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1. Introduction

The unemployment is one of the major concerns in the Macedonian economy, reflecting mainly
transitional issues, as well as the overall macroeconomic environment and changing
requirements for contemporary skills on the market as global phenomena. However, it is worth
to note the gradual decreasing trend of the unemployment in the last years, despite the global
crisis impacts, that is due to several factors, including active labour market (ALM) measures,
measures against grey economy, job creation in the new companies with foreign capital as well
as gradual economic recovery.

The unemployment creates significant macroeconomic consequences, therefore reducing the
unemployment must be between top priorities of the Government policies. The unemployment
is negatively reflected over households’ disposable income and their spending ability which
reduces the domestic demand and hamper the economic growth. In addition, the
unemployment induces social impacts resulting with increase in the income inequality and

poverty.

Performances of the corporate and the household sectors, particularly their financial potential,
the level of income they generate and the level of indebtedness, have direct impact on the
performances of financial institutions and the overall stability of the financial system. The
favorable labour market developments experienced in the last decade, contributed to
accelerating the growth of disposable income, therefore enabling additional financing to the
employed population. The increase of indebtedness of particular categories of the working
population also highlights the importance of positive labour market conditions in terms of
attaining stable employment and regular monthly payment of stable and feasibly growing net
wages.

There are strong efforts worldwide for strengthening policy and institutional capacity in dealing
with the unemployment. In this regard, there is a strong orientation and support for ALM
implementation considering their long term contribution on workers’ skills and ability for job
seeking, which is an important contribution relative to the passive labour market (PLM)
measures which provide income support during the jobless time.

This paper presents the developments in the main labour market indicators in Macedonia and
evaluates the level and movements in these indicators compared to the EU and selected
European countries. The trends in employees’ number and net wages by activities are also
examined in this analysis. Another important issue that has been touched upon in this paper is
the skills supply and demand mismatch by activities that has a favorable downward movement
indicated by the declining trend in job vacancy rate almost in all activities in conditions of
increase in the number of occupied posts in Macedonian economy and simultaneous decline in
the number of job vacancies. This paper also provides a broad analysis on the implementation
on the ALM measures in Macedonia, based on the available data and information from the
administrative sources as well as comparison to the experiences in EU and other regions.
Although it is still difficult to provide an evaluation of the impacts of the ALM measures in
Macedonia, the general conclusion is that they have positive impacts on curbing down the
unemployment, especially on the awareness of the unemployed people that they need to work
on improving their skills as necessary precondition for providing a job. In addition, the analysis
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points out areas where additional improvements in designing the ALM measures are needed in
order to increase their effectiveness.

2. Developments in the main labour market indicators in Macedonia in the last
decade

The labour supply is defined as part of the total working population in the country that has
aspiration to work and is actively seeking for work and the most common indicator measuring
labour supply is the activity rate®. In the Republic of Macedonia, as of 2005, there has been a
trend of continuous slowdown of the activity rate, while in 2011 the activity rate started
declining (with the exception of 2013 and 2014 when it increased). Changes in the activity rate
could be explained by demographic factors (changes in the structure of the total working
population as a result of non-economic factors such as process of “aging population”) and by
changes in population working preferences. In the Macedonian economy, the changes in the
working i.e. non-working preferences of the population (changes in individual activity rates) are
assessed as main driver of changes in the activity rate (Hotchkiss, 2009).

The slowdown in the movement in the activity rate during the period 2005-2011, was
contributed by the older population (population aged 25-49 and 50-64), which coincided with
the changes in legal framework on labour relations adopted in 2005 which enabled diversity in
terms of the definition of employment®, as well as changes in the framework for collective
bargaining. The slowdown in the activity rate growth in 2009 and 2010 and its decline starting
from 2011 can be explained by the reduced participation of young people (15-24 years). In the
literature this movement is commonly explained by the change in preference of young people in
terms of continuing education rather than joining the workforce (Aaronson et al, 2006). The
reasons behind this movement are explained later in the section elaborating the changes in
young unemployment rate. Increased inclusion of young people in the education system results
in slower growth or reduction in labour supply in the short run. However, in the long run such
movements will translate into a better and highly qualified labour supply, employment growth
and higher potential for economic growth. The positive trends in the activity rate during the
period 2013-2014 are related to the growth in demand, which caused a simultaneous increase
in the labour supply. These movements were associated with the operation of the new
production facilities in the free economic zones, the domestic and foreign investment in the
construction sector, as well as the fiscal stimulus in the form of publicly funded construction
work, the agricultural subsidies and the active labour market measures® that have been
implemented for several years in a row. The increase in the activity rate during this period was
result of the increased participation of the middle aged population (25-49 years) on the labour
market. Although the implementation of these measures and programs continued in 2015 and

3 Activity rate represents active persons as a percentage of same age total population. For the purpose of this analysis the activity
rate refers to the working age population aged 15-64 years. The economically active population (labour force) comprises employed
and unemployed persons.

* Part-time and full-time employment contracts, half-time employment contracts, legal definition of overtime etc.

° During these years the Government of the Republic of Macedonia, through the Ministry of Labour and Social Affairs and the
Employment Agency, conducted active measures and programs designed to increase employment, such as self-employment
programs, financial support to micro and small enterprises for opening new jobs, subsidized employment programs, work-readiness
programs, community service programs and many other measures. These measure are explained in Section 6.



2016° and was additionally supported by the credit lines provided by the European Investment
Bank for small and medium enterprises, the activity rate experienced a slight downward
adjustment, which is related to this movement experience in the older population category and
partly as a consequence of the reduced participation of the young population (NBRM, 2012).
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Souce: SSO and authors' calculations.

The activity rate in Macedonia has constantly been lagging behind the EU’, with the highest
difference being registered in 2016. This discrepancy is due to the large difference observed in
the age groups 15-24 years and 50-64 years (of more than 10 percentage points). The
relatively low activity rate of the young population in Macedonia in contrast to the EU partly is
related to the trend in the recent years of orientation towards obtaining a university degree in
seeking for better job opportunities or migration outflows. With regards to the older population,
the lower activity rate observed in Macedonia compared to the EU is considered as a
consequence of early retirement or dismissal because of redundancy, pointing to the absence of
life-long learning strategy or transition to the informal economy. The comparative analysis
among selected European countries shows that besides Macedonian activity rate of 64.5% in
2016, the activity rate is lower also in Turkey (56.9%) and Montenegro (63.4%).

Chart 2 Chart 3

® The implementation of the measures for increasing employment were expanded to include programs for self-employment by
means of borrowing and self-employment by using grants, and were additionally extended to persons up to 29 years of age.
7 All the indicators referring to EU represent all the European Union 28 countries.
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Since 2006, when it was 36%, the overall unemployment rate® has been falling steadily,
reaching the level of 23.7% at the end of 2016, which is a reduction by more than 10
percentage points in 10-years period. This trend coincides with the general improvements of
the macroeconomic environment, the growth of economic activity and production (including the
production of the new capacities in the technological-industrial development zones) and the
continuous implementation and development of labour market programs and measures. All
these factors had a positive impact in increasing the number of jobs and stimulating the
demand for labour in the country (MLSP, 2013).

When analyzing the movement of the overall unemployment rate it is important to take into
account the shifts that have occurred in different age groups in order to determine the
contributions of each group to the changes in the aggregate level’. As it can be observed on
Chart 4, in the last 10 years the middle aged population (25-49 years) has the highest
contribution to the decline in the overall unemployment rate. This is due to the fact that this
age group (as expected and as it is a rational trend in all countries) has dominant position in
the total labour force, as well as in the unemployed segment of the economically active
population. Nevertheless, the young population also noted a significant contribution for the
observed favorable movement in the unemployment rate. The reduced share of young people in
the total workforce and the declined rate of young unemployment are the main underlying
factors for the high contribution of this age group (Corbanese, 2015). Moreover, the significant
contribution of this age group for the downward trend of the overall unemployment rate was
particularly high for the period until 2013 when the share of persons aged 15-24 in the total
workforce in the Republic of Macedonia was reduced from 20.1% in 2006 to 17.7% in 2013, i.e.
2.4 percentage points, while the unemployment rate fell by 7.9 percentage points (i.e. from
59.8% in 2006 to 51.9% in 2013). The coincident downward movement in the activity and
unemployment rate of the young population is considered as a consequence of their lower
participation in the workforce during the mentioned period due to increased involvement in the
higher level education process which was translated into postponed search for more prosperous
and higher paid employment opportunities. In the period after 2013, the reduction in the
unemployment rate was mainly caused by the older population which can be considered as
result of the undertaken labour market measures (the unemployment rate was reduced to

8 Unemployment rate represents unemployed persons as a percentage of the active population.

° The total unemployment rate (U,) is equal to the weighted sum of the unemployment rates (u,) in different age groups (i), with
weights equal to the shares of each age group in the total labour force (w;). U, = ¥; w, (i) * u.(i). Hence, changes in the overall rate
of unemployment result from the changes in shares and/or changes in unemployment rates of different age groups.



23.2% and 17.1% or by 4.5 and 6.1 percentage points for the period 2013-2016, for the
population aged 25-49 and 50-64, respectively) (MF, 2017). However, in 2015, the decline in
the unemployment rate (in relation to 2013) of the young population was twice higher
compared to the other age groups®®, demonstrating highest contribution of this part of the
population in the downward movement of the overall unemployment rate. This movement is
considered as a result of the implementation of the employment programs and measures aimed
at persons up to 29 years (ILO, 2015a).

Chart 4 Chart 5
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Generally speaking, between the main drivers of the unemployment reduction in the last years
could be listed the following: jobs creation in the new companies with foreign capital, grey
economy reduction as well as the implementation of the ALM measures. Regarding grey
economy, it is worth to note that according to SSO, the share of the informally employed people
in the total employed population has reduced from 22.5% in 2012 to 18.6% in 2016,

Taking into account our analysis on ALM measures and limited available information from other
sources'?, roughly speaking, the contribution in unemployment reduction of the ALM measures
in which the impact is directly measurable (including subsidies, loans) is estimated at around
35-45% (number of people covered by measures with direct impact on employment relative to
reduction in the unemployed people in the same period). Behind this calculation is the

10 For the period 2015-2013, the unemployment rate for the age group 15-24 years was reduced for 4.6 percentage points (or from
51.9 to 47.4), while for the other age groups (25-49 and 50-64 years) the unemployment rate has declined by 2.4 percentage
points.

11 Reduction by 12.518 persons, based on the data from SSO, Labour Force Survey, available for the given period.

12 Economic Reform Program of the Republic of Macedonia, 2016-18, p. 79: “As a result of the active labour market policies and
measures, around 24.500 jobs were created in the period 2007-2015. The realization of the project "Macedonia employs" started in
April 2015, providing favorable conditions for employment of unemployed persons facing difficulties in employment. So far 10.400
people are employed under this project. As of March 2014, 11.000 people are employed with the measure for employment of young
people by exemption from paying social contributions. The policy for attracting foreign investment contributed to employment of
over 16.000 people, out of which 6.650 are employed in 2015. By recently announced investments in the upcoming period, this
figure is expected to increase to over 34.000 direct employments. Favorable loans for domestic companies, provided by the
European Investment Bank created 6.940 jobs.” When taking the data about ALM measures from this source, the calculated
contribution of ALM is similar as given above. Taking into account the data from this source about realized job creation in the new
companies, the contribution of the job openings in the new companies is estimated at around 20-25% of the overall reduction in
unemployment.



assumption that participants under these measures get employment and remained employed
throughout the analyzed period. This percentage could be higher when taking the impact of all
other ALM measures (if they really had impact on the unemployment in the analyzed period).

Within the unemployed population®? category, the most common reasons for leaving the last
jobs are dismissal due to bankruptcy or redundancy, end of temporary jobs, unsatisfactory
working conditions and unpaid jobs. Furthermore, the relatively high unemployment rate in
Macedonia is partly considered as result of the population who terminated their last
employment for almost the same reasons as unemployed people that have left their job
positions, while also including the early retirement as additional significant factor. Another
important aspect that can have a negative impact on the unemployment rate on the long run
(potentially increasing it) is the high presence of the discouraged persons not seeking for work,
because they believe there are no jobs available, in the total unemployed population (10.7% as
of 2016) (SSO, 2016a).

Chart 6 Chart 7
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Souce: Eurostat. Souce: Eurostat.

The cross country analysis illustrates that the unemployment rate in Macedonia has constantly
been the highest in a sample of selected European countries, besides declining trend in the last
decade. Only in the period of escalation of the debt crisis in Greece and afterwards, the
unemployment rate in this country has reached a comparable level to the one registered in
Macedonia, with this indicator almost equalizing for both countries in 2016. In contrast to the
EU average, the unemployment rate in Macedonia is more than twice on a higher level, and
above the level of this indicator in some comparable countries in the nearby region
(Montenegro, Croatia, Turkey, Bulgaria, Romania etc.), being similar only to the level in Bosnia
and Herzegovina (around 22% in 2016). Observed by different age groups, the substantially
high unemployment rate in Macedonia is a consequence of its high level registered for the
young population, in circumstance of limited job opportunities for this part of the population
that is still involved in the education system or has just completed university studies (ILO,
2012b). Furthermore, the unemployment rate for this age group is by 30 percentage points
higher than the one registered in the EU, confirming the unfavorable working prospects for the

13 Unemployed persons are all persons 15 to 74 years of age who were not employed during the reference week, have actively
sought work during the past four weeks and were ready to begin working immediately of within two weeks.



young population in Macedonia. A considerably higher unemployment rate is noted in the older
age categories as well (by more than 10 percentage points compared to the EU), implying
generally inferior conditions on the labour market as a whole.

As it was noted in the cross-country analysis, unemployment is highest among young
population where unemployment rates were above 50%, but in the last two years we can
observe a steady decline below this level. The positive changes observed in the young
population category in last couple of years caused by the lower share of this age group can be
explained by the change in their preferences in terms of continuing education at the expense of
inclusion in the labour force (Elder et al, 2013). The underlying economic reasons for the
increased preferences for education are the higher yields from higher education and the greater
likelihood of finding a safe and higher paid job. Moreover, in recent years, the reduced share of
young people in the workforce was accompanied by simultaneous increase in the share of this
age group in the education system. Thus, the participation of young people in the formal and
informal education system and training'* has increased by 8.4 percentage points (from 53.5%
in 2007 to 61.7% in 2016) over a period of 10 years. The higher inclusion of the young
population in the education system was supported by the structural government measures like
the introduction of compulsory secondary education, dispersed studies, the reduced financial
costs for higher education, development of the private universities etc. As result of these
positive developments the participation rate of the young population in Macedonia is on
comparable level to the rest of European economies, although the ranking of the country
remains on the bottom of the list. However, a substantial discrepancy®® between Macedonia and
the EU is detected in the participation rate of the persons aged 25-34, which denotes lower
share in Macedonia of the population that decide to continue to university level education,
complete the education process and attain a degree on relatively early age(SSO, 2016b). In
addition, according to Mojsovska—Blazeski et al. (2016), based on the data from Eurostat
database, the transition of the young people aged 15-34 from school to work is relatively longer
than in the EU. According to findings in the quoted work, in Macedonia in the period 2009-2014
around 40% of the young people transited to employment within 1-3 years after the exit from
the education, while in the EU their share was around 70%.

Chart 8 Chart 9

1 Formal education is defined by International Standard Classification of Education (ISCED) as education that is institutionalized,
intentional and planned through public organizations and recognized private bodies. Formal education programs are recognized as
such by the relevant national education or equivalent authorities. Informal education and training is defined as any institutionalized,
intentional and organized/planned learning activities outside the formal education system.

15 This discrepancy is around 10 percentage points, separately for the population aged 25-29 and 30-34 years for 2016.
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Regardless of these positive developments, youth unemployment'® in the Republic of Macedonia
still remains at a relatively high level. Additional problematic issue attached to this high
unemployment rate is its long-term character, which creates negative economic and social
consequences for the young people. Among the young population, the most common reason for
leaving their last employment are end of temporary jobs or seasonal character of job,
unsatisfactory work conditions and unpaid jobs. This category of young people that terminated
their jobs has negative impact on the youth unemployment rate (SSO, 2016a).
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Moreover, high youth unemployment involves high economic and social costs. From an
economic perspective, youth unemployment could be related to potential slower growth in the
economic activity in the future, growth of employment in the informal sector, higher state costs
for social contributions for unemployed people, lower tax revenues etc. From a social point of
view youth unemployment, especially if it is long-term as it is in the case of Macedonia, can

16 Youth unemployment rate is the unemployment rate of people aged 15-24 as a percentage of the labour force on the same age.
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lead to loss of confidence among young people, discouragement for their further active
participation in the labour market, and eventually to potential increase in illegal activities and
social disturbances in the country (ILO, 2012a). Considering the long-term negative effect that
high youth unemployment can have on the overall economic environment in the country,
finding an efficient solution to this structural problem is an important prerequisite for ensuring
stable economic growth.

Chart 11 Chart 12
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Despite the favourable developments in the last decade in the above presented indicators, the
labour market in Macedonia is still characterized by unfavourable structural features (ILO,
2015b). Hence, the unemployment in Macedonia is mainly defined as long-term®, i.e. over 80%
of the unemployed population is looking for a job over a year. This unfavourable structural
feature of the Macedonian labour market is partly correlated with the events in the early
transition period when many manufacturing facilities were closed and there were massive
layoffs. Nevertheless, the share of long-term unemployment still remains relatively high, almost
three decades since the beginning of the transition process, which indicates a strong
hysteresis'® effect of the Macedonian labour market. Important aspect of the long-term
unemployment is that about 55% of the persons comprising this category are with finished
secondary education and only 17% are with finished university level education (based on 2016
data) which implies that the education level has a significant role for the length of
unemployment® and the necessary time for acquiring a suitable job position.

7 The long-term unemployment share is the share of the unemployed persons since 12 months or more in the total number of
unemployed.

8 The term “hysteresis” in the economic science refers to a situation when particular historical event has a lasting impact on the
movement of economic variables. In the context of the labour market, the effect of hysteresis usually refers to permanent increase
in the “natural rate of unemployment” as a result of a specific event, which further contributes to long periods of high
unemployment.

1 The duration of unemployment is defined as the duration of a search for a job or as the length of the period since the last job
was held (if this period is shorter than the duration of search for a job).
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Chart 13 Chart 14
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With respect to the age structure, the unemployment with long-term character prevails in each
age group. Moreover, during 2016, almost two-thirds of the unemployed young population was
looking for a job for more than one year, of which nearly 40% have been unemployed for four
years or more. The long-term unemployment can have a negative impact on the prosperity
opportunities for the young population and their willingness actively to continue searching for
jobs, having in mind that 10.6% of the unemployed persons in this age group are discouraged
and not willing to seek for work because they believe there are no jobs available (NBRM,
2014b). Among the middle aged population (25-44 years) the share of discouraged persons is
lower (7.5%) which is due to the fact that family obligations and continuous fixed costs create
necessity for receiving a salary on regular basis. Consequently, these persons are less likely to
give up their active search for job.

Apart from Macedonia, the long-term unemployment share is above 60% in Greece and
Slovakia, demonstrating the harsh labour market conditions in these economies in terms of the
duration of the unemployment period. However, in the EU, on average this indicator is lower,
being below 50% in the past 10-years period. In relation to different age categories, a similar
trend is observed in Macedonia as well as the EU. Additionally, the long-term unemployment is
lower for the youngest population (although in Macedonia being three times higher compared
to the EU), considering the fact that after finishing the education process this population is
more likely to join the workforce, meaning that the length of the unemployment period is
expected to be relatively short. The long-term unemployment is a common structural
characteristic of the older population (with this share being twice higher in Macedonia in
contrast to the EU) which most likely is linked to termination of the last employment of this
persons as result of three potentially different reasons, dismissal because of bankruptcy or
redundancy, early retirement or regular retirement (MF, 2015).
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Chart 15 Chart 16
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With respect to the long-term unemployment rate®, Macedonia is ranked on the top of the list
of selected European countries, with this rate being five times higher compared to the EU
average, and with Macedonia and Greece being the only countries where this indicator is a two
digit number. Observed by different age groups, the long-term unemployment rate for the
young population in Macedonia is almost twice higher than the one registered for the older
population confirming that the high level of the overall long-term unemployment rate is mainly
due to the young population and its relatively low participation in the labour force.

Monitoring economy using scoreboard indicators with indicative thresholds, under the
Macroeconomic Imbalances Procedures® (MIP) of the European Commission implemented in
the EU member states may also be useful for monitoring the main areas of vulnerability of the
candidate countries, and for understanding their extent of convergence towards the EU. The
main indicators for labour market for the Macedonian economy according to the given
thresholds within this approach, are given below.

The unemployment rate, as a three-year moving average, although abating in recent years, has
constantly been well above the threshold of 10%. Within the labour market segment, the
indicators of activity, youth unemployment (aged 15 to 24) and long-term unemployment
(unemployed for more than one year) have been additionally monitored. These indicators of the
Macedonian economy have seen mainly positive changes in recent years. Youth unemployment
and long-term unemployment have a decreasing trend in recent years, while the activity rate
was mainly increasing with the exception of 2012 when the 3-year change was negative,
reaching the level of the threshold, and 2016 when it reduced by more than the given
threshold. Hence, within the internal imbalances, the Macedonian economy shows vulnerability
to the overall unemployment rate, albeit with favorable developments in recent years both in
this indicator and in the additional indicators of this segment.

2 The long-term unemployment rate is the share of unemployed persons since 12 months or more in the total number of active
persons in the labour market.
2 Alert Mechanism Report, European Commission, February 2012.
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Table 1

Indicators on unemployment Indicative thresholds 2011 2012 2013 2014 2015 2016
upper lower

Unemployment rate (3-year moving average) 10 319 315 30,4 29,3 27,7 25,9

Activity rate (3-year change in p.p.) -0,2 0,5 -0,2 0,3 1,0 0,8 -1,2

Long-term unemployment rate (3-year change in p.p.) 0,5 -2,8 -0,8 -2,8 -2,5 -4,2 -4,7

Youth unemployment rate (3-year change in p.p.) 2 -1,2 -1,1 -1,7 -2,1 -6,6 -3,6

Source: SSO, Eurostat. The fields with figures in red color point to noncompliance with the threshold given within Macroeconomic imbalances approach
of the European Commission.

3. Trends and distribution of employment and wages by activities

Analyzed in terms of individual business activities?, the largest part (18.8% as of 2016) of the
labour force is employed in the manufacturing industry?®. This capital and labour-intensive
industry covers several branches whose performance are rather import dependent and
vulnerable to external shocks, i.e. determined by the external developments and movements in
world markets for certain products. Unfavorable movements in the prices of individual products
on world markets in the past several years resulted in variable performance of domestic
manufacturing companies, whose negative effect was also transmitted on the labour market, by
stagnation in the growth rates of employed persons®*, particularly pronounced in 2014, but also
evident in 2016 (SSO, 2016c). However, the upward trend in the number of employees® in the
manufacturing industry in the last few years is mainly associated with the structural changes in
the industry sector caused by the operation of new production facilities. The growth in
employees’ number was also stimulated by the macroeconomic policies that promoted stronger
links between the financial sector and the real economy during the crisis period®®. In terms of
occupation®’, almost two thirds of the employees in the manufacturing industry are plant and
machine operators and assemblers and craft and related trade workers, having in mind the
machinery based operational processes involved in this activity. In the EU, employees holding
these two occupations acquire only half of the employed population engaged in the
manufacturing industry which is due to the higher presence of technicians and associate
professionals.

22 The data cover all economic activities defined by NACE Rev. 2 the common statistical classification system for economic activities
in the European Community, except for the activities of households as employers and the activities of extraterritorial organizations
and bodies.

2 According to NACE Rev. 2 classification system, section C.

% Employed persons comprise persons aged 15 years and more who during the reference week worked for at least one hour for a
pay or profit or family gain, or persons who were not at work during the reference week but had a job or business from which they
were temporarily absent. Employed persons include self-employed persons and employees with temporary contracts. Self-employed
persons are the ones who work in their own business, farm or professional practice for the purpose of earning profit, spends time
on the operation of a business or is in the process of setting up his/her business. Employees with temporary contracts are those
who declare themselves as having a fixed term employment contract or a job which will terminate if certain objective criteria are
met, such as completion of an assignment or return of the employee who was temporarily replaced.

% Employees are defined as persons who work for a public or private employer and who receive compensation in the form of
wages, salaries, payment by results or payment in kind; non-conscript members of the armed forces are also included.

% Tn the Macedonian economy this is referring to the subsidized interest rates on credit lines provided by the European Investment
Bank. The primary objective of these credit lines is to provide capital for supporting the small and the medium-size enterprises that
will be directed towards realization of new products, opening new jobs, higher liquidity in the real sector and increased exports.

% The occupation of the employed population is presented in accordance with ISCO-08 International standard classification of
occupations.
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Chart 17

Structure of employed persons by activity (in %)
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Agriculture®® is secondly ranked activity in terms of acquiring substantial portion of the
employed population (16.6% as of 2016). The employment growth in agriculture is primarily a
response to the several-year agricultural policies of subsidizing agricultural production, access to
favorable loans and subsidizing costs for livestock purchase and for growing plantation crops,
and economic policies directed towards rapid entrepreneurship growth, among which is the
simplification of procedures for business start-ups. Another measure undertaken in this field
refers to the implementation of a Pilot-Program that subsidizes users of State-Owned
Agricultural Land whose aim is to encourage employment of persons that are social welfare
beneficiaries by granting them state-owned agricultural land and paying them compensation in
the amount of the welfare and social insurance (MLSP, 2016). In Macedonia, 60% of the
employed persons are with elementary education, while almost the entire remaining population
hired in this activity is skilled agricultural, forestry and fishery workers. The trend observed in
the EU is opposite, with skilled agricultural worker participating with a share beyond 70%, while
employees with elementary education hold a share of 15% with simultaneous small presence of
other occupations as well.

2 According to NACE Rev. 2 classification system, section A.
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Chart 18 Chart 19

Annual growth of employed persons by activity Contribution of individual activity to the annual growth in total
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By hiring around 15% of the employed population as of end-2016, the trade sector® is
perceived as highly significant for sustaining the current positive trends on the labour market
and for the future pattern of the overall economic activity. It is observed as service activity that
is usually characterized by slightly lower level of investment and its achievements are of pro-
cyclical nature, primarily dependent on domestic environment developments, but also on global
trade flows. Moreover, the trade sector is related to relatively low level of capital per employee,
lower demands in terms of required skills (this sector usually offers low-paid jobs that do not
require high qualifications), many small operating companies and limited opportunities for
innovation. The trade sector in the post crisis period is marked by enhanced investment (mainly
foreign) in this sector constituting the entry of new brands, as well as entry of large retail
chains, which are generally known as more effective than the small-size sole proprietors and
are prone to greater investment in modern technology (SSO, 2016d). All these developments
contributed to the increased demand for retail workers, resulting in growth in employees’
number in the trading activity as well as potentially new job offerings and employment
opportunities in this low-skilled business activity. Unsurprisingly, the dominant occupation of the
employees working in the wholesale and trade activity is service and sales workers (almost 55%
for 2016). Similar trend is observed also in the EU, where employees with this occupation
acquire 44% of the total employees engaged in the trading sector, while a two-digit share (of
11.3%) is also registered by technicians and associate professionals.

2 According to NACE Rev. 2 classification system, section G.
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Chart 20 Chart 21

Cross-country structure of employed persons by activity for 2016 Share of most important activities in total employed persons (in %)
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Considerable growth in employees’ number in the post-crisis period is also evident in the
construction®® sector which holds 7.1% of the labour force. Although, the share of employed
persons engaged in the construction sector is almost on the same level as the pre-crisis period
(2007), their number experienced considerable growth of almost 40% over the last 10-years
period. This movement is contributed by the several year fiscal stimulus in the form of publicly
funded construction work, in the field of both infrastructure and building construction, the
construction activities of foreign companies in free economic zones, and higher investment in
housing construction, also in the form of direct involvement of foreign investors (SSO, 2016e).
All these activities resulted in higher labour demand in the construction sector which was
simultaneously transmitted in growth in employed persons. The share of employees engaged in
this sector is twice lower compared to the previous higher ranked activity (wholesale and retail
trade) as a consequence of relatively small number of business entities that can afford to
operate successfully in this activity that is based on large capital investment. Also, the relatively
smaller number of employees in the construction sector is due to the seasonal character of this
activity and the fact that most of the employed labour force is seasonal on part time contracts,
meaning that in spring-summer period the reported statistical data on these employees is
higher. The twice higher number of employees in the trade sector can be considered as an
outcome of the large number of business entities operating in this sector that requires large
number of sales workers. Referring to the occupation, 60% of the employees in this sector are
classified as craft and related trade workers, and only small part as holders of elementary
occupations and plant and machinery operators and assemblers. Likewise, the construction
sector in EU is mainly craft and related trade workers based, but the secondly ranked
occupation is technicians and associate professionals, whereas in Macedonia the ranking of this
profession in the construction activity is relatively low.

30 According to NACE Rev. 2 classification system, section F.
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Chart 22 Chart 23

Structure of employed in M ia by ion and Structure of employed persons in EU (28 countries) by occupation and
activity for 2016 (in %) activity for 2016 (in %)

100.0 100.0

80.0 I - 80.0

l |
60.0 . 60.0 . .
40.0 l 40.0 -
- |
| =m N
20.0 - = - 20.0 -
-

0.0 0.0 -

Total
Total

Construction
Wholesale and
retail trade

Construction
Wholesale and
retail trade

Agriculture, forestry and
fishing
Manufacturing industry
Transport, storage and
communication
Corporate sector
fishing
communication
service activities

social security
Agriculture, forestry and
Manufacturing industry
Transport, storage and
Accommation and food
Education, human health
and social work activities

Financial
Education, hul
and social worl

Real estate actit

Armed forces Managers Managers Professionals
Professionals Technicians and associate professionals Technicians and associate professionals m Clerical support workers

m Clerical support workers Service and sales workers Service and sales workers Skilled agricultural, forestry and fishery workers
Skilled agricultural, forestry and fishery workers & Craft and related trades workers Craft and related trades workers Plant and machine operators and assemblers
Plant and machine operators and assemblers Elementary occupations Elementary occupations

Source: SSO. Source: Eurostat.

Similarly to Macedonia, the manufacturing industry and the trade sector on average employ
around 30% of the labour force in selected European countries, confirming the significance of
these activities for the labour market. Compared to a sample of European economies,
Macedonia is ranked on the lower end in terms of the relative importance of the activities
accommodation and food service, financial and insurance activities, real estate, professional,
scientific and technical activities and the public administration®.. Still, Macedonia, Romania,
Greece and Poland as agricultural countries remain the only ones where the agriculture, forestry
and fishing activity attains a two digit number in the structure of the employed population.
Observed by individual activity, the share of financial and insurance activities and education,
human health and social work activities in the overall working population is approximately twice
lower in Macedonia in contrast to the EU, signifying the relatively lower importance of these
sectors. At the same time, the share of the real estate, professional, scientific, technical,
administrative and auxiliary service activities in the overall labour force is three time lower in
Macedonia as opposed to the EU which is due to the fact that these specific professional,
technological and science based activities are still insufficiently developed in Macedonia,
therefore, not offering sufficient opportunities for new employment and further prosperity of the
already employed persons.

The relatively lower importance of some sectors in Macedonia, compared to the EU can be
monitored through the European Innovation Scorecard (EIS), which enables countries to assess
performance, track progress on key aspects and identify policy priorities. This EIS is considered
as valuable resource for policy makers to design policies that support innovation and hence jobs
and growth in Europe. Performance of innovation systems is measured by average performance
of 27 indicators. Based on the average performance scores as calculated by a composite
indicator, the Summary Innovation Index, each country falls into four different performance
groups: Innovation Leaders with innovation performance well above that of the EU average,

31 According to NACE Rev. 2 classification system, Accommodation and food service activities is denoted by section I, Information
and communication by section J, Financial and insurance activities by section K, Real estate activities by section L, Professional,
scientific and technical activities by section M, Administrative and support service activities by section N, Public administration and
defense; compulsory social security by section O, Education by section P and Human health and social work activities by section Q.
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Strong Innovators with performance above or close to that of the EU average, Moderate
Innovators with performance below that of the EU average and Modest Innovators with
performance well below that of the EU average. Compared to 2010, the innovation performance
of the EU has increased by 2 percentage points®’. However, not all elements of the EU
innovation system have been improving at the same rate. Performance has improved most (21
p.p.) in human resources, and almost equally in innovation friendly environment, firm
investments and attractive research system (between 12-14 p.p.), while on the contrary,
decline in performance was registered for three dimensions, finance and support, innovators
and linkages. For Macedonia as a Modest Innovator, performance has increased by 10.4
percentage points relative to that of the EU in 2010. Notable structural differences between the
Macedonian and the EU economy measured in terms of the general structure of the economy,
business indicators and socio-demographic indicators are considered in view of: the larger share
of employment in industry, smaller share of employment in service, lower buyer sophistication,
lower GDP per capita, lower population growth rate, lower population density. The relative
strengths of the innovation system in Macedonia are in sales impacts, firm investments and
innovation friendly environment while relative weaknesses are in finance and support,
employment impacts and intellectual assets. Similarly to EU, most significant improvement in
performance was registered in human resources and innovation friendly environment, with the
employment impact being the only innovation dimension that observed downward movement.
Differently from EU, where considerable improvements were noted in firm investments and
attractive research systems, the improvements in these innovation dimensions were
considerably lower in Macedonia (Hollanders and Es-Sadki, 2017). The substantial lower
performance improvements and developments in these two innovation dimensions were the
main reasons why the above mentioned professional, technological and science based activities
have lower importance for the Macedonian economy and employee only small portion of the
labour force.

32 At the level of individual member states results differ with an increase in performance in 15 countries and a decline in
performance in 13 countries. Performance has increased most in Lithuania, Malta, the Netherlands, and the UK, and decreased
most in Cyprus and Romania. Comparing the EU member states to other European and neighboring countries, Switzerland remains
the most innovative European country, Iceland, Israel and Norway are strong innovators, Serbia and Turkey are moderate
innovators, while Macedonia and Ukraine are modest innovators.
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Chart 24 Chart 25

Cross-country structure of employed persons by occupation for Share of most important occupations in total employed persons
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For the overall working population the most common are the lower paid occupations
(elementary occupations and service and sales workers), which apart from the lower
educational level of the older age groups is contributed by the higher labour demand for these
professions. Simultaneously, professionals comprise significant part of the labour force (15.4%),
demonstrating the current population trends of attaining higher educational degree, driven by
the ambition for better employment. This trend has already been present in the EU for years
behind, which is proved by the fact that professionals and technicians and associate
professionals represent approximately 35% of the labour force. Still, the substantial share of
service and sales workers and craft and related trade workers in the total employed population
is due to the prevailing significance of the manufacturing industry and the trade sector,
activities that are mainly dependent on labour with lower level of education and skills. The
increased share of professionals with simultaneous decrease in clerical support workers and
elementary occupations in total employed persons in the post-crisis period can be linked to the
more sophisticated technological processes and continuous technological improvements in
regular business operations, structural changes in the labour market and education system,
increased demand for more professionally educated employees within the whole economy and
specific economic segments as well as changes in the general underlying components for labour
demand.
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Chart 26
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In the immediate post crisis period (2011-2012) there was decrease in employees’ number that
was mostly pronounced in the activity employing largest part of the labour force, wholesale and
retail trade, but at the same time being considerably high in the manufacturing industry and
financial and insurance activities. Observed by occupation, the decline in the trade sector was in
the managers occupational category, while for manufacturing industry there was decline in
clerical support workers and elementary occupations, at expense of increase in professionals
and plant and machine operators and assemblers. In the third activity experiencing largest
decline in the working population, the financial sector, considerable part of the service and sales
workers and technicians and associate professionals were replaced with professionals. Focusing
only on the immediate post-crisis period, activities that are mostly based on routine operations
in terms of routine implementation of certain tasks and at the same time (excluding the first
activity) are considered to be more prone to technological changes and automatization, as it is
the case in the trade sector, which is mostly based on sales; manufacturing industry with main
focus on production activities and financial intermediation that engages in financial service,
faced weaker employment recovery, not being able to attain adequate labour force with
required qualifications for performance of regular activities. This issue along with the downward
movement in employees’ number have stabilized as time passed by and full economic recovery
followed. In 2016, the trade sector experienced the largest increase in employees’ number
determined by higher demand for service and sales workers, while the increase in construction
sector was due to higher employment of professionals and craft and related trade workers, with
the increase in transport and storage being largest for plant and machinery operators and
assemblers and clerical support workers.
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Structure of employed persons in Macedonia by occupation
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The ratio between average net wage by activity and the total average net wage® for all
employees in the country is highly above 1 in the financial and insurance activities as well as
information and communication, indicating higher compensation of the labour force engaged in
these sectors. Therefore, employees hired in the mentioned activities are considered as highly
paid compared to the average employee in the country, which creates greater aspiration for the
young population to specialize in these fields that would result in greater labour supply. In some
other activities as public administration and defense, real estate, professional, scientific and
technical activities, as well as education, human health and social work activities the average
net salary is just above the one registered for the overall employed population. What is
important to note is the constant upward trend of the ratio between the average net wage in
construction and the total average net wage which is approaching the level of 1 as a result of
the higher pay off provided to employees in this sector, following the growing activity in the
construction sector, and hence, the greater demand for labour. The growth in construction
activity was the main driver of GDP growth in 2016, reflecting above all the civil engineering

¥ The square dot line in Chart 30 for each individual activity represents the average value for the ratio between average net wage
and total average net wage over the period 2011-2016.
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works in the implementation of publicly funded infrastructure projects. Therefore, the increased
construction activity in the country is mostly encouraged by the high profit margins in the
construction business, accompanied by strong public investment of state construction in recent
years, which attracted numerous construction companies and investors in this business. In
conditions of current expansion in the construction sector, the performances of construction
companies are mostly conditioned by the maintenance of solid level of government investment
activity in this sector, as well as favorable performances on the real estate market.

Chart 29
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According to the amount of average net wage, about 62% of employees receive a net wage of
Denar 8.000 to 20.000, which is below the average net wage for 2016. Most of the employees
in this wage category are employed in the manufacturing industry, wholesale and retail trade,
construction and transport and storage, sectors in which is engaged largest part of the active
population on the labour market. On the contrary, only 19% of employees have a net wage
equal or greater than the average monthly net wage, from which slightly less than half are
working in the public administration and defense, compulsory social security, education, human
health and social work activities, while only 16% are involved in the manufacturing industry. In
line with the average net wage growth, the number of employees receiving net wage in the
interval of Denar 12,000 to 25,000 also increased. The occurrence of this event escorted by the
reduction in the number of employees in lower wage categories was detected in the
manufacturing industry, wholesale and retail trade and transport and storage. On the contrary,
only 1.5% of the employed population falls into the category of highest monthly wage (over
Denar 40,000). Additionally, about one third of the employed in this wage category are
registered in the activities information and communication, financial and insurance activities and
public administration and defence. The other category with relatively high new wage, capturing
net wages in the interval of Denar 30,000 to 40,000 is characterized with high concentration,
due to the fact that about half of the employees with monthly wages within this interval are
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hired in the corporate sector. At the same time, high share (of about one third) in this wage
category is also registered for the employees engaged in the financial and insurance activities,
health and social work activities and public administration and defence (SSO, 2016a). The
analysis on the distribution of employees hired in different sectors by category of average net
wage ascertains the relatively higher compensation paid to the employees in the information
and communication, financial and insurance activities and the public administration and
defence, compared to the labour force engaged in other activities. Most of the employees
involved in these highly paid activities by occupation are professionals, technicians and
associate professionals, clerical support workers and managers. Similar trend in the mentioned
highly paid activities is registered also in the EU but with slightly lower share noted for the
occupation managers.

Chart 30 Chart 31
Structure of employed persons by activity and by net wage category for Structure of employed persons by occupation and by net wage
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According to the occupation, in the wage category that incorporates largest part of the
employed population (the recipients of net wages between Denar 8,000 and 20,000), about half
of them are service and sales workers, plant and machine operators and assemblers and craft
and related trades workers. In addition, almost 70% of the employees with net wage equal to
or greater than the average net wage in the country are professionals, technicians and
associate professionals and managers. The most paid occupation is professionals, given the fact
that they account for 45% of the total employees with net wage over Denar 30.000 (SSO,
2016a).

By individual activities, taking into account the above analysis of the employed population and
labour cost, it can be noted that the substantial increase in employees’ number in some
activities was accompanied by simultaneous increase in net wages, although the second one
was less pronounced. The parallel increase in the employees number and net wages in the

3 Corporate sector includes companies and sole proprietors whose main activity, according to the National Classification of Activities
(NCA), is industry (which includes entities with main activities of mining and quarrying, supply of electricity, gas, steam and air
conditioning and water supply, sewerage, waste management and environmental recovery activities), wholesale and retail trade,
and repair of motor vehicles and motorcycles, construction, agriculture, forestry and fishing, transport and storage, information and
communications, accommodation and food services, real estate activities, professional, scientific and technical activities and
auxiliary activities.
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activities that accumulate large part of the working population (almost 30% as of end-2016),
i.e. wholesale and retail trade, transport, storage and communication and construction, could be
linked to the undertaken active labour market measures and to some extent due to
improvements in performance of particular segments of the economy. These positive
developments enabled employers to provide higher compensation to current and new
employees.

4. Skills supply and demand mismatch by activities

The skills supply and demand mismatch is one of the largest challenges the labour market is
facing nowadays. This globally present mismatch emerged as important issue in the post global
crises period®®. Thus, the global financial crisis is considered as an event that caused increase in
long-term unemployment, as well as lower specific significance of certain sectors of the
economy. Accordingly, the extensive job losses in individual Euro area countries and especially
the concentration of this process in certain activities®, led to large mismatch between the skills
supply and demand on the labour market. The tightness of the labor market has decreased
substantially compared to the pre-crisis period. Although there are differences between member
states, there is, at aggregate level, no evidence of quantitative shortages where labour supply
falls short of demand. However, we observe tighter labour markets in some member states,
highlighting that labour demand and supply are not balanced across member states. Moreover,
geographical mismatches within countries, i.e. shortage of workers in one region and surplus in
another region are present in Belgium, Italy and Spain. As the crisis largely decreased the
tightness of the labour markets throughout Europe, qualitative shortages may grow if the
economic recovery picks up (EP, 2015).

In order to determine the skills supply and demand mismatch on the Macedonian labour market
this analysis uses data on occupied posts®’ and job vacancies® by sectors of activities, along
with the subsequent result of job vacancy rate® by individual activities™. Additionally, it is
essential to take into account the discrepancy in net wages among different activities, which is
considered as a significant reason for the existence of large number of job vacancies in

% With the aim to address the severity of this problem, the task group of the Monetary Policy Committee within the European
central banks system released a report, which, inter alia, reveals the construction of the index of skills supply and demand
mismatch for the Euro area countries and the outcomes thereof on the unemployment rate. The movement of the index implies
strong mismatch between supply and demand of skills from the beginning of the crisis. At the same time, the report discloses
evidence that this problem is mainly caused by structural imbalances between supply and demand of skills rather than a lack of
geographical mobility of labour within the Euro area. The report also identifies differences in terms of the nature and extent of this
problem among member states of the Euro area, but the general conclusion is that the mismatch between skills supply and demand
has a significant effect on the unemployment rate (ECB, 2012).

% The job losses in the Euro area are mostly concentrated in industry and construction. The decline in the number of employees in
the construction sector is particularly evident in Estonia, Ireland and Spain, partly reflecting a downward correction in real estate
prices subsequent to the registered price boom.

3 An occupied post means a paid post within the organization to which an employee has been assigned.

38 A job vacancy is defined as a paid post that is newly created, unoccupied, or about to become vacant: for which the employer is
taking active steps and is prepared to take further steps to find a suitable candidate from outside the company concerned; and
which the employer intends to fill either immediately or within a specific period of time.

¥ The job vacancy rate (JVR) is the number of job vacancies expressed as percentage of sum of the number of occupied posts and
the number of job vacancies. This rate measures the proportion of total posts that are vacant. It is expressed by the following
formula: JVR = number of job vacancies / (number of occupied posts + number of job vacancies) x 100.

0 In Macedonian labour market the data on occupied posts, job vacancies and job vacancy rate is available for all business activities
except for agriculture, forestry and fishing.

25



particular activities. In this context, job positions offered in some activities may be perceived as
unattractive to the workforce if they are considered as insufficiently paid in contrast to the
difficulty of regular tasks that are required to be done. Thus, the young population would
decide not to specialize in some particular segments (in terms of continuing education to obtain
a university degree on particular topic) that they consider as poorly paid and not offering
opportunity for further prosperity. This creates lack of certain skills of the labour market. On the
contrary, there would be excess of particular skills that are considered as trendy, attractive and
prosperous by the young population, which creates larger supply in conditions of limited
demand and needs for employees in specific economic fields. This excess of skills in
circumstances of lower demand will eventually increase the unemployment rate.
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Consistent to the growth in employees’ number, the number of occupied posts* in the
Macedonian economy also registered upward movement in 2016. Largest growth in the number
of occupied job positions is identified in the trade sector, construction, manufacturing industry
and information and communication. It is also important to note the substantial relative growth
(of almost 10%) in the number of occupied posts in the professional, scientific, technical,
administrative and auxiliary service activities, although these activities acquire only 6.6% of
total occupied posts and even less than 3% of total employed persons. This movement in the
occupied posts demonstrates increase in labour demand in these specific activities.
Furthermore, half of the occupied job posts are concentrated in the manufacturing industry, the
trade sector and education, human health and social work activities, with the first one acquiring
almost 25% of total occupied posts in the country (SSO, 2016g). Similar trend is observed in
selected European economies as Czech Republic, Poland, Slovenia, Slovakia, Croatia, Romania,

* The number of occupied posts is lower than the total number of employed persons due to the fact that occupied posts refer to
job positions that have been registered as opened job opportunities on the labour market, more precisely as job vacancies and have
later been filled in by the workforce. Therefore, occupied posts include only job positions that have been publicly disclosed and the
labour force had the chance to apply for and at the same time they were also registered as available job positions in the
Employment Service Agency of the Republic of Macedonia. On the contrary, employed persons include self-employed persons and
all types of employees with temporarily contracts (part of which are not registered in the Employment Service Agency of the
Republic of Macedonia and thus not included in the number of occupied posts), employee categories that are not included in the
number of occupied posts. The difference in the number of occupied posts and total number of employees is also due to different
data sources, in the context that some data is collected directly from firms, while other portion of the data is from labour force
surveys that are usually based on approximations and are not precise.

26



Bulgaria, Germany and Estonia, where the manufacturing industry is the largest employer,
holding dominant position in the occupied posts structure, while the occupied posts in education
and human health and social work activities are secondly ranked, just before the trade sector.
Considerable share (of more than 13%) of occupied posts is also captured by the real estate,
professional, scientific, technical and administrative activities in developed economies among
which Netherlands, Luxembourg, Germany, Finland and Sweden, indicating the high significance
of these activities for the labour market and the overall economic performance, an issue that
has just started gaining importance in the Macedonian economy*.

Cross-country structure of occupied posts by activity for 2016 Cross-country structure of job vacancies by activity for 2016
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The growth in the number of occupied posts was accompanied by decline in the number of job
vacancies for the first time in 2016, in contrast to the previous years when both of these
measures followed an upward trend. Reduced number in job vacancies in 2016 is a signal for
consequent employment of the unemployed population. The increase in the nhumber of occupied
posts and the simultaneous decrease in job vacancies imply that on one side some business
entities are working with optimal number of employees 