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Abstract 
 

This paper deals with the business climate reforms in the 

Republic of Macedonia, from the perspective of the achieved progress 

and importance of regulatory reforms in investment decisions. The main 

methods used for elaboration of the paper include methods of analysis 

and synthesis, based on extensive review and processing of available 

data, as well as consultation of relevant literature. The paper focuses on 

the measurement of the business climate by the World Bank “Doing 

Business Report” comparison of the achievement of Republic of 

Macedonia and other Western Balkan countries, as well as views of 

Macedonian firms about different elements of the business climate 

presented into the Enterprise Survey by the World Bank. In addition, the 

paper provides data on investment in the Republic of Macedonia and 

other Western Balkan countries (for comparison purposes), in particular, 

data on gross fixed investment and FDI, followed by overview of the 

importance of the regulatory reforms for the actual investment results. 

The major findings of the paper confirm that regulatory reforms in the 

Republic of Macedonia have contributed a lot towards improvement of 

the business climate in the country, but investment decisions have been 

primarily determined by other factors, which implies the need for the 

country to tailor the investment policy making process towards 

overcoming of constraints.  
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Introduction 

 

In the past decade, the improvement of the business climate has 

become substantial part of the work of the governments in many 

countries, which has been primarily encouraged and measured by the 

World Bank. The annual edition of “Doing Business” reports forces 

governments to undertake various reforms in their respective countries, 

aiming towards scoring better ranking in the Reports. The Republic of 

Macedonia has achieved remarkable results in this sphere, evidently 

through the World Bank measurements. In this respect, the improvement 

of the business climate in the Republic of Macedonia is undeniable, but 

raises a question about the importance of this factor for investment 

decisions of the investor, domestic or foreign. In this context, the paper 

would focus on measurement of the business climate by the World Bank 

“Doing Business Report”, comparison of the achievement of the 

Republic of Macedonia and other Western Balkan countries, as well as 

views of the Macedonian firms about on different elements of the 

business climate presented in the Enterprise Survey by the World Bank. 

In addition, the paper would provide data on the investment in the 

Republic of Macedonia and other Western Balkan countries and 

discussion on the importance of the regulatory reforms for the actual 

investment results. The methodology used for elaboration of this paper 

includes methods of analysis and synthesis, based on extensive review 

and processing of available data, as well as consultation of relevant 

literature.  

 

 

1. Reforms for improvement of the business climate in the 

Republic of Macedonia     

 

Starting from 2007, the Republic of Macedonia has been 

continuously promoted as a successful reformer by the World Bank in the 

“Doing Business Report”. The Report published annually provides 

indicators for business regulation in the national economies. The data 

referring to the Western Balkan countries ranking in the Doing Business 

Report 2014 are presented in Table 1. The Republic of Macedonia has 

the highest overall ranking compared to the countries from the region, as 

well as relatively high ranking (25
th

 position) in the total ranking of 189 

economies. According to the World Bank Doing Business Report 2014, 
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on average around the world, establishing a business involves 7 

procedures, takes 25 days and costs 32% of the income per capita in 

fees.
3
 These same procedures in the Republic of Macedonia take 2 days 

and cost of 1.9% of income per capita.
4
 With regards to the specific 

(sub)indicators, the Republic of Macedonia has outstanding results 

related to reforms for starting a business and getting credit (rankings 7 

and 3), while it is seriously lagging behind in enforcing contracts 

(ranking 95), trading across the borders (ranking 89), registering property 

(ranking 84) and getting electricity (ranking 76). Other countries in the 

region have much lower overall ranking, while in terms of sub-indices, 

some of the countries have better scores. However, the common 

problems in the region include dealing with construction permits, 

registering property and enforcing contracts. 

 

Table 1: Western Balkan countries’ performances in Doing Business 

Report 2014 
 

 

O
v

er
a

ll
 r

a
n

k
 

S
ta

rt
in

g
 

b
u

si
n

es
s 

D
ea

li
n

g
 w

it
h

 

co
n

st
ru

c
- 

ti
o

n
 p

er
m

it
s 

G
et

ti
n

g
 

el
ec

tr
ic

it
y

 

R
eg

is
te

r
in

g
 

p
ro

p
er

ty
 

G
et

ti
n

g
 c

r
ed

it
 

P
ro

te
c
ti

n
g

 

in
v

es
to

rs
 

P
a

y
in

g
 t

a
x

es
 

T
ra

d
in

g
 a

cr
o

ss
 

th
e 

b
o

rd
er

s 

E
n

fo
r-

 

ci
n

g
 c

o
n

tr
a

ct
s 

R
es

o
lv

in
g

 

in
so

lv
en

cy
 

Albania 90 76 189 158 119 13 14 146 85 124 62 

B&H 131 174 175 164 96 73 115 135 107 115 77 

Croatia 89 80 152 60 106 42 157 34 99 49 98 

Macedonia 25 7 63 76 84 3 16 26 89 95 52 

Monte 

Negro 
44 69 106 69 98 3 34 86 53 136 45 

Serbia 93 45 182 85 44 42 80 161 98 116 103 

Kosovo 86 100 136 121 58 28 98 43 121 138 83 
 

Source: Doing Business Report 2014, World Bank, Washington 

 

The overall ranking of the Republic of Macedonia indicates that 

the country went through serious reforms in the last decade. The main 

reform in the Republic of Macedonia aiming towards improvement of the 

business climate includes two phases - Regulatory Guillotine introduced 

in 2006, and Regulatory Impact Assesment (RIA) introduced in 2006, 

                                                           
3
 Doing Business Report 2014, World Bank, Washington, p.1. 

4
 Ibid. 
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although obligatory as of January 2009. In addition, the Government has 

introduced a Unified Electronic Register for Legislation (ENER), which 

could also be considered as an important regulatory reform.  

The Regulatory Guillotine was undertaken in four phases, which 

have overlapped in terms of time, as only the first phase have been 

completed so far. The first phase covered over 545 legal acts which were 

amended in order to reduce the administrative burdens and procedures 

for personal and business purposes. The second phase of the Regulatory 

Guillotine focused on customs tariffs and procedures. It resulted in a 

package of 54 recommendations for cutting down on customs tariffs and 

long administrative customs procedures. The third phase is aimed at 

eliminating administrative burden through consultation of the business 

community. Out of the extensive number of proposals by the business 

community, 46 measures were selected and approved for implementation 

by the Government in September 2010. The fourth phase of the 

Regulatory Guillotine began in 2012, applying the same methodology as 

the previous phase, i.e. consultation of the business community, primarily 

small companies. Out of 109 proposals from the small companies, 40 

were selected and approved for implementation by the Government. The 

expected benefits for the small companies could be summarized in 

simplified procedures for obtaining the necessary documents from state 

and public institutions, more transparent rules for participation in the 

public tenders, as well as shorter deadlines for receiving construction 

permits for building industrial capacities, etc.  

The reforms undertaken within the process of regulatory 

guillotine have resulted in considerable improvement in Macedonia’s 

ranking in the World Bank’s Doing Business Reports, as shown above. In 

addition, as mentioned above, the regulatory impact assessment (RIA) 

was introduced as obligatory for the Governmental institutions in January 

2009. RIA has been implemented in two forms: Preliminary RIA, which 

focuses on determining the problem to be regulated by the policy, and 

Expanded RIA which enables stakeholder involvement through public 

consultation from the early stage of drafting or amending the legislation. 

This should contribute to increase in the quality of the policies and 

legislation in terms of responding to the needs of the companies, but the 

implementation of RIA in the Republic of Macedonia could not be 

assessed as particularly successful at present.  

Furthermore, the reforms towards better regulatory and business 

environment have included establishment of Single National Electronic 
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Register for Legislation (ENER). ENER has been designed as a single 

spot where draft laws should be uploaded and made available for 

comments by the stakeholders (during the process of RIA) at least 10 

days prior to their processing to the Government or Parliament, in an 

open and transparent manner. This register therefore, serves as a tool for 

informing citizens, the business community, Commercial Chambers, 

NGOs, business associations, legal entities and other interested parties 

about existing legislation acts, proposed laws in the phase of their 

preparation, and Regulatory Impact Assessment (RIA) on these proposed 

laws. 

 

Table 2: Change of the ranking of the Republic of Macedonia in the 

Doing Business Reports 2007 and 2014, by sub-indexes 
 

Sub-indexes 

Ranking in 

Doing 

Business 

Report 2014 

Ranking in 

Doing 

Business 

Report 2007 

Changes in 

the ranking 

2014-2007 

Starting business 7 76  69 

Dealing with 

construction permits 
63 152*  89 

Getting electricity 76 121**  45 

Registering property 84 87  3 

Getting credit 3 48  45 

Protecting investors 16 83  67 

Paying taxes 26 79  53 

Trading across the 

borders 
89 127  38 

Enforcing contracts 95 72  23 

Resolving insolvency 52 55**  3 

Overall rank 25 92  67 
 

Note: Doing Business Report 2014 encompasses 189 countries, while Doing 

Business Report 2007 encompasses 175 countries 

* This sub-index has been first measured in 2009. Therefore, the change in the 

ranking refers to 2014/2009  

** This sub-index has been first measured in 2012. Therefore, the change in the 

ranking refers to 2014/2012 

Source: Doing Business Reports 2007-2014, World Bank 
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It could be argued that the undertaken reforms, as measured by 

the World Bank Doing Business Reports, have caused positive changes 

in most of the areas monitored by World Bank. As presented in Table 2, 

the overall ranking of the Republic of Macedonia rose by 67 positions in 

the period 2007-2014, from 92
nd

 to 25
th

 position. Positive changes have 

been registered in all other sub-indexes, apart from the category of 

enforcing contracts. It should be noted that significant progress has been 

also made into the areas which were still marked as problematic, such as 

dealing with construction permits and trading across the borders. These 

categories are particularly important for the domestic as well as for the 

foreign companies operating in the country, implying the necessity for 

further reforms, tailored according to the needs of the business sector. 

The third and fourth phase of regulatory guillotine (still on-going) have 

been designed in that manner, which raises the expectations for delivery 

of genuine reforms for the companies. 

The data presented in Table 1 and Table 2, along with the brief 

elaboration of the undertaken regulatory reforms, provide a relatively 

bright image about the business climate in the Republic of Macedonia. 

As mentioned above, there are several problematic areas where 

additional efforts of the institutions are needed, but the overall picture is 

rather positive. However, the perspective provided in the Doing Business 

Report mainly reflects the institutional view and undertaken reforms in 

the regulatory sphere, and therefore, it would be interesting to have a 

look on the views of the companies. The World Bank has undertaken 

Enterprise Survey of 360 Macedonian companies in 2013, requesting 

firms’ opinion about issues related to operational work (obtaining 

licenses, etc.), trade, finances, informal economy, workforce, etc. A 

segment of the issues covered with the Survey and linked to some of the 

sub-indexes in the Doing Business Report have been presented in the 

Table 3. 
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Table 3: Enterprise Survey in the Republic of Macedonia 2013 
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Starting business and construction permits    

     Days to obtain an operating license 14.4 23.1 29.4 

     Days to obtain construction-related permit 180.0 72.6 71.0 

     Days to obtain an import license 13.8 13.5 18.5 

     Senior management time spent dealing with the 

     requirements of government regulation (in %) 

10.3 12.1 9.9 

Trading across the borders    

     Percent of firms exporting directly or indirectly 

     (at least 1% of sales) 

30.6 19.4 17.5 

     Days to clear direct exports from customs 3.7 4.8 7.8 

     Percent of firms using material inputs and/or 

     supplies of foreign origin 

76.0 61.4 63.0 

     Days to clear imports from customs 6.7 5.9 11.7 

Getting electricity    

     Days to obtain an electrical connection  

     (upon application) 

28.9 26.6 30.7 

     Percent of firms identifying electricity as a major 

     Constraint 

28.9 17.9 34.1 

Paying taxes    

     Percent of firms competing against unregistered 

     or informal firms 

55.5 39.0 54.6 

     Percent of firms identifying practices of 

     competitors in the informal sector as a major 

     constraint 

34.6 20.5 28.0 

Getting credit    

     Percent of firms with a bank loan/line of credit 45.4 36.5 34.6 

     Proportion of loans requiring collateral (%) 90.7 82.8 77.7 

     Value of collateral needed for a loan  

     (% of the loan amount) 

275.5 205.6 193.2 

     Proportion of investment financed by banks (%) 11.1 13.7 14.5 

     Percent of firms identifying access to finance as a 

     major constraint  

19.3 17.1 28.9 

 

Source: Enterprise Surveys, World Bank (htpp://www.enterprisesurveys.org) 
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As evident from Table 3, the most serious problem observed by 

the companies is obtaining construction license, which in average takes 

180 days or 2.5 times longer than the average period in other countries. 

In addition, the majority of interviewed firms felt threatened by the 

informal competition, while access to finance has been more challenging 

compared to other countries (in terms of collateral value). The other 

presented categories do not differ a lot from other countries. 

Furthermore, the provided responses by the companies are largely in line 

with the scores from Doing Business Reports, confirming the impact of 

the reforms in the real sector. In this respect, it could be argued that the 

business climate in the Republic of Macedonia has improved as 

perceived by international institutions, as well as domestic companies. 

However, considering that ultimate aim of improvement of business 

climate is smooth functioning of the real sector and increase of 

investment, the regulatory reforms should be also linked to the results in 

the investment sphere. A brief overview of the investment in the 

Republic of Macedonia over the analyzed period is provided below. 

 

 

2. Investment in the Republic of Macedonia  

 

The investment in the Republic of Macedonia could be analyzed 

through gross fixed capital formation (which excludes financial 

investment) and foreign direct investment (FDI). For the purpose of more 

realistic assessment of investment in the country, a comparison with 

other Western Balkan countries has been provided. As presented in Table 

4, the gross fixed capital formation in the Western Balkans as percentage 

of the GDP varies across the countries, ranging from 17% in Albania up 

to 30% in the Republic of Macedonia in 2012 (the latest year with 

available data for all the countries). Most of the countries in the region 

have higher share of gross fixed capital formation compared to the 18% 

in EU (2011), which is not unusual as developing countries’ governments 

tend to spend more in public investment (roads, public buildings, etc.), 

for the purpose of spurring economic growth.
5
 The Republic of 

Macedonia increased its gross fixed capital formation from 20% up to 

29% of GDP over the period 2009-2013, while Montenegro experienced 

                                                           
5
 Silvana Mojsovska, Measurement of the Investment climate versus Investment in the 

Western Balkans in conference proceedings “Rule of Law Enhancement in the Western 

Balkans: Identifying the Next Steps”, Aspen Institute, Berlin, 2014, p.52. 
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a reverse trend of decreasing from 27% down to 18% of GDP during the 

same period. In Croatia, this indicator also dropped from 24% to 18% 

over the analyzed period. Large share of the increase in the gross fixed 

capital formation in the Republic of Macedonia has been attributable to 

the government’s spending, while the decrease in other countries could 

be related to the prudent fiscal policy, as well as  the decrease in FDI. 

 

Table 4: Gross fixed capital formation in the Western Balkans, 

2009-2012 (as % of GDP) 
 

 
 

Source: World Bank Data base 

(http://data.worldbank.org/indicator/NE.GDI.FTOT.ZS) 

 

Although finances are excluded from the gross fixed capital 

formation, recent study by Estrin and Uvalic
6
 suggests that FDI has 

contributed substantially to gross fixed capital formation in the Western 

Balkan countries from 2003 onwards. During the period 2003-2011, the 

ratio of FDI to gross fixed capital formation was, on average, 32 percent 

for the whole region (Kosovo excluded as no data were available, while 

Bulgaria and Romania included), but it was particularly high in 

Montenegro (over 70 percent) and Serbia (over 30 percent).
7
 This 

indicates that FDI contributed to increase of capital assets in the countries 

by transfer of technology and equipment. For the countries that received 

larger amounts of FDI, this finding could be very relevant. Unfortunately, 

the Republic of Macedonia did not manage to attract considerable 

investment compared to other western Balkan countries. Table 5 presents 

                                                           
6
 Estrin and Uvalic, Foreign Direct Investment in the Transition Economies: Are the 

Balkans different?, LSE, LEQS PaperNo.64/2013, July 2013.  
7
 Ibid. 

2009 2010 2011 2012 2013

Albania 18 18 17 17 17

B&H 18 17 21 22 n.a

Croatia 24 21 20 19 18

Macedonia 20 19 21 30 29

Montenegro 27 21 18 19 18

Serbia 19 18 18 21 n.a

Kosovo 25 28 29 27 n.a
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the FDI inflows in the Western Balkans in the period 2008-2013. The 

crisis of 2008 onwards was mostly stated as a reason for overall fall of 

the investment on the global level, which certainly affects the region, too. 

 

Table 5: FDI Inflows in the Western Balkans, 2008-2013  

(millions of US$) 
 

 
 

Source: World Investment Report 2014, UNCTAD, p.208. 

 

Based on the presented data, there is visible discrepancy in the 

case of the Republic of Macedonia promoted as a front runner in the 

regulatory reforms in the region over the past decade. Apart from the 

extensive reforms which brought the country high rankings for doing 

business, Macedonia has been also pursuing intense campaign for 

attraction of the FDI, including immense FDI incentives, media 

advertisement, road shows, etc. However, the results were not as 

expected, indicating that the foreign investors base their decisions on 

numerous factors, with good regulation and favorable business climate 

being only part of them. On the other hand, Montenegro, which has 

relatively good overall ranking and needs to undertake substantial 

reforms with regards to construction permits and enforcement of the 

contracts (same as the Republic of Macedonia), has attracted decent 

amount of FDI in the past years. Majority of them were related to tourism 

properties, including the element of construction permits, too. Serbia also 

attracted substantial amount of investment, despite its relatively low 

rankings in some areas suggesting that the focus of the policy-makers 

should be primarily on the drivers for FDI, as it could be said that 

investment climate measurements do not have determining impact in the 

final stages of FDI decision-making.
8
 

                                                           
8
 Silvana Mojsovska, op. cit., p.53. 

2008 2009 2010 2011 2012 2013

Albania 974 996 1051 876 855 1225

B&H 1002 250 406 493 366 332

Croatia 5938 3346 490 1517 1356 580

Macedonia 586 201 212 468 93 334

Montenegro 960 1527 760 558 620 447

Serbia 2955 1959 1329 2709 365 1034

Kosovo n.a n.a n.a n.a n.a n.a
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Implicitly, the main factors that determine the investment 

decisions of the companies could be only partially controlled by the state, 

i.e. improvement in the business climate plays important role for the 

investment, but could be considered only as one of the factors. According 

to the World Bank, the investors base their decision for investment taking 

into account three groups of factors: factors related to costs for 

production and distribution, factors related to risks and barriers to 

competition (Table 6).  

 

Table 6: Factors that share opportunities and incentives for firms 

to invest 
 

Factors Government has strong 

influence 

Government has less 

influence 

Costs - Corruption 

- Taxes 

- Regulatory Burdens, red 

tape 

- Infrastructure and 

finance costs 

- Labour market regulation 

- Market-determined 

prices of inputs 

- Distance to input and 

output markets 

- Economies of scale and 

scope associated with 

particular technologies 

Risk - Policy predictability and 

credibility 

- Macroeconomic stability 

- Rights to property 

- Contract enforcement 

- Expropriation 

- Consumer and 

competitor responses 

- External shocks 

- Natural disasters 

- Supplier reliability 

Barriers to 

competition 

- Regulatory barriers to 

entry and exit 

- Competition law and 

policy 

- Functioning finance 

markets 

- Infrastructure 

- Market size and 

distance to input and 

output markets 

- Economies of scale and 

scope in particular 

activities 

 

Source: World Development Report 2005: Better Investment Climate for 

Everyone, World Bank, Washington, 2004, p.22. 

 

As presented in the Table 6, strong legal and institutional 

framework is needed, but there are also many factors on which state does 

not have strong influence. Particularly problematic factor for the 

Republic of Macedonia is the small size of its market. In this respect, no 
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regulation could help to prevail this factor (apart of the case when 

country has natural resources, such Montenegro), implying the need for 

strategic alliances and regional integration, so the country would be part 

of a broader market. The idea about development of the regional 

investment concept has been already put on the agenda of CEFTA.
9
 This 

could be a good step forward toward increase of the awareness of the 

Western Balkans countries about the economic/industrial specifics of the 

their neighbors, which is crucial for making less isolated investment 

policies in the region.
10

 There are other limitation factors too, implying 

the Republic of Macedonia should take into consideration all constraints 

related to investment. In this respect, the regulatory reform should remain 

one of the corner-stones in creation of favorable investment climate, but 

combined with other policy approaches in purpose of achieving better 

investment results, too. 

 

 

Conclusion 

 

Starting from 2006, the Republic of Macedonia has undertaken 

intense regulatory reforms which resulted in significant increase of the 

country’s ranking in Doing Business Report by the World Bank. In the 

overall ranking, the Republic of Macedonia achieved impressive shift 

from 92
nd

 position in 2007 to 25
th

 position in 2014. The major reforms 

that led to this result were the Regulatory Guillotine, which has been 

continuously implemented since 2006, along with introduction of 

Regulatory Impact Assessment (RIA) and Unified Electronic Register for 

Legislation. In terms of sub-indexes as measured in Doing Business 

Report, improvements were noted in all areas over the period, with 

exception of enforcement of contracts. However, apart of this category, 

dealing with construction licenses, as well as trading across the borders 

and registering property are also areas where additional intense reforms 

are needed. The overall improvement in the business climate has also 

been confirmed by the companies, in the Enterprise Survey undertaken 

by the World Bank as their views corresponds mostly to the indicators 

presented in the Doing Business reports, including the areas where 

further improvement is needed. 

                                                           
9
http://192.232.255.119/~cefta/sites/default/files/Priorities%20Macedonia%20Chairman

ship%202014.pdf 
10

 Silvana Mojsovska, op. cit., p.53-53. 



Silvana Mojsovska, Verica Janeska; The influence of business climate reforms on ... 

87 

However, considering that ultimate aim of improvement of 

business climate is smooth functioning of the real sector and increase of 

investment, an effort for linking the regulatory reforms to the results in 

the investment sphere was made in the paper. Opposite to the regulatory 

scoring that placed the Republic of Macedonia in a superior position 

compared to the other countries in the Western Balkan region, the 

investment data indicated that the Republic of Macedonia was less 

successful then other countries in attracting investment. This suggested 

that the regulatory reforms and the commitment of the Government to 

create a favorable investment climate should take into consideration all 

factors relevant for investors, in particular those that serve as a major 

constraint for the country. In the case of the Republic of Macedonia, such 

factor is the small size of its market which implies the need for strategic 

alliances and regional integration. There are other limitation factors, too, 

implying that Republic of Macedonia should tailor its investment policy 

towards overcoming of constraints, with regulatory reform being part of 

the policy-creation process. 
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