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ABSTRACT  
In the last two decades the economic growth of North Macedonia can be qualified as sluggish 
and volatile. In this period, the government has been proclaiming a narrative of fiscal and 
economic policies focused on public investment driven development and growth, yet the capital 
budget bias, has been significant with regularly overestimated plans vs. the outturn. The public 
investment-to-GDP ratio, has been an average 5.47%, ranging from minimum 4.0% (Y2007) 
to maximum 6.7% (Y2010). Simultaneously, the private investment-to-GDP ratio has been an 
average 17.1%, with minimum of 15% (in Y2005) and a maximum value of 20.6% (in Y2008). 
The FDI inflows, have been ranging from minimal below 1% in 2014 to maximum 12.7% in 
2001, with average of 4.6% per annum. The trends of the variables straightforwardly do not 
suggest a nexus between public and private investments i.e. causing crowding-in or crowding 
out effect. In this paper it is investigated whether public investment and foreign direct 
investments crowd-out or crowd-in the private investment in North Macedonia. To test this 
hypothesis, we use the available annual data on private investment, public investment, foreign 
direct investments and GDP for the period of 2000-2017 (in real terms). A model of 
autoregressive distributed lag bound testing is used for the variables private investment, public 
investment, GDP and foreign direct investment. The results indicate a crowding-out effect of 
public over private investments with significance of the foreign direct investments are expected 
to show whether there is crowding-in or -out effect of the public over private investment and 
crowding-in effect of the foreign direct investments. The crowding-out effect is immediate and 
short run.  
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