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The paper focuses on regional disparities in the quality of life in the Former

Yugoslav Republic of Macedonia. It explores the relationship between the

quality of life, social exclusion, and policies towards regional and local economic

development. The paper is based on a household survey carried out in August 2008

which provides a detailed picture of the situation facing households across regions.

Overall, the survey shows that there are large regional disparities in life satisfaction,

indicating an important role for regional policy in improving the life experience of

people living in the most deprived parts of the country. The paper concludes with a
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number of recommendations for improving the focus of regional policies to ensure

a higher quality of life in the deprived regions of Macedonia.

Keywords: quality of life, happiness, regional disparities, FYR Macedonia

JEL classification: 100, 110, 120, 132

1 Introduction

The focus of this paper is on regional and local disparities in the quality of life in
FYR Macedonia.! As in most transition economies, the introduction of market
competition and privatisation has had mixed effects. While some localities have
benefited from the new opportunities presented by the opening of markets, others
have been left behind and the quality of life has suffered from adverse aspects
of the restructuring and change which has accompanied transition such as
deindustrialisation, outward migration of young skilled people, environmental
degradation, and the deterioration of public services. Quality of life is a broad
multi-dimensional concept concerned with the overall well-being of individuals
within society which can be measured by subjective as well as objective indicators
(Fahey, Noland and Whelan, 2003). The approach emphasises an individual’s whole
life circumstances, taking into account employment status, education attainment
and skills which determine income earning opportunities, health status and access
to quality health care, and housing conditions.? Generally, people who are less
educated, in ill-health, or unemployed, have a lower quality of life and express

lower levels of life satisfaction and happiness.

1 The paper is based on the findings of a research project funded by the UNDP and led by the South East European
University in Tetovo. The project carried out a large scale household survey in Macedonia in July/August 2008.
The full report and analysis of the survey can be found in Bartlett et al. (2009).

2 The approach has been pioneered by the European Foundation for the Improvement of Living and Working
Conditions which carried out a major international survey of the quality of life in Europe (European Foundation,

2004; 2005; Daly and Rose, 2007).
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The measurement of quality of life is of great interest in the countries in transition
in which there are large informal economies and where the quality of the data
on incomes and employment is poor. In these circumstances, the subjective
measurement of life satisfaction may give a better picture of the real situation facing
people than do income statistics which are riddled with measurement errors. Key
factors determining levels of life satisfaction include having an income, enjoying
a satisfactory family life, and being in good health. One eatly study of economic
well-being in Eastern Europe between 1991 and 1995 found that life satisfaction
was influenced by age, education, relative economic position and unemployment,
while gender and marital status had little effect (Hayo and Seifert, 2003). Another
recent study found that on average people in transition countries have lower life
satisfaction than people living elsewhere, while those with higher incomes, higher
levels of education, and who are self-employed, are more satisfied with their lives
than others (Sanfey and Teksoz, 2007). Also, people are more satisfied with their
lives in those transition countries in which standards of economic governance are

higher, and in which inequality is lower.

Closely related to the quality of life is people’s experience of happiness. Recent
research on the economics of happiness has shown that subjective perceptions of
happiness can be used to reflect real well-being. The main factors which determine
levels of happiness in adult life are family relationships, the individual’s financial
situation and employment status, relations in the community and with friends,
health, personal freedom, and personal values (Layard, 2005). Recent survey
evidence has shown that levels of unhappiness are relatively high in the countries
of South East Europe (EBRD, 2007a; 2007b). People in FYR Macedonia were
particularly unhappy, with almost 50 percent of people dissatisfied with their lives,
compared to less than 30 percent who were satisfied. In most South East European
countries with the exception of Albania, people felt that their living standards
were worse than they had been in 1989. In FYR Macedonia, around 50 percent
of people felt that their living standards had fallen, and over 70 percent felt that

their level of household wealth had fallen since 1989. Considering the views on the
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overall economic situation in 2006 compared to that in 1989, over 80 percent of
people felt that the situation had worsened, a proportion higher than in any other
transition country apart from Bosnia and Herzegovina, and a higher proportion

even than in the transition countries of Central Asia.

It is hardly surprising that people in Macedonia experience a low quality of life
and are less happy than people in many other parts of Europe. The country was
particularly badly affected by the breakup of the former Yugoslavia, the impact
of UN sanctions against Serbia in the 1990s, the armed conflict of 2001 which
poisoned relations between the Macedonian and Albanian ethnic groups even
further than before, and the various blockades by Greece over the “name issue”
which most recently has blocked the country from NATO accession and from
opening membership negotiations with the EU since submitting its membership
application to the EU in March 2004. The Commission’s Opinion on the
membership application in November 2005 agreed that the country had taken
“important steps” towards establishing a functioning market economy, but that
it would not be able to cope with competitive pressure within the Union even in
the medium term. Despite these caveats, the country became a candidate for EU
membership in December 2005, although it has still not been permitted to open

membership negotiations with the European Commission.

A new government led by VMRO-DPMNE was elected in July 2006. It inherited
a relatively favourable economic situation. Economic growth had reached 4 percent
in 2005, after years of stagnation. Interest rates had fallen on the back of growing
international reserves. Inflation was low at 0.5 percent, the budget deficit within
its 0.6 percent target, and external debt was also relatively low at just 46 percent of
GDP. Economic growth increased further to 5.2 percent in 2007 and 5.5 percent
in 2008, and the government decided not to renew the Stand-by Arrangement
with the IMF. However, as a consequence of the global economic crisis, economic
growth began to slow down sharply in early 2009, due to declining export revenues,
lower FDI inflows, and falling remittance incomes. In this context, the opening

of EU accession negotiations is a priority for reviving FDI inflows and stimulating
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renewed economic growth. Fortunately, increased financial assistance for pre-
accession reform has been provided through the Instrument for Pre-accession
Assistance (IPA), focusing inter alia on cross-border co-operation and regional
development, which has become an important part of government policy to reduce

regional differences within the country.

In the last twenty years, large regional differences in the quality of life have
emerged within many transition economies. Five main factors have increased in
these regional inequalities during the transition period. Firstly, privatisation had a
strong spatial dimension due to the earlier location decisions of the central planners.
Regions with a more diversified economic base were more able to successfully
restructure their local economies, whereas locations reliant on a single industry
were less able to adapt (Petrakos, 2001). Secondly, restructuring in transition
economies led to an increased share of services. Urban areas, especially capital
cities, benefited from this whereas rural areas tend to be left behind as few service
industries locate there, although public services funded by central government,
such as schools and hospitals, were more evenly spread. Thirdly, foreign direct
investment concentrated in capital cities due to better business infrastructure,
international linkages, and pools of skilled workers. Fourthly, regional differences
in education and skills have been found to explain much of the regional variation
in incomes and unemployment in transition countries (OECD, 2000). In the EU’s
new member states, education levels are lowest in agricultural areas, and highest in
capital cities, while the share of low-skill manual workers is higher in rural regions
than elsewhere (Landesmann and Ward, 2004). Fifthly, regional imbalances in
health outcomes are also pronounced in transition countries, especially in the
Western Balkans where health infrastructure resources are depleted and where

health insurance systems do not cover many uninsured families.

Macedonia has been similarly affected by growing regional inequalities during
transition. Pre-existing regional inequalities have intensified during the transition
process and have been exacerbated by non-economic factors such as declining levels

of trust, increased pessimism since the 2001 war, and high levels of uncertainty
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about the future. Per capita income in the capital city Skopje is far above the rest of
the country. It is the main pole of development for the whole country and attracts
the inhabitants from all the other regions. Consequently, Skopje is a magnet for
investments and business activities of the private sector, both domestic and foreign.
The concentration of business activities and investments in the Skopje region attracts
the population from the surrounding villages, neighbouring regions, and even from
the wider Southern Balkan region (Kosovo, Southern Serbia and Albania). While
the other regions have secondary towns that are poles for their development and
attractiveness, none of them can compete with Skopje. This monocentric pattern
of development has underpinned huge differences in the quality of life among the

regions of the country.

Although regional policies have been put in place over the years and a process of
decentralisation has been applied since the end of the 2001 conflict, they have as
yet not addressed these fundamental inequalities. The EU pre-accession policies
have also had a bearing on the regional policy in the country. In recent years eight
planning regions have been defined at NUTS 3 level, each of which has its own
specific characteristics and development problems.? In 2007, a Law on Equal
Regional Development was passed which sought to resolve the problem of delayed
development of some regions in an institutional manner. The strategic document on
regional development sets out the principles, goals and priorities of regional policy,
as well as the measures and instruments for promoting development. A Council
for Equal Development has been established with a mandate to coordinate regional
development policy, and a Council for the Development of the Planning Regions
has been established as a body responsible for the implementation of the policy in
each planning region. The former Agency for Economically Underdeveloped Areas
has been transformed into the Regional Development Bureau. So far, regional
policy has been mainly concerned with economic conditions and with building
economic infrastructure, while less attention has been paid to the quality of life

and its regional differences. The rest of this paper aims to identify the nature of

3 NUTS 3 - The Republic of Macedonia is divided into eight regions: Skopje, Vardar, Polog, Pelagonia, Northeast,
Southeast, Southwest and East.
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these differences, and to point out the ways in which regional policies could be

strengthened by taking these dimensions into account.

2 A Regional Profile of the Quality of Life

This section considers several aspects of quality of life measured by objective as
well as subjective indicators to identify the regions most at risk of social exclusion.
It begins with subjective indicators of the quality of life in terms of overall life
satisfaction, and overall happiness, before examining some objective indicators
of income and poverty. GDP per capita in terms of purchasing power parity is
compared with that in EU countries in order to set the context and the convergence
perspective for the country as an EU candidate. Inequality across regions and across
ethnic affiliation is also measured and discussed. Since poverty is a major aspect
of vulnerability and social exclusion, various dimensions of poverty including
its incidence and depth are identified. Since people try to preserve their life style
even when incomes fluctuate, life style issues are taken into account as well as
household income. A deprivation index is presented which represents exclusion
from minimally acceptable standards of living and houschold essentials. Since
participation in the labour market is a key determinant of social inclusion, labour
market outcomes are analysed, as are perceptions of access to education and health
services. An index of the quality of life is presented in order to identify in more

detail the regional differences in welfare and well-being across the country.

2.1 The Quality of Life: Satisfaction and Happiness

The transition to a market economy has affected peoples’ lives and their attitudes
towards prospects for the future. Indicators such as life satisfaction, the level of
happiness, housing conditions, health status, and social relations give an insight
into peoples’ quality of life. This section therefore begins with a discussion of

subjective well-being using two indicators: life satisfaction and overall happiness.
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Figure 1: Satisfaction with Life and Happiness (Mean Scores on a Scale of 1-10)
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Source: For EU, European Foundation (2004); for Croatia, UNDP (2006); for Macedonia, Bartlett et al. (2009).

Figure 1 shows that the mean level of life satisfaction and happiness in FYR
Macedonia is lower than the average of the EU countries whether considering the
older Member States (EU-15) or the EU as a whole including the New Member
States which joined since 2004 (EU-10). While the differences between the EU
groupings are not large, FYR Macedonia has far lower levels of life satisfaction
and happiness, with people experiencing significantly lower levels of well-being on
these measures than people in either of the EU groups and significantly below that
in Croatia, another EU candidate state in the region. In all the cases, the scores for
life satisfaction are lower than the scores for happiness, revealing an even greater
dissatisfaction with the quality of the society and the environment in which people
live (satisfaction) than with their personal emotional reaction to that environment
(happiness). This suggests that people are able to compensate for dissatisfaction
with the quality of life in various ways, through family relations and personal
adjustments, and to enjoy levels of happiness that are somewhat above the level that

could be expected from their reported levels of satisfaction with life as a whole.
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Figure 2: Satisfaction with Life and Happiness by Region (Mean Scores on a Scale of 1-10)
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Source: Bartlett et al. (2009).

The average level of life satisfaction and happiness by region is presented in Figure
2. Life satisfaction is lowest in the Southeast and highest in Polog. Average levels
of happiness are highest in the East and lowest in Vardar. There are quite large
differences between the two indicators, suggesting that people compensate to
some extent for dissatisfaction with the quality of life through family relations and
personal adjustments, to varying extents across different regions. This adjustment

seems to be especially strong in the Southeast and Pelagonia.

It should be expected that the levels of satisfaction with life and the levels of
happiness bear a strong relationship to income and expenditure capacity, since the
European Quality of Life surveys have shown that the main determinants of life
satisfaction and happiness are employment status and income. The negative impact
of low incomes is greater in poorer countries, where having a low income entails
greater personal challenges than in more prosperous countries. The survey findings
confirm this expectation, and show that the average levels of life satisfaction and

happiness are closely correlated with the level of equivalised expenditure.* People

4 Equivalisation is made on the basis of the OECD modified scale, which assigns a value of 1 to the houschold head,
of 0.5 to each additional adult member and of 0.3 to each child.
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within the top quartile of equivalised expenditure are significantly more satisfied
with their lives and are happier than people with lower expenditure. However,
incomes and expenditure are not the only determinants of life satisfaction and
happiness. Other factors can be expected to have a strong influence, including
factors which determine social status such as education, age, gender, place of

residence, and ethnicity.

Figure 3: Satisfaction with Life and Happiness by Major Categories
(Mean Scores on a Scale of 1-10)

Female
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Age 18-34
Age 35-54
Age 55+
3 35 4 45 ; 5.5 6 6.5 7
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Source: Bartlett et al. (2009).

Figure 3 shows that the mean level of life satisfaction and happiness is greater for
females than for males, and declines with age, being greatest for the age group
18-34 and lowest for the over 55 age group. The European Quality of Life surveys
also demonstrated a strong correlation between satisfaction with the quality of life
and age. However, the striking difference is that in more developed western market
economies, while levels of satisfaction and happiness tend to decline towards middle
age, they generally pick up again later in a person’s life, recovering earlier levels of
satisfaction and happiness when people reach their fifties and sixties. However,
in transition economies, happiness declines with age. It seems that this is because

young people feel more optimistic than older people who experience difficult social
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problems, and have found it hard to adjust to the dramatic changes brought about
by the transition. This effect is typical of many transition economies where older
people have faced a loss of economic security and a devaluation of their human
capital and skills which had been developed for a completely different type of
economy and social structure (Guriev and Zhuravskaya, 2009). This suggests that
policies to improve well-being in the country should pay special attention to the

needs of older people.

Figure 4: Satisfaction with Life and Happiness by Location and Ethnicity
(Mean Scores on a Scale of 1-10)

Rural

Urban

Skopje

Macedonian

Albanian

Roma
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Source: Bartlett et al. (2009).

Figure 4 shows that the average level of life satisfaction and happiness is greater for
those who live in urban areas compared to those who live in rural areas. The low
levels of satisfaction with the quality of life, and the low levels of happiness in rural
areas compared to urban areas, and the city of Skopje, reinforce the remarks made
in the introduction about the monocentric nature of the development process, the
relative bias towards urban development, and the atrophy of the countryside. This
suggests a strong role for policies directed towards improving the quality of life
in rural areas, and especially the importance of accessing EU assistance from the

IPA programme for the development and regeneration of rural areas. Considering
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ethnic groups, ethnic Macedonians have equivalent levels of life satisfaction to
Albanians, while the Roma population have significantly lower levels of satisfaction
with their lives. Levels of happiness among ethnic groups are more diverse with the
greatest levels of happiness appearing among ethnic Macedonians compared to the

other ethnic groups.

2.2 Economic Performance and Incomes

FYR Macedonia is a candidate for EU membership, yet its income levels are
far below those of many EU member states. Even in ex-Yugoslavia, the Socialist
Republic of Macedonia was one of the poorest republics in the federation. With the
start of transition in the first half of the 1990s, many factors brought about further
deterioration in the economy, including the shock of economic restructuring as well
as the blockades by Greece and the UN sanctions against Serbia and Montenegro.
Since the onset of the transition process at the start of the 1990s, the country
has experienced relatively low rates of economic growth vis-a-vis almost all of its
neighbours. Following a severe recession in the early 1990s and subsequent slow
growth in the post-conflict period between 2001 and 2004, economic growth
increased to an average of around 4 percent from 2004 to 2007. According to the
National Bank of Macedonia, the GDP growth rate in 2008 was even higher at
over 5 percent, before falling by 3 percent in 2009 due to the impact of the global
economic recession. Living standards remain far below those in the EU. The level
of GDP per capita is only 25 percent of the EU average in terms of purchasing

power parity.

Large differences in GDP per capita can be observed across regions (see Figure
5). Not surprisingly, the Skopje region has the highest level of GDP per capita,
more than three fifths above the average level for the country as a whole. With
the exception of Vardar, GDP per capita in all other regions is below the country
average. The lowest levels are in Polog and the Northeast, where levels are around

one half of the country average. The gap between Skopje and these two regions is

132



William Bartlett, Hristina Cipusheva, Marjan Nikolov and Miroljub Shukarov
The Quality of Life and Regional Development in FYR Macedonia
Croatian Economic Survey : Vol.12 : No.1 : April 2010 : pp.121-162

wide, with GDP per capita in the latter less than one third of the former. Levels
of production and incomes do not, however, necessarily correspond, as commuter
flows may have a significant influence on the regional distribution. The daily
migration of labour to Skopje from neighbouring regions increases GDP per capita
in some regions to a level that could not be achieved by the resident population
on its own. The commuter incomes are transferred to the regions where they live,
giving rise to potentially large differences between measured GDP per capita and

measured income levels across regions.

Figure 5: Regional GDP per capita
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Source: Bartlett et al. (2009).

Regional differences in median monthly household equivalised income observed
through the survey are relatively high, but far less variable than the average (mean)
regional GDP per capita (see Figure 6). The lowest median monthly equivalised
income, observed in the Northeast, is about 60 percent of the highest income
observed in Pelagonia. It is interesting to note that while average GDP per capita
in Polog is the lowest in the country, its mean household equivalised income is
above that of the country as a whole and is similar to that in the Skopje region. This

difference between mean GDP per capita and median household income could
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reflect either the presence of a high level of informal economic activity not captured
by the official GDP measure, remittances from abroad, a commuter flow effect, or
else simply the difference in distribution of the mean compared to the median as
an indicator of the average levels of activity and income. The latter could arise if
the less prosperous regions have fewer high income individuals, which would tend
to bunch together the measures of the mean and the mode income and activity
levels. Furthermore, the scale of household income differences is lower between
regions than between ethnic affiliations. The lowest median monthly equivalised
income among the Roma is much lower than among ethnic Macedonians. Since
three fifths of the country’s Roma population live in the Skopje region, the income
in the Skopje region is reduced directly by the significant presence of low Roma

incomes.

Figure 6: Mean and Median Equivalised Household Income by Region
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Source: Bartlett et al. (2009).

The survey also provided information about the sources of income in the regions

(see Figure 7). The share of income from employment in private firms is highest
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in the Southeast, Vardar and Polog, where around one quarter of all incomes
originates from the private sector, and lowest in the Southwest and Northeast,
where the share of income originating from the private sector is around one fifth.
The highest share of income from employment in the public sector is in Pelagonia
and the Skopje region, where about one fifth of incomes originate from this source,
while the lowest is in the Southeast and Polog. The share of income originating
from pensions is highest in Pelagonia and Vardar (13 percent). Overall, around
two fifths of respondents to the survey answered that they have no income at all

(ranging from 52 percent in Polog and 36 percent in the East).

Figure 7: Sources of Income

In percent
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Note: Total income by regions does not add up to 100 percent as the other categories are not shown.
Source: Bartlett et al. (2009).

Remittances are an important source of income, especially in Polog and the
Southwest, where more than one tenth of households receive remittances from
abroad (see Figure 8). Relatively few households receive remittances in the East,

Skopje, Pelagonia or Vardar.
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Figure 8: Remittances
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Note: Percent of households that receive remittances from abroad.
Source: Bartlett et al. (2009).

2.3 Income Inequality

Inequality in income distribution can have an ambiguous impact on happiness
of the population. On the positive side, income inequalities may reveal that new
opportunities are opening up as a result of the transition to a market economy. On
the negative side, people may be dissatisfied as they feel that society has become less
fair and just than it used to be (Milanovic, 1998). Recent research has concluded
that in developed western economies, the former effect is dominant and happiness
is improved by a certain degree of inequality. In transition economies, however,
increasing inequality has led to increased levels of dissatisfaction and unhappiness
among people (Guriev and Zhuravskaya, 2009). Inequality in income distribution

is a primary source of unhappiness in transition economies.

In Macedonia, income inequality is high among both urban and rural populations.
The richest 20 percent of the population receive 42 percent of the total disposable
income, while the poorest 20 percent receive just 5 percent of the total income.

Rural inequality is higher than urban inequality, as the lowest quintile of the rural
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population receives only 5 percent of the equivalised disposable income while the
highest quintile receives 43 percent of the equivalised disposable income, compared
to 6 percent and 41 percent respectively for the urban population. The picture
in Skopje mirrors that for urban locations in general. Inequality in equivalised
income, measured by the Gini coeflicient, is therefore somewhat higher in the rural
areas than in the urban areas. However, inequality in equivalised expenditure is
about the same in both rural and urban areas, being slightly higher in urban areas.
This indicates that people living in rural and urban areas have a similar standard
of expenditure irrespective of the income distribution, owing to a homogenous

distribution of needs and expectations in rural and urban locations.

Table 1: Equivalised Disposable Income and Expenditure by Quintiles, by Location

Equivalised Disposable Income by | Equivalised Disposable Expenditure by
Quintiles Quintiles
Quintiles Rural Urban Skopje Rural Urban Skopje
1 5% 6% 6% 8% 8% 8%
2 11% 12% 12% 15% 13% 14%
3 17% 17% 18% 20% 17% 18%
4 24% 23% 25% 23% 22% 23%
5 43% 41% 40% 35% 38% 37%
$80/520 8 7 7 4 5 5

Source: Bartlett et al. (2009).

Another indicator of income distribution is the S80/S20 ratio — the ratio between
the total income received by the highest quintile and the total income received
by the lowest quintile (the poorest 20 percent of the population). There is little
difference between rural and urban locations (see Table 1). Differences are also
observed on this measure in relation to ethnic groups. In the case of ethnic
Macedonians this ratio is 8 (the richest 20 percent receive 8 times higher income
in total than the poorest 20 percent). The highest ratio (hence the highest overall

inequality) is among Roma (20).
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2.4 Poverty

Poverty is a major determinant of a low quality of life. In transition economies,
where a significant share of income comes from the informal sector, it is common
for people to underreport their incomes. Consequently, poverty assessment is

typically made on the basis both of incomes and expenditures.

Figure 9: Poverty Headcount

In percent
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Note: The poverty line is defined for households living under 60 percent of the median expenditure (6,571 denars) or
median income (5,778 denars).
Source: Bartlett et al. (2009).

The EU defines the “at-risk-of-poverty rate” as a share of people with an equivalised
disposable income below 60 percent of the national equivalised median income.
There is a high degree of regional variability in the at-risk-of-poverty rate. In the
Northeast, over one third of households are at risk of poverty, while in Pelagonia
and Vardar less than one fifth of houscholds are at risk of poverty on the income-
based measure. The reason why the income-based poverty measure is higher than
the expenditure-based measure in almost all regions except Polog may be due to

the fact that part of household incomes comes from the informal sector and is

138



William Bartlett, Hristina Cipusheva, Marjan Nikolov and Miroljub Shukarov
The Quality of Life and Regional Development in FYR Macedonia
Croatian Economic Survey : Vol.12 : No.1 : April2010 : pp.121-162

underreported, or that part of expenditure derives from a draw-down of savings.
The share of individuals at risk of poverty is 28 percent on the income-based
measure, whereas the share of individuals at risk of poverty on the expenditure-
based poverty measure is lower at 19 percent. It is discouraging to note that, except
for the Southwest and Vardar (on the income-based measure), the proportion of
children under the age of 15 at risk of poverty is even higher than the overall
proportion of households at risk of poverty. The Northeast has an extremely high
proportion of children at risk of poverty, reaching over three fifths when measured

in relation to household income.

Figure 10: Poverty Gap

In percent
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Note: The poverty line is defined for households living under 60 percent of the median expenditure (6,571 denars) or
median income (5,778 denars).
Source: Bartlett et al. (2009).

The EU uses the “relative median poverty risk gap” to measure the depth of poverty.
It is defined as difference between the median equivalised income of those below
the at-risk-of poverty threshold and the threshold itself, expressed as a percentage
of the threshold. Using this way to measure the gap which separates the poor from

the poverty threshold we can monitor whether the poor are just below the poverty
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threshold (suggesting that it is relatively easy for this group to escape poverty)
or are deeply below it (suggesting that specific approaches are needed to reduce
poverty). Figure 10 shows that the poverty gap is highest in the Northeast and

lowest in Pelagonia.

A key element of social exclusion is the inability to make ends meet. The survey
respondents are asked whether they are able to cover basic household bills and
expenditures in relation to the household’s total monthly income. The proportion
of households experiencing difficulties in this way varies widely among the EU
countries. The European Quality of Life surveys have shown that while just one
in ten households in the EU-15 reports such difficulties, the proportion is half
as high again in the EU-25 (which includes the EU New Member States from
the 2004 enlargement). The situation is even worse in FYR Macedonia, where
a far greater proportion of people have difficulty making ends meet. The survey
data show that more than one half (55 percent) of households are in this position.
Across the regions, the worst situation is in the Southeast where two thirds of
households have difficulty in making ends meet, while the Skopje region is in a
relatively favourable position with just over one half reporting difficulties. Overall,
more people experience subjective poverty than the measurement of income-based

poverty would suggest.

Figure 11 shows that many people are in financial difficulty. People living in Polog
and the Southwest are in a much better position in this respect than people living in
other regions, while more than one third of people living in Vardar, the Northeast
and the Southeast face financial difficulties in paying for essential food and for
daily meals. Once again in terms of subjectively reported indicators of vulnerability,
people living in the Northeast and the Vardar region appear to be especially in
difficulty. Houschold disadvantage is also indicated by household arrears with
utility bills over the previous month. Most non-payers are in the Northeast, where
one third of people do not pay their electricity bills, almost as many do not pay

their water bills, and over two fifths do not pay telephone bills on time.
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Figure 11: Households Which Ran Out of Money ro Pay for Essential Food for Daily Meals in
the Six Months Prior to the Survey

In percent
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Source: Bartlett et al. (2009).

Poverty has many dimensions in addition to income and expenditure. We use an
index of multiple deprivation to capture this multi-dimensional aspect of poverty

and material deprivation. The deprivation index consists of six items:
1) keeping one’s home adequately warm;
2) paying for a week’s annual holiday;
3) replacing any worn-out furniture;
4) having a meal with meat every second day if you wanted;
5) buying new, rather than second-hand clothes;

6) having friends or family for a drink or meal at least once a month.

This index has a value of 0.7 in the EU-15, and 1.0 in the EU-25 group of countries.
In FYR Macedonia the index is far higher at 2.6, meaning that, on average, people

are deprived of almost three of the six items. On the basis of this index it appears
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that people in FYR Macedonia suffer significantly more material deprivation than
those in the EU. In terms of the deprivation index they are between two to three

times worse off.

Figure 12: Multiple Deprivation Index by Region
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Source: Bartlett et al. (2009).

The regional differences in the multiple deprivation index are shown in Figure
12. The region with the lowest level of material deprivation is the Skopje region.
This is hardly surprising given that the Skopje region has the highest levels of
GDP per capita and among the highest equivalised household income levels
as well. The highest levels of material deprivation are found in Vardar and the
Northeast, the latter of which corresponds to the region with the lowest level of
equivalised household income. The relatively high levels of material deprivation
in Vardar correspond to the high levels of subjective poverty in that region. There
is something of a contrast with the relatively high levels of equivalised household
income in the Vardar region however, indicating the two measures of poverty,
subjective and objective, are sometimes quite wide apart. This gives credence to
the view that it is important to study subjective poverty levels in addition to the
supposedly “hard” data from income studies, which may significantly misrepresent

the subjective experience of individuals and households.
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2.5 Labour Market

A critical weakness in the Macedonian economy is in the field of job creation,
due to the high costs of starting up new businesses and of employing new workers
which has prevented the labour market from functioning effectively to reduce
unemployment from its historically high levels. High long-term unemployment
is related to the poor qualification structure of the unemployed. A rigid legislative
framework governing labour relations as well as a high tax wedge have contributed
to a stagnant formal labour market and a large informal sector. There is a vicious
circle between unemployment, poverty and social exclusion. An initial spell of
unemployment may lead to a lower standard of living and an increased risk of
poverty. This in turn may increase the difficulty of job search, and may eventually
lead to long-term unemployment, social exclusion and individual stigmatization.
The vicious circle is closed when social exclusion reduces the chances to obtain
information about job vacancies. Thus, social exclusion often prevents poor
people to actively participate on the labour market. Measured according to
ILO methodology, the unemployment rate in the country, at 35 percent, is one
of the highest in Europe, even though it has declined in recent years. Figure 13
shows that the unemployment rate, as measured by the survey, appears to be at
31 percent, below the ILO-measure unemployment rate reported by the State

Statistical Office.

At a regional level, according to the survey, the lowest unemployment rate is in
the Skopje region, Polog, the Southwest and the East, while above average rates
are found in the Northeast, Southeast, Pelagonia, and Vardar (see Figure 13). The
difference in unemployment rates reported by our survey and the official ILO
measure reported by the State Statistical Office may be attributable to differences
in definition. Among ethnic groups, the unemployment rate is lowest for ethnic

Albanians (27 percent) and highest for the Roma population (73 percent).
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Figure 13: Unemployment Rate by Region
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Source: Bartlett et al. (2009).

One key indicator of social exclusion is the share of households which have no
employed member. Such households survive without any formally earned income
which makes them especially vulnerable. The regional differences in this indicator
are relatively high. In the country as a whole, almost one quarter of households is
in this position, while one third has only one employed member. The Northeast
has the most households with no employed members, with almost one third of
households in such a position, while Polog and Vardar have the lowest proportion.
Polog also has the highest proportion of households with three or more family

members in employment.

The risk of losing one’s job is important for both economic and psychological
reasons, and in addition such risk can also influence a person’s creditworthiness.
Almost half of the people in the country as a whole consider that losing their
job is very unlikely, while one in ten has insecure employment. Polog has the
lowest proportion of people in insecure employment, while the Southeast and the

Southwest have relatively high proportions of people with insecure jobs (see Figure

14).
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Figure 14: Net Job Security by Region
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Note: Net job security is defined as the difference between those survey respondents who report that it is “very
unlikely” that they will lose their job and those who report that it is “very likely” that they will lose their job.
Source: Bartlett et al. (2009).

Long-term unemployment also has a negative effect on people’s life chances and
increases social exclusion. Making numerous unsuccessful attempts to find a job
demoralizes people and creates an impression that the community has discarded
them. As a consequence, unemployed people often become discouraged, losing
hope that their efforts to find a job could change anything. Youth unemployment
is especially problematic, leading to anti-social behaviour and exposing young
unemployed people to the temptation of criminal activities. Older long-term
unemployed people often withdraw from the labour market altogether (UNDP,
2002). On the other hand, high unemployment encourages people to apply for
a job at every new competition which puts downward pressure on wages and
salaries. This means that active labour market measures should be promoted, and
the unemployment register should reflect only those who are genuinely seeking
work, and exclude those who only report as unemployed in order to be eligible for

other entitlements such as social and health insurance.
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2.6 Education

In FYR Macedonia the labour market is characterised by unskilled and low
productivity employment reflected in relatively low salaries. Among the
unemployed, the largest groups are the people with educational level up to primary
school (54 percent) and secondary education (33 percent), whereas 6 percent of the
unemployed lack a complete primary education (Bartlettetal., 2009). Education isa
key factor in restoring social cohesion in post-conflict societies, especially ethnically
divided ones, where it can either promote or block reconciliation depending on
the education policies adopted and the way in which they are implemented. In
transition societies, education is an important element in facilitating change in
society. In particular, the reform of vocational education is essential for the wider
aims of labour market reform, labour reallocation, and structural adjustment.
Without people trained in new skills appropriate to an emerging market economy,
wider hopes for economic development are likely to flounder. Moreover, education

contributes to reducing the risk of poverty.

In FYR Macedonia education expenditures at 5.7 percent of GDP in 2008 were
higher than in most other countries of the region. The share of people with secondary
education is around 87 percent, while 51 percent have received some form of higher
education. Secondary schooling only became mandatory in 2008. According to
official reports, the Gross Enrolment Rate (GER) in secondary schools increased
from 88 percent in 2006 to 95 percent in 2008. However, this does not mean
that the education provided is effective, or that it increases skills and expertise,
rather than just providing formal qualifications. Enrolment levels in secondary
education depend partly on family wealth, place of residence, and ethnicity, and
there are significant differences in spending on schools with different ethnic
composition. Consequently, educational outcomes are worse than in neighbouring
countries, contributing to relatively low rates of economic growth. There is also
an excess supply of people with lower education among the unemployed because
too few low-skill jobs are being created to eliminate unemployment (Nikolov,

2005). In recent years, new private universities have enrolled as many students as
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possible and offer easy studies to obtain a diploma. As a consequence, the GER
in higher education has increased sharply from 42 percent to 85 percent. This is
a remarkable achievement which, if true, is probably the fastest rate of expansion
of higher education in Europe.” However, there is little control as to what they are
“producing’, i.e., what quality graduates from higher education are offering to the

labour market.

Figure 15: Satisfaction with Life by Education Level (Mean Scores on a Scale of 1-10)
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Source: Bartlett et al. (2009).

Figure 15 shows that the mean level of life satisfaction and happiness is greater for
those with higher education than for those with lower levels of education, and that
the variation across levels of education is large. People with the least education score
on average only two fifths the levels of reported life satisfaction and happiness as
those with higher education attainment. Education is a fundamental determinant
of the quality oflife in modern societies. Having a higher level of education increases
an individual’s chances of obtaining well-paid work, reduces the probability of
experiencing long-term unemployment, and is typically associated with better
health. Moreover, higher levels of initial education attainment are often associated
with a willingness and ability to undertake further adult education and retraining

5 See more at: http://www.mon.gov.mk/.
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in later life, enabling better educated individuals to more easily adjust to the process

of structural change during transition.

Figure 16: Training Courses Taken
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Source: Bartlett et al. (2009).

Lifelong learning is widely regarded as crucial for successful local economic
development. However, Figure 16 shows that few people are following training
courses of any type, and of those who are, most are organised by the employer.
The subject of the training course was mostly in ICT and languages. The regional
differences are noticeable with the greatest proportionate access to training courses
being in Pelagonia and the lowest in the Skopje region. Training is also prevalent in
the deprived Northeast of the country, which is an encouraging sign that policies
are being targeted to the population in need. In a globalised world the problem of
social exclusion, vulnerability and deprivation can best be tackled if an economy
becomes a knowledge economy, with high levels of innovation, education, training,

and lifelong learning. The reforms in the education system should be directed
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towards this end. Special attention should be paid to the human and financial

resources required for the mandatory secondary education.

2.7 Health Services

Reforms carried out immediately after the country became independent in
1991 legalised the private provision of health services by primary health care
practitioners. A World Bank project completed in 2002 proposed an extension
of the privatisation of the primary care sector and the introduction of capitation
payments for family doctors (Nordyke and Peabody, 2002). In 2004 amendments
to the Law on Health Care enabled the privatisation of pharmacies and dental
services on the basis of leasing of facilities from the state. The Ohrid Agreement
mandated the decentralisation of the health care responsibilities to the municipal
level, and representatives of municipalities have begun to participate on the boards

of primary health care centres (Gjorgjev et al., 20006).

While health outcomes are better than in many countries with similar income levels,
these outcomes are achieved at a relatively high cost. Health sector spending makes
up 15 percent of government expenditure and has historically been an area with
significant risks associated with pharmaceutical procurement and less than fully
transparent operation of the Health Insurance Fund and health care institutions.
Health planning has over-emphasised in-patient care in hospitals to the detriment
of more costeffective preventative and primary care services in the community.
Informal out-of-pocket payments to the doctor are a normal expectation, imposing

an obstacle to access to health services for low income families.

Following the reforms and the privatisation which they introduced, spatial
inequalities in the provision of health services have emerged. The survey shows
that access to a hospital is most difficult in the Northeast, while the Skopje region
and the Southwest are also in a similar position (see Figure 17). Access to a primary

medical centre is most difficult in the Southwest, and easiest in the Southeast.

149



William Bartlett, Hristina Cipusheva, Marjan Nikolov and Miroljub Shukarov
The Quality of Life and Regional Development in FYR Macedonia
Croatian Economic Survey : Vol.12 : No.1 : April2010 : pp.121-162

Taking both indicators together it seems that the access to health services is most

problematic in the Southwest region.

Figure 17: Share of Respondents for Whom Distance to Nearest Medical Centre or Hospital is
More than One Kilometre

In percent
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Source: Bartlett et al. (2009).

Access to health care is clearly unevenly distributed across the regions in
Macedonia. It is noticeable that the distance to the nearest primary medical centre
is far more uneven across regions than the distance to the nearest hospital. This
suggests that there is much scope for health planners to rebalance the distribution
of resources within the health care system to improve the spatial inequalities in
health care services. Primary health care is one of the functions being devolved to
local administrations under the decentralisation process agreed under the Ohrid
Framework Agreement which brought the civil conflict in Macedonia in 2001 to
an end. However, decentralisation often leads to even greater levels of inequality,
due to the variable capacity of local administrations to finance public services.
Whether decentralisation will lead to an improvement in health care provision and
in other local public services is an open question, but this will almost inevitably

also have significant impacts on the quality of life in the coming years.
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2.8 Quality of Life

Regional imbalances appear to be high by all the measures used. However, different
measures provide a different ranking of regions on the various aspects of the quality
of life reviewed in this chapter. In order to provide an overview of this otherwise
potentially confusing picture, it is appropriate to construct an overall index of the
quality of life across the regions in Macedonia. Any construction of a synthetic
index of the quality of life is bound to contain a certain degree of arbitrariness,
depending on the set of sub-indicators that are included. The weighting attached
to these indicators is also a controversial aspect of the construction of a synthetic
indicator, reflecting the implicit policy evaluation of the significance of the
different components. In constructing our synthetic indicator here we adopt the
principles set out in Atkinson et al. (2002) in their discussion of a synthetic index
of social exclusion. The first principle is that the basic indicators should be balanced
across different dimensions. Any selection of these indicators inevitably has to be
made, since no available set of indicators can be exhaustive. However, the selection
should ensure that all main areas of concern are covered. Secondly, the indicators
should generally have similar levels of importance, suggesting also that they would
have broadly equal weights in the synthetic index. To achieve this we take the
overall average of the indicators in constructing our synthetic index. Taking ten
of the indicators addressed in the chapter, an overall ranking was computed. The
procedure adopted was to take the raw values of the following indicators, and to

rank them individually according to a unique alphabetical list of regions:
1) happiness score;
2) index of GDP per capita;
3) mean deprivation index;
4) median houschold equivalent disposable income;

5) net job security;
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6) poverty gap (income-based);
7) poverty headcount (income-based);
8) proportion of households which could not pay for essential food;
9) satisfaction with life score;
10) unemployment rate.

The rank scores of these indicators were then summed to provide the overall quality
of life score. The indicators have been selected in accordance with the Atkinson et
al. principles that cover the broad spectrum of concerns which are encompassed
in the concept of the quality of life. They include the mean happiness score as an
important component of the subjective assessment of the quality of life as discussed
above, as well as the more objective index of GDP per capita as a measure of the
economic conditions in the regions. The other indicators used cover the fields of

vulnerability, deprivation, poverty and labour market access.

Figure 18: Scores for Overall Quality of Life by Region
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Source: Bartlett et al. (2009).
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The full ranking is portrayed in Figure 18. The results show that the quality of life
is highest in the Skopje region and lowest in the Northeast, closely followed by the

Vardar region.

3 Conclusions

This paper has used the findings from alarge scale household survey to investigate the
regional profile of the quality of life using both objective and subjective indicators.
It has shown a very low level of life satisfaction and happiness in FYR Macedonia
compared to many other European and transition economies, in line with findings
from previous research studies. The houschold survey has furthermore revealed
relatively large regional differences in life satisfaction and happiness, and that these
regional differences are higher for females than for males, higher for younger people
than for older people, higher for the better educated than for the less educated,
and higher for those living in urban areas than those living in rural areas. Ethnic
Macedonians as well as ethnic Albanians are equally dissatisfied with their lives,
while the Roma are highly unsatisfied. Levels of happiness tend on the whole to be
higher than levels of life satisfaction as individuals adjust to their circumstances.
However, levels of happiness are more diverse, with lower levels of happiness among
ethnic Albanians than among ethnic Macedonians. People living in rural areas are
less satisfied with their lives than those living in urban areas, which have been a
magnet for the migration of young people from the countryside, leaving behind a
more vulnerable and poorer population in the villages. There is, therefore, a need
for rural development policies to increase investment in infrastructure to make
the villages once again attractive places for young people and entrepreneurs to
live. Programmes to promote lifelong learning in rural areas, to establish industrial
zones for small manufacturing and service industries, to develop rural cooperatives
and social enterprises, and to promote networking of associations and community

organisations to build rural social capital are needed to achieve these aims.
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Not surprisingly, the level of life satisfaction and happiness is closely correlated
with the level of income. More than half of houscholds have equivalised income
below the national average, while one quarter has no income at all. Overall, the
richest 20 percent of the population receive 42 percent of total disposable income,
while the poorest 20 percent receive just 5 percent. Most income is derived from
employment in private firms, although there is also a high share from employment
in the public sector. Remittances are also an important source of income, especially
for the Southwest and Polog regions. Income inequalities are somewhat higher in
rural than in urban areas, but these differences largely disappear when inequality
is measured by expenditure inequality. The poverty headcount and the poverty gap
measures show that people living in the Northeast region are far below the poverty
line. The wide extent of poverty is shown by the finding that half of all households
have difficulties in making ends meet, with the worst situation in the Southeast and
the best in the Skopje region. Deprivation, as measured by the index of multiple
deprivation, is most severe in Vardar and least severe in the Skopje region. The
survey also revealed a disturbing incidence of child poverty which is extremely
high in some regions such as the Northeast. Anti-poverty measures should focus on
the issue of child poverty, and assistance for large families and single parents should
become a priority of government policy in this area, as should the development of
appropriate family policies and the training of social workers specialised in dealing

with the problems of disadvantaged children.

The survey also confirmed a strong correlation between the quality of life and the
age of the respondents. Happiness and life satisfaction diminish with age, being
lowest for the age group of 55 years and above. This suggests a role for policies to
improve the quality of life of the elderly. This age group is especially vulnerable to
long-term unemployment, and to poverty due to the low level of state pensions.
While pension reforms have taken place in recent years designed to address the
latter problem, they will not solve the problem of low incomes of pensioners alive
today. A concerted programme to improve the quality of life of elderly people is

needed. Decentralisation has transferred responsibility for old people’s homes to
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the municipalities, and these require sufficient support both financially and for
staff training from the central government. The housing and health needs of the
elderly population also need to be addressed, including both the issue of access
to health care facilities, and the adaptation of housing to the needs of the infirm

elderly population.

Regional differences in labour market participation and unemployment are
pronounced, and youth unemployment and long-term unemployment are a serious
problem. There is a relatively high share of households which have no employed
members atall. Regional differences in unemploymentare high, and the government
should develop active labour market measures for the most disadvantaged regions.
The unemployment rate measured by the survey is lower than the official measure,
and is lowest for ethnic Albanians and highest for Roma population. However,
even among those who are employed, job insecurity is a further difliculty faced
by many. Youth unemployment and long-term unemployment are a serious
problem especially given the high level of unemployment in some regions. Many
of the unemployed have had only a short formal employment history and have
become increasingly difficult to employ with little relevant working experience,
low education and poor job-seeking skills. In the Northeast and Vardar there is a
relatively high share of houscholds which have no employed members at all. Job
insecurity is a further difficulty faced by many in employment, an issue which
appears to be especially problematic in the Southeast. Policy-makers should
continue their efforts to develop active labour market policies, including greater
flexibility in working time, improved regulation and government administration
to reduce the informal economy and undeclared employment, support for lifelong
learning to help workers to improve their skills, and special programs targeting

those long-term unemployed.

The findings confirmed a strong correlation between quality of life and education
levels. Better educated people are systematically happier and more satisfied with
their lives. This suggests an important role for the government through continuing

efforts to improve the quality of educational experience. Primary and secondary
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education have been devolved to local authority responsibility through the
decentralisation process, and it is important that this local responsibility is backed
up by adequate funding from the central government, especially in areas of greatest
deprivation such as the Northeast and other deprived regions and localities.
Education is an important means to improve life chances, and the enrolment rate
in higher education has increased sharply in recent years. However, there are doubts
about the quality of the education received, and there is a continuing skills gap in
the labour market. In addition, the survey revealed a rather low level of educational
atcainment in foreign languages and ICT skills among the adult population. This
should be addressed by far greater attention to programmes of lifelong learning and

adult education.

The survey also confirmed high regional inequalities in access to health services
in terms of distance to health care facilities, and in the incidence of barriers of
various sorts to health care services. The privatisation of the primary health care
has clearly not resolved this issue. Despite attempts at health service reforms, little
progress has been made in cutting costs, increasing transparency and improving
governance in the health sector (IMF, 2004: 13-14). Inside the health care
institutions low salaries, poor organisation and shortage of basic supplies reduce
morale and motivation. Specific problems include very poor standards of hygiene
in many facilities, including maternity wards, a serious shortage of cars for rural
health workers, and a tendency for the more able professionals to move away from
the rural areas for employment in urban areas where conditions and opportunities

are better.

On the basis of the survey findings, the paper has set out several factors which
have contributed to the quality of life at the regional level, including household
income, income inequality, poverty, and other factors such as unemployment and
job security, education, and access to health and other social services. Taking all
these together, an index of the quality of life was developed which revealed that the
highest quality of life in the country is enjoyed by residents in the Skopje region,

while the lowest quality of life is found in the Northeast region of the country.

156



William Bartlett, Hristina Cipusheva, Marjan Nikolov and Miroljub Shukarov
The Quality of Life and Regional Development in FYR Macedonia
Croatian Economic Survey : Vol.12 : No.1 : April 2010 : pp.121-162

Between these extremes, a wide variation in the quality of life is observed at regional
levels. This finding emphasises the relevance and importance of developing regional
polices that could raise the quality of life in the more deprived regions. It should
be recognised, of course, that there is also substantial intra-regional variation, and
that the issue of the quality of life at a municipal level is one which affects all

I'CgiOI‘lS to a greater or lesser degree.
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Appendix
Methodological Framework: The Sample Procedure

The sample procedure was based on the principle of making a national and
regional representative sample defining the region according to its definition by
the State Statistical Office (EU’s NUTS 3). The number of respondents in each
of the regions was approximately proportionately distributed to the total number
of population 18+ in each region, using the official statistics from the national
census of 2002. The actually realized total sample consists of 2,797 households®,
each represented by a respondent aged 18+. The primary selection criterion was
determined taking into account the specific nature of the geo-demographic
structure of FYR Macedonia. According to the latest municipal division of
the country, the top three most inhabited municipalities in the region contain
70.5 percent of 18+ population (except Skopje region). The diverse urbanization
characteristics of the municipalities allow for efficient recruitment of respondents
living in different types of urbanization and thereby different types of dwellings.
In addition to the primary selected municipalities, the random choice of one or
two smaller municipalities in each region was included in the sample, as well
as one municipality which was a part of the booster sample.” In order to avoid
the potential of overweighting for the additional municipalities selected in every
region, their participation was proportional to the relative size of the municipality,
though in some cases when the municipality was significantly small, overweighting
was allowed in order to cover for the potential sampling error (the limit being at
least 15 respondents per municipality). As a result of the applied methodology 42
municipalities participated in the research, which represent 50 percent of the total
number of the municipalities in the country. The random route sample methodology
which enables more persons to be selected around the assigned sampling point was

applied since there was a time constraint for collecting, controlling and processing
6 From the conducted 3,000 interviews, 203 were excluded because they did not satisfy the validity criteria.

7 The booster refers to rural municipalities that satisfy certain demographic, social and economic criteria, such as
low educational level, low level of literacy, high unemployment rate and low GDP per capita. The values of these
criteria were taken from the 2002 Census.
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of data. The interviews were carried out face-to-face in people’s homes, using Paper-
and-Pencil (PAPI). Eight groups of interviewers were formed — each being active
in one particular region and a total of 66 interviewers were engaged in the project.
Each group was assigned a coordinator and his/her obligation was to coordinate
as well as supervise the fieldwork by monitoring the fulfilment of the basic criteria
such as the routing and selection of households. The fieldwork started on 21 July
2008 and lasted until 16 August 2008. The responsiveness of the total number of
persons to whom the questionnaires were given was 27 percent, i.e., just over one

quarter of households that were approached agreed to fill in the questionnaire.
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