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Abstract: Long-term economic growth of any country depends on three factors: labor force developments; capital
accumulation; and total factor productivity (TFP). In the era of increased global migrations that affect all the
economies and significant demographic challenges, which imply a slow decline in working age population over
time, and investment rates which create fixed capital and which are unlikely to remain stable on high and needed
level, total factor productivity (TFP) - driven by structural reforms, could be the main driver of future growth.
Current developments and demographic projections in Macedonia suggest that labour force will slowly decline by
about few percentage points in the few next decades. At the same time, Macedonia will continue to struggle with
unusual high unemployment rates. Its current unemployment rate of about 25 percent is among the highest in
Europe. Consequently, it will take significant time for unemployment to come down. The contribution of capital
accumulation to growth is likely to be small but positive. Investment as a share of GDP currently is around 25-26
percent. Investment in fixed capital is expected to recover very slowly over the medium term, including as a result of
the need to replace capital and improve technological base of the economy, but it is unlikely that it can raise to the
higher levels and jeopardise the absolutely low level of consumption and living standards which is only about 1/3 of
the average in EU. The financial sector is also unlikely to be able to support investment growth for the long-term
future, as it is characterised with relatively low level of development. It means that the investment ratio can’t
increase by significant percent and exceed 30 percent of GDP over the medium or long term. Therefore, the
contribution of capital accumulation to economic growth even increasing is not expected to be very important. From
that point of view it seems that growth, therefore, critically depends on the contribution of total factor productivity,
mostly driven by structural reforms and strong institutional reinforcement. But it is not an easy task at all. For
example, in the period from 1970 until 2008, an average annualized TFP growth in the euro area was estimated on
1.2 percent only. Macedonian economy probably had very low TFP growth of less than 1 percent. TFP is seldom
taken as a function of the structural reforms. In that case the results of the overall reform implementation in
Macedonian economy in the last decade has been very poor. Despite numerous, seldom very controversial
legislative initiatives, the implementation of reforms has lagged. Institutional’ efforts and commitments remain
limited, incomplete, even wrong or negative ones. In this context, it is no longer plausible to assume that Macedonia
could reach TFP rates that are needed or that are at least above the EU or euro-area average. A more realistic
scenario is that Macedonia’s reform effort would be adequate with bringing TFP growth to around 1 percent. This,
together with the contributions of labour and capital accumulation would imply a long-term growth rate of only a
few percent’s (about 2,5-3,5 percent’s). This is still very limited development and requires continued structural
reforms to be delivered at a much faster pace than achieved so far.
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Pe3ume: J{oNrOpoYHHOT €KOHOMCKH pacT Ha 3€MjUTE 3aBHUCH O TpH (haKTOPH: ABIKEEHETO Ha paboTHaTa cuia,
aKyMyJlaigjata Ha KaluTaloT ¥ BKYIHHOT (ToTalieH) ¢axtop Ha nmpoxykruBHOcTa (TDII). Bo epara Ha 3ronemenn
r00aJIHA MUTPalMK LITO BIIMjaaT Ha CUTE €KOHOMHM M 3Ha4ajHHUTE AeMOrpad)CKH MPEJU3BHIM ILITO BKIYy4yBaaT
HamayBame Ha paboTOCIIOCOOHOTO HACEJICHHWE CO TEeKOT Ha BPEMETO, KaKO W MHBECTUIIMCKHTE CTAIlK{ IITO TO
KpenpaaT (UKCHUOT KallMTall U 32 KOM € HEN3BECHO J€Ka MOJKaT Jla OCTaHAT CTaOWIIHK M Ha BHCOKO M MOCaKyBaHO
HHUBO, BKYITHHOT (DaKTOp Ha MPOJYKTUBHOCTA BOJICH O/l CTPYKTYpHHUTE peOopMHU MOXKe Ja Ouie TIIaBHUOT JABUTATEN
Ha MJHUOT pacT. TeKoBHHTE IBIKEHa U jJeMorpadckute mpoekuuy Bo MakenoHHja cyrepupaar paboTHaTa cuia
mojeka Ke ce HamajM 32 HEKOJKY NPOLEHTH BO WAHUTE HEKOJKY aekaau. Bo umcto Bpeme Mankenonuja ke
MIPOJIOJDKM ZIa CE COOYyBa CO HEBOOOMYAEHO BHMCOKM CTAlKH Ha HeBpaboreHocT. Hej3uHaTa ceramiHa cramka of
oxoiry 25 oTcTo € Mery HajBucokuTe Bo EBpomna. 3a HamanmyBameTo Ha HeBpaOOTeHOCTa Ke Ousie oTpeOeH 3Ha4aeH
BpeMeHcKkH nepuo. [TpuaoHecoT Ha akyMmysaljara Ha KaluTajloT KOH PacToOT € MO3UTHUBEH HO Mail. ViHBecTHLIUHUTE
kako aen ox BJIIT cera ce Ha HUBO o1 okoiry 25-26 oTcTo. Ce oueKyBa Ha CpelleH POK THE Ja ce 0OHOBYBAaaT CIIOPO
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KaKo pe3ynTaT Ha moTpebara 3a oOHOBa Ha (UKCHHOT KamWTal M MOJ0OpyBame HAa TEXHOJIOMIKOTO HHUBO HA
eKOHOMHjaTa, HO HE MOXKE Ja ce O4eKyBa THE Ja Ce 3rojleMaT Ha MOBHCOKO HHMBO M Jia TO 3arpo3aT alCOIyTHO
HHCKOTO HMBO Ha IMOTPOILIYBauka M Ha JXMBOTEH CTaHJapj INTO Ce NpOLEHyBa Ha caMo okouy 1/3 ox oHOj Ha
npocekoT Ha EY. ®UHAHCHCKHOT CEKTOP MCTO TaKa HEMa MOXKHOCTH J1a TO MOJIPXKH AOJITOPOYHHOT PacT BO HIHUHA
Ouzpejku M TOj ce KapaKTepu3Upa CO pellaTUBHO HHUCKO HMBO Ha Pa3BUEHOCT. To0a 3HauyM JieKa MHBECTHIMCKATa
CTaIlka He MOXe 3Ha4ajHo ja ce 3rosnemu u HagmuHe 30 orcro on B/III Ha cpeneH u gonr pok. 3aToa MPUAOHECOT
KOH pacToT Ha aKyMyJIallijaTa Ha KaluTalxoT He MOXxe Jja Oume MHOTY 3HavajHa. OJ1 Taa TiieHa TOYKA Ce YHHU JAeKa
€KOHOMCKHOT PAaCT KPUTHYKH 3aBUCH O[] puaoHecoT Ha TOII, critHO BozeH 01l CTPYKTYPHHUTE pe(hOPMH U CHITHOTO
MHCTUTYIIMOHAIHO 3ajakHyBame. Ho Toa He e jecHa 3amada. Ha mpumep, Bo mepuomor 1970-2008 mpocednnor
rogumer pact Ha TOII Bo 3emjure on eBpo-30HATa € MpPOICHET Ha camo 1,2 orcto. MakemoHCKaTa €KOHOMHja
BepojatHo mMma mpugoHec Ha TOII oxg moxm 1 orcro. TOII wecto ce cmera Kako (PyHKIWja Ha CTPYKTYpHHUTE
pedopmu. Bo Toj ciydaj pesynrature o BKyITHaTa MMIUIEMCHTAIMja HA peOpPMHTE BO MaKeIOHCKaTa €KOHOMHja
BO MoOCieaHaBa Jekana Oea MHoOry ckpomHH. [lokpaj OpojHHMTE, 4eCTO KOHTPOBEP3HH HMHUILIMjaTHBH, HUBHOTO
CHpoBeAyBame NolHele. VHCTUTYIMOHAIHUTE HAllopy OCTaHaa OTPaHMYEHH, HElEJIOCHH, Na AYPU U MOTPEIIHN U
HeraTuBHH. Bo Taa cMmucia Beke He € BepojaTHO Jja ce IPETIOCTaBU Jeka MakeJoHHja MOXe Jla JOCTUTHE HUBO Ha
pact Ha T®II mwTo e noTpeOHO MM € Ha HUBO Ha OHA Ha npocekoT Ha EY nnu eBpo-30Hara. [lopeanHo cuenapuo e
JieKa MakeJIOHCKUTE peopMCKH Haropu Ou Ouiie agekBaTHH Jia ro oBo3Moxat pactoT Ha TOII ox okony 1 orcTo.
Oga, 3aeHO CO MPUAOHECOT Ha pabOTHATA CHJIA U aKyMyJalljaTa Ha KalluTauoT, ke OBO3MOXKH JOJITOPOYHA CTalKa
Ha pacT oJ HEKOJKy mpoueHTH (2,5-3,5%). Toa c¢ ymre Ou O orpaHudeH pacT Koj 0apa CTpyKTypHHUTE pedopmu
Jla ce CIIPOBEAYBaaT CO MHOTY MOOP30 TEMIIO O] JOCETAITHOTO.

Kayunu 360poBu: JlonropodeH pact, paboTHa cuia, naecTrrny, TOII.

1. INTRODUCTION

The economic growth measured by the rate of the real GDP in Macedonia in the last two and a half
decades was varying, but in average it was relatively poor with only about 2 percent per year in the period 1993-
2015." This results due to many noneconomic, as well as many economic factors. The main noneconomic factors
were heavy independence process in the first half of the 90-es of the last century, relatively instable region with
conflicts at the end of the century (1992-1995 — Boshia-Hercegovina, Croatia, 1999 Kosovo, Serbia); than
extraordinary long period of democratic and free market economy transition which seems is not finished yet,
including long periods of internal political crisis (1995, 1999, 2001-2002, 2005, 2011-2012, 2015-2017) and finally
the internal ethnic conflict in 2001. In such a surrounding economic achievements and reforms were not easy nor
very successful. The economy itself was also mostly suffering of establishing its own newborn institutions and
finding new markets, traditional economic structure and low productivity creating exports concentrated in only a
few sectors, mainly textiles and clothes, nonferrous metals and agricultural products, accompanying with low
international competitiveness and technological base. Institutional support of the economy was very weak and
seldom very corruptive. Investments rates of about 20-22 percent of GDP were low comparing with the needs for the
renewal of the economy and with the rates in other middle-income economies. Absolutely high unemployment rate
varying about 30 percent during the most of the period is still a heavy burden for the economy. As an effect of those
factors there were periods of recessions (1993-1995, 2001, 2009, and 2012) and periods of high growth based on
increased external demand and export prices (1998-2000 and 2004-2008). See Table 1.

Table 1. Rates of the real GDP in Macedonia (1993-2015)

year 1993 1994 1995 1996 1997 1998 1999
rate (in %) -1,5 -1,8 -1,1 1,2 14 3,4 4,3
2000 2001 2002 2003 2004 2005 2006 2007
4,5 -3,1 15 2,2 4,7 4,7 51 6,5
2008 2009 2010 2011 2012 2013 2014 2015
55 -0,4 3,4 2,3 -0,5 2,9 3,6 3,8*

*preliminary data
Source: NBRM statistical data (www.nbrm.mk)

3 Authors calculation on the base of data published by the National bank of Republic of Macedonia
(http://www.nbrm.mk/?1temID=750FC531FC3D1B49B16440313562D400)
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Following this dynamic of the economic growth on the middle and long term Macedonian economy will
not be able to arise significantly the living standards of its population or to integrate itself fully in the EU and global
economy and the long term consequences could be even more negative. This paper is researching some possibilities
for the long term growth of Macedonian economy and the economic factors which could improve it. Research will
be focused on a closer look to some global factors that will determine future Macedonian economic growth and
certainly the most important economic factors of domestic origin.

2. GLOBAL FACTORS THAT DETERMINE GROWTH

From the economic point of view the world has changed a lot over the past 25 years, and it will not stand
still. Macedonia is in a group of the emerging and developing countries which represent some 85 percent of the
world’s population and nearly 40 percent of world GDP. Those economies during a period faced more progress for
more people than at any time in history: living standards are improving, GDP/pc grows, child mortality is down, life
expectancy is up; absolute poverty has declined, school enrollment is on the rise. Although a good part of this
development is due to the success of China, there has been a broader trend of economic convergence between the
poorer and the richer nations. Maybe this was not as fast as it should be, but a trend exists. Because of mentioned
problems Macedonian economy was on the periphery of these trends. Despite prosperity, rising economic
inequalities become a phenomenon in many countries today, no matter if they are within high or middle and low
income group. Because of this the “past economic achievements seem at risk. What this tells us is that governments
must work harder to make growth inclusive, so that all people can benefit from the positive trends.”** But there are
some other important global factors that will determine growth in small economies like Macedonian.

Within the past decade, after the global recession, the global recovery has been weak and fragile, and this
continues to be the case today and years to come. In its latest World Economic Outlook Update of January 2017
IMF project a global growth in the next two years of 3,4 and 3,6 percent respectively where the main engine still
will be the emerging market and developing economies with dynamic of 4,5 and 4,8 percent growth. In the advanced
economies, while there are some good signs for better dynamic, the overall growth outlook still remains subdued,
projected on 1,9 and 2,0 percent in 2017 and 2018." Further, the commodity exporters have been hit hard by low
commodity prices, and countries like Macedonia could suffer from it. In such an economic surrounding, low
productivity growth and high levels of debt in the world could further depress investment and expectations of future
global demand and growth.

One of the most crucial factors for growth of economies with high level of foreign exchange is trade.
Macedonian annual value of the foreign trade is equal or bigger of its GDP. Since World War Two, world trade was
the engine that has propelled economic progress. Trade was growing twice faster than the rate of global GDP until
the crises of 2008 but since then has fallen below that pace. This is largely due to weaker global overall demand, but
also to the increase in protectionist trade measures in the last five years.'® At the same time, the challenge is to make
sure that the gains from trade are widely shared between exporters and importers in order to achieve as much as
possible inclusive growth.

Also there are global and regional the macroeconomic and structural policy priorities. The current global
economy can be described as state of low growth, low inflation, and low interest rates which is bad for financial
stability, bad for employment, and finally for higher growth. The world economy and each country need a set of
structural reforms that could provide the biggest effect on growth and productivity. Countries need more public
investments because better roads and airports, more power plants, modern schools and universities and high-speed
internet are essential components of modern public infrastructure. The current low interest rates could provide an
opportunity to make these necessary investments—and finally to boost growth. Fiscal and monetary policy in
advanced and emerging economies should remain moderate expansive at this stage. While supporting demand in
general, the research shows that monetary policy could add a further boost to GDP when infrastructure investment is
debt-financed. In fact, the impact on GDP would be almost twice as large and the debt ratio would fall, compared to
the case without monetary support.*’

4 Lagarde Christine, Managing Director of the IMF: “Boosting Growth and Adjusting to Change”, Speech delivered
on Northwestern University, Chicago, Illinois, USA, September 28, 2016, p. 1

5 IMF: “World Economic Outlook Update”, IMF, Washington, D.C., USA, January 16, 2017, Table 1

% IMF: “World Economic Outlook”, Chapter 2, Global Trade: What’s Behind the Slowdown?, IMF, Washington,
D.C., USA, October, 2016, Ch. 2.

Y IMF: “World Economic Outlook”, Chapter 3, Is It Time for an Infrastructure Push? The Macroeconomic Effects
of Public Investment. IMF, Washington, D.C., USA, October, 2016, Ch. 3.
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On the other side the World Economic Forum is promoting global inclusive growth strategy which
consists of 17 policy area as: employment, education, financial services, infrastructure and health services,
entrepreneurship, fair taxation, and other. Macedonia should approach them carefully too. Especially because there
are signs that economic slowdown in the middle income economies is on the horizon. “Since 2010, growth has been
slowing in emerging market economies... growth has remained well below pre-crisis (2003-08) rates and, by 2014,
had fallen below its long-term (1990-2008) average.”™® The slowdown in emerging markets has been unusually
synchronous and has affected a number of countries, especially large ones. “A synchronous and persistent slowdown
has been underway in emerging markets since the post-crisis rebound of 2010, narrowing the growth differential
between advanced economies and emerging markets. The slowdown has been driven by both external and domestic
factors, and has had both cyclical and structural components.” This is a case with Macedonian economy too.

3. FUTURE MACIDONIAN GROWTH

In its Stuff Concluding Statement® of the 2016 Article IV the IMF Mission noted that recovery of the
Macedonian economy from the global financial crisis has been solid, but growth has slowed down. Real GDP
growth averaged around 2,5 percent during 2010-2015 compared to 4 percent during 2003-2008 mostly reflecting a
slowdown in potential growth as experienced by other countries in the region. Although contribution from capital
has held up, lower contributions from labor and negative TFP growth is estimated to have nearly halved country’s
potential output growth in post-crisis years. High structural unemployment, low labor force participation and ageing
population cast a lasting shadow on the longer-term economic outlook. As policy support and stimulus from
infrastructure investment tapered off, growth may lose steam unless reforms to improve productivity and labor’s
contribution are put in place. The main concern is negative TFP growth.

Therefore it is clear that future long-run growth will generally depends on three main factors:

a) labor force developments;

b) capital accumulation; and

c) total factor productivity (TFP).

In the era of significant demographic challenges, which imply a slow decline in working age population
over time, and investment rates, that are unlikely to remain on high and needed level, total factor productivity (TFP)
— driven by structural reforms — could be the main driver of future growth.

The contribution of labor to growth is expected to be negative. Demographic projections suggest that
working age population will slowly decline by about few percentage points in the next few decades. At the same
time, Macedonia will continue to struggle with high unemployment rates for decades to come. Its current official
unemployment rate is around 25 percent, the highest in the EU. Consequently, it will take significant time for
unemployment to come down. Expectations are that it could reach 20 percent by 2025, 15 percent by 2040, and
under 10 percent only by 2060 if higher and sustainable growth take a place. Long-run labor force participation® is
expected to increase gradually from about 50 to around 70 percent, in line with the overall EU trends. This suggests
that the contribution of labor to long-run growth could be only around 1 percent derived as the change in
employment growth.

The contribution of capital to growth is likely to be positive, but small. Investment as a share of GDP
currently is around 25-26 percent. While investment is expected to recover very slowly over the medium term,
including as a result of the need to replace capital and inventories, it is unlikely to rise to the much higher levels.
Moreover, the financial sector is unlikely to be able to support investment growth for the foreseeable future, as it
still struggles with exceptionally low level of development compared with the world. That said, the investment ratio
to increase by about 6-7 percent to over 30 percent of GDP over the medium and long run, is still not possible
Therefore, the contribution of capital to growth is expected to be only symbolic of 0.7-1,2 percent derived as the
change in capital stock, of about 1 percent on average.

Growth, therefore, probably critically depends on the contribution of TFP, driven by structural reforms.
For example the calculations show that, from 1970 until 2008, average annualized TFP growth in the euro area was
1.2 percent. Macedonia probably had very low TFP of less than 1 percent. Looking forward, TFP is a function of the

'8 Didier T., Ayhan Kose A., Ohnsorge F.and Sandy Ye L.: “Slowdown in Emerging Markets: Rough Patch or
Prolonged Weakness?”, PRN 15/04, WB Group, Washington, D.C., USA, Dec. 2015, p. 5
19 H

Ibid, p. 7
2 |MF Stuff Concluding Statement of the 2016 Article IV Mission, 30.09.2016
21 «pctive Population in the Republic of Macedonia”, Results from the Labor Force Survey, III quarter 2016, State
Statistical Office of Macedonia, News Release No: 2.1.16.34, 09.12.2016
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ambitiousness of structural reforms. However, the record of the overall reform implementation in Macedonia since
2007 has been uneven. Despite numerous legislative initiatives, the implementation of reforms has lagged. And the
authorities’ efforts and commitments remain limited or incomplete, even negative ones. In this context, it is no
longer plausible to assume that Macedonia could reach TFP rates well above the euro-area average. A more realistic
assumption is that Macedonia’s reform effort would be commensurate with bringing TFP growth to maximum of
around 1 percent, slightly below the historical euro-area average. This, together with the contributions of labor and
capital would imply a long run growth rate of only a few percent (about 2,5-3,5 percent). This is still very limited
development and requires continued structural reforms to be delivered at a much faster pace than achieved so far.
That is the only way Macedonian economy to be able to grow at higher levels.

This leads towards some critical questions focusing, respectively, on economic growth, public policies,
mainly fiscal and monetary and structural issues including effective institutions. The starting point is that every
public policy discussion should also discussing growth — sustainable growth. This approach is necessary and in line
with a big dilemma what kind of policy mix of fiscal policy, monetary policy, and structural and institutional
reforms should support stronger and more sustainable growth.

Ultimately, confronting the challenges faced by Macedonian economy: poor public service delivery,
slowing growth, corruption, relatively high poverty rate, unemployment, to name a few, requires rethinking the
process by which state and even non-state actors interact to design and implement policies, or what the WB World
Development Report 2017 calls “governance” as a process through which state and non-state actors interact to
design and implement policies within a given set of formal and informal rules that shape and are shaped by power in
order to create growth.

4. CONCLUSION

Due to many noneconomic and many economic factors the economic growth in Macedonia in the last
two and a half decades was varying, but in average it was relatively poor with only about 2 percent per year in the
period 1993-2015. Following that dynamic of the economic growth on the middle and long term Macedonian
economy will not be able to arise significantly the living standards of its population and integrate itself fully in the
EU and global economy. Consequences could be even more negative. This paper is researching some possibilities
for the long term growth of Macedonian economy and the global and domestic economic factors which could
improve it. Some of the global factors of limitation are weak and fragile global recovery, slowdown in the global
trade, persistent structural problems and state of low growth, low inflation, and low interest rates in the world. On
the other side the recovery of the Macedonian economy from the global financial crisis has been solid, but growth

has slowed down With negative TFP growth. Since the labor force could have negative and capital accumulation
positive but not important contribution to growth on the long term, the total factor productivity (TFP) could be the
main driver of future growth driven by strong structural and institutional reforms which could lead to growth rates
which will be much higher than certain annual 3 percent.
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