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Introduction

Over the past three decades, the countries of the Western Balkans have engaged in an intensive process of legislative harmonization with European Union legislation, formally aligning their national legal frameworks with the acquis communautaire in anticipation of long-awaited EU membership. In practice, however, this process has frequently prioritized the rapid formal adoption of legal norms over their substantive integration into domestic institutional structures, leading to a phenomenon often described as being “lost in transplantation”. As a result, legal transplantation in the region has often been largely symbolic, producing regulatory frameworks that exist primarily on paper and lack the administrative capacity, professional expertise, and political commitment necessary for effective implementation.

North Macedonia is not an exception. The legislative process has increasingly been reduced to a procedural exercise, with Parliament functioning less as a deliberative body and more as a high-cost notarial institution tasked with the expedited formalization of executive initiatives. Laws are routinely adopted with limited substantive debate, insufficient impact assessment, and minimal consideration of institutional readiness for enforcement. This approach has resulted in a proliferation of legislation that is formally compliant with European standards but functionally disconnected from domestic legal and socio-economic realities. The proposed new Insolvency Law is a practical example of this dysfunctional legislative practice. Although officially presented as a key reform aimed at modernizing the insolvency framework and aligning it with EU norms, the law has become entangled in an overly complex and poorly coordinated legislative process, and is still not enacted.

Evolution of insolvency law in North Macedonia 1991-2021

The development of insolvency legislation in the Republic of North Macedonia can be divided into two main periods: the socialist period prior to 1989 and the post-1989 transition toward a market-based legal framework. Before 1989, insolvency was not regulated through formal legal procedures but managed administratively by the state within the framework of a centrally planned economy. Distressed enterprises were subject to compulsory administration, and insolvency issues were resolved through political and administrative mechanisms rather than market-based creditor–debtor relations. Although several legislative acts were adopted in socialist Yugoslavia to address enterprise distress—introducing concepts such as liquidation, rehabilitation, and forced settlement—these frameworks proved largely ineffective and incompatible with the emerging contractual economy.

A significant shift occurred in 1989 with the adoption of the Law on Compulsory Settlement, Bankruptcy, and Liquidation,[footnoteRef:1] which introduced a formal insolvency regime for the first time. While the law established judicial oversight of bankruptcy proceedings and structured creditor settlements, its implementation suffered from serious institutional deficiencies, including inadequate judicial expertise and the absence of clear standards for the appointment of bankruptcy trustees. Nevertheless, the law represented an important transitional step toward market-oriented insolvency regulation. [1:  Law on Compulsory Settlement, Bankruptcy, and Liquidation, Official Gazette of SFRJ No. 84/89.] 


Following independence, North Macedonia inherited a fragile legal and economic system. The 1989 law remained in force until 1997, when the first Bankruptcy Law was enacted.[footnoteRef:2] Influenced primarily by German insolvency models and positively evaluated by the EBRD, the 1997 law aimed to align domestic insolvency regulation with European standards. However, its practical application revealed significant shortcomings, including procedural complexity, legal ambiguities, inefficient asset realization, and limited regulation of cross-border insolvency. These deficiencies prompted multiple amendments between 2000 and 2004,[footnoteRef:3] which introduced reforms related to bankruptcy trustees, initiation procedures, and asset sales, but also reintroduced problematic elements such as state priority claims and administrative interference. [2:  Official Gazette of the Republic of Macedonia No. 55/97, published on 29.10.1997. Entered into force on 06.11.1997.]  [3:  Law on Amendments and Supplements to the Bankruptcy Law, Official Gazette of the Republic of Macedonia, No. 53 of 07.07.2000; Law on Amendments and Supplements to the Bankruptcy Law, Official Gazette of the Republic of Macedonia No. 37/02; Law on Amendments and Supplements to the Bankruptcy Law, Official Gazette of the Republic of Macedonia No. 17/04.] 


Empirical assessments by the World Bank and IFC further highlighted systemic inefficiencies, including high costs, excessive duration of proceedings, and low recovery rates. The absence of specialized insolvency courts and insufficient judicial specialization contributed to inconsistent judicial practice and application of the law. These persistent weaknesses led to the adoption of a new Bankruptcy Law in 2006,[footnoteRef:4] developed with the support of international experts and institutions.[footnoteRef:5] The 2006 framework emphasized procedural efficiency by introducing a preliminary procedure and strict statutory deadlines aimed at expediting insolvency proceedings. Despite its strong theoretical design, the 2006 law failed to resolve longstanding structural problems. A substantial backlog of cases initiated under earlier legislation remained unresolved, while proceedings initiated under the new law often exceeded statutory time limits.  [4:  Official Gazette of the Republic of Macedonia No. 34 / 06]  [5:  The adoption of the new bankruptcy law was a collaborative effort involving experts from the European Union, the World Bank, and independent specialists supported by the USAID Project on Corporate Governance.] 

After several amendments, in 2021, the Government decided to present new insolvency law that would resolve all these problems.

The new Insolvency Law from 2021

The new Insolvency Law was drafted through a collaborative effort between the Ministry of Economy and the International Financial Corporation (IFC). The law was anticipated to establish a robust and coherent legal framework, effectively regulating the insolvency system in an integrated and efficient manner.

The draft law comprises 473 articles organized into 13 distinct parts, each addressing a specific aspect of the insolvency framework.[footnoteRef:6] These parts include: general provisions; fundamental procedural regulations; preventive restructuring procedures; pre-bankruptcy reorganization procedures; bankruptcy procedures; management and administration of the bankruptcy estate, including the disposal of assets; registration and verification of creditors' claims within bankruptcy proceedings; determination of asset disposal methods; reorganization plans; debtor self-management; discharge from remaining liabilities; specialized forms of bankruptcy proceedings; international bankruptcy provisions; and transitional and final provisions. [6:  Republic of North Macedonia, Law on Insolvency: 
< https://economy.gov.mk/content/downloads/documents/Zakoni/ZAKON%20za%20insolventnost-%2010-03-22%20za%20WEB%20strana%20ME.pdf>] 


The main idea behind this legislative novelty was bigger than just unification of the insolvency legal framework. One of the main intentions was to change the whole perception i.e. mindset of the entrepreneurs and the purpose of insolvency as institute. For more than 20 years insolvency in North Macedonia was used only as a tool for closure and company deletion. The insolvency itself was not perceived as a mechanism for salvation of the companies, but rather as their funeral, and this is what this new insolvency law is trying to change. This is also visible in the document sent to the Parliament in 2021 where the justification and need of the draft law are elaborated.[footnoteRef:7] [7:  Republic of North Macedonia, Parliamentary Institute, ‘Report on Insolvency Law’:<https://www.sobranie.mk/content/%D0%9F%D0%B0%D1%80%D0%BB%D0%B0%D0%BC%D0%B5%D0%BD%D1%82%D0%B0%D1%80%D0%B5%D0%BD%20%D0%B8%D0%BD%D1%81%D1%82%D0%B8%D1%82%D1%83%D1%82/14.pdf>] 


The proposed Insolvency Law was designed to fully transpose Directive (EU) 2019/1023[footnoteRef:8] and to replace the existing framework for out-of-court settlements, which would be repealed upon its adoption. A central feature of the draft law is the promotion of early intervention mechanisms, allowing financially distressed companies to retain management control and continue operations while pursuing restructuring solutions. In formal bankruptcy proceedings, reorganization remains possible but may be initiated only upon the proposal of a bankruptcy trustee or a creditor, with the objective of achieving higher creditor recovery rates than those attainable through liquidation. [8:  Directive (EU) 2019/1023 of the European Parliament and of the Council of 20 June 2019 is a legal framework aimed at establishing a more efficient and predictable restructuring and insolvency system across the European Union (EU). The directive focuses on helping businesses in financial distress restructure their debts at an early stage to avoid insolvency, thereby preserving jobs and maximizing asset value. Key Objectives of Directive (EU) 2019/1023: (1) Preventive Restructuring Framework; (2) Debt Discharge for Entrepreneurs; (3) Increased Efficiency in Insolvency Procedures; (4) Harmonization Across Member States; (5) Creditor and Stakeholder Protection; (6) Stay of Individual Enforcement Actions.
] 


Beyond formal harmonization with EU law, the draft Insolvency Law reflects broader economic policy objectives, including the facilitation of corporate restructuring, enhanced creditor–debtor negotiations, and the mitigation of adverse macroeconomic effects such as unemployment. The law also seeks to reshape investor perceptions by framing insolvency as a recovery-oriented mechanism rather than solely a liquidation process. Nevertheless, at the time of writing, the law remains in draft form and has not yet entered into force.

What is happening?

In 2024, in the course of research on the persistent absence of consumer insolvency frameworks in the Western Balkan countries, I conducted a series of semi-structured interviews with officials from the Ministry of Economy of North Macedonia and with licensed bankruptcy trustees. Among other issues, the interviews addressed the prolonged non-enactment of the new Insolvency Law. When respondents were asked why the law—despite being technically finalized—had remained unenacted for more than three years, representatives of the Ministry of Economy provided the following explanation:

“The draft law successfully passed the Government procedure in February 2023 and was expected to be submitted to Parliament. However, the process was subsequently halted because the responsible minister did not sign the accompanying statement required for parliamentary submission. This delay was primarily triggered by an objection raised by the Public Revenue Office (PRO) at the final stage of the legislative process, following a five-year drafting and consultation period.”

According to the respondents, the PRO objected to the draft law on the grounds that it did not grant the tax authority priority creditor status in bankruptcy proceedings. This demand emerged only after the Government had already approved the draft, notwithstanding the fact that the PRO had not participated in the working group responsible for drafting the law over a five-year period. The working group included representatives from the Ministry of Finance, chambers of commerce, the judiciary, and other relevant stakeholders. From a formal legal perspective, the draft law had been duly submitted to the Ministry of Finance, under whose institutional jurisdiction the PRO operates. Nevertheless, the PRO exercised decisive influence over the process, effectively blocking the law’s progression to Parliament. The former minister reportedly insisted that the law would not advance unless it was amended to accommodate the PRO’s demands, despite the fact that such amendments would fundamentally contradict the law’s objectives and underlying design.

The interviewees emphasized that the working group—comprising ministries, business associations, and judicial representatives—did not support the PRO’s position. When requested to provide comparative examples of jurisdictions in which tax authorities enjoy priority creditor status in bankruptcy proceedings, the PRO reportedly failed to offer convincing justification, instead invoking the general need to safeguard budgetary revenues. As noted during the discussions, however, structural budgetary shortfalls cannot be remedied through preferential treatment of claims against insolvent debtors. A substantial number of economically active companies with long-standing tax arrears—some dating back to 2008—remain operational and solvent. From an efficiency perspective, prioritizing enforcement against such entities would likely yield significantly higher fiscal returns than attempting to extract value from insolvent companies. Consequently, the impasse surrounding the Insolvency Law appears to reflect deeper institutional and governance-related deficiencies rather than substantive weaknesses in the legislative text itself. Despite broad stakeholder support, the PRO’s position has constituted a critical barrier, with respondents acknowledging limited institutional capacity to effectively counter its influence.

Importantly, this is not the first instance in which insolvency reform in North Macedonia has been obstructed by disputes over creditor prioritization involving public authorities. A comparable development occurred two decades earlier through the amendments to the Bankruptcy Law published in the Official Gazette of the Republic of Macedonia No. 17/2004. These amendments introduced detailed rules governing the sale of assets in bankruptcy proceedings and, more significantly, established the category of priority bankruptcy creditors, granting preferential status to the Pension and Disability Insurance Fund.

In practice, the overwhelming majority of bankrupt debtors had outstanding obligations toward the Pension and Disability Insurance Fund. As a result, liquidation proceeds were primarily allocated to the settlement of unpaid social contributions and to covering the administrative costs of bankruptcy proceedings. This prioritization effectively eliminated any realistic prospect of recovery for other creditors. The amendments further reintroduced the Public Revenue Office into the procedural framework by assigning it an oversight role in the initiation phase of bankruptcy proceedings. Courts were required to forward all bankruptcy petitions to the PRO within three days, while the PRO was granted a 30-day period to submit a report on the debtor’s financial status. During this period, procedural activity was suspended, leading to systematic delays in the commencement of proceedings.

Moreover, the prioritization of pension and social insurance contributions—accrued up to the opening of bankruptcy proceedings—meant that liquidation estates were frequently exhausted before any distribution to non-priority creditors could occur, even when contributions were calculated at the minimum statutory level. This reality significantly discouraged creditor participation. Recognizing the low probability of recovery, non-priority creditors were often disincentivized from engaging in creditors’ committees or appointing representatives to bankruptcy bodies. The resulting lack of creditor engagement further undermined decision-making processes and contributed to protracted and inefficient proceedings.

Beyond institutional and legal design failures, respondents also identified bankruptcy stigma as a structural impediment rooted in broader socio-cultural factors. As articulated by representatives of the Ministry of Economy:

“The approach to resolving debt through bankruptcy remains deeply problematic, as the concept itself is socially stigmatized. Bankruptcy is not yet perceived as a standard legal and economic mechanism but rather as a personal and moral failure. Although company managers are legally obliged under the Corporate Law—and partially under the Bankruptcy Law—to initiate insolvency proceedings when insolvency risk arises, many avoid doing so due to fear of social condemnation.”

This stigma, respondents noted, reflects a broader psychological resistance to acknowledging financial failure. Bankruptcy is frequently perceived as the ‘financial death’ of a company, accompanied by severe reputational harm, public exposure, and personal humiliation. Such perceptions foster avoidance behavior, leading managers to delay action until liabilities significantly exceed assets, at which point restructuring is no longer viable. This postponement persists even when insolvency is caused by external factors, such as the failure of business partners.

The respondents emphasized that overcoming these challenges requires a fundamental shift in societal attitudes toward insolvency, coupled with stronger managerial accountability and awareness of restructuring mechanisms. A functional insolvency system should encourage early intervention, promote business continuity, protect employment, and facilitate recovery rather than equating insolvency with irreversible failure.

Conclusion

The new insolvency law in North Macedonia is not so new anymore. Five years have passed since the law was completed, and yet is still not enacted. The development of insolvency frameworks in North Macedonia exemplifies the broader structural challenges associated with the post-socialist transition from a centrally planned to a market-oriented economy in the Western Balkans. While substantial formal progress has been achieved—particularly through the transposition of European Union legislation and the formal alignment of domestic legislation with the acquis communautaire—these reforms have frequently remained detached from institutional realities. 

Despite the introduction of modern insolvency concepts, including reorganization and restructuring mechanisms modeled on European standards, the operational effectiveness of the system remains limited. The prolonged non-enactment of the 2021 Insolvency Law illustrates the fragility of transplantation-driven reforms, revealing how formally compliant legislative solutions can be neutralized by administrative resistance, fragmented governance, and competing bureaucratic interests. Rather than facilitating systemic change, the transplantation process has, in this case, produced a normative framework that is formally sophisticated yet institutionally unsupported.

For insolvency reforms to yield tangible outcomes, North Macedonia must move beyond a transplantation-oriented approach focused on formal compliance and address the structural conditions necessary for implementation. This includes strengthening judicial and administrative specialization, ensuring procedural efficiency and transparency, and aligning institutional incentives with the objectives of insolvency law. The Macedonian experience demonstrates that repeated legislative amendments, in the absence of corresponding institutional capacity and normative acceptance, are insufficient to produce meaningful reform and may instead entrench a gap between law on the books and law in action.
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