only
nine months of employment insurance).

•

Persons entitled to an unemployment insurance beyond 12 months (for pregnant beneficiaries
or beneficiaries being trained or retrained by the Employment Agency): The monthly
unemployment benefit in the first 12 months is 50% of the average monthly net wage in the
past 24 months of employment history of the person, and afterwards 40% of her/his average
monthly net wage.

•

The unemployment benefit must not exceed 80% of the average monthly economy-wide net
wage paid in the previous month.

The team proposes extension of the duration of the right to unemployment benefits, as illustrated in
Table 15:
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Table 15. Months of Entitlement to Unemployment Benefits
Current Legislation

The Team Proposal

Entitlement
period

Previous employment

Entitlement period

Previous employment

1 month

9 months unhindered or 12
months with breaks

4 months

9 months unhindered or 12
months with breaks

2 months

18 months - 2 years

4 months

18 months - 2 years

3 months

2.5 – 5 years

4 months

2.5 – 5 years

4 months

5 – 7.5 years

8 months

5 – 7.5 years

5 months

7.5 – 10 years

10 months

7.5 – 10 years

6 months

10 – 12.5 years

12 months

10 – 12.5 years

7 months

12.5 – 15 years

14 months

12.5 – 15 years

8 months

15 – 17.5 years

16 months

15 – 17.5 years

9 months

17.5 – 20 years

16 months

17.5 – 20 years

10 months

20 – 22.5 years

16 months

20 – 22.5 years

11 months

22.5 – 25 years

16 months

22.5 – 25 years

12 months

More than 25 years

16 months

More than 25 years

# 3 Cash transfers to socially vulnerable groups
•

Energy poverty. The government may introduce utility subsidies for poor households.
Covering up to 30% of the electricity bills during May-September 2020 only for households at
risk of poverty and social exclusion would address energy poverty.

•

Universal cash transfers to be avoided. The temptation to introduce universal cash transfers
by “giving money to each citizen over 18 years old” should be resisted. The responsible social
policy should aim at ensuring adequate support for the most vulnerable at a reasonable fiscal
cost. High-income earners do not need cash transfers.

# 4 Subsidies and transfers to farmers and the informal sector.
•

Introducing new transfers. The pandemic outbreak is having a disproportionate impact
on informal economy workers. They do not have formal jobs, they are not covered by social
assistance programs and they work in poor occupational, safety and health conditions. Other
countries’ experiences may offer some guidance in introducing new transfers. For instance,
Thailand introduced a cash transfer of US$ 153 for three months for up to 10 million farmers
and 16 million workers not covered by the social security program using cashless digital
payment platforms. In Vietnam, information from tax and utility bills is used to provide a new
cash transfer for informal households and the self-employed who had to temporarily shutter
businesses. Farmers that are not covered by any social security program should also receive
cash compensation for a limited period during the crisis.

# 5 Zero-interest loans
•
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The financial envelope for interest-free (or zero-interest) loans for the businesses should be
increased.
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# 6 Deferral and reprogramming of credit payments •

The deferral
and reprogramming of credit payments has already been successfully implemented as a measure
by the Government. If the situation in autumn 2020 is worsening, the deferral can be extended for
additional few months.

# 7 Introduction of guarantee schemes supported by government
•

Credit guarantee models and risk-sharing schemes with banks can also provide access to
finance for the affected companies. The guarantees are included in the calculation of the
public debt, but they do not require immediate financing (so-called guaranteed public debt).
The issuance of guarantees for working capital of companies, for example in the amount of
250 million, will increase the overall public debt by 2.3 percent (50.7% of GDP at end-March
2020). Depending how severely a sector is hit, the guarantees can cover from 30% to 100%
of the amount of loans to companies. With these guarantees, companies will provide access
to finance within 5-7 years with commercial banks, the European Investment Bank and the
European Bank for Reconstruction and Development. If a certain amount becomes nonperforming after 5-7 years and a company cannot repay the loan, the government will repay it,
and it will acquire a claim.

# 8 Extension of the government support for minimum wage
•

The minimum wage financial support is in the form of a grant if the eligibility criteria are met by
the employers. Otherwise, it is in the form of a partial or full interest-free loan. The Government
should reconsider extending the financial support for two more months (June and July 2020).

# 9 Relaxation of criteria for minimum wage support
•

A reduction of 25% of the turnover in one month is already alarming for many businesses.
However, the government decree classifies as eligible for government support only those
companies that experienced a fall in turnover greater than 30%. This criterion may be too
restrictive and a threshold of 20% fall in turnover may be more appropriate. This would be valid
for the next wave of minimum wage support. For instance, if the company already experienced
a fall of 20% in revenue as of April 2020, it would be eligible for government financial support.

# 10 Reduction of costs for rents and utilities
•

The costs of utility bills or rents can be immense for certain households. Temporary subsidies
for part of the utility bills (30%-50%) is a measure introduced by many governments across the
world.

# 11 Government spending and procurements
•

Procurement procedures for non-priority consumption by the public sector should be
postponed. For instance, non-urgent purchases of automobiles for government institutions
should be reduced to the minimum possible.
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# 12 Export crediting and guarantee schemes
•

This will help export oriented companies to keep their markets and sustain their position in
global-value chain or adapt to new market needs

# 13 Income for self-employed
•

Subsidies to address self-employed to alleviate their business needs to survive the crisis

# 14 Small and Medium Enterprises should be on focus and with
respect to sectors that are more affected, while micro-entities
are more vulnerable and should have a special treatment
•

Better access to the government financial support. Micro-entities that will dismiss two
employees will not be eligible for government support. This criterion could be relaxed in line
with the Croatian COVID19-related legislation, where the threshold for labour layoffs by the
micro entities is 40%.

Table 16. Hypothetical situations of labour layoffs
Threshold for
labour layoffs

Size of
enterprises

Hypothetical
size of an
enterprise

Hypothetical
reduction of number
of employees

Reduction
in percent

Eligibility for
government
support

15%=<

50=<

10

-2

-20%

No

10%=<

51-250

200

-18

%-9

Yes

5%=<

250>

500

-24

%-5

Yes

•
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Sector-specific approach. In addition to the one-size-fits-all approach, special packages
should be designed considering the sectors and the size of enterprises. Sectors should be
categorized based on the magnitude of the COVID19 quake in several groups (e.g., hardesthit, moderately hit, mildly hit).
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Table 17. International Labor Organization’s (ILO) assessment of the vulnerability of sectors
Economic sector

Vulnerability

Wholesale and retail trade; repair of motor vehicles and motorcycles

High

Manufacturing

High

Accommodation and food services

High

Real estate; business and administrative activities

High

Arts, entertainment and recreation, and other services

Medium-high

Transport, storage, and communication

Medium-high

Construction

Medium

Financial and insurance services

Medium

Mining and quarrying

Medium

Agriculture, forestry, and fishing
Human health and social work activities
Education
Utilities
Public administration and defence; compulsory social security
Source: ILO Monitor: COVID-19 and the world of work. Third edition, 29 April 2020.
•

Low-medium
Low
Low
Low
Low

Micro-entities and small enterprises should not compete for the same government financial
support with the medium-sized and large enterprises. They should have a conditional access
to a separate financial funds during the economic recovery (the last quarter of 2020 and most
likely, the first half of 2021). The separately budgeted funds for subsidies to micro- and small
enterprises will ensure that medium-sized and large enterprises do not crowd out them.

# 15 Crisis management trainings
•

Companies that focus on planning ahead in a longer time horizon are likely to emerge faster
from this crisis than others. The Ministry of Economy can organize one- or two-day training
in crisis management (short- and medium-term navigation strategies) for the interested
entrepreneurs.

# 16 Scenario analysis
•

The scale of the economic impact of coronavirus pandemic is only starting to become clear,
but effective government policy responses depend on realistic estimates of the depth and
length of the recession.

•

The government should develop several macroeconomic and fiscal scenarios with distinct
assumptions regarding the depth and length of the recession.

•

The current scenario of a real GDP decline of 4% (IMF, April 2020), 3.5% (National Bank,
May 2020) or 3.4% (Ministry of Finance, May 2020) is clouded with high uncertainty. The
Government should be prepared for several other scenarios, such as W-shaped recovery or
U-shaped recovery.

•

W-shaped recovery: The possibility of a second pandemic wave must not be neglected. Large
fiscal space (buffer) is needed to combat a potential “W”-shaped recovery. In the W scenario, it is
important to emphasize that such a scenario can be triggered either by premature “withdrawal”
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of the health protection containment measures or premature withdrawal of fiscal stimuli and
other government measures for supporting the economic recovery. Hence, decisions on what
and when to withdraw should be taken by assessing both dimensions.

# 17 Fiscal and socio-economic assessment of policy measures
•

The Ministry of Finance should conduct a preliminary assessment of the fiscal and socioeconomic implications of all quantifiable policy measures. This will ensure sufficient budget
resources for government support of businesses and citizens and careful debt and liquidity
management planning. Each policy package should carry at least a preliminary (rough)
estimate of the fiscal implications.

# 18 Monitoring and evaluations
•

A special task force in the Government should regularly monitor and evaluate the impact of the
existing packages of economic measures.

# 19 Size of fiscal stimulus
•

As the pandemic pushes the Macedonian economy into a recession, the economy needs
stronger stimulus compared to the presently budgeted amounts. Given that this recession is
predicted to be deeper than the one caused by the Global Financial Crisis (2008-09), the size
of the economic package should be larger than the 2012 economic stimulus. Present fiscal
packages are twice as higher as those during the Great Recession.

•

The Fiscal Strategy (2010-2012) highlights that “the total amount of anti-crisis packages in
2009 was 300 million”. This is equivalent to 4.5% of 2008 GDP. But now the economy is larger.
GDP in 2008 was EUR 6,720 million and GDP in 2019 was EUR 11,341 million. The equivalent
stimulus package in 2020 would be EUR510.3 million. However, this crisis is different (the
economy is simultaneously hit by a demand and supply shock) and more severe.

•

According to the socio-economic assessment of the COVID19 impact, the size of the fiscal
stimulus should be higher (circa 10% of GDP) than the one during the Global Financial Crisis
(4.5% of GDP).

# 20 Reduce non-productive and unnecessary budget costs
•

Spending cuts. The budget users should be instructed to reconsider non-essential budget
spending and propose expenditure cuts by 10%-20% (travel expenses, goods and services
purchased, non-essential furniture or equipment purchases). By deferring non-essential
budget expenses, a fiscal space will be created for pandemic-related spending.

# 21 Budget costs re-allocate to finance socio-economic
packages of the government to protects social vulnerability
groups, support jobs and businesses, as well as public capital
investments with higher multiplication factor to economy
•

132

Cost re-allocations. Défense spending reallocated toward humanitarian relief for the most
vulnerable segments of population is welcomed in a state of emergency.
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# 22 Improve the efficiency of tax revenue collection and shorten
the tax (VAT) refund period
•

Collection of taxes due. Easier said than done, the Public Revenue Office should make an
additional effort to collect a portion of unpaid taxes by companies and citizens. The January
2020 list of taxpayers that have not fulfilled their tax duties reveals a total amount of MKD 10.0
billion (162.7 million) taxes and social security contributions being owed to the government
budget. The debtors are 1,995 legal entities and 2,515 physical persons.

•

Shortening the VAT refund period. Full and timely value-added tax refunds can grant
businesses access to much needed cash. The refund of VAT to companies should be
shortened as much as possible. The inflows from the Eurobond or the “corona” bond issuance
should promptly be injected through fast VAT refunds procedure to improve the liquidity of the
enterprise sector.

# 23 Issuing treasury bills, Eurobond or/and COVID Bond;
Borrowing from IFIs
•

To issue one Eurobond in the amount of EUR 1 billion and cover all government financing needs
would be a mistake, as it would leave an overall impression of a devastated and a cash-starved
economy. In that case, investors would demand a very high interest rate, and this would be a
debt tower.

•

We suggest decoupling (separation) of the regular refinancing needs of the budget from the
crisis-related spending needs.

•

The regular need for refinancing the issued Eurobond in 2014 in the amount of EUR500 million
with a 7-year maturity period, i.e. until July 2021 should be treated separately. This Eurobond
should be refinanced with a separate Eurobond.

•

Crisis-related financing should be connected to a special “Corona” bond (or two smaller
“Corona” Eurobonds). Every spending must be clearly linked with the economic stimulus and
the utilization of the funds must be related to the Eurobond issuance.

# 24 Revised formula for the general VAT grant
•

The general VAT grant might be calculated as a percentage of the average VAT collection in the
past three years. Revenue calculated by the revised formula will be less prone to cyclical factors
and will provide a more stable source of financing for the LGs in North Macedonia. Increasing
the percentage (presently, 4.5%) would also foster fiscal decentralization, although the team
believes it should be made conditional on the progress in own-source revenue collection.

•

Revenue calculated by the revised formula will be less prone to cyclical factors and will provide
a more stable source of financing for the LGs in North Macedonia.
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Year

VAT
(net revenue)

Percent of last year’s VAT
revenue (in percent)

Inter-governmental fiscal transfer
(VAT grant) to local governments
Current situation

2015

41,694

4.0

1,733

2016

45,949

4.5

1,876

2017

47,870

4.5

2,067

2018

49,254

4.5

2,154

2019 p

52,059

4.5

2,211

2020 r

48,000

4.5

2,343

2021 f

56,100

4.5

2,160

Team Proposal

2,240

# 25 Government award for socially responsible companies to
support COVID19 solidarity fund and other similar activities to
help
•

Government awards and social recognition should be given to companies (both financial
and non-financial) that have contributed in-kind or in cash to the COVID19 Solidarity Fund
and/or have made advance payments of profit tax for the fiscal year 2020. Corporate social
responsibility in a state of emergency must be appreciated by the Government.

# 26 Lower interest rates (without jeopardizing price stability)
•

Advanced countries are already considering the introduction of negative interest rates by
the central banks. Fully respecting the central bank independence, the management of the
National Bank should be encouraged to re-consider the key reference rate in the economy (the
interest rate on the Central Bank bills).

# 27 Reduction of the Central Bank bills’ stock to inject liquidity in
the banking sector
•

134

Through the regular auctions, the Central Bank can once again reduce the amount of the
central bank bills being offered. This will free bank resources and will strengthen the liquidity
of the banking sector. Given the high degree of central bank independence, this measure is
beyond the scope of the Government and it is a sole responsibility of the National Bank. The
team is proud to conclude that this advice was implemented, and the stock of CB bills was
reduced from the level of MKD 25 billion in December 2019 to MKD 10 billion in late September
2020.
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Figure 88. The stock of central bank bills (December 2019-September 2020)

Source: National Bank (October 2020).

# 28 Relax capital adequacy and reserve requirements (without
jeopardizing the banking sector stability)
•

The International Monetary Fund already suggested to the National Bank to explore further
steps that make use of the flexibility in the regulatory framework, such as permitting banks
to draw down the capital conservation buffer that is designed to be used in periods of stress.
The team also believes that this is the right measure, without jeopardizing the banking system
stability.

# 29 Coordinate additional external financing to maintain adequate
foreign reserve coverage
•

The central bank has been successful in maintaining the price stability. Moreover, it has an
excellent record in fulfilling the subordinated objective to contribute to the maintenance of a
stable, competitive, and market-based financial system. It should stand ready to act as needed
to protect the de-facto exchange rate peg. However, because of the lower remittances and
lower net Foreign Direct Investment inflows this year, the foreign reserve coverage is likely
to decrease from 114 percent to 87 percent of the IMF’s Assessing Reserve Adequacy (ARA)
metric by end-2020. The National Bank should inform the Government of North Macedonia
about the recommended level of foreign borrowing by the government sector to maintain a
comfortable level of foreign reserves.

# 30 Last resort if there are no possibilities to borrow from abroad
and there is no fiscal space to finance the economic packages;
but without jeopardizing price and macroeconomic stability
•

The central bank must be ready for a last resort lending in case the liquidity problems are
intensified, and a financial crisis is looming.
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# 31 Environment protection and promotion of carbon-neutral
economy
Table 18. Digital skills of population in
European countries in 2019

• Environmental degradation in North Macedonia
is a serious problem with potentially harmful longterm consequences not only on production, but more
importantly, on the health, quality of life and life expectancy
of its citizens. The use of environmental resources is
excessive and well beyond the capacity of the country’s
ecosystems to regenerate (the biological capacity) during
the entire history of independence. The transposition of EU
environmental legislation has been going for years with a
satisfactory performance. The problem of implementation
is in the details because many of the obligations given
by basic laws have not been completed with needed
secondary legislation and supported with needed human,
technical and financial capacities. Beside that the problem
is also the lack of integration of environmental legislation
into the other sectors and shared responsibility of some
sectors, such as water, between several institutions.
Post-pandemic environmental policy should focus on
the following:
• Sustaining the impact from the EU-related
environmental legislation. Although a distant future,
the Treaty between Member States of the European Union
and the Republic of North Macedonia concerning the
EU accession would impose incredibly significant costs
for businesses. These costs are related to the imposed
limitations of emissions of volatile organic compounds
due to the use of organic solvents in certain activities and
installations, limitation of emissions of certain pollutants
into the air from large combustion plants, for each polluter
(installation, plant, etc.) in the country.
• Transforming the Environmental Costs into
Environmental
Investment.
Transforming
the
environmental costs that hamper economic growth into
environmental investment that bring potential longterm gains is an issue that merits a separate in-depth
investigation.

Substantial
Environmental
investment.
Environmental investment for North Macedonia to align
Source: World Economic Forum, Global
with the EU legislation is estimated at around EUR3 billion
Competitiveness Report 2019.
for the next 10 years, which is roughly 300 million EUR
per year or 2.8% of the country’s GDP in 2018 (Simončič,
2019). Green energy may create important synergies for
job creation, technological upgrading, human capital development, industrial restructuring, etc.
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# 32 Digital economy, reduction of informal economy and
internationalization of business sector (re-integration into global
value-chain)
•

Digitalization. The pandemic outbreak is already speeding up the digitalization. Businesses
must embrace these trends and adapt to the new reality. This is particularly important given the
low level of digital skills of population (as measured by the World Economic Forum) (Table 18).

•

Strategic partnering. The digital economy appears to evolve at breakneck speed. Strategic
partnerships between domestic enterprises in traditional sectors and global digital platform
corporations should be encouraged.

•

Boosting entrepreneurship in digital and digitally enabled sectors. Following and
adjusting to digital trends is a key to local value creation. In general, companies that invest in
ICTs are more productive, competitive, and profitable.

•

The Emergence of Digital Intelligence. In virtually every value chain, the ability of companies
to collect, store, analyse and transform data brings added power and competitive advantages
(UNCTAD, 2019). Underestimating the power of big data analytics, artificial intelligence (AI),
cloud computing and new business models (digital platforms) can easily result in a rapid loss
of competitiveness.

•

High-Paying Jobs of the Future. Future labour demand will be concentrated in sectors
related to caring for others in aging societies, raising energy efficiency and meeting climate
challenges, producing goods and services for the expanding consuming class, and investment
in technology, infrastructure, and buildings. Successful competition on the European and
global markets would require the following jobs that will be in high demand in the next decade:
software engineers and developers, data scientists, mechanical engineers, nurse practitioners,
financial advisors, medical doctors, occupational therapists, Home health aides, etc. Many of
the jobs of the future do require digital skills.

•

Repairing the global value chains. It is highly likely that many regional value chains may
emerge in the post-pandemic recovery period as a substitute for the ‘broken’ global supply
chains.

# 33 Research and innovations and increased business sector
resilience and competitiveness
•

North Macedonia’s weak innovation performance —no matter whether we look at input or
outcome measures— and the fact that social returns from innovation exceed private returns
(and may thus lead to underinvestment) may justify government intervention in favour of
innovation. The R&D sector in North Macedonia does currently not receive enough attention
from the government, but there seems scope to increase on the one hand spending on research
undertaken by public research institutions, such as universities, and on the other to promote
domestic companies to invest in R&D and innovation.

•

Improve firm-level technology absorption. The Macedonian economy appears to be at a
stage of technology adoption, rather than creation and innovation. As such, strong absorptive
capacity is crucial. Firm-level technology absorption must be improved as it may represent
an important hurdle for technological catch up and limits the beneficial effect of spillovers
generated through foreign direct investment.

•

Real, not declarative collaboration. A major challenge in North Macedonia is to overcome
the lack of synchronization, communication, and cooperation between companies, research
institutions and the public sector. Strengthening these links would direct innovative efforts
at least in part towards the creation of marketable products and effectively support product
innovation in the domestic industry. Partnerships between private businesses and research
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organizations, possibly also in the form of joint technological parks or incubators, could prove
useful in stimulating such co- operations. Efforts to strengthen links between universities and
the private business should also be reinforced. Fiscal and financial incentive schemes are
options that could be considered in this direction.
•

Technology and quality upgrading. North Macedonia should have a strong interest in
promoting its knowledge-based industries. Modernization of existing production technologies
or the introduction of innovative technologies in traditional sectors could significantly improve
product quality and lower production costs and therefore contribute to stepping up North
Macedonia’s competitiveness on the international market. There is thus a clear case for
technology and quality upgrading. A firm may start with an initial specialization in standardized
goods, then enter vertically differentiated goods (first by specializing in goods with low quality
and price, before gradually moving up the quality ladder), to finally arrive at the stage of new
products.

# 34 Science, education, and development of human capital
•

North Macedonia has major deficiencies in human capital —both in terms of quantity and
quality— and opportunities to improve the human capital base seem limited. Deficiencies
in human capital in North Macedonia start early and compound over time, from early child
development, general education, vocational education and training, school to work transition
to professional development. Students do not seem to learn critical thinking at school, and
there is a mismatch in terms of skills taught at universities and those required by the labour
market. As a result, this is a major obstacle to improved competitiveness and paving the path
of North Macedonia towards a knowledge-based economy. This is, in part, the result of the
lack of attention policymakers devote to secondary and tertiary education in the country.

# 35 Healthcare, social development and reduced inequality
(income, gender-sensitive vulnerabilities and budgeting, etc.).
•

Health care. In addition to the immediate policy response, the post-pandemic recovery must
include raising sufficient budget resources for preventive healthcare in public health. The
impact of the health sector on the national economy has been largely neglected. Firstly, the
health system is an important employer. Second, investment in the public health system - and
especially, in the quality of education in the field of medicine - will have long-term benefits for
the national economy.

# 36 Economic recovery (restarting and restructuring – resilient –
businesses, investments, infrastructure)
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•

From near-term survival to strategic thinking. In the short run, near-term survival is the
only agenda item for many companies. The government subsidies (interest-free loans, wage
subsidies and partial relief of social security contributions) helped many micro and small
businesses to buy some time to adjust to the crisis. However, the sooner companies switch to
planning ahead, the better.

•

Consumer-led recoveries. As economic conditions worsen, households cut back on
spending, especially on non-essential purchases that can be delayed. The ones that most
consistently rebounded first after the Great Recession (2008-09), regardless of country,
included retail, food and drink, and insurance (Allas et al. 2020). By contrast, recovery would
come later for sectors producing mostly intermediary products or capital goods. When the
recession started, many of these businesses were still completing customer orders. They
could continue operating in crisis for a while. Similarly, when the recovery is afoot, it would
take some time for their demand to recover.
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•

Export-led sub-sectors tend to bounce back faster than non-export led ones. Some
sectors in structural decline, such as textile manufacturing, may not fully recover by 2021.
Focusing on exports can be a life-saving medicine for many businesses.

# 37 Sustainable, inclusive, and accelerated growth (governance,
economy, human capital, environment)
•

The sustainable development of the Republic of North Macedonia requires growth acceleration
to speed up income convergence and improve quality of life of its citizens. No less important
is to ensure that economic growth is inclusive, so that prosperity is enjoyed by a much larger
share of the population. This must be accompanied by changes in unsustainable production
and consumption patterns, along with energy use, to minimize the depletion of environmental
resources. The “battle” for sustainable development is therefore a complex task that requires
coherent, integrated, and coordinated reforms. Even though the largest payoff of these reforms
is well beyond election cycles, the Government of the Republic of North Macedonia and the
international development partners are strongly committed to accept this challenge.

•

This development scenario – in which the EU accession becomes clearly achievable – is
preferred by an overwhelming majority of the Macedonian citizens. The prospective EU
membership of North Macedonia holds strong transformative power that can be used to
implement these reforms in a more systematic and vigorous way. Even though without attached
conditions, the United Nations’ Agenda for Sustainable Development 2030 is also focusing
policymakers’ attention on the country’s long-term commitments for improving the quality of
life of its citizens. The main policy recommendations are contained in a joint policy study by
the Secretariat for European Affairs and the United Nations Development Program, titled: “The
European Pathway of the Republic of North Macedonia: Achieving Faster, More Inclusive and
Sustainable Growth”.

Addendum in October 2020
# 38 Expansion of the Community Works Programme
This measure aims at mitigating the high risk of social exclusion of socially vulnerable persons. Its
emphasis is on income security (in the short term) and increased employability (in the medium term).
When coupled with gender and environment perspectives, the social benefits of these community-based
public works become sizeable.
Justification. The impact on the service-receiving end is overwhelmingly positive, with service
content and quality highly valued by the end-users. The programme has substantial success at providing
participants (direct beneficiaries) with valuable training, on-the-job learning, and work experience,
enhancing their skills, increasing their self-confidence, and improving their employability. The programme
can serve as an accelerator for multiple goals of encouraged participation of chronically unemployed and
employment generation, educational inclusion, lower gender inequality, decreasing discrimination by
local communities against persons with disabilities, poverty reduction, transitioning towards the formal
economy, and environment-friendly policies at once.
Eligibility and targeting. This policy intervention provides a significant financial relief for socially
vulnerable and unemployed individuals with low employability prospects. With certain modifications, it
has a huge potential to reduce poverty and unemployment rates. The measure also encourages female
participation: 84% of the total number of direct beneficiaries in the past three years are women. Since
women are found to be hardest by the pandemic-induced economic crisis during March-September
2020, this measure is also addressing gender inequalities. In case of excess demand for work, priority
should be given to single mothers and applicants aged 50+.
Nature of Benefits and Duration. We provide costing for different amounts of monthly pay, different
coverage of the unemployed individuals and different duration (in months). These schemes use a low
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wage to promote self-selection by the poorest, and to keep overall program costs down.
Activities that can be implemented. We advise for a greater range of social and environmental-friendly
types of community-based public works:
l

Community-based works with skill component (educational support outside of school for basic
literacy, mathematics, languages, and other core disciplines for children coming from socially
vulnerable households; collection and restoration of ‘old furniture’ waste, and (i) its re-use in
public spaces (e.g., community playgrounds), kindergartens, schools, or (ii) sale to interested
buyers; online or onsite psychological support to vulnerable individuals and victims of familybased violence; healthcare for elderly or disadvantaged individuals).

l

Community-based works without skill component (street cleaning, staff support to
environmental inspections at the local level, and support to information desks).

# 38 Support for Female Entrepreneurship
Improving the access to funds to female entrepreneurs and raising the employment rate of women
to 55% are explicitly stated objectives in the Strategy for Women Entrepreneurship Development in the
Republic of Macedonia, 2019 -2023. They are also reaffirmed in the Government Programme 2020-24
with specific measures to address them.
The support for female entrepreneurship can be categorized into two groups:
(1) broad support (not specifically targeted to women) in the form of active labour market measures,
administered through the Agency for Employment (with significant involvement of UNDP), and smallscale trainings offered through the Agency for Support of Entrepreneurship, as well as
(2) gender-targeted public funding in the form of grants for existing micro-entities, small and
medium enterprises managed by female entrepreneurs. This support is administered through the Ministry
of Economy. Small-scale consultancy trainings for female entrepreneurship are also being organized by
the Agency for Support of Entrepreneurship.
The broad support in 2019 was in the amount of MKD 1 billion (16.6 million). Some of the ‘heavyweight’ active labour market measures were underutilized by female entrepreneurs. For instance, out of
1,464 self-employment grants, only 495 (or 33.8%) were used by female entrepreneurs (Table 1). The
funds were fully utilized most probably indicating higher demand than the available funding.
Gender-targeted public funding is not even explicitly mentioned in the budget document.
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An exceptionally low appropriated amount of MKD 4.5 million (EUR 73,170) for grants for female
entrepreneurs is “hidden” within the budgetary programme DG Support for the Development of the
Small and Medium Enterprises (with a total budget of 22 million MKD or 357,724 EUR). An interview with
the head of budgeting and finance department of the Ministry of Economy revealed that there is a high
demand for grants for female entrepreneurs. The appropriation is executed 100%, i.e. all funds for 2020
are spent.
Doubling of the public funding. We also propose at least doubling of the budgeted amounts for grants
for support of companies dominantly owned or managed by female entrepreneurs.
Budget transparency. It would be more transparent to open a separate budgetary programme DE
Support for Female Entrepreneurship to monitor the budget allocations over time. The present solution
is semi-transparent, as the budgeted amounts are incorporated within the budgetary programme DG
Support for the Development of Small and Medium Enterprises, but cannot be viewed or verified by the
general public, interested media, non-governmental organizations, or individuals.
Size of grants. The size of grants can be determined based on various criteria. Possible objective
criterion is based on the size of business entity: 120,000 MKD for micro-entities, 150,000 MKD for small
enterprises, and 180,000 MKD for medium enterprises. Another possibility is to have a one-size-fits-all
amount for support of 120,000 MKD, which is the ‘busines-as-usual’ scenario. We argue that the first
criterion is somewhat fairer, as it considers the size of the business entity.
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