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EXECUTIVE SUMMARY

The war in Ukraine has enhanced the European Union’s focus on the need 
for a speedier, yet merit-driven, integration of the Western Balkans and the 
Eastern Neighborhood countries into the EU. The European Commission 
and the member states have sought to resolve outstanding bilateral issues 
in the region, which have hampered accession progress and have served as 
a disruption and entry point for malign foreign powers, such as Russia. One 
of those outstanding issues is the cooperation between Bulgaria and North 
Macedonia. Following the breakthrough during the French Presidency of 
the Council of the European Union in 2022, the two countries need to focus 
on rebuilding their relations, by unlocking opportunities for attracting 
constructive investment flows from the U.S. and the EU. 

For the past nine years, Bulgaria has consistently been the second-largest 
export destination of North Macedonia. In 2021, Macedonian exports to 
Bulgaria totaled €335 million, an all-time high. Similarly, Bulgarian exports to 
its southwestern neighbor reached a ten-year peak in 2021 at €411 million. The 
trade turnover between the two countries is expected to surpass €1 billion 
for the first time in 2022. North Macedonia ranks 22nd among Bulgarian 
import partners, while Bulgaria is the eight largest import partner of North 
Macedonia. Yet, there is considerable room for further expansion of trade and 
investment relations. Both countries have been among the top destinations 
for each other’s fledgling foreign investment activity. The Bulgarian FDI stock 
in North Macedonia stood at ninth place at €158 million1 at the end of 2021. 
Bulgaria is the sixth largest destination for Macedonian investments, which 
stood at close to €9 million2 in 2021. Similarly, bilateral tourism is developing 
progressively: Bulgaria is North Macedonia’s fourth largest inbound market, 
and North Macedonia is Bulgaria’s sixth largest market.3 Since the beginning 
of 2022, the sectoral dialogue in the fields of economy, energy, infrastructure, 
education, and culture has intensified. The authorities of Bulgaria and North 
Macedonia are currently discussing several joint initiatives to bolster the 
two countries’ energy security. At the end of October 2022, the two countries 
launched the construction of the vital for economic integration railway 
Corridor VIII. 

Over the past 20 years, the two countries have undergone considerable 
political, social, and economic changes and achieved significant progress 
toward Euro-Atlantic integration. North Macedonia has made great strides 
toward creating the conditions necessary for a dynamic private sector. 
Bulgaria has gone a long way, too: advancement towards joining the Euro area 
has been made possible by a resilient macroeconomic environment and fiscal 
discipline. Notable structural reforms were undertaken to raise productivity, 
increase income convergence and address social challenges. During the 
past decade the per capita GDP of the two countries almost doubled. In this 

1 Data from the Bulgarian National Bank.
2 Data from the National Bank of the Republic of North Macedonia.
3 According to comparable data from 2018.

https://www.bnb.bg/Statistics/StExternalSector/StDirectInvestments/StDIAbroad/index.htm
https://nbstat.nbrm.mk/pxweb/en/Eksterni%2520statistiki/Eksterni%2520statistiki__Direktni%2520investicii__Direktni%2520investicii%2520-%2520Sostojbi/6_SostojbaNaDIOdRMVoStranstvoPoZemjiEN.px/table/tableViewLayout1/
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respect, Bulgaria registered higher growth, reaching 58% of the EU average 
level in purchasing power standards, whereas North Macedonia stood at 38% 
in 2020. 

However, both countries still face protracted socio-economic hurdles related 
to an incomplete reform agenda in the rule of law domain and large gaps 
between law and practice. Bulgaria still has the lowest productivity and GDP 
per capita in the EU. Most notably, the country has not yet become a member 
of the Schengen Agreement (despite meeting the technical criteria as early as 
2014), the Eurozone (although it is under a currency board arrangement), and 
the OECD (it applied for membership in 2007). North Macedonia has yet to 
complete vital structural economic reforms, which has kept unemployment 
and informality high. As a result, the share of the investments in the GDP 
of both countries declined over the past ten years. Investments in Bulgaria 
averaged slightly less than €10 billion annually, while in North Macedonia – 
slightly above €2 billion. Thus, the economies of the two countries combined 
invested considerably less than Slovakia alone. 

It is time that the governments of Bulgaria and North Macedonia prioritize 
a joint agenda for investment and growth. The EU and NATO frameworks 
provide ample resources to implement such an agenda. The EU’s Recovery 
and Resilience Facility (RRF) provides Bulgaria with the largest ever public 
funding package until 2027, and North Macedonia expects to benefit from 
a substantial increase in EU pre-accession funding. The two governments 
should seek to leverage these substantial public resources to attract at least 
three times as much private-sector constructive capital, i.e. investments that 
are transparent, accountable, and market-oriented. 

Bulgaria and North Macedonia should seek to implement the political 
compromise reached under the French Presidency of the EU, which paved the 
way for opening accession negotiations with the EU. Resolving outstanding 
bilateral issues will also increase the two countries’ resilience against malign 
foreign influence. A good framework to follow is the Western Balkans 
Democracy and Prosperity Act, currently making its way through the U.S. 
Congress and the European Democracy Action Plan. The following policy 
recommendations could form the backbone of a joint strategy of Bulgaria 
and North Macedonia for attracting more constructive capital for prosperity 
in the region:

Energize Cooperation within the EU Integration Framework

 • Implement and build upon the various sectoral measures described in 
the Joint Protocol between Sofia and Skopje from July 2022, namely in the 
following fields: 
o Economy, trade and innovation;
o Infrastructure, transport, and connectivity;
o European cooperation – green transition and digital transformation, 

and rule of law;
o Tourism, culture, science and education, youth and sports.
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The activity of the different working groups at ministerial level must be 
resumed and implemented under specific action plans and timelines. This 
should help the two countries leverage EU resources to attract private sector 
constructive capital, in particular in the two priority domains, which the 
European Commission laid out for the 2021 – 2027 period – green and digital 
transformation. 

 • Exchange experience in the field of EU integration, including by leveraging 
the language proximity, which could accelerate the transposition of EU 
acquis into the legal system of North Macedonia North Macedonia. Skopje 
has essentially begun its preparation for EU accession back in 2005. It can 
now use this early start to supercharge its accession negotiations. North 
Macedonia should seek to benefit from the recent accession experience of 
Bulgaria and Croatia as well as the ongoing EU talks of the current front-
runner Montenegro. 

 • Engage in the planning and implementation of more joint projects under 
the EU funding instruments available to the two countries. Bulgaria could 
provide the lead in the process and commit more planning and resources 
to intensifying such cooperation. Bulgaria could initiate a dedicated 
bilateral infrastructure development fund (for example of €1 billion 
over the next decade) as a statement of political willingness and practical 
readiness to deliver change and bring in more constructive capital to the 
neighboring countries. 

 • In addition, the two countries can develop similar cooperation tools 
dedicated to innovation, IT, and green technology, as well as civil 
society and youth cooperation within the framework of Bulgaria’s official 
development assistance. Such cooperation could be further strengthened 
through the EU’s Interreg bilateral cross-border cooperation program. 
Bulgaria’s Fund of Funds, which manages support for innovative 
financial instruments for venture capital and urban development, could 
further encourage the integration of the two countries’ fledgling, yet 
vibrant IT start-up ecosystems. The ministries of economy, innovation and 
science could encourage cooperation under the EU’s framework program 
for research and innovation through targeted support for preparation of 
joint bids under the program. 

 • Bulgaria could seek to become one of the bilateral donors under the 
Western Balkans Investment Framework, to support North Macedonia’s 
convergence with the EU, strengthening the two countries’ cooperation in 
the process. This could also help position Bulgaria as one of the strategic 
partners of the Common Regional Market of the Western Balkans.

 • Seek to actively engage and leverage other international of regional 
initiatives for cooperation for attracting constructive capital investments 
in the two countries, such as the Berlin Process, the Regional Cooperation 
Council and the South-East European Cooperation Process, the Southeast 
European Cooperation Initiative, the Central European Initiative, the 
Three Seas Initiative, and EU Macro-Regional Strategies (Danube and 
Adriatic – Ionian), etc. 
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Increase Connectivity

 • Invest greater efforts and resources to reach tangible results in improving 
road and rail infrastructure along all border crossings, which would 
increase the free circulation of goods and people, as well as enhance NATO 
military mobility among Allies on the Eastern flank (i.e., Corridor VIII’s 
route and railway line Sofia-Skopje; the new cross-border checkpoint).

 • Build on the momentum and opportunities that the Gas Interconnector 
Greece – Bulgaria offers to develop additional gas interconnections be-
tween Bulgaria and North Macedonia, while also pursuing their intention 
to grant access to North Macedonia to the Gas Storage Facility in Chiren, 
Bulgaria. 

 • Establish a day-ahead electricity market in North Macedonia, as a pre-cur-
sor for the implementation of a roadmap for coupling the electricity mar-
kets of the two countries. 

 • Further expand trade, investment, and tourism. As an overarching goal, 
the two countries could each aim to have the fastest-growing trade and 
investment turnover for the other’s respective market. They should also 
promote mutual investments, ensure investor protection and seek val-
ue-chain integration. The IT sector could be further incentivized to share 
experience, knowledge, and resources. 

 • Foster exchange of experience and technical assistance (TAIEX) for the 
design of measures and activities for the development of entrepreneurship 
and the competitiveness of SMEs. 

 • Develop, strengthen and coordinate economic security mechanisms, such 
as investment screening and sanctions enforcement within the EU’s 
framework, learning from the experience of CEE countries, the EU and 
the U.S. 

 • Focus on specific sectors with potential for growth and jobs on both 
sides of the border and in line with the digital modernization and the 
green transformation of the two economies (e.g., IT sector). 

 • Increase efforts and dedicate resources to foster more people-to-people 
connectivity, as an indispensable tool for overcoming divisions from the 
past. Address jointly demographic and “brain drain” problems by lever-
aging know-how and better scholarship opportunities.



Address State Capture and Economic Security Vulnerabilities

 • Bulgaria and North Macedonia need to build upon their NATO member-
ship as a launching pad and basis for solidified defense cooperation and 
improved security for business development. 

 • Seek closer cooperation with the U.S., as the still indispensable partner in 
guaranteeing the democratic transition of the whole region of the Balkans 
and the Black Sea. Bulgaria should seek to expand its role under the Three 
Seas Initiative and align its work there with priorities of the bilateral coop-
eration with North Macedonia. 

 • Stand together to address the dual challenges of state and media capture 
and Russian economic warfare and influence in the region. 

Strengthening the collaboration between Bulgaria and North Macedonia 
holds the promise to open up the EU accession process for the whole Western 
Balkans and lift the prosperity prospects of South East Europe. It is up to the 
governments, the private sector, and civil society leaders of both countries 
to fulfil this commitment together. The road will not be easy—it must be 
paved atop previous failures—but if they rise to the moment, Bulgaria and 
North Macedonia will strengthen their economies, their societies, and their 
defenses against interference from Russia and other authoritarian states, 
making the EU and NATO stronger and more united in the process. 
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Russia’s war of aggression has inspired an unprecedented display of unity, 
resolve, and resilience from the global democratic community, especially 
in Europe. This has opened a window of opportunity for the countries of 
the Western Balkans to return to the path of democratic market reforms and 
Euro-Atlantic integration. Bulgaria and North Macedonia could use this 
window to embark on the next stage of their economic development and joint 
integration into the European markets. 

In the past two decades, the two countries have achieved significant political, 
social, and economic progress. Yet, both face unresolved governance 
challenges, which enable state and media capture, harm economic stability, 
and weaken European security. Although the post-pandemic recovery of both 
countries was curtailed by the war in Ukraine and the related energy crisis, 
sending shockwaves across the whole region, high hopes lie ahead. Until 
2027, Bulgaria is slated to receive the largest public sector investment package 
in its history, while North Macedonia could benefit from a sizable increase in 
EU and U.S. funding. To make the most of these opportunities, though, both 
governments need to leverage public funding to attract constructive capital4 
from the private sector, i.e., investments that are transparent, accountable, 
and market-oriented. If put to proper use, the EU’s public investment support 
could result in a threefold influx of private constructive capital from the EU 
and the U.S. 

Table 1. Constructive vs. Corrosive Capital

Constructive capitalConstructive capital Corrosive capitalCorrosive capital

Well-governed investment flows 
that serve transparent, market-
orien ted, and accountable purpo-
ses at both funding sources and 
destinations.

Opaque investment flows lacking 
market orientation with motives to 
exploit governance gaps to influ-
ence recipient countries’ economic, 
political, and social developments. 

Source: The Center for International Private Enterprise (CIPE).5

4 Constructive capital refers to well-governed investment flows that serve transparent, mar-
ket-oriented, and accountable purposes at both funding sources and destinations. See fur-
ther: Center for International Private Enterprise, A Framework for Constructive Capital: Invest-
ment, Integrity, Impact, 2022. 

5 The Center for International Private Enterprise (CIPE), Washington D.C. has been working 
for decades to strengthen democracy around the globe through private enterprise and mar-
ket-oriented reforms. The CIPE has developed the concept of constructive and corrosive cap-
ital.

INTRODUCTION

https://corrosiveconstructivecapital.cipe.org/
https://www.cipe.org/resources/constructive-capital-report/#:~:text=A%20Framework%20for%20Constructive%20Capital%20presents%20a%20market-oriented%20approach,dimensional%20foundation%20of%20systemic%20integrity.
https://www.cipe.org/resources/constructive-capital-report/#:~:text=A%20Framework%20for%20Constructive%20Capital%20presents%20a%20market-oriented%20approach,dimensional%20foundation%20of%20systemic%20integrity.
https://corrosiveconstructivecapital.cipe.org/
https://corrosiveconstructivecapital.cipe.org/
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The current report offers a comprehensive set of policy recommendations 
for strengthening the influx of constructive capital within and between 
Bulgaria and North Macedonia. The report seeks to achieve three multi-
faceted and mutually connected goals: 
1. To promote constructive and limit corrosive capital within both Bulgaria 

and North Macedonia; 
2. To uncover the foremost barriers to bilateral constructive capital inflows; 

and 
3. To offer integrated proposals for policies and measures for leveraging in-

vestments into private sector development, technological advancement, 
and innovation. 

Figure 1. Goals of the Report

Boost Constructive Capital 
within and between  
Bulgaria and North  

Macedonia

Limit the possibility of  
Corrosive Capital in both 

countries

Improve the economic  
and political relations  
between Bulgaria and  

North Macedonia

Key Objectives

Source: Center for the Study of Democracy, 2022.



Bulgaria and North Macedonia could make use of the sizable EU public sector 
investments in the two countries to develop a comprehensive framework for 
attracting constructive capital. The EU’s accession and integration framework 
provides further important benchmarks for good governance and market 
transparency, in particular as it relates to public procurement, state aid, and 
investment screening, areas critical to attracting constructive capital. The two 
countries’ NATO membership is an important security anchor to allow their 
governments to focus on an economic reform agenda. At the same time, U.S.’s 
leadership and renewed engagement with the region on democratization and 
anti-corruption through the Summit for Democracy and the Global Magnitsky 
Act could trigger the needed impulse for rule of law advancement. To attract 
constructive capital for modernizing their economies, Bulgaria and North 
Macedonia can focus on developing joint economic initiatives and projects 
aimed at achieving modernization through delivering on the EU’s shared 
priorities of digital and green transition.6 The two countries can coordinate 
their efforts towards decarbonization and a circular economy by combining 
their capacity and knowledge and engaging in the Twin Transition with the 
use of constructive capital.

Figure 2. A Framework for the Cross-Border Promotion of  
Constructive Capital between Bulgaria and North Macedonia7

Political and Economic 
Freedom

Values-Driven 
Private Sector

Cornerstones 
of Constructive 

Capital

Accountable 
Institutions

Rule of Law

Social and Economic 
Inclusion

Positive Peace

Source: Center for the Study of Democracy, 2022.

6 Center for the Study of Democracy, Promoting Constructive Capital in Bulgaria, Sofia: CSD and 
ARC Fund, 2021.

7 Center for International Private Enterprise, A Framework for Constructive Capital: Investment, 
Integrity, Impact, 2022. The Framework addresses the question how can countries develop 
effective policy agendas to foster constructive capital flows. It identifies normative and prac-
tical foundations for constructive capital and proposes a model for bridging governance 
gaps through interdependent links between investment, integrity, and impact.

LEVERAGING EU ACCESSION TO BECOME 
CONSTRUCTIVE CAPITAL DESTINATIONS

https://csd.bg/publications/publication/promoting-constructive-capital-in-bulgaria/
https://www.cipe.org/resources/constructive-capital-report/#:~:text=A%20Framework%20for%20Constructive%20Capital%20presents%20a%20market-oriented%20approach,dimensional%20foundation%20of%20systemic%20integrity.
https://www.cipe.org/resources/constructive-capital-report/#:~:text=A%20Framework%20for%20Constructive%20Capital%20presents%20a%20market-oriented%20approach,dimensional%20foundation%20of%20systemic%20integrity.
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The EU provides by far a much higher level of public financial assistance 
to Bulgaria than to the countries of the Western Balkans, including North 
Macedonia. Over the period from 2021 to 2027, Bulgaria is slated to receive 
€11 billion8 from the EU Structural and Cohesion Funds, which could be 
supplemented by over €10 billion from the Recovery and Resilience Facility. 
Aside from these bilateral EU-Bulgaria funding mechanisms, the country also 
has access to numerous EU-wide programs in all European policy domains. 
In addition, as of 2022, Bulgaria ranks in the top five EU member states with 
the most solid fiscal positions, thanks to a combination of low public debt 
and budget deficit. As such, Bulgaria could take the lead in developing 
and implementing policies for economic cooperation with the Republic of 
North Macedonia aimed at improving the investment climate and the inflow 
of private constructive capital in the two neighboring countries. 

In 2020, in a bid to increase their assistance to the region and accelerate its 
integration, the European Commission, EU member states, and Norway 
launched the Economic and Investment Plan for the Western Balkans.9 It has 
five investment priorities: sustainable transport; clear energy; environment 
and climate; digitalization; and human development. The plan mobilizes €9 
billion of EC public support for the period from 2021 to 2027 to enhance the 
region’s economic and social convergence with the EU. The Plan aims to spur 
the long-term recovery of the region while overcoming structural weaknesses 
and accelerating the green and digital transition. In addition, the EU will 
provide €1 billion in guarantees to lower the cost of financing investments. 
The Plan is also augmented by the Western Balkans Guarantee Facility, 
which aims to raise investments of up to €20 billion over the next ten years.10 

The funds for the Economic and Investment Plan and the Western Balkans 
Guarantee Facility are derived from the Western Balkans Investment 
Framework,11 a multi-donor platform which combines financial institutions, 
including the European Bank for Reconstruction and Development (EBRD) 
and the European Investment Bank with bilateral donors. Bulgaria can 
use this opportunity to become one of the bilateral donors in this joint 
European initiative to support North Macedonia’s convergence with the 
EU, strengthening the two countries’ cooperation in the process. This could 
also help position Bulgaria as one of the strategic partners of the Common 
Regional Market of the Western Balkans.

In February 2022, the first package of 21 projects supporting the Plan’s invest-
ment flagships was approved to the tune of €1.1 billion in EU grant funding 
through the Instrument for Pre-Accession Assistance 2021-2027 (IPA III) and 
€3.2 billion in total investment value, with bilateral contributions from EU 
member states and Norway and favorable loans from international financing 
institutions. One of the 21 approved projects is the final stretch of the rail corri-
dor between North Macedonia and Bulgaria, a total investment of €412 million.

8 European Commission, “EU Cohesion Policy: Commission adopts €11 billion Partnership 
Agreement with Bulgaria for 2021 – 2027”, Newsroom, July 6, 2022. 

9 Western Balkans Investment Framework, Economic and Investment Plan for the Western 
Balkans 2021-2027.

10 European Commission, An Economic and Investment Plan for the Western Balkans, 
COM(2020) 641 final, October 6, 2020.

11 Western Balkans Investment Framework, About us, Who We Are.

https://ec.europa.eu/regional_policy/en/newsroom/news/2022/07/07-06-2022-eu-cohesion-policy-commission-adopts-eur11-billion-partnership-agreement-with-bulgaria-for-2021-2027
https://ec.europa.eu/regional_policy/en/newsroom/news/2022/07/07-06-2022-eu-cohesion-policy-commission-adopts-eur11-billion-partnership-agreement-with-bulgaria-for-2021-2027
https://wbif.eu/eip
https://wbif.eu/eip
https://neighbourhood-enlargement.ec.europa.eu/system/files/2020-10/communication_on_wb_economic_and_investment_plan_october_2020_en.pdf
https://wbif.eu/who-we-are
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North Macedonia and Bulgaria can cooperate bilaterally to boost the 
competitiveness of their local industries via the Interreg-IPA Cross-Border 
Program for North Macedonia and Bulgaria.12 Adopted in 2015, the program 
was worth more than €19 million by 2020.13 For the current programming 
period from 2021 to 2027, the size of the EU contribution has increased to €31 
million.14 This program budget includes also funding for one strategic project, 
the Klepalo border crossing, for which about €10 million is reserved. The 
program covers two border regions in Bulgaria – the districts of Blagoevgrad 
and Kyustendil – and three border regions in North Macedonia, Northeast, 
Southeast, and East, a total of 9 501 sq. km and more than 480,000 people.15 
The program fosters projects related to nature conservation and biodiversity, 
the sustainable use of natural resources, environmental protection, and cross-
border risk management. Since 2007, Bulgaria and North Macedonia have 
launched more than 130 regional projects under the INTERREG cross-border 
program. Up to the present moment, trainings and awareness campaigns 
have been the primary activities. The majority of leading partners are public 
authorities such as municipalities, state agencies, associations, and cultural 
and educational entities. Businesses and private enterprises, as well as their 
associations, are significantly underrepresented. The current edition of the 
program will finance projects under three priorities: a, raising integrated 
development in the cross-border region, making the region greener, and 
making it better-connected (e.g., the new Klepalo border crossing).16

Aside from the described major EU instruments explicitly dedicated to the 
two countries, they can also utilize an array of other EU tools and programs 
open to Sofia and/or Skopje for funding joint projects, including:

 • Trans-European transport corridor funding: The construction of the rail 
Corridor VIII in North Macedonia towards Bulgaria is facing significant 
delays, which is a source of concern for EU funding. Additional and ur-
gent efforts are needed to accelerate progress in all phases of this rail corri-
dor and other priority sections of the core network for both rail and road.17

 • The European program for research and innovation – Horizon Europe, 
which commands a total budget of €95.5 billion and is open to Bulgaria's 
and North Macedonia’s research organizations and companies. 

 • Funding instruments of the European Investment Fund and the Europe-
an Investment Bank, as well as the International and European Bank for 
Reconstruction and Development. 

12 Interreg EU, Interreg IPA CBC Bulgaria – Republic of North Macedonia, May 11, 2018.
13 Interreg IPA CBC Bulgaria – Republic of North Macedonia, 2020+. 
14 Ministry of Regional Development and Public Works of the Republic of Bulgaria, INTERREG 

VI-A IPA Bulgaria – North Macedonia 2021-2027.
15 These 5 regions are divided according to the European Nomenclature of Territorial Units for 

Statistics (NUTS). The 5 regions are NUTS III level.
16 In March 2022, an online session of the Joint Working Group of the Interreg-IPA Cross-Bor-

der Cooperation Program between Bulgaria and North Macedonia for the new program-
ming period 2021-2027 was held. Following the adoption of the final draft by the Joint Work-
ing Group, the Program was submitted for final adoption to the European Commission in 
Brussels. Approval by the EC is pending.

17 European Commission, North Macedonia Report 2022, SWD(2022)337, Brussels, 12.10.2022,  
p. 94.

https://interreg.eu/programme/interreg-ipa-cbc-bulgaria-former-yugoslav-republic-of-macedonia/
http://www.ipa-cbc-007.eu/2020
https://www.mrrb.bg/en/infrastructure-and-programmes/programmes-for-territorial-cooperation-2021-2027/interreg-vi-a-ipa-bulgaria-north-macedonia-2021-2027/
https://www.mrrb.bg/en/infrastructure-and-programmes/programmes-for-territorial-cooperation-2021-2027/interreg-vi-a-ipa-bulgaria-north-macedonia-2021-2027/
https://neighbourhood-enlargement.ec.europa.eu/north-macedonia-report-2022_en


22 Promoting Constructive Capital in Bulgaria and North Macedonia

 • The EU Solidarity Fund for disaster relief and the CARE Facility for ref-
ugees. 

 • The EU’s macro-regional territorial strategies and their respective fund-
ing programs. Bulgaria is part of the Danube Regional Strategy, while 
North Macedonia18 is not yet part of any of the strategies. 

 • The programs and initiatives of regional and bilateral donors, such as 
the Central European Initiative, the Višegrad Fund, and U.S., Norwegian, 
Swiss, German, Austrian, etc. development cooperation.

Figure 3. Target Areas of the Interreg-IPA Cross Border Cooperation  
Program for Bulgaria and North Macedonia 

Blagoevgrad

Bulgaria

North
Macedonia

North-
East region

East region

South-East 
region

Kyustendil

Source: Center for the Study of Democracy, 2022.

18 Kosovo is the only other country from the Western Balkans not to be part of any such region-
al strategy.



Table 2. EU Instruments Which Can Be Used to Attract Constructive Capital to Bulgaria and North Macedonia

Initiatives and instruments Expected Budget Time period Open to:

INTERREG IPA III
 • Cross-Border Cooperation 
Bulgaria – Republic of North 
Macedonia

 • Economic and Investment Plan 
for the Western Balkans

 • €31 million
 • €9 billion in total 
for all programs

2021-2027 MK and BG

Western Balkans Guarantee 
Facility

€20 billion in total 
for all programs

2021-2031 MK

Horizon Europe €95 billion in total 
for all programs

2021-2027 MK and BG

Trans-European Transport Net-
work policy (TEN-T)

€18.5 billion in total 
were awarded in 
2014-2020 under the 
European Urban 
Mobility Framework

MK and BG

Recovery and Resilience 
Mechanism, part of the “Next 
Generation EU” of the European 
Recovery Plan

€5.69 billion in 
grants and €4.549 
billion in loans are 
granted to Bulgaria

2021-2027 BG

European Structural and Invest-
ment Funds
 • European Regional Develop-
ment Fund (ERDF)

 • European Social Fund (ESF)
 • Cohesion Fund (CF)
 • European Agricultural Fund for 
Rural Development (EAFRD)

 • European Maritime and Fisher-
ies Fund (EMFF)

€9 billion in total for 
all projects

2023-2027 BG

ERDF and EARDF can 
be used for projects 
which also involve 
MK in regions of 
territorial proximity 
such as Blagoevgrad 
and Kyustendil

Just Transition Fund €19.2 billion in total 
for all projects

2021-2027 BG

JTF can be used for 
projects in Kyustendil 
which is an eligible 
territory for funding

European Union Solidarity Fund €41.5 million has 
been granted to 
Bulgaria

In 2020 it was  
extended to cover 
major public health 
emergencies

BG and MK

Recovery Assistance for Cohesion 
and the Territories of Europe 
(REACT-EU)

€656 million (MEF 
2021-2027, NGEU 
2021-2024) 

2021-2027 (deadline 
application is 2023)

BG
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http://www.ipa-cbc-007.eu
https://www.wb6cif.eu/2020/10/07/economic-and-investment-plan-for-the-western-balkans/
https://www.wb6cif.eu/2020/10/07/economic-and-investment-plan-for-the-western-balkans/
https://www.wb6cif.eu/2020/10/07/economic-and-investment-plan-for-the-western-balkans/
https://ec.europa.eu/regional_policy/en/atlas/programmes/2014-2020/bulgaria/2014tc16i5cb006
http://www.wbedif.eu/for-entrepreneurs/guarantee-facility/
http://www.wbedif.eu/for-entrepreneurs/guarantee-facility/
https://eit.europa.eu/who-we-are/eit-glance/eit-strategy-2021-2027
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=COM%253A2021%253A820%253AFIN
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=COM%253A2021%253A820%253AFIN
https://ec.europa.eu/commission/presscorner/detail/en/qanda_21_6729
https://ec.europa.eu/commission/presscorner/detail/en/qanda_21_6729
https://ec.europa.eu/regional_policy/en/funding/
https://ec.europa.eu/regional_policy/en/funding/
https://ec.europa.eu/regional_policy/en/funding/jtf/
https://ec.europa.eu/regional_policy/en/funding/solidarity-fund/
https://ec.europa.eu/regional_policy/sources/thefunds/doc/solidarity/interventions_natural_disaster.pdf
https://ec.europa.eu/regional_policy/en/newsroom/coronavirus-response/react-eu/
https://ec.europa.eu/regional_policy/en/newsroom/coronavirus-response/react-eu/
https://ec.europa.eu/regional_policy/en/newsroom/coronavirus-response/react-eu/




North Macedonia is an upper-middle-income country at the heart of the 
Balkan Peninsula, with an area slightly smaller than that of Belgium. Nearly 
a quarter of its two million population live in the capital Skopje and about 
40% in rural areas. North Macedonia is located at the crossroads of two 
main Pan-European corridors— the East – West Corridor VIII connecting the 
Black and Adriatic seas and the North – South Corridor X, linking Ljubljana 
and Budapest with Thessaloniki.19 For over a decade, the pursuit of EU 
and NATO integration has been a driving force for legal, institutional, and 
economic reforms in the country. Prudent macroeconomic policies lowered 
inflation, created the fiscal space for countercyclical management, and 
mitigated the impact of the global financial crisis of 2008-2012. After 2009, 
growth and expansive fiscal measures gave a boost to the economy, generated 
employment, and reduced poverty. Between 2000 and 2019, income per 
capita doubled, GDP growth averaged 2.8% annually, and unemployment 
continuously declined from roughly 32% to 17%. In eight years (2009-2017), 
more than 250,000 people were lifted out of poverty.20 North Macedonia has 
demonstrated a strong track record of implementing business reforms to 
cultivate a fertile business environment and accelerate domestic and foreign 
investments. Notably, the country maintains one of the lowest corporate 
taxation rates in the world (10%). Yet, state capture and corruption concerns 
have pushed investments down as a share of GDP.

As a small-scale economy with a limited internal market, North Macedonia 
depends heavily on trade, with exports and imports in goods and services 
accounting for 133% of GDP in 2018. Although most macroeconomic indicators 
seem aligned with those of other EU candidates when they started accession 
negotiations, North Macedonia’s Worldwide Governance Indicators (WGI) 
fall short.21 The extended political and electoral crisis of 2015-2017 highlighted 
systemic governance weaknesses and cratered public trust. The country’s 
development is hampered by a large shadow economy,22 frail state institutions, 
inefficient judiciary and public administration, incomplete reform agenda, 
and wide gaps between law and practice. The country exhibits signs of state 
capture, including links with organized crime and corruption at all levels 
of government and administration, and a deep intertwining of public and 
private interests.23 All these governance loopholes narrow the space for 
constructive capital and exacerbate economic and social inequalities. The 

19 North Macedonia depends on its neighbors for the transit of goods: The nearest port is Thes-
saloniki, Greece – about 90 km south of the border by road. 

20 The poverty rate has fallen steadily from 35.1% in 2009 to 18.2% in 2017. Poverty is measured 
using the upper-middle-income countries’ poverty line of USD 5.5 per day in 2011 purchas-
ing power parity (World Bank Poverty and Equity Brief, April 2020). 

21 According to the EBRD, North Macedonia is on par with the median level of structural and 
institutional indicators of countries at the time of negotiations opening. Nevertheless, it is 
below the 25th percentile regarding rule of law and control of corruption indices. 

22 The informal economy is estimated to be worth around a third of the country’s GDP. Dz-
hekova, R., Franic, J., Mishkov, L., and Williams, C., Tackling the undeclared economy in FYR 
Macedonia: A baseline assessment, University of Sheffield, 2014.

23 Shentov, O., Stefanov, R., and Todorov, B. (eds.), Western Balkans 2020: State-Capture Risks and 
Policy Reforms, SELDI, 2020.

COUNTRY CONTEXT 

https://csd.bg/publications/publication/grey-working-paper-no-3-tackling-the-undeclared-economy-in-fyr-macedonia-a-baseline-assessment/
https://csd.bg/publications/publication/grey-working-paper-no-3-tackling-the-undeclared-economy-in-fyr-macedonia-a-baseline-assessment/
https://seldi.net/publications/western-balkans-2020-state-capture-risks-and-policy-reforms/
https://seldi.net/publications/western-balkans-2020-state-capture-risks-and-policy-reforms/
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continually mounting public debt poses substantial risks to public finance 
sustainability. Trade and transport connectivity is insufficient; value chain 
integration is poor; business regulation, competition, and investment policies 
are deficient; access to finance and digital connectivity is underutilized. 
North Macedonia’s progress is also challenged by workforce shortage, 
aggravated by an aging population and a long-lasting tradition of emigration. 
Degradation of natural resources, bad air quality and inadequate waste 
management are additional areas of concern. North Macedonia is also prone 
to natural hazards: precariously placed on the Eurasian Tectonic Plate with 
a thrust fault line dissecting its territory, it has a medium to high risk of 
earthquakes and high exposure to flooding and wildfires.24 

However, in the past two years North Macedonia has made great progress 
towards Euro-Atlantic integration, which the country could use to 
strengthen the influx of constructive capital, in particular taking advantage 
of the economic opportunities presented through its neighborhood with EU 
and NATO members Bulgaria and Greece. 

Fifteen years since Bulgaria joined the EU, the county is seen by many 
investors as an attractive low-cost destination, which offers some of the least 
expensive labor in the EU and low and flat corporate and income taxes. In 
2015, Bulgaria was awarded the Offshoring Destination of the Year by the UK’s 
National Outsourcing Association and the European Offshoring Destination 
of the Year by the European Outsourcing Association. However, Bulgaria tops 
the negative standings in the ranking in the EU in terms of wages, resource 
and labor productivity, competitiveness, transport infrastructure, education, 
and health. It is the poorest, most unequal, corrupt, and energy-intensive 
economy in the EU. Bulgaria is the fastest-shrinking nation in the world: 
in the last 30 years, it lost nearly 28% of its population. Projections forecast 
it will shrink by another 25% by 2040-2050.25 This dizzying downward 
spiral is fueled by low birth rates, massive outbound migration, and high 
death rates. The Coronavirus pandemic exacerbated the demographic crisis: 
Bulgaria ranks first in the EU (second in the world) with the largest number 
of COVID-19 deaths per million people. At the current GDP per capita growth 
rates, convergence to average EU living standards is projected to take no less 
than 2.5 decades.

On the positive side, Bulgaria is one of the most fiscally disciplined EU 
states: during the first decade of the century, average growth rate increased 
and the country built fiscal buffers, all the while reducing its public debt, 
which is one of the lowest among EU members. In July 2020, the Bulgarian 
lev joined the European Exchange Rate Mechanism II (ERM II) or as it is 
popularly known the “Eurozone waiting room”. After the government 
complied with a number of prior commitments in banking and non-banking 
financial supervision, money laundering, and state-owned enterprise (SOE) 
governance, the country was admitted to the European Banking Union (EBU) 

24 Its flood risk is higher than in any country in the Europe and Central Asia (ECA) region. 
Based on the EM-DAT data, between 1990-2022, 24 severe disaster events were recorded in 
the country, resulting in over USD 629 million (currents USD) of direct damage, not counting 
the loss of human lives.

25 Nikolov, K.,“Bulgarian population shrunk over 10% in a decade”, EURACTIV, January 7, 
2022.

https://www.euractiv.com/section/politics/short_news/bulgarian-population-shrunk-over-10-in-a-decade/
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in October 2020. Passing these two critical milestones on the way to joining 
the Eurozone, Bulgaria has pledged to adopt the single currency in early 
2024. Its introduction will eliminate currency risk, afford greater resilience to 
external shocks, lower interest rates, provide more favorable access to financial 
markets, and reduce transaction costs. Altogether, these benefits are expected 
to expedite higher economic efficiency and accelerate growth through further 
trade and financial integration.26 In 2022, Bulgaria, along with Romania and 
Croatia, was given the green light to begin accession discussions with the 
Organisation for Economic Co-operation and Development (OECD).27

26 Due to protracted political instability in light of Russia’s war in Ukraine, forecasts are noth-
ing but uncertain. Bulgaria faces risks to fiscal sustainability and inflation convergence over 
the medium and long term. 

27 OECD, founded in 1961, is a special forum where the governments of 38 democracies col-
laborate to develop public policy standards that promote sustainable economic progress. 
Members account for three-fifths of global GDP, three-quarters of world trade, and half of 
the world’s energy consumption. 

Figure 4. Key Country Characteristics 
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Bulgaria and North Macedonia have dynamic and complex diplomatic 
relations with a lot of ups and downs following the two countries’ internal 
political priorities. There remain important outstanding issues at stake in 
the realm of politics and history. The two countries have tended to prioritize 
political and historical issues over economic development. Yet, the EU and 
NATO cooperation frameworks and the bilateral relations developed in the 
past thirty years, allow for invigorating economic growth for attracting 
constructive capital in the region. This would benefit the two countries and 
revitalize economic development and prosperity along the border that used 
to be the most distant and desolate part of the Iron Curtain. 

Bulgaria was the first country to recognize the Macedonian state in January 
1992, after it declared independence from Yugoslavia. Diplomatic relations 
between the two countries were established in December 1993. In various 
sectors of cooperation, Bulgaria and North Macedonia have so far concluded 
55 bilateral agreements that are not subject to ratification and 34 bilateral 
agreements that are subject to legislative ratification.28 

The two key political agreements between Bulgaria and North Macedonia 
are:
 • The Joint Declaration of 22 February 1999 signed by the Prime Ministers 

of both countries, Ivan Kostov and Ljubco Georgievski. It was reaffirmed 
by a joint memorandum signed by the two countries on 22 January 2008 
in Sofia. The Joint Declaration was the first formal attempt to address the 
outstanding bilateral issues and increase cooperation by enabling the free 
movement of goods, capital and people; improving cross-border tourism, 
transport and connectivity; and encouraging collaboration in health, cul-
ture, and media. However, the Joint Declaration did not lead to a break-
through, and over the next 15 years, bilateral relations remained plagued 
by disagreement. It was 2012 when Bulgaria joined Greece and, for the first 
time, vetoed North Macedonia’s start of EU accession negotiations.29 

 • The Treaty of Friendship, Good-Neighbourliness and Cooperation 
signed by the Prime Ministers of the two countries, Boyko Borissov and 
Zoran Zaev, on 1 August 2017 and entered into force on 14 February 2018. 
The Treaty aims to strengthen cooperation in the framework of various 
international organizations and forums to which both countries belong, 
especially in the area of Euro-Atlantic integration and North Macedonia’s 
EU accession path.30 The Treaty identifies transport interconnections and 
regional infrastructure, legal and consular areas, and tourism as focal 
points for developing comprehensive relations, however it does not offer 
an action plan nor any progress indicators to be monitored. The substan-

28 For more information, see the list of agreements compiled by the Ministry of Foreign Affairs 
of Republic of North Macedonia, Bilateral relations between the Republic of North Macedo-
nia and the Republic of Bulgaria.

29 Gotev, G., “Bulgaria vetoes Macedonia’s EU accession talks”, EURACTIV, November 2, 2012. 
30 The official texts of the Treaty and its English translation can be found here. 

BILATERAL RELATIONS

https://sofia.mfa.gov.mk/en/page/72/bilateral-relations-between-the-republic-of-north-macedonia-and-the-republic-of-bulgaria
https://sofia.mfa.gov.mk/en/page/72/bilateral-relations-between-the-republic-of-north-macedonia-and-the-republic-of-bulgaria
https://www.euractiv.com/section/enlargement/news/bulgaria-vetoes-macedonia-s-eu-accession-talks/
https://treaties.un.org/doc/Publication/UNTS/No%20Volume/55013/Part/I-55013-08000002804f5d3c.pdf
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tive part of the document restates many of the provisions from the 1999 
Joint Declaration but it also contains several new ones. In particular, the 
Treaty includes Bulgaria’s commitment to share knowledge and experi-
ence to assist its neighbor on the road to EU membership. 

In accordance with the Treaty, two joint committees were formed: 
 • Joint Inter-Governmental Commission: established on 10 June 2019 in So-

fia; co-chaired by the Ministers of Foreign Affairs of the two countries, it 
should hold meetings at least once a year to assess the implementation of 
the Treaty. 

 • Joint Multidisciplinary Expert Commission for Historical and Education 
Issues: established on 2 July 2018 in Sofia; aims to contribute to objective, 
scientific interpretation of historical events, founded on authentic and ev-
idence-based historical sources. 

Following initial breakthroughs, the two committees ran quickly into political 
headwinds and disagreements, which were exacerbated by the disruption of 
the global COVID-19 pandemic. The fallout was confirmed when at the end 
of 2020 Bulgaria vetoed again the start of North Macedonia’s EU accession 
negotiations. 

Sectoral Agreements

In addition to the two friendship treaties, there are several sector-
level documents that enable cross-border cooperation and encourage 
interactions at lower administrative levels (e.g., defense, tourism, energy, 
telecommunications). Yet, these have remained in the shadow of wider 
political disagreements, reducing investment attractiveness and the potential 
for economic cooperation between the two countries. 

Security Cooperation 

In 1999, the two Ministries of Defense signed the first agreement on 
logistical support of the humanitarian effort for Kosovo. The same year 
the two countries defined a protocol for cooperation in military medicine. 
Then, the two governments signed a protocol for cooperation in the field of 
military training in 2000; and an agreement for provision of ammunition, 
engineering property and spare tools and accessories in 2001. The national 
police academies of the two countries concluded a cooperation agreement in 
2007. And in 2011 the two countries reached joint border patrols and internal 
control agreements. 

In 2007, the Bulgarian Ministry of Defense made available to its North 
Macedonia’s counterpart BULCOD—a codification instrument for all logistic 
information systems compliant with the NATO system. The most recent 
defense agreement is from November 2017 and contains a plan for cooperation 
between the two Ministries of Defense for training for the T-71 tanks of 
drivers and mechanics from the Arm of North Macedonia in Bulgaria. 
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EU – Enabled Cooperation

In 2018, Bulgaria held the rotating EU Presidency for the first time since its 
EU accession in 2007. During the six months of its EU Presidency, Bulgaria 
prioritized the EU enlargement to the Western Balkans, hosting the EU-
Western Balkans Summit in Sofia on 17 May 2018. In consultation with 
their Western Balkan partners, and in the presence of relevant regional 
stakeholders, EU leaders agreed on the Sofia Declaration, which reaffirmed 
the unequivocal EU support for the European perspective of the Western 
Balkans. The EU restated its engagement at all levels to support the region’s 
political, economic, and social transformation, including through increased 
assistance based on tangible progress in the rule of law, as well as in socio-
economic reforms and strengthening good neighborly relations, regional 
stability, and mutual cooperation.

In 2020, Bulgaria and North Macedonia co-chaired the Berlin Process.31 
The first-ever joint Presidency of the yearly Summit was a positive signal, 
emphasizing that the two countries can unite to keep the region’s European 
perspective high on the EU Agenda. Although most of the Presidency was 
held online because of the pandemic, the then Prime Minister of North 
Macedonia, Zoran Zaev, traveled to Bulgaria to co-chair a live meeting with 
his Bulgarian counterpart, Boyko Borissov. As part of the 2020 Summit, the 
leaders of the six Western Balkan (WB6) countries (Albania, Bosnia and 
Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia adopted a 
Common Regional Market Action Plan 2021-2024.

Following the efforts of the French Presidency of the EU Council in the first 
half of 2022, Bulgaria has lifted its veto and North Macedonia has formally 
started its accession negotiations with the EU. The framework offered by 
the French Presidency for resolving the outstanding issues between the two 
countries, allows for the positive power for change of the EU integration 
process to be unleashed.

On 18 January 2022, the then new prime ministers of Bulgaria and North 
Macedonia, Kiril Petkov and Dimitar Kovacevski, agreed to reinvigorate 
efforts to improve bilateral relations. Since the beginning of 2022, the sectoral 
dialogue in the fields of economy, infrastructure, energy, education, and 
culture has intensified. On 17 July 2022, the two countries’ foreign ministers 
signed the bilateral protocol to Art. 12 of the Treaty of Friendship, a vital 
piece of the EU negotiating framework. Among others, the document lays 
out a number of measures to improve transport, energy, and individual-level 
connectivity between the two countries. 

At the end of 2022, and in the wake of Europe’s gas and energy crisis, the 
authorities of Bulgaria and North Macedonia have been discussing several 
joint initiatives to increase the two countries’ energy security. In September 
2022, the two prime ministers pledged to deepen bilateral cooperation in the 
sectors of electricity and natural gas transportation. Bulgaria is engaging 

31 Established in 2014, the Berlin Process aims to aid the EU Enlargement strategy by concen-
trating on reducing structural disparities in the Western Balkans (and SEE) and by promot-
ing connectivity in all its aspects (transport, economy, energy, digital and new technologies, 
environment, people-to-people, etc.).
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with the European Commission to find ways to provide additional amounts 
of electricity without infringing EU regulations, which would ensure a 
stable energy supply under optimal conditions to Macedonian households 
and businesses.32 The implementation of a roadmap for coupling the two 
electricity markets is pending the establishment of a day-ahead market in 
North Macedonia.33 

North Macedonia will also be granted access to Bulgaria’s Chiren Gas Storage 
Facility. Skopje has also already voiced its interest in participating in the 
potential enlargement of this facility’s capacities. On October 20, 2022, with 
the support of the U.S., the Bulgarian gas network operator Bulgartransgaz 
and the State Company for Transmission of Gas of the Republic of North 
Macedonia, GA-MA, began treaty discussions for the construction of a gas 
interconnector between the two countries at Kyustendil-Zhidilovo. This 
would enable North Macedonia to receive gas from Azerbaijan and other 
sources trough the Interconnector between Bulgaria and Greece (IGB), which 
was officially launched on October 1, 2022. 

Box 1. Bulgarian Development Projects in North Macedonia 

North Macedonia is the largest recipient of Bulgarian Official Development 
Assistance (ODA) with a total of nearly €332 thousand allocated in 2021. 
Among the beneficiaries were: education programs for underprivileged 
children from the regions of Bitola, Prilep, and Krushevo, skills 
development for unemployed during the COVID-19 crisis, purchase of 
equipment for a state hospital in Skopje, training for school psychologists, 
etc. The Bulgarian ODA is guided by the priorities of the National 
Development Programme Bulgaria 2030 and the EU Development 
Cooperation Policy.

Source: Ministry of Foreign Affairs of the Republic of Bulgaria.

32 Bulgaria can export about 200-megawatt hours (MWh) of electricity per day—approximately 
10% of its electricity supply to neighboring countries—to North Macedonia until the end of 
March 2023. However, North Macedonia has requested to buy electricity at prices below the 
prevailing market levels. Under the relevant EU regulations, Bulgarian authorities need to 
pre-clear such conditions with the European Commission to avoid infringement procedures. 
Bulgaria is currently exploring with the EU Commission possibilities to compensate for the 
price gap via EU funds. 

33 European Commission, North Macedonia Report 2022, SWD(2022)337, Brussels, 12.10.2022, p. 
93.

https://neighbourhood-enlargement.ec.europa.eu/north-macedonia-report-2022_en
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Figure 5. North Macedonia’s Long and Winding Road Towards Starting EU Accession Negotiations
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Economic growth in both countries accelerated in 2015-2019. Yet, convergence 
to average EU incomes remains distant. Hence, both countries should remain 
very much focused on attracting additional constructive capital investments 
in the coming years. Following the deep contraction in 2020 of about 6% in 
North Macedonia and 4.4% in Bulgaria, growth rebounded in 2021 to 4% 
and 4.4%, respectively. The 2022 growth forecasts for North Macedonia and 
Bulgaria have been scaled back after the outbreak of the war in Ukraine 
but remain positive. The outlook for 2023 is very uncertain, with further 
downward revisions possible if the military conflict escalates. 

Income per capita in both countries remains at or below half of the EU 
average.34 Despite recent progress in poverty reduction, income inequality 
is a malady plaguing both countries. Although in North Macedonia, the 
Gini coefficient35 dropped by a quarter to 33, the country is still less equal 
than its aspirational peers. With a Gini coefficient of 40.3, Bulgaria has 
the most unequal income distribution of all the EU member states. Unless 
wisely addressed, the current inflationary pressure would most likely dig 
greater income gaps. Inequality harms long-term economic growth and the 
attractiveness of a country to constructive capital by decreasing per capita 
income, damaging health, education and skills development, lowering social 
mobility, and enticing middle-class households to incur debts they cannot 
service.36 Besides, income disparity breeds property and violent crime.37 
Boosting income convergence will require ambitious reforms.

Overall, during the past decade, investments have been contributing a much 
higher share to economic growth in North Macedonia, than in Bulgaria. This 
has resulted in a steep continuous decline in unemployment and rapid wage 
growth. In the case of Bulgaria, wage growth has been fueled by the lack 
of qualified personnel as unemployment has stayed around its natural rate. 
Informality in both countries is higher than in their EU peers but is much 
more pronounced in North Macedonia. Thus, the two countries would benefit 
from mutual investments by working to retrain and regularize undeclared 
employment.

34 In 2021, Bulgaria was placed at the 45% below the EU average, followed by the candidate 
countries Montenegro, Serbia, and North Macedonia. 

35 The Gini coefficient measures the extent to which the distribution of income (among individ-
uals or households within an economy deviates from a perfectly equal distribution. A Gini 
index of 0 represents perfect equality, while an index of 100 implies perfect inequality.

36 The impact of income inequality on economic development is found to be positive for values 
of a net Gini coefficient below 27. Unfortunately, in both countries the coefficient is beyond 
that threshold. In addition, as countries become more unequal, the negative effect intensi-
fies. 

37 Metz, N., and Burdina, M.,“How neighborhood inequality leads to higher crime rates”, US-
APP, July 8, 2016. 

RECENT ECONOMIC PERFORMANCE AND 
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https://blogs.lse.ac.uk/usappblog/2016/07/08/how-neighborhood-inequality-leads-to-higher-crime-rates/?from_serp=1
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Figure 6. Key Economic Performance Indicators
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While Bulgaria and North Macedonia have both performed relatively well 
economically, particularly during the first decade of the century, both 
countries face similar, serious, long-term competitiveness constraints. 
On average, Bulgaria fairs only slightly better than North Macedonia on 
most factors with the exception of population growth and inequality. Both 
countries’ credit rating remains low to excite major private investment flows. 
Economic freedom trails compared to Central European peers. In particular, 
long-term indicators of economic potential, such as human development and 
student performance, are low for upper-middle-income countries. 



Recent Economic Performance and Competitiveness Recent Economic Performance and Competitiveness 37

Figure 7. Selected Long-Term Competitiveness Rankings
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Bulgaria and North Macedonia’s past performance in trade, investment and 
tourism provides good leads into possible avenues for strengthening the inflows 
of constructive capital to the region. The two countries have championed 
some of the lowest flat tax regimes internationally and have developed a lot of 
investment incentives throughout the years in their bid to attract scarce capital 
into their economies. Yet, both countries have failed to become investment 
powerhouses at levels comparable to Central European peers. Lack of strategic 
vision, poor administrative capacity, and considerable corruption and state 
capture risks have kept constructive capital investors cautious. 

Trade

Bulgaria has a high degree of trade openness with a liberal trade regime, 
and trade plays a major role in GDP growth. Over the past two decades, 
Bulgaria’s economy, particularly its manufacturing sector, has integrated 
into global value chains through economic restructuring and EU 
accession.38 Bulgaria has maintained free trade agreement with North 
Macedonia since 1999. 

Export diversification across partners is low, with Bulgaria’s top five 
partners accounting for a 44.7% share in 2019, against 49.1% in 2000. Bulgaria 
has improved in product diversification since EU accession, but has lagged 
behind countries including Romania, Hungary, and Slovakia. Major exports 
include consumer goods (36.3%), machinery and electronic equipment (19.0%), 
and metals (14.4%). It maintains a revealed comparative advantage (RCA) in 
vegetables (2.71), textiles and clothing (2.38), and metals (2.35). 

Like Bulgaria, North Macedonia is highly dependent on trade for economic 
growth. Aligning North Macedonia’s legislation and policy with EU acquis 
has resulted in trade and market liberalization. In 2001, North Macedonia 
entered a Stabilization and Association Agreement (SAA) and an Interim 
Trade Agreement with the EU, allowing for immediate duty-free access for 
Macedonian goods in European markets, including Bulgaria and providing 
for a reduction of duty rates for EU goods to North Macedonia. The SAA 
resulted in successful economic integration: the EU’s share of Macedonian 
exports rose to 77.3% in 2021; the EU’s share of imports was comparatively 
low at 46.2% in 2021.39 

North Macedonia’s major exports have changed due to the integration 
of European value chains: shifting from textiles and related products to 
machinery and electronic equipment (27.6%) and chemicals (23.2) %. Against 
the world, North Macedonia has an RCA for chemicals (2.45) and for textiles 

38 OECD, OECD Economic Surveys: Bulgaria 2021: Economic Assessment, Paris: OECD Publishing, 
2021.

39 Mojsovska, S., “North Macedonia: Politics versus Policy of EU Integration”, – In: Comparative 
Southeast European Studies, vol. 69, no. 4, 2021, pp. 561-574.

INVESTMENT CLIMATE FOR  
CONSTRUCTIVE CAPITAL 

https://www.oecd.org/economy/surveys/bulgaria-2021-OECD-economic-survey-overview.pdf
https://www.degruyter.com/document/doi/10.1515/soeu-2021-0072/html
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and clothing (2.36). This shows similarities to Bulgaria’s RCA, which could be 
an opportunity to further deepen specialization and move together up the 
value chains with joint or mutual investments. 

Figure 8. Top Export Destinations
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Bulgaria and North Macedonia signed a free trade agreement in 1999.40 
Currently, the free trade between both countries is regulated by the SAA 
between North Macedonia and the EU. Bilateral trade totaled approximately 
€738 million (USD 841.6 million) in 2020 and €750 million in 2021. The trade 
turnover between the two countries is expected to surpass €1 billion for the 
first time in 2022.41 For the past nine years, Bulgaria has remained the second-
largest export destination of North Macedonia. 

Bulgarian exports to North Macedonia totaled €411 million in 2021, the 
highest in the past ten years. Top products included consumer goods (41.0%), 
intermediate goods (37.7%), and fuels (24.6%). Bulgaria’s greatest comparative 
advantage is in fuels. Macedonian exports to Bulgaria totaled €335 million 
in 2021, also the highest in the past decade. North Macedonia maintains a 
significant comparative advantage in minerals (9.64) and raw materials (3.12), 
which accounted for the two most-exported products in 2019, at 46.8% and 
59.5% respectively. North Macedonia ranks 22nd among Bulgarian import 
partners (with a share of 0.97%), while Bulgaria is the eight largest import 
partner of North Macedonia (3.84%). Both figures indicate that there is 
considerable room for expansion of trade relations. North Macedonia still 
seems to be better integrated with the value chains of former Yugoslavia than 
with its EU neighbors. 

40 The World Bank, Agreement Free Trade Between Bulgaria and the Former Yugoslav Repub-
lic of Macedonia, The Global Preferential Trade Agreements (GPTAD) database, February 21, 
1999.

41 At the end of October 2022, the Prime Ministers of the two countries launched the construc-
tion of a section of the railway Corridor VIII in North Macedonia. They noted that they 
expect the trade turnover to top €1 billion this year. 

Figure 9. Top Product Exports
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TOP MACEDONIAN EXPORTS TO BULGARIA, 2020
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Investment and Remittances

There is a positive relationship between constructive capital linked to 
foreign investment inflows and economic development. In addition to the 
direct benefit from the injection of new capital into the economy, FDI is a 
source of technology and know-how that improves the competitiveness of 
the recipient companies and improves their integration into the global value 
chains. In the process, FDI helps to develop the corporate sector, including 
the legal and regulatory environment and thus, foster conditions supportive 
of constructive capital. Policies aimed at attracting FDI are therefore of crucial 
relevance for both economies. 

Bulgaria maintains government incentives for new investment and low 
and flat corporate and income taxes.42 Foreign investments do not require 
government screening, and there are no general restrictions on foreign 
ownership of local firms, with sector-specific exceptions (e.g. banking and 
insurance services). Merger control legislation is largely in line with EU 
law and applies to both foreign and domestic mergers. The Invest Bulgaria 
Agency (IBA)43—the government’s investment promotion agency, providing 
information, assistance, and incentives for potential investors—is responsible 
for the implementation of the Investments Promotion Act (revised in 2018), 
which allows investors to certify their investments and benefit from a range 
of incentives. Incentives encourage investment in manufacturing, high 
technology, services, education, and human resource development, including 

42 Targov, T., and Peycheva, T., “The Foreign Investment Regulation Review: Bulgaria”, – In: The 
Law Review, October 21, 2021.

43 The IBA serves as a one-stop shop for foreign investors and certifies proposed investments 
for eligibility for administrative services.

https://thelawreviews.co.uk/title/the-foreign-investment-regulation-review/bulgaria


assisting investors in acquiring municipal or state-owned land without 
tender, providing public financing for basic infrastructure and for training 
new staff, and covering the employer’s share of social security payments. Tax 
incentives and fast-track administrative procedures are offered for public-
private partnerships. Priority investors may enjoy benefits such as below-
market rates for purchasing full or limited property rights from the central or 
municipal government and grants for research and development (R&D) and 
educational projects, etc. For investment projects over €2.5 million, a two-year 
exemption from value-added tax (VAT) on imported equipment is available, 
as long as the project will be realized within two years and create at least 
20 new jobs. Manufacturing projects conducted in high unemployment areas 
(25% higher than the national average) that generate at least ten jobs, at least 
half of which are in the private sector, may also be eligible for corporate tax 
exemption. 

Тhe share of all investments (gross fixed capital formation) in the GDP of 
Bulgaria and North Macedonia declined over the past ten years. Investments 
in Bulgaria averaged slightly less than €10 billion annually, while in North 
Macedonia – slightly above €2 billion. Thus, the economies of the two 
countries combined invested considerably less than Slovakia alone.

Annual FDI inflows peaked in Bulgaria in 2007 upon Bulgaria’s EU accession 
at €10.15 billion (USD 13.88 billion).44 However, they have been significantly 
declining since, to €2.37 billion (USD 2.7 billion) in 2020. In Q1 of 2022, the 
largest inflows of FDI in Bulgaria were from the Netherlands, Belgium, and 
Austria; the largest outflows were to Luxembourg and Germany. During 
the period 2014-2019, continuing or new foreign investments were directed 
mostly in the sectors of information technology and information services, 
manufacturing of computer and communication equipment, machinery and 
equipment for general and special purposes, and vehicles. For five years, 
the ten sectors with the highest FDI had had almost no shifts except for 
information technologies and services, which climbed by ten places to 11th 

place in 2019. A noteworthy type of FDI are start-ups and foreign (expat) 
entrepreneurships. In 2019, as many as 17% of the newly registered owners 
of new companies in Bulgaria were foreigners.45 There is no government 
agency for outward investment promotion, and no restrictions exist for local 
businesses to invest abroad.

FDI is crucial to economic growth in North Macedonia, which has privatized 
state assets more than other countries in the region and has developed practices 
for attracting FDI. As a result, North Macedonia is in the top-ranked countries 
in Europe in terms of FDI jobs created per capita. Like Bulgaria, the cost of 
labor is low, though with a lack of skilled labor, and there is a flat 10% corporate 
tax rate. The Agency for Foreign Investments and Export Promotion—Invest 
North Macedonia—is the principal government body in charge of facilitating 
foreign investments. It engages directly with prospective foreign investors, 
offers guidance for registering a business, conducts research on potential 
investment industries and sectors, and publishes reports on the domestic 

44 The World Bank, Foreign direct investment, net inflows (BoP, current US$) – Bulgaria. 
45 Georgieva, T., and Yalamov, T., Innovation.bg 2021: Building Innovation Recovery and Resilience 

in Bulgaria, Sofia: Applied Research and Communications Fund, 2021.
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market. Invest North Macedonia conducts screening and due diligence 
reviews of FDI on an ad-hoc basis, in a non-standard, non-public procedure. 
All incentives for businesses operating in the country are standardized and 
available to domestic and international investors. However, the government 
can offer customized incentive packages to companies worth more than €936 
million (USD 1 billion) or if the investment is of strategic importance. 

North Macedonia has made efforts to align its legal framework with the 
EU and ranks highly among the WB6 countries for economic criteria for EU 
membership. The EU rates North Macedonia at a good level of preparation in 
“the existence of a functioning market economy” and as moderately prepared 
in “the capacity to cope with competitive pressure and market forces within 
the EU.”46 FDI inflows to North Macedonia also peaked in 2007 at €501 
million (USD 733 million); they again culminated at €549 million (USD 648 
million) in 2018 but fell dramatically as a result of the COVID-19 pandemic, to 
€6.75 million (USD 7.7 million) in 2020. The major investing countries in North 
Macedonia are the UK and Austria, followed by Greece, the Netherlands, and 
Slovenia. Although the government does not restrict domestic investors from 
investing abroad, it does not encourage or offer any incentives to do so either. 

The investment environment between Bulgaria and North Macedonia is 
based on a bilateral investment treaty (1999) and an additional protocol to 
the Agreement (2007) that regulates mutual protection, promotion and 
encouragement of investments.47 In addition, there is an effective agreement 
on avoidance of double taxation with respect to income and capital taxes (1999). 
In 2017, the national investment promotion agencies, Invest North Macedonia 
and Invest Bulgaria Agency, signed a Memorandum of Cooperation, re-
confirming the bilateral commitment to stimulate trade and investment. 

There is substantial room for deepening investments between the two 
countries, which have been among the top destinations for each other’s 
fledgling foreign investment activity. The Bulgarian FDI stock in North 
Macedonia stood at the ninth place at €158 million48 at the end of 2021. 
Bulgaria is the sixth largest destination for Macedonian investments, which 
stood at close to €9 million49 in 2021. As of 2021, Macedonian financial assets 
and liabilities in Bulgaria totaled €94 million. Relatively good Macedonian 
investor activity in Bulgaria has been observed in the sectors of agriculture, 
hunting, and forestry (with a share of 2.1% of total investment in these sectors, 
second only to Austria, 4%). Some of the more significant Macedonian 
investments in Bulgaria have been: the 2010-acquisition of 96% in the Zvezda 
Oil refinery by the company Brilliant Oil; the 2010-investment of the company 
Ading in the Industrial zone of Pernik; and the 2016-investment of Acibadem 
Sistina Hospital in Acibadem City Clinic B.V. Amsterdam that bought the 
largest healthcare operators in Bulgaria, City of Clinic and Tokuda Groups. 

46 European Commission, North Macedonia Report 2022, SWD (2022)337, Brussels, 12.10.2022.
47 Ministry of Finance of the Republic of North Macedonia, Agreement Between the Govern-

ment of the Republic of Macedonia and the Government of the Republic of Bulgaria on the 
Reciprocal Protection and Promotion of Investments, April 22, 1999.

48 Data from the Bulgarian National Bank.
49 Data from the National Bank of the Republic of North Macedonia.
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In recent years, Bulgarian companies have mostly invested in North 
Macedonia in the sectors of banking and insurance, metallurgy, technology 
and communications, and the food and hospitality industries. Some of the 
major Bulgarian investments across the border are: the acquisition of Stater 
Bank by Central Cooperative Bank AD and its merger with CCB-Skopje; 
SOT 161 acquired NIKOB, the largest security agency of North Macedonia; 
Sofica Group entered the Macedonian market; Svepol AD became a major 
shareholder in the yarn production factory Tetex Tarn OOD Tetovo; Litex 
Bulgaria acquired a majority stake in the sugar factory in Bitola; Welder Group 
invested in ferrous metallurgy; Mega El EOOD-Sofia bought 69% of the shares 
of the Cable Factory-Negotino; Alfa Finance Holding bought a controlling 
stake in the local First Private Bank (2007); Euroins acquired a majority stake 
in the insurance company Makosped (2008). The largest Bulgarian investment 
in North Macedonia was in the banking sector – First Investment Bank-Sofia 
purchased the share of MG Corporation in Balkanska Banka. In 2015, the 
Bulgarian financial company EasyCredit opened EM Cash, the first company 
in North Macedonia operating in the field of fast lending. In the same year the 
Bulgarian software company Musala Soft opened the doors of its first office 
in Skopje and launched an investment project worth €20 million. In 2019, the 
largest Bulgarian software company, Scale Focus, entered the Macedonian 
market with an investment of €45 million expected to create about 300 jobs. 

In February 2022, the Bulgarian Minister of Innovation and Growth, Daniel 
Lorer, and the Minister of Finance of North Macedonia, Fatmir Besimi, 
announced a mechanism for investment transparency between the two 
countries, under which investors from either country can alert authorities 
about discrimination concerns.50 The mechanism also provides for increased 
investment in rural areas. 

Bulgaria and North Macedonia are highly dependent on remittances, 
though this dependence has been on the decline for Sofia. When regulated 
properly, remittances can smooth existing disparities in levels of spending 
and consumption, improving overall quality of life for recipients and their 
families, and encouraging economic participation, household investment and 
entrepreneurship that might otherwise not be possible. However, excessive 
dependence on money from remittances can quickly become a liability, 
propping up a weakened national economy reliant on foreign sources of 
income, creating disincentives for labor force participation, and lowering the 
overall supply of labor. There are no indications that remittances in the two 
countries have contributed to higher investment. 

Remittances in Bulgaria accounted for 3.4% of GDP in 2019, but decreased to 
1.4% in 2020 following the COVID-19 pandemic.51 Data from the Bulgarian 
National Bank show that remittances decreased eightfold in Q1 of 2022 
compared to the same period in 2019. In North Macedonia, remittances 
officially contributed to 3.4% of GDP in 2020, though private transfers account  
 
 

50 BNR, “Investment transparency mechanism to link Bulgaria and North Macedonia”, Janu-
ary 2, 2022. 

51 The World Bank, Personal remittances, received(% of GDP) – Bulgaria. 
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for up to 16% of GDP,52 or over €1 billion, each year; at least half of these 
transfers are estimated to be personal remittances to Macedonian households. 
Private transfers play an especially important role in the balance of payments 
in North Macedonia, as they almost completely cover the trade deficit.53

52 Jovanovski, K., and Jusufi, L., “International Remittances: A Source of Development Fi-
nance – Evidence from North Macedonia”, Ss. Cyril and Methodius University in Skopje, 
38th EBES Conference Proceedings – Volume I, January 12-14, 2022.

53 Ademi, R., Beqiri Luma, Z., and Bela, B., “The Impact of Remittances on the Trade Balance: 
Empirical Evidence from North Macedonia”, – In: Theoretical Economics Letters 12(3):694-711, 
June 2022.

Box 2. Building a Highway for Capital Flows between Skopje and Frankfurt via Sofia

Private sector projects of strategic importance between Bulgaria and North Macedonia have been scarce and 
the governments in Sofia and Skopje have been slow to foster or facilitate such initiatives.

A  private sector project that could be a game changer for the Macedonian market is the creation by the Bul-
garian asset manager Expat Capital of a passive exchange-traded fund tracking the primary equity index of the 
Macedonian Stock Exchange (MBI10). Expat Capital (Expat) – the only Exchange-Traded Fund (ETF) provider 
in Central and Eastern Europe – manages a family of passive ETFs following the major local equity indices of 
11 countries in the region – Greece, Bulgaria, North Macedonia, Serbia, Croatia, Slovenia, Romania, Hungary, 
Czechia, Slovakia, and Poland. All of the ETFs are listed for trading in Frankfurt and Sofia; five ETFs – the ones 
following the indices in Bulgaria, North Macedonia, Serbia, Croatia, and Slovenia – are listed on the stock ex-
change in Ljubljana; and the fund following the Bulgarian index is also listed on the London Stock Exchange. 

The ETF on the Macedonian index – Expat Macedonia MBI10 UCITS ETF – is a EU-licensed investment vehicle 
giving international retail and institutional investors country-specific diversified equity exposure to the Mace-
donian capital market. The listing of the fund on the Frankfurt Stock Exchange makes it easy for investors to 
buy and sell shares (there is constant liquidity in the millions of Euro provided by designated market-makers), 
thus making it possible for institutions to hold Macedonian risk in their global portfolios. The project solves the 
complex problems of market access, local currency conversions, and liquidity for international investors – crit-
ical roadblocks for many frontier markets, like North Macedonia. The index ETF allows any investor to hold 
Macedonian equity risk on a diversified basis. The Fund, created four years ago, has generated decent returns 
following North Macedonia's accession to NATO. Yet, its size has remained small (< €1 million) due to lack of 
publicity. A critical point in launching and developing a project of this nature – investor support by sovereign 
or quasi-sovereign institutions (e.g., EU/IMF/World bank-controlled entities) – has also been absent. Neverthe-
less, the internationally listed open-ended Expat Macedonia MBI10 UCITS ETF, linking the stock exchange in 
Skopje to the world financial markets, has become an integral part of the market infrastructure in North Mace-
donia. It has the potential to provide virtually limitless amounts of capital to publicly traded local companies. 

However, if this is to happen sooner rather than later, governments should take note and support such ini-
tiatives by publicizing them and providing additional capital to increase their size to meaningful levels (e.g. 
€30-50 million). Strengthening the Macedonian capital market will bolster local competitiveness (easy access 
to capital is a major factor), improve corporate governance (increase transparency and accountability) and 
transfer foreign management know-how. It will also help prepare North Macedonia for integration into the 
European capital markets union. The fact that a Bulgarian investment firm has constructed a highway for capi-
tal flow between Skopje and Frankfurt (via Sofia) is a telling sign that private-sector cooperation between the 
two countries is possible and should be strongly encouraged.

Source: Expat Capital. 
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Free Trade Zones

Free Trade Zones (FTZ) are designated areas within a country where companies 
enjoy preferential terms (e.g., fiscal and regulatory exemptions) within the 
framework of national and EU state aid rules. The zones aim to attract export-
oriented FDI, create jobs, and weave stronger links to global value chains. 
The EU regulates the incentives member states offer to companies under the 
competition and state aid provisions of the Treaty on the Functioning of the 
EU. The special zones in the WB economies fall under the category of regional 
aid and are subject to quantitative restrictions similar to those in the EU. In 
the pre-accession phase, the WB countries are restricted on the amount of 
state aid they can offer, but not on its type, thus they can provide investors a 
broader range of tax- and non-tax incentives than their EU-peers. 

Evidence suggests that the zones have contributed to the recovery of manu-
facturing FDI in the region and could have multiple positive spill-over effects 
in education, training, and infrastructure. However, they could also have 
negative impact if they lead to deadweight losses, i.e., wooing investors who 
would have invested anyway; or beggar-thy-neighbor policies, whereby com-
peting countries try to outbid each other in term of incentives; and negative 
externalities, such as pollution. The critical question on how sustainable the 
FTZ investments are, once the incentives expire, remains open. Yet, the zones 
might be a factor that brings constructive capital to the region, at least in 
the medium-term. Bulgaria and North Macedonia should utilize the fact that 
both have competitive advantages, such as low cost of labor; Bulgaria has the 
EU trump card, and North Macedonia – the relatively less-restricted zones. 

Following Bulgaria’s accession into the EU in 2007, the role of its FTZ sig-
nificantly diminished. Local authorities in Bulgaria have sought alternatives, 
such as partnerships with the private sector to provide resources for the 
development of industrial and technological parks. If equipped with the 
necessary technical infrastructure to attract new investment, such parks can 
be designated nationally significant projects. The Council of Ministers, the 
Minister of Economy, and other government officials oversee industrial park 
policies. One of the largest industrial areas in Southeast Europe is the Trakia 
Economic Zone (in south-central Bulgaria), which has attracted investments 
of over €2 billion and sustained over 30,000 jobs. In addition, there are ful-
ly functioning industrial zones, run by the state-owned National Industrial 
Zones Company (NIZC) in Sofia, Burgas, Vidin, Ruse, Svilengrad, Stara Zag-
ora, and Varna. Future industrial zones are under construction in Suvorovo 
(Varna), Telish (Pleven), Kardzhali, and Karlovo. None of the zones is in the 
regions directly adjacent to North Macedonia, which could be an opportunity 
to make use of FTZs across the border. 

The first science and technology park in Bulgaria—Sofia Tech Park—opened 
doors in 2015 with the objective to boost the development of the research, 
innovation and technological capacity of the country’s private sector and 
academia.54 The Park consists of several interconnected units (e.g., incubator, 
laboratory complex, experimental building, museum, etc.), that provide 

54 The science and technology park was built with funding from the Operational Program 
“Development of the Competitiveness of the Bulgarian Economy” 2007-2013 and “Innova-
tion and Competitiveness” 2014-2020.
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educational programs, start-up support, and services for the commercialization 
of new technologies. Sofia Tech Park has joined forces with the Bulgarian 
Academy of Sciences and several local universities in what is expected to 
become the largest R&D center and high-tech incubator in the country. 

North Macedonia currently has 15 economic and industrial zones in 
various stages of development. The Directorate for Technological Industrial 
Development Zones (TIDZ), is responsible for establishing, expanding, and 
supervising 14 of them, including seven fully operational TIDZ: Skopje 1 and 
2, Prilep, Stip, Kicevo, Struga, and Strumica (close to the Bulgarian border). 
The Law on Technological Industrial Development Zones and the Law on 
Financial Support of Investments provide generous incentives for potential 
investors. The ten-year analysis of the operations of companies in the TIDZ 
(2010-2020) reports 16% average return on capital and average annual revenue 
growth, 32% average annual net income growth, and 55% average annual 
productivity growth.55 In 2021, the companies operating there, generated 
record-high exports worth approximately €3 billion, which accounted for 
48% of the country’s total exports. New TIDZ investment in the same year 
(agreements signed or in a phase of formal governmental approval) totaled 
€188 million, and created over 2,700 new jobs. The 2021-2024 target sets 
investment volume at €1 billion and new jobs created at 14,000. 

North Macedonia’s biggest industrial zone – TIDZ Skopje 1 – hosts many 
international companies (e.g., US car equipment maker Johnson Controls, 
UK-based chemicals company Johnson Matthey, Belgium’s bus maker Van 
Hool, Italian car part producer Teknohose, etc.). Some of these enterprises 
also have offices in Bulgaria. The development of the new TIDZ Skopje 3, 
designed to be the first high-tech zone in the country, is set to start in 2023. 
It is located on the crossroad of Corridor VIII and Corridor X. TIDZ Skopje 3 
is expected to generate investments of over €860 million in the next ten years. 
The zone, which will function as a Public-Private Partnership (PPP), will 
focus exclusively on high technologies to employ about 4,500-5,500 young 
professionals. The 500,000-square meters TIDZ Gevgelija (close to the Greek 
but also the Bulgarian border) aims to be the first green zone in the Balkans. In 
2015, the Bulgarian company FilCab, through its subsidiary McCab, launched 
a factory for production of electrical transformers in the Vizbegovo industrial 
zone in Skopje. 

Tourism 

Tourism is a growing sector in Bulgaria. The country ranked 41st out of 117 
countries on the World Economic Forum’s Travel & Tourism Development 
Index in 2021. Bulgaria saw over 12.5 million international tourist arrivals 
in 2019 prior to the COVID-19 pandemic; the number fell 60% to 5 million 
in 2020.56 Prior to COVID-19-related entry restrictions, top inbound tourist 
markets included Romania (2 million), Turkey (1.5 million), Greece (1.3 mi-
llion), Germany (1.1 million), Serbia (633 thousand), and North Macedonia  
(610 thousand); the top six countries remained the same in 2020. 

55 Directorate for Technological Industrial Development Zones (TIDZ).
56 The World Bank, International tourism, number of arrivals – Bulgaria. 
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Figure 10. Free Trade Zones in North Macedonia
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Source: Center for the Study of Democracy, 2022.

In North Macedonia, the tourist sector has almost doubled in the 2010-2019 
period.57 The country ranked 87th on the WEF’s Travel & Tourism Development 
Index. It performs lower in sector size, but even within the region of Southern 
Europe, it ranks 14th by tourists per resident.58 Prior to the pandemic, North 

57 Total tourist stays in this period doubled from 1.2 million to 2.2 million. Foreign stays nearly 
tripled (from approximately 550,000 to 1.57 million. 

58 WorldData.info, Tourism in North Macedonia.
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Macedonia received 758 thousand international tourist arrivals in 2019. 
Top inbound markets of tourism include Turkey (112 thousand), Serbia 
(60 thousand), Greece (58 thousand), Bulgaria (56 thousand), and Poland 
(36 thousand). North Macedonia remains relatively unknown as a tourist 
destination, and like Bulgaria, the main attractions are seasonal. 

Bilateral tourism between Bulgaria and North Macedonia has grown but 
remains below potential: Bulgaria is North Macedonia’s 4th-largest inbound 
market, and North Macedonia was Bulgaria’s 6th-largest market. No visa is 
required for entry by either country for citizens of the other for short-term 
stays of up to 90 days. Macedonian citizens primarily visit Bulgaria for tourist 
purposes (86.5% of arrivals59), especially to the Black Sea and Bulgarian ski 
resorts. In contrast, Bulgarian arrivals in North Macedonia are primarily 
for business purposes (39%), with tourism a close second (31%). Several tour 
agencies in Bulgaria and Serbia offer multi-country packages including both 
countries. 

Transportation options between and within the two countries are improving 
sluggishly and remain inadequate. There are no direct train routes between 
Bulgaria and North Macedonia. Bus companies run Sofia-Skopje routes, 
which were suspended during the COVID-19 pandemic but resumed service 
in 2022. In March 2022, a Bulgarian carrier began running twice-weekly 
flight service between Sofia and Skopje with extensions to Tirana (Albania) 
and Burgas (Bulgaria). This was the second attempt at developing air travel 
between the two countries after flights were in operation between 2006 and 
2009. The line was again suspended in July 2022 due to low demand. 

Under the IPA CBC program, about €8 million have been allocated for tourism, 
the largest portion of the program. The program has sought to address the lack 
of qualified labor for the tourism industry and underdevelopment of tourism 
resources in the region. It has also increased cooperation on transport links 
to promote tourism, regional connectivity, and economic growth. Currently, 
there are three existing border checkpoints along the border: Zlatarevo, 
Stanke Lisichkovo, and Gyueshevo. Under financing for the 2021-2027 period, 
the new Klepalo border checkpoint will be constructed between Strumyani 
and Berevo, with repairs and construction of roads leading to the border. The 
Stanke Lisichkovo border checkpoint between Blagoevgrad and Delchevo 
will also be modernized and expanded on the Bulgarian side. Completion of 
Pan-European Corridor VIII (Durrës/Vlorë/Tirana, Elbasan, Skopje, Pernik, 
Sofia, Plovdiv, Burgas, Varna) has also been announced. 

59 Bulgaria’s National Statistical institute data. 



Bulgaria and North Macedonia are highly dependent on the European 
Union for public financing and technical assistance for modernization and 
for attracting additional private sector constructive capital investments. As 
such, both countries would be smart to focus their national efforts on the 
areas prioritized by the EU itself. For the period until 2027, particularly 
for the countries of the Balkans, the EU has outlined three overarching 
priorities: infrastructure development, green transition, and innovation and 
digitalization. 

Infrastructure 

Improving transport and energy links—both in the region and with the 
EU—is vital to stimulate economic growth and integration. To invest in 
quality infrastructure in a transparent, accountable and inclusive way, thus 
enabling safer, faster and more efficient transport of goods and passengers, 
and boosting regional economic development, should be of highest priority 
to both governments. Two of the ten Pan-European Corridors for transport, 
Corridor VIII and X, pass through North Macedonia and Bulgaria. 

Bulgaria has considerably improved its internal road and rail infrastructure 
but it remains largely sub-par in quantity and quality when compared to 
Central European countries. North Macedonia’s road and rail infrastructure is 
inadequate, with its ageing, deteriorating highways and several unscheduled 
and delayed projects. The lack of good highways and railroads connecting 
the country to its neighboring nations and Western markets is a significant 
obstacle for export-focused potential foreign investors. While during the 
years Bulgaria and North Macedonia have developed land-border crossings 
and continue to plan new ones, none has the quality infrastructure necessary 
for enabling higher constructure capital investments.

Corridor VIII is by far the most important infrastructure investment 
between Bulgaria and North Macedonia, which construction has already 
been delayed multiple times. Corridor VIII—a multimodal transport system 
along the East-West axis—comprises road and rail routes, sea and river ports, 
airports, and multimodal ports, with a total extension of 1270 km of railways 
and 960 km of roads.60 In Bulgaria, the corridor has been completed from 
Burgas to Sofia. The link to Varna and from Sofia to the border with North 
Macedonia remains incomplete, lacking a highway or higher speed train 
connection. In North Macedonia, Corridor VIII stretches for around 305 km, 
with 62% of the country’s population connected to it. Its development should 
be a high priority for the country, but around 60% of it has yet to be built to 

60 Corridor VIII links Durrës at the Adriatic Sea in Albania with Burgas and Varna at the Bul-
garian Black Sea Coast through North Macedonia. The road corridor follows the route: Ti-
rana/Durrës/Vlorë – Elbasan – Skopje – Pernik – Sofia – Plovdiv – Burgas – Varna. Although 
as yet incomplete, it is broadly paralleled by the rail route: Durrës/Vlorë-Lin-Radožda-Kiče-
vo-Skopje-Kumanovo-Beljakovtse-Kriva Palanka-Gyueševo-Sofija-Burgas-Varna.

PRIORITY AREAS FOR  
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motorway standards. In an effort to modernize the route, North Macedonia’s 
government has tried efforts to rehabilitate and extend parts of the existing 
road and build new sections. 

North Macedonia embarked on a €100 million project to develop road 
infrastructure from Skopje to the border with Bulgaria (Deve Bair). Travel 
conditions on the existing road are deficient. The expansion of the most 
problematic part of 13.2 km road from Kriva Palanka to the border with 
Bulgaria (Deve Bair) has been ongoing as of 2022 using a €10.16 million loan 
from EBRD.61 In addition, the EU, through the WBIF, has allocated €2.47 
million in grants under the 2018 Connectivity Agenda package for this €13.7 
million road reconstruction project. Another €110 EBRD loan is dedicated 
to constructing a 10.2 km stretch of motorway along Corridor VIII from 
Bukojcani to Kicevo in the country's west. The WBIF is co-financing the 
project with a €20 million investment grant. The governments of Japan and 
Austria are also contributing to the project by financing the youth inclusion 
program and a climate-resilience assessment, respectively. This is indicative 
of the additional investment opportunities Corridor VIII could help open up. 
Albania began construction of the “Arber Road” from Tirana to the border of 
North Macedonia along Corridor VIII. 

Figure 11. Trans-European Corridors VIII and X Connecting  
Bulgaria and North Macedonia
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If there were a high-speed railway line, traveling between Sofia and 
Skopje would have been less than one hour, but currently, no railway link 
exists between the two countries. The Railway Corridor VIII has a total 
length of 315 km, only 50% of which have been constructed so far. In North 
Macedonia, the Corridor includes an 89 km-long rail section between 

61 The EBRD has been supporting North Macedonia in its efforts to improve its transport infra-
structure, with investments in rail and road. By the beginning of 2022, it has provided more 
than €400 million for the construction of roads.
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Kumanovo and the border with Bulgaria, as well as another 103 km-long rail 
section between Kicevo and Skopje. Plans to develop this route date back to 
the 19th century, with various segments built and/or overhauled until 2004, 
when all construction ceased because of a substantial shortage in funding. 
In 2017, the two national Ministries of Transport signed a Memorandum of 
Understanding (MoU) for building the connecting railway networks. While 
Bulgaria aims to complete its section by 2027, North Macedonia is to finalize 
its part by 2027. 

Green Transformation 

Bulgaria and North Macedonia face severe energy and climate security risks, 
which have been exacerbated by Russia’s invasion of Ukraine. The excessive 
reliance on natural gas imports from Russia has meant that both countries have 
faced gas supply cuts after Gazprom began reducing deliveries to Europe in 
2022. Skyrocketing energy prices on the back of the overall geopolitical crisis 
have sharply increased energy poverty risks and weakened the countries’ 
industrial competitiveness. Meanwhile, the two countries have been hesitant 
in their energy transition process, risking locking their economies into long-
term dependence on fossil fuels (mostly coal).

The faster deployment of renewable energy sources and the uptake of green 
technologies across all economic sectors would play a crucial role in: (i) 
achieving the two countries’ long-term decarbonization objectives within the 
EU framework and; (ii) enhancing the competitiveness of their economies. 
The green transformation of the energy sector will help businesses in Bulgaria 
and North Macedonia gain broader access to some of the most dynamic and 
high-growth supply chains in Europe. The two countries are also vulnerable 
to air pollution and the negative environmental impact of the mining and 
heavy industries. Coal remains the dominant source of electricity supply and 
is still used for household heating, contributing to the majority of greenhouse 
gas emissions and air quality issues.62 Energy efficiency is around three times 
lower than the EU average, even when more than a third of the two countries' 
population cannot adequately warm their homes. In the longer run, the least 
costly pathway to a low-carbon and energy-secure economy for Bulgaria and 
North Macedonia is to transform the electricity supply mix and to boost 
electrification in key sectors. 

In February 2020, North Macedonia adopted its Energy Development Strategy 
until 2040. Then in May, it took the lead as the first Western Balkan economy 
to submit its National Energy and Climate Plan (NECP) for review to 
the Energy Community, a European Union instrument for coordinating 
national policies and public. The Macedonian NECP is the roadmap for 
achieving the country’s long-term energy and climate goals on the back of 
deep regulatory and administrative reforms that eliminate the obstacles 
before new renewable energy investments. The cornerstone of the country’s 
decarbonization strategy is the closing of the coal-fired power plants TPP 
Oslomej and TPP Bitola by 2027, as well as accelerating the deployment of 

62 Apart from Albania, where hydropower dominates.
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renewable energy for electricity production in conjunction with energy 
efficiency measures across all sectors.63 

In parallel, North Macedonia has been gradually aligning its legislation on 
energy efficiency with EU standards and aiding (although a modest number 
of) households with energy efficiency upgrades through subsidies. The NECP 
envisages a range of policies and measures to reduce energy consumption in 
buildings, industry, and transportation, as well as to cut transmission and 
distribution losses. As part of the NECP, the government plans to launch a 
day-ahead market, coupled with the Bulgarian market, and join the initiative 
for the development of a common regional market. North Macedonia 
has also been working on the design of its financing framework for green 
transition. The government adopted the Growth Acceleration Financing Plan 
(2022-2026), which would include financing instruments such as green bonds, 
a Hybrid National Green and Digital Fund for SMEs, the creation of special 
innovative start-ups focusing on investments in green technologies, an Energy 
Efficiency Fund, and a Strategic Green Investment Fund for renewable energy 
and energy efficiency projects.64 

Via its National Recovery and Resilience Plan (NRRP), Bulgaria has deve-
loped a similar framework for green investment support to back green 
innovation in renewable energy and storage technologies, high-tech start-
ups, digitalization of the electricity sector, and large-scale energy efficiency 
programs.65 This opens up opportunities for joint cross-border investments 
in low-carbon technologies. The two countries should better coordinate 
their green transformation agendas both on national and local levels, 
using the cross-border cooperation program for preparing more extensive 
and more complex interventions under the EU’s cohesion and recovery and 
resilience funding priorities. In addition, Bulgaria could share its experience 
of developing diverse funding instruments for greening the economy with 
North Macedonia. 

To catalyze its green transition and switch the gears on the country’s 
sustainable economic development, North Macedonia must address the 
structural challenges of defining consistent energy and climate policies; 
closing the implementation gap on strategic documents; and improving the 
quality of governance in strategic economic areas.66 Furthermore, there is 
a need for a more comprehensive stakeholder engagement strategy for the 
private sector, civil society, and academia, which should inform the green 
transformation debate and improve the quality of strategic energy and 
climate policies. Low taxes on energy, such as the low excise taxes on fuels 
(particularly diesel) or the artificially low power and heating prices, have led to 
market distortions, excessive energy consumption, and a great fiscal burden. 

63 The share of renewable energy in final energy consumption is targeted at 38%, with the 
following targets: 66% share in total electricity production, 45% share in total heating and 
cooling consumption, and final energy consumption in transport share is 10%.

64 Ministry of Finance of the Republic of North Macedonia, “Besimi: Future development 
based on green and digital transformation, new instruments and Funds in the Growth Ac-
celeration Plan”, News, October 4, 2021.

65 Rangelova, K. et al., Switching the Gears of Decarbonisation: Policy Action for a Low-Carbon Trans-
formation of the Bulgarian Economy, Sofia: Center for the Study of Democracy, 2021.

66 The Industrial Strategy, adopted in 2018 to promote the green industry still lacks an action 
plan for implementation.
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Besides, the country lacks sufficiently large incentive programs (especially for 
vulnerable consumers) to support energy efficiency investments in buildings.

In addition, North Macedonia has to unlock its enormous potential for solar 
PV investments, the second-highest in Southeastern Europe after Albania. 
Bulgaria ranks third.67 Both North Macedonia and Bulgaria could take 
advantage of this high renewable energy potential by supporting small-
scale PV systems, energy communities, and the integration of PV-based power 
generation plants within larger manufacturing operations. Yet, institutional, 
financial, and technological barriers hinder the expansion of the renewable 
energy sector in the two countries. North Macedonia set a target for 250 MW 
of rooftop PV by 2030 and 400 MW by 2040, yet by mid-2021, only 42 self-
consumption installations had been put in place.68 

Similarly, Bulgaria has slowed down investments in the country’s nascent 
renewable energy sector after the rapid expansion in the years immediately 
following EU accession. This has negatively impacted, in particular small-
scale household and SME investments. Bulgaria has met its 2020 RES target 
well in advance and has since scaled back the pace of its green transformation 
efforts. Successive governments have refused to announce an official timeline 
for the phase-out of coal-fired power generation in Bulgaria, which has 
blocked energy-related investment planning69. The unclear coal phase-out 
strategy could derail efforts for the economic and social transformation of the 
coal regions, which include Kyustendil, neighboring North Macedonia.

The uncertainty of the coal phase-out strategy in Bulgaria undermines 
the country’s strategy for accelerating the deployment of renewable energy 
sources.70 Higher renewable energy integration in the system leads to overall 
lower prices. This calls for the government to reallocate state revenues 
from selling carbon certificates on the European market to supporting 
new renewables projects; an unused policy instrument so far. In addition, 
the government should phase out artificially low, regulated energy prices 
that disincentivize the middle-class from investing in energy efficiency 
improvements or switching to cleaner energy fuels for heating and cooking. 
Energy price liberalization must be implemented together with a more 
comprehensive policy for tackling energy poverty. 

Very importantly, funding instruments should prioritize constructive 
capital investments in the countries’ smart grids, which will play a key 
role in the better integration of a large number of renewable energy-based 
power plants in the electricity system, and improve the management of its 
balancing needs. Bulgaria and North Macedonia need to utilize the EU funds 
at their disposal to create the necessary investment environment for ushering 
a private sector and citizen-led switch to renewables en masse, instead of the 
current focus on a few large-scale projects. A green transformation strategy 
for the economy would require the radical improvement of the quality of 

67 ESMAP, Global Photovoltaic Power Potential by Country, Washington, DC: World Bank, 2020.
68 Energy Community Secretariat, WB6 Energy Transition Tracker, Vienna: ECS, 2021.
69 Primova, R., Vladimirov, M., and Trifonova, M., Towards a Just Transition in Bulgaria: Unlocking 

the Green Transformation Potential of Stara Zagora, Pernik and Kyustendil, Sofia: Center for the 
Study of Democracy, 2022.

70 Szabo, L. et al., Accelerated Lignite Exit in Bulgaria, Romania and Greece, REKK, 2020.
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governance, including by strengthening the independence of energy and 
anti-trust regulators, the removal of market-distorting subsidies and political 
appointees in state-owned energy companies, as well as the synchronization 
of investment decisions with EU and regional priorities.71

Innovation and digitalization

Access to and effective absorption of cutting-edge technologies is a critical 
factor for economic growth and needs to form a part of any strategy for 
attracting constructive capital. Bulgaria and North Macedonia are at very 
similar levels of development of their innovation systems, which could aid 
their cooperation in this domain. Both countries lag behind their EU peers. 
Although the two countries have experienced rapid growth in digitalization, 
there is still a gap compared to EU average levels, particularly concerning the 
use of digital technologies in business processes and sales. 

The 2022 edition of the European Innovation Scoreboard (EIS) reveals that 
Bulgaria72 and North Macedonia share almost the exact same position in the 
lowest-performing group of modest (emerging) innovators. Both countries 
experience growth in their performance compared to the baseline years 
2014 and 2021. However, their growth rates are lower than the rise in the EU 
average, which in effect, increases the gap to their peers. 

Despite the availability of considerable EU funding in support of innovation 
after 2014, Bulgaria has continuously fallen short of reaching its national 
target of moving to the higher category of moderate innovators and spending 
1.5% of GDP on R&D.73 In fact, the country’s lagging behind average European 
levels continues to widen. Research and development expenditure only 
accounted for 0.85% of GDP in 2020, below the worldwide average of 2.63%.74 
The bright spot in Bulgaria’s innovation performance has been the ICT sector, 
which already accounts for 4.4% of revenue in the national economy. With 
strong EU support, Bulgaria has managed to develop a vibrant start-up 
community and venture capital ecosystem. In addition, Bulgaria has gained 
valuable experience in designing and implementing actions within the EU’s 
instrument for smart specialization. All Bulgarian regions have experience 
with regional innovation strategies and can work with Macedonian local 
governments to help them upgrade their EU-innovation programming skills. 
However, Bulgaria’s only national public funding instrument for innovation 
support is the National Innovation Fund. The fund has had very limited 
resources of, on average, less than €5 million annually since 2004.75 

71 Center for the Study of Democracy, Technological and Policy Innovation Scenarios for the 
Low-Carbon Transition of the Bulgarian Energy Sector, Policy Brief No.109, April 2022.

72 Georgieva and Yalamov, Innovation.bg 2021: Building Innovation Recovery and Resilience in Bul-
garia, ARC Fund, 2021.

73 According to the Innovation Strategy for Smart Specialization 2014-2020, Bulgaria’s progress 
in research, technology and innovation is measured by its comparative positions within the 
EIS and the potential transition to the group of moderate innovators. After the lack of prog-
ress, the same goal is set in the Innovation Strategy for Smart Specialization 2021-2027. 

74 European Commission, European Innovation Scoreboard, 2021.
75 Georgieva and Yalamov, Innovation.bg 2021: Building Innovation Recovery and Resilience in Bul-

garia, ARC Fund, 2021.
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In North Macedonia, R&D expenditure has only accounted for 0.38% of GDP 
in 2020, which is low even compared to other Balkan countries, including 
Bulgaria, Serbia, and Croatia.76 Since 2008, North Macedonia has aimed 
to reform and improve its business environment to encourage R&D and 
innovation. The National Innovation Strategy (2012-2020) was adopted in 
2012 as a key strategic document, with the goal of driving competitiveness 
and economic development based on knowledge and innovation.77 However, 
the strategy lacked a plan, and has not been updated for the period after 
2020. In 2022 North Macedonia launched the development of its first smart 
specialization strategy with the support of the Joint Research Center of 
the European Commission. The key public funding instrument, The Fund 
for Innovation and Technology Development, was established in 2013 to 
encourage innovation and the knowledge economy. It primarily awards 
grants to SMEs and has co-financed 686 projects with an investment of 
approximately €86 million (as of March 2022).78 

Digitalization lags behind the EU average in both countries in households 
and businesses alike. While North Macedonia leads in access to the internet 
and computer availability, information technologies are actually better inte-
grated in businesses in Bulgaria (e.g., a higher share of Bulgarian companies 
have actual online sales).79 The two countries need to continue investing and 
building around their vibrant IT sectors to ensure these are better embedded 
in their national economies. A good starting point could be the digitalization 
of large traditional sectors of their economies, such as tourism, agriculture, 
and construction. This should help spread the knowledge IT companies in 
Bulgaria and North Macedonia have gained through their outsourcing busi-
ness experience from the U.S. and the EU. 

76 World Bank, Research and development expenditure (% of GDP) – North Macedonia, June 
2022.

77 Antovska, M., “Macedonian National Innovation System – States, Challenges and Perspec-
tives”, August 2020.

78 European Commission, “Innovation in formal education”, – In: Education and Training, March 
31, 2022.

79 According to data from Eurostat’s Digital economy and society database. 
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The frequent crises and controversies in Bulgaria and North Macedonia’s 
bilateral relations have been highly detrimental to the economic development 
of both countries. Bulgaria delayed the start of the EU negotiations for 
North Macedonia’s accession from 2020 to 2022, reigniting longstanding 
grievances between the two countries. This rift has presented a political 
opportunity for opponents of the region’s EU integration, including 
Russia’s proxies in both countries.80 Political instability in Sofia and Skopje 
and the slow pace of EU integration have also solidified governance deficits 
and state capture vulnerabilities, holding back economic development and 
narrowing opportunities for constructive capital.81 Public procurement and 
state aid have been particularly affected, seriously damaging fair market 
competition.82 Media capture has been further entrenched, limiting the space 
for non-politicized dialogue and open discussion.83 This instability has also 
allowed third countries, such as Russia and China, among others to seek to 
skew public opinion and harm the economic security and cooperation of both 
countries.84 As a result, Bulgaria and North Macedonia have been among 
the most heavily targeted countries in Europe by Russian disinformation.85 
Economic sentiments and prospects in both countries have worsened as a 
result. 

Bulgaria and North Macedonia must seek to implement the political 
compromise reached under the French Presidency of the Council of the 
EU, which paved the way for North Macedonia’s accession negotiations. To 
this end, the two countries must discontinue nationalist rhetoric and hate 
speech and instead emphasize and pursue positive economic opportunities 
for mutual cooperation and development. Resolving outstanding bilateral 
issues will also increase the two countries’ resilience against malign foreign 
influence. The Western Balkans Democracy and Prosperity Act, currently 
making its way through the U.S. Senate, would be a positive framework 
to follow, as would the EU’s Democracy Action Plan. The following policy 
recommendations could form the backbone of a joint strategy by Bulgaria 
and North Macedonia to attract more constructive capital to the region and 
raise prosperity:

80 Stefanov, R., and Vladimirov, M., The Kremlin Playbook in Southeast Europe: Economic Influence 
and Sharp Power, Sofia: Center for the Study of Democracy, 2020.

81 Stoyanov, A., Gerganov, A., and Yalamov, T., State Capture Assessment Diagnostics, Sofia: Cen-
ter for the Study of Democracy, 2019; Shentov, O., Stefanov, R., and Todorov, B. (eds.), Geopol-
itics, State Capture and Peak Corruption, Sofia: Center for the Study of Democracy, 2022.

82 Mineva, D. et al., Public Procurement Integrity in Southeast Europe, Sofia: Center for the Study of 
Democracy, 2022. 

83 Filipova, R., Vladimirov, M., and Gerganov, A., Tackling Kremlin’s Media Capture in Southeast 
Europe, Sofia: Center for the Study of Democracy, 2021. 

84 A study commissioned by the European Parliament outlines that a number of Slovenian or 
Hungarian-owned media in North Macedonia take an active part in the disinformation cam-
paign, aimed at damaging relations with Bulgaria. See Greene, S. et al., Mapping fake news and 
disinformation in the Western Balkans and identifying ways to effectively counter them, European 
Union, 2021, pp. 28 and 30. 

85 Center for the Study of Democracy, Capture Proofing Media in Southeast Europe, Policy Brief 
No. 98, March 2021. 
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Energize Cooperation

 • Implement and build on the various sectoral measures foreseen in the 
Joint Protocol between the two sides on 17 July 2022, at both the political 
and practical level. Namely, the two countries should focus on the follow-
ing fields: 
o Economy, trade, and innovation;
o Infrastructure, transport, and connectivity;
o European cooperation, green transition and digital transformation, 

and rule of law;
o Tourism, culture, science and education, youth and sports.

Furthermore, the activity of the different working groups at the ministerial 
level must be resumed and implemented under specific action plans and 
timelines. 

 • Exchange experience in the field of EU integration, including by leverag-
ing the nations’ language proximity, which could accelerate the transpo-
sition of EU acquis in Skopje. Bulgaria and North Macedonia could follow 
the example of Czechia and Slovakia, which shared their translations of 
the EU acquis. The two countries could also support their practical efforts 
through a bolder declaration of political ambition, by agreeing on a con-
crete timeline to work for the accession of North Macedonia to the EU.

 • Engage in the planning and implementation of more joint projects un-
der the mutually available EU funding instruments. Bulgaria could take 
the lead in this process and commit more planning and resources to in-
tensify such cooperation. As a potential example, Bulgaria could commit 
to the inauguration of a dedicated bilateral infrastructure development 
fund, of €1 billion over the next decade, a statement of political willing-
ness and practical readiness to deliver change and bring more constructive 
capital to both countries. In addition, Sofia could increase its development 
aid funding dedicated to North Macedonia; this could be done bilaterally 
or as part of EU initiatives and in cooperation with other donors, such 
as Norwegian, Swiss, Austrian, Italian, Slovak, and U.S. aid agencies and 
programs, a process which has already begun. Bulgarian development 
cooperation aid should seek to increase business-to-business and civil 
society-to-civil society cooperation. For its part, North Macedonia must 
identify mechanisms to considerably increase its currently weak capacity 
to deploy new funding opportunities.

 • Establish a Bulgaria-North Macedonia Cooperation Fund (based on the 
model of the Sweden-Lithuania Cooperation Fund) to support civil society 
and youth projects which stimulate, broaden, and diversify the bilateral 
relations between the two countries. 

 • The two countries should develop similar cooperation tools dedicated to 
innovation, IT, and green technology. Such cooperation could be further 
strengthened through the EU’s Interreg bilateral cross-border cooperation 
program. Bulgaria’s Fund of Funds, which manages support for inno-
vative financial instruments for venture capital and urban development, 
could further encourage the integration of the two countries’ fledgling, 
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yet vibrant IT start-up ecosystems. The Ministries of Economy, Innovation 
and Science could encourage cooperation under the EU’s framework pro-
gram for research and innovation through targeted support for prepara-
tion of joint bids under the program. 

 • Intensify and deepen interinstitutional cooperation between the Bulgar-
ian National Bank (BNB) and the National Bank of the Republic of North 
Macedonia (NBRNM). Exchange experience in monetary policy, mac-
ro-prudential measures, supervisory and oversight practices, financial in-
novation, and education, with the aim of promoting financial stability and 
sustainable growth in the two countries. The BNB could help strengthen 
the institutional capacity of the NBRNM to enable it to fulfill the required 
European System of Central Banks (ESCB) standards. 

Increase Connectivity

 • Invest greater effort and resources to create tangible improvements in road 
and rail infrastructure along all border crossings, which would improve 
the free circulation of goods and people and enhance NATO military mo-
bility among Allies on the Eastern Flank. 
o Speed up the construction of the new Klepalo border checkpoint be-

tween the municipalities of Strumyani and Berovo.
o Accelerate the development of the Corridor VIII route and railway 

line from Sofia to Skopje. Work with Albania, Italy, and the European 
Commission to complete Corridor VIII in its full length.

 • Build on the momentum and opportunities offered by the Greece-Bulgaria 
Gas Interconnector to develop additional gas interconnections between 
Bulgaria and North Macedonia, while also moving to grant North Mace-
donia access to the Gas Storage Facility in Chiren, Bulgaria. 

 • Establish a day-ahead electricity market in North Macedonia, as a pre-
cursor for the implementation of a roadmap for coupling the electricity 
markets of North Macedonia and Bulgaria. 

 • Expand further trade, investment, and tourism. As an overarching goal, 
the two countries should each aim to have the fastest-growing trade and 
investment turnover for the other’s respective market. 
o Promote mutual investments, ensure investor protection, and seek 

value-chain integration. 
o Create opportunities for developing joint touristic products and ser-

vices (e.g., village and eco-tourism; spa and ski tours; UNESCO World 
Heritage sites in the Balkans, etc.), taking advantage of traditional 
bio-production and agricultural excellence. 

o Incentivize the IT sector to share experience, knowledge, and resourc-
es. Sofia could benefit from a deeper pool of expertise, while Skopje 
could gain access to a vibrant and well-resourced start-up support in-
frastructure.

o Organize regular Bulgaria-North Macedonia business forums (and 
exchanges of visits by entrepreneurship, participation in regional con-
ferences, seminars, trade fairs, exhibitions, etc.), focusing on promising 
economic sectors, such as ICT, food industry, pharmaceuticals, etc. to 
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unlock the business potential and match companies on both sides of 
the border. Business associations, chambers of commerce, and invest-
ment promotion agencies all have a vital role to play in mobilizing 
the private sector. Greater effort on their part is imperative to spark 
productive dialogue between stakeholders on issues of cross-border 
constructive capital flows and their impact, and to raise awareness and 
drive further action.

 • Foster an exchange of experience and technical assistance (TAIEX) to 
design measures and activities to enhance the development of entrepre-
neurship and competitiveness of SMEs. Bulgarian experts could engage in 
coordinating business and branch policies in Chapter 20 (Enterprises and 
Industrial Policy). Collaborate and share information on the SME support 
model and the business infrastructure necessary to support SMEs – i.e., 
business centers, incubators, technology centers, etc. 

 • Develop, strengthen, and coordinate economic security mechanisms, 
such as investment screening and sanctions enforcement within the EU 
framework, learning from the experience of CEE countries, the EU, and 
the U.S. This could be part of an overall strengthening of both countries’ 
capacities to respond more adequately to increased hybrid threats. 

 • Focus on specific sectors with potential for growth and job creation on 
both sides of the border, in line with the digital modernization and the 
green transition of the two economies. 
o There is untapped potential for the IT sector in both countries to col-

laborate and jointly develop products and services to be offered on the 
European and U.S. markets. 

o Modernize legislation for the digital economy, such as regulating 
crowdfunding, easing work visas for non-EU expats, promoting start-
up visas, and providing options to invest in different pension funds; 
these policies will in turn, attract FDI and ignite start-ups. Creating a 
joint fund for start-ups and stimulating investment in innovation 
will reinforce mutual cooperation and warm up the business climate. 

o Bulgaria-based investment funds must be liberalized, and should al-
low enterprises to be registered in countries outside the EU. 

 • Establish a joint working group in agriculture to advance the implemen-
tation of EU pre-accession aid instruments and move forward the partner-
ship in agricultural sciences and training: production, bioproduction, and 
biotechnology in agriculture and animal husbandry. Explore possibilities 
for the consolidation of programs for the development of rural areas.

 • Increase efforts and dedicate more resources to foster higher levels of peo-
ple-to-people connectivity,86 as an indispensable tool for overcoming di-
visions from the past.

86 Jusufi, I. et al., From Dispute to Connectivity: Greece-North Macedonia-Bulgaria between a Difficult 
Past and a European Future, Athens: Eliamep; Skopje: Analytica, 2022.  



 • Jointly address demographic and “brain drain” problems, which weaken 
both economies and deter investor interest. Leverage existing knowledge 
and introduce efficient return migration policies to attract skilled nationals 
to return home for work (i.e., a tax-free period, housing and childcare in-
centives, lump sum payment, etc.) using the appeal of their joint markets. 
In addition, the bilateral process for obtaining work and residence permits 
should be simplified – Germany, for instance, has a special immigration 
regime for citizens of the Western Balkans – and options for investment in 
different pension funds should be provided.
o Provide better scholarship opportunities. An estimated 150-250 Mac-

edonian students a year start their studies in Bulgaria; this figure could 
be improved if the Bulgarian government, civil organizations, and 
universities (e.g., the American University in Bulgaria) grant scholar-
ships for full-time studies to students, specialists, and PhD candidates 
from North Macedonia. Bulgarian authorities already offer a number 
of higher education scholarships to students from North Macedonia, 
but may consider ways to raise further interest among prospective stu-
dents. North Macedonia should consider reciprocating measures. 

o Set up an institutionalized and publicly funded youth entrepreneurial 
dialogue founded on the principles of reciprocity and mutual under-
standing and benefit, based on the model of the Franco-German Youth 
Office and the Regional Youth Cooperation Office of the Western Bal-
kans. The dialogue could organize youth exchanges, volunteer oppor-
tunities, and other joint projects, and cooperate within the Erasmus+ 
and Horizon Europe programs to develop entrepreneurial and busi-
ness skills. 

Address State Capture and Economic Security Vulnerabilities

 • The war in Ukraine calls for increased security for constructive capital. 
Sofia and Skopje must build upon their NATO partnership to improve se-
curity for business development. 

 • Bulgaria and North Macedonia must join Greece and Romania in expand-
ing their defense and economic cooperation with the U.S., as Washing-
ton remains indispensable for guaranteeing the democratic transition of 
the entirety of the Balkans and the Black Sea region. Bulgaria should seek 
to expand its role under the Three Seas Initiative and align its work there 
with its priorities of bilateral cooperation with North Macedonia. 

 • Seek to deepen defense cooperation in areas with significant potential, 
including but not limited to:
o Solidifying military cooperation focusing on NATO’s Eastern Flank 

as part of the new Alliance adaptation solutions for deterrence and 
defense capability-building. Furthermore, the two countries should 
participate in regional defense initiatives and NATO and EU Military 
Mobility projects, including the completion of Corridor VIII and de-
fense industry cooperation for the modernization for their armies. 

o Participation of the Republic of North Macedonia in the multinational 
NATO battlegroup formed in Bulgaria, as well as the fight against hy-
brid threats and efforts to strengthen cybersecurity, and crisis man-
agement.
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o Prioritizing integrated border management; a joint working group for 
combating cross-border fraud, human trafficking, and the smuggling 
of drugs and arms should be created. 

 • Stand together to address the dual challenges of state and media capture 
and Russian economic warfare and influence in the region. 
o Seek, in cooperation with the EU, to jointly address outstanding in-

stitutional, economic, political, and other vulnerabilities which can 
lead to state capture. Focus civil society cooperation on following up 
on the EU’s Rule of Law Report for Bulgaria and Annual Reports for 
North Macedonia. Deploy innovative diagnostic instruments such as 
the State Capture Assessment Diagnostics (SCAD),87 Monitoring An-
ti-Corruption Policy Implementation (MACPI),88 and the Corruption 
Monitoring System on a regular basis.89 The U.S. (through USAID) and 
the EU (through DG NEAR) could further aid the process of mutual 
learning and exchange of experience. 

o Place a high priority on rolling back Russian-enabled state capture, 
in particular in the energy and climate sectors. Jointly seek to achieve 
a balance between green transition, economic competitiveness, and en-
ergy security. One potential instrument for better planning joint ener-
gy cooperation is the Energy and Climate Security Risk Index.90 The 
Index could provide a mutually beneficial understanding of the risks 
and opportunities faced by each country and pinpoint the best areas 
for EU integration. 

o Roll back media capture from Russian proxies. Engage ongoing U.S. 
and EU initiatives focused on tackling media capture and disinfor-
mation in digital and social media. Address all four elements of media 
capture: ownership, advertising, government, and cognitive. Further 
deepen cooperation between media from both countries with the goal 
of improving journalistic standards, fostering positive narratives, and 
countering disinformation.

87 Stoyanov, Gerganov, and Yalamov, State Capture Assessment Diagnostics, Sofia: CSD, 2019. 
88 Gerganov, A., Monitoring Anti-Corruption Policy Implementation in High-Risk Sectors, Sofia: 

Center for the Study of Democracy, 2021.
89 Shentov, O., Stefanov, R., and Todorov, B. (eds.), Anti-Corruption Reloaded: Assessment of South-

east Europe, SELDI, 2014.
90 The Energy and Climate Security Risk Index (ECSRI) is an evidence-based policy instru-

ment that tracks the most important energy security and climate vulnerabilities faced by EU 
Member States. For more information, refer to: Vladimirov, M., Rangelova, K., and Dimitro-
va, A., The Great Energy and Climate Security Divide: Accelerated Green Transition vs. the Kremlin 
Playbook in Europe, Sofia: Center for the Study of Democracy, 2022. 

https://csd.bg/publications/publication/state-capture-assessment-diagnostics/
https://csd.bg/publications/publication/monitoring-anti-corruption-policy-implementation-in-high-risk-sectors/
https://seldi.net/fileadmin/public/PDF/Publications/RAR/Methodological_appendix_-_corruption_monitoring_system.pdf
https://seldi.net/fileadmin/public/PDF/Publications/RAR/Methodological_appendix_-_corruption_monitoring_system.pdf
https://ces.csd.bg/
https://csd.bg/publications/publication/the-great-energy-and-climate-security-divide/
https://csd.bg/publications/publication/the-great-energy-and-climate-security-divide/


North Macedonia 2015 2016 2017 2018 2019 2020 2021

Nominal GDP (€, billion) ** 7.60 8.10 8.60 9.10 9.70 10.00 10.70

Real GDP  
(annual % change at constant 2005 prices) **

-0.50 2.90 3.60 3.90 2.80 0.20 2.70

GDP per capita (€) ** 3.677,90 3.945,20 4.138,00 4.380,10 4.656,70 4.825,30 5.169,40

Inflation (CPI, annual rate of change, in %) ** 3.30 2.80 -0.30 -0.30 -0.20 1.40 1.50

Unemployment rate  
(share of labor force, year average) **

31.00 29.00 28.0 0 26.10 23.70 22.40 20.70

Public debt (€, million) * 
 % of GDP *

2.908,80 3.281,40 3.921,30 4.227,20 4.711,40 4.786,90 5.202,20
38.40 40.30 45.80 46.60 48.80 47.80 48.50

FDI inflow (€, million) * 
 % of GDP *

111.20 252.20 205.10 216.70 338.40 181.70 624.50
1.50 3.10 2.40 2.40 3.50 1.80 5.80

Current account balance (% of GDP) ** -3.20 -1.60 -0.50 -2.00 -2.90 -1.00 -0.30

Exports (€, billion) *** 4.29 4.74 5.42 6.59 6.74 6.22 7.86

Imports (€, billion) *** 5.94 6.48 7.14 8.40 8.76 7.95 10.28

Young people neither in employment  
nor in education and training by sex  
(%, 15-29 years) **

32.50 31.30 31.10 29.80 24.50 26.20 …

Share of EU Imports in total exports (%) ** 77.30 77.50 80.70 82.1 81.1 80.00 77.00

Share of EU Imports in total imports (%) ** 46.20 46.30 62.40 62.4 62.9 61.90 62.00

R&D Intensity (GERD as % of GDP) ** 0.44 0.44 0.35 0.36 0.37 0.38 …

Public expenditure on R&D as % of GDP** 0.06 0.05 0.04 0.04 0.03 0.04

Individuals who have basic or above basic 
overall digital skills (%) **

35.00

Gender employment gap  
(% of total population, age 20-64) **

19.40 21.20 21.90 21.40 21.30 19.90 …

Adult participation in learning  
(% of total population., age 20-64) **

2.60 2.90 2.30 2.40 2.80 2.60 …

Long-term unemployment rate  
(% of active population, age 15-74) **

21.30 19.10 17.40 15.50 12.40 12.40 …

Youth unemployment rate  
(% of active population, age 15-24) **

47.30 48.20 46.70 45.40 35.60 35.70 …

At-risk-of-poverty-rate (AROP) ** 21.50 21.90 22.20 21.90 21.60 … …

Healthy life expectancy at birth (years) * 65.20 65.30 65.50 65.90 66.10 66.10 …

APPENDIX: SELECTED MACROECONOMIC INDICATORS 
FOR BULGARIA AND NORTH MACEDONIA 
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Bulgaria 2015 2016 2017 2018 2019 2020 2021

Nominal GDP (€, billion) ** 50.78 53.95 59.32 66.43 68.92 70.00 80.33

Real GDP  
(annual % change at constant 2005 prices) **

3.43 3.04 2.76 2.69 4.04 -4.39 4.18

GDP per capita (€) ** 5.70 5.91 6.12 6.33 6.63 6.38 6.69

Inflation (CPI, annual rate of change. in %) ** -1.10 -1.30 1.20 2.60 2.50 1.20 2.80

Unemployment rate  
(share of labor force, year average) **

10.10 8.60 7.20 6.20 5.20 6.10 5.30

Public debt (€, million) * 
 % of GDP *

11,611.45 13,989.45 13,030.03 12,149.33 11,978.54 14,752.62 …
25.35 26.99 22.91 20.07 18.31 23.30 23.83

FDI inflow (€, million) * 
 % of GDP *

2.22 1.49 2.01 1.81 2.22 3.62 …
4.40 2.8 3.4 2.7 3.20 5.20 …

Current account balance (% of GDP) ** -0.20 2.9 3.4 0.8 1.80 -0.20 -0.30

Exports (€, billion) ***  28.38 30.25 35.05 37.94 38.48 35.20 45.82

Imports (€, billion) *** 29.94 30.34 35.00 39.26 39.10 36.16 46.80

Young people neither in employment nor in 
education and training (%, 15-29 years) **

22.20 22.4 18.9 18.1 16.70 18.10 17.60

Share of EU Imports in total exports (%) ** 62.40 63.9 61.2 65.2 64.20 65.50 66.70

Share of EU Imports in total imports (%) ** 62.50 64.1 62.4 62.1 61.20 61.00 60.60

R&D Intensity (GERD as % of GDP) ** 0.95 0.77 0.74 0.75 0.83 0.85 …

Public expenditure on R&D as % of GDP ** 0.20 0.16 0.17 0.17 0.21 0.22 …

Individuals who have basic or above basic 
overall digital skills (%) **

… … … … … … 31.00

Gender employment gap (% of total 
population, age 20-64) **

6.30 6.80 7.60 7.70 8.10 8.30 8.40

Gender gap in part-time employment  
(% of total population, age 20-64) **

0.10 0.00 -0.10 -0.10 0.00 0.10 0.50

Adult participation in learning  
(% of total population, age 20-64) **

2.00 2.20 2.30 2.50 2.00 1.60 1.80

Long-term unemployment rate  
(% of active population, age 15-74) **

6.10 5.00 3.90 3.60 2.90 2.70 2.60

Youth unemployment rate  
(% of active population, age 15-24) **

24.70 20.40 16.10 15.90 12.10 17.40 15.80

At-risk-of-poverty-rate (AROP) ** 22.00 22.9 23.4 22.0 22.6 … …

Government expenditure in education per 
student (% of GDP per capita) 

30.00 33.00 32.00 34.00 31.00 31.00 …

Healthy life expectancy at birth (years) * 65.90 66.00 66.10 66.20 66.30 66.30 …

Source:  * World Economic Outlook database; ** Eurostat; *** MAKStat; **** Republic of Bulgaria, Ministry of Finance: Central Government Debt and 
Guarantees Annual bulletin
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