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Decentralization & Regional Development: Set up

Local governance structure of the RNM is one-tier system (80 municipalities + the City of Skopje)

» Fiscal decentralization implemented in a two-phased approach (2004): |. earmarked grants w/o salaries and allowances in 2005; II.
2007 or 2011.

« All LSGUs with equal symmetrically assigned responsibilities
« Some competencies are decentralized but sectoral and between governance levels coordination is deficient
» Divided in 8 planning regions (2009) for statistical purposes
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+ allocation of competencies for services is not linked to the local institutional capacity & service performance is not properly assessed

» |IGT block grants are earmarked grants financing institutions - not functions thus as the fiscal capacity of LSGUs fall short of financing
needs, with a gap financed by IGT



Decentralization & Regional Development: Devolution?

+ LSUGs dependent on block grants
* IGT ~64% of TR,

« OSR ~36% of TR (OSR are generated through: taxes, fees, and other
charges)

* Devolution or deconcentration?

OSR % TR

IGT % TR

min 6% 41%
max 58% 91%
median 22% 74%

» The voter preferences not easily translated into budgets due to low fiscal transparency and accountability.

» Local election campaigns more focused on national than local issues

» Decentralization in the RNM is more about deconcentration and less about fiscal autonomy and shifting decision-making power to

municipalities.

» Inadequate transfer of financial resources for some services (e.g. education, fire protection and roads) are “forcing” municipalities

to provide services inefficiently + inability to maintain depreciated assets -> large fiscal gap & fiscal stress.

» Lack of human capital

» Decentralization as public policy choice for ensuring political stability for national cohesion, rather then economic efficiency

Thus dependence on central government funds for transfers/public goods is persistent with no mechanisms by which local voters can

reveal their preferences.

CEA prepared a research paper and brief justifying the need for consideration of asymmetrical decentralization in the onset for the

discussion for transfer of other competencies and considerations (https://cea.org.mk/asymmetric-decentralization-policy-brief-for-

policymakers/?lang=en)




Decentralization & Regional Development: Local Revenue Structure

Substance & structure of local taxes...

Revenue All Local Governments Muncipalities
Local revenues 33.3% 30.1%
Taxes 25.0% 22.5%
Nontax revenues 8.3% 7.7%
Transfers from central | [ r
government 62.8% 69.9%
Shared taxes 13.2% 14.5%
Other transfers 49.6% 55.3%
Current 48.7% 54.3%
Capital 0.9% 1.0%

Coverage Ratio
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= Coverage Ratio (Own Source Revenue to Tatal Expenditure)

City of Skopje
59.0% * Property taxes (property, inheritance &
45.1% gift, transfer of real estate & rights): ~28%
13.8% of OSR (within sample differences)
41.0% + Special Service Fees - especially Land
9.7% development fees nationally are > 60%
31.3% of all communal fees
31.3%

0.1% * The bulk of OSR is from one-time
charges (land development fees and
land transfers rather then property tax)

» Unpredictable and unequally available to
Own Source Revenue Structure -2024
ot all LSGUs
Revenues -
Land P ared » Evident uneven progress and disparities
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Recent Regulatory Changes in Local Financing

« Law for financing the LSGUs changes

No systemic changes rather cosmetic, and

concerning financing increasing the fiscal capacity

Vertical Transfers

1. PIT shared tax increased percentage: up to Y2021: 3%; Y2022: 4%;

Y2023: 5% & Y2024: 6%

2. Transfers from central government:
VAT — shared, introduced performance and equalization

component

General Purpose

Component 1:

Component 2:

Y Transfer Enhanced Performance- Total
Basic Component Equalization Grant Based Grant

2022 4.5% 0.25% 0.25% 5.0%

2023 4.5% 0.50% 0.50% 5.5%

2024 4.5% 0.75% 0.75% 6.0%

The part of the VAT grants for performance is distributed
only to municipalities that cumulatively meet the following
two criteria:

1) collected OSR in t-1 at least 70% of the planned OSR and

2) collected OSR in t-1 are higher than the average OSR
collected in the municipality for the last three years, before the t-
1.

The part of the VAT grants that are intended for
equalization is distributed only to the municipalities that
are below the threshold of the average revenues from the
personal income tax per inhabitant, collected in t-1.

Capital transfers not systematized and not monitored for
performance (depending on government programs plus
highly fragmented)

Earmarked transfers (transfers from budget funds, such as
revenues from the State Roads Agency, revenues from
Bureau for regional development, etc.)



Regional Disparities: Persistent

» Constitution encourages economic progress and more balanced spatial and regional development
« “New” wave of Balanced Regional Development Law 2021 (2" phase) striving to be mirroring the EU’s cohesion policy
» The legally prescribed 1% of GDP funds for BRD is largely under executed

* Yet, faces challenges with significant regional economic disparities, and achieving true balance requires stronger policy alignment and
coordination.

» Disparities across SR persist: Skopje PR's GDP is 9 times higher than NE region, & 2.5 times higher GDP pc
* in context of population decline + outmigration.

« However, although the RNM has the established strategic and normative framework and institutional setting, it does not ensure
progress in terms of policy implementation and does not contribute to the effective reduction of disparities in and between
planning reqgions and their appropriate demographic, economic, social and spatial cohesion.
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Regional Disparities: Persistent

No significant success in BRD, delayed action for “new wave of decentralization”.

Research shows

 inequality has increased over the last years as measured with the coefficient of variation
of GDP per capita for regions - from 2011 to 2021 the variation increases i.e. the
inequality measured as GDP per capita grows over time.

« CEA-research on decentralization and regional development showed:

» Regions in North Macedonia do not tend to converge to a stable long-term economic equilibrium.
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1. If LGs collect more money through taxes, it can reduce inequality, but only if the region has enough economic activity.
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» Poorer regions, even if they try to collect more taxes, it doesn’t necessarily mean they will develop faster because of lack of

economic opportunities.
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2. Regions that manage their budgets well tend to become more unequal, because the money is often intended for existing facilities running,

rather than creating new growth.

3. To make all regions more equal, the government should focus on helping less developed areas build their economic potential — like

creating jobs, improving infrastructure, and attracting businesses — instead of just giving them more money or trying to grow fast without

considering their unique challenges.

https://cea.org.mk/policy-paper-balanced-regional-development-and-fiscal-decentralization/?lang=en
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Initiatives planned or on stand by...

» Enacted: Law for and National Development Strategy & 20 years Strategy on NDS - integrates within regional
development and cohesion as priority

« Enacted: Law for BRD, and Regional Development Strategy 2021-2031, link to the NDS, 2" wave, noted only
improved monitoring system

» Significant portion of the PFM regulatory changes has been “conditioned” by the EU Reform Agenda -
“push” from outside, and other donor supported initiatives
« The “new wave of decentralization” - stalled, no substantial changes, minor in Law on LSG
« Initiative for improving the capital transfer system - stalled
* Further increased % transfers, planned but stalled
* Increased Revenues options such as introduction of new local taxes — on hold

 Altered criteria for block grants - partial (e.g.. Changes formula for distribution of the block grants for
education 2026)

» Fiscal discipline (hard fiscal rules) & funding options (Stand-by loans from CG or Municipal bonds &
structural bond) announced but delayed |,

* Reduced arrears — still persistent,
* Increased transparency - triggered by OBL is delayed,
» etc.




Thank you!
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