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Abstract

In regard of indicators on positive business climand hospitability for
foreign investors, last year the World Bank rankéatedonia on the 23
place out of 183 countries in the world (World Bag813. Other reports
of eminent world organizations and institutions kad the country on
fairly good position in the world economy as oneéhaf fastest reforming
countries able to control the level of foreign déévertheless, during the
last two decades the economy has never experieresdeconomic
growth. Hence, with GDP of less than 10 billion USMacedonia
happens to be one of the poorest countries in Eur@espite all of the
efforts of the Government to attract foreign inwemnt, the economy
recorded only 4.382 billion American dollars of FBtocks at the end of
2012 (www.nbrm.mk). Due to the very limited doroestarket, poor
infrastructure and low consumption potential, fgmeiinvestors were
attracted only to those industries which were ipasition of a natural
monopoly on the market. Trying to maximize theofifs, they were not
interested in investing in new technologies or meation of export
platforms for placing the realized output to thestéen markets.

Through analysis of all available and official s&tical data in the
Republic of Macedonia, this article will try to dgae the structure of the
attracted FDI in the country their effects upoe tiotal industrial output,
the restructuring of the economy, the creation @i/ nobs and decrement
of the unemployment rate, as well as upon the ctitimpaess and the
export potential of the country. Finally, it wouly to identify the major
causes for the up-to date recorded poor results.

Key words: Republic of Macedonia, foreign direct investment, economic
restructuring



1 INTRODUCTION

Twenty years since proclaiming independence, Matiedbas attracted
4.382 billion American dollars foreign direct inteent. With only about 200
American dollars FDI per capita, the country seeimsbe among the most
unattractive economies for foreign investors in tlegion of South-Eastern
Europe www.nbrm.mk For comparison, at the end of 2005, the CzeqtuRli
managed to attract 60 billion American dollars ddIFRomania 24 billion
American dollars, and Croatia 12.5 billion&apital, March 2013, p.10).

All of the governments in the past were really imgtta lot of effort in attracting
the attention of foreign investors and in creatingndly business environment.
Actually, they all believed that foreign investmemas the optimal solution for
overcoming the obscure national accumulation and dacelerating the
investment cycle in the economy which was in thecpss of transformation
towards fully functioning market economy. Due t@ timherited debt from the
previous system, fresh capital could not be brougid the economy by
additional borrowing either from international @oifn private financial sources.
Therefore, the authorities implemented a lot obmels in the legislation, judicial
and institutional system in order to ease the enwtaof foreign capital and to
provide guarantees of foreign investors’ privateparty.

Several years ago Macedonia became the third goumtthe world
measured by the number of implemented reformsadh from the view point of
the stability of the economy and the friendly besim climate Macedonia was
better ranked than some South-Eastern countriesrding to some of the
international rankings.

Table 1
Doing Business ranking of some South-Eastern cmsnitn 2013

Country Rank
Macedonia 23
Slovenia 35
Slovakia 46
Montenegro 51
Poland 55
Bulgaria 66
Turkey 71
Greece 78
Croatia 84
Albania 85
Serbia 86
B&H 126

Source: The World Bank, Doing Business Report 2003 World Bank,
Washington D.C., 2013

Data presented in Table 1 were used from the |§t%std Bank Report

Doing Businessyhere Macedonia was ranked on thé' 2Bace and had a better
position in comparison to all of its neighboringuotries on the Balkans, but also
to countries from Central and Eastern Europe thaetalready become members
of the European Union. According to the same squwtacedonia compared to
183 economies, improved its rank for 9 places nedhyears, as in 2010 it was
ranked on the 33 position (see: The World BanR010 and The World Bank,
2013).

Macedonia deserved the high ranking by providindorras on
facilitation of the entrance of foreign capital aguarantees of foreign investors’
rights. At the beginning of the transition the goweent decided to use
discretional rights to approve various incentivasaacase-by-case based approach



regarding the importance of the project and thesipdiy of establishing strategic
partnerships(Kikerkova, 1., 2011, p.270). During the last deeathere was
further improvement of the business climate by enpéntation of tax reforms
and decrement of the corporate tax rate, as wellthes rate of various
contributions due to be paid by the companies, siscthe retirement rate, health
and unemployment contribution rate; facilitation ¢fie business start-up
procedures with duration of only 8 days; facilivatiof obtaining construction
permits procedures; registration of property; gettredit information; protecting
investors’ rights; payment of taxes by internetpégyment of workers with fixed
term contracts and elimination of work-time regtons. In 2008 the new Law on
Construction Land was enforced which allowed puselsaand foreign ownership
of construction land under a public tender biddimgcedure. At the same time,
the restrictions to foreign investment in the fio@h sector and insurance were
abolished (www.finance.gov).

Other international rankings are not evaluatinghtaedonian economy
as well as the World Bank reports. Last year onRbandation Heritage List,
Macedonia found itself on the 43lace according to the Economic Freedoms
Index. At the same time, the Competitiveness Repaltished by the Economic
Forum in Davos ranked the country on th& §@ace in the world from the view
point of the competitiveness of the econoni§agital, 2013, p. 20). These
rankings explicitly refer to the weak economic a@paof the country and its
performance which is evaluated to be beneath #saeonomic potential. Issues
evidenced as an obstacle for domestic investorscarinly an obstacle for
foreign investors, too.

Lately, domestic sources also provided researctioogign investors’
opinion on the business climate in Macedonia. Adita to their answers, the
cheap labor force; the low taxes; the easy andréagstration procedure of new
firms; the quick issuing of various licenses andkimmgy permits, were pointed out
as the biggest strengths of the economy. On ther dthnd, speaking about the
weaknesses, they pointed at the poor road andadilinfrastructure, lack of
access to capital, inefficient public administratidche problem of corruption
within institutions of the system and slow judigiaystem (www.mchamber.mk).

2. INFLOW AND STRUCTURE OF FDI IN THE
MACEDONIAN ECONOMY

2.1. Inflow of FDI in the period 1992-2012

Just after the proclamation of independence theemuorent in
Macedonia passed over 40 different laws in ordémfmrove the business climate
for foreign private investors, as well as to guéeantheir rights. It also
proclaimed discretional rights on a case-by-cassedbaapproach in choosing
foreign investors for different domestic industriés the first half of the 90’s,
however, there were almost no inflows of FDI in theonomy, due to many
economic and political reasons. The beginning effihivatization process in the
economy coincided with very unpredictable econoarid political environment
not only in the country, but in the whole regionwsll. The many wars that
affected the former Yugoslav republics had a veegative impact upon the
Macedonian economy that despite of everything bazbthtinue with the reforms
towards a full market economy and with the privatian process. The country
was put under a tremendous political pressurd,wad objected to be recognized
under its constitutional name within the United iNias until 1996 when it made a
compromise and was accepted under the referenceeFdfugoslav Republic of
Macedonia. Facing severe macroeconomic instablbtyk of foreign exchange
and a huge inherited debt from the former Yugositate, the country had to
provide shelter for the refugees from Bosnia andzéigovina at the beginning of
the 90’s, and from Kosovo at the end of the dechadéhe meanwhile it also had
to deal with two embargoes — the first one impobgdGreece because of the
name issue, and the second imposed by the UN oeebieS (the biggest



Macedonian trading partner in the region) becaubethe war in Bosnia.
Therefore, in 1996 FDI stocks amounted only abdg#48 million American
dollars (Kikerkova, I., Skopje, 1998, p. 108).

Until the end of the 90’s about 80% of the privatian process was
accomplished. The economy overcame the hyperiofiaaind regained economic
stability. Regardless of the fairly convenient \esdwf the most indicators on the
transition progress (EBRD, 2000) the country watkead as the least attractive
transition country for foreign investors. Actuallit, was ranked worse than
Albania, which was assessed with very poor gradesnost of the transition
indicators at that time.

At the beginning of 2000, Macedonia received onBO 2millions
American dollars of FDI (Kikerkova, 2006, p. 16A} that time the government
was trying to find solution for the big companiesthe metal and non-metal
processing industry that were registered as thealed 10 great loss-creators in
the economyThese companies could not be privatized with déimespital.
Therefore, the government adopted the stratey a dollar lesswhich meant
that it was ready to sell these plants even for dwiar if there was an investor
who was willing to buy them. For amounts betweemd380 million dollars
foreign investors acquired the state monopolighéproduction of steel and steel
products, petroleum and petroleum derivatives, ofesmickel and cement.
Foreign capital established control over the biggeswerySkopska pivardrom
Skopje and over one of the biggest commercial bang&sopanska banka, A.D.
from Skopje (Kikerkova, 2006, p.167).

The greatest inflow ever registered in the Maceawonhistory was
realized in 2001 when the government sold the Mawrmoh Telecom to the
Hungarian MATAV and therewith FDI created 13% oé thominal GDP of the
country. Other important foreign investments in pgegiod from 2005-2008 were
the acquisitions of the mainBucim, Sasa, Toranicand Zletovo, and the
investments ofJohnsons Controlsand Swedmilk as greenfield investment
However, each of these investments was small itoitd amount and the percent
of participation of FDI in the GDP was far belowethick reached in 2001. The
second biggest pick was registered in 2008 whertistrianEVNinvested in the
privatization of a part of the state monopoly fapgiuction and distribution of
electricity —Elektrostopanstvérom Skopje (Kikerkova, I. in Antevski, M., 2011,
pp. 275-276).

In the period from 2007 up-to-date the governméwainged the strategy
on foreign direct investment and started to prontbeeeconomy as amiable for
foreign investors, which was supported by creatiddnsystemic preconditions
within the so-called’echnological Industrial Development Zonbsthese special
zones foreign investors are stimulated to makerdiedd investments by gaining
various tax and customs incentives and deductifneg access to important
infrastructure for the purpose of construction l#nps and other conveniences if
their production is going to be exported to foreigarkets Qfficial Gazette of the
Republic of MacedonjaNo. 82/08, 2008).

Nevertheless, the ratio of FDI inflow in Macedorsia percentage of
BDP is continuously low. Data presented in Tablgoiht out that except of the
two peaks in 2001 and 2008, the FDI inflow in Mameid created approximately
2.5% of the GDP per year. For comparison, durirgphssed two decades most
of the attractive South-Eastern economies havézeshFDI inflow which created
approximately 25% of their GDP per year.



Table 2

FDI inflow per year and FDI as percentage of theFGDthe Republic of
Macedonia (in million American dollars)

Year FDI inflow Nominal GDP FDI as % of GDP
1998 150.5 3580.8 4.2%
1999 88.4 36735 2.4%
2000 215.1 3578.9 6.0%
2001 447.1 3436.7 13.0%
2002 105.6 3788.8 2.8%
2003 117.8 4631.2 2.5%
2004 323.0 5368.4 6.0%
2005 97.0 5987.1 1.6%
2006 424.2 6558.3 6.5%
2007 699.1 8159.9 8.6%
2008 587.0 9834.0 6.0%
2009 197.1 9313.6 2.1%
2010 295.8 9159.9 3.2%

Source: Calculated on data published by the Natiddank of the Republic of
Macedonia (Www.nbrm.mk)

The ratio of FDI as percentage of GDP in 2011 an®012 is even
lower than in the previous years. As a consequehtlee economic crises in the
EU, foreign investors started to withdraw moneytha form of loans from their
affiliations in Macedonia. At the same time the ammoof reinvested profit in the
economy decreased substantially. Therefore, ida$tetwo years the amounts of
outflows of capital were greater than the inflowfscapital and the country. In
2012 the amount of invested FDI created only 1%tlé national GDP
(Www.nbrm.mk).

2.2. Changesin FDI structurein the period from 1992-2012

By the end of 2000 about 70% of FDI were effectdatim
manufacturing, metal-processing, cement productioryde oil, food and
beverages, textiles, and banking and insuranceth@Asinvested amounts were
rather small, one bigger investment was able toifstgintly affect the whole FDI
structure and cause significant sector shifts. Oahe investment by the
HungarianMATAVof 322.6 million American dollars in the MacedoniBglecom
was enough to shift the FDI structure from the nfacturing in favor of the
services sector. The services sector became domiegarding the total FDI
inflow in the country (Kikerkova, 1., 2001, p. 220)



Table3:

Economic structure of invested FDI in the Repubfidacedonia
in the period from 2003-2009* (in millions euro)

Sector 2003 2004 2005 2006 2007 2008 2009* To
Agriculture/fisheries 1.59 8.38 -0.84 2.13 1046 8%.| 0.02 25.63
Mining/extraction -1.87 6.77 16.44 0.60 8.92 0.94 4.3- 27.50
Manufacturing 28.50 158.31 19.53 99.40 126/80 33|057.83 523.38
Electricity /gas/ water -0.02 2.11 -0.03 119.20 573.| 41.19 18.32 177.26
Construction 10.63 -0.25 0.01 3.27 14.80 22.p4 0.8551.35
Services 65.55 84.60 42.9( 118.87 339,01 268.75.6571 991.35
Unallocated 6.14 1.14 0.91 1.32 9.58 0.72 -0.30 5109,
Sub-total 94.27 259.54 76.3( 343.47 496/40 370.324.6b| 1,785.40
Undistributed/reinvested
profit - - - - - 4150 | -17.09 | 23.60
*Note: Data on 2009 are calculated only for thetfgix months of the year
Source: Ministry of Finance of the Republic of Mdmeia, Bulletin August 2009,
Ministry of Finance of the Republic of Macedoniko§e, August 2009, p. 28
Data presented in Table 3 confirm that untD2@he services sector was
slightly more attractive for foreign investors thitse manufacturing sector. At the
end of 2009 the services sector managed to atB@ét of total FDI in
Macedonia.
However, the manufacturing sector, the productibelectricity and gas
and construction were continuously narrowing thep gand together with
agriculture and mining also managed to create &lf0% of the total FDI in
2009. Within the manufacturing sector the mostaative industries were the
metal-processing industries and the production e€manical products (Ministry
of Finance of the Republic of Macedonia, August2qf) 29).
Table 4 presents the percentage of greenfield imesg and mergers
and acquisitions in the total FDI inflow in the joet from 1997 until 2011.
Table 4
Structure of acquisitions and mergers and greehiimlestment in the total FDI
Total FDI
Year Acquisitions & mergers | Greenfield investment| (in millions euro)
1997 66.02% 33.98% 107.79
1998 80.25% 19,75% 226.11
1999 77.35% 22.65% 294.36
2000 78.42% 21.58% 517.40
2001 46.68% 53.32% 1027.17
2002 52.43% 47.57% 1138.57
2003 52.69% 47.31% 1246.37
2004 53.99% 46.01% 1395.50
2005 55.70% 44.30% 1624.34
2006 59.43% 40.57% 1949.84
2007 61.32% 38.68% 1359.21
2008 62.32% 37.68% 2540.74
2009 59.87% 40.13% 2610.33
2010 62.84% 37.16% 2729.53
2011 61.26% 38.74% 3185.29

Source: Calculated according data published by thegtional Bank of the
Republic of Macedonia, www.nbrm.mk
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Data presented in Table 4 confirm that acquisitiwese and still are the
most frequent form of FDI in the Macedonian econonThis structure
experienced certain shift in the last 8 years wnfaf greenfield investment when
two foreign investors Johnson’s Matthewnd Johnson’s Control entered the
production of mechanical products industries byldhing new plants within
the Technological Industrial Development ZoBeinardzik situated near the
capital city of Skopje (Ministry of Finance of tiepublic of Macedonia, August
2009, p. 30). Previously, greenfield investmentsreweealized in the food-
processing industry and textiles. However, thesedtments were rather small
and they helped the establishment of small planiig thhat usually engaged 20-50
employees. Most of them were made by Greek invedtothe south-western part
of the country. They created less than 1/3 of tBfall in Macedonia by the end of
2000 (Kikekrova, I. in Jovanovic, R., Sevic, Z. ed@006, p. 170). However, the
acquisition of the state monopoly in productioretectricity by the Austrian EVN
caused a new significant shift of the structureféctuated FDI in the economy
in favor of acquisitions and mergers.

Table 5

Leading ten foreign investor-countries in the Rdjgulif Macedonia (31.12.2011)
Country FDI Percentage

stocks in of total

mil. euro FDI stocks
Netherlands 745.00 20.41%
Austria 416.76 11.42%
Slovenia 405.66 11.12%
Greece 390.48 10.70%
Hungary 346.57 9.50%
St.Vincent
and 139.16 3.81%
Grenadine
France 131.50 3.60%
Switzerland 126.40 3.46%
Bulgaria 120.29 3.30%
Turkey 117.23 3.21%
Other 710.42 19.47%
Total: 3,649.47 100.00%

Source:www.nbrm.mk

Data presented in Table 5 point out that about @%otal FDI in the
Republic of Macedonia have European origin. Thensidands gained the leading
position as foreign direct investor by investingtiansport communication and
warehousing in 2009. At the end of 2011 the FDyioated from Netherlands
reached a total of 745 millions euro, which cre&28di% of the total amount of
FDI stocks in the country. The second place beldrigeéAustria, which had 416.8
millions euro (11.42% of total FDI stocks) and théd to Slovenia with 405.7
millions euro (11.12% of total FDI stocks). Theseee countries created over
43% of the total amount of FDI effectuated in Mameid by the end of 2011
(www.nbrm.mR.

3. BUSSINES CLIMATE AND EFFECTS OF FDI UPON
THE MACEDONIAN ECONOMY

The business climate in a country is affected dgual economic and
political influences. The analysis of the econonféctors points out that
Macedonia is among the first five countries in Warld which disposes with one
of the simplest procedures of opening of a newrass. Better ranked than
Macedonia are only Singapore, Canada, Australiah\ewd Zealand (World Bank,




2013). The World Bank RepoBoing Businesswhich evaluates the progress of
the economies in regard of 10 different indicatdest year found out that
Macedonia realized the biggest progress in fatidita of the procedures of
obtaining construction licenses. In the last 7 yee number of procedures on
issuing of a construction license was cut down &f h from 20 to only 10
procedures. The duration of this procedure at ptasel17 days, while in 2005 it
lasted 244 days. The costs for obtaining a construdicense amounted 2,439%
of the average personal income, while at preset thach 518%, which can be
considered as significant improvement. Also, thecpdure of obtaining the
company’s seal was substantially simplified ande¢benomy became one of the
places in the world where it is the easiest to oper®w businesses. At the same
time the country is ranked among the most libecainemies for registration of
small and medium-size enterprises and belongsdaahk of Germany, Japan,
Estonia and Latvia. However, companies are stiiinig different challenges when
it comes to trade and obtaining connection to atgtt (World Bank 2013).

The country is facing low competitiveness (evaldatéth 4) and was
ranked on the 80place in the world economy. Actually, last yeardddonia got
the same grade in competitiveness as Croatia. ricgalkbout competitiveness,
there was an improvement in availability of finaacgervices, facilitation of
government regulative, quality of air-transportaficand bank security. The
biggest worsening, however, the Macedonian econexperienced in regard of
the inflation rate, as at the end of 2011 it redcl36%. This meant that
Macedonia did not belong any more to the groupafntries with an average
growth of prices between 0% and 2%. The worsenifigindicators on
competitiveness was also significant in regard hif tmplementation of new
technologies, research cooperation between unisrsand companies and
capacity for innovationsapital, March 2013, p. 21).

Although the economy was ranked as one of thedastéorming in the
world, the low level of foreign, but also of donieshvestment clearly points out
that the business climate is far from satisfactofjle most often stressed
weaknesses of the economy happen to be the veitgdimarket scope, the poor
road and rail-road infrastructure, the inconveniembnomic structure with
dominant traditional industries that create low edidvalue and have weak
accumulation capacity, the weak protection of gavawnership rights, various
administrative and red-tape barriers, corruptiamj éaccessibility of financial
means for growth of businesses. Yet, this is omlg side of the medal of the
challenges in the real economy. The other side exmsc political challenges
which are mainly due to the interference of pdditiparties in the economy and
imposition of various administrative and red-taeriers to managers who are
not belonging to the political parties close to gusition Kapital, March 2013,
p.24).

The acting of foreign investors in the past two atkxs undoubtedly
confirmed the low capacity of the Macedonian ecopofrhe small amount of
attracted FDI is not the only negative issue. Eveme important is the fact that
foreign investors appeared to be mostly interestedcquisitions of companies
that were in a position of a natural or a state opohy at the domestic market. In
order to realize investment in such companies nobsthem demanded extra
guarantees from the Government which would sete® tlominant position for
a certain period of time and would enable them takentheir investments
worthwhile and to realize monopolistic profits frdotal customers. The lack of
interest in investment not only by foreign investdsut also by the domestic ones,
enabled foreign companies to acquire local comsaateprices far below their
real market value. Thus, with a very low level of/éstment foreign investors
managed to acquire and gain dominant ownership1&b %f the 100 biggest
companies in the Republic of Macedonia. The reshefl00 biggest companies
in the country consisted of companies with domirdorhestic ownership (33%),
8% were fully owned by the state and another 8%gwenon-dominant domestic
ownership www.statistics.gov.mk




Once provided with dominant position on the Macedonmarket,
foreign investors are not interested in making tholddl investments and
technology transfers, nor are they interested iaaging the business and opening
new working posts. Instead, they claim that Macéalorwompanies suffer from
over-employment and soon start with dismissal efalready employed workers.
In many of the acquired firms the number of empésyw/ias cut down to almost
1/3 after several years of the entrance of theidarecapital. Nevertheless,
companies with foreign capital employ substant@tipn of the human capital in
the country. For example, the companies with foreigpital from the rank of the
100 biggest companies in the country, which emg@aptal number of 45,870
employees, create 40% of the total working posthése companies with 18,345
employees. At the same time, the state companasréipresent 8% of the 100
biggest companies in Macedonia, employ 12,975 eyegle and thereby create
1/3 of the total number of employees in the aboestioned rankKapita , 1% of
July, p.15). The amount of realized profit per emyele in the companies with
foreign capital from the top 100 companies in thartry is 18,000 euro per year.
The state companies from the 100 biggest compdwegver realize only 1,231
euro per employee per ye#tapital, 1% of July, pp.17-18).

The profitability of the companies in foreign owskeip was not a result
of the improvements in their performance or thegfer of new technologies and
new managerial skills and practices. As statedreefioreign investors basically
entered services (including the financial and iasge sector) and, by putting
minimal effort for insignificant improvement of thguality of provided services,
realized maximal profits by keeping up monopoligtitcces for their products on
the maximal level sustainable for Macedonian cust@mMost consumers on the
Macedonian market complain that almost in each segrof the economy they
have to pay European prices or even more for satbatd quality of products and
services. However, this enables the companies foittign capital to be highly
profitable. They make a turnover of about 3 biliceuro per year which is double
the amount of the turnover of the companies in dgimeprivate ownership
(Kapital, 1% of July, p.18).

Satisfied with the monopolistic position on the dstic market and with
the high profit rates foreign investors are noteiasted in enhancing export from
Macedonia. Actually, only 11% of the registered pamies are involved in the
manufacturing industries which create 90% of thalttacedonian export, and
only 5% of the active companies are exporting. Fithhe range of exporting
companies, the top 10 companies in the countrynfmhich 8 are in foreign
ownership, realized export of about 2 billion Ancar dollars and created 40% of
the total Macedonian export of goods in 2010. Ofdyr of them — FENI
Industry, Johnson Matthey, the OKTA — Refinery afuwtelormittal - realize
exports of over 100 million American dollars peayévww.statistics.gov.mk




Table 6:

Top 20 exporting companies with foreign capitaihia Republic of Macedonia

3

Rank | Company Sector Foreign investor
Hellenic Petroleum/Balkanic Petroleum
1. OKTA — oil refinery petroleum Greece/Cyprus
2. EVN electricity EVN Group - Austria
3. FENI - Industry metal-processing Beny Steinnt&taup - Netherlands
Kamenimost komunikacii (in liquidation
4. Macedonian Telecom telecommunication | Government of RM, Macedonian Teleco
AD - Hungary
5. T-Mobile Macedonia telecommunication / - Hungary
6. Johnson Matthey chemicals Johnson Matthey at@mwtain
7. Arcelormittal - Skopje metal-processing Arceldtal Holding AG - Netherlands
Duferco Skop Investment Ltd. - Switzerland
8. Makstil metal-processing
9. Euro Tabak tobacco / - Russia
10. Lukoil - Macedonia petroleum Lukoil - Russia
11. Sasa mining Solvej - Russia
12. EFT Macedonia trade in electricity EFT Holdin@reat Britain
construction TITAN Cement Netherlands B.V
13. USJE Cementarnica materials Netherlands
Brewtech B. V., Brewtrade, BV&M6
14. Pivara Skopje beverages Netherlands
15. Kamenimost komunikacii  (im
liquidation) consultancy / /
16. ONE telecommunication Telecom Slovenia - Sléven
17. Imperial Tobacco TKS tobacco Imperial Tobacecoup Ltd. — G. Britain
18. Veropulos trade Nikos Veropulos - Greece
19. Dojran Stil metal-processing Sidenor SA - Geeec
20. Porshe Macedonia trade / ney

Source: Kapital, Business Magazine Nr. 609, Kapilaldia Group (published in
Macedonian language), Skopje, ttéaf July, 2011, pp. 16-17

Looking at the list of the top 20 biggest exportogmpanies, presented
in Table 6, it is evident that the leading posifidrelong to the companies in the
metal-processing industries, followed by companigesthe extracting/mining
industry and by companies in the tobacco indudttgre than half of those
companies are in foreign ownership and they alloexpommodities with a low
added value. The average annual rate of growthkxmdrés in Macedonia is 9.6%
and it is about two times lower than the rate adwgh of exports in Serbia,

Bulgaria, Slovakia or Turkeysww.mchamber.mk

The leading exporting companies from the countrg #re biggest
importers as well, as most of them depend on impbraw-materials. Only few
of the top 20 companies in the country process dtimeaw materials. It is
important to point out that total import registbigher annual rate of increment in
comparison with the annual rate of total exportsisTis deepening the existing
deficit in the trade balancevvw.investinmacedonia.com

It is also important to point out that since theyibaing of the economic
crisis in 2008 the net-value of the capital outfléem the country has been
increased, as foreign investors have been pullinghe realized income in their
Macedonian companies and the reinvested incomeased substantially. This is
creating additional negative effect upon the badaoicpayments and it is further
deepening the balance of payments’ deficit.
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4. CONCLUSION

At the beginning of the transition many foreignestors pointed out that
each of the economies on the Balkans had a vertetincapacity for attraction of
FDI. Foreign investors were interested to investrtbapital only if it could not be
used for the satisfaction of consumer needs witigrregion.

Nevertheless, the Macedonian economy performed ruride real
potential. It is true that almost a whole decadedtmnian exporters were openly
discriminated on foreign markets. But it is alsoetthat this was not the main
obstacle for Macedonian exporters. Much bigger lgmobfor potential investors
that were export-oriented was the lack of good raad rail-road infrastructure
that would connect the country with its neighbograountries and through them
to Western markets. In fact, there is only a nadhth rail-road connection of
Serbia through Macedonia with Greece. There isailerdsad towards Bulgaria,
neither to Albania, and the road infrastructuré¢hia eastern part of the country is
especially poor. The only port that Macedonia isgi$or export of its goods is in
Thessalonica — Greece and exporters have many proéems to get to it from
various reasons. The new political divisions in thgion put additional border-
crossings and each of them has established itsiasppoocedures which
complicated export and transport procedures, argenransport of goods via ex-
Yugoslav parts more expensive and less efficieah threviously. This was the
main reason why “good-intended” investors left @ud remained only those
interested in the big state-owned monopolies wHidmot provide an impulse for
economic growth and development.

There were also a lot of problems in full implenaiun of the rule of
law and securing investors’ rights. Almost all tietReports of the European
Commission evaluating the progress in the candistatels of the country towards
full EU-membership point out the inefficiency ofurts, the need of reform of the
judicial system and the problem with corruption.

However, it is evident that investors who effectdbtapital investments
in Macedonia are not interested in spreading thparations on regional level.
The top 10 companies in Macedonia, from which 8 with dominant foreign
ownership, realize bigger total income per yeal anlcomparison with the top
10 companies in Montenegro. Serbian, Croatian dodeSian top 10 companies
realize from 5-6 times bigger total incomes tha@ khacedonian top 10. At the
same time, only five of the top 10 companies inb&er3 in Croatia and 2 in
Slovenia have dominant foreign ownership. Nonehef Macedonian top 10 has
invested in the region, which is quite the oppositehe case of Slovenia and
Croatia. In Slovenia 8 companies from the top Hempecially active on regional
level, while in Croatia 3 of those companies arekinma strategic investment in
the region. Even in Serbia one of the top 10 ireifgm ownership is regionally
active Kapital, 18" of January, 2012, pp. 13-15).

Considering the actual economic situation in theldvand the untypical
challenges that Macedonia is facing in the proces$®btaining NATO and EU
membership it is hard to believe that the econasitication and the attractiveness
of the economy for FDI is going to change in a ndature. Actually,
disinvestment has already started in almost alk&alcountries, regardless of
their status in the EU-integration process, suclslasenia, which is almost 10
years a full member of the EU, and Croatia, whiels fust become a full EU
member. Perhaps it is time to make a joint regioeséarch in order to detect the
real causes for this negative trend.

11



REFERENCES

EBRD, Transition Report 2006EBRD, Brussels, 2000.

Embassy of Switzerland in the Republic of MacedoMiacedonian
Annual Economic Report 201ihe Embassy of Switzerland in the Republic of
Macedonia, Skopje, f April 2010.

Kapital, Business Magazine, Nr. 609, Kapital Media Groupi, 1st
of July, 2011 (published in Macedonian language).

Kikerkova, I: “Foreign Direct Investment Outlook tife Republic of
Macedonia” in Antic, M., ed Development Potentials of Foreign Direct
Investment: International Experiendestitute of International Politics and
Economics, Belgrade, 2011.

Kikerkova, I. “Foreign Direct Investment — the CaSt¢udy of the
Republic of Macedonia” in Jovanovic, R., Sevic, 2ds.: Foreign Direct
Investment Policies in South-East Europ&reenwich University Press,
University of Zagreb, Faculty of Economics and Busis, Political Culture,
Publishing and research Institute, Zagreb, 2006.

Kikerkova, I.: “Foreign Direct Investment and Itsfluence Upon the
Development of the Macedonian Economyiithout Frontiers,a Quarterly
Journal of International Economy and Politics, ¥pNo.3, Dec.-Jan.-Feb. 2001.

Kikerkova, I: Foreign Direct Investment in Transition Countriesith
special overview of the situation in the Repubfitddacedonia)a monograph, Ss.
Cyril and Methodius University in Skopje, FacultyEconomics — Skopje, 1998.

The World BankDoing Business Report 201Bhe World Bank,
Washington D.C., 2013.

The World BankDoing Business Report 201Dhe World Bank,
Washington D.C., 2010.

Ministry of Finance of the Republic of Macedoriaylletin August 2009,
Ministry of Finance of the Republic of Macedoni&p§je, August 2009.

National Bank of the Republic of Macedommnual ReportNational
Bank of the Republic of Macedonia, Skopje, 2009.

Official Gazette of the Republic of Macedgrii. 82/08, Skopje,
08.07.2008.

Special edition of Capital, Business MagaziA#: Foreign Investment,
Capital Media Group, Skopje, March, 2013, (publésieMacedonian language).

Special edition of Capital, Business Magazine, BtoTop 100 Biggest
Exporters,Capital Media Group, Skopje, April, 2011 (publishedMacedonian
language)

www.finance.gov.mk

www.investinmacedonia.gov.mk

www.mchamber.mk

www.nbrm.mk

www. statistics.gov.mk

12



