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Abstract

In North Macedonia, domestic savings and investment rates are low and insufficient for achieving more dynam-
ic economic growth. On the other hand, borrowing by lenders (international and domestic) is not acceptable due
to the limited budget opportunities for servicing the external debt in the medium term. At the same time, the
dynamisation of the economic activity requires greater investments, which taking into account the aforemen-
tioned reasons, are expected to be realised by attracting FDIs as a long-term source and catalyst of the eco-
nomic activity in the country. In the analysis made, it is determined that investments of Turkish origin have pos-
itive effects on the economy of the country. In this direction, our main goal, found the fact that a substantially
increased economic cooperation over the last decade and particularly important economic and strategic part-
ner who examine FDIs from the Republic of Turkey is to contribute in this direction, make proposals to ensure
that reveal the effects and increase attendance.

Keywords: FDI, Economic Effects, Republic of North Macedonia, Republic of Turkey.

1. INTRODUCTION

In the long term, international capital movements increase their importance at the level of international eco-
nomic relations. The reasons why investors want to realize economic activities in the host country are differ-
ent. Foreign investors, according to the purpose of investing in a foreign country, can be categorized as
investors who come for: natural resources, market opportunities, economic activities, strategic goals and
capacity of the economy etc..

Foreign direct investments (FDI) are perceived as the main actors of the contemporary economic globaliza-
tion. If we look at recent history, it can be concluded that the concept and practical achievements of FDI 49
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began to emerge after the Second World War. After the 1960s, because of the increasing significance of the
new FDI models, multinational companies and international cooperation, the international economy had
undergone a transformation.

FDI has grown particularly with the establishment of the European Union. This growth continued to increase
in the 80s with the start of new trade and oil markets; in the 90s with the collapse of the Soviet Union and
the emergence of new markets in Eastern Europe, the growth of FDI has become particularly visible.
Accelerated technological transfers and unavoidable ideological and political transformations have led to the
approximation of national economies by strengthening the process of globalization and the destruction of
closed-market models. Globalization caused movement of international capital from areas with relatively
large volume of capital, but low earning, to regions characterized by low volume of capital but high earning.

In the legislation of the Republic of North Macedonia (hereinafter only "Macedonia"), FDIs are defined as the
process of establishing long-term business relations in the country and / or as capital inflow in order to man-
age the company or the legal entity in which is invested. From this definition, FDI can be described as: 1)
Establishing a new company; transfer of ownership to the investor by increasing the share capital; buying an
existing company in the host country or establishing affiliates of an existing company; 2) Possession of more
than 10% of the capital or decision-making power of an existing or new formed company; 3) At least five-
year obligation for realization of the company's activities by the foreign investor; 4) Investing in order to
achieve long-term economic relations with the host country in the form of lending to the basic activities
(NBRNM: Law on Foreign Exchange Operations).

In Macedonia, savings and investment rates are low and insufficient to achieve more dynamic economic
growth. On the other hand, due to limited budget funds in the medium term, borrowing from foreign and
domestic lenders should not be allowed. Apart from the lack of sufficient level of savings, the need for new
technologies and information, the need for new markets, is an incentive for the domestic economic units. At
the same time, rising economic activities cause increased amounts of investment. As a result of the reasons
we mentioned earlier, the country should realize FDI as a resource and catalyst in economic activities in the
long term.

In order to attract the interest of foreign investors, Macedonia, as a small country characterized by a small
market, needs to sign bilateral, regional and multilateral cooperation agreements not only with Western coun-
tries but also with other countries in the region. In this context, we want to emphasize the importance of the
results of the more intense and deeper economic cooperation between Macedonia and the Republic of
Turkey (hereinafter only “Turkey”).

Like other Balkan countries, Macedonia has deep cultural and economic relations with Turkey. Strengthening
these existing relations is essential. Some compare therelations between Macedonia and Turkey with the
relations between the former colonial countries (United Kingdom, France, the Netherlands and Belgium) with
their former colonies in Africa and in other parts of the World. Nowadays, to know the language of a coun-
try, similar educational systems, social traditions and various common values are elements that bring coun-
tries and nations closer in a particular way. Given the abovementioned elements, taking advantage of the
shared experiences in all fields with Turkey, the doors for cooperation have always been and remain open.

Taking into account the geostrategic role of Turkey in the Balkans, it will be necessary to pay close attention
to the socio-economic effects of the refugee crisis on the Balkans and Macedonia. For this reason, for the
continuity of political stability, which is one of the prerequisites for socio-economic development, further
development of friendly relations with Turkey is needed in every field.

There are several factors that justify Turkey's interest in Macedonia; they are: geographically (located on the
road that opens toward Europe), historical (common historical heritage), people/human (the Turkish minori-
ty that lives in the country and Macedonian emigrants/expatriates in Turkey), economic (in recent years,
increased interest in investing by Turkish businessmen).
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2. Legal framework as the Basis for FDIs

The communication and cooperation between Macedonia and Turkey is intense and constructive on all lev-
els. In addition to the good political relations, good economic relations are being built.

Because of the the good political relations, although the legal framework for economic relations between the two
countries is well defined, however, the development of the results achieved in the economic sphere lag behind
the results of the political field and requires a longer period of time for further development of the relations. In
recent years, from an asymmetric point of view, in terms of concluded agreements and achieved results with
other countries, more dynamic, but unbalanced economic relations have been observed with Turkey.

In 2008, a strategic cooperation agreement was signed to strengthen bilateral relations between the two
countries. This type of agreement has only signed with the United States and Turkey, making this very sig-
nificant. Macedonia and Turkey have signed 35 international agreements, 49 international documents, one
consecutive document and 15 agreements are still in the process of signing.

Several important agreements on the legal framework for trade and economic cooperation between
Macedonia and Turkey are:

Agreements Date of signing Date of confirmation (in Macedonia)

D e Adreemen 0 ne |vi ole on and

encouragement or foreign investmen 4.U7.199 10199

As can be seen, there are several agreements on FDI in the process: the Double taxation avoidance agree-
ment and the Agreements for the Mutual Protection and encouragement of foreign investment. We can con-
clude that the legal infrastructure for economic development is favorable.

3. FDI in Figures

In order to boost the economy, the Government of the Macedonia is making great efforts to attract FDIs.
Especially after 2007, several policies were created and implemented in this field. Although Macedonia is
characterized by an advantageous geostrategic position, low taxes, good infrastructure, short periods for
opening a new company, and a workforce with foreign languages skills, the level of FDI in the country is not
at the desired level.
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Itis noticed that the continuous participation of FDIs in the free industrial-technological zones is around 12%.
The 3% share of FDIs in free industrial-technological zones in 2008 rose to 51% in 2009. The other years,
however, this rate was betweenthe range of 20-30%.

Table 1 identifies FDIs by country of origin, with Austria in first place, followed by the United Kingdom,
Greece, the Netherlands, Slovenia and Germany. Turkey is seventh in the list, after occupying sixth place for
two years from 2015.

Table 1. FDI in the Republic of North Macedonia, by country, 1997-2017 period (in million Euro)

Rank  COUNTRY 1997 [ 1998] 1999]2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
1 | AUSTRIA 176 30,1| 395 330 | 368 | 377 | 428 | 623 | 577 | 2194 | 2383 | 3345 | 3626 | 3415 | 3650 | 3068 | 4843 | 5163 | 5249 | 5675 | 6367
2 | 1K 53|59 |42 |302| 190 | 127 | 231 | 277 | 24 | 534 | 805 | 1148 | 767 | 1025 | 481 | 390 | 1116 | 1415 | 1349 | 5194 | 5315
3 | GREECE 97 | 128|205 |1053| 1742 | 2130 | 2230 | 264,1 | 2792 | 3204 | 387,1 | 4507 | 3803 | 4312 | 4420 | 4362 | 4335 | 4202 | 4773 | 4634 | 4739
4 | NITHERLAND | 14 | 46 (102 | 17| 156 | 611 | 697 | 1032 | 2133 | 2120 | 4313 | 4356 | 5236 | 5504 | 7404 | 7830 | 8151 | 8697 | 0600 | 4233 | 3753
5 | SLOVENIA 164 212|437 562 | 588 | 664 | 847 | 1018 | 1068 | 1267 | 1658 | 2628 | 3912 | 366,6 | 3803 | 3488 | 3067 | 3876 | 3750 | 3745 | 3239
6 | GERVANY 93 (14,1159 |502| 546 | 525 | 573 | 706 | 641 | 641 | 859 | 662 | 620 | 713 | 863 | €35 | 1113 [ 1545 | 1907 | 2482 | 2730
7 | TURKEY 07 | 11 [ 142 (161 | 162 | 180 | 189 | 265 | 251 | 27,7 | 349 | 430 | 497 | 483 | 117.2 | 1453 [ 1681 | 18211 | 2146 | 2478 | 2523
8 | HUNGARY 00 | 00 | 00 | 00 | 3006 | 300,1 | 3134 | 3544 | 3500 | 3504 | 4213 | 4106 | 3887 | 3469 | 3466 | 3464 | 3246 | 2273 | 2265 | 2095 | 2135
9 | SWITZERLAND | 321|408 (458 | 615| 792 | 852 | 1019 | 1439 | 1642 | 1508 | 1668 | 2007 | 202,1 | 1498 | 1242 | 885 | 720 | 1738 | 152,1 | 1795 | 1844
10 | CYPRUS 12 |77, | 928 (1179 1387 | 1416 | 141,1 | 1505 | 1608 | 1822 | 205 | 349 | 479 | 462 | 488 | 577 | 687 | 51,1 | 544 | 1629 | 1642

TOTAL 141,2|270,4|359,9|580,1(1.039,2|1.160,7 | 1.292,1 [ 1.610,2 | 1.769,0| 2.098,6 | 2.545,2 | 2.968,8| 3.141,4| 3.256,0 | 3.615,1| 3.685,5| 3.980,0| 4.023,6| 4.400,1| 2.016,0 2.017,0

Source: NBRM database.

The following foreign companies can be listed as the largest foreign investors in Macedonia, from Austria,
Mobilkom Austria, EVN, Vienna Insurance Group; from the UK: Johnson Matthey; from Greece: The National
Bank of Greece, Hellenic Bottling Company S.A., Titan Group; from the Netherlands: Mittal Steel; from
Germany: Deutsche Telekom, Kromberg & Schubert, Draximaier Group; from Turkey: Cevahir Holding, Limak
Holding, Acibadem Group, TAV; Van Hool (Belgium), Societe Generale (France), Johnson Controls (USA),
KEMET Corporation (USA), Duferco (Switzerland), Lukoil (Russia), IBC (Israel), Gazit Globe (Israel)* etc.

Figure 2 MFDI-asaGDP %
FDI in the Macedonia
(as a GDP %)

Source: NBRM and Ministry
of Finance databases.
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It can be also noticed that the level of FDI in Macedonia is insufficient by the low relative share of FDI in rela-
tion to GDP. In the period 2003-2017, FDI in GDP was 3.58% on average. The share of Turkish investments,
however, in the total FDI of the country in the period 1997-2017 was on average 2.57%.

The charts below show that the share of FDI from Turkey in GDP and in the total FDI in Macedonia is grow-
ing. Also, in the period from 2010 to 2017, the growth of FDI from Turkey is higher than the real growth of
the total FDI and GDP in Macedonia. There is also a great potential for cooperation between the two coun-
tries, which will affect the further growth of these variables,” but is yet to be utilized.

92) Invest Macedonia: FDI, http://www.investinmacedonia.com/why-macedonia/growing-fdi

93) For more information see: Aliyi, E.: Makedonya Cumhuriyeti insaat Sektdriinde Tiirkiye Cumhuriyeti Menseli Dogrudan Yabanc
Yatinmlarinin Onemi [Importance of the Turkish FDIs for the Macedonian Construction Sector], Hikmet -International peer-
reviewed journal of scientific research, no.29, May 2017, pp.130.
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If you look at the indicators shown by the countries that invest most in Macedonia, Turkey's investment per capi-
tais constantly growing. In 2010 they were 23 euros, while in 2015 is 104 euros, showing a 4.5 times increase.

The National Bank of the Republic of North Macedonia (NBRMS) has data for the amount of the FDIs from
Turkey, from 1997, as well as data on the trends of direct investments from 2003. The National Bank of the
Macedonia still does not produce data separately

. . . Stocks Flows
for each country per activity, so there is no statis- val ol Share Value
. . . . alue otal o
tics on data on direct investments from Turkey into ) by year
. - o . 1997 0,70 141,22 0,50
Macedonia by activity. Additionally, the submitted
. . 1998 1,15 270,37 0,42
data for FDIs from Turkey into tMacedonia refer to
. . . 1999 14,24 359,90 3,96
the stated periods, expressed in millions of euros,
2000 16,12 580,05 2,78
by years.
2001 16,23 1.039,15 1,56
2002 17,98 1.160,71 1,55
2003 18,86 1.292,14 1,46 1,51
2004 26,49 1.610,22 1,65 3,95
2005 25,06 1.768,97 1,42 0,33
Table 2. 2006 2772 | 200857 132 3,90
FDlIs from Turkey in Macedonia - stocks and 2007 3491 | 254517 | 137 2,01
flows, (provisional data, in million Euro) 2008 4298 | 296875 | 145 1.50
2009 49,74 3.141,38 1,58 4,43
2010 48,29 3.255,97 1,48 15,53
2011 117,23 3.615,08 3,24 77,12
2012 145,32 3.685,54 3,94 23,53
2013 168,13 3.979,97 4,22 22,81
2014 182,1 4.023,6 4,52 17,05
2015 214,6 4.400,1 4,87 17,10
Source: NBRM database. 2016 2478 | 46573 | 532 24,61
2017 2523 4.697,8 5.4 0,04
2018 / / / 36,20 53
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In the period between 1997-2017, Turkey was seventh among the foreign investor countries in Macedonia,
and the biggest investor from the countries outside the EU according to the total amount of direct invest-
ments of 252.3 million euro. In 2018, Turkish FDI flows in Macedonia amounted to 36,20 million euro and
was the 3rd ranked among the foreign investor countries. The reason for analyzing the Turkish direct invest-
ments in particular is the increased economic cooperation between the two countries in the last ten years.

Although the political relations between the two countries are described as good-neighborly and romantic by
the official authorities, the economic relations are not at the desired level. But in the last ten years, it can be
said that there is a significant improvement in the economic relations.

According to the information obtained from the Trade Register and the annual accounts (closed database)
of Macedonia from January 2019, there are:

e 1013 registered legal entities (the founder and the owner are a private individul or legal persons from
Turkey),

® 48 registered branches (for companies coming from Turkey),

e 4190 employments (according to the final reports of 2017 - employees in legal entities with founders or
owners from Turkey),

o Profit of 913.942.654 denars (or 14.860.856 euros) - (in the abovementioned Turkish companies at the
end of 2017),

® 24.046.770.414 denars (or 391.004.396 euros) as total assets (in the abovementioned Turkish compa-
nies at the end of 2017).

In 2017, Turkey realized 455 million USD in trade exchange with Macedonia, making it the 8thcountry with
the largest exchange with the Macedonia. According to the research and forecasts we can claim that the rela-
tions between the two countries are realized in two directions, and there is still a serious unused trade and
investment potential. Turkish investments are usually around Skopje. Turkish investments are seen in all
areas from banking to construction, from retailing to aviation management, from education to health sector
and even to news agencies. Large Turkish companies in Macedonia have been organized around the
Macedonian-Turkish Chamber of Commerce (MATTO). The following are significant Turkish investments,
especially in the 2000s.

Table 3. List of main Turkish investor companies in Macedonia

Starting A
Company Project barting . Employment Status
date (mln euro)
1 |Haznedar Refrakter [Investment in Vardar Dolomit company 2003 - 250 Active
2 |Ramstore Makedonya [Shopping mall construction 2005 50 5B Active
3 |rav Con.struﬁtpn of 'Aleksandar Veliki and 'Sv. Kliment 2008 200 650 Active
Ohridski' airports
4 |Halk Bankast Investm'ent in banking sector (in Ziraat Bankas, 2011 65 491 Actie
formed in 1998 year)
5 |Acibadem Investment in Sisitina hospital 2011 / / Active
6 [Avrupa Géz Hastanesi|Hospital investment 2011 12 52 Active
7 (Covbcming  [PRSRTmsSRpRCaL sl s & 2012 450 450 In progress
Suncity residential construction
8 |Limak Holding Residential and shopping mall construction 2012 250 25 In progress
9 |Siitag Investment in Balkanska Mlekara company 2012 13 70 Active
10 |Levidiagro Rice processing factory 2015 4 100 Active
11 |Cagatay Kablo Free Zone Skopje 1 cables production factory 2017 4 100 Active
12 |Murat Tic. Kablo Free Zone Skopje 2 cables production factory 2017 6.6 60 In progress
Total 1053 2823

Source: Processing by the author and database of MATTO.



In addition, the general effects of the FDIs, the opportunities they offer and certain measures, will be dis-
cussed.

4. General Effects of Turkish FDIs in Macedonia

From a general point of view, Turkish direct investment has a positive impact on the economic growth, employ-
ment and export. In addition to the direct effects,there are certain indirect effects. FDI affects the following
socio-economic areas: Local budgets (funds provided for basic projects, social programs, etc.), employment
and human resources (new jobs, higher fee, education, other social benefits - free meals and accommoda-
tion, transport, etc.), state regulation and public finances (taxes, customs, relations with state institutions, polit-
ical risk), infrastructure development, business activities in the region (the effect of expansion, services of for-
eign companies, development of small and medium enterprises), innovation (new technologies, products,
organization, process and marketing), environment and social responsibility of business programs etc.

In addition to the above mentioned effects, the results of statistical models, surveys and interviews will be
listed/summarized.

v Statistical models (Regression and VAR)

In order to determine the impact and effects of FDI on the key economic variables in the Macedonian econ-
omy, we created several simple models (regression and VAR) that should guide the relations between these
key variables. In order to determine the impact of FDI and exports on gross domestic product (GDP) for a
small and open economy such as Macedonia, we have made a simple regression analysis in which GDP is
taken as a dependent variable, while the total amount of FDI and the export are taken as an independent
variable. As a result of the regression analysis the impact of the FDI from different countries on GDP and
total FDI, it confirmed the conclusions on the significant impact of FDIs from countries with the largest invest-
ments on GDP, exports and total FDI, as well as the significant impact of Turkish investments on economic
activities in Macedonia. The VAR models that were designed to confirm previous claims on the impact of FDI
on exports and other economic activities of Macedonia that is small and open country proved that the growth
in FDI has significant effects on GDP and positive export growth, the impact of FDI on increasing economic
activity and well-being in the national economy.

In this regard it can be concluded that if FDI in Turkey rise by 10%, in that case there will be a rise in GDP
of 0.9%, indicating a significant correlation between these two variables.

v Survey

According to the results obtained from our survey conducted in the largest Turkish companies, investors in
Macedonia, employment has a positive impact. Only in the companies® involved in the survey approximate-
ly 2500 employees are registered, but other employees in other Turkish companies, where this figure seems
to be higher, should also be taken into account.

According to the same survey, it was determined that with these larger investments from Turkey, ethnic dis-
tribution of employees are mostly Macedonians, then Turks, Bosniaks and Albanians. Also, these companies
mostly use the Macedonian language, then Turkish and English as a internal communication language.

v Case study

The case study computes the effects of a Turkish construction company® on local government, employment
and the effect of spillovers.

94) Ramstore, Halkbank, TAV, Sutas, Cevahir Gurup, Limak, Sante plus vd.
95) Turmak AD — Skopije Branch
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Buying construction land for construction: 2.5 million euro
Tax on the sale of land (3%): 75 thousand euros

Fee for landscaping (utilities): about 5 million euros (40% Municipality of Aerodrom and 60% City of
Skopje)

Gross wages for employment (7 years): EUR 16.8 million (of which about 8 million euro are contributions
and payroll taxes). An average of about 200-250 employments.

Spillover effect for local suppliers and subcontracting services: 60 million euros
*Profit tax (10%)

These are part of the larger positive effects on the economy. On the other hand, some studies indicate no
negative effects such as the possibility for construction investors to spend the entire amount and profits in
their own home country. The general conclusion is that the positive impact occurs in the case of reinvest-
ment of profits in the country without having an outflow of profits.

v Interviews

In order to determine the impact of FDI on socio-economic development, a qualitative study was conducted
(conducted interviews and surveys with the managers of the construction companies from the Turkey and
the domestic companies).® The content of the interview and this analysis will help to determine the differ-
ences in the work and the way of functioning of local and foreign companies in order to determine the socio-
economic effects of their activity for the Macedonian economy. The analysis includes questions on manage-
ment, innovations, staff investments, employee training, corporate social responsibility, social benefits, etc.,
in order to consider, through a comparative approach, several aspects of the effects of FDI. In this direction,
the following table presents a comparison of the socio-economic effects, on one side the local and on the
other side the foreign construction companies.

Table 4. Socio-economic effects of FDIs from Turkey (case: construction companies)

Domestic Turkish companies
Immediate effect of FDI Description companies P
. (construction)
(construction)

Provide funds for basic projects partly yes, through taxes
Local gov.budget revenue

Provide funds for social programs partly Yes

New jobs yes Yes

Higher fee yes Partly

Education yes Yes

Specialization partly Yes
Employment and human Other social benefits no Yes
gesounces Free meal yes Yes

Free accomodation no Yes

Free transport partly Yes

Subvention for accomoditaion no Yes

Other no Yes

96) Domestic companies: Granit AD Skopje (in 2017 year, 76 min euro realized revenue ve 2.080 employment), Beton AD Skopje (in
2017 year 35 min euro realized revenue ve 1.095 employment), GIM; Companies from Turkey: Cevahir Gurup AD Branch Skopje

(in 2017 year 15 min euro realized revenue ve 203 employment), Limak Doo Skopje (in start year n/a), Pera Construction
International Doo Skopje (in 2017 year 6,7 min euro realized revenue ve 18 employment), Elif insaat Dooel.
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Taxes partly Yes
Customs partly Yes
State regulations - —
Relations w./ state institutions yes, good yes, good
Political risk yes Partly
Infrastructure development partly partly [possitive
Spillover effect yes Yes
Business activities in the region Developmenl of sma'l] and medi}lm Growt hthrough local
enterprises who service for foreign partly
X subcontractor
companies.
yes * a new faster building
construction methods,
. * construction a
New technologies partly underbuilding concrete and
iron pipes for seismic
stability
yes (for a first time in
I X Products yes region construction a
Zroyaion skyscraper 40 flats)
Organization yes yes
Process yes yes
yes (using new marketing
. methods, new pricing policy
Marketing partly the higher it is the more
expensive)
Environment responsibility yes yes
Social responsibility of Based on country origin and international artl s
companies experience partly y

On the other hand, Turkish companies contribute to the development of other areas of social life, such as culture,
sports, etc. Here are some examples: Limak - Macedonia is sponsoring the basketball federation, Cevahir Holding
sponsors Basketball Club - MZT, Halk Bank is a sponsor of the Balkan Volleyball Federation and the Handball
Federation of Macedonia, while D'S Damat is the general sponsor of the Macedonian football federation.

Thegraphs below show work permits and data on tourismrespectively. It is noticeable that most of the work
permits are issued to Turkish citizens, and after 2009 there is considerable growth from this aspect. Also,
according to the number of tourists and night spent in the country, tourists from Turkey are in first place.

Figure 5. 500
Work permits for Turkish citizens and tourist O g
and nights spent figures il

Source: MAKCTAT database.
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v Cost - Benefit analyse

The countries that import capital are concerned about the effect of FDI on national welfare. There are a num-
ber of benefits, but also costs associated with the flow of FDI. Based on the analysis of the situation in
Macedonia, the following SWOT analysis can be made for Turkish companies.

Strengths Weaknesses

- Tax ambient - Economic and political instability
- Achieved level of privatization and a solid level of econom- - Insufficiently developed infrastructure as a whole
ic reforms

- Not yet recognizable locations for attracting FDI

- Developed banking system - Itis located in an unstable security-political region

- Convertibility of Turkish lira - Limited natural resources

-Asolid level of higher education staff - Distrust in judicial and legislative power

- Educational staff that speaks Turkish - The size of the market

- National treatment of foreign investors - Relatively small purchasing power

- Free trade at zero or relatively low customs rates - Administrative barriers

- Existence of free economic zones - Insufficiently developed sector technological base

- Shortly needed time for company registration - Insufficient level of know-how (special managerial skills)

- Possibility to use tax benefits - Long and slow procedures for the time needed for closing

- Favorable geographical position down companies

- Access to European markets, through bilateral, regionaland - No out to sea/land covered country
multilateral agreements

- Macroeconomic stability

- High-skilled and relatively inexpensive workforce Threats

- Developed telecommunication infrastructure - Continued political crisis and stagnation of new investments

Opportunities on the market

- Perspective EU and NATO membership - An unresolved dispute with the name and uncertainty of the

-Commitment to the Government of the Republic of membership of the Republic of Macedonia in the EU and
NATO

Macedonia for creating a favorable environment for attracting
FDI - Unfavorable demographic trends and a high outflow of qual-

- Further development of the financial market, and strength- ity highly educated workforce abroad

ening of the banking sector - Serious competition from countries in the SEE region
- Investments for construction of capital infrastructure objects - Low level of reinvested capital and potential outflow of cap-

- Education reforms in line with the needs of the development ftal from FDI
sectors - Non-flexibility of the labor market (slow retraining and mis-
match of educational programs with the needs and demands

- Greater utilization of human resources (reducing the outflow o
of foreign investors)

of labor abroad)
- Inclusion in international transport and energy corridors

- Better use of existing free trade zones and establishment
of new ones

The analysis shows that Turkish companies, as well as other foreign companies, besides the advantages
and opportunities of the Macedonian economy for investment, are faced with certain problems. By removing
barriers to foreign companies and joining Macedonia in NATO and promising EU membership will provide
significant growth in investments.




5. Importance of Non-economic Factors for FDI

Some of the main non-economic factors with a significant impact on economic growth and social develop-
ment are: culture, religion, the role of the family, the class, tradition, the role of the individual, social and polit-
ical dependence, the role of government, language as a resource of human capital, factors that belong to
social pathology, etc. Some other variables are also used in contemporary economic empirical research,
such as democracy, the rule of law, the state's share of spending in the economy, legal structures, colonial
countries, the index of economic freedom, etc.

If we look back on our topic, apart from the political and economic relations between Macedonia and Turkey,
there are deep historical ties, which give rise to common interests from the aspect of culture, history, educa-
tion, science, defense, health, tourism and other areas.

FDI can also be used as a foreign policy tool to win an ally. From that aspect, in our case, we can point out
the importance and impact of FDI on deepening the relations of Macedonia with Turkey as a soft power coun-
try in the region, and this will, in particular, contribute to the strengthening and deepening of the cultural rela-
tions and other non-economic areas that could contribute to the economic development of the host country.

The Turkish ethnic community in Macedonia and the emigrants/expatriates from Macedonia in Turkey, are
strengthening the friendly relations between the two countries. Family and personal ties have greatly con-
tributed to the improvement of economic relations between the two countries.

The cooperation is intensive in the following areas: culture, history, education, science, defense, health,
tourism and others. Since 2005, Turkey, through the Turkish Cooperation and Coordination Agency (TIKA)
in Macedonia, has implemented around 950 projects worth over 60 million Euros.

According to a survey conducted in the period from 15 November to 1 December 2013 by the Macedonian
Center for International Cooperation and with the participation of the citizens of Macedonia, the results of the
poll entitled "Global Leadership and Neighboring Countries" Turkey is preferred by most "friendly country"
with a 16%. Also, on the poll "The Best Allies of Macedonia" with a rate of 16.6% of the votes, Turkey was
again ranked first.

Turkish television series, films and channels have become more and more popular in Macedonia. This has
an impact on the creation of curiosity, as well as the tourist potential for both countries. In recent years, a
growing number of people from Macedonia are visiting Turkey, learning Turkish and striving for the Turkish
lifestyle. This is especially important for their contribution to cultural diplomacy.

By 2015, within the framework of various military assistance programs, Turkey donated military equipment
worth over US $ 20 million to Macedonia. In March 2019, in the Government session of Macedonia, again,
the military financial assistance from the Turkey was placed on the agenda.

Starting from July 1, 2014, Turkish lira (TRY-949) was introduced as a convertible currency on the NBRM
exchange rate list. This situation allowed residents of both countries to make payments through Turkish lira.

6. Opportunities and Recommendations for a more Effective Partnership

In the next period in Macedonia, special treatment in stimulating should be made on metallurgy, construc-
tion, processing and certain services that are the main bearers of the country's economic growth and gross
domestic product. Macedonian companies must maintain the quality and price of the products in order to
replace the import and to perform in Turkey and other foreign markets which will contribute to the increase
in exports. Here we can emphasize that the 21st century is a time of intellectual competitiveness. Therefore,
as a dominant national interest, two demands are set before each country: the production of minds and the
creation of conditions for those minds to retain and exploit their potential. In order to achieve this goal,
besides other policies, the policies for attracting FDIs should be continued.

Turkey consistently manages to transform its cultural soft power in the Balkans into economic power. FDIs
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from Turkey have a positive impact on the socio-economic development of Macedonia. Turkish businessmen
are mostly interested in investments, but also for joint cooperation in the sectors of production of machines,
textiles, furniture, steel structures, auto parts, technology, mining, construction, tourism, health, agriculture,
and food industry. In the future, based on the Free Trade Agreement with tax exemptions and quotas for agri-
cultural products and live animals, apart from increasing the volume of trade, it will affect new direct invest-
ments in these sectors in Macedonia.

Bilateral trade schemes between the economy of Macedonia and Turkey show that increasing the volume
and quality of bilateral trade between the two countries requires two things: more inflows of foreign invest-
ments in sectors with higher added value and simultaneous economic transformation. It is also necessary a
detailed consediration in the sector of exchangeable goods and to study its comparative advantages and
competitiveness.

Apart from products in branches of traditional sectors, there is an intention of producing and exporting prod-
ucts with high added value. Especially products with halal standards can increase the trade potential, but
also the production in Macedonia. It is possible to consider the possibility of increasing the capacities of
Macedonian firms or joint production with Turkish companies and taking place on the market of products with
halal standards in the countries of the Middle East and Northa Africa. The markets of the Middle East and
North Africaare significant markets with over 400 million inhabitants.

Within the framework of the long-term strategy for economic growth and development, it would be very use-
ful to identify the sectors that will be the main force of the Macedonian economy, and thus to develop a sec-
toral strategy for such sectors. According to the chambers of commerce, the following sectors are highlight-
ed as the most important and should pay attention to: metal, metalworking, machinery and electrical indus-
try, mining, tourism and construction. This will largely have a clear message to potential Turkish investors,
but in order to have a positive impact, programs, plans and activities of the institutions of the system need
to be realistic and achievable.

Turkish companies are also developing in the financial sector, manufacturing, construction etc.. In particular,
the investment and trade should be increased in the medical sector; on the other hand, Turkish investors
should consider investment opportunities in the agriculture, insurance and IT sectors, tourism (hotels, eco-
tourism, ski resorts, etc.) in other branches of the service sector. Turkish companies should analyze invest-
ments in already existing companies in the Macedonia, as well as joint investments. Turkish investments are
not seen in strategically important sectors such as the oil industry, energy, telecommunications, for which in
the future, the opportunities, that may arise from the new market conditions, should be closely monitored.

Obviously, the advantages of the free economic zones are not used enough by companies from the Turkey
and have great potential for cooperation.

The establishment of financial and health free zones may attract the attention of Turkish businessmen.
Special economic zones for only Turkish businessmen and industrialists can contribute to increasing invest-
ment and the volume of foreign trade. Of particular importance is the possibility of deepening the coopera-
tion with the Macedonian Stock Exchange, which has recently experienced a growth of 120%.

Turkish construction companies need to focus on infrastructure projects, as capital infrastructure facilities
that have recently been realized in the country have changed the structure of the construction business sec-
tor, from residential to infrastructure construction. In particular, hydro-construction in the future will have a
great rise in the construction of hydroelectric power plants. Particular importance is given to the chance of
increasing the cooperation in various areas of the economy with special attention to the construction sector
and the establishment of joint ventures, encouraging bilateral or multilateral joint investments in their own or
in third countries.

New projects have been announced by Turkish companies for Macedonia for the near future, with the
assumption that they will reach nearly two billion euros in total investments, one billion US dollars of trade
and thousands of jobs. Turkey, in order to protect its image that has been built over the last ten years, needs



to urge, or intervene through its official institutions on companies that are launching as big potentials, and
have no feedback.

The intergovernmental Macedonian-Turkish Commission for Trade and Economic Cooperation which was
passivated in 2008 should be activated. Also, the fairs in which Turkish products are promoted will be a pos-
itive contribution. Also, as its have been announced by the Macedonian government in March, in order to
attract investments and strengthen bilateral relations, they will establish centers at the level of trade attache
in Germany, the United States and Turkey.

Turkey should follow the EU's "Berlin Process" to the Balkan countries and to take care of the policies that
are in its favor. The Berlin process was initiated in 2014 from Germany, and after Berlin this summit was held
in Vienna, Paris and London. At the Western Balkans Summit in Trieste, held in July 2017, apart from the
political integration of the region, the European Union aims to integrate the Western Balkan countries eco-
nomically into a regional economic community in the fields of energy, transport and infrastructure. Also, stan-
dardization, homologation, trade union and digitization are the few global challenges that need to be taken
into account. The Berlin process aims to create a framework for promoting relations between the countries
of the region in order to achieve economic development and growth, ie to achieve accelerated reforming
progress in the interest of faster integration into the EU.

In this way, Turkey to be successful need to revising its medium and long-term investment policies which can
help to be one step ahead of other international actors in the region (EU, USA, Russia and China).

At the SEECP summit in Istanbul in June 2010, the Turkish Republic's desire to make the region "a center
for infrastructure, transport energy projects and financial transactions" was expressed. The future strategic
projects of the transport corridors (8 and 10), the Turkish Stream, the Silk Road, etc. will be very important
in the next period for Macedonia. All this makes the Turkey an extremely important economic strategic part-
ner for Macedonia. At the same time, the space occupied by Turkey is an important energy corridor and a
terminal for Europe. Therefore, in all future plans and decisions, we should anticipate the strength and poten-
tials of this geopolitical and geoeconomic space. Also, special attention should be paid to transport. China's
16 + 1 initiative (+ Greece) offers great perspectives for Macedonia. China's ambitious project The silk road
(worth 124 billion dollars) is connecting the East with the West and offers free flow of goods and investments,
as well as financial cooperation where Macedonia and Turkey benefit.

Of particular importance are the investments in the Balkan road and rail infrastructure with the ultimate goal
of connecting all the major cities, economic centers and main seaports in the region and creating conditions
for greater economic development.

With the development and investments in aviation, there will be an additional positive impact on the econom-
ic relations between Macedonia and Turkey.

Various programs are under consideration to support the development of economic cooperation. Of particu-
lar importance are the loans from Eximbank, the convertibility of Turkish liras, and others. In particular, the
terms of the loans from Eximbank should be revised taking into account more favorable loans from other
governments and financial institutions in order to become more competitive. Also, in the forthcoming period
depending on the value of the Turkish lira, the flow / outflow transactions between the two countries may
increase.

Turkey, in the Macedonian economy, plays the role of a regional power center, a tourist center, a source of
investment and the successor to the country's important historical heritage.

The Macedonia, as a small, open economy, in order to maintain long-term growth should continue to sup-
port attracting FDIs, but the support and export orientation of domestic companies is certainly important as
wel. The human connection, cultural interactions and trade interaction relations between Macedonia and
Turkey are very important to be kept.
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7. Conclusion

The good political and legal framework for economic relations between the two countries is fairly well estab-
lished, but improving the economic sphere is lagging behind the political sphere and is taking away a longer
period of time.

Also, Turkish investments in Macedonia positively (directly and indirectly) affect the socio-economic devel-
opment of the country.

It can be concluded that economic cooperation and relations between the two countries are going up and
that there is great potential for cooperation that has not yet been used.
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