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Abstract

In this study, the relationship between income inequality, remittances and economic growth in Turkey are ana-

lyzed using the annual data for 1977-2014 period. The ARDL method and Granger causality tests are used for

this analysis. The empirical findings of the research suggest that the series are cointegrated and they move

together in long-term. Also, income inequality and international remittances contribute to economic growth both

in the long and short-term. The results of the Granger causality test show that there is a unidirectional causali-

ty running from economic growth to remittances and from remittances to income inequality. 

JEL Code: O11, O15, D13.

Keywords: Income Inequality, Remittances, Economic Growth, ARDL Bounds Testing.

INTRODUCTION

In recent years, migratory movements are taking place all over the world. People leave their countries in the
hope of better job opportunities and quality of life (Koechlin and Leon, 2007). The phenomenon of migration
and remittances that migrants send to their families and friends living in their country of origin attract more
and more attention from researchers and policy makers every day. Remittances are one of the major sources
of foreign exchange in less developed and developing countries, which generally have insufficient financial
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resources for investment. In this globalizing era, the relationship between income inequality, international
remittances and economic growth, along with the increasing of the labor mobility, has become a major
debate for policy makers and development economists. Despite the economic growth, poverty and the gap
between the rich and the poor (Easterly, 2001) still exist not only in less developed countries, but also in the
developed world (Gaston and Rajaguru, 2009). Although there are many other factors, with globalization,
labor force, the stage of economic development (of international labor market) and international mobilization
are the most important factors influencing income inequality (Dreher et. al., 2008).

Remittance flows have proven to be a stable source of capital for developing countries because they are a
reliable source since they do not depend on the same external factors as other private capital flows. In the
literature, it is difficult to find consistent sources on the relationship between remittances and income inequal-
ity. Some empirical evidence show that international remittances have positive impact on income inequality
(Stark et al., 1988; Taylor and Wyatt, 1996; Adams, 1989; Rodriguez, 1998; Lerman and Feldman, 1998;
Adger, 1999), while others suggest that international remittances indeed reduce the income inequality
(Barham and Boucher, 1998; Ahlburg, 1996; Handa and King, 1997; McKenzie and Rapoport 2004).

There are also important studies examining the effects of economic growth on income inequality (Bahmani-
Oskooee et al., 2008; Meschi and Vivarelli, 2009; Roine et al., 2009; Shahbaz, 2010). Theoretically, more
economic growth helps to reduce income inequality. Moreover, globalization is considered as an accelerat-
ing channel to promote economic growth that will ultimately balance income inequality. At the same time, this
situation has led many researchers to investigate the Kuznets hypothesis, that is, the inverted U-shaped
hypothesis. Kuznets (1955) stated that income per capita may increase income inequality at first, but later
on, with the increase in incomes, the level of income inequality would eventually decrease. However, the
number of studies examining this hypothesis at macro level is limited.

The trend of international remittances in Turkish economy is presented below. Remittances increased from
$ 1.8 million in the 1980s to $ 2.8 million in 1990 and to $ 5.3 million in 1998. The amount in 2003 is about
$ 700 thousand, and in 2014, the amount is $ 1,7 million.

Figure 1: 

Flow of International Remittance, Turkey,
1977-2014.

Source: World Bank, 2016.

The purpose of this study is to examine the dynamic relationship between international remittances, econom-
ic growth and income inequality by using time series data. This relationship is based on the view that immi-
gration process is costly in the early stages, as the possibility of migration is limited by networks and infor-
mation. For this reason, remittances will primarily benefit high-income migrant families, thus increasing
income inequality. As the networks expand over time and as information moves toward social strata, low-
income households will also have the opportunity to migrate, which will eventually contribute to a reduction
in income inequality (Peterson, 2012). Our contribution with this paper is that out analysis is country specif-
ic. The availability of limited time series data at the macro level (Koechlin and León, 2007; Meschi and
Vivarelli, 2009) has led researchers to use only panel and cross sectional estimation methods. However, the6
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results of cross country studies have failed to address issues of how changes in income inequality affect the
economic growth of that country (Forbes, 2000). Adams (2004) strongly advocated that due to the limitations
of cross country studies, income inequality in a country and the effect of international remittances on eco-
nomic growth should be examined using time series data. In this context, the number of studies examining
the relationship between income inequality, remittances and economic growth is limited, except for the evi-
dence provided by cross country analyzes (Qureshi and Wan, 2008).

In the literature, there is no empirical study on this subject in the country and period examined. In this con-
text, the study is expected to contribute to the literature. In the second chapter of this study, which examines
a current issue, a literature review is given. Thereafter, empirical analysis is presented. Finally, policy sug-
gestions are made considering the findings.

Literature Review

In the literature, the relationship between remittances and income inequality, as well as the relationship of
economic growth and income inequality, is generally examined within three groups of studies. The first group
of studies focus on the relationship between economic growth and income inequality. These studies suggest
that the effect of income inequality on economic growth may be positive or negative. However, a large num-
ber of studies support the view that the effect of income inequality on economic growth is negative (Hsing,
2005; Jong, 2010; Castelló-Climent, 2010; Herzer and Vollmer 2012; Binatli, 2012; Zouheir and Imen, 2012).
On the other hand, some other studies suggest that income inequality has a positive effect on economic
growth (Li and Zou 1998, Galor and Moav 2004, Frank 2008, Pede et al., 2012).

The second group of studies research the relationship between remittances and income inequality. The study
of Adams (1991) in Egypt and Rodriquez (1998) in the Philippines shows that the international remittances
have a positive effect on income inequality. Similarly, Lerman and Feldman (1998) find that international
remittances tend to increase income inequality. Nguyen (2008) applied a fixed effects regression model to
examine the effect of international remittances on income inequality. According to the results of the empiri-
cal study, in Vietnam, international remittances have improved the income and consumption of households
receiving the remittances, but in general, income inequality has increased. In addition, Acosta et al. (2006),
show that international remittances, even on a smaller scale, actually reduces income inequality as in the
case of Latin America and Caribbean. Waheed and Shittu (2012) used the data of the Nigerian economy to
examine the effects of (local) international remittances on income distribution. They have reached the con-
clusion that international remittances reduce income inequality, and that local remittances improve income
distribution due to the enriching effect of education. Acharya and Leon-Gonzalez (2012) conducted a Living
Standards Measurement Survey (LSMS) panel in Nepal to investigate the relationship between internation-
al remittances and income inequality. Their conclusions reveal that international remittances reduce poverty
but worsen the income distribution.

The third group is based on the researches that explores the dynamic relationship between international
remittances, economic growth and income inequality, and it is the combination of the previous two groups.
The only research conducted in this group is done by Shahbaz et al. (2014) in Pakistan sample. The dynam-
ic link between international remittances, income inequality and economic growth has been examined in the
study. The findings suggest that income inequality and international remittances increase economic growth.
Also, a bidirectional causality exists between income inequality and economic growth. The same is valid for
the relationship between remittances and income inequality.

Data and Method

In this study, the relationship between income inequality, remittances and economic growth in Turkey are
analyzed using the annual data for 1977-2014 period. Income inequality data is obtained from the
Standardized World Income Inequality database, while remittances and economic growth data are obtained 7
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from the World Bank database. In this respect, the stationarity of the series is initially tested by the
Augmented Dickey Fuller (ADF) method. The existence of cointegration between the series is examined via
Pesaran et al. (2001) bound testing approach for long and short-term relationships. Furthermore, the exis-
tence of a causal relationship between the series is examined via Granger causality test.

In determining the relationship between the variables, an econometric method developed by Pesaran et al.
(2001) is applied. This method, called the bound test (ARDL), is considered to be more flexible and practi-
cal when compared with Engle-Granger (1987), Johansen (1988) and Johansen and Juselius (1990) meth-
ods. One of the constraints of the mentioned methods include that the series in the model are not stationary,
and they have to be made stationary by taking their difference. However, there is no such constraint in ARDL
approach. That is, series included in the model can be stationary at different levels (Tang, 2003: 421).
Besides, ARDL gives better results in small samples (Pesaran and Shin, 1997: 1-23). In addition, while endo-
geneity is an important problem in other approaches, in the ARDL approach, it is less important (Jalil, 2012:
311).

In the model used in the study, the work of Shahbaz et al. (2014) is followed. In this direction, the related
model can be expressed as follows:

GDPt = βo + β1 GINIt + β2 REMt + εt (1)

In the equation, GDP, GINI, REM and εt represent economic growth, income inequality, remittances and

error term, respectively.

Prior to the bound testing approach, applying the unrestricted error correction model (UECM) is required.
After that, the bound test can be carried out. Peseran et al. (2001) stressed that in order for bound test to be
valid, there should be no problems such as variance or autocorrelation in the unrestricted error correction
model. The model created in this direction is formulated below.

(2)

The expressions of the independent variables shown in the equation are the same as those of the equation 1.
In addition, m represents optimal lag length, and D represents the differential operator.

The lag length to be used in the ARDL model is important for both long-term and short-term analysis. In the
study, the optimal lag length is tried to be determined according to the Akaike Information Criterion (AIC).
Considering that the series are annual, the lag limit is set to a maximum of four.

In the bounds testing approach, H0: a4 = a5 = a6 hypothesis is tested. The acception or rejection of this
hypothesis is determined via F-test, and it is compared to the table showing lower and upper critical values
by Pesaran et al. (2001). If the sample is small, the critical values in the Narayan’s (2005) study can be taken
into account. If the value calculated is above the critical value, it is determined that there is cointegration rela-
tionship between the series. If the calculated value is between two critical values, the cointegration relation-
ship cannot be interpreted.  If the value is below the lowest limit, then the series are not cointegrated (Morley,
2006: 73).

Cointegration analysis examine the series that move together in long-term. If the series are moving togeth-
er in long-term, whether a deviation is eliminated or not is determined via error correction model (Tarı, 2011:
435). In other words, the error correction model shows how long does it take for the series to converge after

8
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a deviation emerges (Jalil, 2012: 312). However, the error correction model may not function all the time
(Tarı, 2011: 435).

Short-term analysis between variables is studied with ARDL error correction model. The model is adapted to
the study as follows.

(3)

In the equation, ECT represents the error correction term. The error correction term (ECTt1) expresses the

lagged values of the error terms obtained in long-term. The error correction term gives information about how
much of the deviation between the series will improve after a period. In addition, it is also possible to calcu-
late the number of periods after which the deviation will be eliminated by taking into account the relevant
coefficient.

The existence and direction of the interaction between economic variables can be demonstrated by the
Granger (1969) test. The variables subjected to this test are not separated as dependent or independent.
The Granger causality test is performed through the following models.

(4)

(5)

At this point, it would be useful to explain the equations discussed above. In the equation 4, when the past
values of Y are added to estimation of X, and if this contributes the performance of prediction of X, then it
means that Y affects X. The same condition is also valid for equation 5.

The hypothesis for Granger causality test are as below:

Ho: There is no causal relationship from Y to X.

H1: There is causal relationship from Y to X.

Empirical Analysis and Findings

Before applying ARDL approach and Granger causality test, some preliminary tests related to the variables
are performed and the stationarity of the series is checked.

Unit Root Testing

After the Augmented Dickey Fuller test, it is determined that the series are not stationary in their levels, but
they become stationary after taking their first differences. Therefore, the ARDL model is justified. The find-
ings are reported in Table 1.

9
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Table 1: Results of Dickey Fuller (ADF) Unit Root Test

Variables ADF Significance Level

Test Statistics %1 %5 %10

GDP -2.85(0) -4.27 -3.55 -3.21

GINI -2.54(0) -4.28 -3.56 -3.21

REM -1.75(0) -4.27 -3.55 -3.21

DGDP -5.17*(2) -3.66 -2.96 -2.61

DGINI -3.44*(1) -3.66 -2.96 -2.61

DREM -4.45*(3) -3.66 -2.96 -2.61

Note: Fixed model is preferred in determining the unit root. Below the ADF test part, the values in parenthesis denote

optimal lag length of the variables determined according to Schwarz Information Criterion; and * denotes the stationari-

ty at 1% level of significance.

Cointegration Analysis

In order to carry out the cointegration test, initially, UECM (Unrestricted Error Correction Model) in the equa-
tion 2 is estimated. In this context, the F statistic of the model estimated is compared with the critical values
of Peseran et al. (2001) and Narayan (2005). The findings are reported in Table 2. 

Table 2: Results of the Bound Testing

k F-statistic Critical Pesaran et al. (2001) Narayan (2005) Decision

Critical Value Critical Value

Values Lower Upper Lower Upper

Limit Limit Limit Limit

%10 2.63 3.35 4.13 4.89

2 5.08* %5 3.01 3.87 5.06 5.93 There is 

%1 4.13 5 7.09 8.26 cointegration.

Note: * denotes 1% level of significance. The critical values represent the critical values calculated for Case III, k=2

that takes place in the studies of Pesaran et al. (2001;300) and Narayan (2005;1988). Since the study is carried out

with UECM annual data, the maximum is “3”. Also, the results of the estimation are obtained according to Schwarz

Information Criterion (SIC).

Long-Term Analysis

After the findings obtained, the long-term relationship is estimated via ARDL (Autoregressive Distributed Lag)
model. As a result, it is found that the optimal lagged long-term ARDL model is (1,0,0) model, and the find-
ings are presented in Table 3.

THE NEXUS BETWEEN INCOME INEQUALITY, INTERNATIONAL REMITTANCES AND ECONOMIC ...
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Table 3: Estimation of ARDL (1,0,0) Model and Long-Term Coefficients

Variables Coefficient t-statistic Probability

LNGDP t - 1 0.393 3.044 0.000

LNGINI -1.064 2.714 0.034

LNREMI -0.433 2.184 0.431

C -4.223 -2.671 0.257

Long-Term Coefficients

LNGINI 4.490 -3.619 0.000

LNREMI 0.714 2.755 0.000

C -6.960 -3.551 0.000

Diagnostic Tests

R2= 0.97 F stat.= 289.49 (0.00)  2
BG= [1.38] (0.40) FRR= [0.11] (0.60)

Ṝ2= 0.97 DW = 2.005  2
JB = [17.91] (0.00)  2

BPG=[3.22] (0.04)

Note: In the diagnostic tests, DW, BG, RR, JB and BPG denote Durbin-Watson statistics, Breusch-Godfrey autocorrela-

tion test, Ramsey model specification error, Jaque-Bera normality test and Breusch-Pagan-Godfrey heteroskedasticity

statistics, respectively. Values in parenthesis show the probability values.

The diagnostic tests applied to the findings are presented at the bottom of Table 3. It is shown that the model
is quite acceptable. In long term, the effect of income inequality and remittances on economic growth is pos-
itive and statistically significant. CUSUM tests of the model also show that the regression coefficients are
consistent (Figure 1-2).

Figure 1:

CUSUM Test

Figure 2:

CUSUM Q Test

Short-Term Analysis (Error Correction Model)

CEA Journal of Economics
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After determining the series are cointegrated in the long-term, short term analysis is carried out. The results
of the error correction model estimation revealed that the most convenient model is (1,0,0) model. The
results are reported in Table 4.

Table 4: Estimation of ARDL (1,0,0) Model and Short-Term Coefficients

Variable Coefficient t-statistics Probability

DLNGINI 1.012 1.815 0.043

DLNREM 0.430 1.635 0.885

C 0.000 0.017 0.986

ECT t - 1 -0.637 -6.196 0.003

Diagnostic Tests

R2 = 0.65 F stat.= 3.34 (0.00)  2 
BG = 1.29 [3] (0.25) FRR = 2.03 [1] (0.03)

Ṝ2 = 0.59 DW= 1.23  2 
JB = 3.43 (0.05)  2 

BPG = 3.04 (0.87)

Note: In the diagnostic tests, DW, BG, RR, JB and BPG denote Durbin-Watson statistics, Breusch-Godfrey autocorrela-

tion test, Ramsey model specification error, Jaque-Bera normality test and Breusch-Pagan-Godfrey heteroskedasticity

statistics, respectively. Values in parenthesis show the probability values.

The coefficient of the error correction term is negative and statistically significant. In this context, it is seen
that the deviation between the series would be eliminated after approximately 2 periods (1/0.63). Also, the
diagnostic tests show that the model is acceptable.

Granger Causality Test

The findings obtained through Granger causality analysis are reported in Table 5. The findings suggest that
there is a unidirectional causal relationship running from economic growth to remittances, and from remit-
tances to income inequality.

Table 5: Results of Granger Causality Test

Direction of Causality F Statistics Probability Value Decision

DLNGINI =>DLNGDP 0.120 0.883 There is no causality.

DLNGDP=> DLNGINI 0.235 0.798 There is no causality.

DLNREM=>DLNGDP 2.170 0.132 There is no causality.

DLNGDP=>DLNREM 5.023 0.011** There is causality.

DLNREM=>DLNGINI 2.680 0.082*** There is causality.

DLNGINI=>DLNREM 1.013 0.372 There is no causality.

Note:  Optimal lag length is determined as 1 considering FPE, AIC, SC and HQ criterion. *, ** and *** 

denote level of significance of 1%, 5% and 10 %, respectively.
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Conclusion

Recently, the phenomenon of remittances has started to catch the attention of researchers and authorities.
This paper analyzes the dynamic relationship between income inequality, international remittances and eco-
nomic growth in Turkey for the 1977-2014 period. According to our results, in short and long-term, income
inequality and international remittances stimulate economic growth. The results of the Granger causality test
suggest that there is a unidirectional causality running from economic growth to remittances, and from remit-
tances to income inequality. Our findings are consistent with the study of Shahbaz et al. (2014).

This study presents several suggestions for policy makers. Despite the gradual increase in per capita
income, widening gaps in income inequality is present in Turkey.  However, the role of economic growth in
reducing the inequality is less convincing in the sample of Turkey. Since wealth is not well-distributed in the
country, a policy reform that modifies the tax structure and ensures the poor can utilize the benefits of the
economic growth equally is required. Remittances may affect economic growth directly or indirectly through
different channels and different directions. The findings of this research present that remittances affect the
growth positively. Therefore, the remittance recipient households contribute growth process by creating
human capital through education and health expanses, by forming multiplier effect through consuming more
or by making investments through savings.
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Abstract

This paper gives an overview of the public procurement system in Macedonia as well as the experience of its

operation since 2007 until 2017. The paper is based on the documents from the relevant Macedonian state bod-

ies, SIGMA, EU progress reports and Civil Society Organizations (CSO) that are operating in the field of the

public procurement. We present the institutional and legal aspects as well as the experience with the operation

of the public procurement management and the proper remedy bodies. We also touch the aspects of corruption

and the public procurement experience in Macedonia.2

Key words: Public procurement system, corruption, remedy bodies in public procurement, ‘Skopje 2014’ proj-

ect. 

Introduction

The public procurement (PP) in Macedonia has been developing since 2007 and it was confirmed by SIGMA
2016 report and EU progress report from 2015 that the Law on Public Procurement (PPL) is broadly aligned
with the acquis”. Namely, the Law on Public Procurement was adopted at the end of 2007, and entered into
force on 1 January 2008. The PPL also regulates the legal protection in the procedures for awarding public
procurement contracts, as well as for concessions and public private partnership.3

Further, the EU progress reports from 2015 and 2016 and the SIGMA 2016 report also noted that the level
of alignment has been reduced through frequent amendments of the PPL since 2013. The country has not
yet achieved alignment with the EU Directive on Defence and Sensitive Security Procurement or the 2014
EU rules on public procurement. The generalised use of the 'lowest price' criterion and the obligation for con-

2) Some Information in this paper were collected for the purpose of the action called “Strengthening National Integrity Systems in the

Western Balkans and Turkey, and tracking developments of anti-corruption efforts” (EC Reference: CN 2014/339-583) imple-

mented by the PSD: http://psd.hr/. 

3) For the concessions and public private partnerships there is a separate Law on concessions and pubic private partnerships. 
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tracting authorities to obtain approval from the Public Procurement Council (PPC) in case they wish to use
non-price criteria when awarding contracts is not in line with the acquis and has detrimental effects on the
quality of the offers. Keeping records on professional misconduct by businesses and excluding them from
future tenders is equivalent to 'black-listing' and not in line with European Court of Justice case-law (EU
progress report 2015). In 2017 the Government made a decision to cancel the PPC.

In 2015 EU report, it was emphasized also that Macedonia is moderately prepared for “EU rules ensure pub-

lic sector procurement of goods and services in any Member State is open to all EU companies on the basis

of non-discrimination” and that it is particularly vulnerable to corruption. Further, it was noted in 2015 EU
Progress report that: “Some progress was achieved, especially through the mandatory use of e-procure-

ment, but recent amendments to the procurement law reduced the level of alignment with the acquis. More

efforts are needed to prevent corruption during the procurement cycle.  Significant efforts are needed to

ensure an efficient and effective public procurement regime.  Allegations of serious conflicts of interest and

abuse of public office have not yet been investigated. In the coming year the country should in particular:

l increase the transparency of public spending by publishing real-time information on all public procure-

ment contracts;

l remove inconsistencies with the acquis including on blacklisting companies, conditions for using award-

ing criteria; ensuring harmonisation with EU procurement rules on defence and security as well as the

2014 EU procurement Directives, especially on concessions;

l ensure that reports of irregularities are properly investigated.” 

Institutional and legislative set up of Macedonian public procurement system 

The PPL in Article 1 regulates the manner and procedure for awarding public procurement contracts and the
competences of the: 

l Public Procurement Bureau (PPB), 

l Public Procurement Council (PPC). Cancelled in 2018, 

l State Appeals Commission upon Public Procurements (SACPP). 

Related to the e-procurement, the Electronic System for PP (ESPP) was set up and running in 2006 in
Macedonia (part of a pilot project of the USAID e-government project) as an application for electronic sub-
mission of tenders. At the beginning it was used only by several contracting authorities as a pilot project, but
in the course of time its scope was extended to all contracting authorities. In 2008 the web information sys-
tem was prepared by the PPB for publication of contract notices and contract award notices and ESPP was
upgraded at same time with e-auction module. Finally, in 2012 the two systems integrated into one ESPP
system. Nowadays, ESPP is unique centralized system for public procurement that is being used by all con-
tracting authorities in Macedonia, through which it is possible to fill and to publish the contract notices for
awarding public procurement contracts,  calls for bids, notifications for concluded contracts, records for a bid-
seeking request, annulment of procedures, implementation of procedures for awarding public procurement
contracts using electronic means (use of electronic equipment for processing and storing data) as well as
conducting auctions. In accordance with the new provisions of the PPL, the contracting authority is obliged
to conduct the open procedure, the restricted procedure and the procedure with a request for collection of
offers for use of electronic means through the electronic system for public procurement: at least 30% from
the announced notices from January 1st 2016, at least 50% of the announced notices from January 1st 2017
and in 100% of the announced notices from January 1st 2018. 
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However, the EU progress report from 2015 stated that the obligation for contracting authorities to obtain
consent from the PPC before publishing a contract notice gives them access to specialised expertise when
drafting terms of reference but makes the procurement process more complex, expensive and time-consum-
ing. The challenges are two dimensional. First, the PPC as an institution lacks specialized professional at a
level to perform as expert pool for the contracting authority and second, the contracting authorities in order
to avoid the complex nature of the institutional set up of the PP with the PPC are choosing not the value for
money principle i.e. the economically most favourable offer in PP but simply go for the lowest price criteria
for selection of the operator in order to avoid the procedure with the PPC. As an illustration of the lack of
human capacity at PPC and possible lack of specialized expertise, as the PPC staff needs to decide upon
complex and diverse subjects, we illustrate the fact that the average number of cases per day per member
of the PPC was 13 in 2015 and 11 in 2016 (or monthly this is 270 cases per month per member of PPC to
decide in 2015 or 223 cases per month per member of PPC to decide in 2016). 

As for the lowest price it is a mandatory criteria and the economically most preferred offer criteria should be
used as an exception (as of May 1st, 2014 amendments to the PPL). Since than the economically most pre-
ferred offer criteria announcements dropped dramatically from 584 in 2014 (first half of 2014) to only 17
announcements in 2015 (compared to 18,404 with the lowest price as single criteria in 2015) and only 16
announcements in 2016 (compared to 18,404 with the lowest price as single criteria in 2016) which makes
less than 0.1% of economically most favourable offer criteria announcements in 2015 and 2016 (PBB 2015
Annual report). For comparison, in 2011 the economically most favourable offer criteria were used in 36% of
the cases and 56% in 2010. In 2008 the economically most favourable offer was used in 84% of the cases. 

The EU progress report also noted in 2015 that there is insufficient cooperation between the PPC and the
PPB. It seems that the very purpose for establishing the PPC which is increased efficiency in the PP in
Macedonia was undermined with the very PPC. This statement was also supported with the latest State Audit
Office of Macedonia (SAO) performance report from 2017 on the PP in Macedonia where literary it was stat-
ed (p.2 and p.3): “…the mandatory use of the lowest price as the only criteria for selecting the best offer com-

bining with the obligation to ask for permission from the PPC, diminishes the real competition of quality offers

and have impact on the quality of the gods and services procured by the contracting authorities as well as

upon the quality of the services provided by the public sector”. 

The Civil Society Organization (CSO) Center for Civil Communication monitoring the PP in Macedonia has
also highlighted the additional burdens, both administrative and financial, on the operation of the PP system
and has also reported on problems arising from the decision – making of the PPC. For example, in their
report from number 28 from May 2017 they report on page 4 that in 2016 the contracting authorities paid 1.8
million Euros to the PPC for more than 16 thousand requests for consent (or 3.3 million euros in 2015 which
was 0.29% of the total value of procurement in 2015). Further, the SIGMA report through the questionnaire
concluded that: “…The average time the contracting authorities spend on the preparation of the approval

process takes more than 20 days (not including the preparation of tender documents). This time equals or

is longer than the average duration of the simplified procurement procedure, counting from the publication

of the contract notice up to the conclusion of a contract.” 

Also, the efficiency that was expected for the PPC to bring did not happened because the total number of
appeals submitted to SACPP did not decreased. However, in 2015 the total number of appeals against deci-
sions of contracting authorities has increased while the proportion of appeals accepted by the SACPP has
increased significantly (39.02 % of appeals were grounded in 2015 while in 2014 it was 29.78 % and 31.06%
in 2013) thus, indicating possible discrimination and favouritism on the market. The SACPP developed the
latest Strategic plan for 2016 where it recognizes the need for quality and transparency by enhancing the
capacity of the human resources, improving the website and other. Here again, there is no overall supervi-
sion of implementation, reporting mechanisms, budget and detailed timeline for implementation of the
Strategy.
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Related to the strategic development of the PP system a Strategy for developing the public procurement sys-
tem from 2013 has been developed but includes only the strategic priorities of the Public Procurement
Bureau. However, there is no overall supervision of implementation, reporting mechanisms, budget and
detailed timeline for implementation of the Strategy. 

Public procurement management

Not much has been done to control for corruption in Macedonia in general and there is no centralized inspec-
tion system to monitor the contract award process in the PP system in Macedonia more specifically. The sys-
tem of corruption control relies on the State Commission for Protection of Competition and the SAO but the
SAO carries annual audits as per their annual program and internal criteria and as per the resources they
have, thus, there is no central competent body to supervise the implementation of legal provisions on pub-
lishing and completing public procurement plans in Macedonia on regular basis. 

In this regards, even though the possibility for e-auction for economically most favourable was made avail-
able in 2011 providing for increased transparency in the PP and even though the contracting authorities are
obliged to prepare annual plans for PP4 still, the contracting authorities are not obliged to publish the pro-
curement plans publically and not to mention that the annexes are not drafted until after contracts have been
awarded and are not included in the ESPP.5 Even though the ESPP is in place and it provides for transparen-
cy, still the upgrade to include changes in contracted amounts and linking annexes to contracts is not com-
pleted. On the other hand, the mandatory use of e-auctions is not only not in line with the acquis, but also
seems to hinder the procurement system (EU progress report 2016). Also, detailed requirements prevent
competition in tenders and tender requirements remain too complex for small and medium-sized enterpris-
es to participate (EU progress report 2016). 

The existence of adequate management of public procurement plans provide opportunities for market pro-
tection mechanisms to react on detected anomalies. It is not enough for the contracting authorities to only
prepare the procurement plans but to publish them transparently because timely published public procure-
ment plans allow the economic operators predictability in the market and to conduct preparation for partici-
pation, higher probability for participation in the tender and in long run it can provide for more competition
and more efficient market economy.

Related to the integrity of the system, existing of effective mechanisms to monitor the government agents in
charge of the process and constraining particularistic manner and favouritism in allocating the public
resources the EU progress report 2015 also reports insufficient cooperation between PPB and State
Commission for Protection of Competition and the State Commission for Prevention of Corruption undermin-
ing the way that procurement principles are implemented and the fight against corruption. Namely, it is stat-
ed in the Annual PPB report for 2015 that the State Commission for Protection of Competition years in a row
are sending information to the PPB that there are no serious allegations or irregularities related to the PP in
Macedonia. The PPB is literary stating on p. 35 that: “…the information we get are not fully corresponding

with the facts and the conditions and the information that we receive from the economic operators illustrate

that they appeal to unrealistic low prices or hindering competition…”.

Even in the Strategy with priorities for further development the public procurement system from 2013 from
the PPB, it is only declaratively stated on page 19 that: “PPB can contribute with exchange of information
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4) Article 26 of the PPL where it is stated: On the basis of determined sources of financing, the contracting body shall adopt a pro-

curement plan covering its total procurement needs for the current year by types of goods, services and works. The contracting

body shall adopt the plan by the end of January of the current year but it can make modify it during the year in accordance with

the planned and provided funds for public procurement, as per the PPL.

5) Note however, that the PPB sent recommendation to contracting authorities to publish their annual public procurement plans on

their web sites with aim to increase the transparency in the procedures for public procurement on 17th of December 2015. 
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and techniques on how to detect cartels in public procurement cases in cooperation with the Commission for

Protection of Competition” also that “… the PPB should analyse the annual reports of the State Appeals

Commission and make necessary amendments to the Law on Public Procurement to strengthen the compe-

tition aspect”. Finally it recognizes that “…a guideline should be issued for economic operators on how to

complain against illegal behaviour of contracting authorities in such cases”. Such a Guideline was prepared
in 2016. In the Guideline it is emphasised that the corruption was recognized with the Law on fighting cor-
ruption and that the main institution to fight corruption in Macedonia is the State Commission for Prevention
of Corruption established in 2002. The Guideline is very shallow and doesn’t have any practical value
though. 

Further, in the same Strategy it is said that there is a need for strengthening the material and staff conditions
for more efficient operation of the State Appeals Commission (number of staff, training, and budget). 

For the Commission for protection of competition it is stated that it should together with PPB develop a guide-
line on detecting cases of collusion in public procurement. Such a Guideline was prepared in December 2014
following the principles of Organization for Economic Cooperation and Development (OECD) (as stated in
the Guideline p.2). In the Guideline it is emphasised the roles of the Commission for Protection of
Competition: finding and sanctioning illicit contracts, finding and sanctioning dominant positions and assess-
ing concentration in the market. Again, this Guideline is very shallow and doesn’t have any practical value
though.

Legal protection of bidders in public procurement procedures and remedies body 

Legal remedy mechanisms are established to protect participants in public procurement procedures (bid-
ders/competitors), therefore, their performance depends on the overall competitiveness of the system. In
Macedonia the competent body for legal protection of participants in public procurement procedures is the
SACPP.

Related to the SACPP in 2014, it upheld complaints in 66 of the 575 cases it reviewed (11%) and the court
delivered 66 judgments on cases brought against decisions of the commission, ruling against it in 13
instances (27% as per SACPP Annual report for 2014 and increased compared to 2013). In 2015 the SACPP
upheld complaints in 91 of the 610 cases (15%) it reviewed and the court delivered 66 judgments on cases
brought against decisions of the commission, ruling against it in 24 instances (26% as per SACPP Annual
report for 2015). This high rejection rate remains an issue of concern as per the EU progress report 2015.
On implementation capacity, the capacity of the SACPP and the court to deal with an increasing number of
appeals needs to be strengthened. Even though the President of the State appeal commission on public pro-
curement is elected by a Decision of the Assembly of Republic of Macedonia still appointments to SACPP
need to be freed from political interference and improving access to the commission’s decisions would
increase transparency (EU progress report 2015). 

Related to the PPC, in 2014 (it started operation in May 2014) until end of calendar 2014 the PPC received
5,963 requests for consent and it turns down 2,989 (50%). Contracting authorities complaining to the SACPP
upon PPC decision were 110 in 2014 and the SACPP ruled against the PPC in 24 of the cases (22%). In
2015 and 2016 there were 19,407 and 16,068 requests consequently submitted by the contracting authori-
ties. The average time for issuing consent decreased from 13 days in 2014 to 8 days in 2016. In the period
May 2014-April 2017 there were total of 256 complaints against the PPC and in 54 cases (21%) the ruling
was against the PPC. Still in 2016 again, the EU states that the implementation capacity of the SACPP and
the courts needs to be strengthened and appointments freed from political interference (EU progress report
2016).
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The supervising body of PP in Macedonia

The competent body to supervise the implementation of regulations linked to public procurement in
Macedonia is PPB. PPB in Macedonia enforce procurement legislation and the standards set by law, and
conducts the administrative checks/investigations in contracting authorities. PPB on their website emphasis-
es that the main functions are to: regulate, advice, train, monitor and develop the PP in Macedonia. The
Director is appointed by the Government on proposal of the Minister of finance for 4 years and it is respon-
sible in front of the Minister and the Government for her/his work. 

PPB have developed Risk Management Strategy as of March 2017. Further, the risk of the conflict of inter-
ests of the Director of the PPB is regulated with the Law on prevention of conflict of interests. In cases when
there are suspicions for existence of conflict of interest, the responsible person of the contracting authority,
persons in charge of the public procurement, including the members of the commission for public procure-
ment, should be exempted from the decision making on the specific public procurement. In the procedure
for granting a public procurement, the president, the vice president, members and vice members of the com-
mission for public procurement are obliged to sign a statement for absence of conflict of interest. These
statements represent a mandatory document of the tender procedure. 

The system of PP in Macedonia is such that each tender documentation has to be published on the elec-
tronic system for public procurement and this is obligatory for each contracting authority. The system itself
doesn’t allow publication of a call for public procurement without publishing the complete tender documen-
tation. On the other side there is no obligations to publish the public procurement contract in an appropriate
register under the PPL. The PPL in Macedonia doesn’t prescribe sanctions if there are:

l Departure in the technical specifications in the tender for competition from those described in the con-
tract

l Concluding a contract which deviates from the technical specifications described in the tender competi-
tion

l Violation of prescribed deadlines by the contracting authority.

In that regard it is indicative to emphasize that for example in 2015 as per the PPB Annual report for 2015 it
is stated that most frequent reasons for cancelation of the PP procedure are: 

l Not one offer is submitted

l Not one acceptable offer is submitted

l Not one proper offer is submitted

l Contracting authority finds out that the tender document contains shortcomings and irregularities

l Economic operators offered prices and conditions not proper and in accordance with the market prices
and conditions at the time

The cancelled procedures goes up to 34% in the Ministry of interior, 31% in the government owned JSC
Macedonian railway, 28% for the PC Macedonian roads, 28% for the government owned JSC Macedonian
Posts, 24% for the AD ELEM (government owned electricity generation company) etc. and this should be of
concern for the PPB. 
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Information management of public procurement

The new EU Directive on public procurement from 2014 prescribes more than 30 standardised forms for
reporting on public procurement established to assist procurement management and monitoring systems in
the country. These contribute to the prevention and detection of capture/corruption. In Macedonia there are
6 kinds of notices prescribed: publication of contract notices and notifications, prior indicative notifications,
notice for awarding procurement contract, notification related to a concluded contract, notification regarding
design content notice and notification regarding annulment of a public procurement procedure. 

As per the PPL (Article 51) in Macedonia a Rulebook on the form and content of notices and notifications on
the award of public procurement contracts has been prepared back in 2008. The notices are published on
the ESPP and are available to the public. Further, if the estimated value of the public procurement contract,
excluding VAT, exceeds euros 50,000 for goods and services, i.e. euros 200,000 for works, the notice for
awarding a public procurement contract is also mandatorily published in the “Official Journal of the European
Union“ (Article 54 of the PPL). Finally, as per the PPL, the Official Gazette of the Republic of Macedonia and
the PPB are obliged to publish the notice for awarding a contract within a time period of 5 working days as
of the day of receipt of the contract notice. Thus, from this point of view we can say that the PPL of
Macedonia is effective. 

The forms are prescribed in by-laws, they are applied in national systems, are published (in pdf) but could
be improved with standardised e-forms so that the information is available for further digital use, are obliga-
tory and available to the general public, media and civil society but it can be further improved by making them
in a user friendly form (pro-active publishing, not freedom of access to information requests). Each individ-
ual in Macedonia can, without prior registration, access the electronic system for public procurement and
review each public procurement procedures. Moreover, they can apply advanced filters and research the
available content by contracting authority, economic operator, number of notice, subject of public procure-
ment, type of contract, type of procedure etc. 

The integrity in the pre-biding stage

If the persons in charge of developing tender documentation and technical specifications are appointed by
a politically appointed official (mayor, minister etc.), then the risk of political influence (giving orders to such
staff) is high. If the person is simply employed and appointed by a committee that is not governed by politi-
cal appointees, then the risk is lower. Therefore, the risk of influence can be assessed with the opportunities
and barriers to abuse of political power for the purpose of gaining political control over the pre-bidding stage
of the public procurement. In Macedonia the following persons are involved for the production of competition
documentation for the contracting authority: the person responsible for the public procurement, members of
the commission for public procurement and experts from the body for which the public procurement has been
implemented. Namely, this is a responsibility of the organizational unit and the persons in charge with the
preparation and implementation of procedures of public procurement contracts. 

There is a high risk of influence in Macedonia because the decision for appointment of a person or persons
for producing competition documentation for the contracting authority is made by the management (for
example the director of the public company, the Minister or the Mayor). On the other hand regulation and
acts are regulating the prevention of conflicts of interest for persons authorised to implement public procure-
ment procedures in Macedonia (Article 62 from PPL and Article 63 from Law on prevention of conflict of inter-
est). The tenders and storing documentation until the selection decision is made by the public procurement
commission (Article 28 of the PPL) and there is a clear procedure for receiving and storing documents
(Article 170 of the PPL) and thus, there is a clear procedure and a clear point of responsibility for the PP doc-
umentation in Macedonia.  
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Deciding and contracting phase of the public procurement

Persons in charge of developing the tender or those in charge of receiving and storing documentation should
not be the same as those in the evaluation committees (although they may share one or two persons).
Evaluation committees are usually consisted of internal staff but external experts as well, depending on the
complexity of the procurement. Although they may decide on substantial resources, conflict of interest legis-
lation usually does not cover members of the evaluation committees, especially in the countries that are
exposed to capture/corruption as Macedonia is. It is stated in Article 28 of the PPL that the contracting body
shall appoint the chairman and members of the public procurement commission, their number and their
deputies so, it is the PP commission that makes decision on the selection of the most favourable tender in
the public procurement procedure. Also, there is the Law on prevention of conflict of interest that regulates
the matter. 

Public procurement and corruption

Related to the fight and control of corruption it is only declaratively stated in the Strategy on page 23 that the
State Commission for Prevention of Corruption, the State Commission for Protection of Competition, the
Police, the Public Prosecutor’s Office and PPB staff should work together in using this database of the ESPP.
There are also two other recommendations in that Strategy related to the control of corruption:

l to oblige the contracting authority to have an anti-corruption clause in every contract signed after the pub-
lic procurement procedure is conducted and

l The State Commission for Prevention of Corruption in cooperation with PPB to issue a Guideline on pre-
vention of corruption and conflict of interest for contracting authorities and how to award public contracts
in a transparent, non-discriminatory way, avoiding conflict of interest (this Guideline is not yet prepared). 

As per the 2015 Annual Report of the PPB the number of corruption allegations related to the PP submitted
to the State Commission for Prevention of Corruption for the period 2011-2015 are as illustrated in the next
table.

2011 2012 2013 2014 2015

45 29 14 25 10

The State Commission for Prevention of Corruption submitted 2 out of 10 allegations in 2015 submission for
possible criminal activities to the Public prosecutor. The PPB states in its Annual Report that the decreasing
number of possible corruption in PP can be explained with the continuing training of the contracting author-
ities and this might be true for the small profile corruption while on the other hand the reality is different.

Namely, the State Commission for Protection of Competition has lost its credibility over the high profile cor-
ruption by not detecting and reacting upon the alleged irregularities reported by the municipality of Centar
about the ‘Skopje 2014’ project, of allegations of serious irregularities in the award of some large infrastruc-
ture and health contracts, or of other allegations of serious conflict of interest and abuse of public office noted
also in the EU progress report 2015. These allegations doesn’t come to surprise after the wire tapped scan-
dal, opposition’s protests, CSO protests as the EU Commission confirmed that the protests were against the
lack of transparency and the level of state capture in Macedonia (EU progress report 2015 p. 8). In 2015 the
European Commission recruited a group of independent senior rule of law experts to carry out a rapid analy-24
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sis of the situation and provide recommendations to address the issues of the large number of illegally inter-
cepted communications in Macedonia, which have been published at regular intervals since 9 February
2015. The group of experts came out with the so-called Priebe report from 2015. In that report it is stated on
p.6: “…Apparent direct involvement of senior government and party officials in illegal activities including elec-

toral fraud, corruption, abuse of power and authority, conflict of interest, blackmail, extortion (pressure on

public employees to vote for a certain party with the threat to be fired), criminal damage, severe procure-

ment procedure infringements aimed at gaining an illicit profit, nepotism and cronyism…”

Even though unit of the Special Prosecutor Office was established as a direct result of the Priebe report and
consequently the agreement signed among the four largest Parliamentary political parties to implement the
recommendations from that Priebe report, there was no investigation on the alleged irregularities in the
‘Skopje 2014’ project, on the award of certain large infrastructure and health contracts, or on serious con-
flicts of interest and abuse of public office. The rule of law and the criminal justice system as the final meas-
ure against capture/corruption in public procurement and the ultimate measure of horizontal accountability
failed in Macedonia and that is why the Special Prosecutor Office was established. 

The mechanism in Macedonia proves not to be working because many other parts of the system were not
working well. Important areas, such as the judiciary, security or media, in Macedonia require systemic
reforms based on an inclusive, transparent and cross-party process and more: “…The control and misuse of

the judicial system by a small number of judges in powerful positions to serve and promote political interests

has not diminished in any significant respect. These judges have continued to bring pressure on their more

junior colleagues through their control over the systems of appointment, evaluation, promotion, discipline,

and dismissal which have been used to reward the compliant and punish those who do not conform. This

has been described as a type of "state capture" but is perhaps more precisely characterised as the capture

of the judiciary and prosecution by the executive power…” (Priebe report 2017 p.4 and p.5). Thus, we can
clearly state that the criminal justice system was not effective and efficient in preventing corruption and cap-
ture in public procurement as well.

As an illustration we present the Local Self Government (LSG) expenditures in Euros for monuments and
local roads maintenance in Macedonia for the period 2008-2015. The monuments are part of the Skopje
2014 project. One can easily see that the expenditures for monuments in 2011 were more than double than
the expenditures for local roads maintenance. Further, more than 90% of these expenditures for monuments
happened in the LSG Centar which is the LSG with the 3rd smallest area of all LSGs in Macedonia. 

Graph.
LSG expenditures for monuments 
(part of the so-called ‘Skopje 2014’ project) 
and local roads maintenance in Macedonia 
for the period 2008-2015

Source: Author’s calculations on the Ministry of
finance Treasury data on LSGs

That is why the EU 2016 progress report (p.36 and p. 37) classifies Macedonia as a country that is moder-
ately prepared in this PP area and that is particularly vulnerable to corruption.  The EU 2016 progress report
further states that there is no progress in the reporting period and that none of the recommendations in the
PP were implemented. It urges for significant efforts to ensure a transparent, efficient and effective PP
regime. Even, that more needs to be done to prevent irregularities and corruption during the procurement 25
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cycle. It urges for investigations into allegations of serious conflicts of interest and abuse of public office that
need to be followed up. It recommends in the coming year that Macedonia should in particular: 

l reconsider the mandatory use of e-auction and the role of the Public Procurement Council; 

l ensure the equal treatment of EU procedures and align fully to the acquis especially in the area of con-
cessions; 

l ensure that reports of irregularities are properly investigated. 

Even though the legislation and the bodies are on place still, there is insufficient cooperation between the
PPC, the PPB, and the State Commission for Protection of Competition and the State Commission for
Prevention of Corruption and this undermines the fight against corruption and the proper implementation of
the PP principles. That is why a monitoring the conclusion of contracts on public procurement could prove
efficient in reducing the risk of corruption and capture in Macedonia. 

In Macedonia there is a Law on prevention of conflict of interest (Official Gazette No. бр.128/09 from
22.10.2009) and there is no special body that is competent to render decisions on conflicts of interest in pub-
lic procurement procedures. State audit office (SAO) carries regularity and performance audits as per their
annual program and internal criteria and as per the resources they have and they regularly publish their
annual program and the audit reports. SAO produced performance report on the PP in Macedonia in 2017.
The assessment of legislative and regulatory provisions related to the work of SAO in Macedonia illustrates
that the Head of the SAO is the Auditor General, who has a deputy (see more at Center for economic analy-
ses 2016). The Auditor General and his deputy are elected by the Assembly. Even though the cooperation
between SAO and the authorities: the State Commission for Prevention of Corruption, the Public Prosecutor
and the Ministry of Interior is enabled and prescribed in the State Audit Law (Article 35) still, according to the
Law, there is no further prescription for activities that SAO should undertake, or if any information or reports
should be provided to the SAO as a feedback, after informing the authorities. 

Despite the efforts of the SAO to have its independence and autonomy embedded in the Constitution of the
Republic of Macedonia, in compliance with international standards and good practice in EU countries, and
the recommendations of the Lima Declaration on the leading principles of audit, this matter has not been
resolved yet, although it is one of the major preconditions for further accession to the EU. Further, although
the legal framework regulates the SAO independence and autonomy, and gives appropriate operational
independence as the power necessary for conducting audits, given the fact that the SAO abides by the same
regulations as any other budget user, in practice the independence and the autonomy of the institution are
limited from legal and financial aspects. This delays the process of 

SAO’s dynamic development and the harmonization of its operation with the best European practices regard-
ing enhanced security and accountability of public funds financial management. The existing legal framework
does not clearly define the obligation of the authorized organs to act upon notification of the authorized state
auditor on their reasonable suspicion for a misdemeanour or a crime, and to inform the SAO on regular basis
about the measures taken until a final decision is reached by the Public Prosecution Office or the authorized
judicial organs on a previous SAO notification (Center for economic analyses 2016 report).

Finally, the last PEFA Report from 2015 notes that SAO does not have the resources needed to carry out a
full financial and compliance audit of all its auditees every year, and therefore aims to cover most of them in
detail over a period of several years. A consolidated annual report of all SAO’s activities during the previous
year is sent to the National Assembly in June each year. In addition to this, SAO is required to make an annu-
al audit of the execution of the central government Core Budget, which excludes the social insurance funds,
as well as operations financed from own revenues or external sources. The last audit is limited to revenue
and expenditure statements, and does not cover assets and liabilities. It includes some sample testing of rev-26
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enues, but expenditures are covered only at the level of the Treasury, without any substantive testing of
transactions at the level of the budget users” (PEFA 2015). The EU Progress report 2015 requires increased
audit coverage of total public spending in order to improve accountability and transparency of the public
finances. 

Related to the soft mechanisms that prevent corruption/capture of the PP system in Macedonia, there is a
full professionalization of the public procurement with certified and educated procurement officers that are
only authorised to conduct public procurement and there is e-procurement as we already said.  Namely, the
contracting authority assigns a person that will work in the field of PP and the person should have certificates
for passed exam for public procurement. Also, if there is a Unit for PP at the contracting authority all these
persons should also be certified. Note that in Macedonia, persons that are certified may also be members of
procurement commissions, but compulsory are members of commission for public procurement in cases
when the estimated value of the public procurement agreement is above 130,000 euros for goods and serv-
ices and 4,000,000 euros for works. The certification is done by the PPB after a successful written exam has
been conducted and the certificates are valid for 3 years. Prior to the expiration of the certificate, the person
should apply for one day re-certification training. After attending the training, the person takes a written exam
again, after which she/he acquires a certificate for passed exam for person for public procurement, with a
validity period of another three years. 

Since the 2010 when the certification started in Macedonia there were around 3,000 persons attending the
certification process. As per the Annual reports prepared by the Training department of the PPB, in 2014,
324 persons attended the regular certification training and 67 persons attended the recertification training.
In 2015, 254 persons attended the regular certification training, while 144 persons attended the recertifica-
tion training. During 2016, 338 persons attended the regular training, while 283 persons attended the re-cer-
tification.    

Monitoring the conclusion of contracts on public procurement

Usually, it is considered that public procurement ends with the signing of the contract. However, it was found
by researchers that most of the deviations in public procurement in terms of corruption/capture happen
before and after the contracting procedure. Therefore, monitoring of the execution of the contracts is one of
the key instruments that need to be established in countries that want to seriously prevent corruption in this
sense. The non-existence of regulation on monitoring the execution of the contracts which is the case in
Macedonia, represents higher risks to corruption/capture. Monitoring of the execution of the contracts is
novella even in the EU legislation.

However, even though the PPL doesn’t foresees any measures for monitoring the implementation of the con-
tracts for public procurement still, the contracting authority in its internal policy can assign a person respon-
sible for monitoring the implementation of the public procurement contracts. 

Unfortunately, to the best of our knowledge we are not aware of such a person being assigned for monitor-
ing the implementation of the public procurement contracts in Macedonia yet. The relevance of why it is
important to assign a person responsible for monitoring the implementation of the public procurement con-
tracts is tested these days in Macedonia with the information provided through the journalist investigation
from NOVA TV of the drugs import in Macedonia. Namely, in 2013 the Minister of health started a new poli-
cy of “parallel importation of drugs” in order to influence a decline of the average prices on the drug market.
The pharmaceutical companies were complaining that this policy introduced a practice on the Macedonian
market for importation of fake drugs and further, as stated in the Article by the journalist, informer pharma-
ceutical company states that “…40% of the imported drugs with the parallel importation regime are fake…”
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Petty procurement by type of procurement and type of contracting authority 

The PPL in Macedonia applies when the value of the contract is above 500 euros and then the contracting
authority is obliged to implement one of the procedures for awarding a public procurement and in cases
when the contract is directly financed or subsidized by a contracting body with more than 50%. Further, the
PPL in Macedonia doesn’t foresees any sanctions in cases when a public procurement procedure is
launched without previously being specified in a public procurement plan which puts a risk for corruption.
Finally, in this regards, there are legally prescribed exceptions to the application of the PPL and when work,
services and goods may be contracted without a previously implemented procedure like in the field of
defence, diplomatic and consular offices, when contract is classified as state secret, when public procure-
ment contracts for which funds have been provided from international organizations (donors and lenders). 

Public procurement and public private partnership

The authority responsible for monitoring and control of PP law is the Ministry of finance and the authority
responsible for monitoring and control of PPP law is the Ministry of economy. There is no distinguishing
between procurement of PPP projects and general public procurement because the PPP law refers to the
PP law.

There is no explicit provision in the PPP Law prescribing the prior consent from the PPC for using the eco-
nomically most favourable bid as the criterion for awarding the PPP contract, but in practice there is an
understanding that such consent is required. This comes from the fact that PPP law prescribes that provi-
sions from the PPL concerning the award procedures for PPP public work contracts and PPP public service
contracts will adequately apply to the award procedures for PPP procurement contracts. Thus, in practice,
this understanding works contrary to the value for money principle at PPP and it ends in adverse bureaucrat-
ic approach. 

Since 2014, the PPP law obliged the contracting authorities to use e-auctions, positive and negative auc-
tions, in the evaluation bid process. According to the PPP Law “electronic auction" means a positive or neg-
ative auction realized after an initial full evaluation of bids, in which the bidders have a possibility, exclusive-
ly by electronic means, to revise the offered prices so that the ranking is done automatically by electronic
means. On the other side the awarding procedure of the PPL (Articles 47/48), related to the exclusion from
the procedure to the award of public contract for economic operators and potential bidders, is not in line with
the EU Public Sector Directive (Directive 2015/24/EU replacing Directive 2004/18/EC which has similar pro-
visions) as argued by RESPA 2016 study. 

According to the PPP Law the total amount of funds to which the public partner may assume financial com-
mitments in a given year related to PPP contracts, should be determined by the budget of the public partner.
In PPP Law in Macedonia there are neither specific provisions of the procurement value for PPP nor require-
ments for assessment of the fiscal impact of the PPP contract. The procurement value of PPP should be
assessed within the PPP feasibility study. The by-law adopted by the government on the preparation of the
PPP feasibility study gives the structure where the economic and finance analyses for the PPP is required
as well as value for money calculation. In Macedonia there are no particular provisions regarding high-value
PPP procurements.

The Ministry of economy, as the authority to monitor and control the PPP Law, and the PPP Unit there do
not approve the PPP tender documents. For the competencies of the central government, the government
on the proposal of the proper ministry approves the tender PPP documents. At the local level the Mayor
approves the tender PPP documents. There is also no need to consult the PPP Unit in the Ministry of econ-
omy on these tender documents. However, it is obligatory for all procuring authorities to follow the tender
documents approval procedure. 28
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Conclusions and recommendations

From the legislative and institutional point of view there are significant studies done by SIGMA, SAO, CSO
and EU for the national authorities to assess thoroughly the PP efficiency. What is missing is an overall
strategic PP document because we can see that there were frequent changes in the legislation reflecting the
importance and the interest of the nation for the PP still, the changes were ad-hoc and not rooted in wider
strategic document. Such a document might trigger also a more efficient cooperation and coordination of the
different PP actors in Macedonia. 

Further, it is indicative that a thorough training plan should be developed not only for the technical part of the
PP but for strategic planning for efficient PP in Macedonia. In that regards the strategies, manuals and guide-
lines should be more detailed and useful. Improvement can be made by putting attention to the further devel-
opment of the Public Internal Financial Control (PIFC) in Macedonia and more precisely related to the PPPs
and concessions to enhance the capacity of the Ministry of economy (a good start could be improving the
PPP registry and start of work of the PPP Council). 

Further, the mandatory lowest price criteria should be abolished because it is against the value for money
principle in the public sector. The lowest price and the economically most favourable choice should be left
as a discretion to the PP certified experts at the contracting authority to assess the best price-quality ratio. 

Also, Macedonia should assess the possibility for introducing measures for monitoring the implementation of
the contracts for public procurement. Even though the PPL doesn’t foresees any still, the contracting author-
ity in its internal policy can assign a person responsible for monitoring the implementation of the public pro-
curement contracts. In that regards the PPB should consider encouraging the contracting authorities with
training and procedures. 
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Abstract

The world has witnessed successive waves of technology and telecommunications changes in the last few
years. These waves of digital revolution has resulted directly to changes in the banking sector around the world.
Banks in Jordan followed these waves which affected the ways of receiving and sending financial information,
and promoting the banks new product and services. Traditional banking services have been subjected to many
stages of development, and shifted from traditional activities that uses paper, to technical and virtual banks that
use different networks. This study aims to evaluate the effect of E-banking services on the bank's profitability in
Jordan. We have selected a sample of one of the biggest and successful commercial banks in Jordan to ana-
lyze the impact of implementing E-banking services on its profitability for the period of 2010-2015. The results
of this paper shows that there is a positive relationship between banks billing (e-FAWATEER com) services, the
use of E-banking , and using banks cards on the bank's profitability.

Keywords: electronic banking, profitability, electronic financial services

CEA_Journal_13_1_2018_CEA_Journal_V_2.qxd  13.08.2018  10:48  Page 31



1. Introduction: 

Nowadays, the world is witnessing an enormous development in information technology age, which has influ-
enced all industrial and services sectors including the banking transactions and services introduced by bank-
ing and financial entities such as banks, insurance companies and deposit insurance incorporation … etc.

As known, banking sector is the most important sectors that support the economy. These countries advance
through the growth of the economy. Banks are playing a very important and effective role due to these devel-
opments and changes in the economic world. Thanks to the accelerating advances in technology, there
diversity in almost all services banks are offering to their customers everywhere and anytime. Banks are con-
sidered among the most institutions that care about diversity of electronic banking services using IT, com-
munications and the internet to introduce its various e-banking services to their clients in order to improve
the level of these banking services and to obtain a high level of clients’ satisfaction and trust.

In addition, the world of banking services has witnessed a scientific transformation in banks strategic dimen-
sions and goals in the past few decades. This transformation was a logical outcome of the new technologi-
cal revolution in the media, communication and globalization of banking and financial markets. This might
have led the financial institutions in specific and financial ones in general to move toward offering a new type
of services that goes along with the new facet of the banking market.

This paper explore the influence of electronic banking services on bank's profitability in Jordan. Some of the
questions that rise are:

l What are the electronic banking services that Jordanian Commercial banks offer?

l Do these services affect the profitability of Commercial banks in Jordan?
l Are there any discrepancies in electronic banking services on the profitability of Commercial banks in

Jordan?

1.1 Study Hypotheses 

Based on the problem of the study, the following hypotheses have been formulated:

1) There is no relationship between implementing E-banking services and increase in bank profitability.

2) There is no relationship between using banks cards and increase in bank profitability.
3) There is no relationship between bank billing (e-FAWATEER com) services and increase in bank profitability.

1.2 The Importance of the Study

1) Banks are among the most important economic sectors in Jordan.

2) The diversity of electronic banking services came about due to the enormous and fast development in
information technology, communication and the internet.

3) Availability, convenience of electronic banking services.

4) Few studies related to e-banking services in Jordanian banks urged the researcher to conduct this study.
5) The importance of this study is to be acquainted with types of e-banking services and the influence they

have on banks’ profitability.

1.3 Types of E-Banking Services 

1) Automatic Teller Machine (ATM) service: An ATM is a banking machine that provides cash withdrawal,
transfer and deposit operations in a highly secure system thus achieving the principles of auto systems.
It is linked to a bank computer network in a way that ensures the rights of the banking operation parties.32
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Jordan’s Banks ATMs offer a wide range of banking services around the clock. These ATMs provide clients
with cash withdrawal, balance inquiries, Changing PIN number, ordering a mini account statement and many
other services. There is a commission when using ATM services deducted either monthly for the bank clients
or instantly if the client is using other bank is ATM. That process positively influences ATM and eventually the
bank profitability. 

There are many cards that can be used for ATM services, among which are: credit cards, VISA cards, MAS-
TER cards etc….

2) SMS short text messaging: is a service offered by banks to their clients to obtain all information/ notifica-
tions related to account transactions as soon as they occur and to view accounts’ balances, most recent
transactions, or to transfer funds between personal accounts or to third party accounts. Part of this serv-
ice is (SMS Push) which is a free service granted to any client upon his/ her request. The client selects
the services and messages that he/ she wishes to receive on his mobile phone as an SMS in English. 

3) Mobile Banking: is a banking service available through mobile phones that enables customers to use their
smart devices to access their account information by inputting a pin code to perform banking transactions
at their convenience. Most banks in Jordan nowadays have these days an interactive application that
users install on their devices to allow them to use certain services, and perform transactions on their bank
accounts.

4) Billing (eFAWATEERcom) service: an electronic system for viewing and paying bills. This service is pre-
sented and monitored by Central Bank of Jordan.it facilitates the process on citizens by saving them time
and effort. It is flexible in using the different banking channels to conduct viewing and paying for bills by
the private and public sectors. The central bank, in cooperation with (Madfo’atcom) company has speci-
fied a commission that is deducted from those who use the billing service. The commission is divided
among the central bank 10%, the collecting bank gets 40% and bill’s company gets 50%. These commis-
sions are paid instantly at the time of bills payments. At the end of the day, ratios are calculated to deter-
mine profitability by accumulating all commissions in FAWATEERcom bank account and added at the end
of the year to the general revenues. you will be able to pick the time and place you want to pay your bills
through versatile list of payment channels that include ATMs, Tellers, Mobile and Online Banking servic-
es, Jordan’s post offices, along with a number of trusted centers in hyper supermarkets such as
Carrefour, Safeway and others. 

In 2014, eFAWATEERcom had settled itself as the ideal choice of online payment for wide segment of
Jordanian people applying to variety of businesses from individuals, companies, digital organizations and
governmental institutions. This quick-witted system has been developed to improve the transactions pro-
cessing performance that it measured over 250,000 transactions performed with total of 156 Million
Jordanian Dinars of the financial operations from the date service was launched. With 55 Billers and more
than 227 different services, we're in front of distinguished service that is to lead the market in the digital era. 

There are many benefits of using eFAWATEERcom for clients such as:

a. No time, money or effort consumed on traditional or impractical payment options.

b. Ability to avoid service interruption due to delayed payment.

c. A fast, reliable and secure process to pay and review your bills whenever and wherever you are.

d. Flexible and versatile payment channels that meet the client's needs.

5) Internet service: the service allows a client to conduct financial transactions by logging in to the bank’s
website. It is a convenient and secure service through which a client can make online money withdrawal
and view and edit his/ her bank account information at any time and from any place, that has internet con-
nection. It provides supervisory standards and flexibility and maintains security of information.
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6) Call center (customer care service): banks operate communication centers and customer care centers
that permit banking service over the phone by using a pin number. These centers operate around the
clock, Thus making the service available 24/7.

7) Western Union Money Transfers: Western Union money transfer is an exceptional service provided by
many Jordanian bank. It is designed to send and receive money transfers from more than 470,000 loca-
tions in more than 200 countries worldwide. It is the fastest and most secure channel of sending and
receiving money within a short time.

2. Literature Review

Ceylan et al. (2008) analyzes the banking performance in Turkey. For the period of 1996 to 2000 and con-
sidered 14 banks. ROE (return on equity), ROA (return on asset) and MARGIN have been used as perform-
ance variables. The results show that in the first year there is no positive performance; it takes two or three
years to reach a good performance. The results show that the ROE has a positive result in the second year
of adoption. 

Özataç and Nwobodo (2010) studied the internet banking in Cyprus for the period of 2004-2009, by using
panel data of 22 banking. ROE and ROA have used. Two other ratios were included: the CA- ratio of total
credit to total assets and the CD-ratio of total credit to total deposits used to test the link between Internet
banking and performance. The results conclusion that the CA and CD ratios have negative relationship while
using the internet. 

Study of Egland et al. (1998) estimated some of US banks that offering E-banking and analyzed the perform-
ance of these banks. This study found that no major differences in the performance of the group of banks
offering E-banking activities compared to those that do not offer such services in terms of profitability. In addi-
tion, Hernando and Nieto (2005) examined the performance of some banks in Spain for the period of 1994
to 2002. The results of this study found higher profitability through increased commission income, increased
brokerage fees and (eventual) reductions in staffing levels and concluded that the Internet channel was a
complement to physical banking channels.

De Young et al. (2007) analyzed the effect of e-banking on the performance of banks in US markets. The
findings concluded that e-banking improved the profitability of banks hence increasing their revenues. KPMG
(1999) suggested that the evolution of Internet-banking can be analyzed within a five-stage, where the extent
of services provided through Internet start from a promotional stage and extend to transaction-enabled busi-
ness innovation stage in which institutions redesign their value-chain and offer highly personalized products
and services. Analyzing the consumer side, Birch and Young (1997) show that consumers seek conven-
ience, transactional efficiency, a choice of core banking products and non-core products, and access to com-
petitive returns and prices. Wright (2002) mentions that Internet-banking has lifted the branch network as an
entry barrier to the retail banking while introducing price transparency as customers can now easily compare
prices online. Price transparency also brings faster commoditization of basic services and products. Wright
also suggests that traditional retail banks have to develop new strategies to compete with Internet-only
banks. Internet-only banks are pure-plays with no physical “bricks and mortar” branches. 

Malhotra and Singh (2009) examined the impact of E-banking on performance of Indian banks during 2007
and found that the profitability and offering of internet banking does not have any significant association.
Mohammad and Saad (2011) examined the impact of electronic banking on the performance of Jordanian
banks for the period (2000-2010) by using OLS and found that E-banking has a significant negative impact
on banks performance. Freedman (2000) suggested that electronic banking consist of some devices; access
devices, stored value cards, and network money. Electronic banking is using new access devices and is
therefore ignored. This has prompted a fresh look on this subject.
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According to Nathan (1999) E-banking are providing a lot of benefits for both banks and clients. Advantage
number one for the banks offer e-banking service is better branding to the market. Those banks that would
offer such service would be apparent as leaders in technology completion. As a result, they would enjoy a
better brand image. Another benefits are possible to measure in monetary terms. The main goal of every
company is to maximise profits for its owner and other stakeholders. According to Allen and Hamilton (2002),
an estimated cost of providing the routine business of a full service branch in USA is $1.07 per transaction,
as compared to 54 cents for telephone banking, 27 cents for ATM banking and 1.5 cent for internet banking.

3. Methodology

E-Banking Services is the process of conducting baking services electronically i.e. by means of new media
and communication technology. In this pattern, the client does not have to go to a bank if it was possible for
him/ her to conduct transactions or any banking activity from anywhere or at any time. Another definition
would be that e-banking services or what is known as electronic banking operations is offering of innovative
banking services via electronic communication networks limited only to subscribers to the service in accor-
dance with subscription terms set by banks through a sort of a gateway in the network as means of commu-
nication with their clients. A third definition features that e-banking services is the banks trending toward
expansion on the internet instead of establishing new buildings on the ground (Note 1). ( Need 2 references)
(Salhi & Alipour, 2010). The definition of electronic banking varies among researchers partially because elec-
tronic banking refers to several types of services through which a bank's customers can request information
and carry out banking services.

Jordanian banks offer a diversity of e-banking services most of which are free services, but their influence
might be through attracting new clients, which leads to growth of the bank’s profits because of increased num-
ber of clients. Using electronic banking resulted in lower costs for banks in terms of number of staff for cus-
tomer service, leading to an increase in banks' profitability and improve customer satisfaction towards banks.

Some e-banking services are paid services, which positively influence banks profitability such as ATM and
billing services.

The population of the study is consisted of a sample of one of the biggest and profitable Jordanian commer-
cial bank during the period 2010-2015 as all banks in Jordan are implementing E-banking services.

3.1 Data Collection

The data in this research were collected from preliminary resources such annual reports books, periodicals,
magazines, publications, and past studies in the same field and some internet websites. We also benefitted
from secondary data resources such as bank's financial statements and operational data taken from the bank
annual reports for the years 2010-2015. The independent variable is the e-banking services such as, ATM,
SMS, phone banking, internet banking, smart phone and billing (e-FAWATEER com) services. Concentration
in this study will be on ATM and billing services. While the dependent variable is the profitability of banks and
it will be measured through banks Return on Assets (ROA) and return on equity (ROE) and margin in
Jordanian banks.

3.2 Data Analysis

The Dependent variable for this study is the bank profitability. It is often measured by price to earnings ratio.
There independent variables affect profitability through dependent variable. Researchers measured prof-
itability by return on assets (ROA), return on equity (ROE) and margin. These performance measures have
been used in most studies and we have used them for this study.
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Researchers use some equations to find return on assets (ROA), return on equity (ROE) and margin to
measured profitability:

ROA = Net Income / Total Assets

ROE = Net Income / Total Equity

Margin = Net interest revenue or Income / Total Assets

When back to banks annual reports, researchers found these results about of return on assets and return on
equity then finally found margin of profit, show below of tables:

Table 1. Calculate of ROA

Return on Assets (ROA)

Year Net Income Total Assets ROA

2010 53,213,883 2,083,965,605 2.553491424

2011 39,696,706 2,273,649,683 1.745946453

2012 46,607,908 2,409,637,456 1.934229064

2013 47,417,835 2,552,465,748 1.857726594

2014 46,761,696 2,609,714,566 1.79183182

2015 39,411,676 2,844,731,503 1.385426918

In this table, the maximum of ROA is year for 2010 and the total assets are increase each of year so that
means is positive relation to profitability of bank.

Table 2. Calculate of ROE

Return on Equity (ROE)

Year Net Income Total Equity ROE

2010 52,213,883 324,556,650 16.08775633

2011 39,696,706 346,643,127 11.45175049

2012 46,607,908 374,085,142 12.45917113

2013 47,417,835 404,526,399 11.72181472

2014 46,761,696 431,784,321 10.82987356

2015 39,411,676 454,253,469 8.676141998

In above table, the maximum of ROE is year for 2010 and the total equity are increase each of year so that
means is positive relation to profitability of bank.

THE IMPACT OF E-BANKING SERVICES ON PROFITABILITY: The case of a Jordanian Commercial bank 
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Table 3. Calculate of Margin

Margin

Year Net interest revenue(Income) Total Assets Margin

2010 86,209,710 2,083,965,605 4.136810598

2011 85,741,269 2,273,649,683 3.771085301

2012 89,395,138 2,409,637,456 3.709899918

2013 95,175,503 2,552,465,748 3.728767098

2014 88,497,589 2,609,714,566 3.391083077

2015 90,268,780 2,844,731,503 3.173191561

In this table, the maximum of margin in 2010, it is different each year in this margin.

Table 4. Calculate of net direct credit facilities & number of ATM

Year Net Direct Credit Facilities Number of ATM

2010 1,170,473,395 74

2011 1,248,699,799 73

2012 1,416,259,522 72

2013 1,328,188,339 76

2014 1,306,259,250 79

2015 1,936,230,189 83

In this table is increase numbers of Net Direct Credit Facilities at the end of year and in year of 2015 Net
Direct Credit Facilities is 1,936,230,189 and the number of ATM is increase so it is positive relation. 

Table 5. Monthly report to display system and electronic billing eFAWATEERcom

Total efawateercom 

Month Numbers of Transaction Values of Dinners

2015 2016 2015 2016

January 8,658 95,566 382,073 9,195,487

February 11,036 96,645 550,596 8,446,249

March 17,308 109,277 783,904 9,334,568

April 20,693 110,152 1,092,156 12,739,300

May 31,355 135,458 1,670,878 17,041,132

June 34,658 133,779 1,950,021 32,244,416

July 40,448 149,104 2,689,749 24,919,232

August 51,019 176,939 4,678,242 61,147,011

September 52,669 164,367 4,941,407 48,642,105

October 52,016 198,208 4,748,204 83,768,718

November 70,539 220,666 6,886,829 118,458,507

December 87,887 11,254,165

Sum 478,286 1,590,161 41,628,224 425,936,725
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Monthly report 

to display system 

and electronic billing 

eFAWATEERcom

Evident among us through the graph and the table above:

1) Number of payment transactions executed through November 220,666 with a total value of
118,458,507JOD.

2) Number of payment transactions that are executed through the system during the month of November by
22,458 Payment transaction or 11% compared with October 2016.

3) The high number of payment transactions that were executed through the system during the month of
November by 150,127 comparative payment transaction with the month, November from 2015.

4) Total number of payment transactions that were executed through beginning system activity to now is
2,085,023 Payment transaction with a total value of 465,355,589,070 JOD 

So that means that when the number of transaction increases, the values of money increased as well. It is
a positive relationship between bank billing (e-FAWATEER com) services and increase in bank profitability. 

4. Conclusion

This paper found that banks that follow the technological and service innovation in a good way achieve a
competitive advantage in general. This eventually indicates that the customer satisfaction will increase, and
thus improve the bank's performance.

The results of the analysis above showed that there is a positive relationship between the increase in using
banks billing (e-FAWATEER com) services, and the impact on using Cards in the bank on increasing the
bank's profitability. This proved that there is a significant impact on implementing E-banking services on
enhancing the profitability in banking sector as it enhances the competitive advantage of the bank.
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opment in Macedonia and to propose appropriate measures for their improvement. The purpose of the research

is to highlight the importance of investing in research and development to achieve economic growth and the

achievement of structural reforms in Macedonia, as a function of its adjustment to the EU economy. The
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1. INTRODUCTION

The Western Balkan countries8 including Macedonia experienced severe consequences of war and political
turmoil in the previous period. Thus, it was very difficult to face with the economic and social transition, result-
ing in unfavorable economic and social conditions. High unemployment, low levels of GDP per capita and
unfavorable educational structure characterize the economic systems of these countries, which resulted in
large numbers of the poor and low standard of living. In order to improve such economic situation, it is nec-
essary to engage all factors of social, political and economic life in preparation for development strategies
and national strategic plans. Overcoming these problems involves the assistance of European and interna-
tional institutions, particularly in education, research and acquiring new knowledge. As a key, the long-term
goal of the Western Balkans, it is to overcome the unfavorable economic situation and achieve competitive-
ness at the international level and full EU membership. The European Union has developed policies that sup-
port the gradual integration of the Western Balkans.

Generally, according to Article 49 of the Treaty on the Functioning of the European Union (TFEU), "every
European country that respects the principles set out in Article 2 of the same Treaty (principles of human dig-
nity, freedom and equality, democracy and rule of law, etc.) and which is ready to promote it, may become a
member of the Union". On the other hand, under the 2009 Lisbon Treaty, Article 50 of the UFEU9 was intro-
duced, according to which each member country may request the resignation from full membership in the
EU. Furthermore, Article 50 of the UFEU implies exit negotiations in respect of the commitments previously
assumed. In addition, if no agreement is reached, the Membership Agreement expires two years after the
formal request to leave.

The accession of new EU members to the EU is determined by the two basic criteria10 of Copenhagen cri-
teria from 1993 and the criterion from Madrid in 1995 (Kandžija and Cvečić, 2010). The Copenhagen crite-
ria include the political, legal and economic criterion. Consequently, the political criterion implies "the exis-

tence of stable institutions that will enable the implementation of democracy, rule of law, protection of minor-

ity rights and human rights". Furthermore, the economic criterion implies "the existence of an efficient mar-

ket economy ready to take over with growing competition". In this case, Sauron (1997) determines the fun-
damental characteristics that determine the existence of an efficient market economy: 1. the formation of
supply and demand through free competition, 2. the absence of significant barriers to entry and exit from the
market, 3. the existence of a consensus on economic policy, 4. eligibility of the private property system and
agreement; 5. macroeconomic stability in accordance with the Maastricht criteria; and 6. developing a finan-
cial system that directs savings towards productive investments. Finally, the legal criterion "implies an obli-
gation to accept the EU acquis in the candidate countries". The Madrid or administrative criterion represents
a complement to the Copenhagen criteria and prescribes the existence and adaptation of the administrative
structures for the purpose of successful adaptation to integration.

Faced with the potential accession of Western Balkan countries, in 2003, the EU defined "additional" crite-
ria for the countries of the Western Balkans in order to stabilize this area. These criteria include cooperation
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8) As defined by the European Commission in 2003, a group of Western Balkan countries includes all countries of the former

Yugoslavia, with the exception of Slovenia and the addition of Albania. Upon declaration of independence, this group of countries

involved Montenegro in 2006 and Kosovo in 2008. For the purpose of this research, the Republic of Croatia has been excluded

from this group of countries since it became the EU member state in 2013. Kosovo has also been excluded from analysis

because it is determinate that in this country does not exsist structured data about investments to research and development.  For

the purpose of this research, the Republic of Croatia has been excluded from this group of countries since it became the EU

member state in 2013.

9) This article was first activated by the United Kingdom, whose citizens voted to leave the EU in a referendum in 2016. Then the

process known as BREXIT began.

10) Of course, countries must first "possess" a geographic criterion, which states that in this case it has to be a country that is

mostly located on the European continent.
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with the International Criminal Tribunal in Hague, taking care of refugee return and protection of minorities,
insurance of the media rights and judicial reform, and encouraging regional cooperation and development
and good neighborly relations (Kandžija, Cvečić, 2010).

The EU Strategy for the countries of South East Europe and the Western Balkan countries is defined through
the Stabilization and Association Agreement (SAA), the encouraging of economic co-operation, financial
assistance, political dialogue, and encouragement of cooperation and assistance in democratization and the
protection of fundamental rights. The Stabilization and Association Agreement represents a new generation
of agreements aimed at ensuring cooperation between the EU and the relevant groups of countries, align-
ing legislation, developing economic relations and promoting regional cooperation within the stabilization and
association process. The agreement also contains an evolutionary clause granting the country the status of
a potential candidate and thereby in some way "guaranteeing" future EU membership. Before the agreement
comes into effect, the countries sign an Interim Agreement for regulating trade issues.

Macedonia was the first country in the region that signed SSP in 2000 which entered into force in 2004. At
the end of 2005, Macedonia got official candidate status but there was no defined date for the start of the
official negotiation. In 2008 the accession partnership was defined and in 2009 the European Commission
proposed the start of official negotiations. The official negotiations have been offset by initiatives of the
Council of Ministers because of disagreement over the name of the state, complex relations with Bulgaria
about historical and ethnic issues and national issues that include the political integration of the Albanian
population. Further progress of Macedonia towards European integration will be largely determined by solv-
ing the national problems and the implementation of political reforms demanded by the EU.

The main goal of the research conducted in this paper is to provide an overview of the theoretical aspects
of investment in research and development as a factor of economic growth, analyze the economic situation
in Macedonia, analyze the state of investment in research and development in Macedonia and ultimately to
propose the measures for improvement of activities of research and development in Macedonia. The pur-
pose of the research conducted in this paper is to point out its importance for achieving economic growth in
Macedonia by reviewing theoretical assumptions and analysis of investments in research and development
in order to adapt the EU economy.

By examining the literature there was a lack of relevant scientific papers on the effects and importance of
investment in R & D as a factor of economic growth and convergence in the Western Balkan countries, from
which comes the basic motivation and scientific justification for the implementation of this research. Also,
during the research, authors faced the lack of an unstructured relevant data needed to evaluate the invest-
ment in research and development in Macedonia. Such a situation is also present in other Western Balkan
countries. This group of countries, including Macedonia, represents the future, but also the challenge and

reality of the EU, and it is, therefore, necessary to direct additional effort to improve their economic, social
and political situation.

The paper is structured into seven interrelated chapters. After introductory considerations, the research
methodology and the key variables and data sources are discussed in detail. The research has continued
with the assessment of the economic situation in Macedonia, reviewing the current research on the impor-
tance of investing in research and development in the process of achieving economic growth and conver-
gence. According to the scientifically based conclusions, a package of measures has been proposed to
improve the position of Macedonia in the integration processes and to accelerate its adaptation to the EU
economy. The paper ends with the conclusion summarizing the most important conclusions that have been
reached during the research.
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2. RESEARCH METHODOLOGY

In the research, a descriptive analysis of the economic situation and investment in research and develop-
ment in Macedonia was conducted.

The following key indicators of the economic situation were used: GDP per capita (current US$), GDP growth
rate (%), added value of agriculture, industry and services (% of GDP), employment in agriculture, industry
and services (% of total employment rate), unemployment rate (% of workforce), current account deficit (%
of GDP), public debt level (% of GDP) and level of foreign investment (% of GDP). 

Investments in R & D are analyzed on the basis of the following key data: investment in R & D (% of GDP),
investment in research and development undertaken by the business sector, the public sector, the higher
education sector and the private non-profit sector (% of total investments (%),the share of the population
aged 18-34 participating in lifelong learning programs (%), public investment in education (% of GDP), share
of population aged 30-34 years with completed tertiary education (%), number of new doctors of science on
1000 inhabitants, number of employees in science and technology, share of high technology products in total
exports (%).

A significant problem in this area was the absence or the unsystematisation of a large number of investment
in research and development key indicators, which were not available in any of the relevant statistical bases.
Such a situation implies the need for significant efforts to create a relevant national statistical base, which
would contribute to the quality of the research in this area

The analysis of the economic situation and investment in research and development has, according to the
availability of data, covered the period from 2000 to 2016.

The research in this paper is based on secondary sources, ie, statistical bases of the EU (Eurostat), AMECO
and the World Bank as well as data from the national statistical base and national strategic documents.

Following the descriptive analyzes and the proposed key measures, a projection of investment in research
and development in Macedonia in the period 2015-2025 was carried out. The projection was carried out
using the exponential smoothing method, which is commonly used in time series. Using this method, the
forecast for the period is obtained as a weighted average of the actual and projected time series value in the
period t. To the actual value of the time series in the period joins the weight w (smoothing constant), which
takes the value between 0 and 1, while the weight is added to prognosis t. The higher the value of the param-
eter, the greater the weight added to the previous period (Winters, 1960).

The Holt-Winters method uses triple smoothing and has three smoothing constants:

1) the constant used for each exponential smoothing (overall smoothing)

2) the constant used to determine the trend the trend of the movement of the value (trend smoothing)

3) the constant used to determine periodicity of the value (seasonal smoothing)

Prediction is calculated based on the following formulas:

St = α yt / It-L + (1- α) (St-1 + bt-1)                                                                                                        (1)

bt = y (St-St-1) + (1-y) bt-1                                                                                                                   (2)

It = β yt / St + (1- β) It-L                                                                                                                       (3)

Ft + m = (St + mbt) It-L + m                                                                                                                 (4)44
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where are:

y = observed values

S = smoothened values

B = trend factor of value

I = the periodicity index of the value

F = prediction for m period in advance

T = index indicating the time period

3. ANALYSIS OF THE ECONOMIC SITUATION IN MACEDONIA

The GDP per capita level in Macedonia was constantly increasing in the analyzed period, and this was par-
ticularly obvious in the period 2001-2008. After that, particularly because of the severe consequences of the
global economic crisis, the Macedonian economy is slowing down, and it is also visible at the levels of GDP
per capita, which by 2014 stagnate or fall. The GDP per capita amounted to USD 5237.17 in 2016, which
represents an increase compared to 2015 (Chart 1).

Chart 1:

Evolution of GDP per capita in
Macedonia in the period 
2000 - 2016 (current US$)

Source: developed by the authors, based on the World Bank (1), 2017

In the observed period, the Macedonian economy grew at an average of 2.9% per year, with negative growth
rates in 2001 and 2009 and 2012 (Chart 2). Compared to the EU average over the same period (average
growth rate of 1, 48% per year), it is clear that the Macedonian economy is growing faster, confirming the
basic convergence assumption that "less developed countries are growing faster than the more developed
ones."

Chart 2:

GDP growth rates in Macedonia
in the period 2000 - 2016 (%)

Source: developed by the authors, based on the World Bank (2), 2017

The available data suggest that in the analyzed period Macedonia decreased development lags for the EU
average and, given the value of GDP per capita in 2016, was at 36% of the EU average, which represents

45

CEA Journal of Economics

CEA_Journal_13_1_2018_CEA_Journal_V_2.qxd  10.07.2018  12:40  Page 45



an improvement over 2005, when the Macedonian economy was at 28% of the EU average. However, this
situation indicates the still great lags that represent a challenge in the process of joining the EU.

Furthermore, the state of the Macedonian economy has been assessed on the basis of the contribution of
the three key economic sectors (primary, secondary and tertiary) to the added value of GDP and total
employment.

The data from Table 1 indicate the certain changes in the structure of the Macedonian economy. It is evident
that Macedonia over the observed period has reduced the share of the agricultural sector and the service
sector and increased the share of the industrial sector.

Table 1: Added Value of agriculture, industry and services in GDP in Macedonia 2000-2016 (%)

Year Agriculture Industry Services

2000. 11,98 25,39 62,63

2001. 11,50 24,30 64,19

2002. 12,34 23,50 64,16

2003. 13,35 26,03 60,62

2004. 13,31 24,24 62,44

2005. 11,34 23,71 64,95

2006. 10,34 24,92 64,74

2007. 10,36 23,88 65,76

2008. 13,29 22,69 64,02

2009. 12,00 21,95 66,05

2010. 11,73 24,40 63,87

2011. 10,87 25,10 64,04

2012. 10,53 24,37 65,10

2013. 11,52 25,45 63,03

2014. 11,72 26,29 61,99

2015. 11,41 26,62 61,98

2016. 9,89 29,71 60,40

EU 1,52 25,43 74,07

Sources: developed by the authors, based on the World Bank (3), World Bank (4), World Bank (5), 2017

Agricultural activities in Macedonia amount to 9.89% of GDP, which is 6.5 times more than the EU average.
Furthermore, since 2012, Macedonia has steadily increased the share of the secondary (industrial sector) in
GDP, which is above the EU average. However, the problem of such a structure arises from the orientation
of the industry to the traditional sectors, which can not represent the strong foundation of economic growth
and achievement of convergence in modern conditions. In that regard,  this indicator points to the necessity
of orientation to modern growth engines (investment in research and development and their products), and
the emphasis is put on further research in this paper. Furthermore, data also point to a reduction in the share
of the service sector, which is also in contradiction with modern economic trends. Namely, the share of
60.40% of GDP generated by service activities is considerably lower than the EU average.
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In order to gain further knowledge of the economic situation in Macedonia, the employment trends in certain
sectors for the period 2000-2016 are analyzed below (Table 2).

Table 2: Employment in agriculture, industry and services in Macedonia for the period 2000-2016  (%)

Year Agriculture Industry Services

2000. 17,60 30,40 51,90

2001. 19,40 29,40 51,20

2002. 19,50 29,50 51,00

2003. 18,60 30,10 51,30

2004. 17,40 30,00 52,60

2005. 18,10 29,40 52,40

2006. 18,10 30,00 52,00

2007. 17,40 29,80 52,80

2008. 18,30 29,50 52,20

2009. 18,00 29,10 52,80

2010. 18,00 29,40 52,70

2011. 17,50 30,00 52,50

2012. 17,10 30,00 52,90

2013. 17,60 30,00 52,40

2014. 16,80 30,10 53,20

2015. 16,40 29,60 54,00

2016. 16,30 29,50 54,20

EU 4,4 23,75 71,55

Source: developed by the authors, based on the World Bank (6), World Bank (7), World Bank (8), 2017

The data from the Table indicate that Macedonia has reduced the share of agricultural employees in the
observed period. However, the level of 16.3% of the employed population in the agricultural sector is still 4
times higher than the EU average. Also, minor reductions have been achieved in the secondary sector, which
employs 29.5% of the population, making Macedonia still above the EU average. In the service sector,
employment growth has been achieved. However, the value of 54.2% is almost for 18% percentage points
lower than the EU average. All this points to the necessity of further education of the population and the
improvement of the workforce, which should be a key tool for achieving economic growth, convergence and
adaptation of business conditions to the EU Internal Market.

The unfavorable situation in the Macedonian economy is particularly evident from the unemployment data
(Chart 3).
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Chart 3:

Movement of unemployment
rate in Macedonia in the period
2000-2016 (% of workforce)

Source: developed by the authors, based on the World Bank (9), 2017

Although relative reductions have been achieved in the period since 2005, Macedonia still has a very high
unemployment rate, ie 24.4% in 2016, almost three times higher than the EU average. Such a situation is
the basis for creating social unrest, poverty and social exclusion, which ultimately represents a long-term
problem and an obstacle to EU involvement and adaptation to modern economic conditions. According to
Eurostat (2), 24.8% of the population in Macedonia is at risk of poverty and social exclusion. Also, the mini-
mum wage in Macedonia amounts to EUR 213.7 (Eurostat (3), 2017).

As well as other countries in the region, Macedonia is an import-oriented country in terms of foreign trade,
which during the entire observed period achieved a deficit of the balance of payments, which in  2016 was
at the level of 2.74% of GDP (Chart 4).

Chart 4:

Current account deficite in
Macedonia in period 2000-2016
(% of GDP)

Source: developed by the authors, based on the World Bank (10), 2017

Analyzing the import structure, it is clear that Macedonia imports platinum, oil and automobile to a large
extent, while exports are dominated by the reaction and catalytic products, centrifuges and insulated wire.
Furthermore, Macedonia exports most to Germany, Serbia and Bulgaria, while most of the exports are
exported from Germany, the United Kingdom and Serbia (The Observatory of Economic Complexity, 2017).
The foreign trade position of Macedonia, and especially the structure of exports, points to the need for ori-
entation on high technology products and to achieve competitiveness and recognition in the international
market.

The values of FDI in Macedonia during the observed period were varied. Consequently, the highest level was
achieved in 2001, 12.6% of GDP, while in 2016 FDI was at the level of 5% of GDP (Chart 5).

Chart 5:

Foreign Investments in Macedonia
2000-2016. (% of GDP) 

Source: developed by the authors,

based on the World Bank (11), 2017
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Values in 2016 represent a continuation of the positive trend, which began in 2014. However, in order to
increase the inflow of FDI, Macedonia, like other countries in the region, must create a favorable investment
environment, free from a large number of fiscal and other taxes, simplify administration and continue the fight
against corruption. Only such systems will attract foreign investors willing to invest funds and stimulate eco-
nomic development and the necessary structural changes. The global economic crisis has also had an
impact on the increase in Macedonian public debt, as shown in Chart 4. The increase in public debt began
in 2009 and continued until 2015 when public debt was at the level of 38% And. However, with such increas-
es, Macedonia is below the value of most EU member states (Eurostat (5), 2017).

Chart 6:

Debt Movement in Macedonia
in 2000-2015. (% of GDP) 

Source: developed by the authors,

based on the Eurostat (4), 2017

The analyzed data indicate still significantly lagging behind of the Macedonian economy in the process of
joining the EU. As major obstacles to this are the over-orientation of the agricultural sector and the orienta-
tion of industrial activity to traditional sectors, which can not guarantee the achievement of competitiveness
and convergence. Furthermore, as the biggest restriction of adaptation to the EU is unfavorable social situ-
ation characterized by very high unemployment rates and a high share of the population at risk of poverty
and social exclusion.

This all presents a challenge and a foundation for the launch of radical structural changes, based on the
modern growth engines, ie investments in R & D and their products, which has been recognized in all devel-
oped European and world economies. The Macedonian economy must find ways of overcoming historical
mortgages, political instability and economic downturns and direct economic and social trends to the require-
ments of modern business conditions.

4. PREVIOUS RESEARCH

Considerations on the importance of the investments in research and development as factors of economic
growth have been updated in the 50's and 60's of the 20th century under the neoclassical theory of econom-
ic growth. It is based on the Solow-Swan model, which, along with the traditional factors of production (labour
and capital), the technology has been identified as a key factor in long-term economic growth (Solow, 1956).
Therefore, Solow (1957) considers the situations in which there is no technological progress, where the level
of technology is constant, and the situation where is a technological advancement, i.e. when the level of
technology is variable. Accordingly, technological progress represents a by-product of investment in physi-
cal capital in the companies.

Occurrence of the endogenous models during the 80's and 90's of the 20th century resulted in the reconsid-
eration of existing, neoclassical models and the introduction of new economic growth theories with a special
emphasis on the importance of knowledge, namely investment in R&D and education with the aim of accu-
mulation of knowledge which leads to economic growth and the emergence of new products of higher qual-
ity. Unlike neoclassical theories, endogenous theories imply knowledge that is not only public good. In addi-
tion, it has the status of a market good determined by rivalry and exclusivity. Significant contributions to the
model development were provided by Romer (1986 and 1990) and Lucas (1988), Grossman and Helpman 49
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(1991), and Aghion and Howitt (1992). Romer (1986) points out that knowledge transfer results in positive
effects in the form of technological innovations and emphasizes that increasing production directly depends
on the amount of workforce involved in research and development processes (Romer, 1990). Also, accord-
ing to Grossman and Helpman (1991), technological development is explained by the growth in the number
of products, which is simply equated with the process of innovation development. 

When considering the investment in research and development in the context of economic growth, the impor-
tance of education should be considered as well. The correlation between education and the achievement of
GDP growth was discussed in the research of Mincer (1974), Easterlin (1981) and Steven and Weale (2003).
Pereira and Aubyn (2009) and Solaki (2013), with the analysis of Portugal and Greece, observe the educa-
tion from the macroeconomic aspect, while Bouaissa (2009) and Αhmed (2009) make it from a microeconom-
ic point of view. Puljiz (2009), by the research conducted at the level of the Republic of Croatia, highlights the
importance of the population with completed secondary education in the process of achieving economic
growth, resulting from a higher representation of highly educated workforce in low productivity sectors.

Contemporary concepts developed in 2000, introduce new terms such as "new industrial space", "industrial
clusters," "innovative miles," "self-learning regions," or "regional innovative systems" (Lawson, 1997).
Audretsch and Feldman (1997) analyze the importance of geographic space in the process of transferring
knowledge and information. According to these authors, the price of knowledge transfer increases as geo-
graphic distance increases, while as the most efficient instrument of its transmission, the frequent commu-
nication, i.e. the system face to face is identified. Grilliches (1998) and Barro (1998) explain the impact of
increasing the level of investment in research and development on overall productivity at the enterprise level,
industry, and the overall economy.

Chesire and Malecki (2005), by introducing the term of regional innovation systems, emphasize the impor-
tance of concentrating highly-innovative companies that constantly and planned investments in new tech-
nologies while maintaining close relations with other relevant actors in the region, especially educational
institutions, local and regional authorities, etc. Furthermore, Aghion et al. (2005) emphasize the importance
of investing in research and development as a key driver of socio-economic changes. Namely, the authors
point out that the most developed countries are responding to economic globalization through the promotion
of science and technology policies, with the aim of ensuring competitive advantages and creating new jobs
and representing the instrument of solving the growing global problems. Šimurina (2004) analyzes the tech-
nological performance of central and eastern European countries. The author concludes that the sources of
growth differ between observed countries, emphasizing the dominance of Hungary and the Czech Republic
in the export of high-tech products, while on the other hand, Slovenia occupies leading positions in the num-
ber of patent applications, research engagement and overall investment in research and development.  Also,
the author points out that the planning of future development strategies needs to take into account the his-
torical heritage. Furthermore, by observing the same group of countries, Šimurina (2006) concludes that
technology has a certain influence on the development of this group of countries. However, technology trans-
fers, in this case, did not prove to be significantly effective in boosting economic progress. Audretsch et al.
(2006) emphasize the importance of universities as the carriers of economic growth, job creation and
achievement of the international competitiveness. The results of their research indicate the propensity of sci-
entists to launch entrepreneurial activities and, through it, the commercialization of their own innovations.

From all of the above, the importance of entrepreneurial education arises. Empirical research supports posi-
tive relationships between entrepreneurial activity and economic results, such as economic growth and inno-
vation (Van Praag and Versloot, 2007). One of the most acknowledged and accepted economic growth theo-
ries are based on empirical results that support the economic importance of entrepreneurship provided by
Schumpeter (1911). Basically, these models are the idea that entrepreneurs are looking for profitable oppor-
tunities and therefore introduce new combinations or innovations (Van Praag, 1999). These new combinations
are the main cause of development in the economic system because new business combinations destroy the
balance in the economy and create new so-called creative destruction (Ayres and Warr, 2009:164).50
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Consequently, the education seems to be important to encourage entrepreneurship for several reasons
(Reynolds et al., 1999, Sánchez, 2010a). Firstly, education provides individuals with a sense of independ-
ence of autonomy and self-confidence. Secondly, education raises people's awareness of alternative career
choices. Thirdly, education expands the horizons of individuals, making people better prepare for perceiving
opportunities, and provides the knowledge that individuals can use to develop new entrepreneurial opportu-
nities. In order to start their own ideas, they develop the skills, knowledge and attitudes that are necessary
to create the entrepreneurial culture. Nowadays, entrepreneurship education is recognized as a priority in
the Europe 2020 strategy, within the European SME Policy and in key EU education and training strategies.
More and more countries are recognizing the importance of entrepreneurial education and invest more in its
implementation.

Considering the investment in research and development as a factor of economic growth and convergence
Fagerberg et al. (1997) and Mankiew et al. (1992), accept the current thesis according to which less devel-
oped countries are growing faster than developed, under the condition of convergence towards common sta-
ble states, i.e. those countries or groups of countries with which they share common structural features (tech-
nology level, saving rate, population growth, etc.). Also, it is necessary to consider the structure of total
investments in research and development, i.e. investments of public sector, business sector, higher educa-
tion sector and the private non-profit sector. Also, Fagerberg et al. (1997) point out that the effects of invest-
ment in research and development cannot be manifested in the short term and emphasize the importance
of the business sector investments. Namely, such investments are aimed at creating innovation, which must
be implemented and succeeded in the market, what directly contributes to national competitiveness and eco-
nomic growth. Furthermore, Guelllec and Pottelsberghe (2001) point to the effects of business sector invest-
ment from the spillover aspect and the absorption capability of technology from abroad of the public sector
and the university. Therefore, in order to achieve economic growth, countries must open their boundaries
and allow free access to foreign technologies and put their products in the function of achieving the
prosperity (Damien et al., 2003). Dabić (2007) points to the lack of business sector investment in research
and development activities and their implementation on the market, as one of the main reasons for lagging
behind the EU for major competitors (USA, China, South Korea, etc.).

Similar conclusions have been made by analyzing the investment of the business sector in the Republic of
Croatia in the process of joining the EU (Bečić and Dabić, 2008). Also, authors as the other "weak" sides of
the Republic of Croatia emphasize unfavorable position in global science, technological lagging and poor
implementation of scientific products in the entrepreneurial and industrial sectors, which is recognized as an
aggravating circumstance in adapting to the EU economy. Almost the same conclusions are present in the
papers of Prodanović et al. (2013), Krstić and Đunić (2014) and Švarc (2014), Tomljanović and Grubišić
(2016), who are analyzing along with the Republic of Croatia the situation in other countries of the region
(the Western Balkans). The authors emphasize the low level of investment in research and development, the
inadequate engagement of the business sector and the lack of cooperation between universities and the
economy in the process of commercialization of innovation. Furthermore, as a major problem is the closed-
mindedness of the scientific systems themselves, i.e. the low mobility of scientists, teachers and other staff
and students, the international dispersion of research results, as well as insufficient cooperation of institu-
tions with relevant international partners. This has resulted in the emergence of two negative processes,
namely brain drain and brain waste (abandoning jobs in the research sector and leaving for better-paid jobs).

5. ANALYSIS OF INVESTMENTS IN RESEARCH AND DEVELOPMENT IN MACEDONIA

Investments in R&D in Macedonia have, with certain exceptions, been steadily increasing since 2007.
Consequently, the largest growth was realized from 2012 to 2014, when investments in research and devel-
opment in Macedonia were 0.52% of GDP. (Chart 7). However, the reduction was achieved in 2015 and a
new growth was achieved in 2016  when investments in R&D were at the level of 0.44% of GDP. It can be 51
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concluded that Macedonian investments in research and development are still very low compared to the EU
average (2.03% of GDP) (Eurostat (7), 2017).

Chart 7:

Investments in R & D in
Macedonia for the period 
2000-2016 (% of GDP) 

Source: developed by the authors,

based on the Eurostat (6), 2017

Furthermore, a better picture of investments in R & D in individual countries it is possible to get by analyz-
ing its structure. In this context, it is necessary to look at the investments of the business sector, the public
sector, the higher education sector, the private non-profit sector and foreign investments  (Chart 8).

Chart 8:

Investments in R&D in
Macedonia by source of funds
(% of total investments)

Source: developed by the authors,

based on the Eurostat (14), 2017

Most of the investment in research and development in Macedonia is financed by public sector activities ie
57.8% of total investment, followed by investment in the business sector (29.8%) and the higher education
sector (6.4%). The smallest part of the total investment refers to the foreign investment and private non-prof-
it sector investment. On the other hand, the EU's largest share of R & D investment is funded by the busi-
ness sector's contribution, which accounts for 56.8% of total investment. Then followed by public sector
investment (31.8%) and foreign investments. The smallest share at EU level also goes to private non-profit
sector investments.

Nevertheless, in the case of Macedonia, it is necessary to further explain the structure of investment in
research and development. Investments in research and development are undertaken by the higher educa-
tion sector often do not have an economic function, ie they do not contribute to economic growth. The prob-
lem arises from the fact of low market commercialization of scientific research products resulting from scien-
tific activities at universities. Such a situation in Macedonia as well as in other countries of the region impos-
es the need to strengthen the linkage between the academic community and the entrepreneurial sector, in
order to initiate structural reforms and start up the economy. 

Small and medium-sized enterprises that are the cornerstone of the world economy should intensify their sci-
entific research activities and thus further increase their contribution to achieving progress and convergence
processes. Nevertheless, the unfavorable entrepreneurial environment and the consequences of the global
economic crisis in Macedonia and other countries of the region slow down this process and direct the inter-
est of small and medium-sized enterprises towards survival, with an orientation towards new knowledge and
technology taking a secondary role. According to available data, 52.6% of small and medium-sized enterpris-
es in Macedonia survive, while 14.3% per year do not survive (Eurostat (8), 2017).52
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Contemporary theoretical approaches emphasize the crucial role of the workforce, ie their education and
training in the process of achieving economic growth and the achievement of convergence. Such approach-
es impose the need to increase public investment in education and the participation of the population in life-
long learning programs.

At the level of Macedonia, 9.4% of the population aged from 18 to 64 are included in lifelong learning pro-
grams. In the observed period, the highest values were achieved in 2011 when 11.4% of the population aged
from 18 to 64 were included in some form of lifelong education (Chart 9). However, comparing with the EU
average in 2016 (16.6%), there is a significant lag in this indicator as well.

Chart 9: 

Participation of the population
aged from 18 to 64 in lifelong
learning programs in Macedonia
for the period 2000-2016 (%)

Source: developed by the authors,

based on the Eurostat (11), 2017

This situation arises as a direct consequence of the unfavorable economic and social situation in which the
population is oriented towards survival and the provision of sufficient resources for normal life. Also, there is
still insufficient awareness of the importance of continuous improvement and improvement in order to
improve their own position and adaptability in the labor market.

Such a situation requires the increased engagement of political authorities in increasing total investment in
education and enabling broadly accessible and financially acceptable education and training programs.
Investments in education in Macedonia have started to increase since 2007, and this process (with the excep-
tion of 2011) required until 2012 when the level of 4% of GDP was reached (Chart 10). Such values represent
a lag behind the EU average, with education accounting for 5.28% of GDP (World Bank (11), 2017).

Chart 10:

The trends of public 
investments in Macedonia in the
period 2001-2012 (% BDP-a)

Source: developed by the authors,

based on the Eurostat (9), 2017

Total investments in education have had a positive impact on the share of the population aged 30-34 with
completed tertiary education. Namely, the data presented in Chart 11 point to a steady increase in persons
with completed tertiary education in the period 2007-2014. According to the latest available data, 24.9% of
the population aged 30-34 in Macedonia have completed tertiary education. Still, despite the steady growth,
Macedonia also lags behind in this indicator for the EU. Namely, at the EU level, 39.1% of the population
aged 30-34 have completed some form of tertiary education (Eurostat (10), 2017).
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Chart 11:

Population aged 30-34 with 
completed tertiary education in
Macedonia in the period 
2006 - 2014 (%)

Source: developed by the authors,

based on the Eurostat (9), 2017

Furthermore, the higher education sector in Macedonia produces 0.2 new doctors of science per 1000 inhab-
itants, which is somewhat lower than the EU average (Eurostat (11), 2017).

Positive trends in education and the recognition of science and contemporary trends as a key condition for
achieving economic growth have resulted in an increase in the number of employees in the science and
research sector. Increased employment was started in 2009 and with certain exceptions continued until 2014
(Chart 12).

Chart 12:

Number of employees in science and
technology in Macedonia in the period
2005 - 2014 

Source: developed by the authors, based on

the Eurostat (9), 2017

As mentioned above, such a situation is an opportunity but also a challenge in the commercialization of prod-
uct research by employed scientists and their use for the purpose of economic growth.

The relationship between R & D and achievement of economic competitiveness of a country can be
assessed on the basis of the share of high technology products in total exports. Data presented in Chart 13
indicate relatively positive trends in this segment in the period 2007-2015. years. Namely, in the observed
period, the share of high technology products in total exports increased significantly compared to the begin-
ning of the period and in 2015 it was cut off by 2.7%. However, in this segment, Macedonia is far below the
EU average (17% of total exports in 2015). 

Chart 13:

High tech product share in total
exports in Macedonia in the
period 2007-2015 (%)

Source: developed by the authors,

based on the Eurostat (12), 2017

The analysis of the key indicators of investment in research and development in Macedonia shows positive
progress in some areas, as well as the still significantly lagging behind the EU average. In this regard, the
biggest constraints are the high orientation of investments in the higher education and public sector sectors54
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and the low levels of SME activity in scientific research activities. Furthermore, as a logical consequence of
such a situation, there is a low level of high-tech products in total exports, which limits the ability to achieve
international competitiveness and adapting to EU requirements in the process of achieving full-fledged mem-
bership.

All these limitations represent a challenge in the further integration process. The bearers of economic and
political activity in Macedonia must create the conditions for launching structural changes, fundamental to
invest in research and development and their products. As a necessity, dynamic management of structural
changes is imposed. This is a relatively unexplored field of economic science, and this work has made the
first step towards his further affirmation. The authors of this paper are of the opinion that dynamic manage-
ment primarily requires the definition of quality measures and the creation of conditions for their implemen-
tation. The success of such a process requires the synergy of all involved entities and their coordinated
efforts in achieving a common goal.

Therefore, a key development strategy is presented below, whose goals Macedonia must fulfill in the process
of achieving full EU membership. Based on the available strategic documents, the authors of the paper sug-
gest the development direction of the Macedonian economy.

5. MEASURES FOR IMPROVING INVESTMENTS IN RESEARCH AND DEVELOPMENT IN MACEDONIA

Investment in research and development in Macedonia, as well as in other countries of the Western Balkan
and the EU member states has been recognized as one oft he crucial factors to achieve economic growth and
competitiveness of national economies and „necessary“ step int he transition to a „society“ of knowledge.

The basic goal of Innovative strategies in Macedonia is "the transformation of the economy into a knowledge-

based society capable of competing on the international market, through a highly educated workforce and

innovation-oriented enterprises."

The implementation of innovation policies and achieve the goals of Innovative strategies of Macedonia takes
place in close connection with other development documents and strategies at the forefront of investment in
research and development, competitiveness, industry and joining the EU. As the most important strategic
documents are necessary to allocate the National Programme for research and development in the period
2012 - 2016, Program to promote and support technological development (2012-2015) and the Industrial pol-
icy of Macedonia in the period 2009-2020 (Figure 1).

Figure 1:

Strategic framework of innovation policies in
Macedonia

Source: developed by the authors, based on Innovative

strategies in Macedonia in the period 2012 – 2020
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The basic goal of National Programme for research and development is to achieve the level of investment
in research and development 1% of GDP by 2017, ie, the level of 1.8% of GDP by 2020. Also, the Program
stipulates the necessity of increasing the business sector investment in research and development on 50%
of total investments by 2020. In addition to the basic goals, the Program is focused on five key thematic
areas, to earn a competitive economy based on knowledge and innovation, the creation of low-carbon econ-
omy, sustainable development, security and crisis management and socio-economic and cultural develop-
ment.

Program to promote and support technological development is focused on the implementation of the priori-
ties of the strategy EUROPE 2020 (smart, sustainable and inclusive growth), strengthening the industrial
sector and to create the preconditions for economic growth based on knowledge and innovation. Generally,
the program is focused on research, the creation of knowledge and diffusion of technology for the develop-
ment of industries.

Industrial policy of Macedonia aims to increase the competitiveness of industry and the economy through
knowledge, innovation and research through orientation on five key areas: a) international cooperation and
encourage foreign direct investment, b) applied research and innovation, c) environmentally acceptable
products and services, d) the development of SMEs and e) cooperation through clusters and "network".

Innovation strategy of Macedonia in the period 2012-2020 pursues four key goals:

1. Encouraging business sector investment in R & D activities

2. Strengthening Human Resources

3. The creation of effective legislative environment

4. Increased mobility and collaboration among holders of innovation activities.

Goal 1 is planned through the implementation of activities that will increase awareness of SMEs on the
potential benefits of innovation (consultation, workshops, and promotional activities) and the establishment
of the Fund for Technology and Innovation, which will provide the means for concurrent small and medium
enterprises in implementing innovation process. In addition, this area includes technical assistance, the
establishment of university spin-off companies, commercialization of innovations, support eco-innovation
and stimulate private investment in research and development.

As key areas to achieve goal 2 are determined by adjustment of the education system to labor market needs,
rewarding the best individuals (students, lecturers, researchers), improvement of professional training and
the promotion of lifelong learning and the modernization of tertiary education.

The creation of effective legislative environment (goal 3) is possible through the formation of a unified and
efficient framework for scientists and research institutions, adjustment of the public procurement in order to
stimulate innovative activities and the creation of a competitive business environment (modernization of the
competition rules).

Increased mobility and collaboration among holders of innovation activities (Goal 4) is planned by increas-
ing the number of clusters and to encourage their cooperation, strengthening the connection between
research institutions and the economy, strengthening cooperation with foreign countries and security mech-
anisms for attracting foreign direct investment.
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The achievement of key economic and strategic goals of Macedonia (full membership in the EU, economic
growth, sustainable development and increase the competitiveness of the economy) means coordinated
actions and fulfillment of the goal and priorities of key strategic documents, which are the most important
areas identified like promotion of technological development, strengthening the scientific and technological
basis industry and the development of SMEs. In accordance with the orientations of the strategic documents,
as well as key development "leverage" identifiable investment in research and development, Enterprise and
Industry and International Cooperation (Figure 2).

Figure 2:

Key development "leverage"  of the economy of
Macedonia

Source: developed by the authors

Innovation strategy of Macedonia proclaimes as a basic goal increasing of investment in research and devel-
opment at the level of 1% of GDP by 2017, ie. 1.8% of GDP by 2020. The special attention is paid to the
development of industry in the changed conditions, ie, re-industrialization, which will guide the key holders
to the industrial production of high technology products. Also, increased investment in research and devel-
opment in small and medium-sized enterprises, are providing the conditions of funding and technical sup-
port to increase their competitiveness and recognition on the international level and make them "engines" of
economic development. Economic activity in the modern business conditions are based on the connection
between the research sector and small and medium enterprises, and it is, therefore, necessary to strength-
en their cooperation and to implement the adjustment of the education system (particularly high) so that will
be compatible with the needs of the business sector and the general labor market. Excellence, progress and
competitiveness in the field of scientific research can be achieved only through international cooperation and
networking with key regional and EU actors. Connectivity, coordination and concerted implementation of the
three listed "leverage" to influence the initiation and acceleration of structural reforms in Macedonia, trans-
formation towards "knowledge society" and the adjustment of its economy to modern demands of the EU.

Along with national strategies, Western Balkan countries including Macedonia should focus on the achieve-
ment of the objectives and priorities of regional strategies, of which the most important is the Western
Balkans Regional R&D Strategy for Innovation.

The Strategy was defined in 2013 in order to create the foundations for reform of policies and institutional
reforms, and promote the increase in innovation, economic growth and prosperity. The implementation of the
Strategy will provide the countries of the Western Balkans with a number of opportunities for human
resources development and financial leverage and will contribute to the creation of a political platform for the
continuous promotion of policy reform and capacity building for the mobilization of external funding for
research funding. The regional cooperation of R&D countries will also result in positive environmental pres-
sures and will be an indicator of countries' orientation for the European Research Area (ERA) (World Bank,
2015).). This Strategy imposes the main goal on the Western Balkans which is the achievement of the level
of investment in research and development of 1.5% of GDP by 2020. 
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Along with the fundamental objective, the Strategy is focused on meeting the four additional goals: 

1. improving the science base and research excellence, 

2. fostering cooperation and technology transfer between research institutions and industry,

3. creating the conditions for industrial innovation and innovative start-ups and 

4. improving innovation management and innovation policies.

With the aim of achieving the objectives set out in the Regional Strategy for Innovation, the Action Plan for
Regional Co-operation has been defined, proposing five regional initiatives, covering all aspects of research
and development. The achievement of the Action Plan will be more effectively implemented through a finan-
cial assistance instrument called Western Balkans Research and Innovation Strategy Exercise Facility
(WISE).

Within WISE, four programs have been proposed:

1. the establishment of the Research Excellence Fund, which aims to encourage cooperation between
local researchers and scientists from abroad as well as the development of young scientists

2. a network of excellence development programs

3. a program of technological transfer, aimed at promoting cooperation between the research and busi-
ness sectors

4. start-up program.

In addition to the previously analyzed National Strategy and the Regional Strategy for Innovation of the
Western Balkans, Macedonia and other Western Balkan countries should put great emphasis on achieving
the goals of the EUROPA 2020 Strategy, whose fulfillment positively influenced their integration processes,
economic recovery and preparation for full EU membership.

The Europe 2020 Strategy, adopted in 2010, is a ten-year strategy, whose goal is to create Europe the fastest
growing and most competitive knowledge based economy in the period up to 2020. 

The most important priority of the Strategy is smart, sustainable and inclusive growth. Smart growth implies
the development of knowledge-based and innovation-based economic activity. Sustainable growth endeav-
ors to secure economy that makes efficient use of resources and inclusive growth is focused on the achieve-
ment of high rates of employment, which will contribute to social and territorial cohesion (Agency for mobili-
ty and EU programmes, 2015).

In close connection with the main priorities, five main objectives of the Strategy focused on employment,
research and development, climate change and energy sustainability, education, and the fight against pover-
ty and social exclusion (European Commission, 2015).

In the area of employment, the goal is to achieve an employment rate of more than 75% (population aged
25-64). The research and development goal implies investing in research and development at a level of 3%
of GDP by 2020. Climate change and energy sustainability are based on achieving 20/20/20, ie reducing
greenhouse gas emissions by 20% (or 30% if there are conditions) compared to the 1990 level, obtaining
20% of total renewable energy sources and increase energy efficiency by 20%. Furthermore, in the area of
education, it is envisaged to reduce the early school leaving rate to below 10% and to increase the share of
persons between 30 and 34 years of age with completed tertiary education at 40%. The goal of poverty alle-58
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viation and social exclusion is to reduce the number of people living at risk of poverty and social exclusion
for at least 20 million.

In order to achieve priorities, the EU has defined seven key initiatives. The initiatives needed to achieve
smart growth include: Innovation Union (encouraging investment in research and innovation and strengthen-
ing the innovation chain), Encouraging the Young (strengthening education systems and facilitating labor
market change) and the Digital Agenda for Europe (ICT and fast Internet application).

In the area of inclusive growth, the Agenda for New Jobs (employment, training and modernization of the
labor market) and the European Platform Against Poverty (social and territorial cohesion and inclusion) are
being implemented, while the priority of sustainable growth is realized through  Resource Efficient Europe
(the fight against climate change and clean and efficient energy) and the Industrial Policy of the Globalization
Era (creating a better business environment and strengthening the foundations of the industry, thus ensur-
ing a higher level of economic competitiveness) (Agency for mobility and EU programmes, 2015).

Using the exponential smoothing method, a projection of investment in research and development in
Macedonia and the EU from 2017 to 2025 (Chart 14) was carried out. The projection results indicate that
investment in research and development in Macedonia in the forthcoming period, after a slight decrease in
2017, will continue to increase. However, the increase will take place at a slow pace and by the year 2025,
it is expected to reach 0.48% of GDP (Chart 14).

Chart 14:

Projection of movement of
investments in R&D in
Macedonia and the EU in the
period 2017-2025 (% of GDP)

Source: authors' calculations 

Furthermore, a similar situation is present at EU level where investment in research and development is
expected to reach a level of 2.24% of GDP. Such values represent some progress, but they will still be lower
than those set out in the EUROPA 2020 strategy, which proposes to invest in research and development of
3% of GDP. However, the time period for the implementation of the Strategy is slowly coming to an end and
questioning the achievement of the goals set, which has largely contributed to the negative consequences
of the global economic crisis. Furthermore, the issue of future trends and the EU goals in the area of achiev-
ing the knowledge economy and the achievement of the digital transformation of the economy is raised. The
key question is: Should the EU set unrealistic or difficult targets or to define more easily achievable priorities

based on previous achievements, taking into account the national specificities of the member states but also

the candidate countries that are believed to soon have full EU membership?

Taking into consideration the different national specificities and the uncertainty and dynamism of the contem-
porary economic environment, the results of projections should also be taken with a certain amount of
reserve. Namely, they represent the values that have come about on the basis of the achievements so far.
However, the economic systems of the countries are dynamic elements sensitive to changes in the environ-
ment, with deviations largely determining trends in future trends. Especially in terms of investing in research
and development and their products, which represent an extremely sensitive area.
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7. CONCLUSION

The research carried out has identified significant development lagging behind the Macedonian economy for
development levels in the EU member states. As a major problem, however, it is still high orientation towards
the activities of the agricultural sector, the tradition of the industrial sector and the lack of employees in serv-
ice industries. Furthermore, Macedonia is characterized by a very difficult social situation characterized by
high unemployment, low wages and a significant share of the population at risk of poverty and social exclu-
sion. This situation results in significant social unrest, dissatisfaction and other disadvantages that slow down
the progress and convergence of the developed EU member states.

This economic situation imposes the need for orientation towards contemporary sources of economic
growth, ie investment in R & D and their products, which is recognized as the main driver of economic growth
and structural changes in the work of relevant economic theorists. However, this area is still insufficiently
explored in the works of Macedonian authors and authors from other countries of the region. The fundamen-
tal scientific contribution of this paper derives from the systematization of the current research on the impor-
tance of investment in research and development in the process of economic growth and the analysis of the
current situation in this sector in Macedonia. Namely, as has been mentioned several times, the authors have
encountered the problem of the unavailability and unsystematisation of key indicators of investment in
research and development, which has relatively limited the scope of research. The collected and presented
data will represent a quantitative basis for future research. Furthermore, the scientific contribution of work
derives from the definition of the authors' development strategy, which as a key element of progress and fur-
ther EU integration emphasizes the need to increase investment in R & D, their integration with the business
sector and further foster international cooperation and internationalization of education systems and the
entire economy. Only such an approach guarantees the successful and sustainable integration of Macedonia
into the EU. Ultimately, the scientific contribution of the work comes from the projections of investment in
research and development in Macedonia. Namely, the results of the projections suggest that investment in
research and development in Macedonia will increase by 2025, but this process will take place at a slow
pace. Such a situation is a challenge in the process of dynamic structural change management, which
requires the close co-operation of all actors, especially the economic and political authorities.

Future research needs to include other Western Balkan countries, where similar research has not been car-
ried out recently. In addition to descriptive research and projection of key variables, future research should
focus on quantifying the impact of R & D investment on achieving economic growth and convergence in
these countries, as well as identifying the most important indicators in this process.
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Abstract

Expatriates’ remittances have grown continuously starting from 1.179 million JD in 2000 to 2.365 million JD in

2016 which is 49.8% growth. Remittances have a significant participation in the current transfer of Balance of

Payments (BOP) of Jordan. It is acknowledged that remittances are very important source of foreign currencies

and thus serves as a stable source to reduce the deficit of current account of BOP. It is worth mentioning that

expatriates’ play a vital role in the economic growth of a country as it is one of the largest sources of foreign

currency and for the period under study, remittances covered more than 14% of imports. The objective of this

paper is to investigate the role of remittances in reducing the current account deficit in Jordan. Multiple regres-

sion analyses, in addition, Pearson correlation matrix was used to show the relationships between the steady

growths of remittance and improvement of current account deficit and found the significant positive relation.

Keywords: Expatriates’ remittances, Balance of payments, Current account, Current transfers.

1. Introduction

Jordan is classified as a lower middle income country (World Bank 2011) with limited resources and depend-
ent on expatriates’ remittances and foreign aid. In the last decade, the economy of Jordan was severely affect-
ed by what is called (Arab Spring), increase of oil prices, global crisis and the influx of Syrian refugees. All
these factors are very serious challenges that face the economy of Jordan and resulted in high rate of unem-
ployment, inflation, budget deficit, high external debt and balance of payments deficit. Despite the fact that

11) Correspondence author’s email: Tawfiq.obiedat@zuj.edu.Jo
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expatriate remittances constituted about 20 % on average of Jordan’s GDP (Central Bank of Jordan 2000),
the state of current account has shown a remarkable deficit. Remittances of migrant Jordanians, foreign direct
investment and portfolio investment played a vital role in offsetting the reversals of current balance.
Remittances are one of the main sources of foreign currencies and are one of the most important economic
variable that contribute to the growth of the national economy because of the high ratio of the total volume of
receipts that reached 35% of trade balance in 2016. The objective of this study is to analyze the impact of
Jordanians’ migrant workers remittances on the current balance of the balance of payments in Jordan.

The study starts with a background about migration of Jordanian skilled labor and the importance of remit-
tances in the economy of Jordan. Part 2 is about conceptual frame work. Part 3 is about literature review.
Part 4 deals with methodology, analysis and findings. Part 5 ends with conclusion and recommendations.

2. Migration of Jordanian skilled labor and the importance of remittances in the economy  

According to the last census in 2015, the population of Jordan was 9.5 million of whom 31% were foreign
nationals. This shows that Jordan has the highest refugees to population ratio. Jordan hosts 2.7 million reg-
istered refugees, while outward migration amounts to 785000 which constitute about 8.3% of population.
Since 1973 oil price increases, large outflow of Jordanians immigrated to the Gulf States. Data on Jordanians
abroad are scarce. According to (Migration Profile: Jordan.2016), Jordanians working in Arab countries
amount to about 660000 and 125000 in the rest of the world’s countries. The inflow of remittances officially
recorded and sent back by expatriates during the period (2000-2016) estimated at around 35 billion dinars.
This makes remittances the prime source of foreign exchange. Remittance constituted about 8.6% of
Jordan’s GDP down from about 20% in 2000.This is due to the increase of Jordan’s GDP. It is worth men-
tioning that the nature of these remittances as private assets still play a vital role in supporting households’
income and Jordan’s economy in a sense that they play an important role in offsetting the deficit of current
account of the balance of payments. The following table illustrates the importance of remittances to Jordan’s
economy. It also shows the trend of remittance. 

Table 1. Remittances of Expatriate Jordanians (2000- 2016)                                                                                                                 
Year Remittances in million JD Remittances/ Export (%) Remittances/ Imports (%) Remittances/ GDP (%)

2000 1,179.0 87.4 40.8 19.7

2001 1,285.2 78.3 42.1 21.1

2002 1,364.2 69.4 43.2 20.1

2003 1,404.5 53.9 32.7 19.5

2004 1,459.6 53.0 28.3 17.8

2005 1,544.8 50.6 23.4 16.2

2006 1,782.7 48.3 24.5 16.7

2007 2,122.5 52.5 24.9 17.5

2008 2,242.2 49.9 18.6 14.3

2009 2,214.2 61.8 21.9 13.1

2010 2,247.3 53.3 20.3 12

2011 2,152.1 44.8 16.0 10.5

2012 2, 229.8 46.9 15.2 10.2

2013 2,327.7 48.4 14.3 9.7

2014 2,388.0 46.2 16.4 9.4

2015 2,423.3 50.5 16.7 9.1

2016 2,365.7 54.1 17.3 8.6

Source: Authors’ compilation.  66
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Figure 1

Remittances as a percentage 
of GDP

From table 1, we can see that remittances represent about 55% on average of Jordan’s export and 26% of
imports are covered by remittances. Compared with GDP; remittances reached as high as 19.5% in 2000
and currently represent 8.6% of GDP. According to EL- )Sakka  ،2004) rate of remittances to private con-
sumption is a measure of the extent to which remittances can be used to finance private consumption of
domestic inhabitants. When it comes to the state of current account in relation to GDP, table 2 shows that
the deficit of the current account started increasing from 2005 and in consequences affected the volume of
foreign grants and the balance of trade, which is the major component of the current account that posted a
high deficit as imports rose while exports stagnated. The rise in the deficit of the current account as a per-
centage of GDP during the period 2011- 2013 was due to the sharp deficit in the trade balance, slowdown
of investments inflows  and in the income account due to the regional instability and the necessity to accom-
modate the Syrian refugees consumption.

Table 2. Current Account Deficit as a % of GDP in Jordan                            

Year GDP (Million JD) Current Account (Million JD) % of GDP

2000 5,996.5 - 153.4 2.6

2001 6,082.9 -284.0 4.7

2002 6,781.2 381.7 5.6

2003 7,08.3 882.6 12.2

2004 8,166.1 62.9 0.08

2005 9,595.1 1,559.4 16.2

2007 10,671.8 - 2,038.0 18.9

2008 12,132.3 - 1,445.2 11.9

2009 15,623.2 - 802.4 5.1

2010 16,895.2 - 931.4 5.5

2011 18,743.1 - 2,098.8 11.2

2012 20,487.7 - 3,344.9 16.3

2013 21,921.8 - 2,487.7 11.3

2014 23,876.2 - 1,851.7 7.7

2015 25,411.7 - 2,365.6 9.3

2016 26,600.5 - 2,560.2 9.6

Source: Central Bank of Jordan. Annual Reports .Various issues
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3. Conceptual Framework 

3.1. The Current Account of Balance of Payments

The current account is one of two components of the balance of payments. The other is the capital account.
The current account is considered to be an indicator of economy’s health. It consists of the balance of trade,
net factor income and net cash transfers. The current account measures a country’s foreign trade because
it is the difference between the country’s exports of goods and services and its imports of goods and servic-
es. A surplus in the current account indicates a rise in a country’s foreign assets and vice versa. In the net
factor income, payments represent an outflows and income receipts from investments abroad and remit-
tances of expatriates are inflows. So the current balance is calculated by adding up 4 components; goods
and services, income and current transfers as presented in the following formula:

CA = (X – M) +NY +NCT

Where, 

CA: stands for current balance ;  X, M: the export and import; NY: net income from abroad

NCT: net current transfers

3.2. Interrelationships in the balance of payment

The current account reflects the monetary transaction with the rest countries of the world. Transactions are
either recorded as a credit or a debit. Within the balance of payments, there are three categories under which
transactions are classified; the current account, the capital account and the financial account. The current
account reflects the sum of the capital and financial accounts. The current account is the main causal factor
with capital and financial account. Simply reflecting financing of a deficit or investment of funds arising as a
result of surplus. The causative factor in the current account and that the positive financial account reflects
the need to finance the country’s current account deficit.

3.3. Reducing or increasing current account deficit

If a country has a deficit in its current account it means that a country is a net debtor to the rest countries of
the world. The state of current account balance is influenced by many factors. But the main factor is the trade
balance (export –import) which determines the current account state of surplus or deficit. The action to reduce
a current account deficit involves increasing exports or decreasing imports or depreciating the exchange rate
in order to make the goods and services cheaper for the foreigners.  According to (Pitchford thesis) a deficit
of current account does not matter if it is driven by the private sector (Cashin, P. and McDermott 1998). In
case of surplus it is a good indicator of economic activity of a given country. 

4. Literature Review

Because of the increase of flows of expatriates’ remittances and their importance in the economic develop-
ment of receiving- countries, a wide range of issues related to the expatriates’ remittances became over the
past years the subject of political debate, as well as of theoretical and empirical studies. Kandil and Mirzaie,
(2001) in their analysis by using time series analysis found that remittances inflows led to the export growth
in two countries (Jordan and Tunisia) out of four MENA countries. Bouhga - Hagbe (2004), reached a con-
clusion that in Morocco, expatriates’ remittances covered the trade deficit and explained the surplus of the68
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external balance. According to (OECD 2006), when expatriates’ remittances cause an increase of imports
and deficit in trade balance in the receipt- receiving country, which is known as boomerang effect, the
propensity to import increase. In the process of evaluating the impact of expatriates’ remittances on econom-
ic variables, Ratha  stressed the growing importance of remittances as a source of foreign exchange for
developing countries which is reflected in his study on the relationships between remittances and economic
growth in Sri Lanka during the period 1977-2012. Harsha Paranavithana(2014), using VEC model, he found
a positive and direct relationship between remittances and economic growth in the long run, but no causali-
ty in the short run. Pradham,G et al (2008), investigate the relationship between remittances and economic
growth in 39 developing countries from 1980-2004, using panel data fixed effects and random effects and
found a direct relationship between remittances and economic growth. El-Sakka and McNabb (1999) esti-
mated a macro model for total inflow of remittances through official channels in Egypt. They found that lev-
els of income in both host and home countries have a positive impact on the inflow of remittance to the home
county. They also found that remittance flows are highly responsive to black market premiums. The results
also support the idea that interest differentials at home and abroad have a negative impact on the inflow of
remittances through official channels. They also find that imports financed by remittances have higher
income elasticity and relatively lower price elasticity as compared to other imports. Edards (2009) examined
the relationship and growth input of remittances and transfers using fixed panel effects estimation (1979-
2002) and found that remittances and foreign aid are negatively associated with growth. Pradhan. A.H et al
(2012) in their research “Contribution of Remittances on Current Account of Balance of Payments in
Bangladesh” using VECM estimation model found that the high contribution of remittances in the current
transfer over the period 1997-2009) led to a positive link between remittances and current account. And final-
ly, Jihad .Al-Sondos and Suliman Abu-Kharmah(2010), on their study about the impact of Jordanian work-
ers’ remittances on macroeconomic variables employing Multiple Linear Regression by the Least Square
Method and statistical tests found a positive statistical significance impact of remittances on the macroeco-
nomic variables and a positive impact on the increasing the per capita share of the GDP. Based on the pre-
vious literature the following hypothesis has been formulated as follows in its alternative form:

Hi: There is an impact of expatriates’ remittances on current account of balance of payments in Jordan.

5. Methodology, Analysis and Findings

The objective of this study is to evaluate and analyze the impact of Jordanian expatriates’ remittances on the
current account of the balance of payments. The study is based on secondary data collected from the annu-
al reports of the Central Bank of Jordan and from the Department of Statistics. A wide range of critical and
exhaustive review of literature was used for the purpose of the study. 
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Table 3. Current Transfers, workers’ Remittances and Current Account Balance

Year Current Transfers Workers’ Remittances % of Current Transfers FDI in million JD Current Acc. Bal. 

2000 1,531.2 1,179.0 76.9 648.23 - 153.4

2001 1,679.7 1,285.2 76.5 194.54 - 284.0

2002 1,792.2 1,364.2 76.1 168.98 381.7

2003 2,273.0 1,404.5 61.8 388.37 882.6

2004 2,280.2 1,459.6 64.0 665.27 62.9

2005 1,855.0 1,544.8 83.3 1,408.0 - 1, 559.4

2006 2,0804.5 1,782.7 85.7 2,282.5 - 1,133.3

2007 2,029.6 2,122.5 104.6 1,301.3 - 2,038.0

2008 2,896.0 2,242.0 77.4 2,005.7 - 1445.7

2009 2,696.0 2,214.2 82.1 1,713.3 - 802.4

2010 2,789.4 2,247.3 80.6 1,721.1 - 931.4

2011 3,454.7 2,152.1 62.3 1,046.2 - 2,098.8

2012 3,084.9 2,229.8 74.5 1,099.3 - 3,344.9

2013 4,813.3 2,327.7 48.3 1,382.2 - 2,487.7

2014 5,160.9 2,388.0 46.3 1,546.7 - 1,851.7

2015 3,989.3 2,423.3 60.7 1,136.2 - 2,365.6

2016 3,369.6 2,365.7 70.2 1,092.6 - 2,560.2

Source: Central Bank of Jordan Annual Reports (2000- 2016) Statistical Tables.

Figure 2

current account, FDI, 
and workers’ remittances

In order to find out the role of expatriate remittances in offsetting the current account 

Deficit, we suggest the following model: Y = a+b1x1 +b2x2   +eb2x3+ € 

Where y stands for current account, X1 for current transfer; X2 for Expatriate remittances and X3 for foreign
direct investment. Then we used multiple regression analyses, in addition to Pearson correlation matrix. The
authors found that there is a negative and significant effect of expatriate remittances on the current account
of balance of payments in Jordan; p. value (0.00) which is lower than 0.05, while the effect of   FDI is posi-
tively correlated and insignificant, but the effect of Current Transfers on the current account of balance of
payments is negatively correlated and insignificant as shown in Table 4.70
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Table 4    Regression analysis 

Dependent Variable: current account balance

Variable Coeff. t-Stat. Prob.

C 2,890.84 3.115 0.01 

X1 (0.03) -0.440 0.67 

X2 (2.27) -3.708 0.00 

X3 0.25 0.463 0.65 

R-squared 0.64 Akaike info crite. 16.37 

Adjusted R-squared 0.55 Hannan-Quinn crite. 16.39 

Log likelihood (135.17) D-W stat 1.42 

F-statistic 7.60

Prob(F-statistic) 0.003468

In turn, we observe that the correlation coefficients between the current account balance and both the current
transfers and expatriate remittances are negative, viz., a, viz, (-0.910) and (-0.650) respectively  while the rela-
tion with the foreign direct investment variable has a positive association (0.910) as shown in Table 5.

Table 5 Correlation matrix  

Variables x1 x2 x3 y

x1 Correlation 1.000

Sig (2 tailed)

x2 Correlation -0.670 1.000

Sig (2 tailed) 0.000

x3 Correlation -0.900 0.840 1.000

Sig (2 tailed) 0.000 0.000

y Correlation -0.910 -0.650 0.910 1.000

Sig (2 tailed) 0.000 0.010 0.000

N 16.000 17.000 17.000 17.000

X1 stands for current transfer; X2 Expatriate remittances; X3 Foreign direct investment and Y for Current Account.
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6. Conclusion and Recommendations

From the above discussion, we conclude that expatriates ‘remittances have become a significant issue due
to its role in many aspects of economic growth of a receiving country. This paper concentrates on theoreti-
cal literature on remittances and investigate its link with current account of the balance of payments of
Jordan. In terms of the expatriates’ remittances, its trend has been increasing and positive in a sense that
they reduce the deficit in current account. In order to enhance the size and roles of remittances in econom-
ic stability, we recommend the following:

1. A clear strategy should be adopted by the government to improve the skills of the emigrant workforce.

2. Attempts should be taken by policy makers to bring these remittances via formal channels.

3. Interest rates should be maintained on the accounts of migrant workers at levels that are higher than
on domestic or foreign currencies deposits.

4. Special treatment in terms of duty and tax on equipment and investments of migrant workers. 
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i This study titled “The Nexus between income inequality, international remittances and economic growth in Turkey” was presented
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