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Recent Macroeconomic Indicators
Review of the Current Situation - Implications for the Monetary Policy

The review of the current situation aims to give an overview of the recent macroeconomic
data (April - June 2014) and to make a comparison with the latest macroeconomic
projections (April 2013). This will determine the extent to which the current situation in
the economy corresponds to the expected movements of the variables in the previous
cycle projections. The review focuses on the changes in external assumptions and
performance with domestic variables and the effect of these changes on the environment
for monetary policy conduct.

The global economic environment has not undergone major changes compared to the
period of the last assessments. Recent developments in high frequency economic indicators
suggest continuation of the trend of moderate economic recovery in the euro area during the second
quarter of 2014. The recent ECB's growth estimates have not changed much, pointing to a gradual
recovery by the end of 2016. In June, the inflation in the euro area remained at the level of May
(0.5%). ECB's estimates for the next period still point to maintaining low inflation rate within a longer
period, with the inflation estimates being revised downward. Under these conditions and expectations
for materialization of the effects of the June set of measures in the next period, in July the ECB did not
make any changes in the monetary policy setup. In its releases, the ECB again stressed its readiness to
conduct accommodative monetary policy and to take additional measures in case of increased risks of
deflation. Observed from a viewpoint of the individual quantitative external environment
indicators for the Macedonian economy, the assessments for the foreign effective demand
for the period 2014-2015 remained almost unchanged relative to the April projection.
Changes in the expectations about the prices of primary commodities move in different
direction. The latest estimates for the international oil prices for 2014 point to reduction of the
cost of this fuel, but at a slower pace compared with the April projection. New estimates for 2015
indicate higher oil prices, versus the expected decline in the April projection, associated mainly with the
upheavals in Iraq and Libya. The new assessments for metal prices point to more favorable
developments in the terms of trade for this sector than projected in April. This movement is especially
pronounced in the price of nickel, which is mainly associated with the factors on the supply side.
Regarding the food prices, the latest estimations for 2014 indicate apparently smaller import
pressures through this channel on the domestic inflation and the terms of trade, in comparison with
the April projections. For 2015, a faster growth in the price of wheat is assessed, with a simultaneous
downward revision in the price of corn compared with the April projection.

The comparison of latest macroeconomic indicators with their projected dynamics within
the April cycle projections does not indicate larger deviation. From the aspect of individual
indicators relevant for the monetary policy, inflation data as of May 2014 indicate further
maintenance of lower inflationary pressures and lower inflation compared to the April projection. These
deviations are mainly due to the food and energy component and less to the core inflation. On a
monthly basis, the price level recorded a moderate growth (0.3%), which contributed to slowdown in
the annual decline in the overall inflation of 0.6% in May (1.1% in April). In May, the core inflation
equaled 0.7%, which is a further slowdown of the rise and below the expectations in the April
projection. Hence, there are downward risks to the inflation projection associated with the latest
developments and revisions of input external assumptions. On the other hand, there are also upward
risks. From what is already certain, and have been creating price pressures since the beginning of July
is the rising price of household electricity and bread and the upward adjustments in excise duty on
cigarettes. In addition, there are risks surrounding energy prices (related to geopolitical tensions in
Iraq), and possible effects of flooding in the region. We estimate that the balance of risks, in terms
of the projected price movement, is still dominated by downward risks. Yet, dynamically
observed, their dominance over upward risks has been narrowing.



According to the latest available data as of the end of June, in the second quarter of 2014,
foreign reserves (adjusted for price and exchange rate differences and price changes of
securities) considerably reduced compared to the April projection. Recent external sector data
still indicate that the fall in foreign reserves is most likely a reflection of the weaker performances in
the capital and financial account, given the possibly lower trade deficit than projected for the second
quarter, and the net inflows of private transfers in the amount close to the projected one. However, it
should be taken into account that the number of available external sector indicators is still limited,
making it impossible to precisely identify the factors of changes in foreign reserves. The analysis of
foreign reserves adequacy indicators shows that they continue to move in the safe zone. Analyzing
the real sector, the first quarter of 2014 registered an acceleration of economic activity of 3.9%
annually, which is above expectations with the April projection. Available high frequency indicators
of economic activity point to further retention of positive trends in the second quarter of 2014, in
accordance with the registered growth in the main sectors, mainly industry. Within the monetary
sector, according to the final data as of May 2014, total bank credits to the private sector
increased by 7.6% on an annual basis (versus 7.3% as projected for the end of the second quarter),
with poorer performance in the deposit growth compared to the April projection. The latest
assessments indicate lower EURIBOR for 2014 compared to the April projection, with
significant downward revision of the expectations for 2015.

The latest macroeconomic indicators and estimates do not indicate major changes in the
environment and risks perceptions compared to the assumptions provided in the April
projections. Foreign exchange reserves registered a decrease, which is higher than projected for the
second quarter. Analyzing the indicators of foreign reserves adequacy, they still move in the safe zone.
The headline inflation in May was lower than projected, and there has been further slowdown in core
inflation. The risks around the inflation projection are still perceived as predominantly downward. On
the other hand, upward risks have been identified, associated with domestic and external factors that
could cause instability and occurrence of major price shocks, which would be reflected on the future
inflation. Indicators of economic activity suggest that the economy will continue growing in the second
quarter of 2014, which is still not expected to create imbalances. Credit growth in May was above the
projection, though it still takes time to assess the durability of these movements.



EXTERNAL SURROUNDING

Under the new assessments, in

Foreign effective demand 2014, the growth in foreign effective
(annual rates of change in %) demand is expected to equal 1.3%...
1.7 1 ...which, compared with the April
12 - projection of 1.2%, is a minor upward
07 - revision...
0.2 1 ..mostly due to the improved
0.3 - performance of the German economy.
0.8 - Additional positive contribution to the
43 higher growth of foreign demand is
' expected from the recovery of the
18 1 economies of Greece and Slovenia from
23 - recession, as projected in July.
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On the other hand, the assessments
= CF March 2014 e CF June 2014 for foreign effective demand for 2015
remain unchanged, i.e. same as April,
the growth is expected to strengthen
moderately and to reach 1.8%.

Source: Consensus Forecast and NBRM calculations.

In 2014, the foreign effective

inflation was revised downwards

compared with the April projection...
Foreign effective inflation

(annual rates of change in %) ...and now, it is expected to be 0.7%
5 - instead of 1%...
4 - ...which is the first time since the crisis of
2009 to go below 1%.
3 The lower assessment is due to the
5 | downward revision of projected inflation
in almost all of our trading partners...
1 ..with Bulgaria making the greatest
s N contribution to the revision, where the
0 ' prices are now anticipated to decline
rather than to rise, coupled with the
11 lowered contribution by the inflation in
- Germany.
Q1 Q3 Q1 Q3 QI Q3 Q1 Q3 The foreign inflation for 2015 was
2011 2012 2013 2014

also downwardly revised...

= CF March 2014 e CF June 2014 q q |

_ . ...and now, it is expected to equal 1.6%,
Source: Consensus Forecast and NBRM calculations. instead of 1.8% as projected in April...
...which  mainly reflects the lower
contribution of Serbia and Germany to
the price growth.
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Brent oil
(quarterly average, EUR/Barrel)
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Nickel and copper prices in EUR
(annual changes in %)
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Source: IMF, Bloomberg and NBRM calculations.

! OPEC Monthly Oil Market Report, June 2014.

In the second quarter of the year, it
is estimated that the rise in price of
crude oil is higher compared to the
April projection...

...mostly due to the instability in Iraq as
one of the key global oil producers, the
renewed unrest in Libya and the
continuing conflict in eastern Ukraine, and
to a certain extent, due to the moderate
growth in demand in this period.

Although it is estimated that the supply of
oil will be sufficient to meet the demand?,
its price is expected to decline in 2014,
but at a slower pace than projected in
April, which is probably due to the
unfavorable impact of the geopolitical
factors.

The oil price projection for 2015 is
upwardly adjusted and is projected
to rise slightly, despite the April
forecast for annual decline.

In the second quarter of 2014, the
prices of nickel and copper were
upwardly revised...

...l.e. it is now estimated that the price of
copper will register a smaller decline than
projected in April...

...amid gradual reduction of its
inventory...

...while the rise in nickel price is
significantly higher than expected, due to
the negative effects on the supply of the
temporary interruption of the production
capacity in New Caledonia and the current
ban on the export of nickel from Indonesia.

These factors, as well as the improved
indicators for the Chinese economy led to
upward revisions in the prices of metals
for the entire 2014.

Prices of copper and nickel for 2015
were also significantly revised
upwards.
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It is estimated that the decline in
the corn price in the second quarter
was higher than the April forecast,
with the simultaneous decline,

Wheat and corn prices in EUR rather than increase in the price of
(annual changes in %) wheat.
80 -
T The new estimate of global organizations®
ol | St points to higher crop yields and improved
Wheat -July 2014 indicators for inventories in 2014...
\ e COIN - April 2014
40 - = = = Corn-July 2014
\ ...amid projection for significant decline in
20 - the price of wheat, instead of rise as
expected in April...
07 ...and almost twice as high decline in the
price of corn compared to the April
20 projection.
40 - In 2015, it is expected that prices of
Ke.l Ks.3 Ke.l Ke3 Ke.l Ke.3 Ke.l Ke.3 Ke.l Ks.3 wheat products will return to the
2011 2012 2013 2014 2015 zone of positive change, with

upward revisions being made in the
price of wheat and downward
revisions in the price of corn
compared with the April projection.

Source: IMF, Bloomberg and NBRM calculations.

Since the beginning of the year until

1M Euribor May, EURIBOR was gradually
(in %) increasing, reflecting expectations
1.4 - o
for normalization of the European
money market.
1.2 1 — April 2014
1.0 - = July 2014

However, in June, EURIBOR decreased
significantly, and by the end of the

0.8 - projection horizon, it is expected to
remain low...
0.6 -
0.4 - ...as a market response to the ECB
measures taken to prevent deflationary
0.2 tendencies in the euro area and to
' support economic recovery...
0.0 . 1 |< 3 |< 1 K 3 K 1 |< 3 |< 1 K 3 K 1 |< 3 ' ...which, inter alia, include reduction of
B. B. B. B. B. B. B. B. B. B. - . . .
2011 2012 2013 2014 2015 the interest rate on the main refinancing

operations to 0.15%, reduction of margin
between interest rates on credit facilities

Source: Consensus Forecast and NBRM calculations.

2 United States Department of Agriculture and Food and Agriculture Organization of the United Nations.
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and overnight deposit facilities and
introduction of a negative rate on deposit
facility.

As a result, in 2014, the money
market interest rate is expected to
equal 0.17%, which is lower than
the April projection of 0.23%.

Moreover, given the longer duration
of the ultra-loose monetary policy of
the ECB>, EURIBOR was significantly
revised downwards to 0.11% for
2015, instead of 0.34% as projected
in April.

3 http://www.bloomberg.com/news/2014-06-29/decoding-draghi-banks-still-puzzle-over-ecb-grand-plan.html
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Inflation and volatility of food and energy

(annual growth rates, in %)
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Contributions to the annual inflation rate (in p.p.)
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In May 2014, consumer prices
increased by 0.3% on a monthly
basis...

...for the most part associated® with
the higher prices of footwear, food
prices and the prices of liquid fuels.

The lower cost of IT equipment had a
significant impact to the slowdown of
monthly inflation.

The annual decline in consumer
prices slowed down from 1.1% in
April to 0.6% in May...

..Wwhich is significantly weaker
inflation than expected in the April
cycle projections...

...given the higher downward deviation of
the actual inflation than projected in the
food and energy component, and slightly
smaller in the core inflation.

Core inflation has been stagnating for two
months in a row ...

...whereby the May increase in prices of
footwear, as the most important factor in
accelerating core inflation, was mostly
offset by the fall in prices of IT
equipment, beverages, medicines, and
travel package arrangements.

At the same time, the annual pace of core
inflation slowed down from 0.8% in April
to 0.7% in May (the eighth month in a
row).

* Categories with the largest individual contribution to the May increase of the Consumer Price Index include footwear, with a monthly price
increase of 3.7%, the price of fruit and vegetables with an increase of 3% and 1.3%, respectively, and the prices of liquid fuels that

increased by 1.7% on a monthly basis.
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Foreign effective food prices* and domestic

food prices
=== Foreign effective food prices

140 1 == Domestic food prices
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* Foreign effective food prices are calculated as weighted sum of food prices
in countries that are major trade partners with Macedonia.
Source: State statistical office, Eurostat and NBRM calculations.

Positive change in the US Dollar/Euro rate implies depreciation of the US Dollar.

External input assumptions for 2014,
which are included in the inflation
projection, are revised in a different
direction.

Thus, the prices of internationally traded
primary food products indicate somewhat
larger decline in the aggregate price of
cereals in 2014, compared with the
signals obtained during the April cycle
projections.

On the other hand, estimates of the oil
price  movement have been revised
upwards...

...especially due to the increased tension
in Iraq and the recent data that point to
higher than expected growth of the
manufacturing sector in China, as the
second-largest consumer of oil in the
world.

Expectations for the foreign effective
inflation by the end of this year have
been revised downward.

In the risk balance, in terms of the
projected movement of prices,
downward risks still prevail, though
dynamically speaking, dominance of
downward risks over upward risks
narrows.

Lower initial conditions and revisions of
external assumptions point to possible
downward  pressures on inflation
projection for 2014.

However, there is uncertainty clouding
such assessment, i.e. there are risk
factors that create upward pressures.

Observing geo-political factors, most of
those associated with the Russian-
Ukrainian conflict are already anticipated,
and the situation in Iraq is pointed to
be a new risk between the two
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projections®.

From what is already certain, and create
upward pressures on prices as of July, are
several domestic factors such as...

...the 3.47% rise of household electricity,
the rising price of bread and upward
adjustments in excise duty on cigarettes.®

Also, the floods that hit the region could
generate upward pressure on domestic
food prices’...

...along with the risks identified during
June, i.e. the potential problems
associated with electricity imports from
Serbia.

After the sharp fall in March due to the

high base effect, the average net wage
Average net-wage paid in April 2014 recorded a nominal
(annual changes, in %) annual growth of 0.9%...

...given the rise of wages in the
construction and services, where the
highest increase was registered in the
real estate activities, administrative and

\
% LAY 7O\, PN auxiliary services and financial and
4 . b
SN ) [WAN ’ insurance activities...
_5 - . . . .
= Nominal net-wage ...increase is also noted in the supply of
-7 - ==~ Real net-wage electricity, while more significant decline
S E7EXRXRgEZERXESEZESEXSE  inwages is registered in mining.
N N N N
Source: SSO. These trends are similar to the April
projection (expected growth of
1.0%).

Given the negative annual inflation of
1.1%, in April 2014, the real wages
recorded an annual growth of 2%
for the first time after two years of
constant real annual decline.

The 3.9% GDP growth in the first
quarter of 2014 was higher than

® The emerging conflict in Iraq, although not yet affecting the oil exports of this country, creates fears about the possible inability of the
Iragi authorities to deal with the ongoing unrest.

6 As a result of the already adopted legal amendments that require higher excise tax each year through the end of 2023 (and which in 2014
accounted for 0.15 denars per cigarette), the price of cigarettes could be expected to increase by an average of 4 denars per pack, VAT
included.

7 Taking into account the reduced export potential of food products from Serbia (grains and cereals, meat and meat products, oil and fats),
the prices could suffer some upward pressures from the reduced supply from Serbia on the regional markets. Source: FAO GIEWS Country
Brief on Serbia, http://www.fao.org/giews/countrybrief/country.jsp?code=SRB, 28 May 2014.
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Gross domestic product
(real annual growth rates, in %)

| \J uGDP actual

=== Projection-April 2014

1 1 1
W N P O = N W M U1 OO N
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Q1.2009 Q1.2010 Q1.2011 Q1.2012 Q1.2013 Q1.2014
Source: SSO and NBRM projections.

projected in April (3%)...

...where the positive deviation is a result
of the higher growth of domestic demand
than projected...

...as a result of growth instead of
expectations for decline in the private
and public consumption, and similar
growth of investment demand, as
expected...

...given the more negative contribution
of net export demand due to the larger
downward deviation of exports compared
to the deviation of imports of goods and
services.

Analyzing by individual components, in
the first quarter of 2014, the main
drivers of annual GDP growth are
the export and investment demand...

...amid slight growth in private and public
consumption...

...while the growing domestic and export
demand created pressures for increased
imports.

Data available for the second quarter
of 2014 point to continuation of the
positive developments in the
domestic economy, with annual
growth being recorded in the main
sectors.

Industrial production registered an
average annual growth of 5.8% in the
first two months of the second quarter...

...mostly affected by the higher
production of motor vehicles, machinery
and equipment and the production of
rubber and plastic products, as a result of
the increased production of capacities in
the technological industrial development
zones...

...with additional positive contribution
made by the higher production of clothing
and increased extraction of coal and
lignite.

11
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Economic activities
(real annual changes, in %)

ITurnover value in retail trade
® Turnover value in wholesales trade
@ Transport and communication*®
& Industrial production
@ Value of completed construction works (right axis)
4 GDP

Q2 projection

r 100
25 -

15 4 - 50

QL Q2 Q3 » Q1 Q2 3 » a1

Apr. Maj.14
2012 2013 2014 2014

*Simple average of annual growth rates of the different types of transport and the telecommunictions.
Source: SSO and NBRM calculations.

8 5S0's Business Tendency Survey in the manufacturing industry.

The pace of annual growth in the industry
is faster than the previous quarter amid
general increase in the utilization of
industrial capacities®.

Positive developments can be observed in
the trade sector, which registered a rapid
growth in April...

...which, amid annual decline in retail
trade, solely results from the growth in
wholesale.

Construction in April registered a minor
real annual growth, versus the two-digit
growth rates in the previous seven
quarters.

Transport recorded downward trends in
April, despite the sharp rise in the
previous quarter.

Available indicators of aggregate
demand also point to higher demand
in the second quarter of 2014, as
projected in April.

High frequency data on consumer
spending indicate growth in the second
quarter...

...amid stronger credit activity to the
households, continued growth of pensions
(at a slower pace though), and the
perceived growth in real wages...

...with positive performance being present
in the domestic production of consumer
goods and the net revenue from VAT.

Despite these developments, in April,
remittances recorded a real annual
decline...

12



REAL SECTOR

Indicative variables for private consumption ...with a decrease being also recorded in
30.0 - (real annual growth rates, in %) retail trade (whose decline has been

slowing down) and imports of consumer
goods.

20.0 -

The latest indicators of investment
activity suggest a growth in the second
quarter...

10.0 4

0.0 -

...amid significant acceleration and high
growth of domestic production of capital
goods...

-10.0 A

B VAT revenues
EImports of consimptio

-20.0 1 O Domestic produétion of Gonsumption goods
¢ Private consumption Q2projection  -..further positive movement in the
-30.0 - _ construction (although significantly
QL Q@ @ Q4 Qo @ Q3 Q4 QL Apr mjld
2012 2013 2014 2014 slower)...

Source: SSO and NBRM calculations.

...further acceleration of the growth of
government investment expenditures...

...continuation of the real annual growth
in long-term lending to the domestic
corporate sector...

N . . ...with favorable shifts being registered in

Indicative variables for investments the infl f f . direct i t t

100.0 - (real annual growth rates, in %) L. e '_n OWS Or Toreign direc 'n_VeS ments
mImports od capital goods Q2 projection  that increased on an annual basis.

m Completed construction works
roduction of capital goods
B Governm@nt investments

60.0 - H ong ternf credits to enterprises
OFinal prodbict stocks

+ Gross inv@stment

80.0
On the other hand, imports of capital

goods declined on an annual basis,
despite the growth in the previous two

40.0 - quarters.
20.0 . . .
After the expansion in the first quarter,
0.0 - the foreign trade deficit fell in the first
two months of the second quarter
-20.0 - compared to the same period last year...
-40.0 - . . . . . .
o @ & o4 o @ 03 ot 0t A w4 N I|n_e with the e>_(pectat|ons in the April
2012 2013 2014 2014 projection for nominal contraction of the
Source: SSO and NBRM calculations. trade balance.

Budget performance for the first two
months of the second quarter point to
higher public spending, given the
increased costs for goods and services, as
well as the annual growth in transfers for
health care, which is consistent with the
expectations from the April projection.

13
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In the period from April to May, the
(contribution to the s ehange, in p.p.) foreign trade deficit in goods narrowed by
s 10.2% on an annual basis as a result of
the higher growth in exports relative to
imports of goods...

25.0 == Iron and steel and its products
Energy
1 Ores
fid Tobacco
== Clothing and textile
15.0 - == Chemical products*
4 Food
fs===dl Other exports
= EXPORT, %

20.0

10.0

...which is in line with the April forecast for
marginal annual improvement in the trade
deficit.

5.0 -
0.0
-5.0 1
In April and May, export of goods
registered an annual growth of 13.3%,
Q02 @2 Q3 0 Q3 @ Q3 Q4 QI0M NV determined by the higher export activity of
e folowina datadepicttheoverallexportsof onemajor expor capaity inthe ree industial zone new export-oriented capacities.
Additionally, positive contribution to the
annual growth was made by export of
clothing and textiles and less by the

slightly higher export of food...

-10.0

-15.0 -

...while other categories registered an
annual decline, which is still concentrated
in the export of iron and steel.

Compared with the April projection for the
second quarter of 2014, exports in April
and May are generally in line with the
expectations. There are significant
downward deviations in export of tobacco,
iron and steel, while the performance of all
other categories was higher than expected
in the April projection.

I ts b ts 1 H
(contributiol:l'lspot; ﬂ\eyac:::l‘;?lz:fl:nge, inp.p.) In Aprll and May’ II‘I‘IpOI‘tS Of QOOdS
50 5 Fonand seeland s producs = ehictes recorded an annual growth of 3.8%, which
= Chelmptongoode o i Food and tobacco was mainly due to the increase of raw

B Textile === Otherimports

10.0 -

materials imported for the new export
capacities. An annual growth was also
registered in the import of equipment and
machinery, vehicles and raw materials for
the textile industry...

5.0

0.0 +

...while annual decline was reported in the

] import of ore, energy imports and food
Q12012 Q2 Q3 Q4 Q12013 Q2 Q3 Q4 Q12014 V+v ImpOFtS.

Wzsop: HEPM.
* The following data depict the overall exports of one major export capacity in the free industrial zone.

The imports in April and May suggest
slightly lower import than projected for the
second quarter of the year. The largest
negative deviation was reported in the
import of ore, food products, other
imports and tobacco.

14
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In April and May, the performances in

Share of the export and import_ in f\pril and May compared export and import component of

7] to Q2 projection trade indicate a possibly lower trade

deficit than projected for the second
70 quarter of the year.

Recent assessments of crude oil prices in

euros indicate less favorable trends than

expected with the April projection.

65

60 - —— Exportin April +May, % of Q2 Therefore, lower than projected annual
ImportinApril+ May, % of Q2 . R . R

----- Average export in April + May (2009-2013),% of Q2 decline in prices is expected for 2014 and
N e Ave'rage|mport|nA'pr|I+May(200'9-2013),Aof(?z , grOWth, rather than deC"ne for 2015 On
Q22009 Q22010 Q22011 Q22012 Q22013  Q22014* the other hand, favorable trends are

S :NBRM. H
*%Efeofthee,\pmt/importinApri/intheprojecledexport//nportforoz2014, projectionApril expeCted -fOI' the glObal StOC.k prlces_ Of
2014, metals (prices of copper and nickel) during

the current and the next year.

REER
annual changes, in %

807 The trend of appreciation as

measured by price competitiveness

\L depreciation

6.0

4.0 - indicators of the domestic economy
20 1%, on an annual basis continued in May
oo Lo 2014. REER deflated by consumer price
20 index appreciated by 1.3%, while deflated

' e o by the producer price index, it appreciated
-:Z ] T REER_CPI REER_PPI by 2.3%.

2009
1.2010
1.2011
1.2012
1.2013
1.2014

So:rce: NBRM.

. . Such movements are entirely due to the
NEER and relative prices

annual growth rates, in % appreciation of _the npminal effective
100 1 NEER exchange rate, which registered an annual
8.0 1 e Relative prices (domestic/foreign inflation) grOWth Of 360/0, prlmarlly due tO the
6.0 2006=100 .- . .
w0 Relative prices (domesticforeign producer qlepreC|at|on of_ t_he Ru55|a|j rubIe,' Turkish
: prices), 2006=100 lira and Ukrainian hryvnia against the
zg denar. Favorable shifts in relative prices

offset part of the NEER appreciation. The

2.0 . .
40 annual decline of domestic versus the
60 - l depreciation growth of foreign prices (consumer prices

80 - and domestic producer prices) resulted in
a decline in the relative prices by 2.2%
and 1.3%, respectively.

1.2009
1.2010
1.2011
1.2012
1.2013
1.2014

Source: NBRM.

In April 2014, the current account
recorded a deficit of Euro 126.8
million (or 1.6% of GDP). The high
current account deficit in April is due to
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EXTERNAL SECTOR

. . . 9 _ .
Main components of the current account the high outflow in services® as one-time

(in EUR million) outflc_>w in the sec_ond _qugrter, as
600 - anticipated in the April projections. The
400 current account deficit is close to the
200 expectations for the second quarter
of the year.
0
-200 April performance in the current account
-400 components does not indicate significant
600 deviations from the projection for
individual components.
800 ~ o~ ™ < u) o~ [sa) <+ < =
— o o o — o o (o4 = a
< Q 8 <
o o o
H Current transfers ® Income B Services
@ Trade balance “ Current account
Source: NBRM.
Financial account components In the fourth month of the year, the
(in EUR million) capital and financial account
= Durectivestment, net registered net inflows of Euro 83.1
400.0 - i Portfolio investment, net _g ; . "
§ Trade credits, net million (or 1% of GDP), with the net
300.0 - :Loanslnet - inflows being slightly lower than
| ppreney and depestis, net projected for the second quarter of
200.0 1 4 Financial account the year.

100:0 The deviations are mainly due to the
0.0 higher net outflows in currency and
deposits in the banking sector and other
-100.0 - sectors, as well as the lower than
200.0 - expected net inflows of foreign direct
investment.
-300.0 -
= o ©o & 2 ©o © & % &1 On the other hand, April registered net
< . .
= o = inflows in trade loans, contrary to the
< < < expectations in the April projection for
Source: NBRM. small outflows in this category.

® Services balance deficit in April is due to the high outflows in construction services, based on advances for construction-related projects to
build the highways. Meanwhile, in April, the capital and financial account registered inflows based on external borrowing to finance road
infrastructure, in the same amount as the outflows based on services, with the net effect on the balance of payments in the particular
month being neutral.
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EXTERNAL SECTOR

Recent data on currency exchange
c operations, as of June 2014, show

ash exchange market .
400.0 400 that the supply of foreign currency
increased after four months of
decline. At the same time, the foreign
currency demand continued to grow.

In the second quarter of the year, the net
purchase on the currency exchange
market amounted to Euro 259 million,
which is an annual decline of 2.9%.

Q12011
Q2 2011
Q3 2011
Q4 2011
Q12012
Q22012
Q3 2012
Q4 2012
Q12013
Q22013
Q3 2013
Q42013
Q1 2014
Q2 2014

Latest information from the currency
= Net-purchase (in EUR million) exchange market show that the net
'“"Supplyofcashexchange(annualchanges,ir\"’/r;)-riglhtscale |nﬂ0WS Of prlvate transfers |n the Second

Source: NBRM. e == e Demand of cash exchange (annual changes, in %)- right scale quarter Of 2014 are as expected in the

April projection.

Foreign exchange reserves

2,600 - (stock, in EUR million)

2,400 -
As of 30 June 2014, the gross foreign
reserves totaled Euro 1,874 million,

1874  down by Euro 67 million compared to

the end of March 2014. The adverse

changes in foreign reserves are mostly
due to net sales of foreign currency by the

NBRM in the foreign exchange market and

to transactions for government account.

2,200 4
2,000 -
1,800 -
1,600 -
1,400

1,200 -

T 1

Ql Q2 Q3 Q4 QI Q2 Q3 Q4 QI Q2 Q3 Q4 QI Q2
2011 2012 2013 2014

1,000 -

Source: NBRM.
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EXTERNAL SECTOR

Factors of change of the foreign reservesin the
second quarter of 2014 (in EUR million)

Other transactions

Returns from FX reserves

Exchange rate differentials and changes in
the price of gold

Banks reserve requirement
IMF (SDR holdings)
Domestic banks deposits with NBRM

Transactions on behalf of the government

Net interventions on the market

-47.5 —

-60 -50 -40 -30 -20 -10 0O 10 20
Source: NBRM.
Forex market
1000 - (in EUR million) 40
800 - 20
600 - 0
400 - 20
200 - 40
0 4
-200 - 60
-400 - -80
-600 - 100
-800 - 120
-1000 - 140

Q2

~ o <
(o} g g

~ o <
g g g

Q12012
Q12013
Q12014

k=== Total purchase of forex (left scale)
== Total sales of forex (left scale)

Source: NBRM. = \et-sales of forex (right scale)

In the second quarter of 2014, the foreign
exchange market with banks reported net
sales of Euro 130.2 million, versus the
lower net sales of Euro 31.3 million in the
same period last year. This annual change
stems from the faster decline in the supply
compared to the demand for foreign
currency (4.9% and 0.8%, respectively).

Analysis by individual components shows
that the increase in net sales of foreign
currency is mainly due to the higher net
sales of companies compared to the same
period last year.
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MONETARY SECTOR

Monetary policy instruments, in MKD million

45,000 -
40,000 -
35,000 -
30,000 -
25,000
20,000 H
15,000 -
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5,000 -

Q12010

Source: NBRM.
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L 28,261

Q4
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75,000 1 Oustanding amount of Government

65,000 -
55,000 -
45,000 -
35,000 -
25,000 -

15,000 -

5,000 -

Q12010

Source: NBRM.

Q2

Q3

Q4
Q12011

Q2

Q3

Q4
Q12012

Q2

Q3

Q4
Q12013

securities, in MKD million

Q2

Q3

Q4
Q12014

29,601

30,198

May

Q2

Data as of May suggest withdrawing of
liquidity through monetary instruments
relative to the end of the first quarter,
with intensity similar to the expected...

...amid a quarterly fall in net foreign
assets of the NBRM, as projected in
April...

...and creation of liquidity by reducing the
total government deposits with the NBRM,
in a similar amount as projected for the
second quarter.

At the end of June, the government
securities on the domestic market
amounted to Denar 70,214 million, down
by Denar 865 million compared to March
2014.
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Interest rates of treasury bills, treasury bonds and central
bank bills, in %
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3 months t-bills = 6 months t-bis

= == 12 months t-bills
6 months t-bills with fec °
2 years treasurybond
®  Syears treasurybond
2 years treasury bond with fec *
= = = 5years treasury bond with fec
Central bank bills

3 months t-bills with fec

12 months t-bills with fec
3years treasury bond

10years treasury bond

3years treasury bond with fec
10 years treasury bond with fec

Source: NBRM.
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Liquidity of the banking system*

(quarterly change, in Denar million)

Q2
Q3
Q4

[ s I
o O O

Q1.2011
Q1.2012
Q1.2013
Q1.2014

Q2%+

ESSS Transactions ofthe government

kI NBRM interventions on the F/X market with banks
=== Monetaryinstruments

&4 Currency in circulation

e PBanks' liquidity

*Positive change- liquidity creation, negative change- liquidity withdrawal .
** april and may

Source: NBRM.

Interest rates on the government
securities market remained stable in June.
The interest rates at the auctions held in
June ranged from 3.1% for 6-month bills
with a foreign currency clause to 5.3% for
10-year bonds.

In late May, the level of reserve money
was near the level projected for the
second quarter...

...given the quarterly growth of currency

in circulation and total liquid assets, as
projected in April.
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MONETARY SECTOR

Total deposits According to data as of May, the total

160 - 15.2 0000  deposits of the banking system

136 registered a modera_te growth

14.0 - 12.9 - 270,000 compared to the previous month,

120115 11.7 despite their decline registered in April

- 250000 (mainly as an effect of the payment of

10.0 1 a0 e dividend of one company). These

8.0 - L developments are the result of the

/ i1 210,000 monthly increase in corporate deposits,

60 A : while the household deposits slightly
40 - 190,000 decreased the total deposits.

207 ;[ 7%%%° At the end of May, the annual

00 M-AN L MLE | 50000 growth rate of total deposits

203325832 0568332883 %3¢ amounted to 8.5%', which is

= 3 = = 5> 3 below the growth of 9.5%,

- o projected for the second quarter.

T Amualrate of growthyin% < In addition, the total deposits declined

|_iQg;gz:trsavtv?t?ﬁfngl\:%vgml?;Eztaldeposns,excl.denartransferable by _Denar 7:.32 m|II|on, on a quarterly

= Total deposits, in milions of denars (right scale) baSIS, desplte the growth for the

*Includes demand money second quarter of 2014, as projected in

Source: NBRM. April.

Contribution of denar and foreign currency deposits to the

growth of total deposits (in %)
*Includes demand deposits.

140.0 - -
120.0 - ¥
The annual growth of total deposits
100 1 g B E BEEEEEBS c HHHE . . . -
¥ - ‘B is mainly due to the increase in
80.0 - i | denar deposits and the intensifying
! contribution of foreign currency deposits,
60.0 1 R | which, however, is due to the base
a0 0 B ‘ effect'’. Thus after a long period of

' negligible contribution to the overall
20.0 - growth of the deposit potential, foreign
currency deposits account for 23% of the

0'0'9 NB Loy Lo Ay 9% TN annual increment. The new growth of
200 1 & 5 Q 8 SIS deposits in May was completely driven by
o o o o o~ denar deposits.
-40.0 -
-60.0 -

& contribution of denar deposits

H contribution of foreign-currency deposits
Source: NBRM.

10 Refers to total deposits including transferable denar deposits of other financial institutions with the NBRM.
1 High outflows of foreign currency deposits of the corporate sector in April 2013 are mainly due to the dividend payment of one company.
In 2014, a smaller amount of dividend was paid (again in April), mainly through denar deposits of companies.
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MONETARY SECTOR

Share of denar and foreign currency deposits to total

deposits (in %)

*Includes demand deposits.
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Source: NBRM.

Share of M4 denar in total M4
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Source: NBRM.

Share of denar deposits in total household deposits, in %
*Includes demand deposits.

Share of denar deposits of households in total deposits

55.0 - of households

BO %

50.

50.0 49.1 7

45.0 -

40.0 -

35.0 A

30.0

Source: NBRM.

According to the final data as of May, the
currency structure of total deposits
remained stable compared to the
previous quarter, with the share of denar
deposits still dominating the total
deposits.

In May, denar household deposits
registered a slight monthly decrease,
despite their constant increase since
June 2013...

...maintaining their share in total
household deposits relatively stable
(50.7%). Foreign currency household

deposits moderately increased compared
to the previous month.
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Interest rates on denar and foreign currency deposits, in %
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In May, interest rates on denar and
foreign currency deposits were stable
compared to the previous month,
maintaining the interest rate spread
between denar and foreign currency
deposits unchanged compared to April.
On the other hand, the interest rate
spread between interest rates on newly
received denar and foreign currency
deposits recorded a more significant
expansion of 0.5 percentage points
relative to April, as a result of the
increasing yield on denar deposits'?.

12 The increase in interest rate of newly received denar deposits contributed to stabilization of this interest rate after the exhaustion of the
one-time effect of depositing a larger amount of deposit at a very low interest rate in April. The deposit was with maturity of one month.
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Broad money, M4

16.0 1 14.8 ~ 310,000
14.0 - 13.4 - 290,000
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12.0 10.7 114 10.5 £ % 270,000
10.0 1 i galiaspose e final data as of May show a lower
22 8.0 P8aglt monetary growth than projected...
8.0 1 g H - 230,000
6.3 5.8 H
6.0 4450 51535 - 210,000 ...as a result of the weaker performances
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Source: NBRM.

Total loans

10.0 - <7 250,000 . .
90 205681854 o ‘61 20000 According to the final data as of
8.0 4 7.77.1 . . 7'56 ] 5" 7_3::: 230,000 May 2014, the credit market
701 g : 6.4 1220000 reported significant acceleration of
6.0 1 5‘443 210000 Jending to the private sector,
zg ] C3737 ] | jggggg despite the decrease of total loans
30 2 _isoo00 N April. Thus, credit flows in May
2.0 - - 170000 represent the strongest monthly increase
10 - -160,000  since the beginning of the crisis™, given
0.0 T .8'551501000 the higher increase in loans to corporate

< < < Q i o} sector compared to loans to household

— — — — - > b

o o o o T & sector.

S

== Annual rate of growth, in % =====Total credits, in milions of dma%(right scale)
Source: NBRM.

At the end of May, the annual
growth rate of total loans equaled
7.6%, which is above the projected
annual growth of 7.3% for the
second quarter of 2014, according
to the April projection. On a quarterly
basis, the actual increase of Denar 3,573
million makes up 91% of the projected
growth for the second quarter of 2014.

13 The monthly credit growth registered in May is slightly higher than the growth of total loans in December 2013.
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Contribution of denar and foreign currency loans to total
loans, in %

165.0 -
115.0 - i =
65.0 - ' . 2R _
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Doubtful and contested claims to total loans ratio, in %
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%0 to total loans for the second month in a
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Loan - deposit ratio, in %
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In May, there was higher utilization of
the deposit potential for lending to the
private sector compared to the previous
quarter...

...as a cumulative effect of the intensive
increase in loans to the private sector,
and the moderate quarterly decrease in
the deposit base.

These developments contribute to higher
utilization of deposits to finance private
sector than projected.
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Box 1: Timeline of changes in the monetary instrument setup of the NBRM and selected
supervisory decisions adopted in the period 2013-2014

January 2013

A Decision amending the Decision on reserve requirement (adopted in November 2012) came
into force, allowing reduction of the reserve requirement base of banks for the amount of new
loans to net exporters and domestic producers of electricity, as well as for the investments in
debt securities in domestic currency without a currency clause, issued by the aforementioned
companies. This decision fully exempts the banks from allocating reserve requirement for
liabilities based on debt securities issued in local currency with an original maturity of at least two
years. The Decision will apply throughout 2014, after which, depending on the results, the need
for further application will be reconsidered.

A Decision on reducing CB bill interest rate was adopted to cut the policy rate from 3.75% to
3.5%. At the same time, the interest rate on seven-day deposit facility and on overnight deposit
facility was cut from 2% to 1.75% and from 1.0% to 0.75%, respectively.

March 2013

July 2

A Decision on credit risk management was adopted, which applies from 1 December 2013.

013
A Decision reducing CB bill interest rate was adopted to cut the policy rate from 3.5% to 3.25%.
At the same time, the interest rate on seven-day deposit facility was cut from 1.75% to 1.5%.

A Decision amending the Decision on reserve requirement was adopted, which reduces the
reserve requirement rate for banks' liabilities in domestic currency from 10% to 8% and
increases the reserve requirement rate for liabilities in foreign currency from 13% of 15%. In
addition, the amendments stipulate a reserve requirement rate of 0% for banks' liabilities to
nonresident financial companies with contractual maturity of over one year, as well as for all
liabilities to nonresidents with contractual maturity of over two years. A rate of 13% still applies
to short-term liabilities to nonresident financial companies in foreign currency with contractual
maturity of up to one year. To maintain the reserve requirement in denars and in euros relatively
stable, the amendments increase the reserve requirement in euros that is fulfilled in denars from
23% to 30%.

October 2013

A Decision amending the Decision on banks' liquidity risk was adopted. This decision reduces the
proportion of time deposits assumed to outflow from banks, from 80% to 60%, and applies from
1 December 2013. This amendment makes more space for long-term bank lending to the real
sector.

November 2013

A Decision amending the Decision on reserve requirement was adopted, which exempts the
NBRM from paying reserve requirement remuneration (previously, this remuneration equaled 1%
for denar reserve requirement and 0.1% for euro reserve requirement). The Decision applies
from 1 January 2014.

A Decision on CB bills was adopted, which introduces a methodology for determining the
potential demand for CB bills. In accordance with the established mechanism, if there is a higher
demand than the potential across the overall banking system, banks that bid higher amounts of
their own liquidity potential will be required to place this difference in seven-day deposits.

February 2014
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A Decision on reducing interest rate on seven-day deposit facility from 1.5% to 1.25% was
adopted.

April 2014

Decision amending the Decision on the methodology for determining capital adequacy was
adopted, introducing two amendments in the current decision that are expected to contribute
positively to the credit support of commercial banks to the corporate sector. In fact, the
performance guarantees in this decision are of medium/low risk, since they take lower conversion
factor (20%) instead of 50%. Another innovation is that it introduces a more favorable regulatory
treatment of the funds established by one or several central governments, multilateral
development banks or public institutions. These funds will take 0% risk weight, and the
requirement will be that the funding is executed by payment in stakes, i.e. on-balance sheet and
off-balance sheet activities to be covered by the fund's equity.
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