The place of Republic of Macedonia in the Index of Economic Freedom

2011

Republic of Macedonia has 66 % Economic Freedom
World rank: 55

Regional rank: 23rd of 43 countries
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The OHRID Institute for Economic 50
Strategies and International Affairs has the 25 ’.— 75
honor to announce the Index of Economic
Freedom 2011. The Index is prepared by the Least b / \H}D Most

Heritage Foundation, and the OHRID '7¢¢
Institute as Macedonian partner translated

the analyses for Republic of Macedonia. For

many years, The Wall Street Journal and The Heritage Foundation have been measuring
countries' commitment to free market capitalism in the "Index of Economic Freedom."
The Heritage foundation is conservative think tank situated in Washington. The Heritage
is founded in 1978, and is very influential in the US conservative circles. Its mission is to
formulate and promote conservative public policies based on the principles of free
enterprise, limited government, individual freedom, traditional American values, and a
strong national defense.

The index measures ten components of economic freedom, assigning a grade in each
using a scale from 0 to 100, where 100 represents the maximum freedom. The ten
component scores are then averaged to give an overall economic freedom score for each
country. The Index covers 10 freedoms T from property rights to entrepreneurship T in
183 countries.

Macedoniads economic freedom score is 66, making its economy the 55th freest in the
2011 Index. Its overall score has increased 0,3 points from last year, reflecting a major
improvement in labor freedom and smaller improvements in six other economic
freedoms. Macedonia is ranked 23th out of 43 countries in the Europe region, and its
overall score is above the world average.

Reforms in labor market flexibility and regulation of investment enabled Macedoniads
economy to achieve one of the highest score improvements in the 2011 Index. Macedonia
also enjoys high levels of trade freedom, fiscal freedom, and monetary freedom. Personal
and corporate income tax rates are very competitive, and tax administration has been



strengthened. Monetary stability is relatively well maintained. Macedonia is generally
open to global trade, and the financial sector has weathered the global financial crisis
relatively well.

Macedonia still lacks sufficient institutional support for property rights and the fight
against corruption. The court system is prone to corruption, political interference, and
inefficiency, and human trafficking and smuggling of drugs and weapons remain serious
problems.

Background: Since 1995, the Index has brought Smith's theories about liberty,
prosperity and economic freedom to life by creating 10 benchmarks that gauge the
economic success of 183 countries around the world. With its user-friendly format,
readers can see how 18th century theories on prosperity and economic freedom are
realities in the 21st century.

As previous years this year too the leading position has Hong Kong, which has (89.7)
points, following Singapore (87,2.1), Australia (82.5), New Zealand (82.3) and Ireland
(78,7). From the countries in the region, Albania has the best score and it's ranked on the
53rd place. Afterwards follow Macedonia (55), Slovenia (66), Montenegro (76), Greece
(88), Serbia (101), and Bosnia and Herzegovina which is on the 104 place. Compared
with other countries in Europe, Macedonia is ranked 23th.
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In the research Macedonia received high scores in the
fiscal freedom (90, 0) monetary freedom (84, 5) and '—
trade freedom (83,6). Low scores which mean bad ~ Country  World - Hegonal  Free
signal for business, Macedonia received in the part e TR e
for property rights protection (35.0) and the level of corruption (38,0). Average state
scores received in the categories: freedom of investment by 60.0 points which means the
same as last year, the section on running a business of Macedonia has 64, 6 points,
financial freedom from the previous whose number was 65.2 points, financial freedom is
60, and the economic freedom of the governmentds 64, 3 points. On the bottom of the list
are Burma, Eritrea, Cuba, Zimbabwe, and the lowest economic freedom in the world has
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North Korea. Macedonia's economic transformation into a market economy continues.
Macedonia enjoys high degrees of trade freedom, fiscal freedom, and monetary freedom.
But, Macedonia lacks institutional capacity in protecting property rights and fighting
corruption. However, creating an environment that is truly conducive to vibrant economic
development remains challenging.

The OHRID Institute for Economic Strategies and International Affairs since its forming
tracks the place of Republic of Macedonia in the Index of Economic Freedom. Republic
of Macedonia has made significant progress in the development of the economic freedom
and in all its constituents.

Business Freedom-64,6% - The overall freedom to establish and run a business has
improved, but the pace of reform has slowed. Streamlined processes for business
formation and operation provide an environment fairly conducive to dynamic private
investment and production.

Trade freedom — 83,6%- Macedoniads weighted average tariff rate was 3.2 percent in
2009. Some import restrictions, import licensing, non-transparent regulations and
standards, and customs corruption add to the cost of trade. In 2009, tariffs were reduced
or eliminated for 498 lines of raw materials and equipment for which there were no
domestic competitors. Ten points were deducted from Macedoniads trade freedom score
to account for non-tariff barriers.

Fiscal Fredom- 90,0%-Macedonia has low taxes. The individual income and corporate
tax rates are a flat 10 percent. Other taxes include a value-added tax (VAT) and a
property transfer tax. The capital gains tax was abolished effective January 1, 2009. In
the most recent year, overall tax revenue as a percentage of GDP was 28.3 percent.

Government Spending — 64,3%- In the most recent year, total government
expenditures, including consumption and transfer payments amounted to 34.5 percent of
GDP. Some small and medium-size hydroelectric plants have been privatized, and the
electricity sector remains an important target for reform. In response to the recent global
crisis, the government cut public spending and froze public-sector wages, but it increased
infrastructure investment in an attempt to invigorate the private sector.

Monetary Freedom- 84,5% - Inflation has dropped, averaging 1.7 percent between 2007
and 2009. Most prices are determined in the market, but the government subsidizes
agriculture and influences certain prices through state-owned enterprises and utilities,
such as electricity. Five points were deducted from Macedoniaés monetary freedom score
to account for measures that distort domestic prices.

Investment Freedom- 60.0% - Foreign and domestic investors receive equal treatment,
and non-residents may invest in domestic firms with a few exceptions. Despite reforms in
the investment regime, the legal system and investment bureaucracy can be slow,



inefficient, lacking in adequate resources, and subject to political pressure and corruption.
Contract enforcement can be inconsistent. Residents and non-residents may hold foreign
exchange accounts subject to approval and restrictions. Payments and transfers face few
controls. Foreign investors are permitted land-use rights but may not own land. The
government may not expropriate property without providing compensation.

Financial Freedom-60,0 - Macedoniads financial sector has become more dynamic.
Bank competition has increased, and the foreign presence accounts for more than 80
percent of total bank assets. The three largest banks account for about 70 percent of all
deposits and loans. Banking intermediation is relatively low, but credit is allocated on
market terms. Macedoniads 2007 Banking Law substantially enhanced the sectords legal
and regulatory framework. The financial sector is supported by strong capital and
liquidity buffers. The government has also established a regulatory agency for insurance
companies. Nonperforming loans have declined in recent years. Capital markets are
underdeveloped and unable to provide a full range of credit alternatives for businesses,
but activity on the Macedonian Stock Exchange has grown. Macedonia has not been
severely affected by the global financial crisis.

Propert Rights- 35,0% - Protection of property rights is weak. The judiciary is subject
to executive influence. The lack of effective rule of law and the uncertainty of property
rights, especially in registering real property and obtaining land titles, undermine
investment and development. The government has taken some action to combat piracy of
items like CDs, DVDs, and software, but many pirated items remain for sale.

Freedom from corruption — 38.0 %- Corruption is perceived as significant. Macedonia
ranks 71st out of 180 countries in Transparency Internationalés Corruption Perceptions
Index for 2009, an improvement for the second consecutive year. The law provides
criminal penalties for official corruption, but the government has not implemented the
law effectively, and officials engage in corrupt practices with impunity. Corruption is
found in all branches of government, especially the police and judicial system.
Enforcement of laws against offenses like drug abuse, money laundering, and corrupt
practices has been lackluster.

Labor Freedom 79,7%- Macedoniads labor regulations are relatively flexible. After
years of chronic high unemployment and underemployment, Macedonia has pursued
labor market reforms that include the use of fixed-term contracts and the easing of
restrictions on work hours.
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QUICK FACTS

3RSXODWLRQ
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