NORTH
MACEDONIA

Following a relatively solid growth performance in 2025,
underpinned by domestic demand, economic activity slowed
in Q1 2026 amid geopolitical headwinds, before rebounding
in Q2. Inflationary pressures have resurfaced, eroding pur-
chasing power, while weaker prospects in key European
Union (EU) export markets heighten external risks. Revenue
shortfalls and rising expenditure commitments underscore
the urgency of a credible fiscal strategy.

Key conditions and challenges

Following an acceleration in economic activity in 2025, growth mo-
mentum proved resilient into 2026, with a temporary moderation
in Q1 giving way to a stronger-than-expected rebound in Q2, when
real GDP expanded by 4.3 percent. Nonetheless, structural head-
winds continue to fuel inflationary pressures and cloud the medi-
um-term outlook. Beyond cyclical challenges, North Macedonia
faces deep-rooted structural constraints that limit growth
prospects and risk entrenching the country in a middle-income
trap. Total Factor Productivity growth has been negative since the
2010s, and only marginally improved post-pandemic, a reflection
of investment allocated to assets that do little to raise productive
capacity. Human capital pressures compound these challenges.
Sustained emigration is impacting the availability of workforce,
while a large gender participation gap, a high youth not in em-
ployment, education, or training rate, and a widening skills mis-
match weaken the economy's productive potential. At the same
time, wages are rising faster than productivity during recent years,
gradually eroding external competitiveness.
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2019 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

On the fiscal front, consolidation plans have been delayed. While
revenue growth has provided some support to fiscal outcomes,
rising expenditure pressures continue to weigh on the fiscal
deficit, which remains above the 3 percent of GDP limit set by
the fiscal rule. Medium-term prospects hinge on the pace and am-
bition of structural reforms, including in the areas of energy, the
state's footprint in competitive markets, business environment, hu-
man capital and connectivity. The EU Growth Plan provides a key
anchor for the structural reform agenda. Authorities are well-posi-
tioned to leverage this framework to advance public financial man-
agement, macroeconomic stability, and accelerate income conver-
gence with the EU, but sustained commitment to reform imple-
mentation will be decisive.

Recent developments

North Macedonia entered 2026 on the back of a solid 2025, when
infrastructure investment and buoyant private consumption pro-
pelled economic activity. Growth moderated to 3.1 percent in Q1
2026, down from 3.8 percent in Q4 2025, as a more challenging

FIGURE 1/ Government revenues, expenditures, and fiscal
balance
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Sources: North Macedonia State Statistics Office, Ministry of Finance, and World Bank.

FIGURE 2 / Actual and projected poverty rate and real GDP per
capita

Poverty rate (%) Real GDP per capita (constant LCU)

50 350000
45

300000
40
35 250000
30 200000
25
20 o....‘.. . 150000
15 -89 00000
10

50000
5
0 0

2009 2011 2013 2015 2017 2019 2021 2023 2025 2027

oo e®. ¢« Upper middle-income pov. rate Real GDP pc

Source: World Bank. Notes: See footnotes in table on the next page.

1 Macro Poverty Outlook / October 2026



external environment began to weigh on the economy, before re-
bounding to 4.3 percent in Q2 2026. Domestic demand continues
to be the key driver of growth in H1 2026, with investment and
private consumption providing sustained support across quarters,
underpinned by robust credit growth and continued wage expan-
sion. Despite the positive trend in exports, the trade balance, how-
ever, deteriorated in Q2. On the production side, construction out-
put surged 21.9 percent in Q2 2026, as long-delayed road projects
got underway. Labor market outcomes reflect uneven progress.
Compared to 2025, employment is rising and overall unemploy-
ment has continued to fall, reaching 11.3 percent in Q2 2026. The
gender gap in participation rates remains close to 20 percentage
points. Strong wages and credit growth, while supporting con-
sumption, have also kept inflation stubbornly elevated. After eas-
ing to an average of 3.7 percent in Q1 2026, inflation spiked to 5.7
percent in April, before gradually slowing down to reach 2.6 per-
cent in August. Faced with these persistent pressures, the Central
Bank raised its key policy rate by 25 basis points in June. Credit,
however, continues to grow robustly, with housing loans expand-
ing especially rapidly. High import growth has an impact on ex-
ternal balances. The (12-month rolling average) current account
deficit reached 4.3 percent of GDP in Q2 2026, driven by a widen-
ing merchandise trade deficit, which outweighed the recovery in
secondary income flows and the services surplus. The fiscal deficit
reached 2.9 percent by July 2026, following a budget revision that
increased spending on capital expenditures and wages. The revi-
sion projected a deficit that is 0.6 percentage points above the orig-
inal target and again above the ceiling set by the fiscal rule.

Outlook

The medium-term outlook remains stable but is subject to con-
tinued uncertainty. Real GDP growth is projected at 3.2 percent
in 2026 and is expected to remain broadly at this pace through
2028, driven by domestic demand, supported by resilient private
consumption and strong public investment, including in the Cor-
ridors 8 and 10d projects. Inflation is expected to moderate grad-
ually, though the path is likely to be uneven. Renewed commod-
ity price pressures and supply chain disruptions, combined with
wages rising faster than productivity gains on the domestic front,
risk adding to price pressures and keeping inflation elevated for
longer. The US$8.30 per day poverty rate is projected to contin-
ue declining by a further 2 percentage points between 2025 and
2028. A sharper slowdown in the EU would have a more neg-
ative impact on exports and remittances. Restoring fiscal disci-
pline and continuing structural reforms are immediate priorities
to raise potential growth and build resilience to shocks. Rebuild-
ing buffers through broadening the revenue base and containing
current spending increases and ensuring compliance with the fis-
cal rule will be essential to strengthen resilience against future
shocks and place debt on a declining path. However, fiscal con-
solidation alone is insufficient. Faster convergence with EU living
standards requires deeper structural reforms to boost compe-
tition, support higher value-added investment, address human
capital gaps and improve the business environment to attract
private capital.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f
Real GDP growth, at constant market prices 2.6 3.0 3.5 3.2 3.0 3.0
Private consumption 1.7 2.1 2.1 2.0 1.8 1.6
Government consumption -1.1 0.4 5.3 3.7 3.5 3.3
Gross fixed capital investment 5.6 5.0 5.5 9.3 9.0 6.2
Exports, goods and services -3.0 -4.0 6.1 5.7 4.4 4.7
Imports, goods and services -10.2 -1.4 6.7 6.2 5.3 4.3
Real GDP growth, at constant factor prices 2.9 2.2 3.5 3.2 3.0 3.0
Agriculture -14.1 0.4 1.8 0.9 1.0 1.1
Industry 4.0 7.5 7.6 5.0 6.0 7.0
Services 4.1 0.7 2.1 2.7 2.0 1.6
Employment rate (% of working-age population, 15 years+) 45.4 45.8 46.4 47.0 47.4 47.8
Inflation (consumer price index) 9.4 3.5 4.1 4.3 3.6 3.0
Current account balance (% of GDP) 0.3 -2.1 -4.3 -5.1 -4.3 -3.7
Net foreign direct investment inflow (% of GDP) 3.3 6.6 1.4 1.7 2.5 3.0
Fiscal balance (% of GDP) -4.3 -4.5 -4.0 -4.3 -4.0 -3.5
Fiscal balance with the state roads (% of GDP) -4.6 -4.9 -4.5 -4.8 -4.4 -3.9
Revenues (% of GDP) 32.5 33.4 33.9 33.8 34.0 34.2
Debt (% of GDP) 57.7 61.4 59.3 60.8 60.9 61.0
Primary balance (% of GDP) -2.9 -2.7 -2.1 -2.5 -2.1 -1.7
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 18.9 17.9 17.4 16.0 15.8 15.4
GHG emissions growth (mtCO2e) -1.6 -1.3 0.8 0.6 0.3 0.7

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

NA data is adjusted for residuals and LFS data is smoothed for methodological changes.

1/ Calculations based on ECAPOV harmonization, using 2020-SILC-C. Actual data: 2019. Nowcast: 2020-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2019) with pass-through = 0.7 (Low (0.7)) based on GDP per capita in constant LCU.
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