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Abstract 

The economic activity is the first and most important factor affecting 
the stability of the country. So consistently implement strategies to increase 
the economic activity and use foreign experience of practical examples that 
help increase economic activity. In this direction, the research emphasis is often 
placed on fiscal policy, which is known to have a practical use of the sum of 
state revenues provided by taxation and expenditures that occur through con-
sumption. These two factors affect the economy and the economic stability of 
the state level. Analyzing fiscal policy also becomes necessary to specify main 
instruments, which are changes that occur in the level of government spending 
generated in a number of different sectors. Changes occurring at the state level, 
while affecting fiscal policy changes that express a great impact on the econom-
ic stability of the country and the economy are treated as the macroeconomic 
changes in the economic system of the country.
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Introduction  

The existence of fiscal policy greatly influences the increase in econom-
ic activity. The fiscal policy covers a number of economic activities, invest-
ments, contracts and other forms of exchange that are subject to taxation. In 
conditions of global financial crisis, the need to reduce expenditures is import-
ant, i.e., strategies are created and implemented that would influence the re-
duction of unnecessary costs, i.e. strategies that would encourage savings that 
would improve the economic stability of the state. In this paper, a review was 
made of the fiscal trends in our country for the structure of public revenues and 
the structure of public expenditures in the period 2006 - 2014. The movement 
of public debt and its sustainability in this paper is also a subject of processing 
through its structure. The aim is to examine its sustainability in the medium 
or long term, to see the overall portfolio of our public debt as well as in which 
currency is most represented, but whether it is marketable or non-marketable.

The actuality of labor is also the stabilization function of the fiscal poli-
cy, which implies support for achieving the basic macroeconomic goals set by 
the economic policy makers, in terms of ensuring economic growth, increasing 
employment, stability of the general price level, sustainability of the balance 
of payments and similar. Then the effects of changes in public revenues and 
expenditures on economic activity - the issue of fiscal multipliers as well as 
expansive fiscal policy in conditions of a recessionary gap and restrictive fiscal 
policy in conditions of inflationary gap, and consequently, gives an overview 
of short-term fiscal policy, but also the long-term fiscal policy that relates to 
economic growth.

1. PUBLIC DEBT

Official data show (Figure.1) that the public debt of the Republic of 
Macedonia increased from EUR 1,558.3   million at the end of 2008 to EUR 
4,227.2 million at the end of 2015, that is, in seven years it increased by 2.7 
times. As a percentage of the GDP, public debt increased from 23.0% in 2008 
to 46.5%, which means that the relative size of public debt in relation to the 
economic activity doubled in the period 2008-2015. From the aspect of the 
debt structure by origin, i.e. whether buyers of the Macedonian public debt 
are foreign or domestic investors, it may be noted that the foreign component 
of the debt is constantly above 2/3 of the total debt, with a minor exception in 
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2013 when it was 63.3% (but still close to 2/3). The domestic component of the 
debt experienced significant growth in 2012 – by 11 percent points and in 2013 
for an additional 3.5 percent points: namely, in 2012 the situation with domestic 
securities increased by 2.23 times (i.e. by 123%) and in 2013 by additional 1.32 
times (i.e. by 32% )1.

Figure 1. Fluctuation of public debt of the Republic of Macedonia and its 
structure: external versus internal debt, for the period 2008-2016 Q2.

Year Public debt in 
million Euros

Public debt 
as % of GDP

External debt 
as % of the 
total debt

Internal debt 
as % of the 
total debt

2008 1,558.3 23.0% 70.08% 29.92%
2009 1,772.2 26.2% 72.23% 27.77%
2010 1,986.3 27.2% 69.11% 30.89%
2011 2,414.9 32.0% 77.92% 22.08%
2012 2,908.8 38.3% 66.74% 33.26%
2013 3,281.4 40.3% 63.33% 36.67%
2014 3,921.3 46.0% 69.49% 30.51%
2015 4,227.2 46.5% 67.35% 32.65%
2016 Q1 4,330.0 45.9% 66.48% 33.52%
2016 Q2 4,277.1 45.3% 67.30% 32.70%

Source: Ministry of Finance of the Republic of Macedonia and calculations based on the 
data of the Ministry of Finance of the Republic of Macedonia.

As for the dynamics of growth of government borrowing and its place-
ment in the context of the dynamics of economic activity in the period 2008-
2015, from Figure 2 it may be noted that in this period the average annual rate 
of growth of the nominal debt amounted to 13.4%, while the average annual 
rate of growth of the nominal GDP was 5.2%, and 2.6% of the real GDP. That 
means that the debt increased twice as fast as the nominal GDP growth, which is 
consistent with the doubling of the indicator of public debt/GDP in the analysed 
period. In terms of real GDP, it may be noted that the debt grew six times faster 
than the real growth, whereby it should be recalled that in this ratio comparison 
is made of the nominal with the real growth, i.e. that the debt is not reduced to 
a deflated value. However, it can be noted that there is a particularly high debt 
growth in 2011, 2012 and 2014, when it grew at rates of around 20%, in a situ-
1 Ministry of Finance of the Republic of Macedonia.(2016), Final accounts and Reports on 
Public Debt of the Republic of Macedonia Budget in certain years. http://www.finance.gov.
mk/mk/node/60
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ation where inflation, expressed through the GDP deflator, was relatively low 
(3.4% in 2011, 1.0% in 2012 and 1.4% in 2014)2.

Figure 2. Dynamics of growth of public debt, nominal GDP and real GDP in 
the Republic of Macedonia in the period 2008-2015

Year 2008 2009 2010 2011 2012 2013 2014 2015
Public debt 
growth in 
%

-0.7 13.7 12.1 21.6 20.5 12.8 19.5 7.8

Nominal 
GDP 
growth in 
%

11.3 -0.1 5.5 6.1 0.5 7.5 5.0 5.8

Real GDP 
growth in 
%

5.5 -0.4 3.4 2.3 -0.5 2.9 3.6 3.8

Average rate of growth of public debt in the period 2008-2015 amounted 
to 13.4%.
Average growth rate of nominal GDP over the period 2008-2015 was 5.2%.
Average growth rate of real GDP in the period 2008-2015 was 2.6%.

Source: Own calculations based on data from the Ministry of Finance of the Republic of 
Macedonia and the National Bank of the Republic of Macedonia.

2. THE EFFICIENCY OF PUBLIC INVESTMENTS

The efficiency of public investment is the key element to state econo-
my. The potential for growth in terms of investments declined in conditions of 
perceived weaknesses in the management of public investments. Historically, 
weaknesses in the management of public investments resulted in insufficient 
reimbursement of funds in many countries. Low outputs in terms of public in-
vestments resulted from the poor selection and implementation of projects that 
are based on limited information, leakage of resources and poor technical ex-
pertise. Mismanagement of public investments leads to failure of exhaustion of 
the potential for economic growth and consequently to fiscal unsustainability.

According to the IMF Report (2015), the efficiency of public invest-
ments is linked to their economic and social impact, which leads to the conclu-
sion that the management of public investments in the Republic of Macedonia 
2 Government of the Republic of Macedonia. (2013), Fiscal strategy of the RM, Government 
of the Republic of Macedonia, Skopje
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is not successful enough, whereby side effects in all three investment cycles 
emerge: planning, allocation and implementation. Hence, it becomes clear that 
the process of fiscal policy in Macedonia are not effective and no adequate de-
cisions on capital investments in Macedonia are taken3.

The IMF recommends that to cause a positive change, of great impor-
tance is to introduce more stringent measures and apply transparent arrange-
ments for evaluating, selecting and approving investment projects. It is neces-
sary to reorganise the money from the budget in terms of their diversion into 
investments that should be passed on the basis of relevant SWOT analysis which 
will list all the potentials of the project as key advantages, but also perceive the 
potential weaknesses and risks of the project.In this context, we will review 
the structure of the Budget of the Republic of Macedonia in terms of the share 
of capital expenditures, which in principle are intended for investments in the 
public sector, in total budget expenditures. Moreover, the analysis of the annual 
accounts of the Budget of the Republic of Macedonia enables an insight into the 
expenditure structure, that is, provides data for the share of capital expenditures 
in total budgetary expenditures, shown in Figure 3., from where we come to the 
conclusion that the total budget expenditures from 2010 to 2015 were on the 
constant rise, and the share of capital expenditures in total budgetary expendi-
tures varied from 10% to 12%, whereby from 2010 to 2012 capital expenditures 
were higher compared to the following years, until 2015. That means that only 
little bit higher than 1/10 of the total budget expenditures are those expenditures 
that are considered to have a direct, i.e. stronger effect on economic growth and 
development than other types of budget spending. This suggests a rather unfa-
vorable structure of budgetary expenditures in the Republic of Macedonia in 
terms of economic growth, as a permanent feature of the Macedonian budget.

3 International Monetary Fund. (2015), “ The Former Yogoslav Republic of Macedonia” IMF 
Country Report, No. 15/243
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Despite the relatively low level, capital budget expenditures in the 
Republic of Macedonia are characterized also with high fluctuations in their 
amount. In the five-year period 2011-2015, the growth rates of capital expendi-
tures ranged from +15.9% to -12%. This may be related to the fact that in cases 
of frequent revisions of the budget, it is possible that the items most frequently 
sustaining changes, i.e. cuts, be exactly capital expenditures; but also general-
ly, it indicates a problem of inadequate planning and implementation of these 
expenditures4.

3. FISCAL MULTIPLIERS

One specific aspect of the analysis of the impact of public expenditures 
on economic efficiency is the calculation and analysis of fiscal multipliers. In 
this paper we will try to do a very simple analysis of two ratios that could yield 
an initial, rough, static assessment of one kind of fiscal multipliers. These are 
the following two ratios:

1. FM (ce)

2. FM (tbe)

To this end, the nominal amounts of capital expenditures and total bud-
get expenditures are initially deflated using the GDP deflator. Then, the values   
of fiscal multipliers are calculated by putting in proportion the real growth rates 
of economic activity and real growth rates of the respective budget expendi-
tures. Figure 4. presents the results obtained:

4 IMF. (2015), “Public debt in Macedonia will amount to more than 50% of GDP in 2017” 
http://sky.mk/biznis/429441-mmf-javniot-dolg-vo-makedonija-kje-iznesuva-povekje-od-50-
otsto-od-bdp-vo-2017-godina
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Figure 4. Estimates of fiscal multipliers static in the Republic of Macedonia 
in the period 2011-2015

Year 2011 2012 2013 2014 2015
FM of capital 
expenditures 0.16 -0.06 -0.19 0.38 0.74
FM of total 
budget  
expenditures

0.92 -0.06 -2.9 0.41 0.55

Source: Own calculations. 

From Figure 4. a few elements may be perceived:
There is not a case for the multiplier to have a value above 1.00, which 

may mean that in the analysed period of 1 MKDenar of realised expenditures 
neither capital expenditures nor the total budget expenditures provided income 
higher than 1 MKDenar, which means that the effect of multiplication is lack-
ing, indicating generally low efficiency of the use of budgetary resources;

Given the small share of capital expenditures in total expenditures, the 
multiplier of capital expenditures would generally have less information value 
for the efficiency of fiscal policy compared with the multiplier for total expen-
ditures;

One should be careful when interpreting negative multipliers: in 2012 
there was a negative growth rate of -0.5%, but it is shallow double bottom of 
the recession in the Republic of Macedonia, so effectively multipliers that year 
were zero. In 2013 the high negative multiplier of total budget expenditures 
is largely a result of their deflating: namely, although nominally there was an 
increase in total budget expenditures because of the relatively high value of the 
GDP deflator (1,045 in 2013 as opposed to other years, for example 1,010 in 
2012, 1,014 in 2014 and 1,019 in 2015), the real expenditures were lower than 
the previous year and the growth rate of expenditures is negative.

Once again, these estimates of the effects of fiscal policy on economic 
activity are with a high level of approximation, because these are quite simple 
static models that assume fairly mechanical connection between changes in 
fiscal expenditures and aggregate output.

Empirical research of Filipovski, Fiti, Trenovski (2016) for the period 
2000-2011 indicates that not only are the estimated fiscal multipliers for public 
expenditures in the Republic of Macedonia very small, but also show negative 
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values   (-0.2 to -0.3)5. The explanation for these results of the analysis is that the 
Macedonian economy is small, open economy with a regime of de facto fixed 
foreign exchange rate; in such an economy growth of public expenditures leads 
to a rise in imports, which further increases the current account deficit of the 
balance of payments and causes tightening of monetary policy by raising inter-
est rates; it eventually negatively affects private investments and the level of 
economic activity (Filipovski, Fiti, Trenovski (2016), p. 18). On the other hand, 
estimated fiscal multipliers of public revenues in the Republic of Macedonia 
are positive, although less than 1, indicating the positive effects of the reduction 
in tax rates and rates of social security contributions on the level of economic 
activity. The explanation for these results is related to the effects that the decline 
of rates has aimed at reducing the cost of labour as a production factor, reducing 
the gray economy and increasing incentives to work and invest.

One of the most important tenets of classical public finances, which was 
elevated to the level of a dogma, was the effort to maintain strict budgetary bal-
ance. Keeping the budget revenues and expenditures in equilibrium, within the 
budget year, constituted an imperative of healthy state finances and basic norm 
of financial morals. This rule subordinated all other principles of sound finances 
and based on its strict adherence assessment was given to the overall financial 
policy of the state and its positive or negative impact on the economy. The basic 
features of classic public finances, that could be drawn as a conclusion based on 
the presentation of the basic tenets of finances are the following6:

□ fiscal nature of public finances (fiscal finances) as the primary objective
that was put before these finances was the collection of funds and their
compliance with public expenditures,

□ administrative character of public financing, that is, execution of public
expenditures for the performance of classical administrative functions of 
the state,

□ neutrality of public finances in terms of economic developments and so-
cial relations in society, making funding from this period also known as
neutral as finances or purely fiscal finances.

Namely, according to the new amendments, the new legal definition of
public debt narrows the scope of entities whose debts in the future will be count-
5 Filipovski, В., Fiti, Т. and Trenovski, B., (2016), “Efficiency of the Fiscal Policy and the Fis-
cal Multipliers”, Economic Studies, Economic Research Institute at the Bulgarian Academy 
of Sciences, Vol. XXV, No. 1
6 Atanasovski, Z. (2004), Public finance, Faculty of Economics, Skopje
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ed as public debt. The Assembly in a summary procedure adopted the statutory 
amendments proposed by the Government; thus, in the future the debts of the 
National Bank of the Republic of Macedonia, municipalities, public enterpris-
es and trade companies owned by the state or municipalities, for which the state 
provided no guarantee, will not be included into the calculations of the amount 
of public debt. The constitutional amendments envisage limitation of the pub-
lic debt to 60 percent of the GDP and of the deficit to 3 percent. In addition, 
debts of the National Bank, loans to state companies with no guarantee and part 
of the debts of the Macedonian Bank for Development Support (Academic, 
2014) were excluded by law.

According to the latest official data, the public debt of the Central Gov-
ernment by the end of July amounted to 3 billion 303 million Euros or 40.8% 
of the GDP. The proposed constitutional changes should limit the level of total 
public debt to 60% of the GDP. Government estimates show that the debt of the 
National Bank of the Republic of Macedonia is excluded from the total debt 
because it was noted that the data used for statistical purposes only create con-
fusion in determining the debt, and that the new method of calculating public 
debt will give a clearer picture of whether the economy is moving in the right 
direction, a stance that is also expressed by the the Representatives from the 
ruling majority, according to whom it would stop speculations that “we were a 
very indebted country”7.

With the new way of calculating public debt it would not be comparable 
with public debt of other countries that are entered according to the definition 
of the IMF and the World Bank. The limit of 60 percent of gross domestic 
product has never been explained from an expert theoretical point of view. The 
change in methodology for the calculation of public debt will not affect the real 
calculation as to the level of indebtedness of the country. However, it is a meth-
odological calculation, the real calculation is something else and although the 
Government is the founder or the municipality is the founder of a public enter-
prise and all those debts are debts of the municipality, that is, the Government. 
It is proposed to shorten the range of subjects and types of debt that will be 
defined as public debt. Thus, debts of municipalities, public enterprises and en-
terprises fully or predominantly owned by the state and municipalities, and for 
which the state provided no guarantee, shall not be considered as public debt. 
Simplest said, that would mean that taken loans by these entities for which the 
7 FaktorMK. (2015), “Foreign debt will grow, foreign exchange reserves will be reduced” 
http://faktor.mk/2015/06/03/prognoza-dolgovite-kon-stranstvo-ke-rastat-deviznite-rezer-
vi-ke-se-namaluvaat/
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state has not given a mortgage in the form of security will not be considered as 
public debt8.

Conclusion

In economic theory and politics, an important issue is the efficiency 
of fiscal policy in achieving its stabilization function. Namely, the question is 
how big should be the changes in public revenues and expenditures in order to 
achieve a certain desired change in the level of aggregate economic activity. The 
analysis of such issues is accomplished through the use of the concept of fiscal 
multipliers. The basic logic of fiscal multipliers is as follows: if public expendi-
tures increase / decrease by 1 denar, how many MKD would increase / decrease 
GDP? Or if tax revenues are reduced / increased by 1 denars (due to the reduction 
/ increase in tax rates), how many MKD would increase / decrease GDP? Math-
ematically, the fiscal multiplier represents a ratio between the change of one of 
the fiscal variables and the change in GDP. Of course, when analyzing fiscal 
multipliers, the general methodological assumption for this kind of economic 
analysis is the starting point, which is the ceteris paribus requirement: this means 
that we are abstracted from all the other numerous factors that can affect the 
changes in the level of GDP and are We focus only on changes in fiscal variables. 
If the value of a particular fiscal multiplier is greater than 1, it would suggest 
that the change in the fiscal variable will cause a tremendous GDP change, 
which would mean that fiscal policy is fairly effective in carrying out its sta-
bilization function. If, however, the value of the multiplier is below 1, or is 
even negative, it would indicate a rather low efficiency of fiscal policy, and 
in the case of negative multipliers, for a completely counterproductive policy. 
The data also shows that the public debt of the Republic of Macedonia increased 
from EUR 1,558.3   million at the end of 2008 to EUR 4227.2 million at the end 
of 2015, i.e. that in seven years it grew by 2.7 times. As a percentage of GDP, 
public debt grew from 23.0% in 2008 to 46.5%, which means that the relative 
size of public debt in terms of economic activity doubled in the period 2008-
2015.). From the aspect of the dynamics of the increase in the borrowing of 
the state and its putting in the context of the dynamics of the economic activity 
in the period 2008-2015, it can be noted that in that period the average annual 
growth rate of the nominal debt was 13.4%, while the average annual growth 
rate of the nominal GDP was 5.2%, while the real GDP was 2.6%. So, the debt 
8 Akademik, (2014), “Public debt: definitions, reactions and diagnoses“ http://www.akade-
mik.mk/javen-dolg-definitsii-reaktsii-i-dijagnozi-4/
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grows twice as fast as the nominal GDP growth, which is in line with the dou-
bling of the public debt / GDP indicator in the analyzed period. Regarding the 
real GDP, it can be noticed that the debt is growing six times faster than the real 
growth, with it being reminded that in this ratio they are compared nominal 
with a real size, i.e. that the debt is not reduced to deflationary value. 

From the aspect of the dynamics of the increase in the borrowing of the 
state and its putting in the context of the dynamics of the economic activity in 
the period 2008-2015, it can be noted that in that period the average annual 
growth rate of the nominal debt was 13.4%, while the average annual growth 
rate of the nominal GDP was 5.2%, while the real GDP was 2.6%. Regarding 
the real GDP, it can be noticed that the debt is growing six times faster than the 
real growth, with it being reminded that in this ratio they are compared nominal 
with a real size, i.e. that the debt is not reduced to deflationary value. 
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