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Abstract 

Monetary policy in coordination with fiscal policy is a key determinant for maintaining the macroeconomic 

stability of countries through the creation of conventional and non-conventional measures in crisis situations. The 

disruption of global supply chains and the limitation of the supply of oil and oil products resulted in a global 

increase in inflation, from which developing countries were the most affected countries. Similarly, the Central 

Banks undertook a series of measures aimed at cushioning the shock and returning inflation within the established 

corridor. The subject of the research paper is an analysis of the effectiveness of monetary policy in the stabilization 

of inflation in North Macedonia and Serbia. The purpose of the research is to evaluate the impact of monetary 

measures on the economic flows of North Macedonia and Serbia through the transmission channels by applying 

the SVAR model. The research was done using secondary methods and the SVAR model. According to the results 

of the research, it can be concluded that North Macedonia and Serbia recorded a significant increase in inflation 

caused by mostly global factors, and the monetary policy in both countries had a significant participation in the 

stabilization of inflation and the macroeconomic situation. 
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INTRODUCTION  

The emergence of the Corona crisis at the beginning of 2020 caused a significant global economic destabilization 

that contributed to the destabilization of the financial and commodity markets and conditions for the creation of a 

series of macroeconomic measures in the direction of the stabilization of national economies (di Giovanni, 

Kalemli-Özcan, Silva, & Yildirim, 2022). Namely, the beginning of the Russian special operation in Ukraine 

caused further disruption of global supply chains, interruption of trade in Russian oil and Russian gas, and difficult 

export of Ukrainian wheat, which is one of the key conditions for maintaining stable prices on the global stock 

markets (Peterson, 2022). The introduction of economic sanctions and the termination of trade relations between 

Western countries and the Russian Federation further disrupted international economic relations, conditions for 

the growth of prices of key energy sources, raw materials and food, resulting in a significant global increase in 

inflation (Pera, 2023) (Akindoyin, 2024). Although the sanctions were intended to slow down the Russian 

economy, the countries that introduced the sanctions faced a high rate of inflation, primarily the countries of 

Europe. It is characteristic that small and import-dependent economies faced the highest rates of inflation, which 

was characterized as import inflation. 

After the beginning of the Russian special operation in Ukraine, North Macedonia and Serbia, as small and open 

economies, faced a series of economic consequences, mostly of an import nature. As a result of the high rate of 

inflation, the central banks of the countries undertook a series of conventional measures, the most widespread of 

which was the measure of growth of the reference interest rate, which was aimed at slowing down credit 

placements, and thus reducing the expectations of companies and the population for the so-called cheap borrowing, 

which would reduce consumption and stabilize inflation (Paceskoski & Taskovski, 2024). 

The starting hypothesis in the research is that the reference interest rate is an effective transmission mechanism for 

the stabilization of inflation in North Macedonia and Serbia. 
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The research is based on secondary methods and applied descriptive statistics, correlational analysis and SVAR 

model respectively for North Macedonia and Serbia. 

LITERATURE REVIEW  

The research of inflation and the transmission of monetary policy is significant for the creation of monetary 

measures and policies. The start of the Russian special operation in Ukraine is causing significant damage to global 

supply chains that is contributing to global inflation. The interconnectedness of global supply chains makes change 

highly militarized on or protected. Fick & Tillmann (2022) argue that the disruption of global supply chains causes 

economic consequences for countries and the Eurozone as a monetary union, and also has a major impact on food 

price growth. Diaz, Cunado & de Gracia (2024) argue that since 2010 supply-side shocks are key drivers of 

inflation. They conclude that after the emergence of the Covid 19 pandemic, inflationary pressures on the supply 

side are strengthening. One of the most common macroeconomic models for inflation research is VAR models. 

Namely, VAR models provide guidance for predicting the movement of inflation and therefore creating 

macroeconomic policies (Bobeica & Hartwig, 2023).  Lenza & Primiceri (2020) claim that after the emergence of 

Covid-19, the macroeconomic situation in a large number of countries is unstable, and as a result, macroeconomic 

analyzes and projections are a challenge due to the emergence of significant standard deviations of selected 

macroeconomic variables. Diegel & Nautz (2021) for the examination of long-term inflation expectations and 

transmission of monetary policy shocks, they apply the SVAR model, coming to the conclusion that long-term 

inflation expectations in the USA react immediately after the monetary shock and that the monetary policy of the 

Fed is a key factor for stabilizing the economy in conditions of destabilization or structural changes. 

MATERIALS AND METHODS  

The subject of research is the role of monetary policy and the efficiency of the transmission mechanism of 

monetary policy in North Macedonia and Serbia during the global growth of inflation. The purpose of the research 

is to identify the key monetary measures adopted by the Central Banks of North Macedonia and Serbia and to 

determine whether the channels of transmission of monetary measures are efficient and have a significant impact 

on the stabilization of inflation. 

The research is based on secondary methods: induction method, deduction method, analysis and synthesis. When 

choosing a source of data, and with the aim of increasing the degree of relevance of the research results, several 

criteria are taken into account, such as: the relevance of the institution that publishes the data, the date of 

publication, the relationship of the data with the objectives of the research and the degree of scientific contribution 

of data to research. The data in the research are monthly and refer to the period from 01/2015 to 12/2023, that is, 

a total of 108 observations. Empirical research is composed of: descriptive statistics, correlation analysis and 

SVAR model. 

Research hypothesis: 

H1: The short-term domestic interest rate is a key intermediate target for controlling inflation. 

H1.1: The short-term domestic interest rate is a key intermediate target for controlling inflation in North 

Macedonia. 

H1.2: The short-term domestic interest rate is a key intermediate target for controlling inflation in Serbia. 
Description Unit Source 

Description Unit Source 

Inflation rate INFМ/INFS NBRNM/NBS 

Industrial production INPM/INPS SSOM/SSOS 

Exchange rate USD/MKD; USD/SRB EXRM/EXRS NBRNM/NBS 

Monetary aggregate M1 MM1M/MM1S NBRNM/NBS 

Domestic interest rate  DIRM/DIRS NBRNM/NBS 

Euro Area interest rate EUIR ECB 

Average global BRENT Oil price BROL FED St. Louis 

Global price of energy index GPEI FED St. Louis 

Gas global price GSGP FED St. Louis 

Global price of Wheat GPWH FED St. Louis 

*NBRNM – National Bank of the Republic of North Macedonia 

*SSO – State Statistic Office of the Republic of North Macedonia  
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FINDINGS  

Descriptive statistics  

As shown in Table 1 it can be concluded that the average monthly value of inflation in North Macedonia in the 

research period is 3.47%, it has a significant deviation from the maximum and minimum value of 82.48%. A 

relatively high standard deviation is observed for the USD/MKD exchange rate. It is characteristic that the average 

value of the short-term interest rate in North Macedonia is 1.75 percentage points higher than the one in the 

Eurozone and is 1.92. According to the descriptive statistics, the variables representative of the global economic 

flows has a high standard deviation, which is evidence of the significant oscillations during the observed period. 

Table 1. Descriptive statistics – North Macedonia 

 

Source: Author’s calculation 

As shown in Table 2 the mean value of inflation in Serbia is 4.41%, with a relatively high standard deviation. It is 

characteristic that the domestic short-term interest rate has a higher value than the one in the Eurozone by 3 

percentage points. 

Table 2. Descriptive statistics – Serbia 

 

Source: Author’s calculation 

Correlation analysis  

The correlation matrix in Table 3 shows that inflation in North Macedonia has a strong positive correlation with 

all variables except industrial production. The correlation between inflation and the domestic short-term interest 

rate is 0.43, and between inflation and variables representative of global economic flows in the interval from 0.72 

to 0.83. The strongest positive correlation exists between the domestic short-term rate and the short-term rate 

prescribed by the ECB. 

Table 3. Correlation analysis – North Macedonia 

 

Source: Author’s calculation 
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The correlation matrix in Table 4 shows a strong positive correlation between inflation and M1, the short-term 

interest rate in the Eurozone and variables representative of global economic flows. The correlation between 

inflation and the domestic short-term interest rate is 0.23. The strongest correlation is observed between the Global 

Electricity Price Index. energy and the average monthly price of BRENT oil. 

Table 4. Correlation analysis - Serbia 

 

Source: Authors’ calculation 

SVAR results  

The ADF test tests the null hypothesis that the time series has a unit root. It has been determined that there is a 

single root in the time series, with the fact that the time series for North Macedonia and Serbia are differentiated 

from the first order. According to the post-differentiation test, it was determined that the time series are stationary. 

According to the testing of the delay period for the specification of the VAR model, according to the Final 

prediction error, Akaike information criterion, Schwarz information criterion and Hannan Quinn information 

criterion tests for North Macedonia and according to FP and HQ for Serbia, it was determined that 1 delay period 

is the most optimal for The VAR model. 

As shown in Table 5 in the case of North Macedonia, all variables with the exception of inflation from the previous 

period have a statistically significant impact. Namely, the monetary aggregate M1 has a positive impact on 

inflation, also the domestic short-term interest rate has a positive impact on inflation, which shows that it is an 

efficient transmission mechanism for controlling inflationary pressure, the growth of oil, gas, electricity and grain 

prices have a positive effect on inflation that matches expectations. 

Table 5. Variance decomposition of inflation – North Macedonia 

 

Source: Authors’ calculation 

As shown in Table 6 Serbia, with the exception of inflation from the previous period, all variables have a 

statistically significant impact on inflation. It is characteristic that the domestic short-term interest rate has a 

significant negative impact on inflation, which makes it an effective intermediate target for inflation control. 

Table 6. Variance decomposition of inflation – Serbia 

 

Source: Authors’ calculation 
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DISCUSSION 

The research shows that inflation in North Macedonia has a strong correlation with all research variables except 

industrial production, in the case of Serbia a significant positive correlation is observed between inflation and the 

monetary aggregate M1 and the short-term interest rate in the Eurozone. A positive correlation is also found 

between inflation and the domestic interest rate. According to SVAR, all variables in the model, with the exception 

of inflation from the previous period, have a statistically significant impact on inflation in North Macedonia and 

Serbia. Consequently, the general research hypothesis is accepted.  

CONCLUSION  

North Macedonia and Serbia, in order to stabilize domestic inflation, which had significant growth as a result of 

world economic and political challenges and the growth of global inflation, permanently increased the reference 

interest rate on treasury bills. According to the research, it can be concluded that the short-term interest rate in 

North Macedonia is a significant intermediate target for controlling inflation, and in the case of Serbia, the interest 

rate has a statistically significant impact on the decline in inflation in Serbia, which makes it a significant 

intermediate target and an efficient channel of monetary policy transmission. 
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